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GLOSSARY 

 
As used in these materials, the terms set out below shall have the following respective meanings 

unless otherwise defined herein.  This glossary is not intended to cover all defined terms used in these 
materials. 
 
“Act” shall mean the Farm Credit Act of 1971, 12 U.S.C 2001 et seq., as amended. 

AgFirst” or “Bank” shall mean AgFirst, Farm Credit Bank.   

“Agreement” or “Plan of Merger” shall mean the Agreement and Plan of Merger by and among the 
Associations set out at page 28. 

“AgSouth” shall mean AgSouth Farm Credit, ACA.  Unless the context requires otherwise, references to 
AgSouth shall include its subsidiaries, AgSouth FLCA and AgSouth PCA. 
 
“AgSouth FLCA” shall mean AgSouth Farm Credit, FLCA, a federal land bank association with direct 
lending authority and a wholly-owned subsidiary of AgSouth. 
 
“AgSouth PCA” shall mean AgSouth Farm Credit, PCA, a production credit association and a wholly-
owned subsidiary of AgSouth. 
 
 “Association(s)” shall mean AgSouth, Carolina, the Merged Association, and their respective subsidiaries, 
individually, or all collectively, as the context indicates. 
 
 “Board” shall mean the board of directors of AgSouth, Carolina or the Merged Association, as the context 
indicates.  

“Capitalization Bylaws” shall mean the bylaw provisions of the Merged Association respecting 
capitalization. 
 
“Carolina” shall mean Carolina Farm Credit, ACA.  Unless the context requires otherwise, references to 
Carolina shall include its subsidiaries, Carolina FLCA and Carolina PCA. 
 
“Carolina FLCA” shall mean Carolina Farm Credit, FLCA, a federal land bank association with direct 
lending authority and a wholly-owned subsidiary of Carolina. 
 
“Carolina PCA” shall mean Carolina Farm Credit, PCA, a production credit association and a wholly-
owned subsidiary of Carolina. 
 
 “Disclosure Statement” shall mean all materials contained herein and submitted to the stockholders and 
to FCA as part of the request for preliminary approval of the Merger. 
 
“Effective Date” shall mean April 1, 2023, or such later date as set forth in the Agreement.  

 “FCA” shall mean Farm Credit Administration, the independent regulatory agency for both Associations. 

“GAAP” shall mean Generally Accepted Accounting Principles. 

“GFA” shall mean a General Financing Agreement between one or more of the Associations and AgFirst. 
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“Merged Association” shall mean the agricultural credit association resulting from the Merger, which shall 
be named AgSouth Farm Credit, ACA. 

“Merger” shall mean the merger of Carolina with and into AgSouth pursuant to the Agreement and Plan 
of Merger by and among the Associations, which appears at page 28 hereof. 
 
“Merger Proposal” shall mean the Merger and the adoption of the Capitalization Bylaws. 
 
“Regulations” shall mean the regulations promulgated by FCA under the Act. 
 
 “Subsidiary Mergers” shall mean the merger of Carolina FLCA into AgSouth FLCA and the merger of 
Carolina PCA into AgSouth PCA, the legal survivors of which shall be AgSouth, FLCA and AgSouth, 
PCA, respectively.  
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Forward-Looking Statements 
 
This Disclosure Statement and, in particular, the section entitled “Expected Advantages, Disadvantages and 
Other Impacts of Proposed Merger,” includes “forward-looking statements.”  These are statements made 
by management using their best business judgment based upon facts known at the time of the statements or 
reasonable estimates about future results, events, and the like.  All statements other than statements of 
historical facts included herein are “forward-looking statements.” 

Although the Associations believe that the expectations reflected in such forward-looking statements are 
reasonable, they can give no assurance that such expectations will prove to be correct.  Forward-looking 
statements include statements which are predictive in nature, which depend upon or refer to future events 
or conditions and which include words such as “expects”, “anticipates”, “intends”, “plans”, “believes”, 
“estimates”, or similar expressions.  These statements are not guarantees of future performance and the 
Associations make no commitment to update or disclose any revisions to forward-looking statements, or 
any facts, events or circumstances after the date hereof that may bear upon forward-looking statements.  
Because such statements involve risks and uncertainties, actual actions and strategies and the timing and 
expected results thereof may differ materially from those expressed or implied by such forward-looking 
statements.  These risks and uncertainties include, but are not limited to, those disclosed in the Associations’ 
Annual Reports. 

Forward-looking statements involve risk, uncertainty, and their ultimate validity is affected by a number of 
factors, both specific and general.  Specific risk factors may be noted along with the statement itself.  
However, other more general risks and uncertainties which are inherent in any forward-looking statement 
include, but are not necessarily limited to, changes in: 

- Demand for the Associations’ loan products 
- Interest rates 
- Competition 
- Successful integration of the Associations’ operations 
- Ability to manage growth 
- Government regulation 
- General economic conditions 
- Agricultural land values in, and the agricultural economy of, North Carolina, South Carolina 

and Georgia. 
 

This listing of factors is not intended to include all potential risk factors.  The Associations make no 
commitment to update these factors or to revise any forward-looking statements for events or circumstances 
occurring after the statement is issued. 
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STATEMENT OF THE BOARD OF DIRECTORS 

CAROLINA FARM CREDIT, ACA 
 
January 19, 2023 
 
Dear Members, 
 
 I am excited to share on behalf of your Board of Directors a proposal to combine two leading Farm 
Credit Associations through a merger of Carolina Farm Credit with AgSouth Farm Credit. At Carolina 
Farm Credit, our passion is to grow our farmers, families and rural communities. We have shared this 
passion by supporting our communities as a customer-driven cooperative and partner, providing financial 
services while honoring a culture of integrity, accountability, empathy, and respect for all. 
 

As the Farm Credit system moves well into its second century of service to American farmers, it 
must continue to find ways to adapt, innovate, and strengthen itself to ensure that the needs of its current 
and future customers and members are met. Recently, the Board was presented with the opportunity to 
consider a merger with AgSouth Farm Credit, an association that borders our territory in South Carolina 
and Georgia. The Board and Association engaged in a detailed and lengthy due diligence process to 
determine if such a merger would be in the best interest of our customers, staff, and communities that we 
serve.  

 
After due diligence and careful deliberation, the Board believes that stockholders would benefit 

directly from the proposed merger in a number of ways.  The combined organization will serve a wide 
range of commodities and agricultural interests. This commodity diversity combined with a significantly 
expanded territory spreads the inherent risk of agricultural lending across a larger risk pool, thus 
contributing to the safety and soundness of the Association. The expanded capital base would permit the 
Association to make and retain larger loans and pursue additional lending opportunities that should enhance 
earning potential.  

 
Carolina and AgSouth have a long history of meeting the needs of our customers and serving the 

mission of the Farm Credit System. The new Association will be in a position to leverage two talented and 
knowledgeable workforces to build upon past successes. For example, AgSouth has an award winning 
beginning farmer finance program, AgAware, that can be launched throughout the Carolina territory. Like 
Carolina, AgSouth has a firm commitment to diversity and ensuring that all eligible, creditworthy current 
or potential borrowers have access to financial resources. The AgSouth territory contains an additional 1890 
HBCU land grant institution offering potential partnerships to serve out our institutional missions.  

 
 Innovation has always been the hallmark of the success of American agriculture. Many of our 
customers particularly young, beginning, and small farmers need a financial partner that can leverage 
technology to meet them where they are and respond promptly and efficiently to credit requests.  Added 
financial strength and resiliency from the merger will better position us to make the necessary capital 
investments to ensure that we can continue to grow and innovate along with its customers. Such investments 
and efficiencies will not change the qualities that that have made us successful. Your local branch will 
remain committed to your community, and the Board remains committed to cooperative principles.  To this 
end, the Merged Association plans to execute a communication and outreach plan throughout the merger 
process through information sessions and other communication with stakeholders to ensure every 
shareholder is properly informed.  
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As described herein, the Merged Association will continue to ensure effective and efficient regional 
Board representation across the combined territory so that the Board’s composition reflects the marketplace. 
Initially, the Board will be made up of 28 positions – 14 directors from each Association. Twenty four of 
those positions are stockholder-elected directors. Over time, the Board will be reduced from twenty-eight 
directors to nineteen directors, of which sixteen will be stockholder-elected directors and three will be 
appointed outside directors.  Specifically, there will be a reduction of four stockholder-elected director 
positions from AgSouth’s chartered territory and four stockholder-elected director positions from 
Carolina’s chartered territory.  In addition, one outside director position that carries over from AgSouth 
will be closed.  

 
The Association will place a priority on stakeholder feedback throughout the merger process. A 

robust communication plan ensures that shareholders, employees, and customers will be provided avenues 
to learn about the merger process and contribute input.  

 
In evaluating the merger proposal, carefully review the enclosed Disclosure Statement. We urge 

you to pay particular attention to the section of the Disclosure Statement entitled “Expected Advantages, 
Disadvantages and Other Impacts of the Proposed Merger,” which provides further details on the Board’s 
decision recommending this merger and why we believe stockholders should directly benefit from the 
merger.  If you have any questions, please call Vance Dalton, President & CEO at (704) 873-0276.     
 
Sincerely, 
 
 
 
Vickie N. Smitherman 
Board Chair 
Carolina Farm Credit  
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STATEMENT OF THE BOARD OF DIRECTORS 
AGSOUTH FARM CREDIT, ACA 

 
January 19, 2023 
 
Dear Members, 
 

On behalf of your Board of Directors, I am excited to share with you a plan for the merger of 
AgSouth Farm Credit and Carolina Farm Credit. As a borrower-led cooperative, the Board’s mission is to 
bring value to our customers while improving the quality of life throughout our chartered territory. This 
vision is central to the decision of the Board to explore a merger with Carolina and why the Board 
recommends stockholder approval.  

 
AgSouth is the product of a merger in 2004 of Palmetto Farm Credit and AgSouth Farm Credit. 

This merger followed the prior mergers of Palmetto Farm Credit with Edisto Farm Credit in 2000 and West 
Georgia Farm Credit and Southeast Georgia Farm Credit in 1999. Each merger brought value to the 
shareholders and increased the mission reach of the Association. In today’s fast-paced and ever evolving 
business environment, the Board seeks to build upon the efficiencies and synergies gained from prior 
mergers by uniting the similar strengths and philosophies of AgSouth and Carolina Farm Credit.  
 
 Agriculture is a unique industry that demands reliable and consistent credit and financial services. 
The farmers of the future need their lenders to keep pace with customer and technology trends to meet their 
complex credit needs. The proposed merger between AgSouth Farm Credit will create an Association with 
over $4.2 billion in gross loan volume servicing 24,800 customers with the personalized, local service that 
they have come to expect and an enhanced ability to respond to their changing needs.  
 

We believe that the continuing institution board will represent our customer base through 
geographic, demographic, and commodity diversity. As agriculture becomes more diverse, a well-rounded 
board that understands our territory and those we seek to serve is vital to continued success. The combined 
strength of the two Associations will diversify the Association’s loan portfolio.  By spreading the inherent 
risk associated with agriculture across a larger number of commodities and territory, the Merger should 
enhance the Association’s safety and soundness. In particular, AgSouth shareholders will gain risk 
mitigation associated with the portion of its territory threatened with hurricanes and tropical storms. A 
larger operating base will more easily absorb losses associated with weather and climate-related risk such 
as localized drought and biological hazards such as avian influenza.  
 
 The Merger will also result in a larger capital base that further mitigates risk and allows the 
Association to pursue additional loan growth opportunities. The Board believes that these growth 
opportunities together with operating efficiencies and economies of scale achieved from combining 
operations should result in enhanced cash flow and earnings. As a result, the Association can continue to 
provide competitively priced loan products and additional services to our stockholders.  In addition, the 
cost efficiencies and productivity gains that will arise from the elimination of duplicative functions in the 
two Associations should increase profitability over time, contributing to our ability to pay sustainable 
patronage distributions to our Members.   

 
AgSouth and Carolina have maintained a community-based branch structure with deep local 

connections throughout our chartered territory.  Our larger scale of operations will make essential 
investments in technology and digital resources more affordable. AgSouth will be in a position to make the 
investments in customer-facing digital banking options to meet customers where they are. In particular, the 
Association will be able to enhance and tailor programs serving Young, Beginning, and Small Farmers with 
lending programs to expand access to capital to all eligible, creditworthy current or potential borrowers. 



 
 

4 
 

AgSouth will also be able to offer programs such as our award-winning AgAware program that provides 
essential farm finance workshops and community awareness to Young, Beginning, and Small Farmers to a 
broader territory. At the same time, there are no plans arising from the merger to close any branches or alter 
the customer-facing services that have made our Associations strong.  

 
As described herein, the Merged Association will continue to ensure effective and efficient regional 

Board representation across the combined territory so that the Board’s composition reflects the marketplace. 
Initially, the Board will be made up of 28 positions – 14 directors from each Association. Twenty four of 
those positions are stockholder-elected directors. Over time, the Board will be reduced from twenty-eight 
directors to nineteen directors, of which sixteen will be stockholder-elected directors and three will be 
appointed outside directors.  Specifically, there will be a reduction of four stockholder-elected director 
positions from AgSouth’s chartered territory and four stockholder-elected director positions from 
Carolina’s chartered territory.  In addition, one outside director position that carries over from AgSouth 
will be closed.  

 
 Your Board remains committed to the cooperative way of doing business. The lines of 
communication will remain open throughout this process and members can contact board members through 
channels such as the Board contact information form on the Association’s website. The Association will 
continue to provide outreach to stockholders through quarterly newsletters, blog posts, and social media 
channels. A fully developed communication plan will encourage two-way communication throughout the 
process.  
  

In evaluating the merger proposal, carefully review the enclosed Disclosure Statement. We urge 
you to pay particular attention to the section of the Disclosure Statement entitled “Expected Advantages, 
Disadvantages and Other Impacts of the Proposed Merger,” which provides further details on the Board’s 
decision recommending this merger and why we believe stockholders should directly benefit from the 
merger.  If you have any questions, please call Pat Calhoun, President & CEO at (912) 764-9091.     
 
Sincerely, 
 
 
 
B. Hugh Frank Ables, Jr. 
Board Chairman 
AgSouth Farm Credit 
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EXPECTED ADVANTAGES, DISADVANTAGES AND OTHER MATERIAL IMPACTS OF 
THE PROPOSED MERGER 

 
This section provides an overview of the expected impacts of the Merger to each Association’s 
stockholders, including the expected advantages of the Merger, potential disadvantages and risks of the 
Merger, and other material impacts stockholders should understand in order to cast an informed vote on the 
Merger.  This discussion does not purport to provide a complete analysis of all of the expected impacts of 
the Merger but is intended to furnish information to enable stockholders to make an informed decision on 
whether to approve the Merger.  There can be no assurance that any expected advantage or disadvantage 
described below will be realized in whole or part. 
 
Each Association’s Board of Directors believes that the expected advantages of the Merger 
substantially outweigh the disadvantages.  On this basis, each Association’s Board of Directors 
recommends that its Voting Stockholders vote to approve the Merger.   
 
This section is divided into three parts.  Part I addresses the potential advantages, disadvantages and other 
impacts of the Merger to Carolina and its stockholders.  Part II addresses the potential advantages, 
disadvantages and other impacts of the Merger to AgSouth and its stockholders.  Part III addresses specific 
Merger-related issues impacting one or both Associations, including impacts of the COVID-19 pandemic 
as well as transaction costs, impact on capital position, and governance.   
 
Unless the context otherwise requires, all references to “we”, “us” or “our” refer to both Carolina and 
AgSouth in these opening paragraphs and in Part III, Carolina in Part I, and AgSouth in Part II.  A side-by-
side comparison of the two Associations is set forth below: 
 

June 30, 2022 
Figures 

Carolina AgSouth 

Chartered 
Territory 

In the State of North Carolina, the 
Counties of Alamance, Alexander, 
Alleghany, Anson, Ashe, Avery, 
Buncombe, Burke, Cabarrus, 
Caldwell, Caswell, Catawba, 
Chatham, Cherokee, Clay, 
Cleveland, Davidson, Davie, 
Durham, Forsyth, Gaston, Graham, 
Guilford, Haywood, Henderson, 
Iredell, Jackson, Lee, Lincoln, 
McDowell, Macon, Madison, 
Mecklenburg, Mitchell, 
Montgomery, Moore, Orange, 
Person, Polk, Randolph, Richmond, 
Rockingham, Rowan, Rutherford, 
Stanly, Stokes, Surry, Swain, 
Transylvania, Union, Watauga, 
Wilkes, Yadkin, and Yancey. 

In the State of South Carolina, the Counties of 
Abbeville, Aiken, Allendale, Anderson, Bamberg, 
Barnwell, Beaufort, Berkeley, Calhoun, Charleston, 
Cherokee, Chester, Colleton, Dorchester, Edgefield, 
Fairfield, Greenville, Greenwood, Hampton, Jasper, 
Kershaw, Lancaster, Laurens, Lexington, McCormick, 
Newberry, Oconee, Orangeburg, Pickens, Richland, 
Saluda, Spartanburg, Union, and York. 
 
In the state of Georgia, the counties of Appling, 
Atkinson, Bacon, Brantley, Bryan, Bulloch, Butts, 
Camden, Candler, Carroll, Charlton, Chatham, 
Clayton, Clinch, Coffee, Coweta, De Kalb, Douglas, 
Effingham, Emanuel, Evans, Fayette, Fulton, Glynn, 
Greene, Gwinnett, Haralson, Harris, Heard, Henry, 
Jasper, Jeff Davis, Jenkins, Lamar, Liberty, Long, 
McIntosh, Meriwether, Monroe, Montgomery, 
Morgan, Muscogee, Newton, Oconee, Pierce, Pike, 
Putnam, Rockdale, Screven, Spalding, Talbot, Tattnall, 
Toombs, Troup, Upson, Walton, Ware, Wayne, and 
Wheeler. 
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June 30, 2022 
Figures 

Carolina AgSouth 

Loan Volume 
in chartered 
territory 

1,804,402,000 1,987,001,000 

Total Loan 
Volume 

$1,833,479,0000 $2,053,205,000 

Total 
Regulatory 
Capital 

$360,714,000 $441,938,000 

Number of 
Voting 
Stockholders 

10,782 10,367 

Total Number 
of employees 

233 256 

Office 
locations 

 
 

29 
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I.  CAROLINA FARM CREDIT 

 
Potential Advantages and Opportunities of the Merger 
 
We believe that the following benefits may be gained through a Merger with AgSouth: 
 
 1. Improved Portfolio Diversification. The Merger will diversify the overall portfolio in commodity 
mix, as well as geography. Carolina will gain exposure to peanuts and vegetables such as onions. Carolina’s 
concentration exposure to poultry will be reduced. Lower industry concentrations and the added diversity 
will benefit the risk profile of the Merged Association.   Specifically, by deriving earnings from a broader 
number of commodities and customer types, we will have a greater earnings engine to absorb losses from 
cyclical downturns as well as isolated shocks across all customer segments.  See page 15 for a table showing 
how the Merger reduces our risk concentrations in commodity types. 
 
2.  Economies of Scale.  A larger organization should yield economies of scale, generating both 
economic and non-economic benefits. The economic benefits are expected to be realized in additional 
balance sheet capacity. The larger asset and capital base will allow us to increase our hold positions, 
allowing us to retain greater volume and rely less on other System institution with whom we participate 
loans.   Holding more loan volume on the balance sheet should generate additional earnings without any 
material increase in expenses to service the loans.  From a non-economic perspective, a larger staff should 
allow for increased specialization across commodity types and the formation of teams dedicated to specific 
customer segments.  Further, additional scale should provide for more training and development 
opportunities. 
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3. Increased Capabilities.  The Merged Association should have the ability to increase its capability 
to invest in technology systems and human capital initiatives that are not cost-efficient in in our current 
state. The Merged Association should be better positioned to implement technology platforms that will 
increase efficiencies and offer a better and more convenient customer experience. AgSouth currently offers 
crop insurance. The members in the existing Carolina territory will benefit from this new financially related 
service. 
 
4. Greater Impact on Strategic Initiatives. The increased size and resources of the Merged 
Association should provide for more positive impact in several areas such as Young, Beginning and Small 
farmer programs, customer educational programs, agricultural issues, legislative initiatives, and employee 
training and development.  
 
Overall, we believe that by merging with another strong Farm Credit association we will be positioned to 
leverage a larger, more diverse portfolio and combined human capital to achieve efficiencies,  economies 
of scale and, ultimately, growth that would be difficult to achieve as a stand-alone association.  As this 
growth should translate to increased profitability, we believe the Merged Association will become a more 
resilient organization capable of meeting our stockholders’ credit needs at affordable rates while 
maintaining a strong patronage program.    
 
Potential Disadvantages and Risk Factors of the Merger 
 
We have identified and considered the following potential disadvantages and risk factors of the proposed 
Merger with AgSouth Farm Credit: 
 
1.  Systems and Integration Risk. While the Associations are very similar in their overall technology 
systems and platforms, the integration of the two Associations will create challenges. There are numerous 
systems to consolidate and processes to standardize. Some employees will have new roles with learning 
curves. While management does not expect disruption for customers, there could be a short period when 
the integration process causes brief delays to customer service. 

 
2.  Merger Costs.  As detailed at page 14, the total cost of the approval and implementation of the 
merger is expected to be approximately $8.0 million. The total estimated cost to implement the merger is 
approximately $8 million.  This expense includes severance benefits of $5.6 million, which includes 
approximately $1.5 million of severance and pension related expenses for AgSouth’s retiring CEO. 
Management has carefully considered the risk associated with the merger integration, but it is possible that 
higher costs could be incurred. 

 
3. Dilution of Member’s Voice in Association Affairs. The Merged Association will initially have 
twenty-four (24) stockholder-elected directors. Over time, this number will be reduced to sixteen (16). This 
reduction in elected directors will have the effect of reduced stockholder representation as there will be a 
greater number of stockholders per director position as compared to today. As of June 30, 2022, Carolina 
had one stockholder-elected director for every 829 stockholders.  Assuming the same number of 
stockholders, the combined institution will have a stockholder-elected director for every 881 stockholders 
at the time of the merger and 1,322 stockholder at the conclusion of the Governance Transition Plan.   Please 
see pages 11-13 for a full description of the governance plan. 
  



 
 

8 
 

 
II. AGSOUTH STOCKHOLDERS 

 
Potential Advantages and Opportunities of the Merger 

 
We believe that the following benefits may be gained through a Merger with Carolina Farm Credit: 
 
1. Increased financial strength. Like Carolina Farm Credit, AgSouth is financially strong in asset 
quality, capital, and earnings.  Combining our financial strengths will create additional opportunities for 
growth through: 
 

a. Increased hold limits on larger loans. 
b. More efficient service to customers that operate in both territories. 
c. Enhanced returns created by operational efficiency gains. 

 
These benefits should enhance profitability, strengthen risk-bearing capacity and provide added cushion to 
withstand adversity.  From the perspective of our members, we should be better positioned to deliver on 
our cooperative mission to provide competitive rates while maintaining a strong patronage program. 
 
2. Risk mitigation. The Merger will result in additional diversification to our already diverse 
portfolio. Geographic diversification will result from the addition of the one-hundred percent inland 
territory of Carolina Farm Credit to help offset risks from the nearly 225 miles of coastline in our 
Association.  We will not only benefit from geographic diversification.  Our risk concentrations in certain 
lines of business such as cotton and peanuts will be reduced.  By gaining exposure to other segments such 
as vegetables and corn, our risk bearing ability will grow, enhancing our ability to support our core 
customers in industries such as row crops, forestry, and agribusiness. Increased diversification should 
enhance our ability to build a stronger capital to protect our Association and membership from market 
fluctuations, weather volatility and other potential regional adversities. See page 15 for a table showing 
how the Merger reduces our risk concentrations in both commodities and customer types. 
 
3. Improved, stronger human capital capabilities. The Merged Association will have a workforce 
of over 450 employees. This will increase our base of knowledge and experience and will allow for greater 
opportunities for collaboration within the Association and within the Farm Credit System.  The Merged 
Association will benefit from a more diverse staff and will have an enhanced position to advocate for our 
stakeholders, for agriculture and for our mission.  Like AgSouth, Carolina Farm Credit has been focused 
on building skilled and professional talent. Combining the two employee teams should result in a more 
efficient, effective leadership structure and front line staff. The combined team will be able to place 
significant emphasis on employee recruiting, development and retention.  This should improve our ability 
to further specialize in areas such as capital markets, recruiting, training, and support our young, beginning, 
and small farmers. 
 
4. Position in the marketplace. Agriculture and the needs of our stakeholders are changing, and 
competition from both traditional lenders and new sources of agricultural finance is expected to grow.  Our 
Association must also evolve to meet our mission and to remain relevant in the marketplace. The Merger  
enables us to combine best practices and leverage the strengths of both organizations to position us for 
success in the future competitive arena.  The Merger also will allow us to present a unified approach to the 
marketplace under the Farm Credit brand, thus eliminating some of the confusion that exists today among 
our industry partners and prospective customers around territorial boundaries.   
 
5. Alignment. While the geographies we serve are different in meaningful ways, AgSouth and 
Carolina Farm Credit are aligned in terms of being a mission-driven organization. The two Associations 
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share common goals, each focused on providing reliable credit to our members, supporting our 
communities, advocating for agriculture and maintaining a strong and healthy employment environment 
for our staffs.  Having a shared culture and dedication to mission should enable us to leverage our strengths 
to benefit our customers, our cooperative and our communities.    
 

Potential Disadvantages and Risk Factors of the Merger 
 
We have identified and considered the following potential disadvantages and risk factors of the proposed 
merger with Carolina Farm Credit: 
 
1. Operational changes. Mergers typically create operational change.  The merger of AgSouth and 
Carolina will be no different.  Most of the operational change will occur at the administrative level of the 
business.  Branch operations and member interaction should see little impact attributable to the Merger. 
 
2. Staff focus and effort. Post-merger activities of the Executive and Senior leadership teams will 
require significant strategic interaction and collaboration.  These activities will be essential and critical to 
the early success of the merger and may distract from or take precedent over other plans of the organization.  
These initial organizational efforts are not expected to last for more than several months.   
 
3. Costs of Merger.  As detailed below at page 14, the total cost of the approval and implementation 
of the Merger is expected to be approximately $8.0 million.   The total estimated cost to implement the 
Merger is approximately $8 million.  This expense includes severance benefits of $5.6 million, which 
includes approximately $1.5 million of severance and pension related expenses for AgSouth’s retiring CEO. 
While management has carefully considered the risks associated with merger integration, it is possible that 
higher costs than projected may be incurred. 
 
4. Dilution of Member’s Voice in Association Affairs. The Merged Association will initially have 
twenty-four (24) stockholder-elected directors. Over time, this number will be reduced to sixteen (16). As 
of June 30, 2022, AgSouth had one stockholder-elected director for every 864 stockholders. Assuming the 
same number of shareholders, the combined institution will have a stockholder-elected director for every 
881 stockholders at the time of the Merger and 1,322 stockholders at the conclusion of the Governance 
Transition Plan. This reduction in elected directors will have the effect of reduced stockholder 
representation as there will be a greater number of stockholders per director position as compared to today. 
Please see pages 11-13 for a full description of the governance plan. 
 
 

III. OTHER MATERIAL IMPACTS OF MERGER 
 
Impact of COVID-19 

The COVID-19 pandemic has heightened many risks for Carolina and AgSouth, including credit risk, 
liquidity risk, market risk, and operational risk.  Actions by government authorities to reduce the spread of 
the disease shut down entire sectors of the global economy in 2020 and continuing into 2021, forced 
millions of people out of work, and precipitated a contraction in economic output.  In the United States, the 
Federal Reserve deployed a full range of emergency monetary stimulus tools to ensure the financial system 
continued to function.  Congress has also passed aggressive fiscal stimulus measures which have, to a 
degree, reduced the impact of the economic contraction but certain agriculture portfolio stress remains for 
the Associations.   

With essentially all agricultural commodities experiencing varying degrees of stress, a number of customers 
have suffered financial or operational disruptions.  While the impact on credit quality thus far has been 
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limited and government payments have mitigated some of the financial impact, there remains continued 
uncertainty and potential for impaired financial performance which could have a modest to moderate impact 
to credit quality over the short-term.  Given the Federal Reserve’s actions with short term interest rates 
early in the pandemic, however, many stockholders from each Association have taken advantage of 
historically low rates which has provided some support to overall agriculture operations.  In addition, the 
historically low-rate environment has sustained the demand for credit in both Association portfolios.  Thus, 
growth expectations remain largely unchanged.  Although both Associations maintained core operations 
throughout the pandemic, operational risk remains as a result of uncertainty with lingering impacts of the 
pandemic and the return to a normal work environment.  To mitigate the operational risk, since the onset 
of the pandemic, each Association has demonstrated capability in implementing operational strategies and 
technology to sustain business continuity.     

Impact of Merger on Capital Position  

While the Merger increases the overall amount of capital within the Merged Association, it has the effect 
of averaging the various capital ratios that measure capital strength in relation to risk-adjusted assets.  As a 
result, the Merger is expected to be dilutive to Carolina’s capital ratio and accretive to AgSouth ’s capital 
ratios in relation to level of common equity Tier 1 capital (which is the highest quality capital under our 
regulatory capital standards)  as of June 30, 2022. 

$ dollars in (000’s) AgSouth Carolina Combined 

Common Equity Tier 1 Capital $323,426 $354,687 $678,113 

Total Regulatory Capital  $441,938 $360,714 $802,652 

Common Equity Tier 1 capital ratio 
(1) 16.13% 19.54% 17.74% 

Total capital ratio (2) 22.04% 19.88% 21.00% 

Allowance for loan loss as 
percentage of outstanding principal 
and interest due. 

0.81% 0.27% 0.56% 

Adversely classified loan and lease 
assets to total capital (3) 2.09% 2.19% 2.13% 

 

(1)  Generally computed as stock plus surplus divided by risk-adjusted assets*. 
(2) Generally computed as Common Equity Tier 1 capital plus the allowance for loan loss up 

to 125% of risk-adjusted assets*. 
(3) Generally computed as the sum of all adversely classified loans and leases divided by total 

capital. 
* These ratios utilize values based on rolling three-month daily averages. 

 
As with prior mergers between System entities, the exchange of capital stock in the Merger will occur at 
par value.  We consider this fair and equitable because each Association comes into the Merger with a 
strong capital position in relation to the risk associated with each Association’s respective loan portfolios.  
As previously mentioned, a more diverse portfolio supported by a larger capital base should assist in 
managing risk while pursuing loan growth opportunities, operating efficiencies, and economies of scale.  
While these benefits may provide enhanced earnings, they do not change the value of a borrower’s stock 
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investment.  This is because the Associations’ cooperative structure precludes paying dividends on stock 
and retiring stock for more than par value.  The same restrictions will apply to the common stock of the 
Merged Association.   
 
Stockholders as a whole are expected to benefit from the Merger given their capacity as customer-owners.  
Specifically, to the extent the Merger generates additional cash flow, the Merged Association will have 
increased capacity to provide competitively priced loan products and additional services to stockholders 
and will remain well positioned to offer reliable and meaningful borrower patronage.  Benefits to the 
stockholders such as these underpin management’s recommendation and the Board of Directors’ ultimate 
decision to pursue the Merger.    
 
Allocated Surplus  
 
As of June 30, 2022, AgSouth had allocated surplus patronage subject to revolvement in the amount of 
$101,244,706 related to patronage distributions in years 2017 to 2020.   Under AgSouth’s existing capital 
adequacy plan, this allocated surplus is expected to be redeemed (revolved) in order of year of issuance 
over the next four years.  The proposed capital adequacy plan for the Merged Association (see page 79) 
provides for a continuation of this revolvement schedule provided that certain minimum capital ratios are 
met.  
 
All redemptions of allocated surplus will be at the sole discretion of the Merged Association’s board of 
directors.  Decisions on retirements of allocated surplus take into account a number of factors, including 
capital position, earnings and credit quality.  There can be no assurance that the AgSouth allocated surplus 
will be redeemed, in part or whole, over any set time period after the Merger.   
 
Governance  
 
The Boards of Directors of both AgSouth and Carolina have developed a governance plan for the Merged 
Association that ensures continuity and equitability of representation for both sets of stockholders.  See 
pages 33-36 for the terms of the governance plan as set forth in the Agreement.   

At present, the AgSouth Board is composed of twelve stockholder-elected directors and two appointed 
outside directors, and Carolina’s Board is composed of thirteen stockholder-elected directors and two 
appointed outside directors.  Upon the Effective Date, twenty-four of the sitting stockholder-elected and 
the four appointed directors will join the “Initial Board” of the Merged Association.  One stockholder-
elected director from Carolina will not carry over to the Initial Board. 

Pursuant to a Board Transition Plan as set forth in the Agreement, the Board will be reduced from twenty-
eight directors to nineteen directors, of which sixteen will be stockholder-elected directors and three will 
be appointed outside directors. The Board Transition Plan calls for a reduction of four stockholder-elected 
director positions from AgSouth’s chartered territory and four stockholder-elected director positions from 
Carolina’s chartered territory. In addition, one outside director position that carries over from AgSouth will 
be closed during the period of the Board Transition Plan. The reduction of eight stockholder-elected director 
positions will be phased in over a nine year period as certain designated seats close at the end of a specified 
term as specifically provided for by the Board Transition Plan.   

Under the Bylaws of the Merged Association, the Merged Association’s territory shall be divided into eight 
geographic nominating regions (“Nominating Regions”).  As of the Effective Date, three stockholder-
elected director positions will be assigned to each Nominating Region. After the reduction in director 
positions under the Board Transition Plan, each Nominating Region will be allocated two continuing 
stockholder-elected director positions.   In order to stand for election to a particular Board seat, the candidate 
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must reside in the Nominating Region corresponding to that seat.  These Nominating Regions are set forth 
below:  

Region 
Designation 

Territory Number of 
stockholder 

Elected 
positions as 
of Merger 

Date 

Number of 
stockholder 

Elected 
positions 

after 2032 
election 

1-NC Alamance, Caswell, Chatham, Durham, Lee, Montgomery, Moore, 
Orange, Person, Randolph, Richmond 

3 2 

2-NC Anson, Cabarrus, Davidson, Davie, Forsyth, Guilford, 
Rockingham,  Rowan, Stanly, Stokes, Surry, Union 

3 2 

3-NC Alexander, Burke, Caldwell, Catawba, Gaston, Iredell, Lincoln, 
Mecklenburg, Wilkes, Yadkin 

3 2 

4-NC Allegheny, Ashe, Avery, Buncombe, Cherokee, Clay, Cleveland, 
Graham, Haywood, Henderson, Jackson. Macon, Madison, 
McDowell Mitchell, Polk, Rutherford, Swain, Transylvania, 
Watauga, Yancey 

3 2 

5-SC Abbeville, Anderson, Cherokee, Chester, Edgefield, Greenville, 
Greenwood, Lancaster, Laurens, McCormick, Newberry, Oconee, 
Pickens, Saluda, Spartanburg, Union , York 

3 2 

6-SC Aiken, Allendale, Bamberg, Barnwell, Beaufort, Berkeley, 
Calhoun,  Charleston, Colleton, Dorchester, Fairfield, Hampton, 
Jasper, Kershaw Lexington, Orangeburg, Richland 

3 2 

7-GA Appling, Atkinson, Bacon, Brantley, Bryan, Bulloch, Camden, 
Candler, Charlton, Chatham, Clinch, Coffee, Effingham, Emanuel, 
Evans, Glynn, Jeff Davis, Jenkins, Liberty, Long, McIntosh, 
Montgomery, Pierce, Screven, Tattnall, Toombs, Ware, Wayne, 
Wheeler 

3 2 

8-GA Butts, Carroll, Clayton, Coweta, DeKalb, Douglas, Fayette, 
Fulton, Greene, Gwinnett, Haralson, Harris, Heard, Henry, Jasper, 
Lamar, Meriwether, Monroe, Morgan, Muscogee, Newton, 
Oconee, Pike, Putnum, Rockdale, Spalding, Talbot, Troup, Upson, 
Walton 

3 2 

 

Of the eight nominating regions, four are wholly within AgSouth’s existing chartered territory and four are 
wholly within Carolina’s chartered territory.  These nominating regions are allocated in such a way to 
ensure there is diverse geographic, market, and commodity representation on the Board, while ensuring that 
stockholder representation is equitable.  The Merged Association’s Board will periodically revaluate board 
size and seat distribution and implement changes to ensure that representation is equitable and aligns with 
membership across the chartered territory.  The Board of the Merged Association will retain discretion to 
adjust the boundaries and numbers of directors assigned to Nominating Regions to reflect changes in 
membership and compliance with FCA Regulations.   

The Initial Board will include four appointed outside directors.  An outside director is an individual who is 
not a voting stockholder, officer, director or employee of a System institution.   One appointed outside 
director position will be closed at the end of its term in 2025.  Under FCA Regulations, the Board must 
include no fewer than two appointed outside directors at all times.   

Each director named to the Initial Board will retain his or her existing term of office.  With a few exceptions 
to preserve staggering, the term of office for directors elected or appointed to the Board after the Effective 
Date will be five years.  It is the intention for the Merged Association to conduct annual director elections 
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in September of each year, consistent with Carolina’s existing election cycle.  Please see pages 33-36 for 
the full terms of the Board Transition Plan as set forth in the Agreement. 

Communication and Outreach Plan 
 
The Board plans to keep open lines of communication with Association stakeholders throughout the merger 
process and beyond. The Associations have developed a Communication Plan that highlights how the 
Associations will adhere to cooperative principles in sharing information concerning the merger process 
and receiving feedback from customers, employees, and other interested parties.  
 
The plan provides for information sessions for members at town hall style meetings in January 2023. The 
Association will also share information to members through printed and mailed letters and emails. The 
Association’s website will contain information concerning the merger and provide a place to submit 
feedback to the Board and Association.  
 
Select members of the Executive Leadership team for the proposed merged Association plan to visit a 
number of branches of both Associations meeting with customers and employees.  
 
The Merged Association will also use customer groups such as the AgSouth Stockholder Advisory 
Committee to ensure the Board is maintaining open lines of communication and providing opportunities 
for stockholders to interact with directors and staff.  
 
A robust branch office structure is critical in facilitating interaction with our members.  As such, there is 
no intention of closing an existing branch or administrative office as a result of the Merger.  Independent 
of the Merger, Carolina is currently in the process of developing plans to consolidate the Hendersonville 
and Asheville branches and the Salisbury and Lexington branches.  These branch consolidations are 
expected to occur regardless of the Merger. 
 
Climate Risk 
 
Food and fiber production is by its very nature subject to weather-related risks. Portions of the AgSouth 
territory are exposed to hurricanes and tropical storms from the Atlantic Ocean and Gulf of Mexico. In 
recent years, there is increased unpredictability of how climate change will affect how farmers manage their 
crops, livestock and land. Studies have shown the potential for higher temperatures, increasingly variable 
rainfall and more frequent droughts, storms, fires and floods that threaten crop and livestock production 
across the United States. Beyond the enhanced hurricane risk, both the Carolina and AgSouth territory share 
similar climate zones and would have similar climate risk profiles for weather-related events such as 
drought, wildfires, and floods.  
 
AgSouth will continue to work to mitigate climate risk by use of crop insurance, FSA environmental 
programs, loan guarantees, and managing concentration risk. The Association remains committed to 
financing sustainable agriculture and supporting producer conservation practices. AgSouth and Carolina 
currently finance sustainable agricultural practices such as poultry house efficiency upgrades, water and 
nutrient management systems, hydroponic greenhouses, and sustainable timber operations. The Merged 
Association will remain committed to partnerships such as the Food and Agriculture Climate Alliance that 
seeks to develop and promote shared climate policy priorities across the entire agriculture, food and forestry 
value chains.  
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Merger Costs and Potential Cost Savings 

The Associations estimate that the costs incurred in connection with the Merger will be approximately $8 
million, of which $5.6 million is in the nature of severance/pension benefits.  Merger costs include 
severance, legal, stockholder meeting expenses, accounting, audit fees, and other administrative costs.  
Many of these costs have been incurred prior to the merger date and cannot be recovered.  We do not 
anticipate incurring any material cost for contract terminations.  A breakdown of the projected Merger costs 
is set forth below: 

• Severance and pension benefits: $5,650,000 
 

• AgFirst merger implementation costs: $1,000,000 
 

• Accounting, audit and legal: $645,000 

• Stockholder meeting expenses: $700,000 
 

• Other: $50,000 

* See Employee Transition Plan section at page 19 for additional detail. 
** Described below  

The Associations have agreed to pay for their individually incurred expenses and any jointly beneficial 
costs will be shared with AgSouth bearing 50% and Carolina bearing 50%. 

Although the merger is not predicated on cost reductions and there are no established plans for a scaled 
reduction in work force, the Merger should reduce annual operating costs.  We estimate that the Merger 
should generate the following cost efficiencies over the first year following the effective date of the Merger: 

1. Salaries and benefits:   $2,500,000 

2. Audit, review, accounting and purchased services:   $100,000 

3. Other Miscellaneous consolidated savings:   To be determined  

Over time, there should be additional opportunities to achieve cost synergies.  For example, savings may 
be achieved as job vacancies caused by normal attrition are filled by the staff depth that the Merger will 
provide, thus eliminating the need to hire and train new employees.  Marketing resources can also be used 
more efficiently by eliminating duplication of advertising in geographical trade areas that are common to 
both institutions. 

Cost savings should allow us to recover one-time Merger expenses within approximately three years 
following the Merger.  
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Commodity and Loan Portfolio Diversification 

As shown in the Table below, the Merged Association’s loan volume will be spread more evenly across a 
broader array of commodities and borrower types than either Association on a stand-alone basis. 
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FCA Conditions of Merger 

In connection with granting preliminary approval of the Merger, FCA imposed three (3) conditions on 
the Merged Association (“FCA Merger Conditions”).  The text of these conditions is contained at 
Exhibit G of the Agreement, and a brief description of each FCA Merger Condition is set forth 
below.  The Associations have agreed to comply with the FCA Merger Conditions. 

Condition I – Deemed prior approval requirements of distributions. 

In general, FCA Regulations impose a requirement on System associations to obtain FCA approval before 
making a capital distribution, including a patronage distribution.  FCA Regulations contain a safe harbor 
under which a proposed capital distribution is deemed to receive FCA prior approval provided certain 
requirements are satisfied, including the requirement that a specific category of regulatory capital (common 
equity tier 1 capital or “CETI”) at quarter-end be not less than the dollar amount of the association’s CET1 
on the same quarter-end in the previous calendar year.  The FCA Regulations do not provide guidance on 
how the safe harbor rule applies when a distribution is made by an association within one year after it 
underwent a merger.  Condition I provides that the Merged Association must use the pro-forma combined 
dollar amount of CET1 of the two predecessor associations in the same quarter of the previous calendar 
year, inclusive of fair-market value adjustments required to reflect the merger under GAAP, as applicable, 
as the dollar amount of CET1 capital in the previous calendar year.  

Condition II – Reporting on the advantages, strategies, initiatives, and benefits of the merger 

Under Condition II, within sixty (60) calendar days of the effective date of the merger, the Merged 
Association’s board must approve a plan to measure, monitor, and report on (the Monitoring Plan) the 
Merged Association’s success in achieving the expected advantages, strategies, initiatives, and benefits of 
merger (e.g., improved operating efficiency; maintaining branch office locations; Young, Beginning, and 
Small farmers and ranchers and producers or harvesters of aquatic products program; etc.) identified in the 
merger proposal and accompanying information. Within seven calendar days after approving the plan, the 
Merged Association must provide a copy of the plan to the FCA’s Office of Examination.  If the Merged 
Association would like, the Monitoring Plan may be incorporated, as a separate and distinct section, into 
the operational and strategic business plan required by § 618.8440. 

Management must report, in writing, at least quarterly to the Merged Association’s Board on the progress 
toward achieving the expected advantages, strategies, initiatives, and benefits in implementing the merger. 
Reporting to the board must continue through at least calendar year‐end 2026. 

Condition III – Internal Controls Integration 

Under Condition III, no later than sixty (60) calendar days after the effective date of the merger, a written 
plan describing in sufficient detail how the association will combine, merge, and/or integrate the internal 
controls over financial reporting (ICFR) must be submitted to the Merged Association’s Board for approval. 
If internal audit and review resources are used in ICFR testing, the plan must also address internal audit and 
review involvement. 

Within thirty (30) calendar days of submission of the plan, the Merged Association’s Board must make any 
needed revisions, adopt the plan, and send a copy to FCA’s Office of Examination. Management must 
report, in writing, at least quarterly to the Merged Association’s board on the progress of the plan until it is 
completed. 
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Young, Beginning and Small Farmer Loan Program   
 
Young and beginning farmers are future of the agricultural industry. It has been the desire of AgSouth and 
Carolina to make a concerted effort to meet the special credit needs of the young, beginning and small 
(“YBS”) farmers, ranchers and producers in our service area. AgSouth and Carolina have strong and robust 
YBS programs detailed in our annual reports. Our programs are designed to meet the needs in our territory. 
It is the intent of the merger to strengthen and expand the reach and effectiveness of the combined efforts 
throughout a larger territory.  
 
Young, Beginning, and Small farmer is an eligible borrower who meets the criteria in one or more of the 
following definitions: 

• A young farmer who is 35 years of age or younger. 
• A beginning farmer is one who is in the process of establishing an agricultural operation 

and has not assumed the full control and risk of the agricultural operation for longer than 
10 years. 

• A small farmer is one whose gross sales from agricultural or aquatic production are less 
than $250,000 for the most recent twelve months. 

 
The following tables set forth, for each Association, the percentage of YBS loans as a percentage of the 
number of loans in the Association’s portfolio, while the USDA column represents the percentage of 
farmers and ranchers classified as YBS in the Association’s territory as of the 2017 Agricultural Census, 
which is the most current data. Due to FCA regulatory definitions, a farmer/rancher may be included in 
multiple categories, as they would be included in each category in which the definition was met.  
 
AgSouth  

 USDA 2021 2020 2019 
Young  10.2% 29.90% 21.05% 20.40% 
Beginning  33% 54.12% 51.43% 48.66% 
Small 93.3% 75.79% 75.09% 73.74% 

 
Carolina  

 USDA 2021 2020 2019 
Young  10.35% 19.16% 18.54% 18.62% 
Beginning  29.04% 32.63% 30.64% 29.70% 
Small 92.30% 72.88% 71.64% 71.30% 

 
 
The Association will continue to serve this market aggressively with a goal of extending credit in an 
effective and efficient manner.   The combined AgSouth plans to deploy the national award-winning 
AGAware financial workshops throughout the Carolina Territory.   Policies and underwriting standards 
will allow for serving the needs of this important group without jeopardizing safety and soundness of 
AgSouth. 
 
AgSouth recognizes that partnerships and alliances are key to expanding capital to support the needs of 
YBS farmers and ranchers. AgSouth will continue to pursue alliances through the combined territory that 
would be beneficial to the young, beginning and small producers. Lending staff at both Associations are 
trained in the FSA guarantee program and in assisting this group of customers. AgSouth will utilize the 
Board-approved underwriting guidelines to ensure safety and soundness and will work closely with FSA in 
an effort to offset weaknesses through the guarantee program, shared financing and interest assistance.  
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Staff will continue to be trained to inform customers and prospects of available services through advertising, 
public relations, promotions and social media. Many quality programs from Carolina, such as the 
Agricultural Leadership Institute and AgBiz Planner will continue to address the educational needs of this 
market segment and expanded to our new footprint. The Association will continue to provide financial 
management training to YBS producers. The increased combined knowledge base and resources to support 
such program will expand and enhance their efficiency and effectiveness throughout the chartered territory.  
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EMPLOYEE TRANSITION PLAN 
 
In anticipation of the Merger, the Boards of the Associations approved substantially identical Employee 
Transition Plans (“Transition Plan”).  The purpose of the Transition Plan is to provide operational stability 
and continuity during the Merger evaluation process, to treat fairly employees whose employment will 
terminate in connection with the Merger, and to retain employees who are essential to the operations of the 
two Associations and the integration efforts leading to and following the Merger.   

Under the Transition Plan, eligible employees whose positions have been eliminated within a specified 
“Protection Period” prior to and following the Merger will be eligible to receive severance benefits 
(consisting of severance pay and outplacement services), assuming they stay employed through a date set 
by the Plan Administrator.  Severance benefits are also available to eligible employees who decide to cease 
working as a result of a change in job location (of more than 50 road miles)  or reduction in base pay during 
the “Protection Period.”  Eligible employees (“Participants”) generally include employees who are 
classified by the employing Association as full-time and or regular part-time and work a minimum of 20 
hours per week on a regular and continual basis and are employed by the employing Association on or after 
May 24, 2022.  To receive the severance benefits, the Participant is required to enter into an agreement that 
contains restrictive covenants and a general release of all claims and causes of action against the 
Association, the Merged Association, and certain related parties.   

The level of severance pay provided under the Transition Plan is based on the impacted Participant’s job 
level and years of service.  

• For Participants who have been employed less than one year, the severance is set at two times the 
Participant’s weekly average base pay multiplied by the number of months that the Participant was 
employed (rounded down), subject to a minimum of six weeks of weekly average base pay and a 
maximum of 12 weeks of average weekly base pay. 

• For Participants who have been employed for at least one year, the severance is set at one week of 
weekly average base pay multiplied by the Participant’s years of service (rounded down) plus the 
Participant’s monthly average base pay multiplied by a fraction, the numerator of which is the 
Participant’s annual base pay and the denominator of which is $10,000 (rounded down to the next 
lower whole number).   

o Such severance is subject to a minimum of one-half of the Participant’s annual base pay 
and a maximum of one times annual base pay. 

o For certain supervisory Participants, the minimum is one times the Participant’s annual 
base pay and the maximum is 1.5 times the Participant’s annual base pay.   

o For the CEO, the minimum is 1.5 times annual base pay and the maximum is 2.0 times 
annual base pay.     

The outplacement services provided under the Transition Plan to a Participant will cost no more than 10% 
of the Participant’s annual base pay. 

At the request of the Associations, an Addendum related to the Merger was added to the AgFirst District 
Retirement Plan (the “Retirement Plan”). In the event that the employment of a participant in the Retirement 
Plan who is age 50 or older with at least ten years of credited service is terminated under the same general 
conditions that would entitle them to severance benefits under the Transition Plans, the provisions of the 
Addendum will cause five years to be added to both the participant’s age and the participant’s credited 
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service (a “5 + 5”) as of the date the participant’s employment is terminated for purposes of the benefits 
provided under the Retirement Plan. Employees can receive both the 5 + 5 and severance benefits under 
the Transition Plan.  

The combination of the two Associations’ management teams and staffs is expected to result in ten positions 
that will be eliminated, of which eight are expected to be senior management positions (including the CEO 
position).   The total benefit liability for the severance benefits under the Transition Plan and the 5 + 5 is 
expected to be approximately $5,650,000.  Of this amount, approximately $3.41 million relates to benefits 
payable to senior management (other than the CEO) and approximately $1.546 million relates to benefits 
payable to AgSouth’s retiring CEO. 

The terms and conditions set forth in the Transition Plan and the 5 + 5 (the “Merger-Related Plans”) are 
consistent with standards within the Farm Credit System and limitations established under the Internal 
Revenue Code.   

Apart from the Merger-Related Plans, the Merged Association will not be subject to any agreement or offer 
letter related to future employment of any existing or prospective employee or any agreement or plan that 
would provide severance or retention benefits to any employee or group of employees affected by the 
Merger. In addition, other than as provided in the Transition Plan, no senior officer 
of Carolina or AgSouth has an agreement or an arrangement with his or her Association relating to 
employment or termination of employment that would result in a financial benefit related to the Merger.  In 
particular, neither Mr. Dalton nor Mr. Calhoun has an agreement that provides any special salary or bonus 
payments related to the Merger.  Senior officers will continue to participate in the Board-approved incentive 
plan that measures achievement of certain business goals.  

Additional information on senior officer compensation paid by each Association can be found in the 
enclosed Annual Report of each Association.   
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SUMMARY OF TAX MATTERS  

  
Tax Treatment of Merger  
  
The Associations intend to treat the Merger as a tax-free reorganization under Section 368 of the Internal 
Revenue Code (“Code”).  As a consequence, a stockholder of Carolina whose shares of stock 
in Carolina are converted into shares of stock in the Merged Association (AgSouth Farm Credit, ACA) 
should recognize no gain or loss upon the conversion for U.S. federal income tax purposes.    
  
As required by Section 5.1(g) of the Agreement, each party will obtain an opinion from legal counsel that 
the Merger should qualify as a tax-free reorganization under Code Section 368.  Such opinion will also 
provide that the Subsidiary Mergers should also qualify as tax-free reorganizations under Code Section 368.  
This opinion will be based on representation letters provided by the Associations and on customary factual 
assumptions.  Such opinion is not binding on the Internal Revenue Service or any court.  Neither 
Association has sought nor obtained rulings from the Internal Revenue Service or any state taxing authority 
on the tax consequences of the Merger.  Thus, there can be no assurance that the Internal Revenue Service 
or a state taxing authority will not challenge the tax-free nature of the Merger.  
  
The Merger will not change the U.S. federal income tax classification or taxable status of any surviving 
party thereto.  AgSouth Farm Credit, FLCA, the name of the entity resulting from the merger of Carolina 
Farm Credit, FLCA with and into AgSouth Farm Credit, FLCA, will remain exempt from U.S. federal 
income taxes.  
  
THE U.S. FEDERAL INCOME TAX DISCUSSION SET FORTH HEREIN IS INCLUDED 
FOR GENERAL INFORMATION ONLY.  YOU ARE URGED TO CONSULT YOUR 
OWN TAX ADVISOR AS TO THE SPECIFIC TAX CONSEQUENCES TO YOU OF THE 
MERGER IN LIGHT OF YOUR PARTICULAR CIRCUMSTANCES, INCLUDING THE 
APPLICABILITY AND EFFECT OF U.S. FEDERAL, STATE, LOCAL, FOREIGN AND 
OTHER TAX LAWS.  
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SUMMARY OF PROVISIONS OF THE AGREEMENT AND PLAN OF MERGER  

This section summarizes the significant provisions of the Agreement and Plan of Merger.  

Merger Transaction Pursuant to Section 7.8 of the Farm Credit Act of 1971, as 
amended, on the Effective Date (as defined below), Carolina will 
merge with and into AgSouth, with AgSouth surviving 
and Carolina ceasing to exist.  Also on the Effective Date, 
immediately following the Merger, the production credit 
association and federal land credit association subsidiaries 
of Carolina will merge with and into the corresponding 
subsidiaries of AgSouth, whereupon the Carolina subsidiaries 
will cease to exist.  

Conversion of Equities Pursuant to the Merger, all capital stock and allocated surplus 
of Carolina will be cancelled, and each holder thereof will receive 
capital stock and allocated surplus, respectively, in the Merged 
Association with an equal par value.  Specifically, each share of 
outstanding voting common stock, non-voting common stock and 
participation certificate in Carolina will be converted into one 
share of voting common stock, non-voting common stock and 
participation certificate in the Merged Association, respectively, 
with an equal par value.  In addition, all allocated surplus 
in Carolina will be converted into an equal amount of allocated 
surplus in the Merged Association.  Any “protected stock” within 
the meaning of Section 4.9A of the Farm Credit Act converted in 
the Merger will remain protected stock.  

Name of Merged Association The legal name of the Merged Association will be AgSouth Farm 
Credit, ACA.  The legal name of the Merged Association’s 
subsidiaries will be AgSouth Farm Credit, FLCA and AgSouth 
Farm Credit, PCA.   

Headquarters and Branch Offices  The headquarters of the Merged Association will be located 
in Statesville, NC.  There is no intention of closing any existing 
branch or administrative office as a result of the proposed 
merger.    

Chartered Territory FCA will grant the Merged Association an amended charter 
authorizing it to conduct business in the following counties:    In 
the State of North Carolina, the Counties of Alamance, Alexander, 
Alleghany, Anson, Ashe, Avery, Buncombe, Burke, Cabarrus, 
Caldwell, Caswell, Catawba, Chatham, Cherokee, Clay, 
Cleveland, Davidson, Davie, Durham, Forsyth, Gaston, Graham, 
Guilford, Haywood, Henderson, Iredell, Jackson, Lee, Lincoln, 
McDowell, Macon, Madison, Mecklenburg, Mitchell, 
Montgomery, Moore, Orange, Person, Polk, Randolph, 
Richmond, Rockingham, Rowan, Rutherford, Stanly, Stokes, 
Surry, Swain, Transylvania, Union, Watauga, Wilkes, Yadkin, 
and Yancey.  In the State of South Carolina, the Counties of 



 
 

23 
 

Abbeville, Aiken, Allendale, Anderson, Bamberg, Barnwell, 
Beaufort, Berkeley, Calhoun, Charleston, Cherokee, Chester, 
Colleton, Dorchester, Edgefield, Fairfield, Greenville, 
Greenwood, Hampton, Jasper, Kershaw, Lancaster, Laurens, 
Lexington, McCormick, Newberry, Oconee, Orangeburg, 
Pickens, Richland, Saluda, Spartanburg, Union, and York.  In the 
State of Georgia, the counties of Appling, Atkinson, Bacon, 
Brantley, Bryan, Bulloch, Butts, Camden, Candler, Carroll, 
Charlton, Chatham, Clayton, Clinch, Coffee, Coweta, De Kalb, 
Douglas, Effingham, Emanuel, Evans, Fayette, Fulton, Glynn, 
Greene, Gwinnett, Haralson, Harris, Heard, Henry, Jasper, Jeff 
Davis, Jenkins, Lamar, Liberty, Long, McIntosh, Meriwether, 
Monroe, Montgomery, Morgan, Muscogee, Newton, Oconee, 
Pierce, Pike, Putnam, Rockdale, Screven, Spalding, Talbot, 
Tattnall, Toombs, Troup, Upson, Walton, Ware, Wayne, and 
Wheeler. 

Effective Date The Merger shall take effect on April 1, 2023 (assuming FCA 
grants timely final approval and no petition for reconsideration of 
the Merger vote is filed – see Necessary Approvals of 
Merger below) or such later date as provided in the Agreement.   

Capitalization Requirement & Plan  The Capitalization Bylaws provide the Board of Directors of the 
Merged Association with the authority to set the stock purchase 
requirement for borrowers at no less than two percent (2%) of the 
borrower’s aggregate loan balance or $1,000, whichever is less, 
and no greater than ten percent (10%) of the borrower’s aggregate 
loan amount.  Presently, each Association requires a stock 
purchase requirement equal to the lesser of two percent (2%) of 
the member’s aggregate note amount or $1,000.  Each Association 
requires this amount at the “member” level such that a new stock 
purchase is not required for each additional time the member takes 
out a new loan.  It is expected that the Merged Association 
will continue this stock purchase requirement in the future.  See 
Capital Adequacy Plan at page 79.  

Patronage Commencing on the Effective Date, the Merged Association will 
have a patronage program.  Such program will not differentiate 
between Carolina’s and AgSouth’s borrowers commencing on the 
Effective Date.  

Initial Board  The Merged Association’s Board of Directors as of the Effective 
Date (the “Initial Board”) shall be composed of all current 
AgSouth and Carolina directors.  The names of the directors on 
the Initial Board and their respective initial terms are set forth in 
Section 2.9(a) of the Agreement.  Of the 28-member Initial Board, 
24 directors shall be stockholder-elected directors and four shall 
be appointed outside directors.  In the event that prior to the 
Effective Date, any of the persons named to the Initial Board or 
their replacements are replaced as directors of AgSouth or 
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Carolina, as the case may be, the person replacing such director 
shall become a member of the Initial Board in lieu of the person 
replaced.   

Board Restructuring  Pursuant to the Agreement, over a nine-year period, the number 
of stockholder-elected directors on the Board of Directors of the 
Merged Association shall be reduced from 24 to 16 and one 
appointed outside director position will close.  Section 2.9(b) of 
the Agreement specifies the positions that will be closed.   

 Each of the sixteen continuing stockholder-elected director 
positions will be assigned to a nomination region, as defined 
Section 2.9(b) of the Agreement.  Candidates for each 
stockholder-elected director position must be selected from the 
Nominating Region corresponding to such seat.  A map showing 
the boundaries of the seven Nominating Regions appears at page 
102.  Regions may be updated from time to time to assure 
equitable representation. 

  With the exception of the terms of the Initial Board and otherwise 
provided in the Governance Transition Plan, all stockholder-
elected directors and appointed outside directors shall 
serve staggered five-year terms.  All voting stockholders will vote 
in the election of each director position.  Stockholders will not be 
eligible to cumulate their votes.   

 Any future changes in the composition of the Board, including 
changes to the number of elected and appointed outside directors, 
and the assignment of director positions to specific regions for 
nomination purposes, will be made at the sole discretion of the 
Board subject to the Bylaws and consistent with the objective of 
ensuring equitable representation from all sections of the 
Chartered Territory and as nearly as possible from all types of 
agricultural practices within the Chartered Territory.  However, 
the Board may not alter the Regions and/or number of positions 
assigned to the Regions during the Governance Transition Period 
without a two-thirds vote. 

 At the first Board meeting following the Effective Date, the initial 
Board Chair shall be appointed by the Board from among the 
directors and the initial Board Vice-Chair shall be appointed by 
the Board from among the directors.  In addition, the Board will 
appoint directors to the following five standing committees of the 
Board: Audit, Risk, Compensation, Executive, and Governance 
and Ethics. 

Nominating Committee The initial Nominating Committee of the Merged Association 
shall consist of the members of each Association’s nominating 
committee as of the Effective Date who shall serve until the 2023 
director election.  Thereafter, the Nominating Committee shall be 
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elected annually consisting of two voting stockholders from each 
Nominating Regions.    

Management  Upon the Effective Date, Vance C. Dalton, Jr. will become CEO 
of the Merged Association.  Mr. Dalton will identify the Merged 
Association’s executive leadership positions prior to the Effective 
Date.  The executive leadership positions shall include the 
following: Chief Financial Officer; General Counsel, Chief Credit 
Officer, Chief Lending Officer, Chief Administrative Officer, 
Chief Learning Officer, Chief Risk Officer, Chief Information & 
Strategic Initiatives Officer.  All officers and employees of the 
Merged Association will be at-will employees serving at the 
pleasure of the Board.     

Allocated Surplus Redemption The Merged Association’s Capital Adequacy Plan provides for  
the retirement of AgSouth’s existing allocated surplus over a five-
year revolvement schedule (consistent with AgSouth’s existing 
revolvement schedule) provided certain minimum capital ratios 
are met.  The proposed Capital Adequacy Plan of the Merged 
Association is set forth at page 79.   All retirements of allocated 
surplus are at the sole discretion of the Board of the Merged 
Association. 

Severance and Retention Plans The Merged Association shall be subject to the substantially 
identical Employee Transition Plan adopted by the Boards of 
Carolina and AgSouth (the “Transition Plan”), described at page 
19.  Apart from the Transition Plan and certain years of service 
and age credits under the Retirement Plan, the Merged 
Association will not be subject to any agreement or offer letter 
related to future employment of any existing or prospective 
employee or any agreement or plan that would provide severance 
or retention benefits to any employee or group of employees 
affected by the Merger.  In addition, other than as provided in the 
Transition Plan and certain years of service and age credits under 
the Retirement Plan, no executive officer of  
AgSouth or Carolina has an agreement or an arrangement with his 
or her Association relating to employment or termination of 
employment that would result in a financial benefit related to the 
Merger.  Executive officers will continue to participate in the 
Board-approved incentive plan that measures achievement of 
certain business goals.      

Compensation and Benefit Plans  The Associations utilize common health, retirement and welfare 
plans.  The Merger will not result in any material change to such 
plans.  Differences between the Associations’ compensation and 
other employee benefit plans will be reconciled by the Merged 
Association’s Board following the Merger.  All employee plans 
are subject to change in accordance with their terms and at the 
discretion of the Board. 
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Necessary Approvals of Merger In order for the Merger to proceed, the following conditions must 
be fulfilled: (i) the affirmative vote of a majority of each 
Association’s voting stockholders present and voting, either in 
person or by written proxy, at a meeting of members at which a 
quorum is present; and (ii) the receipt of final approval by FCA.  If 
such conditions have not been fulfilled, the Merger will not be 
consummated, and the separate existence 
of AgSouth and Carolina will continue.  

Reconsideration Rights Assuming each Association’s voting stockholders vote to approve 
the Merger, both Association’s stockholders have the right to 
petition for another vote, in accordance with the following 
procedures:  Within 30 days after the stockholder 
vote, Carolina and AgSouth shall notify its respective 
stockholders of the results of the vote.  Following the date such 
notification is mailed, and if the votes are in favor of the Merger, 
then the voting stockholders of each Association shall have 35 
days in which to file with the FCA a petition to require each 
Association’s stockholders to meet to reconsider the Merger.  The 
petition must be signed by 15% of the voting stockholders of 
either Association.  Following FCA’s approval of the petition, a 
special stockholders’ meeting shall be called by each Association, 
respectively, to permit its voting stockholders to vote on the 
reconsideration.  If a majority of the voting stockholders of either 
Association voting then vote against the Merger, the Merger is not 
approved.  In the event the Merger is approved upon the 
reconsideration vote, the effective date of the Merger is 
automatically postponed to not less than 60 days after the mailing 
of the notification of the results of the first vote, or 15 days after 
the date of the reconsideration vote, whichever is later.  

Conditions of Approval FCA has imposed certain “Conditions of Approval” on both 
AgSouth and Carolina in connection with the transactions in 
which they formed the FLCA and PCA subsidiaries.  Following 
the Merger, AgSouth will remain subject to the same Conditions 
of Approval as in effect prior to the Merger.  The text of the 
Conditions of Approval is found in Exhibit E to the 
Agreement.  Any other conditions imposed by FCA on either 
Association related to participation by such Association in 
any particular loan or investment program shall remain in effect 
and carry over and apply to the Merged Association.  

Conditions of Merger FCA has imposed certain “Conditions of Merger” on the Merged 
Association.  These Conditions of Merger are binding on the 
Merged Association.  The text of the Conditions of Merger is 
found in Exhibit G to the Agreement.   

 Accounting Treatment of Merger The Merger will be accounted for as a business combination 
governed by Accounting Standards Codification (ASC) 805 
Business Combinations.  AgSouth will be treated as the 
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acquirer.  Upon the Effective Date, AgSouth will recognize the 
assets and liabilities acquired from Carolina as a result of the 
Merger at their acquisition-date fair values.  If an acquired asset 
or liability has a fair value different from its then-book value, the 
asset will be written up or down, as the case may be, and a 
corresponding adjustment will be made to capital.  Pages 113-
120 contain pro forma financial statements showing the fair value 
and other merger-related adjustments that would be recorded had 
the Merger taken place on December 31, 2021 and June 30, 
2022.    

Termination of Agreement The Agreement may be terminated by either Association at any 
time before the Effective Date upon a determination 
concurred with by FCA that: (i) the information disclosed to 
stockholders contained material errors or omissions; (ii) material 
misrepresentations were made to stockholders regarding the 
impact of the Merger; (iii) fraudulent activities were used to obtain 
approval of voting stockholders; or (iv) an event occurred between 
the time of the voting stockholders’ vote approving the Merger 
and the Effective Date that would have a significant adverse 
impact on the viability of the Merged Association.  
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AGREEMENT AND PLAN OF MERGER  
  

THIS AGREEMENT AND PLAN OF MERGER (“Agreement”), is made this 
19th day of December, 2022, by and among AgSouth Farm Credit, ACA, (“AgSouth”), AgSouth Farm Credit 
FLCA (“AgSouth, FLCA”), AgSouth Farm Credit, PCA (“AgSouth PCA”), each of which has its 
headquarters in Statesboro, GA, and Carolina Farm Credit, ACA (“Carolina”), Carolina Farm Credit, 
FLCA (“Carolina FLCA”) and Carolina Farm Credit, PCA (“Carolina PCA”), each of which has its 
headquarters in Statesville, NC, and all of which are federally chartered instrumentalities of the United 
States under the Farm Credit Act of 1971, as amended (“Act”) (AgSouth and Carolina shall be referred to 
collectively as the “Associations” and individually as the “Association”).  

  
PREAMBLE  

  
WHEREAS, Section 7.8 of the Act provides for the merger of like and unlike associations if the 

plan of Merger is approved by the Farm Credit Administration (“FCA”) Board, the boards of directors of 
the consolidating associations, a majority of the Voting Stockholders of each Association and their 
supervising Farm Credit Bank;   

  
WHEREAS, several months ago, the Associations began exploring whether a combination of their 

operations would benefit their respective stockholders;   
  
WHEREAS, the Associations’ Boards of Directors (“Boards”) believe that a merger would confer 

significant benefits on the Associations’ respective stockholders;  
  
WHEREAS, the Boards have approved this Agreement;   
  
WHEREAS, AgFirst, FCB (“AgFirst”) has granted approval to the merger of the Associations as 

required by FCA; and  
  
WHEREAS, the FCA has granted preliminary approval of the merger of the Associations;  
 
NOW, THEREFORE, AgSouth, AgSouth FLCA, AgSouth PCA, Carolina, Carolina FLCA, and 

Carolina PCA agree as follows: 
  

  
ARTICLE I.  MERGER  

  
Section 1.1.  ACA Merger.  Subject to the terms and conditions of this Agreement, Carolina shall 

merge with and into AgSouth and the outstanding equities of Carolina shall be converted into like equities 
of the surviving association, whereupon the name of the surviving association shall become AgSouth Farm 
Credit, ACA (hereinafter sometimes referred to as the “Merged Association” or “AgSouth”) (the 
“Merger”).  The conversion of equities shall be as described in Section 1.3.  Subject to the reconsideration 
vote procedures in Exhibit F, the Merger shall be effective on April 1, 2023, or such other date as may be 
agreed by the Associations and approved by the FCA, but shall not be less than 35 days after stockholder 
notification of the results of the vote, or 15 days after the date of the submission to the FCA of all required 
documentation for FCA’s consideration of final approval, whichever occurs later (“Effective Date”).  All 
transactions contemplated as part of the Merger shall be deemed to take effect at the commencement of 
business on the Effective Date.   
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Section 1.2.  Succession of Rights and Obligations.  
  

(a) On the Effective Date, subject to the provisions of the Act, Farm Credit Administration 
regulations (the “Regulations”), the Bylaws and the express terms and conditions of this 
Agreement and pursuant to the transactions described in Section 1.3, the separate existence 
of Carolina shall cease and AgSouth will survive.  

  
(b) The Merged Association’s name shall be AgSouth Farm Credit, ACA.  
  
(c) On the Effective Date, subject to the provisions of the Act, Regulations, the Bylaws and the 

express terms and conditions of this Agreement and pursuant to the transactions described in 
Section 1.3, all of the properties, rights, privileges, powers, franchises, immunities and 
purposes (collectively, “Rights”) of Carolina shall vest in the Merged Association, and all of 
the debts, liabilities, obligations, restrictions and duties (collectively “Obligations”) 
of Carolina shall become Obligations of the Merged Association, all without further act or 
deed.  The Merged Association shall remain subject to any pre-existing legal obligation to 
distribute patronage dividends to its patrons and hereby expressly assumes any such legal 
obligation to which Carolina is subject.  Subject to Section 4.3, nothing herein shall diminish 
the rights of the respective patrons of AgSouth and Carolina to receive and share in patronage 
dividends with respect to 2021 earnings.   

  
(d) The Merged Association shall be and remain an agricultural credit association possessing 

within the Chartered Territory (as defined in Section 2.8 below) all authorities granted to an 
agricultural credit association under the Act and Regulations.  

  
(e) To the extent permitted by applicable law, and subject to modification or termination by the 

Board in accordance with the terms thereof, thrift, pension, compensation and other benefit 
plans applicable to employees of AgSouth and Carolina shall not be terminated on the 
Effective Date, but shall continue thereafter as plans of the Merged Association.  The parties 
hereto may, to the extent they deem necessary and proper, enter into succession agreements 
relating to such plans.  

  
Section 1.3.  Conversion of Equity.  

  
(a) As of June 30, 2022, Carolina Farm Credit had 1,920,767 shares of Class C Common Stock  

outstanding and 234,071 shares of Class C Participation Certificates outstanding, together with 
allocated and unallocated surplus (including other comprehensive income) of $365,664,782.  
The book value of each share of common stock and participation certificate of Carolina Farm 
Credit as of June 30, 2022, determined in accordance with generally accepted accounting 
principles (“GAAP”), was $174.69 which is more than the par or face value of $5.00. 
 

(b) As of June 30, 2022, AgSouth Farm Credit had 1,934,507 shares of Class C Common Stock 
outstanding and 299,457 shares of Class C Participation Certificates outstanding, together with 
allocated surplus subject to revolvement of $101,244,706 and unallocated surplus (including 
other comprehensive income) of $339,766,706.  The book value of each share of common stock 
and participation certificate of AgSouth Farm Credit as of June 30, 2022, determined in 
accordance with GAAP, was $202.41, which is more than the par or face value of $5.00. 

 
(c) If the proposed Merger occurred on June 30, 2022, the book value of each share of stock and 

participation certificate of the resulting entity, determined in accordance with GAAP, would 
have been $188.80, which is more than the par value of $5.00.  Book values are provided herein 
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for illustrative purposes only and bear no relationship to the actual value of such stock upon 
liquidation. 

  
(d) On the Effective Date, AgSouth and Carolina shall complete Exhibit A indicating the capital 

stock and surplus of each of them as of the Effective Date.  The completed Exhibit A shall 
become a part of the Agreement.  

  
(e) On the Effective Date, each share of Class C Common Stock and Class C Participation 

Certificate in Carolina shall be converted into one share of Class C Common Stock and 
Class C Participation Certificate, respectively, in the Merged Association.  

  
(f) On the Effective Date, each allocated surplus account in Carolina (if any) shall be converted 

into an allocated surplus account of equal amount in the Merged Association.    
  
(g) With respect to each change and conversion of equity referred to in subsections (e) - (f) of this 

Section 1.3, (i) such conversion shall occur without further action by AgSouth, Carolina, or the 
holder of such equity; (ii) no fractional shares (or cash in lieu thereof) shall be issued; (iii) each 
equity in the Merged Association shall have the same par value or face value as the equity for 
which it was exchanged ($5 per share or unit); (iv) each share of AgSouth common stock issued 
pursuant to the Merger shall be protected stock within the meaning of Section 4.9A of the Act 
to the extent issued in exchange for a share of common stock in Carolina that is protected stock 
under such section;  and (v) each equity in the Merged Association shall be subject to the 
Merged Association’s new Capitalization Bylaws (as defined below).   

  
(h) The Merger will be accounted for as a business combination governed by Accounting 

Standards Codification 805.  Upon the Effective Date, AgSouth will recognize the assets and 
liabilities acquired pursuant to the Merger at their acquisition-date fair values.     
  

(i) This Agreement constitutes a plan of reorganization within the meaning of Treasury 
Regulations §1.368(c).   

  
Section 1.4.  Subsidiary Mergers.    

  
(a) Subject to the terms and conditions of this Agreement and immediately after the 

Merger, Carolina FLCA shall be merged with and into AgSouth FLCA, whereupon the 
outstanding capital stock of Carolina FLCA shall be converted into the same number of shares 
of capital stock of AgSouth FLCA, effective as of the Effective Date (the “FLCA 
Merger”).  Pursuant to the FLCA Merger, the separate existence of Carolina FLCA shall cease, 
and all Rights of Carolina FLCA shall vest in, and all Obligations of Carolina FLCA shall 
become obligations of, AgSouth FLCA, all without further act or deed.    

  
(b) Subject to the terms and conditions of this Agreement and immediately after the 

Merger, Carolina PCA shall be merged with and into AgSouth PCA, whereupon the 
outstanding capital stock of Carolina PCA shall be converted into the same number of shares 
of capital stock of AgSouth PCA, effective as of the Effective Date (the “PCA 
Merger”).  Pursuant to the PCA Merger, the separate existence of Carolina PCA shall cease, 
and all Rights of Carolina PCA shall vest in, and all Obligations of Carolina PCA shall become 
obligations of, AgSouth PCA, all without further act or deed.  
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(c) AgSouth FLCA shall remain a federal land credit association possessing within the Chartered 
Territory all authorities granted to a federal land credit association with direct lending authority 
under the Act and Regulations.  

  
(d) AgSouth PCA shall remain a production credit association possessing within the Chartered 

Territory all authorities granted to a production credit association under the Act and 
Regulations.  

  
Section 1.5 Stockholder Vote on Merger.  The Associations hereby agree that upon the preliminary 

approval of the plan of Merger by FCA, the Associations shall schedule a vote of their respective 
stockholders and provide all required and approved disclosure material to such Stockholder.  Such vote 
may be held at a special meeting of the stockholders.  Upon the affirmative vote of a majority of the Voting 
Stockholders of each Association present and voting, either in person or by written proxy, at a meeting of 
stockholders at which a quorum is present, the Merger shall be approved.  In the event the Voting 
Stockholders of either Association fail to timely approve the Merger, the FCA fails to grant its final 
approval of the Merger, or upon the failure of any condition included in Section 5.1 of this Agreement, this 
Agreement shall be nullified.  The approval of the majority of the Voting Stockholders of each 
Association present and voting, either in person or by written proxy, at a meeting of stockholders at which 
a quorum is present shall be a condition precedent to the implementation of the Merger.  

 
  

ARTICLE II.  THE MERGED GROUP 
  

Section 2.1.  Amended Charters.  The Associations shall request FCA to issue amended charters 
for the Merged Association, AgSouth FLCA, and AgSouth PCA, substantially in the form set forth in 
Exhibit B.  Such charters shall take effect on the Effective Date.  Each such charter shall include the 
authority to conduct business in the Chartered Territory as set forth in Section 2.8 below.  Under such 
amended charters, the names of the Merged Association, AgSouth FLCA and AgSouth PCA shall become 
AgSouth Farm Credit, ACA, AgSouth Farm Credit, FLCA and AgSouth Farm Credit, PCA.  
  

Section 2.2.  Lending Program.  Within the Chartered Territory, the Merged Association shall 
possess all lending, participation and similar authorities as conferred on an agricultural credit association 
under the Act and Regulations; AgSouth FLCA shall possess all lending, participation and similar 
authorities as conferred on a federal land credit association with direct lending authority under the Act and 
Regulations; and AgSouth PCA shall possess all lending, participation and similar authorities as conferred 
on a production credit association under the Act and Regulations.  On the Effective 
Date, AgSouth FLCA shall provide long-term mortgage loans and financially related services to all eligible 
borrowers located in the Chartered Territory; and AgSouth PCA shall provide short and intermediate term 
credit and financially related services to eligible borrowers located in the Chartered Territory.  

 
 Section 2.3.  Bylaws.  On the Effective Date, the Bylaws in the form set forth in Exhibit C shall 
become the Bylaws of the Merged Association (“Bylaws”), until amended in the manner provided by law 
and such Bylaws.  The Board of the Merged Association at its first meeting after the Effective Date shall 
adopt the Bylaws effective as of the Effective Date, including the Bylaws respecting capitalization 
(“Capitalization Bylaws”) approved by the Voting Stockholders of each Association.  Notwithstanding 
anything to the contrary, in the event that the Regulations necessitate modification of Bylaws, the Board of 
the Merged Association shall incorporate such modifications into the Bylaws to be approved at its first 
meeting after the Effective Date, provided that material modifications to Articles VII and VIII concerning 
capitalization must be approved by the Voting Stockholders.   

  



 
 

32 
 

Section 2.4.  Capitalization Bylaws.  The capital structure of the Merged Association shall be as set 
forth in Articles VII and VIII of its Bylaws.  The approval of the Merger by the Voting Stockholders 
of AgSouth and Carolina is also a vote approving the Capitalization Bylaws of the Merged Association.  In 
the event the Merger is not approved by the Voting Stockholders of AgSouth or Carolina, 
then AgSouth and Carolina will continue to operate under their respective capitalization bylaws.   

  
Section 2.5.  Subsidiary Bylaws.  Notwithstanding anything to the contrary, in the event that the 

Regulations necessitate modification of the Bylaws of AgSouth Farm Credit, FLCA or AgSouth Farm 
Credit, PCA, the Board of such Association shall incorporate such modifications into its Bylaws to be 
approved at its first meeting, provided that material modifications concerning capitalization must be 
approved by the Voting Stockholders.  The capitalization bylaws of AgSouth Farm Credit, 
FLCA and AgSouth Farm Credit, PCA will be identical in all material respects to the existing capitalization 
bylaws of each Association’s respective subsidiary.   

  
Section 2.6.  Capitalization Plan.  The Merged Association’s capital adequacy plan (“Merged 

Capital Adequacy Plan”) shall be supported by the Merged Association’s Capitalization Bylaws and shall 
comply with applicable Regulations and initially shall be substantially in the form of Exhibit D.  The 
Merged Association’s Board shall adopt the Merged Capital Adequacy Plan at its first meeting after the 
Effective Date.  However, within the constraints of the Capitalization Bylaws, the Merged Capital 
Adequacy Plan may be amended at any time by the Merged Association Board, including at the 
organizational meeting.  The Merged Capital Adequacy Plan includes the following elements:   
  

(a) The Associations’ combined capital and surplus at all times shall satisfy capital adequacy 
standards as imposed from time to time under the Act and Regulations.  

  
(b) Each borrower shall be required to maintain an investment in Merged Association stock as    

equal to the lesser of two percent (2%) of the borrower’s note amount or $1,000, whichever is 
less, which requirement shall be applied at the “member” level.  

  
(c) At the discretion of the Board, investments in excess of the required minimum may be retired 

provided all regulatory capital standards are satisfied.    
  

Section 2.7.  Name and Headquarters.  The chartered names of the Associations surviving the 
Merger and the Subsidiary Mergers shall be AgSouth Farm Credit, ACA, AgSouth Farm Credit, 
FLCA and AgSouth Farm Credit, PCA.  The headquarters of the Merged Association shall be located 
in Statesville, NC. 
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Section 2.8.  Territory Served.  The Merged Association’s chartered territory shall be as 
follows:  In the State of North Carolina, the Counties of Alamance, Alexander, Alleghany, Anson, Ashe, 
Avery, Buncombe, Burke, Cabarrus, Caldwell, Caswell, Catawba, Chatham, Cherokee, Clay, Cleveland, 
Davidson, Davie, Durham, Forsyth, Gaston, Graham, Guilford, Haywood, Henderson, Iredell, Jackson, 
Lee, Lincoln, McDowell, Macon, Madison, Mecklenburg, Mitchell, Montgomery, Moore, Orange, Person, 
Polk, Randolph, Richmond, Rockingham, Rowan, Rutherford, Stanly, Stokes, Surry, Swain, Transylvania, 
Union, Watauga, Wilkes, Yadkin, and Yancey.  In the State of South Carolina, the Counties of Abbeville, 
Aiken, Allendale, Anderson, Bamberg, Barnwell, Beaufort, Berkeley, Calhoun, Charleston, Cherokee, 
Chester, Colleton, Dorchester, Edgefield, Fairfield, Greenville, Greenwood, Hampton, Jasper, Kershaw, 
Lancaster, Laurens, Lexington, McCormick, Newberry, Oconee, Orangeburg, Pickens, Richland, Saluda, 
Spartanburg, Union, and York.  In the State of Georgia, the counties of Appling, Atkinson, Bacon, Brantley, 
Bryan, Bulloch, Butts, Camden, Candler, Carroll, Charlton, Chatham, Clayton, Clinch, Coffee, Coweta, De 
Kalb, Douglas, Effingham, Emanuel, Evans, Fayette, Fulton, Glynn, Greene, Gwinnett, Haralson, Harris, 
Heard, Henry, Jasper, Jeff Davis, Jenkins, Lamar, Liberty, Long, McIntosh, Meriwether, Monroe, 
Montgomery, Morgan, Muscogee, Newton, Oconee, Pierce, Pike, Putnam, Rockdale, Screven, Spalding, 
Talbot, Tattnall, Toombs, Troup, Upson, Walton, Ware, Wayne, and Wheeler. 

 
Section 2.9.  Board.  

  
(a) Board of Merged Association.  On the Effective Date, the Board of Directors of the Merged 

Association will consist of the following twenty-four stockholder-elected directors 
and four appointed outside directors, each of whom currently serves on the board of 
either AgSouth or Carolina (the “Initial Board”).   

 
 

Region Seat Name Initial Term 
1 1 Clark M. Newlin 2025 
1 2 J. Eric McPherson 2024 
1  3 David M. Coltrane* 2027 
2 1 Mark A. Bray 2026 
2 2 L Kim Starnes 2025 
2 3 Andrew W. Burleson 2026 
3 1 Vickie N. Smitherman* 2027 
3 2 Dan A. Hunsucker 2025 
3 3 W. Rex Bell 2025 
4 1 D. Kaleb Rathbone* 2027 
4 2 Joseph A. Lail 2023 
4 3 Leslie G. Sparks 2024 
5 1 Arthur Black 2025 
5 2 Frank Ables 2023 
5 3 John Peay 2023 
6 1 Hugh Weathers 2023 
6 2 William Robinson 2024 
6 3 David Cantley 2023 
7 1 Lee DeLoach 2024 
7 2 Pete Wall* 2026 
7 3 Jonathan Mann 2024 
8 1 Sean Lennon 2025 
8 2 Wesley Ham 2025 
8 3 Tara Green* 2026 
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* Identifies director position with a term expiring in 2022.  If the incumbent identified above 
for each such position is not re-elected or re-appointed, the individual who is elected/appointed 
will take the place of such incumbent on the Initial Board for a term commencing in 2022 and 
ending in the year specified.  
 
The terms of the directors named to the Initial Board shall terminate upon the expirations of 
their existing terms of office as set forth in the table above.  In the event that prior to the 
Effective Date, any of the persons above or their replacements is replaced as a director 
of AgSouth or Carolina, as the case may be, the person replacing such director shall become a 
member of the Initial Board in lieu of the person replaced.  
  

(b) Board Restructuring; Continuing Board.  The Associations have agreed on the following 
“Board Transition Plan” to provide for continuity of governance and ensure equitable and 
diverse representation of the Membership while reducing the number of stockholder-elected 
Board seats from twenty four to sixteen and eliminating one appointed outside director seat:  

 
(i) Region 1 Seat 1 seat currently occupied by Clark M. Newlin with a term expiration 

of 2026 will be collapsed effective with the certification of the 2026 election. At 
this point, Region 1 Seat 2 will be designated Seat 1 and Region 1 Seat 3 will be 
designated Seat 2.  
 

(ii) Region 1 Seat 4 seat currently occupied by E. Bernard Beck with a term expiration 
of 2023 will be collapsed effective as of the date of the merger. 

 
(iii) Region 2 Seat 2 currently occupied by L Kim Starnes with a term expiration of 

2025 will be allocated a term of five years for the election in 2025. After the initial 
five year term, the seat will be collapsed effective with the certification of the 2030 
election. At this point, Region 2 Seat 3 will be designated Seat 2.  

 
(iv) To preserve staggering, Region 2 Seat 1 will have a four year term after 2026 while 

Region 2 Seat 3 will continue five year terms after 2026.  
 

(v) Region 3 Seat 3 currently occupied by W. Rex. Bell with a term expiration of 2025 
will be collapsed effective with the certification of the 2025 election.  

 
(vi) Region 4 Seat 2 currently occupied by Joseph A. Lail with a term expiration of 

2023 will be allocated a term of five years for the election in 2023. After this initial 
five year term, the seat will be collapsed effective with the certification of the 2028 
election. At this point, Region 4 Seat 3 will be designated Seat 2.  
 

(vii) Region 5 Seat 1 currently occupied by Arthur Q. Black with a term expiration of 
2025 will be collapsed effective with the certification of the 2025 election. At this 
point, Region 5 Seat 2 will be designated Seat 1 and Region 5 Seat 3 will be 
designated Seat 2.  
 

(viii) Region 6 Seat 1 currently occupied by Hugh Weathers with a term expiration of 
2023 will be allocated a term of four years for the election in 2023. The seat will 
be collapsed effective with the certification of the 2032 election. At this point, 



 
 

35 
 

Region 6 Seat 2 will be designated Seat 1 and Region 6 Seat 3 will be designated 
Seat 2. 

 
(ix) Region 7 Seat 1 currently occupied by Lee DeLoach with a term expiration of 2024 

will be collapsed effective with the certification of the 2024 election. At this point, 
Region 7 Seat 2 will be designated Seat 1 and Region 7 Seat 3 will be designated 
Seat 2.  

 
(x) Region 8 Seat 1 currently occupied by Sean Lennon and Seat 2 currently occupied 

by Wesley Ham will be assigned a five year term in 2025. Region 8 Seat 3 currently 
occupied by Tara Green will be assigned a four year term in 2026. The three seats 
in Region 8 will be collapsed into two seats effective with the 2030 nominating 
process. Seat 1 will be assigned a five year term and Seat 2 will be assigned an 
initial term of four year subsequently followed by five year terms in subsequent 
elections.  

 
(xi) The appointed outside director seat held by Phillip Love will be closed upon the 

expiration of his term in 2025.  
 

 
Reduction in Stockholder Elected Directors By Seat 
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After the full implementation of the Board Restructuring Plan, the Board of the Merged 
Association shall be composed of sixteen stockholder-elected director positions and three 
appointed outside director positions.  Two continuing stockholder-elected director positions 
will be assigned to each of the eight Nominating Regions defined in Section 2.9(c) below.  
After the initial terms and as otherwise provided above, all stockholder-elected directors and 
appointed outside directors shall serve staggered five-year terms.  Any future changes in the 
composition of the Board, including changes to the number of elected and appointed outside 
directors, and the assignment of director positions to specific regions for nomination purposes, 
will be made at the sole discretion of the Board subject to the Bylaws and consistent with the 
objective of ensuring equitable representation from all sections of the Chartered Territory and 
as nearly as possible from all types of agricultural practices within the Chartered Territory.   
 
The applicable provisions of the Bylaws, to the extent consistent with the applicable provisions 
of the Act and Regulations and with the express terms of this Agreement, shall govern the 
qualifications, manner of nomination and election, terms, filling of vacancies and related 
matters respecting the positions of the Board.  All director positions will be elected with each 
Voting Stockholder entitled to one vote for each Director position, which votes may not be 
cumulated.    
 

(c)  Nomination Regions.  Stockholder-elected directors shall be nominated on a regional basis.  In 
order to stand for election to a particular seat, a candidate must reside in the “Nominating 
Region” corresponding to such seat.  Two continuing stockholder-elected director positions 
shall be assigned to each Nominating region.  The Table in Section 2.9(a) shows the assignment 
of each seat to a particular Nominating Region.  The boundaries of the Nominating Regions 
are set forth in the table below: 

 
Region Designation Territory 

1-NC Alamance, Caswell, Chatham, Durham, Lee, Montgomery, Moore, 
Orange, Person, Randolph, Richmond 

2-NC Anson, Cabarrus, Davidson, Davie, Forsyth, Guilford, Rockingham,  Rowan, 
Stanly, Stokes, Surry, Union 

3-NC Alexander, Burke, Caldwell, Catawba, Gaston, Iredell, Lincoln, Mecklenburg, 
Wilkes, Yadkin 

4-NC Allegheny, Ashe, Avery, Buncombe, Cherokee, Clay, Cleveland, Graham, 
Haywood, Henderson, Jackson. Macon, Madison, McDowell Mitchell, Polk, 
Rutherford, Swain, Transylvania, Watauga, Yancey 

5-SC Abbeville, Anderson, Cherokee, Chester, Edgefield, Greenville, Greenwood, 
Lancaster, Laurens, McCormick, Newberry, Oconee, Pickens, Saluda, 
Spartanburg, Union , York 

6-SC Aiken, Allendale, Bamberg, Barnwell, Beaufort, Berkeley, Calhoun,  Charleston, 
Colleton, Dorchester, Fairfield, Hampton, Jasper, Kershaw Lexington, 
Orangeburg, Richland 

7-GA Appling, Atkinson, Bacon, Brantley, Bryan, Bulloch, Camden, Candler, 
Charlton, Chatham, Clinch, Coffee, Effingham, Emanuel, Evans, Glynn, Jeff 
Davis, Jenkins, Liberty, Long, McIntosh, Montgomery, Pierce, Screven, Tattnall, 
Toombs, Ware, Wayne, Wheeler 

8-GA Butts, Carroll, Clayton, Coweta, DeKalb, Douglas, Fayette, Fulton, Greene, 
Gwinnett, Haralson, Harris, Heard, Henry, Jasper, Lamar, Meriwether, Monroe, 
Morgan, Muscogee, Newton, Oconee, Pike, Putnum, Rockdale, Spalding, Talbot, 
Troup, Upson, Walton 
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(d) Appointed Outside Directors.  At all times the Board shall include at least two (2) but not more 
than four (4) appointed director positions filled by persons who, at the time such person 
becomes, and while serving as, a Director of the Merged Association, shall not be a director 
(other than a director of the Subsidiaries), officer, employee, agent or stockholder of any 
System institution (“Appointed Outside Director”).  The terms of the Appointed Outside 
Director shall be the same as for directors elected by the Voting Stockholders.  The manner of 
nomination, election and related matters respecting such appointed directors shall be 
determined from time to time by the Board, subject to the Bylaws and applicable regulations.  
Such directors may be removed by the Voting Stockholders or the Board in accordance with 
the Bylaws.    

  
(e) Financial Expert.  The Board shall have at least one director who is a financial expert 

recognized as having education or experience in: accounting, internal accounting controls, or 
preparing or reviewing financial statements for financial institutions or large corporations 
consistent with the breadth and complexity of accounting and financial reporting issues that 
can reasonably be expected to be raised by the institution’s financial statements.  Such director 
shall be appointed at the first meeting of the Board following the Effective Date and shall serve 
on the Board’s audit committee.   

  
(f) Boards of the Subsidiaries.  Each member of the Merged Association Board shall also serve on 

the Boards of Directors of the Subsidiaries and shall remain on such Boards for so long as he 
or she is a member in good standing of the Board of the Merged Association.  

  
(g) Board Leadership/Committees.  At the first Board meeting following the Effective Date, the 

Board shall appoint an initial Board Chair from among the directors and an initial Board Vice-
Chair from among the  directors.  In addition, the Board will establish and appoint directors to 
the following five standing committees of the Board: Executive, Compensation, Audit, Risk, 
Governance and Ethics.   

 
Section 2.10.  Nominating Committee.  The Merged Association’s initial Nominating Committee 

shall consist of the following Voting Stockholders, each of whom currently sits on the Nominating 
Committee of either AgSouth or Carolina as of the Effective Date:    
 

From Carolina From AgSouth 
Member Member 

Donald R. Smart Samuel A. Milford 
Vance C. Proctor, III Baron R. Buzhardt 
Derek L. Smith J. Emmett Collins, Jr. 
Charles R. Thomas Thomas G. Vanhuss 
John E. Ashe, Jr.  L. Anthony Cowart 
Sam I. Kiser, Jr.  Mark H. Brown 
 Adair M. McKoy IV 
 Bryan R. Dantzler 

  
In the event that prior to the Effective Date, any of the persons designated above or their replacements are 
replaced as members of the Nominating Committee of AgSouth or Carolina, as the case may be, the person 
replacing such member shall become a member of the Nominating Committee in lieu of the person 
replaced.  The initial Nominating Committee will serve until the first annual meeting of the stockholders of 
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Merged Association.  Thereafter, a new Nominating Committee shall be elected consisting of sixteen 
members, of which two shall be selected from each Nominating Region. In addition one alternate from each 
Nominating Region will also be elected. The committee so elected shall serve a one-year term expiring at 
the next annual meeting or until its successors have been elected and qualified.    
   

Section 2.11. Initial Officers.  Subject to the Act and Regulations, the initial Chief Executive 
Officer of the Merged Association shall be Vance C. Dalton, Jr..  Mr. Dalton will identify the Merged 
Association’s senior leadership positions prior to the Effective Date.  The senior leadership positions shall 
include the following: Chief Financial Officer; Chief Credit Officer; Chief Administrative Officer; Chief 
Lending Officer, Chief Learning Officer, Chief Risk Officer, Chief Information and Strategic Initiatives 
Officer, and General Counsel, which positions shall largely be filled from each Association’s current 
management teams.  All officers and employees of the Merged Association will be at-will employees 
serving at the pleasure of the Board.  
 
  Section 2.12.  Further Assurances.  The Associations agree that from and after the Effective Date, 
the Chief Executive Officer of the Merged Association is authorized to execute, attest and deliver any 
document or instrument, to testify, produce documents or business records in, or appear or cause the Merged 
Association to appear as a party to, any action or proceeding at law or before any administrative body, and 
to take any other action to vest, perfect or confirm title to the Rights and Obligations of the Merged 
Association and the Subsidiaries, and otherwise to carry out the purposes and intent of this Agreement, in 
each case either in the its own name or the name of AgSouth, AgSouth FLCA, AgSouth PCA, Carolina, 
Carolina FLCA or Carolina PCA.  
 

Section 2.13. Future Lending Programs.  The Associations shall possess all lending and similar 
authorities granted to each under the Act and Regulations in the Chartered Territory.   
  

Section 2.14. Personnel Matters.  The Merged Association shall be subject to the Carolina Farm 
Credit, ACA Employee Transition Plan and the AgSouth Farm Credit, ACA Employee Transition Plan 
adopted by the Boards of Directors of Carolina and AgSouth, respectively, the terms of which are 
substantially identical (the “Transition Plan”).  At the request of the Associations, an Addendum related to 
the Merger was added to the AgFirst District Retirement Plan (the “Retirement Plan”). In the event that the 
employment of a participant in the Retirement Plan who is age 50 or older with at least ten years of credited 
service is terminated under the same general conditions that would entitle them to severance benefits under 
the Transition Plans, the provisions of the Addendum will cause five years to be added to both the 
participant’s age and the participant’s credited service (a “5 + 5”) as of the date the participant’s 
employment is terminated for purposes of the benefits provided under the Retirement Plan. Employees can 
receive both the 5 + 5 and severance benefits under the Transition Plan.  

Apart from the Transition Plan and the 5 + 5, the Merged Association will not be subject to any 
agreement or offer letter related to future employment of any existing or prospective employee or any 
agreement or plan that would provide severance or retention benefits to any employee or group of 
employees affected by the Merger.  In addition, other than as provided in the Transition Plan and the 5 + 5, 
no senior officer of AgSouth or Carolina has an agreement or an arrangement with his or her Association 
relating to employment or termination of employment that would result in a financial benefit related to the 
Merger.  Senior officers will continue to participate in the Board-approved incentive plan that measures 
achievement of certain business goals.  The Associations utilize common health, retirement and welfare 
plans.  The Merger will not result in any material change to such plans.  Differences between the 
Associations’ compensation and other employee benefit plans will be reconciled by the Merged 
Association’s Board following the Merger.  All employee plans are subject to change in accordance with 
their terms and at the discretion of the Board.    
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Section 2.15. Interpretation.  The provisions of this Article II shall not be interpreted to limit the 
powers, rights or authorities of the Merged Association that are provided by applicable law.  

  
Section 2.16. Joint and Several Liability.  The Merged Association, AgSouth FLCA and AgSouth  

PCA shall be jointly and severally liable on each other’s debts and obligations after the Merger.  
  
Section 2.17. Conditions of Approval.  The Merged Association, AgSouth Farm Credit, 

FLCA and AgSouth Farm Credit, PCA shall be subject to the same Conditions of Approval imposed by 
FCA as in effect prior to the Merger, which Conditions of Approval are substantially as shown in 
Exhibit E hereto.  

 
Section 2.18.  Conditions of Merger.  The Merged Association, AgSouth Farm Credit, 

FLCA and AgSouth Farm Credit, PCA shall be subject to the Conditions of Merger imposed by FCA as set 
forth in Exhibit G hereto.  

 
  

ARTICLE III.  REPRESENTATIONS AND WARRANTIES OF AGSOUTH (ACA, PCA AND 
FLCA) AND CAROLINA FARM CREDIT (ACA, PCA AND FLCA) 

  
Section 3.1.  Representations and Warranties of Associations.  Each party to this Agreement 

represents and warrants to the other that:  
  

(a) Organization, Corporate Power, etc.  It is a federally chartered instrumentality under the Act.  It 
has all requisite statutory and other power to own, operate and lease its properties and carry on 
its businesses substantially as they are being conducted on the date of this Agreement.  It has 
all requisite power and authority to enter into this Agreement, to carry out its obligations under 
this Agreement, and, upon the satisfaction of the conditions set forth herein, to consummate 
the transactions contemplated.  

  
(b) Authorization of Agreement.  The execution, delivery and performance of the Agreement and 

the consummation of the transactions contemplated hereby have been duly authorized by its 
Board of Directors.  This Agreement has been executed and delivered by its duly authorized 
directors or officers and constitutes a valid and binding obligation of it, enforceable in 
accordance with its terms.  However, the approval of this Agreement and the consummation of 
the Merger is subject to the fulfillment of those conditions provided in Section 5.1 of this 
Agreement.  

  
(c) Information Supplied.  None of the information supplied in this Agreement, in any material 

distributed to stockholders relating to this Agreement, or in any material submitted to FCA or 
any other Governmental Entity relating to this Agreement, contains any untrue statement of a 
material fact or omits to state any material fact required to be stated therein or necessary to 
make the statements therein, in light of the circumstances under which they were made, not 
misleading, or, in the case of material not yet submitted, will contain any such untrue statement 
or omit to state any such material fact.  All financial statements supplied shall be prepared on 
the basis of GAAP, except as otherwise expressly noted therein.  

 
ARTICLE  IV.  COVENANTS  

  
Section 4.1.  Information.  In the event that a representation and warranty made in Article III of this 

Agreement is rendered false or misleading by subsequent events, AgSouth, AgSouth FLCA, 
and AgSouth PCA on the one hand, and Carolina, Carolina FLCA, and Carolina PCA on the other hand, 
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shall provide the other party with any information necessary to make the represented and warranted 
information accurate and not misleading.  
  

Section 4.2.  Distributions.  Except as provided in Section 4.3, no patronage may be paid 
to patrons nor any dividends paid on the stock or participation certificates of the Associations from the time 
of adoption of the Agreement by the Boards and until the Effective Date (but see Section 4.3).  Neither 
Association shall retire any stock from the time of the adoption of the Agreement by the Board and until 
the Effective Date except in the normal course of business.  
  

Section 4.3.  2022 Patronage.  Prior to the Effective Date, each Association shall declare a 
patronage distribution for its year ending December 31, 2022, consistent with such Association’s patronage 
resolutions and its current patronage allocation methodology.  If such distributions are not made prior to 
the Effective Date, the Merged Association shall be obligated to distribute the patronage distribution 
declared by each Association’s Board within the payment period required by subchapter T of the Internal 
Revenue Code subject to compliance with FCA Regulations.  For the period commencing January 1, 2023 
and ending on the day prior to the Effective Date, the Carolina Board shall declare a patronage distribution 
to its patrons for such period in an amount consistent with its business plan projections (“Stub Period 
Patronage”).  The Merged Association shall distribute the Stub Period Patronage within the payment period 
applicable to such period subject to compliance with FCA Regulations. 

 
Section 4.4.  Patronage Program.  Commencing on the Effective Date, the Merged Association 

shall establish a patronage program which shall not differentiate borrowers from each Association’s 
respective chartered territory for similar loans, which program shall be governed by the Bylaws of the 
Merged Association.    

 
 Section 4.5.  AgSouth Allocated Surplus. The Merged Association’s Capital Adequacy Plan (at 
Exhibit D) provides for  the retirement of AgSouth’s existing allocated surplus over a five-year revolvement 
schedule (consistent with AgSouth’s existing revolvement schedule) provided certain minimum capital 
ratios are met.  All retirements of allocated surplus are at the sole discretion of the Board of the Merged 
Association.   
  

Section  4.6.  Offices.  There is no current intention to close any branch or administrative office of 
either Association.  Any decision to close an office will be a decision of the Merged Association’s Board.  
  

Section 4.7.  Bank Approval.  The Associations agree to abide by any conditions imposed 
by AgFirst in connection with its approval of the Merger.  
   

ARTICLE V.  CONDITIONS  
  

Section 5.1.  Conditions to AgSouth and Carolina Obligations.  The obligations of the Associations 
to effect the Merger under this Agreement shall be subject to the following conditions, but shall not be 
subject to the receipt of any legal opinion or ruling, with the exception of an opinion regarding the tax-free 
nature of the Merger:  
  

(a) The approval of AgSouth’s and Carolina’s respective Voting Stockholders as contemplated by 
Section 7.8 of the Act;  

 
(b) The final approval by FCA of the Merger following approval by the Voting Stockholders as 

provided in the Regulations;   
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(c) The absence of a reconsideration vote against the proposed Merger by the Voting Stockholders 
of either AgSouth or Carolina as contemplated by Section 7.9 of the Act and as specifically set 
forth on attached Exhibit F;  

 
(d) No temporary restraining order, preliminary or permanent injunction or other order or restraint 

issued by any court of competent jurisdiction, no order, decree, restraint or pronouncement by 
any Governmental Entity and no other legal restraint or prohibition which would prevent or 
have the effect of preventing the consummation of the Merger or the other transactions 
contemplated hereby shall have been issued or adopted and be in effect;  

 
(e) AgSouth, AgSouth FLCA, AgSouth PCA, Carolina, Carolina FLCA and Carolina PCA shall 

have complied with all other applicable Regulations or directives in connection with 
the Merger; 

 
(f) The representations and warranties of each Association herein contained shall have been true 

when made and, in addition, shall be true in all material respects on and at the Effective Date 
with the same force and effect as though made on and at the Effective Date, except as affected 
by transactions contemplated hereby and except for any activities or transactions after the date 
of this Agreement which are made in the ordinary course of business and are not prohibited by 
this Agreement; and  

 
(g) Receipt of a legal opinion that the Merger and Subsidiary Mergers should qualify as tax-free 

reorganizations under Internal Revenue Code Section 368.  
   

ARTICLE VI.  TERMINATION, AMENDMENTS AND WAIVERS  
  

Section 6.1.  Termination.  Following the date on which FCA grants preliminary approval of the 
Merger and before the Effective Date, this Agreement may be terminated by an Association upon a 
determination by it that another party has failed to perform in a timely manner any of the covenants and 
agreements contained in this Agreement and fails to cure the same within 10 business days after notice of 
such failure to perform.  In addition, this Agreement may be terminated by either Association at any time 
before the Effective Date upon a determination by it (concurred with by FCA) that:  
  

(a) The information disclosed to stockholders contained material errors or omissions;  
 
(b) Material misrepresentations were made to stockholders regarding the impact of the Merger;  
 
(c) Fraudulent activities were used to obtain approval of Voting Stockholders; or 
 
(d) An event occurred between the time of the Voting Stockholders’ vote approving the Merger 

and the Effective Date that would have a significant adverse impact on the viability of the 
Merged Association.  

   
Section 6.2.  Effects of Termination.  In the event of termination of this Agreement as provided in 

Section 6.1 hereof, this Agreement shall forthwith become void and there shall be no liability or obligation 
with respect to this Agreement on the part of AgSouth or Carolina or their respective directors, officers, or 
stockholders, other than with respect to each party’s share of expenses as provided in Section 8.10 hereof.  
  

Section 6.3.  Amendments.  This Agreement may be amended by the Associations at any time 
whether before or after approval by the Voting Stockholders by action taken by their respective Boards, 
provided that,  
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(a) Such amendment made after approval of the Agreement by FCA and/or AgFirst shall be 

ineffective if, after providing advance written notice of same to FCA and AgFirst, as the case 
may be, either such party rescinds or amends its prior approval; and  

  
(b) Such amendment made after the Voting Stockholders have approved the Merger, to the extent 

it materially changes the terms of the Agreement, shall be ineffective unless approved by the 
Voting Stockholders.  

  
Section 6.4.  Waiver.  Any term or provision of this Agreement may be waived in writing at any 

time by action taken by the Board of the party which is, or whose stockholders are, entitled to the benefits 
thereof.  No such waiver, however, shall be effective until approved in writing by both FCA and AgFirst.  
  

ARTICLE VII.  DEFINITIONS  
  

In addition to those terms defined elsewhere in this Agreement, the following terms, as used herein, 
shall have the meanings as set forth below, whether used in the singular or plural:  
  

“Board” - the Board of Directors of Carolina or AgSouth or the Subsidiaries, as indicated by the 
context.  
  

“Chief Executive Officer” - the chief executive officer of AgSouth or Carolina or his respective 
designee as indicated by the context.  
  

“Governmental Entity” - the FCA or any part of any government having authority to assist, 
supervise or regulate the Associations, or that concern the Merger, or any action or document related 
thereto.  
  

“Stockholder” - a holder of Stock in Carolina or AgSouth, as indicated by the context.  
  

“Stock” - the capital stock of Carolina or AgSouth, as indicated by the context.  
  

“Subsidiaries” - AgSouth FLCA and AgSouth PCA, as subsidiaries of the Merged Association.  
  

“Surplus” - the unallocated surplus and allocated surplus, if any, 
of Carolina, Carolina FLCA, Carolina PCA, AgSouth, AgSouth FLCA and AgSouth PCA, as of the 
Effective Date, as indicated by the context.  
  

“System” - the Farm Credit System.  
  

“Voting Stockholder” - a holder of Stock in Carolina or AgSouth which is entitled to voting rights 
under the Act.  
  

ARTICLE VIII.  GENERAL PROVISIONS 
  

Section 8.1.  Authority of Chief Executive Officer and Boards.  The Chief Executive Officer 
of AgSouth and Carolina, or their respective designees shall have the authority, on behalf of their respective 
Associations, to carry out the terms of this Agreement.  The Chief Executive Officer is authorized to 
execute, on behalf of its respective Association, any document necessary or desirable in order to evidence 
transfer, vesting or devolution of any property, right or privilege or franchise, or to vest or perfect in or 
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confirm to each Association, its successors and assigns, title to and possession of all the Rights referred to 
in Article I of this Agreement, and otherwise to carry out the intent and purposes hereof.  
  

Section 8.2.  Survival of Representations, Warranties and Agreements.  The representations, 
warranties and agreements of the Associations in this Agreement or in any agreement or instrument 
delivered by AgSouth and Carolina pursuant to this Agreement shall survive the Effective Date.  
  

Section 8.3.  Successors and Assigns.  This Agreement will inure to the benefit of and be binding 
upon AgSouth ACA, AgSouth FLCA, AgSouth PCA, Carolina, Carolina FLCA and Carolina PCA and 
their legally authorized successor(s) and assigns, and no other person will have any right or obligation 
hereunder.  
  

Section 8.4. Execution in Counterparts.  This Agreement may be executed in multiple counterparts, 
each of which shall be deemed an original, but all of which shall constitute one instrument.  
  

Section 8.5.  Severability.  If any one or more provisions of this Agreement shall be held invalid 
by a Government Entity for any reason whatsoever, the remaining provisions shall not be affected thereby.  
  

Section 8.6.  Captions.  The captions or titles to the provisions of the Agreement are for 
convenience of reference only and are not intended to represent the full or partial construction or intent of 
said provisions.  
  

Section 8.7.  Notices.  All notices, requests, demands, claims, and other communications hereunder 
will be in writing.  Any notice, request, demand, claim, or other communication hereunder shall be deemed 
duly given (a) when delivered personally, by electronic mail or facsimile transmission to the recipient, (b) 
one business day after being sent to the recipient by reputable overnight courier service (charges prepaid), 
or (c) four (4) business days after being mailed to the recipient by certified or registered mail, return receipt 
requested and postage prepaid, and addressed to the intended recipient as set forth below:  
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If to Carolina:  Vickie N. Smitherman, Chair 
146 Victory Lane 
Statesville, NC  28625 
E-Mail: vsmitherman@carolinafarmcredit.com 
  

Copy to:  Vincent G. Logan, Board Chair and CEO 
Farm Credit Administration  
1501 Farm Credit Drive  
McLean, VA  22102-5090; and  
  
Leon T. (Tim) Amerson, President and CEO 
AgFirst, FCB  
1901 Main Street  
Columbia, SC  29201  
  

  
If to AgSouth:  Hugh Frank Ables, Jr., Chair  

AgSouth Farm Credit, ACA  
26 South Main Street 
Statesboro,  GA  30458 
E-Mail:   HAbles@AgSouthFC.com 
  

Copy to:  Vincent G. Logan, Board Chair and CEO 
Farm Credit Administration  
1501 Farm Credit Drive  
McLean, VA  22102-5090; and  
  
Leon T. (Tim) Amerson, President and CEO 
AgFirst, FCB  
1901 Main Street  
Columbia, SC  29201  
  

  Section 8.8.  Miscellaneous.  Except as otherwise provided herein, this Agreement (including the 
documents and instruments referred to herein):  
  

(a) Constitutes the entire agreement and supersedes all prior agreements and understandings, both 
written and oral, among the parties with respect to the subject matter hereof;  

  
(b) Shall not be assigned by operation of law or otherwise; and  
  
(c) Is not conditioned on the receipt of any legal opinions or rulings (except for those related to tax 

matters).  
  
Section 8.9.  Governing Law.  This Agreement shall be governed by and construed in accordance 

with federal law, and, to the extent applicable, the laws of the State of North Carolina.  
  

Section 8.10.  Expenses.  Each Association shall bear its own expenses associated with the Merger.  
Joint Merger-related expenses shall be shared equally between the Associations.  Merger-related expenses 
incurred after the Effective Date shall be borne by the Merged Association.  

 
[signature page follows]   
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IN WITNESS WHEREOF, this Agreement has been executed as of the date first above written. 

AGSOUTH FARM CREDIT, ACA  

By: __________________________________  By:  ___________________________ 
Hugh Frank Ables, Jr.                          John P. Calhoun   
Chair Chief Executive Officer 

AGSOUTH FARM CREDIT, FLCA 

By: __________________________________  By:  ___________________________ 
Hugh Frank Ables, Jr.                          John P. Calhoun   
Chair Chief Executive Officer 

AGSOUTH FARM CREDIT, PCA 

By: __________________________________  By:  ___________________________ 
Hugh Frank Ables, Jr.                          John P. Calhoun   
Chair Chief Executive Officer 

CAROLINA FARM CREDIT, ACA 

By: __________________________________  By:  ___________________________ 
Vickie N. Smitherman                       Vance C. Dalton   
Chair Chief Executive Officer 

CAROLINA FARM CREDIT, FLCA 

By: __________________________________  By:  ___________________________ 
Vickie N. Smitherman                       Vance C. Dalton   
Chair Chief Executive Officer 

CAROLINA FARM CREDIT, PCA 

By: __________________________________  By:  ___________________________ 
Vickie N. Smitherman                       Vance C. Dalton   
Chair Chief Executive Officer 
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EXHIBIT A  
  
  

CAPITAL STOCK AND SURPLUS*   
AS OF JUNE 30, 2022  

  
AgSouth    Aggregate Par 

Value  
  # Shares/Units  

Class C Common Stock (voting)    $9,672,535  1,934,507 
Class C Participation Certificates (non-voting)    1,497,285  299,457 
Allocated Surplus subject to revolvement 
Unallocated surplus**  

            101,244,705 
       317,249,096 

  

Accumulated other comprehensive income, net of tax    (1,673,569)   
Total members’ equity    $452,181,232   
Number of shares/units of common equity      2,233,964 
        
        
  
  
Carolina    Aggregate Par 

Value  
  # Shares/Units  

Class C Common Stock (voting)    $9,603,835  1,920,767 
Class C Participation Certificates (non-voting)    1,170,355  234,071 
Unallocated surplus**  
Accumulated other comprehensive income, net of tax              

  347,472,658 
(1,184,644) 

  

Total members’ equity    $376,438,972   
Number of shares/units of common equity      2,154,838 
  
* All classes of stock and participation certificates are at-risk.   
** Includes surplus allocation issued in nonqualified written notices of allocation that are not subject to 
revolvement. 
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EXHIBIT B  
 AMENDED AND RESTATED CHARTER  

  
AgSouth Farm Credit, ACA  
Iredell County, NC  
  
The Farm Credit Administration, in accordance with the Farm Credit Act of 1971, as amended (“Act”), 
hereby amends and restates the charter of AgSouth Farm Credit, ACA, an agricultural credit association 
(“Association”).  The principal office location of the association shall be in Statesville, NC.  The 
Association is a Farm Credit System institution and a federally chartered instrumentality.  
  
By this Federal charter, the Farm Credit Administration hereby authorizes said Association to exercise all 
powers conferred on the Association under the Act and the regulations of the Farm Credit Administration 
within the following territory:  
  

In the State of North Carolina, the Counties of Alamance, Alexander, Alleghany, Anson, Ashe, 
Avery, Buncombe, Burke, Cabarrus, Caldwell, Caswell, Catawba, Chatham, Cherokee, Clay, 
Cleveland, Davidson, Davie, Durham, Forsyth, Gaston, Graham, Guilford, Haywood, Henderson, 
Iredell, Jackson, Lee, Lincoln, McDowell, Macon, Madison, Mecklenburg, Mitchell, Montgomery, 
Moore, Orange, Person, Polk, Randolph, Richmond, Rockingham, Rowan, Rutherford, Stanly, 
Stokes, Surry, Swain, Transylvania, Union, Watauga, Wilkes, Yadkin, and Yancey.  In the State of 
South Carolina, the Counties of Abbeville, Aiken, Allendale, Anderson, Bamberg, Barnwell, 
Beaufort, Berkeley, Calhoun, Charleston, Cherokee, Chester, Colleton, Dorchester, Edgefield, 
Fairfield, Greenville, Greenwood, Hampton, Jasper, Kershaw, Lancaster, Laurens, Lexington, 
McCormick, Newberry, Oconee, Orangeburg, Pickens, Richland, Saluda, Spartanburg, Union, and 
York.  In the State of Georgia, the counties of Appling, Atkinson, Bacon, Brantley, Bryan, Bulloch, 
Butts, Camden, Candler, Carroll, Charlton, Chatham, Clayton, Clinch, Coffee, Coweta, De Kalb, 
Douglas, Effingham, Emanuel, Evans, Fayette, Fulton, Glynn, Greene, Gwinnett, Haralson, Harris, 
Heard, Henry, Jasper, Jeff Davis, Jenkins, Lamar, Liberty, Long, McIntosh, Meriwether, Monroe, 
Montgomery, Morgan, Muscogee, Newton, Oconee, Pierce, Pike, Putnam, Rockdale, Screven, 
Spalding, Talbot, Tattnall, Toombs, Troup, Upson, Walton, Ware, Wayne, and Wheeler. 
  

The Association is subject to the Conditions of Approval imposed by the Farm Credit Administration.  
  
IN WITNESS WHEREOF, the Chair of the Farm Credit Administration Board has executed this Charter 
and caused this seal of the Farm Credit Administration to be affixed hereto.  This charter shall be effective 
as of April 1, 2023.  
  
Charter No. _____      FARM CREDIT ADMINISTRATION  

McLean, Virginia  
 

________________________________  
Vincent G. Logan  
Board Chair and CEO  
 
________________________________  
Ashley Waldron  
Secretary to the Board  

The above language is a reasonable representation of the language which will be included in the proposed 
amended and restated charter of the Merged Association; however, the actual charter issued by the Farm 
Credit Administration may use different language to achieve the same effect.  
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AMENDED AND RESTATED CHARTER 
  

AgSouth Farm Credit, FLCA  
Iredell County, NC  
  
The Farm Credit Administration, in accordance with the Farm Credit Act of 1971, as amended (“Act”), 
hereby amends and restates the charter of AgSouth Farm Credit, FLCA, which is a Federal Land Bank  with 
the authority to make and participate in long-term real estate mortgage loans (“Association”).  The principal 
office location of the Association shall be in Statesville, NC.  The Association is a subsidiary of AgSouth 
Farm Credit, ACA.  The Association is a Farm Credit System institution and a federally chartered 
instrumentality.  
  
By this Federal charter, the Farm Credit Administration hereby authorizes said Association to exercise all 
powers conferred on the Association under the Act and the regulations of the Farm Credit Administration 
within the following territory:   
  

In the State of North Carolina, the Counties of Alamance, Alexander, Alleghany, Anson, Ashe, 
Avery, Buncombe, Burke, Cabarrus, Caldwell, Caswell, Catawba, Chatham, Cherokee, Clay, 
Cleveland, Davidson, Davie, Durham, Forsyth, Gaston, Graham, Guilford, Haywood, Henderson, 
Iredell, Jackson, Lee, Lincoln, McDowell, Macon, Madison, Mecklenburg, Mitchell, Montgomery, 
Moore, Orange, Person, Polk, Randolph, Richmond, Rockingham, Rowan, Rutherford, Stanly, 
Stokes, Surry, Swain, Transylvania, Union, Watauga, Wilkes, Yadkin, and Yancey.  In the State of 
South Carolina, the Counties of Abbeville, Aiken, Allendale, Anderson, Bamberg, Barnwell, 
Beaufort, Berkeley, Calhoun, Charleston, Cherokee, Chester, Colleton, Dorchester, Edgefield, 
Fairfield, Greenville, Greenwood, Hampton, Jasper, Kershaw, Lancaster, Laurens, Lexington, 
McCormick, Newberry, Oconee, Orangeburg, Pickens, Richland, Saluda, Spartanburg, Union, and 
York.  In the State of Georgia, the counties of Appling, Atkinson, Bacon, Brantley, Bryan, Bulloch, 
Butts, Camden, Candler, Carroll, Charlton, Chatham, Clayton, Clinch, Coffee, Coweta, De Kalb, 
Douglas, Effingham, Emanuel, Evans, Fayette, Fulton, Glynn, Greene, Gwinnett, Haralson, Harris, 
Heard, Henry, Jasper, Jeff Davis, Jenkins, Lamar, Liberty, Long, McIntosh, Meriwether, Monroe, 
Montgomery, Morgan, Muscogee, Newton, Oconee, Pierce, Pike, Putnam, Rockdale, Screven, 
Spalding, Talbot, Tattnall, Toombs, Troup, Upson, Walton, Ware, Wayne, and Wheeler. 

   
The Association is subject to the Conditions of Approval imposed by the Farm Credit Administration.  
  
IN WITNESS WHEREOF, the Chair of the Farm Credit Administration Board has executed this Amended 
and Restated Charter and caused this seal of the Farm Credit Administration to be affixed hereto.  This 
charter shall be effective as of April 1, 2023.  
  
Charter No. _____     FARM CREDIT ADMINISTRATION  

McLean, Virginia  
 
________________________________  
Vincent G. Logan  
Board Chair and CEO  
________________________________  
Ashley Waldron  
Secretary to the Board  

The above language is a reasonable representation of the language which will be included in the proposed 
amended and restated charter of AgSouth Farm Credit, FLCA; however, the actual charter issued by the 
Farm Credit Administration may use different language to achieve the same effect.  
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AMENDED AND RESTATED CHARTER 
  
AgSouth Farm Credit, PCA  
Iredell County, NC  
  
The Farm Credit Administration, in accordance with the Farm Credit Act of 1971, as amended (“Act”), 
hereby amends and restates the charter of AgSouth Farm Credit, PCA, a production credit association 
(“Association”).  The principal office location of the Association shall be in Statesville, NC.  The 
Association is a subsidiary of AgSouth Farm Credit, ACA.  The Association is a Farm Credit System 
institution and a federally chartered instrumentality.  
  
By this Federal charter, the Farm Credit Administration hereby authorizes said Association to exercise all 
powers conferred on the Association under the Act and the regulations of the Farm Credit Administration 
within the following territory:  

  
In the State of North Carolina, the Counties of Alamance, Alexander, Alleghany, Anson, Ashe, 
Avery, Buncombe, Burke, Cabarrus, Caldwell, Caswell, Catawba, Chatham, Cherokee, Clay, 
Cleveland, Davidson, Davie, Durham, Forsyth, Gaston, Graham, Guilford, Haywood, Henderson, 
Iredell, Jackson, Lee, Lincoln, McDowell, Macon, Madison, Mecklenburg, Mitchell, Montgomery, 
Moore, Orange, Person, Polk, Randolph, Richmond, Rockingham, Rowan, Rutherford, Stanly, 
Stokes, Surry, Swain, Transylvania, Union, Watauga, Wilkes, Yadkin, and Yancey.  In the State of 
South Carolina, the Counties of Abbeville, Aiken, Allendale, Anderson, Bamberg, Barnwell, 
Beaufort, Berkeley, Calhoun, Charleston, Cherokee, Chester, Colleton, Dorchester, Edgefield, 
Fairfield, Greenville, Greenwood, Hampton, Jasper, Kershaw, Lancaster, Laurens, Lexington, 
McCormick, Newberry, Oconee, Orangeburg, Pickens, Richland, Saluda, Spartanburg, Union, and 
York.  In the State of Georgia, the counties of Appling, Atkinson, Bacon, Brantley, Bryan, Bulloch, 
Butts, Camden, Candler, Carroll, Charlton, Chatham, Clayton, Clinch, Coffee, Coweta, De Kalb, 
Douglas, Effingham, Emanuel, Evans, Fayette, Fulton, Glynn, Greene, Gwinnett, Haralson, Harris, 
Heard, Henry, Jasper, Jeff Davis, Jenkins, Lamar, Liberty, Long, McIntosh, Meriwether, Monroe, 
Montgomery, Morgan, Muscogee, Newton, Oconee, Pierce, Pike, Putnam, Rockdale, Screven, 
Spalding, Talbot, Tattnall, Toombs, Troup, Upson, Walton, Ware, Wayne, and Wheeler. 
 

The Association is subject to the Conditions of Approval imposed by the Farm Credit Administration.  
  
IN WITNESS WHEREOF, the Chair of the Farm Credit Administration Board has executed this Amended 
and Restated Charter and caused this seal of the Farm Credit Administration to be affixed hereto.  This 
charter shall be effective as of April 1, 2023.  
  
Charter No. _____     FARM CREDIT ADMINISTRATION  

McLean, Virginia  
 
________________________________  
Vincent G. Logan  
Board Chair and CEO  
 
________________________________  
Ashley Waldron  
Secretary to the Board  

The above language is a reasonable representation of the language which will be included in the proposed 
amended and restated charter of AgSouth Farm Credit, PCA; however, the actual charter issued by the Farm 
Credit Administration may use different language to achieve the same effect.  
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EXHIBIT C 

 
 

 
 
 
 
 
 
 

BYLAWS 
 

OF 
 

AGSOUTH FARM CREDIT, ACA 
 
 
 
 
 
 
 
 
 
 
 

April 1, 2023 
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Definitions 
 

“Act” - the Farm Credit Act of 1971, as it may be amended from time to time. 

“Affiliated Organization” – means any organization or entity of which a director or nominee for director is a partner, 
director, officer, or majority shareholder. 

“Agreement” – means that certain Agreement and Plan of Merger by and between Carolina Farm Credit, ACA and 
the Association. 

“Association” – AgSouth Farm Credit, ACA 

“Authorized Voter” – The following constitute Authorized Voters: 1) A Voting Stockholder that holds the qualifying 
Stock outright. 2) A Voting Stockholder that holds qualifying Stock jointly who has been duly authorized in writing 
by the other joint holders to vote on behalf of the joint holders. 3) A stockholder, member, manager, partner, or other 
similar representative of a legal entity that is a Voting Stockholder who has been duly authorized in writing by the 
legal entity to vote on behalf of the entity.  

 “Board” - All references in these Bylaws to the “Board” shall refer both to the directors of the Association sitting as 
of the effective date of the Bylaws and to any successors thereof pursuant to these Bylaws, unless the context otherwise 
requires.  

“Bylaws” - these Bylaws, as they may be amended from time to time pursuant to Articles VII and XV hereof.  

“Code” - the Internal Revenue Code of 1986, as amended. 

“Effective Date” – shall mean the effective date of the merger of Carolina Farm Credit, ACA with and into the 
Association. 

“FCA” - the Farm Credit Administration. 

“FCB” or “Bank” - the AgFirst Farm Credit Bank, or any successor entity thereto. 

“FLCA” – AgSouth Farm Credit, FLCA, a Federal land bank association with direct lending authority and a subsidiary 
of the Association. 

“Material Interest” – means the direct or indirect ownership of a majority of the equities of an entity, the power to 
exercise a controlling influence over the management and policies of an entity, or the likelihood that a person is 
influential in making shareholder decisions or determining the financial condition of the entity. 

“Member” - a holder of stock or participation certificates in the Association, except another System institution.  

“Patron” - shall have the meaning ascribed to such term under Section 860. 

“PCA” –AgSouth Farm Credit, PCA, a production credit association and a subsidiary of Association. 

“Regulations” - FCA regulations or directives applicable to and binding on the Association.  

“Stock” - All classes of common stock and participation certificates authorized under Article VII hereof. 

“System” - the Farm Credit System. 

“Voting Stockholder” –A person or legal entity who holds Class C Common Stock who is eligible, under the Act, 
Regulations and these Bylaws, to vote in respect of any matter presented for a vote of such equity holders provided, 
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however, that, holders of other classes of equity shall be entitled to vote to authorize the issuance of preferred stock 
as provided in Regulation § 615.5230(c)(1). 

ARTICLE I PREAMBLE 

100. The Association is a federally chartered, member-owned, cooperative credit institution operating pursuant 
to the Act and to the regulations and other applicable and binding issuances of the FCA and other federal 
agencies having jurisdiction over the Association, as such regulations and other issuances may be amended 
from time to time. The Association possesses and, under the supervision of the Bank to the extent mandated 
by the Act and Regulations, may exercise all lending, participation and similar authorities granted by the 
Act, other statutes or the Regulations, as any of these may be amended from time to time.  The Bank has no 
approval authority in the corporate governance of the Association other than that mandated by law. 

Without limiting the foregoing, the Association:  

(a) may, pursuant to Section 2.4 of the Act, make or participate with other lenders in short- and intermediate-
term loans and other similar financial assistance to (x) bonafide farmers and ranchers and the producers or 
harvesters of aquatic products, for agricultural or aquatic purposes and other requirements of such borrowers 
as specified in the Act, (y) rural residents for housing financing in rural areas and (z) persons furnishing to 
farmers and ranchers farm-related services directly related to their on-farm operating needs; and  

(b) may, pursuant to Section 1.7 of the Act, (x) make or participate with other lenders in long-term real 
estate mortgage loans in rural areas, as defined by the FCA, (y) make or so participate in such loans to 
producers or harvesters of aquatic products and (z) make continuing commitments to make such loans under 
specified circumstances, for terms (with respect to items (b)(x)-(b)(z)) of not less than 5 nor more than 40 
years. 

The Association also may provide technical assistance to borrowers, applicants, and Members, and may 
make available, at its option, financially related services appropriate to its operations, to the extent 
authorized by the Act and the Regulations. 

These bylaws (the “Bylaws”) constitute rules for the internal operation of the Association and shall take 
effect on the Effective Date. Unless otherwise noted, “Section” shall refer to a section of these Bylaws. 

110. Relationship with FLCA and PCA. 

The Association, PCA and FLCA shall conduct an integrated lending operation. PCA shall possess, among 
other authorities granted under the Act, the authority to make, hold and participate in short and 
intermediate-term loans and provide financially related services to qualified borrowers in the Association’s 
territory. FLCA shall possess, among other authorities granted under the Act, the authority to make, hold 
and participate in long-term real estate loans and provide financially related services to qualified borrowers 
in the Association’s territory. In addition, all three institutions shall enter into a General Financing 
Agreement (“GFA”) with the FCB for purposes of funding loans originated and made by Association, PCA 
and FLCA pursuant to their respective lending authorities. The indebtedness owed to FCB under the GFA 
shall be the joint and several obligation of all three institutions. The Association at all times will own all of 
the voting capital stock of FLCA and PCA. 

ARTICLE II MEMBERSHIP 

200. Members of the Association shall include all holders of legal title to capital stock or participation 
certificates as evidenced on the books of the Association, except any System entity. Any person to whom an 
agricultural credit association is authorized by the Act and Regulations to extend credit and other services 
is eligible to apply for a loan or other services and become a Member of the Association. In the case of a 
deceased or legally incompetent Member, such Member’s executor, administrator, guardian, or other 
legally authorized representative shall be considered to be the Member, but only for the purpose of voting. 
Each Member is authorized to speak on any question being considered at Members’ meetings when 
recognized by the chairman of the meeting. Motions and nominations or seconds thereto may be made and 
voted on only by Voting Stockholders. In the case of joint holders of equity or legal entities, the Voting 
Stockholders may cast only one vote by the Authorized Voter.  
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ARTICLE III MEETINGS OF MEMBERS 

300. Time and Place. 

 300.1  Annual Meetings. 

There shall be an annual meeting of Members at such place(s) in the Association’s chartered territory or 
within a reasonable distance thereof at such date(s) and time(s) as the board of directors (the “Board”) may 
by resolution provide. 

300.2  Special Meetings. 

Special meetings of Members may be called at any time by resolution of the Board. Such meetings shall be 
called at any time upon written request of at least five percent of the Voting Stockholders. Each notice of a 
special meeting shall state the time, place, and purpose of the meeting. If the Board fails or refuses to order 
such notice to be made, the notice may be given by the person or persons who made the call, but only in 
accordance with the provisions of Section 310. 

300.3.  Sectional Sessions. 

The Board may provide for the annual meeting or special meetings of Members to be held in consecutive 
sectional sessions at different times and places. The date of the convening of the first sectional session shall 
be the date of the meeting for the purpose of notice thereof to Members. Each Member shall be notified of 
all sessions to be convened and shall be entitled to attend any or all of such sessions. At each sectional 
session except the last, the meeting shall be adjourned until the next session of the meeting. The last 
sectional session must be scheduled for a time no later than thirty calendar days after the first sectional 
session. The attendance at all sectional sessions shall be combined for the purpose of constituting a quorum, 
but no Authorized Voter shall be counted or permitted to vote at more than one session. The votes duly cast 
at all sessions shall be counted together to constitute the vote of the meeting. Nominations from the floor for 
directors and nominating committee members, and matters requiring a vote of both holders of Class C 
Common Stock and other Members, must be introduced at the first sectional session, and this requirement 
must be announced in the notice of meeting. However, if balloting is by mail and online as provided in 
Section 410.5, nominations from the floor may be made at all sectional sessions. 

305. Reserved. 

310. Notice of Meetings. 

The chairman of the Board shall cause written notice of each annual and special meeting of Members to be 
mailed not less than ten days nor more than twenty days before the date of the meeting to all record holders 
of stock and participation certificates. The record date for the determination of those entitled to notice shall 
be set by board resolution as of a business day 10-90 days preceding the day of the meeting. The notice 
shall be mailed to the last known post office address of the Member as it appears on the Association’s 
records. The notice shall state the purpose and the time and place of the meeting. No business shall be 
transacted at special meetings other than the business referred to expressly in the notice. 

320. Quorum. 

As to each respective matter presented to Members at an annual meeting, the number of Authorized Voters 
present at a properly noticed meeting shall constitute a quorum, except in those voting matters for which 
quorum requirements have been specifically determined by the FCA regulations. Notwithstanding the 
foregoing, for the purpose of conducting director elections or any special meeting, three percent of the 
Voting Stockholders of the Association shall constitute a quorum. Proxies will be included to establish a 
quorum when proxies are permitted under Section 350.2. For purposes of determining a quorum at an annual 
or special meeting where mail balloting or proxies are utilized, the timely receipt of a properly executed 
ballot or proxy form shall be used in the calculation of a quorum. If less than a quorum is present, the 
chairman of the meeting may adjourn the meeting from time to time until a quorum is obtained. 
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330. Conduct of Annual Meeting. 

At the annual meeting of Members, reports of the Board shall be given by a person designated by the Board. 
The reports required or authorized by Section 1010 shall be presented. Other items of business which may 
come before the meeting include but are not limited to: (a) determination of the existence of a quorum; (b) 
proof of the due notice of meeting; (c) reading and disposition of minutes; (d) annual reports of officers and 
committees; (e) election of directors and nominating committees; (f) unfinished business; (g) new business; 
and (h) a report of the Association’s key operating data. Annual and special meetings will be conducted in 
accordance with “Roberts Rules of  Order.” 

335. Minutes of Meeting. 

The secretary of the Association shall act as recording secretary at all meetings of Members, unless some 
other person is designated by the chairman of the meeting to serve in that capacity. 

340. Nominating Committees. 

 340.1  Election of Nominating Committees. 

At each annual meeting, the Voting Stockholders shall elect a nominating committee composed of two 
Voting Stockholders and one alternate who shall also be a Voting Stockholder, from each Nominating 
Region, as defined in Section 400.1 hereof, to serve for the following year. Vacancies on the Nominating 
Committee shall be automatically filled from the alternates so elected. The committee elected shall serve 
until the next annual meeting or until its successors have been elected and qualified. Board members, 
salaried officers, and employees or agents of the Association are not eligible to serve on the nominating 
committee.      

340.2  Functions of the Nominating Committee. 

The nominating committee shall review lists of Voting Stockholders, ascertain the willingness of such 
Voting Stockholders to serve as directors, and shall submit for election a slate of such Voting Stockholders 
to run as candidates for the Board. The election slate shall, except as provided below, include at least two 
nominees for each position to be filled. To be eligible to be nominated by the nominating committee, the 
candidate must reside in the Nominating Region corresponding to the Board seat.  

If the nominating committee, after diligent effort, is unable to identify more than one eligible Members who 
is willing to run for a director position that is to be filled, it shall promptly submit to the Board a written 
explanation of the efforts to locate candidates or the reasons for disqualifying any other candidate that 
resulted in fewer than two nominees. If, after three business days following receipt of such explanation, the 
Board has not sent to the nominating committee a written objection to such explanation, the nominating 
committee shall be deemed to have authority to submit a slate of nominees providing for only one nominee 
per position, to the extent described in the explanation. The explanation must also be included in the Annual 
Information Statement to Stockholders. The nominating committee shall also perform the function specified 
in Section 430.2 hereof. 

 340.3  Nomination of Candidates. 

Each nominating committee shall present a list of candidates, who shall be Voting Stockholders, for the 
Members to consider in electing the nominating committee for the following year. A nominating committee 
member may not be a candidate for election to the board in the same election for which the committee is 
identifying nominees. Nominations also may be made from the floor by Voting Stockholders. 

340.4  Quorum and Minutes. 

The presence of at least one nominating committee member from each Nominating Region shall constitute 
a quorum for transacting the business of the nominating committee.  The committee shall keep minutes of 
its deliberations which shall be turned over to the Association’s chief executive officer to be maintained in 
accordance with the Association’s record disposal schedule. 
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350.  Voting. 

350.1  Voting, Voting Strength, and Designee for Voting Stock. 

Each Voting Stockholder shall be entitled to only one vote regardless of the number of single or joint loans 
the stockholder may have with the Association. In the case of a joint loan or loan to a legal entity, the vote 
may be cast by the Authorized Voter.    

If a Voting Stockholder controls the business affairs of another Voting Stockholder, the controlling Voting 
Stockholder and the controlled Stockholder shall be considered to be one person and shall be entitled to 
only one vote.  For purposes of this Section, a Voting Stockholder shall be deemed to control another Voting 
Stockholder if the Voting Stockholder has, directly or indirectly, a fifty percent or more ownership interest 
in (a) the other Voting Stockholder; or (b) the primary collateral securing the other Voting Stockholder's 
loan. The controlled and controlling Voting Stockholder shall not circumvent this restriction by designating 
different Authorized Voters. 

In no event may an Authorized Voter vote more than once, nor shall any Authorized Voter be entitled to 
cumulate votes.  

350.2  Proxy Voting. 

Voting by proxy at Members’ meeting shall be permitted by authorization of the Board. Proxy forms and 
ballots shall be as prescribed by the Board.   If so approved by the Board, proxy forms and related ballots 
may be submitted in advance of a Members’ meeting via an on-line website portal maintained by the 
independent tabulator engaged for such meeting. 

350.3 Lists of Voting Stockholders. 

A list of all holders of equities shall be maintained by the Association. The list shall show the names and 
addresses of such holders. This list shall be used in the nomination and election of Association Board 
members and nominating committee members and for other purposes as prescribed or authorized by the Act 
and Regulations.  

A list of Authorized Voters shall be used when distributing ballots at an annual or special meeting.   The list 
of Authorized Voters shall be used at each annual meeting or sectional session to ensure that each 
Authorized Voter voting is permitted to vote at the meeting and that no Voting Stockholder is permitted 
to vote more than once. The list will be made available to the nominees only for soliciting support for the 
Association’s Board. 

Similar lists respecting other Members may be kept and used by the Association for similar purposes.  

ARTICLE IV DIRECTORS 

400. Board of Directors; Outside Director. 

400.1 Board Structure 

As of the Effective Date, the Association’s Board shall be composed of twenty-four (24) stockholder-elected 
directors, plus four appointed outside directors whose names and terms are set forth in the Agreement. For 
purposes of director nomination only, the Association’s territory shall be divided into geographical regions 
(“Nominating Regions”), each of which has an assigned number of Board seats, as shown below: 

Nominating 
Region 

Counties Number of Board 
Seats as of the 
Effective Date 

1-NC Alamance, Caswell, Chatham, Durham, Lee, Montgomery, 
Moore, Orange, Person, Randolph, Richmond 

3 

2-NC Anson, Cabarrus, Davidson, Davie, Forsyth, Guilford, 
Rockingham,  Rowan, Stanly, Stokes, Surry, Union 

3 

3-NC Alexander, Burke, Caldwell, Catawba, Gaston, Iredell, Lincoln, 
Mecklenburg, Wilkes, Yadkin 

3 
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4-NC Allegheny, Ashe, Avery, Buncombe, Cherokee, Clay, Cleveland, 
Graham, Haywood, Henderson, Jackson. Macon, Madison, 
McDowell Mitchell, Polk, Rutherford, Swain, Transylvania, 
Watauga, Yancey 

3 

5-SC Abbeville, Anderson, Cherokee, Chester, Edgefield, Greenville, 
Greenwood, Lancaster, Laurens, McCormick, Newberry, Oconee, 
Pickens, Saluda, Spartanburg, Union , York 

3 

6-SC Aiken, Allendale, Bamberg, Barnwell, Beaufort, Berkeley, 
Calhoun,  Charleston, Colleton, Dorchester, Fairfield, Hampton, 
Jasper, Kershaw Lexington, Orangeburg, Richland 

3 

7-GA Appling, Atkinson, Bacon, Brantley, Bryan, Bulloch, Camden, 
Candler, Charlton, Chatham, Clinch, Coffee, Effingham, 
Emanuel, Evans, Glynn, Jeff Davis, Jenkins, Liberty, Long, 
McIntosh, Montgomery, Pierce, Screven, Tattnall, Toombs, Ware, 
Wayne, Wheeler 

3 

8-GA Butts, Carroll, Clayton, Coweta, DeKalb, Douglas, Fayette, 
Fulton, Greene, Gwinnett, Haralson, Harris, Heard, Henry, Jasper, 
Lamar, Meriwether, Monroe, Morgan, Muscogee, Newton, 
Oconee, Pike, Putnum, Rockdale, Spalding, Talbot, Troup, 
Upson, Walton 

3 

 

Pursuant to the terms set forth in the Agreement, the Board size shall be reduced as follows: (a) eight 
designated stockholder-elected director positions, one from each Nominating Region, will be closed over a 
period commencing with the 2023 director election and ending with the 2032 director election; and (b) the 
appointed outside director position with a term expiring in 2025 will be closed at the end of such term 
(“Governance transition Plan”).  Thereafter, the Board shall be composed of sixteen (16) stockholder-
elected director positions, with two positions allocated to each Nominating Region, plus three outside 
directors appointed under Section 400.2.  

Following the implementation of the Governance Transition Plan, the Board shall review the Nominating 
Regions no less than every three years to ensure equitable representation. 

400.2 Outside Director 

The Board of Directors shall elect at least two Directors who, at the time that such persons become members 
of the Board, are not a director (other than of PCA and FLCA), officer, employee, agent or stockholder of 
any System institution (the “Outside Director”). The term of office for an Outside Director shall be the same 
as the term of office for a stockholder-elected Director. At all times, stockholder-elected Directors must 
constitute at least 60 percent of the members of the Board and a Director appointed to fill a vacancy of an 
elected position until the next annual meeting shall not be treated as a stockholder-elected director. An 
Outside Director shall be automatically terminated if and when he or she becomes an officer, employee, 
director (other than of PCA and FLCA), stockholder or agent of a System institution. 

400.3  Qualifications of Stockholder-Elected Directors. 

Except for the Outside Director, no person shall be nominated, elected, appointed, or allowed to continue 
to serve as a director, unless he or she is a holder of Class C Common Stock; is a bonafide farmer, rancher, 
or producer or harvester of aquatic products; and resides in and transacts business in the Association’s 
chartered territory. No person shall be nominated, elected, or appointed, or allowed to continue to serve if 
such person’s service is prohibited by the Regulations. If the Class C Common Stock held by a director is 
converted during the director’s term into other stock, such conversion shall not disqualify the director from 
completing his or her term. An Authorized Voter of a Voting Stockholder that is a legal entity may be a 
director so long as that individual holds an ownership interest in the entity  and meets all the other 
requirements as serving as a director. Unless the context dictates otherwise, all references herein to a 
“director” shall refer to a director of the Association. The Board will maintain a Director Responsibilities 
and Duties Policy. 
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400.4  Additional Qualifications of Directors. 

An individual who is a salaried officer or an employee of the Association or of any other organization within 
the System is not eligible to be elected or appointed and may not serve as a director. A former salaried 
officer or employee of an Association or any other organization within the System is not eligible to be 
elected or appointed as a director within one year after ceasing to be employed by the Association or any 
other organization within the System. A legally authorized representative of a deceased or incompetent 
Member is not eligible to be elected or appointed as a director or a member of a nominating committee 
unless such representative is also a Voting Stockholder in his or her own right. 

An individual may not be elected or appointed as a director if such individual had attained the age of 72 at 
the time of such election/appointment. 

The Board shall have at least one director who is a financial expert recognized as having education or 
experience in: accounting, internal accounting controls, or preparing or reviewing financial statements for 
financial institutions or large corporations consistent with the breadth and complexity of accounting and 
financial reporting issues that can reasonably be expected to be raised by the institution’s financial 
statements.  

An individual is not eligible to be elected or appointed as a director, or if a director, shall automatically be 
removed from the Board, if the Association has sustained a charge-off on that individual’s loan or the loan(s) 
of a borrower in which the person has a Material Interest or where the loan is to an Affiliated Organization, 
or if a portion of such loan or loans is adversely classified with a specific reserve and the individual has not, 
within sixty days of receiving notice of such classification, developed a written plan, in accordance with 
district policy on official loans and satisfactory to the Board, to upgrade the loan to an acceptable 
classification within a reasonable period of time. (“Disqualifying Event”). 

Loan classifications to be used in administering the preceding paragraph shall be those determined by the 
Association or by external examiners approved by the Association or the FCA. 

The determination that a Disqualifying Event has occurred in relationship to any director's loan shall be 
reviewed and voted on by the Board prior to the disqualification of the director because of such 
Disqualifying Event.  

400.5  Prohibition against Conflicts of Interest. 

Each director shall be required to execute an agreement prohibiting such director from engaging in any 
activity that raises a conflict of interest with the Association or that is prohibited by FCA regulations, or 
divulge or use any information that is acquired by virtue of serving as a director to benefit any institution 
which is authorized to make the same types of loans that may be obtained through this Association or which 
otherwise competes with the Association. No individual shall become or continue as a director if the 
individual is a director who serves on the executive committee or loan committee, is an officer, or an 
employee, or is the chairman of the board of any non- System financial institution which is authorized to 
make the same types of loans that are or may be made by the Association. A director may serve concurrently 
as a director of another System institution. 

400.6  Prohibition to Continue as Director. 

The office of any elected or appointed director shall automatically become vacant in the event that such 
director: (a) files a petition for relief in voluntary bankruptcy, or otherwise institutes suit under applicable 
voluntary federal or state bankruptcy, insolvency, or receivership laws; or (b) is adjudged a debtor in an 
involuntary federal bankruptcy or placed in receivership in a state proceeding; or (c) seeks reorganization 
under the Bankruptcy Code of personal business interests or of a legal entity in which the director has a 
Material Interest; or (d) is party to a foreclosure proceeding (judicial or nonjudicial) involving property in 
which the director has an interest, which proceeding has been instituted because of the director’s default on 
indebtedness to a System institution; or (e) is convicted of any felony or any criminal offense involving 
dishonesty or breach of trust while holding office; or (f) becomes legally incompetent; or (g) is held liable for 
damages for fraud. 
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400.7  Absence from Board Meetings. 

The absence of a director from three consecutive regular meetings of the Board, unless explained to the 
satisfaction of the other directors, shall automatically terminate the director’s service and the resulting 
vacancy shall be filled as provided in Section 430.1. 

410. Election of Directors. 

 410.1 Election to Fill Expired Terms and Vacancies on the Board. 

In the manner provided by these Bylaws, each year, the Voting Stockholders shall elect one or more 
directors as may be required to fill the position of each director whose term is expiring or to fill a vacancy 
on the Board. 

410.2 Nominations Made from Floor and Casting Ballots. 

At each annual meeting, the nominating committee shall submit a slate of candidates for election to the Board 
subject to 400.1 hereof, after which the chairman of the meeting will entertain nominations from the floor. 
Both nominators and nominees must be Voting Stockholders or the Authorized Voter of a Voting Stockholder 
that is a legal entity. Authorized Voters shall then cast ballots and the chairman of the meeting shall appoint 
a tellers committee of Voting Stockholders or an independent third party to tally the ballots. Salaried officers 
and employees and Voting Stockholders who are directors, candidates, or members of the nominating 
committee and alternates are ineligible to serve on the tellers committee.  

410.3 Election by Position. 

All candidates shall be listed on the ballot by the position to be filled. Incumbents will not be designated as 
such on the ballot. Subject to Section 340.2, for each vacancy, two or more different candidates will stand 
for election. If more than one position is to be filled, the election with respect to each position shall be 
conducted independently. The candidate receiving the majority of  votes for each position shall be declared 
elected. 

410.4 Tallying the Ballots. 

The Tellers Committee or independent third party shall tally the ballots and shall report the results to the 
chairman of the meeting, who shall inform the Members of the results. If the meeting is held in sectional 
sessions, the results of the votes cast at all sessions of the meeting shall be reported to the Members only after 
the last sectional session. 

410.5 Mail Balloting. 

The Board may elect to hold all voting for directors and nominating committee members by mail and online 
ballot. The procedure for such mail and online ballot shall be as follows: Within ten business days following 
the date of the annual meeting, a ballot shall be mailed to each Authorized Voter. The election polls shall be 
closed at the end of the twentieth business day following the date on which the ballots are mailed to the 
Authorized Voters. On the first business day after the polls are closed, the tellers committee or independent 
third party selected by the Board shall tally the ballots returned prior to the closing of the polls. The tellers 
committee or independent third party shall report the results of the election to the chief executive officer of 
the Association, who shall announce the results to the Members within ten business days.  

410.6 Runoff Election. 

If no person is elected to a position because no candidate receives a majority of the votes, a runoff election 
between those tying shall be held. A majority of votes is defined as fifty percent of the votes cast plus one 
vote. In the runoff, the ballots shall be cast and counted and the results shall be reported to the Members in 
the same manner as the original election. If an annual meeting is held in sectional sessions or voting is 
conducted by mail under Section 410.5 and a runoff is required, runoff shall be conducted by reballoting, 
by mail, and all Voting Stockholders shall be allowed to vote in such runoff election. 
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420. Term. 
420.1 Length of Term. 

Except as set forth in the Agreement, a director shall serve until their successor is seated at the first Board 
meeting held following the fifth annual meeting after the election of such director, or for the unexpired 
portion of the term for which the director was elected, and until a successor is elected and qualified, unless 
the director shall: (a) resign; (b) be removed from office; (c) become unable to act by reason of death or 
disqualification; or (d) occupy a position that is shortened or terminated by due action of the Voting 
Stockholders. The terms and basis for removal of the Outside Director shall be the same as those for directors 
elected by the stockholders. 

420.2 Staggering Terms. 

If as a result of a change in the number of directors provided for by these bylaws, or for other reasons, the 
terms of directors do not expire equitably on a staggered basis, the terms of the directors elected thereafter 
shall be for such periods to be set by the Board on an equitably staggered basis determined by the drawing of 
lots, or by any other method agreed to by the Board. Provided, however, in no event shall the drawing of 
such lots or other agreed to method provide for an initial term longer than the term allowed in these Bylaws. 

430. Vacancies. 

430.1 Filling a Vacancy on the Board. 

Subject to Section 5.34 of the Act, whenever a vacancy occurs on the Board, other than from the expiration 
of a term of office, the remaining directors shall promptly elect a qualified person to fill the vacancy or, in its 
sole discretion, terminate the Board seat. If the vacant directorship is not that of the Outside Director, the 
replacement shall serve a term through the next annual meeting or special meeting of the Members unless 
elected by the Voting Stockholders at such meeting.  The nominating committee will be given the charge of 
slating at least two qualified persons to stand for election for the remainder of the unexpired term at the next 
annual meeting or special meeting of the Members. 

430.2 Vacancies of All or a Majority of the Board. 

If all or a majority of the director positions become vacant, the nominating committee shall promptly meet, 
and, by a vote of a majority of its members who are present at the meeting (provided a quorum is present), 
shall appoint eligible individuals to fill sufficient vacancies on the Board to constitute a quorum. These 
directors shall promptly elect eligible individuals to fill the remaining vacancies through the next annual 
meeting or special meeting of the Members. Directors other than the Outside Director shall then be elected 
to fill any unexpired terms at the next annual meeting or a special meeting of Members called for that purpose. 

440. Duties of Directors. 

440.1 General Duty. 

The Board shall be responsible for the general control and direction of the affairs of the Association. The 
Board shall determine Association policy matters, periodically review the operations of the Association, and 
keep itself informed of the Association’s fulfillment of its objectives, goals, and responsibilities in accordance 
with the Act and Regulations, and with Bank policies, procedures, and objectives. The Board shall recognize 
that the Association, FLCA and PCA are responsible for, and dependent on, each other's financial condition. 
Accordingly, the Board shall govern the Association's affairs and establish policies with the primary objective 
of improving the three institution's combined financial condition. New and existing directors must attend and 
identify training in compliance with the Board’s Training Policy. 

440.2 Establish role of Chief Executive Officer. 

The Board shall select and fix the salary of the Chief Executive Officer. Also, the Board shall prescribe the 
duties and responsibilities of the Chief Executive Officer, who shall be responsible for the management of 
the Association. The Board shall provide for payment from general funds of reasonable and necessary 
expenses incurred by officers, employees, and committees of the Association in connection with the 
Association’s business. 
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445. Officers of the Board. 

445.1 General. 

As soon as practicable following the annual meeting of Members every other year, and at such other times 
during the year as is necessary to fill vacancies, the Board shall elect a chairman and a vice chairman from 
among the members of the Board to serve a two year term. A director shall not serve as chairman or vice- 
chairman more than one consecutive term. 

445.2 Duties of the Chairman of the Board. 

The chairman shall: (a) preside over all meetings of the Board (and the chairman or the Board’s designee 
shall preside over all meetings of the Association Members); (b) see that all orders and resolutions of the 
Board, all applicable provisions of the Act and Regulations and all policies and procedures prescribed by the 
FCB are carried into effect; and (c) perform such other duties as may be prescribed by the Board. The chairman 
shall not be an ex officio member of any committee of the Board. 

445.3 Duties of the Vice Chairman of the Board. 

In the absence of the chairman, the vice chairman shall perform the duties of the chairman. In the absence of 
both the chairman and the vice chairman, one of the other directors shall be elected by those present to preside 
over the meeting. 

445.4 Removal. 

The chairman and vice chairman may be removed from their positions as officers of the Board at any time by 
a majority vote of the entire membership of the Board. 

450. Board Meetings. 

450.1 Regular Meetings. 

Regular meetings of the Board shall be scheduled and held at least quarterly at such times and at such places 
as the Board by resolution may determine. 

450.2 Special Meetings. 

Special meetings of the Board shall be held whenever called by (a) the chairman; (b) the Chief Executive 
Officer; or (c) a majority of the directors. Business may be conducted by telephone conference call provided 
a reasonable attempt is made to reach all directors, a quorum is present, and technical arrangements permit all 
persons participating to hear each other at the same time. All actions taken by telephone conference call shall 
have the same force and effect as if approved at an in-person meeting, and such actions shall be reflected in 
meeting minutes to be approved at the next regular meeting of the Board. 

450.3 Notice of Meeting. 

Oral or written notice of each meeting of the Board, except regularly scheduled meetings specified by 
resolution of the Board, shall be given to each director by the Chief Executive Officer, or other designated 
employee of the Association, not less than forty-eight hours prior to the time of the meeting. On the signing 
of a waiver of notice of a meeting by a majority of directors, a meeting of the Board may be held at any time. 

450.4 Action without Meeting. 

Any action required or permitted to be taken at any meeting of the Board or of any committee thereof may be 
taken without a meeting, if all members of the Board or committee, as the case may be, consent thereto in 
writing, and the writing or writings are filed with the minutes of the proceedings of the Board or committee, 
as the case may be. 

460. Honoraria. 

The Association may allow directors reasonable honoraria for attendance at meetings, committee meetings, 
or for special assignments. The Association may also reimburse directors for reasonable expenses incurred 
in connection with the meetings or assignments. However, when a director represents both the Association 
and another System institution at a single meeting or assignment, the honoraria and expenses may be shared 
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on a pro rata basis between the two institutions. The FCB may share in the payment of honoraria when it 
requests that a director attend a meeting or perform a special assignment on its behalf. 

470. Quorum. 

A majority of the Board shall constitute a quorum at any meeting of the Board, and a vote of a majority of the 
directors present shall determine the decision of the Board. 

480.       Removal of Directors. 

An elected or appointed director may be removed from the Board by a majority vote of all Voting 
Stockholders voting, in person or by proxy, at an annual or special meeting, provided the notice of the meeting 
contains notification that the removal is to be considered.  An Outside Director may also be removed from 
the Board by a two-thirds vote of the full Board, with full documentation as to the reason for removal in the 
Board minutes.  The Outside Director subject to the removal action is prohibited from voting in his or her 
own removal action.    

490.       Resignation. 

A director may resign by delivering written notice to the Board specifying the date upon which such 
resignation is to be effective. 

495.       Boards of PCA and FLCA. 

Upon being elected or appointed as a director of the Association, such director shall automatically become a 
member of the Boards of Directors of PCA and FLCA and shall remain on such Boards so long as such 
individual remains a member in good standing of the Association’s Board. 

ARTICLE V OFFICERS AND EMPLOYEES 

500.       Election of Senior and Other Officers. 

500.1 Officers. 

The Board shall select a Chief Executive Officer who shall serve at the pleasure of the Board, and shall 
continue in office until a successor is selected and takes office, unless the Chief Executive Officer shall 
resign, die, retire, or be removed by the Board. The compensation plan of the CEO will be approved by the 
Compensation Committee and reported to the Association’s Board.  Other Association officers shall be 
Executive Vice Presidents, Senior Vice Presidents, a Secretary, a Treasurer, and any other salaried officers 
provided for by the Board. Individuals may be appointed to these positions by the Board or by the Chief 
Executive Officer as prescribed in Section 510.1. A combination of these offices may be held by one 
individual, except that the same person shall not serve as Chief Executive Officer and Secretary. No officer 
shall sign or endorse any instrument or document on behalf of the Association in more than one official 
capacity. 

500.2 Previous Directors as Salaried Employees. 

No individual shall be eligible to become a salaried officer or employee if within the previous twelve months 
the individual served as a director of the Association or of the FCB. 

510.       Duties of Officers. 

510.1 Duties of the Chief Executive Officer. 

The Chief Executive Officer: (a) shall perform such duties and exercise such authority as vested in him or 
her by the Board; (b) shall be responsible for the ordinary and usual business operations of the Association; 
and (c) shall, unless this power is reserved to or limited by the Board, employ, supervise and dismiss any and 
all other officers and employees of the Association, fix their compensation within salary plans approved by the 
Board’s Compensation Committee, and designate the order of precedence in which the other officers shall 
act in the absence of any officer. The Chief Executive Officer may have the title of president, manager, 
general manager, or other title as determined by the Board. 

510.2 Duties of the Secretary. 
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The secretary: (a) shall keep a complete record of all meetings of the Association and the Board except those 
of the nominating committee; (b) shall be responsible for the corporate records of the Association; (c) shall 
keep the corporate seal, if any, and shall affix it to all papers requiring a  seal; 

(d) shall make all reports required by law; and (e) shall perform such other duties as may be required by the 
Chief Executive Officer or by the Board. 

510.3 Duties of the Treasurer (Chief Financial Officer). 

The treasurer: (a) shall have custody of all funds, securities, and assets of the Association; (b) shall provide 
full and complete records of all assets and liabilities of the Association; (c) shall make such reports as may 
be required; (d) shall keep complete equity ownership records; and (e) shall perform such other duties with 
respect to the finances of the Association as may be prescribed by the Chief Executive Officer or by the 
Board. 

520. Removal. 

The Chief Executive Officer/President may be removed from office with or without cause by a majority vote 
of the entire Board. 

530. Service Contract. 

The Board may enter into a contract with the FCB pursuant to which the FCB may perform on behalf of the 
Association some of the administrative or clerical duties and responsibilities that would otherwise be 
performed by officers and employees of the Association. The duties to be performed by the FCB under such 
contract shall not, however, include discretionary duties which, under these Bylaws, are required to be 
performed by the Board or the Chief Executive Officer. 

540. Joint Management. 

Unless the Board directs otherwise, all officers appointed hereunder shall have the same positions and 
authorities with respect to Association, PCA and FLCA.  

ARTICLE VI COMMITTEES 

600. Executive Committee. 

The Board may elect two or more directors to act with the Chief Executive Officer or an alternate, who shall 
be an employee designated by the Board, as an executive committee. This committee shall have such 
authorities as may be delegated by the Board. Any or all of the directors who are not regular members of this 
committee may be designated by the Board as alternate members. A majority of the committee, whether 
regular or alternate, shall constitute a quorum, provided that the Chief Executive Officer or a designated 
employee alternate is present. Meetings of this committee may be conducted by telephone conference call 
provided a reasonable attempt is made to reach all members, a quorum is present, and the technical 
arrangements permit all persons participating to hear each other at the same time. Actions taken under this 
authority shall be reported to the Board at its next regular meeting. 

610. Audit Committee. 

The Board shall establish and maintain an Audit Committee by adopting a written charter describing the 
Audit Committee’s composition, authorities, and responsibilities. The primary functions of the Committee 
are to assist the Board in fulfilling its oversight responsibilities relating to the quality and integrity of 
accounting, auditing, and reporting practices of the Association and other such duties as directed by the 
Board. The Audit Committee must include a director designated as a financial expert by the Board.  Audit 
Committee members should be knowledgeable in at least one of the following:  public and corporate 
finance, financial reporting and disclosure, or accounting procedure. 

620. Compensation Committee. 

The Board shall establish and maintain a Compensation Committee by adopting a written charter describing 
the Compensation Committee’s composition, authorities and responsibilities. The primary functions of the 
Committee are to discharge the Board's responsibilities with respect to matters involving compensation of 
the board, Chief Executive Officer, senior officers and employees; oversight of succession planning; and to 
oversee the long-term planning of human capital needs for the Association. 
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630. Governance and Ethics Committee. 

The Board shall establish and maintain a Governance and Ethics Committee by adopting a written charter 
describing the Governance and Ethics Committee’s composition, authorities and responsibilities.  The 
primary functions of the Committee shall be monitoring significant developments in the law, regulation and 
practice of corporate governance, reviewing the duties and responsibilities of directors and overseeing 
training on such topics, oversight of the Association's Standards of Conduct program; and the development 
and implementation of the Association's corporate governance principles.  

640. Risk Committee. 

The Board shall establish and maintain a Risk Committee by adopting a written charter describing the Risk 
Committee’s composition, authorities and responsibilities. The primary function of the Committee is to 
develop and oversee processes that will assist the Board in fulfilling its responsibilities related to the 
Association's credit and enterprise risk management practices. 

650. Other Committees. 

The Board may, by resolution(s) adopted by a majority of the Board, provide for one or more additional 
committee(s) of Directors.  The Board shall prescribe the duties and responsibilities of each such Board 
Committee it establishes and may discharge any member of such Board Committee.    Monetary and non-
monetary resources should be provided by the Board to enable Board Committees to function.  Board 
Committees shall report to the Board.   Members of all Board Committees shall be free from any relationship 
that, in the opinion of the Board, would interfere with the exercise of independent judgment as a Board 
Committee member. 

660. Quorum. 

A majority of the members of any committee shall constitute a quorum provided that, for the Executive 
Committee, the CEO or a designated employee alternate must be present. 

670. Withdrawal from Meeting. 

A member of the Board or an employee or director serving on any committee shall withdraw from the meeting 
of the Board or committee during its deliberation and determination of any matter related to the director’s or 
employee’s personal interests, and the minutes shall so state. 

680. Minutes. 

The Board and each committee shall keep a record of its proceedings, which the Association shall retain 
consistent with the requirements of the Act, FCA Regulations and the Association’s record retention policies.  

ARTICLE VII CAPITAL STOCK AND PARTICIPATION CERTIFICATES 

700. Authorization, Classes, Par or Face Value. 

The Association is authorized to issue and have outstanding Class A Preferred Stock, Class A Common 
Stock, Class B Common Stock, Class C Common Stock, Class D. Preferred Stock, Class B Participation 
Certificates and Class C Participation Certificates, each in such amount as specifically provided herein, or, if 
no amount is specifically so provided, in such amount as may be necessary to conduct the Association’s 
business. 

Issuances of Class A Preferred Stock and Class D Preferred Stock shall require the affirmative vote of a 
majority of the shares of each class of stock and participation certificates adversely affected by the preference, 
voting as a class, whether or not otherwise authorized to vote, at a duly authorized meeting of stockholders. 

The features of these classes are summarized in the Features of Equities table at the end of these Bylaws.  

No further shares of Class A Common, Class B Common and Class B Participation Certificates shall be 
issued.  

Other classes of equity may be issued as provided in Section 720. Each share of stock (common and preferred) 
and unit of participation certificates shall have a par or face value of $5.00. Fractional shares of stock or units 
of participation certificates shall not be issued.  
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Except as to Class A Common, Class B Common and Class B Participation Certificates, all transfers, 
exchanges, conversions, and retirements of stock and participation certificates shall be at book value not to 
exceed par. Equities shall vote in accordance with Section 350 hereof. Thus, among other things, (a) each 
new issuance of preferred stock is subject to the approval of a majority of the shares of each class of equities 
affected by the preference, voting as a class, whether or not otherwise authorized to vote, and (b) no 
Authorized Voter is entitled to cumulate votes. 

710. Ownership and Form of Issuance. 

Evidence of ownership of capital stock and participation certificates may be by book entry or in definitive 
form as determined by the Board, except that stock issued to a Farm Credit System institution, may be by 
book entry or in definitive form as prescribed by the stockholder. Unless otherwise directed by the Board, all 
classes of equity will be issued in book entry form and ownership shall be confirmed by the Association upon 
the request of the holder. The Association shall be its own transfer agent in all matters relating to its capital 
stock and participation certificates. 

720. Issue, Rights, Preferences and Limitations. 

720.1 Class A Preferred Stock and Class A Common Stock. 

Class A Preferred Stock and Class A Common Stock. 

(a)  To the extent authorized by stockholder vote as provided in Section 790 hereof, Class A Preferred 
Stock may be issued: 

1) To the FCB; 

2) In such amounts and to such persons as may be permitted under a plan adopted by the 
Board; and 

3) For allocated surplus distributions (Section 830), dividend payments (Section 850), and 
patronage distributions (Section 860).  

Only persons to whom Class A Preferred Stock may be issued may own such Class A Preferred Stock. 
Ownership of Class A Preferred Stock provides no voting rights. Class A Preferred Stock shall have a 
preference as to dividends (Section 850). Dividends on Class A Preferred Stock are non-cumulative. There 
shall be no preference as between Class A Preferred Stock and Class D Preferred Stock in respect of 
distributions or liquidations or other matters. Class A Preferred Stock may be retired only at the discretion of 
the Board. 

(b) No further Class A Common Stock shall be issued. Class A Common Stock shall be retired at its 
par value.  Ownership of Class A Common Stock provides no voting rights.  

 

720.2 Class B Common Stock. 

No further Class B Common Stock shall be issued. Class B Common Stock does not confer voting rights. It 
shall be retired at its par value. 

720.3 Class C Common Voting Stock. 

Class C Common Stock shall be issued as follows: 

To new borrowers of the Association, PCA, and FLCA who are eligible to become Voting Stockholders 
(pursuant to the Act and Regulations) Such borrowers must purchase, at the time of the first loan disbursement, 
the number of shares of Class C Common Stock determined by the Board to be necessary to contribute to the 
adequate capitalization of the Association.  

This amount of stock shall not be greater than ten percent (10%) of the aggregate loan amount from the 
Association, PCA and FLCA or less than the lower of the following amounts: 

1) two hundred (200) shares ($1,000 par value); or 

2) one (1) share for each $250.00 (or fraction thereof) of the amount of the loan(s). 
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Only persons to whom Class C Common may be issued may own such Class C Common Stock. Owners of 
Class C Common Stock have voting rights as provided in Section 350. Class C Common Stock may be retired 
only at the discretion of the Board. Dividends on Class C Common Stock shall be non-cumulative. 

720.4 Participation Certificates. 

720.41 Class B Participation Certificates. No further Class B Participation Certificates shall be 
issued. Class B Participation Certificates do not confer voting rights. They shall be retired at face value. 

720.42 Class C Participation Certificates shall be issued to (and may be owned only by) borrowers 
of Association, PCA and FLCA who are not eligible to become Voting Stockholders. New borrowers who 
are not eligible to become Voting Stockholders must purchase, at the time of the first loan disbursement, the 
number of Class C Participation Certificate units determined by the Board to be necessary to contribute to 
the adequate capitalization of the Association; provided, however, that the amount required to be purchased 
shall not be less than, nor more than, the amount of stock required to be purchased by those borrowers who 
are eligible to purchase Class C Common Stock. Class C Participation Certificates do not confer voting rights. 

720.43 Class C Participation Certificates may be issued to borrowers or applicants who are: 

a)  Rural residents, to capitalize rural housing loans; 

b) Persons or organizations furnishing farm-related services to capitalize their loans; and/or 

c) Other persons or organizations who are eligible to borrow from the Association or 
participate in Association loans but who are not eligible to hold voting stock (as defined in 
Section 720.3). 

720.44 Class C Participation Certificates may be issued for allocated surplus distributions 
(Section 830), dividend payments (Section 850), and patronage distributions (Section 860). 

720.45 Class C Participation Certificates may be issued to any person who is not a stockholder but 
who is eligible to borrow from the Association, for the purpose of qualifying such person for technical 
assistance, financially related services, and/or leasing services offered by the Association. 

720.46 Class C Participation Certificates shall be retired at the sole discretion of the Board. 
Dividends on Class C Participation Certificates shall be non-cumulative. 

720.5 Class D Preferred Stock. 

The Association may issue Class D Preferred Stock in such amounts and to such persons or investors (and 
may be owned by such persons or investors) as may be permitted under a plan adopted by the Board and 
approved by stockholder vote under Section 790 hereof. Class D Preferred Stock may be retired only at the 
discretion of the Board. Class D Preferred Stock shall have such terms and dividend rate as may be determined 
by the Board. Class D Preferred Stock shall confer no voting rights and shall have a preference as to 
dividend(s) (Section 850). Dividends on Class D Preferred Stock shall be noncumulative. There shall be no 
preference as between Class A Preferred Stock and Class D Preferred Stock in respect of distributions or 
liquidation or other matters. 

720.6  Transfer of Equities in Lieu of Purchase. 

The requirements, set forth in preceding subsections of this Section 720, for borrowers to purchase 
Association stock or participation certificates at the time loans are made to such borrowers, apply only when 
the capital adequacy requirements applicable to the Association (as provided in the Act and Regulations) are 
not met. At all other times, the requirements of this Section 720 for borrowers to purchase stock or 
participation certificates at the time loans are made to such borrowers may be met either through purchase 
from the Association or through transfer of such stock or participation certificates from authorized holders 
thereof. 

720.7  Loans Designated for Sale Into the Secondary Market. 

a) Notwithstanding any other provision of these bylaws, no voting stock or participation certificate purchase 
requirement shall apply with respect to a new loan that is designated at the time made for sale into a secondary 
market; provided that, if a loan designated for sale into a secondary market is not sold within 180 days 
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following the date of such designation, the voting stock or participation certificate purchase requirement 
otherwise applicable to the loan in the absence of this bylaw provision shall apply. 

b) Notwithstanding any other provision of these bylaws, all outstanding voting stock or participation 
certificates held by a borrower with respect to a loan shall be retired if:  

(i) the loan was made prior to February 10, 1996, if it is sold into a secondary market, and the permanent 
capital of Association would not, after or due to such retirement, fail to meet the applicable minimum capital 
adequacy standards established by the Act or Regulations; or  

(ii) the loan is made on or after February 10, 1996, it is designated at the time made for sale into a secondary 
market, it is sold into such market after the 180 day period beginning on the date of such designation, and 
the permanent capital of this Association would not, after or due to such retirement, fail to meet the applicable 
minimum capital adequacy standards established by the Act or Regulations. 

730. Transfer. 

Class A Common Stock, Class B Common Stock and Class B Participation Certificates shall not be 
transferable. Class A Preferred Stock, Class D Preferred Stock, Class C Common Stock and Class C 
Participation Certificates may be transferred to persons or entities eligible to purchase or to hold such stock 
or participation certificates as enumerated in Sections 700 and 720, subject to the following conditions: 
(a) transfer shall not be effectuated prior to notification of and acknowledgment by the Association, if no 
indebtedness is due by the transferor to the Association; and (b) transfer shall not be effectuated prior to 
notification of and written consent of the Association if indebtedness is due by the transferor to the 
Association.  

740. Conversion. 

740.1 Shares of Class A Preferred Stock and Class D Preferred Stock may be converted to a like amount of 
Class C Common Stock or Class C Participation Certificates by those holders eligible to borrow from the 
Association at the time of the first loan disbursement. 

740.2 Reserved., 

740.3 Reserved.   

740.4 Conversion of Class C Common Stock to Class C Participation Certificates Class C Common 
Stock may be converted to Class C Participation Certificates of equivalent face value, subject to the following 
conditions: 

(1)  The borrower shall have previously borrowed money from the Association and purchased 
Class C Common Stock in connection with such borrowing; 

(2)  The borrower shall apply to the Association for a new loan or financially related service of 
one of the types set forth in Section 720.43 or 720.45, requiring him or her to purchase Class C Participation 
Certificates in accordance with these  Bylaws; 

(3)  At the time of application for the new loan, the borrower is no longer engaged in the 
occupation which previously made him or her eligible under the Act and Bylaws as a Voting Stockholder of 
the Association or the borrower is applying for financially related services requiring the purchase of Class C 
Participation Certificates and the borrower has no outstanding loans with the Association requiring the 
purchase ; 

(4) If the Association makes the new loan to the borrower or provides a financially related 
service requiring the purchase of Class C Participation Certificates, the Association shall convert all Class C 
Common Stock then held in the borrower’s name to Class C Participation Certificates, which conversion 
shall be at book value of the Class C Common Stock, not to exceed par value; 

(5) In connection with the conversion, the Association shall provide the borrower with 
disclosure required by Section 615.5250(a)(3) & (4) of the Regulations; and 

(6) Simultaneously with the conversion and issuance of Class C Participation Certificates, the 
borrower shall relinquish his or her voting rights under Section 350.1 of the Bylaws and the borrower’s name 
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shall be removed from the stockholder list maintained by the Association pursuant to Section 350.3 of these  
Bylaws. 

740.5 Conversion of Class C Participation Certificates to Class C Common Stock  

Class C Participation Certificates may be converted to Class C Common Stock of equivalent face value, 
subject to the following conditions: 

 

(1) The borrower shall have previously borrowed money from the Association or received 
financially related service of one of the types set forth in Section 720.43 or 720.45 and purchased Class C 
Participation Certificates in connection with such borrowing or services  

 

(2) The borrower shall apply to the Association for a new loan requiring him or her to purchase 
Class C Common Stock in accordance with these  Bylaws; 

 

(3) If the Association makes the new loan to the borrower, the Association shall convert all 
Class C Participation Certificates then held in the borrower’s name into Class C Common Stock, which 
conversion shall be at book value of the Class C Participation Certificates, not to exceed face value; 

 

(4) In connection with the conversion, the Association shall provide the borrower with 
disclosure required by Section 615.5250(a)(3) and (4) of the Regulations; and 

 

(5) Simultaneously with the conversion, the borrower shall have voting rights as provided in 
Section 350.1 of the Bylaws and borrower’s name shall be added to the Voting Stockholder list maintained 
by the Association pursuant to Section 350.3. 

750. Retirements. 

750.1 Subject to the Regulations, Class A Common Stock, Class B Common Stock and Class B Participation 
Certificates shall be retired in ways that come within the meaning of “the ordinary course of business” as 
defined by the Regulations. 

750.2 Subject to the applicable provisions of the Regulations, when the debt of a borrower is in default, the 
Association may, but is not required to, order the retirement in any order, of any stock, participation 
certificates, allocations of surplus or other equities held by the borrower and application of the proceeds 
thereof against the borrower’s indebtedness to the Association, PCA and FLCA. Any such retirement and 
application of proceeds shall be after notice to the borrower consistent with the Regulations. 

750.3 Subject to the foregoing provisions, if at any time the Board of Directors shall determine that the 
financial condition of the Association will not be impaired thereby, any common stock, participation 
certificates, or allocated surplus held by or in the name of the borrower may be retired in full or in part. The 
Board of Directors shall have sole discretion to retire any capital credited to a Member's account. The Board 
of Directors may take into account special circumstances, such as the death of a Member, in exercising its 
discretion at a duly called meeting. No common stock, participation certificates or allocated surplus shall be 
retired if the action would result in failure of the Association to meet minimum capital adequacy standards 
established under Regulations or would otherwise violate any Regulation.  Terms related to the retirement of 
preferred stock shall be set forth in the authorization for issuance of preferred stock as approved by Members 
under Section 790.  See Section 830 for additional provisions related to the retirement of allocated surplus. 

760. Impairment.  

760.1  Any losses suffered by the Association shall first be applied against unallocated surplus as reflected 
on the books of the Association.  To the extent that such losses exceed unallocated surplus resulting in an 
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impairment of the Association’s allocated surplus or capital stock, such losses shall be allocated in accordance 
with Section 840.3. 

760.2 Impaired stock and participation certificates shall be restored in the sequence provided in Section 840.2 
until each share of stock and unit of participation certificates has a book value equal to its par or face value, 
respectively. 

770. Distribution on Liquidation. 

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

(a)  First, to the holders of Class A Preferred Stock and Class D Preferred Stock, if any, until an 
amount equal to the aggregate par value of all shares of said stock then issued and outstanding has 
been distributed to such holders; 

(b) Second, to the holders of Class A Common Stock, Class B Common Stock, Class C 
Common Stock, Class B Participation Certificates and Class C Participation Certificates pro rata in 
proportion to the number of shares or units of each such class of stock or participation certificate 
then issued and outstanding, until an amount equal to the aggregate par value or face amount of all 
such shares or units has been distributed to such holders; 

(c)  Third, to the holders of allocated surplus evidenced by qualified written notices of 
allocation, in the order of year of issuance and pro rata by year of issuance, until the total amount of 
such allocated surplus has been distributed; 

(d) Fourth, to the holders of allocated surplus evidenced by nonqualified written notices of 
allocation, in the order of year of issuance and pro rata by year of issuance first, the total amount of 
such allocated surplus has been distributed; and 

(e) Fifth, all unallocated surplus shall be distributed to past and present Patrons, to the extent 
practicable, on a patronage basis. 

All distributions to the holders of any class of stock and/or participation certificate holders shall be made pro 
rata in proportion to the number of shares or units of such class of stock or participation certificates held by 
such holders. 

780. Lien and Security Interest. 

Except with respect to stock held by a System institution, the purchaser of all stock and/or participation 
certificates shall be deemed to have granted to the Association, PCA and FLCA (as applicable) and the 
Association, PCA and FLCA (as applicable) shall have, a first lien and security interest on all allocated 
surplus, stock and participation certificates in the Association owned by such Member as additional collateral 
for any indebtedness of the Member to the Association, PCA and FLCA. 

790. Amendment to Capitalization Bylaws and Issuance of Preferred Stock. 

Any amendment to Articles VII and VIII of these Bylaws or to the capitalization bylaws of PCA or FLCA, 
other than those of a strictly technical nature not affecting substantive rights, shall not become effective unless 
approved by majority of Voting Stockholders of the Association voting by Authorized Voter, in person or by 
proxy, at a duly authorized meeting of Members. Any amendment authorizing the issuance of preferred stock 
shall not become effective unless approved by a majority of the shares of each class of equities adversely 
affected by the preference, voting as a class, whether or not such classes are otherwise authorized to vote. 

ARTICLE VIII EARNINGS, SURPLUS, DIVIDENDS, PATRONAGE DISTRIBUTIONS 

800. Capitalization Plan. 

The Board shall adopt, maintain, and amend from time to time, as the Board deems appropriate, a 
capitalization plan for the Association. The capitalization plan shall be designed to enable the Association to 
meet the capital adequacy standards established in the Regulations. Subject to these Bylaws, the capitalization 
plan (“Plan”) shall provide for, among other things, the manner in which the Association’s stock, 
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participation certificates and allocated equities shall be issued, transferred, and retired. In connection with 
the capitalization plan (“Plan”), no dividends shall be cumulated. 

810. Interest Rates. 

The Board shall authorize such interest rates or interest rate programs for use by the Association as are 
determined to be within the lending standards prescribed by the FCB. It shall be the objective of the 
Association to provide the types of credit needed by eligible borrowers, at a reasonable cost, on a sound 
business basis, taking into account the marginal cost of money to the Association, necessary reserves and 
expenses to the Association, and the services provided to borrowers and Members. 

820. Surplus Accounts. 

As contemplated in the Plan, the Association shall create an unallocated surplus account and an allocated 
surplus account. The Association shall maintain the unallocated surplus account and, subject to Section 830.1, 
may maintain the allocated surplus account. The minimum aggregate amount of these two accounts shall be 
determined by the Board. At the end of any fiscal year, if the surplus accounts otherwise would be less than 
the minimum amount determined by the Board as necessary to maintain adequate capital reserves to meet the 
requirements of any general financing agreement or other commitments of the Association, the Association 
shall apply earnings for the year to the unallocated surplus account in such amounts as may be determined 
necessary by the Board. 

830. Allocated Surplus Account. 

830.1  As contemplated in the Plan, the Association shall create and, subject to the Regulations and 
Association policy, shall maintain an allocated surplus account consisting of earnings held therein and 
allocated to Patrons on a patronage basis pursuant to Section 860. Allocated surplus may be issued as either 
“qualified written notices of allocation” or “non-qualified written notices of allocation,” or both, as those terms 
are defined under Section 1388 of the Code: 

(a) All allocations in the form of qualified written notices of allocation shall be issued in annual 
series and shall be identified by the year of issuance. Each such series shall be retired fully or on a 
pro rata basis, only at the discretion of the Board, in order of issuance by year as funds are available. 

(b) All allocations in the form of non-qualified written notices of allocation shall be issued in 
annual series and identified by the year of issuance. Each annual series may be subdivided between 
two or more classes. Each such series, or class thereof, shall be retired at the sole discretion of the 
Board. 

Only those persons to which allocated surplus may be issued may own such allocated surplus. In the event 
of a net loss for any fiscal year, such allocated surplus account shall be subject to impairment in the order 
specified in Section 840.3, and on the basis of latest allocations first. 

830.2 The Association, PCA and FLCA, as applicable, shall have a first lien and security interest on all 
surplus account allocations owned by any Patrons, and all distributions thereof, as additional collateral for 
such Patrons’ indebtedness to the Association, PCA and  FLCA. 

830.3 Subject to the applicable provisions of the Regulations, 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 surplus account allocations owned by such borrower to be applied against the indebtedness 
based on its fair value. 

830.4 Any surplus allocated to a Patron shall be retired at the sole discretion of the Board. There is no express 
or implied right granted to a Patron to have such allocated surplus retired upon request. 

830.5 Upon approval of the Board, any retirement of allocated surplus may be paid, oldest allocations first, in 
cash, in other forms of available equities or applied against any of the Patron’s indebtedness to the 
Association PCA and FLCA in accordance with Section 830.3. In no event shall such retirement reduce the 
Association’s capital below the minimum required by the Regulations. Retirements of less than the full amount 
of allocations issued in the same series (or class thereof) shall be on a pro rata basis. Any part of an allocated 
surplus distribution in stock to one Patron that is less than the par amount of one share may be held by the 
Association and included with subsequent distributions. 
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830.6 All qualified notices of allocation shall satisfy the definition of a “qualified written notice of allocation” 
as defined in Section 1388 of the Code. All nonqualified notices of allocation shall satisfy the definition of a 
“nonqualified written notice of allocation” as also defined in Section 1388 of the Code. 

830.7 A record of the holders of allocated surplus shall be kept and maintained by the Association. 
Allocations of “qualified” amounts will be maintained separately from allocations of “nonqualified” 
amounts. Such surplus accounts shall be transferable only to the Association or to an eligible Patron of the 
Association in the manner established by the Board, and no transfer thereof shall be binding upon the 
Association unless so transferred on the books of the Association. 

830.8  Allocated surplus may not be retired if the action would result in failure of the Association to meet 
minimum capital adequacy standards established under Regulations or would otherwise violate any 
Regulation. 

840. Application of Earnings or Losses. 

840.1 At the end of each accounting period the Association shall, after paying or providing for all operating 
expenses in accordance with the Act, determine the amount of its net earnings or net losses for such period. 

840.2 Any net earnings determined pursuant to Section 840.1 shall be applied in the following order of priority: 

(a)  First, to the restoration pro rata of the amount of the impairment, if any, of Class A Preferred 
and Class D Preferred Stock issued and outstanding, if any, until such stock is no longer impaired; 

(b)  Second, to the restoration pro rata of the amount of the impairment, if any, of Class A 
Common Stock, Class B Common Stock, Class C Common Stock, Class B Participation Certificates 
and Class C Participation Certificates issued and outstanding, until such stock and equities are no 
longer impaired; 

(c)  Third, to the restoration of the amount of impairment, if any, of allocated surplus in the 
reverse order of impairment; 

(d)  Fourth, to an unallocated surplus contingency reserve, if deemed necessary by the Board; 

 

(e)  Fifth, for payment of dividends on stock or participation certificates in accordance with 
these Bylaws if authorized by the Board; and 

(f)  Sixth, any remaining net earnings may be distributed as patronage refunds, which may be 
paid in the form of allocated surplus, stock, cash or any combination of the above. 

840.3 Any net losses determined pursuant to Section 840.1, to the extent they exceed unallocated surplus, 
shall, except as may be otherwise provided in the Act, be treated as impairing allocated surplus and stock in 
the following order: 

(a)  First, allocated surplus evidenced by nonqualified written notices of allocation, in its 
entirety, with application pro rata to most recent allocation first and then in reverse order until, all 
such allocated surplus has been exhausted; 

(b)  Second, allocated surplus evidenced by qualified written notices of allocation, in its 
entirety, with application pro rata to most recent allocation first and then in reverse order, until all 
such allocated surplus has been exhausted; 

(c)  Third, Class A Common Stock, Class B Common Stock, Class C Common Stock, Class B 
Participation Certificates and Class C Participation Certificates issued and outstanding, pro rata until 
such stock is fully impaired; 

(d)  Fourth, Class A Preferred Stock and Class D Preferred Stock issued and outstanding pro 
rata until such stock is fully impaired, if any. 

Impairments of capital stock shall be considered as being applied pro rata to each share and/or unit 
outstanding in the class until fully impaired. 
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850. Dividends. 

850.1 When approved by the Board in accordance with the Regulations, non-cumulative dividends may be 
declared and paid on the capital stock and participation certificates of the Association, as the Board may 
determine by resolution; provided, however, that no dividend rate shall exceed eight percent (8%) per annum 
of the par value of the respective capital stock and participation certificates. Such dividends may be paid 
solely on Class A Preferred Stock and Class D Preferred Stock, or on all classes of stock and participation 
certificates. Subject to the provisions herein, the rate of dividends paid on Class A Preferred Stock for any 
fiscal year may not be less than the rate of dividend paid on Classes A, B or C Common Stock or participation 
certificates for such year. The rate of dividends on Class  D Preferred Stock and Class A Preferred Stock 
shall be as determined by the Board but shall not be greater than eight percent (8%) per annum. The rate of 
dividends on Class A Common Stock, Class B Common Stock, Class C Common Stock, Class B Participation 
Certificates and Class C Participation Certificates shall be at the same rate per share. No dividend shall be 
declared on common stock or participation certificates in any year for which the Board has passed a resolution 
authorizing the distribution of patronage.  

850.2 Dividends may be paid to holders of record on the effective date of declaration or at such previous date 
as may be set by the Board by resolution. 

850.3 Dividends on capital stock and participation certificates may be paid in cash, Class A Preferred Stock or 
Class D Preferred Stock (if authorized), or partly in cash and partly in such stock, except that dividends on 
capital stock held by a System institution shall be paid in cash. Any part of such dividends to one owner 
payable in stock that is less than $5.00 may be distributed in cash or held by the Association and cumulated 
with subsequent dividends, until the retained dividends equal $5.00 so that the dividends may be distributed 
as one whole share of Class A Preferred Stock or Class D Preferred Stock. 

850.4 Dividends on subsequently authorized stock shall be paid in accordance with, and subject to, the 
resolution of stockholders authorizing the issuance of such stock. 

850.5 Notwithstanding other provisions of this Section 850, no dividend may be declared if the action would 
result in failure of the Association to meet minimum capital adequacy standards established under 
Regulations or would otherwise violate any Regulation. 

 

860. Patronage Distributions. 

860.1  Patronage Resolutions - Subject to the provisions of the Act, Code, and Regulations, prior to the 
beginning of any fiscal year or other period, the Board may, by adoption of a resolution (the “Patronage 
Resolution”), obligate the Association to distribute its available Patronage-Sourced Net Earnings to Patrons 
on the basis of the quantity or value of patronage business done with the Association, PCA and FLCA. 
Patrons shall be defined in the Patronage Resolution, and may include Members and such other customers, 
borrowers and financial institutions with which the Association, PCA and/or FLCA conduct business during 
the fiscal year. Patronage-Sourced Net Earnings shall mean the consolidated pre-tax net earnings of the 
Association, PCA and FLCA for the fiscal year, as computed under generally accepted accounting principles, 
attributable to patronage business done with or for Patrons. All transactions done with or for Patrons shall be 
deemed patronage business unless otherwise provided in the Patronage Resolution. Any outstanding 
Patronage Resolution that  is not rescinded prior to the beginning of a fiscal year shall become irrevocable 
and constitute a binding legal obligation of the Association with respect to such fiscal year.  

Patronage-Sourced Net Earnings of a fiscal year available for patronage distribution shall be determined only 
after making the applications as required in subsections (a) through (e) of Section 840.2, including the setting 
aside of a portion of the net earnings in the unallocated surplus account, as deemed prudent for sound capital 
accumulation, and making provision for payment of the Association’s federal income or related taxes for the 
fiscal year; provided, that, these amounts shall first come from net earnings, if any, attributable to sources 
other than patronage business with or for Patrons of the Association and any non-patronage sourced net 
earnings not so applied shall be set aside in the unallocated surplus account. The Board in its resolution may 
establish a minimum level of available earnings and if the available earnings fall below this level no patronage 
distribution will be made. 
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860.2  Basis of Distribution - All Patronage distributions shall generally be in the proportion that the amount 
of interest income earned or revenue received, by the Association, PCA and FLCA net of interest paid to the 
Patron on patronage business with each Patron bears to the total interest income earned or revenue received, 
by the Association, PCA and FLCA on all such patronage business during the fiscal year, or such other 
proportionate patronage basis as may be approved by the Board consistent with the requirements of 
Subchapter T of the Code. The Board may establish, on a fair and equitable basis, separate patronage pools 
for patronage business transactions of the same type or with similar characteristics. Earnings from 
transactions that do not constitute patronage business will be segregated into a separate pool and will be not 
available for distribution. Any earnings pools that may be established shall ensure that each Patron of the 
Association receives its fair share of earnings and bears its fair share of expenses. 

860.3  If the Association will meet 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 surplus 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. All qualified notices of allocated surplus shall satisfy the 
definition of a “qualified written notice of allocation” as defined in Section 1388 of the Code. All 
nonqualified notices of allocated surplus shall satisfy the definition of a “nonqualified written notice of 
allocation” as set forth in Section 1388 of the Code. Any part of a patronage distribution in a class of stock 
to a Patron that is not a multiple of $5.00 may be distributed in cash or held by the Association for the Patron 
and included in a subsequent distribution. 

860.4  If a Patron is in default, any part of the patronage distribution to that Patron, except for the minimum 
amount that must be paid in cash to qualify the distribution as a deduction for Federal income tax purposes, 
may, at the discretion of the Association, be applied against such Patron’s debt or other financial obligation 
to the Association, PCA and FLCA. If a loan in which the Association, PCA or FLCA owns a participation 
interest is in default, the Association may apply the accrued patronage to the loan balance.  

860.5  Patron’s Consent to Take Patronage Distribution into Income - Voting Stockholder shall, by such act 
of membership and receipt of a copy of this Bylaw article, consent that the amount of any distributions with 
respect to patronage which are made in, or evidenced by, qualified written notices of allocation, as defined in 
Code Section 1388, including allocations of surplus and patronage refunds paid in stock, and which are 
received by him or her from the Association, will be taken into account as income by such person at the stated 
dollar amount in the manner provided in Code Section 1385(a) in the taxable year in which such qualified 
written notices of allocation are received. Such Voting Stockholder  also consents by such act alone, to take 
into account as income in the same manner the amount of any distributions with respect to patronage provided 
he or she receives written notice that such amount has been applied on his or her indebtedness to the 
Association, PCA or FLCA. Each such Voting Stockholder further consents that the amount of any 
distributions with respect to his or her patronage which are made in, or evidenced by, nonqualified written 
notices of allocation (as defined in Code Section 1388) will be taken into account (as income) by the holder 
in the taxable year in which such nonqualified written notices of allocation are redeemed. Consent under this 
paragraph shall be continuing in effect, but shall cease to be effective with respect to patronage of a distributee 
occurring after the distributee has ceased to be a Voting Stockholder. 

860.6  The Association may obtain the written consent of each Patron that the amount of any distributions 
with respect to such party’s patronage, which are made in, or evidenced by, qualified written notices of 
allocation (as defined in Code Section 1388), including patronage allocation of surplus account, patronage 
refunds paid in stock or distributions with respect to patronage that has been applied to the Patron’s 
indebtedness to the Association, PCA or FLCA and for which the Patron has received written notice, will be 
taken into account (as income) by the Patron at their stated dollar amounts in the manner provided for in 
Code Section 1385(a) in the taxable year in which such qualified written notices of allocation are received by 
the Patron. The Association may further obtain the written consent of each Patron that the amount of any 
distributions with respect to such party’s patronage which are made in, or evidenced by, nonqualified written 
notices of allocation (as defined in Code Section 1388), will be taken into account (as income) by such party 
in the taxable year such nonqualified written notices of allocation are redeemed. The form of consent shall 
be prescribed by the Board and shall be continuing in effect until revoked by the Patron, and it may be included 
as part of the loan application or other appropriate form signed by Patrons. Consent may also be obtained by 
use of a qualified check in the manner provided for in Code Section 1388. 
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860.7  PCA and FLCA - In the event of an Authorization Event under Section 110 hereof, where the 
Association arranges for the provision of credit and/or related services to its Patrons through PCA and/or 
FLCA, and such Patrons avail themselves of the arrangements made and maintained by the Association by 
borrowing or acquiring related services from PCA and/or FLCA, all net earnings or loss attributable to such 
provision of credit and/or related services shall be treated as net earnings or loss of the Association from 
business done with its Patrons and all business done with PCA and FLCA shall be treated as business done 
with the Association. 

ARTICLE IX EXECUTION OF DOCUMENTS 

900. Transactions with Supervising FCB, Releases, and Uniform Commercial Code Transactions. 

All documents required to be executed in connection with transactions with the FCB, and releases of security, 
including releases and satisfactions of judgments, subordination agreements, and all security agreements, financing, 
continuation and termination statements, and other writings relating to secured transactions within the meaning of the 
Uniform Commercial Code, may be executed in the name of the Association by the Chief Executive Officer of the 
Association or the Chief Executive Officer’s designee who shall be identified by name in a report to the Board and 
recorded in the minutes thereof. 

910. Other Transactions. 

Bonds, contracts, conveyances, and all other documents, except checks and vouchers of the Association, shall be 
signed by the Chief Executive Officer or any other officer of the Association designated by him, and, when required, 
shall be attested to by the Secretary or any Assistant Secretary of the Association. When the Association holds a deed 
of trust containing a provision for foreclosure by the Association under a power of sale, the Board or the Chief 
Executive Officer, if that officer has been delegated such authority by the Board, may, at either’s discretion, designate 
and authorize an attorney for the Association to exercise such power and convey the property in the name of the 
Association.  No person shall sign and attest the same document. 

920. Expenses and Checks. 

The Chief Executive Officer or any other employee(s) designated by the Chief Executive Officer shall, subject to later 
approval of the Board, unless it shall require prior approval under its established policies, approve and pay all expenses 
of the Association and shall sign all checks and vouchers issued by the Association. 

 

ARTICLE X RECORDS AND REPORTS 

1000. Records. 

Copies of the organization papers of the Association, returns of Association elections, proceedings of all regular and 
special meetings of Members and directors, the Bylaws and any amendments thereto, resolution of the Board and 
reports of all committees thereof shall be recorded in the minute books of the Association. The minutes of all 
committees and of the Board shall be signed by their respective chairmen or presiding officers and attested to by the 
person acting as secretary of the meeting. The Foregoing materials, and such others as the Board may specify from 
time to time, are to be retained by the Association pursuant to a records retention program to be developed and 
approved by the Board. 

1010. Reports. 

The Association shall make available to each Member such reports as are required by the Act and Regulations and 
such other reports as the Board deems advisable. The financial statements included in each annual report of the 
Association shall be audited by independent accountants. 

 

ARTICLE XI UNCLAIMED PROPERTY 

The Association shall seek to pay to the owners the proceeds of any retirement of stock and participation certificates 
and any accrued dividends. In the event the Association, after a period of six years from the date payable, is unable to 
determine the address or whereabouts of the owner or the heirs and assigns of the owner, the funds may be disposed of 
in accordance with state or federal law as applicable. 
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ARTICLE XII FISCAL YEAR 

The fiscal year of this Association shall be the calendar year. 

ARTICLE XIII  SEAL 

The following impression or ink-stamp facsimile thereof is the seal of the Association: 

 
ARTICLE XIV INDEMNIFICATION OF DIRECTORS, OFFICERS, AND EMPLOYEES 

1400 Indemnification 

14011.1 The Association shall indemnify, to the fullest extent permitted by law, any director, officer or 
employee who was or is a party, or is threatened to be made a party, to any threatened, pending or completed 
action, suit or proceeding, whether civil, criminal, administrative or investigative by reason of the fact that 
he/she is, or was, a director, officer or employee of the Association, or is or was serving, pursuant to 
authorization in writing by the Association’s Board of Directors or its President or his/her delegate, as a 
director, officer, employee, partner, agent, administrator, advisor, fiduciary or member of another 
corporation, non-profit or cooperative organization, partnership, unincorporated association, joint venture, 
trust, retirement or other employee benefit plan or other organization or entity, against expenses (including 
attorneys’ fees), judgments, fines, penalties and amounts paid in settlement actually and reasonably incurred 
by him/her in connection with such action, suit or proceeding.  

 1400.2 The Association may indemnify any agent of the Association to the same extent as and under the 
same provisions applicable to directors, officers and employees, but only by specific action of and to the 
extent designated by the Association board of directors. 

 As used in this Article, “party” means a defendant or respondent in an action, suit or proceeding. 

1410 Additional Indemnification Provisions 

Notwithstanding any other provision of this article, a director, officer or employee of the Association who 
has been wholly successful, on the merits or otherwise, in the defense of any action, suit or proceeding 
referred to in Section 1300 of this article to which he/she was a party shall be indemnified against expenses 
(including attorneys’ fees) actually and reasonably incurred by him/her in connection with such action, suit 
or proceeding. 

1420 Procedure 

Any indemnification under Section 1300 of this article (unless ordered by the court) shall be made by the 
Association only as authorized in the specific case upon a determination that indemnification of the director, 
officer, or employee is proper in the circumstances. Such determination shall be made (1) by the Association 
board of directors by a majority vote of directors who were not parties to such action, suit or proceeding, 
even though less than a quorum, or (2) if such a majority is not obtainable (or, even if obtainable, a majority 
of disinterested directors so directs), by independent legal counsel in a written opinion.  For the purposes of 
this Section 1320, independent legal counsel shall be selected by a majority of disinterested directors, or, if 
such a majority is not obtainable, by the Board of Directors. 

1430 Advances of Expenses 

Notwithstanding the provisions of Section 1320, reasonable expenses incurred in defending any action, suit 
or proceeding referred to in Section 1300.1 of this Article shall be paid by the Association in advance of the 
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final disposition of such action, suit or proceeding, if the director, officer or employee shall undertake in 
writing to repay such amount to the extent that it is ultimately determined, as provided herein, that such 
person is not entitled to indemnification for such amount.  Advances of expenses shall be made promptly 
and, in any event, within 30 days, upon written request of the director, officer or employee.  Notwithstanding 
the foregoing, no advance shall be made by the Association if and to the extent a determination is reasonably 
made pursuant to Section 1320 that the director, officer or employee is not entitled to indemnification for 
such expenses pursuant to Section 1300.  

1440 Right of Claimant to Bring Suit 

1440.1 If a claim for indemnification or advancement under this Article is not paid in full by the Association 
within thirty days after a written claim therefore has been received by the Association, the claimant may any 
time thereafter bring suit against the Association to recover the unpaid amount of the claim and, if successful 
in whole or in part, the claimant shall be entitled to be paid also the expense of prosecuting such claim.  It 
shall be a defense to any such action (other than an action brought to enforce a claim for expenses incurred 
in defending any proceeding in advance of its final disposition where the required undertaking has been 
tendered to the Association) that the claimant has not met the standards of conduct which make it permissible 
under the applicable law for the Association to indemnify the claimant for the amount claimed, but the burden 
of proving such defense shall be on the Association. 

 
1440.2 Neither the failure of the Association (including its Board of Directors or independent legal counsel) 
to have made a determination prior to the commencement of such action that indemnification of the claimant 
is proper in the circumstances because he/she has met the applicable standard of conduct, nor an actual 
determination by the Association (including its Board of Directors or independent legal counsel) that the 
claimant has not met such applicable standard of conduct, shall be a defense to the action or create a 
presumption that the claimant has not met the applicable standard of conduct. 

 
1450 Contractual Rights 

The right to be indemnified or to the reimbursement or advancement of expenses pursuant to this Article (i) 
is a contract right based upon good and valuable consideration, pursuant to which the person entitled thereto 
may bring suit as if the provisions hereof were set forth in a separate written contract between the Association 
and the director, officer or employee, (ii) is intended to be retroactive and shall be available with respect to 
events occurring prior to the adoption hereof, and (iii) shall continue to exist after the rescission or restrictive 
modification hereof with respect to events occurring prior thereto.  However, this Article does not constitute 
a contract of employment or any terms and conditions of employment, and does not alter the employment 
status of any employee. 

 
1460 Requested Service 

Any director, officer or employee of the Association serving, in any capacity, (i) another entity of which a 
majority of the securities entitled to vote in the election of its directors or comparable executives is held 
directly or indirectly by the Association and/or other Farm Credit System entities, (ii) any employee benefit 
plan of the Association or of any entity referred to in clause (i) above, or (iii) any committee, subcommittee, 
special asset group or other similar body related to the Farm Credit System, shall be deemed to be doing so 
pursuant to authorization in writing by the Association’s Board of Directors. 

 
1470 Other Rights 

The indemnification and advancement of expenses provided by this article shall not be deemed exclusive of 
any other rights to which those seeking indemnification or advancement of expense may be entitled under 
any insurance or other agreement, vote of directors or otherwise, both as to actions in their official capacity 
and as to actions in another capacity while holding an office, and shall continue as to a person who has ceased 
to be a director, officer or employee and shall inure to the benefit of the heirs, executors and administrators 
of such person.  The Association may purchase and maintain insurance on behalf of any person who is or 
was a director, officer, employee or agent of the Association, or who is or was serving in any of the capacities 
referred to in Section 1300 hereof against any liability asserted against him/her or incurred by him/her in any 
such capacity, or arising out of his or her status as such, whether or not the Association would have the power 
to indemnify him/her against such liability under the provisions of this Article.   
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1480 FCA Penalties 

Notwithstanding the foregoing, the Association may not indemnify directors, officers, employees or agents 
against expenses, penalties, or other payments incurred as a result of an administrative proceeding or action 
instituted by the FCA, which results in a final order assessing civil money penalties personally against such 
individual(s) or requiring affirmative action by such individual(s) to make payments to the Association, PCA 
or FLCA. 

1490 Applicable Law 

Interpretation of these bylaws shall be under the laws of the State of North Carolina. 

ARTICLE XV AMENDMENTS 

Except as otherwise provided by the Act, Regulations or these Bylaws, any amendment to these Bylaws, 
other than those strictly of a technical nature not affecting substantive rights, shall require: 

(a) in the case of an amendment not affecting Article VII or VIII, the affirmative vote of a 
majority of the Board , provided that the notice of the meeting shall contain the exact language of 
the proposed change or amendment;

(b) in the case of an amendment to Article VII or Article VIII (but not subject to (c) below), 
a majority vote of the Voting Stockholders voting, in person or by proxy, at a duly authorized 
meeting;

(c) Any amendment or repeal of Articles VII or VIII which would materially adversely affect 
the outstanding shares or units of any class of stock shall not become effective unless approved by 
the holders of such class of stock, voting as a class, in person or by proxy at a duly authorized 
stockholders' meeting.

(d) in the case of an amendment which would authorize the issuance of preferred stock, 
the affirmative vote of a majority of the shares voting of each class of stock and participation 
certificates adversely affected by the preference, voting as a class, whether or not otherwise 
authorized to vote, in person or by proxy, at a duly authorized meeting of stockholders.
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FEATURES OF EQUITIES PROVIDED FOR IN BYLAWS OF ACA 

Class When Retired Retirement 
Value 

Voting Rights Cumulation of 
Dividends 

When Dividends 
Payable 

A Preferred At discretion of 
Board 720.1(a) 

Book not to 
exceed Par 700 

No 720.1(a); 
700 

Non-cumulative 
720.1(a) 

At discretion of 
Board 850.1 

A Common In ordinary 
course of 
business 750.1 

Par 720.1(b) No 720.1(b); 
700 

Non-cumulative 
800 

At discretion of 
Board 850.1 

B Common In ordinary 
course of 
business 750.1 

Par 720.2 No 720.2; 
700 

Non-cumulative 
800 

At discretion of 
Board 850.1 

C Common At discretion of 
Board 720.3 

Book not to 
exceed Par 700 

Yes 720.3; 
700 

Non-cumulative 
720.3 

At discretion of 
Board 850.1 

D Preferred At discretion of 
Board 720.5 

Book not to 
exceed Par 700 

No 720.5; 
700 

Non-cumulative 
720.5 

At discretion of 
Board 850.1 

B PCs In ordinary 
course of 
business 750.1 

Face 720.41 No 720.41; 
700 

Non-cumulative 
800 

At discretion of 
Board 850.1 

C PCs At discretion of 
Board 720.46 

Book not to 
exceed Face 
700 

No 720.42; 
700 

Non-cumulative 
720.46 

At discretion of 
Board 850.1 

Allocated 
Surplus 

At direction of 
Board 830.1 

Book not to 
exceed stated 
value 830.5 

No Not applicable Not applicable 

Notes 
1. Purpose of Table:  The table is not intended to summarize all of the rights and features of each class of equity authorized

by the Bylaws. Rather, the table is intended (a) to summarize certain important features of certain classes, and in so doing, 
to indicate which classes are intended to constitute permanent capital within the meaning of Section 4.3A(a)(1) of the
Farm Credit Act and 12 C.F.R. § 615.5240 and which classes are, by contrast, protected equities within the meaning of
Section 4.9A(d)(2) of the Farm Credit Act and 12 C.F.R. § 615.5260(a)(1).

2. Voting Rights:  Where the table indicates that a class of equity is non-voting, this indication is subject to 12
C.F.R. § 615.5230(b)(1), which confers specified voting rights on otherwise non-voting classes of equity. See Sections
700 and 350 of the Bylaws.

3. References to Section Numbers:  Each number set out in the table - e.g., 720.1(a) - is a citation to the provision of the
Bylaws providing for the feature summarized in the portion of the table that refers to the number. Note that the statement
in Section 830.5 that allocated equities will be retired "as funds are available" is interpreted as meaning that such equities
will be retired at not more than their book value. No section number relates to allocated surplus voting rights.
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CERTIFICATION 
 
 I, the undersigned corporate secretary of AgSouth Farm Credit, ACA, hereby certify that the foregoing 
Bylaws were duly adopted to be effective as of the Effective Date. 
 
 

_____________________________________ 
Print Name:____________________________ 
Corporate Secretary 
 
Date:  __________________, 20__ 
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EXHIBIT D 
 

AGSOUTH FARM CREDIT 
PROPOSED CAPITAL ADEQUACY PLAN 

 

Introduction 
Based upon the joint and several liabilities among AgSouth Farm Credit, ACA (“ACA”), AgSouth Farm 
Credit, PCA (“PCA”) and AgSouth Farm Credit, FLCA (“FLCA”) the capital needs of the ACA, PCA, and 
FLCA, collectively the “Association” or “AgSouth, must be evaluated on a consolidated basis.  Rather than 
imposing separate requirements for each entity, this capital adequacy plan establishes a single set of capital 
objectives by reference to the combined assets and liabilities of the three entities and sets forth policies and 
strategies for the combined enterprise to reach such objectives.   

The Association must adopt a plan under which sufficient capital as defined in the Farm Credit Act of 1971, 
as amended (the “Act”), will be accumulated to adequately capitalize the Association as prescribed in 
regulations accompanying the Act as issued by the Farm Credit Administration (“FCA” or the “Agency”). 
The Capitalization Plan of AgSouth Farm Credit establishes guidelines to ensure that: 

• adequate capital is maintained to ensure continued financial viability of the Association and to 
• support future growth in extensions of credit to both new and existing customer/stockholders; 
• the Association complies with the FCA’s capital adequacy regulations; and 
• stockholders are treated equitably. 

 
In establishing capitalization objectives, the Board of Directors and management of AgSouth must consider 
and address the potentially conflicting goals of building capital as a safeguard against future adversity while 
deploying capital as efficiently as possible.  Accordingly, capital and surplus levels significantly below the 
target range established in this Capitalization Plan may violate the Board’s desire to maintain adequate 
capital from a safety and soundness perspective, while capital and surplus levels significantly above the 
target range may violate the Board’s desire to efficiently use capital to enhance stockholder value.  Factors 
considered by the Board in establishing target levels for Common Equity Tier 1, Tier 1, Total Capital, Tier 
1 Leverage, Unallocated Retained Earnings (URE) and URE Equivalents are outlined in the Rationale for 
2023 Capital Targets. 

The major asset category on the Association’s balance sheet is loans.  Loans (other than certain real-estate 
secured home loans) on which the Association is the primary lender and loans in which the Association is 
a participant are risk-weighted at 100 percent, along with such items as fixed assets, receivables and leases; 
however, these items make up only a small portion of the asset mix.  Other Association assets are risk-
weighted from zero to 80 percent as provided in the FCA regulations.   

The possible sources of capital available to the Association include: 

• Issuance of “at-risk” capital stock or participation certificates; 
• Purchases of capital stock by investors other than borrowers, if such sales are authorized by the Board;  
• Additions to unallocated and/or allocated surplus from earnings. 
• Future redemptions of Association-owned equities in AgFirst FCB. 
• Future reallocation of the Association’s equity in AgFirst FCB. 

Capitalization Bylaws 
The Capitalization Plan is qualified in its entirety by reference to Sections 790 and 800 as well as Articles 
VII, VIII and XV of the Bylaws of AgSouth Farm Credit, ACA.  The Capitalization Plan shall comply with 
the applicable provisions of the Act and FCA regulations and with the Bylaws.  Consistent with the 
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Regulations, the Bylaws provide that each new issuance of preferred stock (except to the Financial 
Assistance Corporation) is subject to approval by a majority of the shares of each class of equities that is 
affected by the preference, voting as a class, whether or not otherwise authorized to vote.  All references to 
“stock” herein, unless specifically labeled by class, include participation certificates.  All stock has a par 
value of five dollars ($5.00) per share or unit. 

Under Article VII of the Bylaws, the Association is authorized to issue and have outstanding:  

Class A Preferred Stock 
Class A Preferred Stock, which is nonvoting, may be issued: to the Bank; in such amounts and to 
such persons as may be permitted under a plan adopted by the Board; and for allocated surplus 
distributions, dividend payments and patronage distributions.  Class C Common Stock and Class C 
Participation Certificates shall automatically convert to Class A Preferred Stock within two years 
after the holder ceases to be a borrower, as determined by the Board, and Class A Common Stock 
may be converted to Class A Preferred Stock at the option of the holder.  Class A Preferred Stock 
shall have preference as to dividends and priority in the event of the liquidation of the Association.  
Retirement of Class A Preferred Stock shall be at the sole discretion of the Board provided that 
minimum capital adequacy standards established by the Board are met. 

Class A Common Stock 
Class A Common Stock, which is nonvoting, shall be retired at its par value in the normal course 
of business, as defined in FCA regulations.  Shares of Class A Common Stock may be exchanged 
for shares of Class A Preferred Stock on a one-for-one basis.  No further Class A Common Stock 
shall be issued. 

Class B Common Stock 
Class B Common Stock, which is non-voting, shall be retired at its par value in the normal course 
of business, as provided in FCA regulations. No further Class B Common Stock shall be issued. 

Class C Common Stock 
Class C Common Stock, which has voting rights, may be issued only to Association borrowers who 
are eligible under the Act to become voting stockholders.  Class C Common Stock shall be 
purchased by such borrowers, at the time of the first loan disbursement, as a condition for obtaining 
a loan, in an amount determined by the Board at its discretion within a range between (1) a 
minimum of one share for each $250 (or fraction thereof) of the amount of the loan or 200 shares 
($1,000.00), whichever is less, and (2) a maximum not to exceed ten percent (10%) of the loan 
balance, provided, however, that this maximum may be exceeded if the Association is not in 
compliance with minimum capital standards required by the Act and FCA regulations. 

Class C Common Stock may be retired at the sole discretion of the Board provided that the 
minimum capital adequacy standards established by the Board are met.  If retired, Class C Common 
Stock shall be retired at its book value not to exceed its par value. 

Class D Preferred Stock 
Class D Preferred Stock, which is nonvoting, may be issued as permitted under a plan adopted by 
the Board.  Retirement of Class D Preferred Stock shall be at the sole discretion of the Board 
provided that the minimum capital adequacy standards established by the Board are met.  If retired, 
Class D Preferred Stock shall be retired at its book value, not to exceed its par value. 

Class D preferred Stock shall contain such terms and dividend rates as shall be determined by the 
Board.  In no event, however, shall the dividend rate be greater than eight percent of the par value.  
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Class D Preferred Stock shall have preference as to dividends and priority in the event of the 
liquidation of the Association. 

Class B Participation Certificates 
Class B Participation Certificates, which are nonvoting, shall be retired at face value in the ordinary 
course of business, as provided in FCA regulations. No further Class B Participation Certificates 
be issued 

Class C Participation Certificates 
Class C Participation Certificates, which are nonvoting, shall be issued, as a condition for obtaining 
a loan, to: rural home-loan borrowers; persons or organizations furnishing farm-related services; 
other persons or organizations who are eligible to borrow or participate in Association loans, but 
who are not eligible to hold Class C Common Stock; and others, as provided in the Bylaws. 

New borrowers who are not eligible to become voting stockholders must purchase, by the time of 
the first loan disbursement, the number of Class C Participation Certificate units necessary to 
contribute to the adequate capitalization of the Association.  The number of units required to be 
purchased shall be equal to the number of shares of Class C Common Stock that would be required 
to be purchased by a borrower eligible to hold such Stock in connection with a loan of the same 
amount. 

Class C Participation Certificates may be issued to any person who is not a stockholder but who is 
eligible to borrow from the Association, for the purpose of qualifying such person for technical 
assistance, financially related services, and/or leasing services offered by the Association 

Retirement of Class C Participation Certificates shall be at book value, not to exceed face value, 
and shall be at the sole discretion of the Board provided that the minimum capital adequacy 
standards established by the Board are met. 

Because of distinct characteristics of Secondary market loans (as contrasted with loans originated 
for retention by the Association), Secondary market loans are made on a non-patronage basis and 
no participation certificates are required.   

Other Classes of Stock 
The Association may offer such other classes of equity as may be provided for by amendment of 
the Bylaws, subject to any limitations contained in the Act or FCA regulations.  Other classes of 
stock shall, subject to the Act and FCA regulations, have such rights, designations, preferences, 
qualifications, limitations and restrictions as shall be provided in the amendment to the Bylaws 
establishing such classes. 

Surplus Accounts 
The Association shall create and maintain an unallocated retained earnings (surplus) account.  The 
minimum aggregate amount of this account is set forth in the Capitalization Objectives section as 
Unallocated Retained Earnings and URE Equivalents.  If, at the end of any fiscal year, it is 
determined that the unallocated surplus account would be less than the minimum amount, the 
Association shall apply earnings for the year to the unallocated surplus account in an amount 
determined by the Board. Upon liquidation, unallocated equities will be distributed in accordance 
with section 770.0 of the Bylaws.  

The Association may, subject to applicable regulations and/or policy, create and maintain allocated 
retained earnings (surplus) accounts consisting of earnings allocated to borrowers on a patronage 
basis pursuant to the Bylaws.  Notices of allocations to evidence the amount of earnings 
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distributions to each patron shall be given to all participants.  All allocations shall be issued in 
annual series and each series shall be identified by the year in which it is issued and each series 
shall be retired fully or on a pro rata basis as determined by the Board, oldest equities first.  All 
series of non-qualified retained surplus shall be considered permanently invested in the Association 
and the Board has no intent to retire or revolve. Subject to the Act, in the event of a net loss for any 
fiscal year, such allocated surplus account shall be subject to full impairment (in order of most 
recent allocations first) before any capital stock or participation certificates are impaired. 

When the debt of a borrower is in default or is in the process of final liquidation, the Association, 
with Board approval, may order any and all surplus account allocations owned by such borrower 
to be applied to the indebtedness based on its fair market value. Any such retirement and application 
of surplus account allocations to indebtedness shall be subject to the conditions outlined in sections 
615.5280 of the FCA regulations. 

As outlined and allowed in sections 628.20 of the FCA regulations, the Association, with Board 
approval, may retire any and all surplus account allocations of a deceased equity holder whose loan 
has been repaid in full. 

Capitalization Objectives 
The Board establishes capital standards which exceed the minimum requirements mandated by the Act and 
FCA regulations.  The Board has determined that these standards are desirable and achievable.      

In addition to the permanent capital standards, the Board also establishes capital standards for other 
regulatory capital requirements.  These capital measures, Common Equity Tier 1, Tier 1, Total Capital, Tier 
1 Leverage, Unallocated Retained Earnings (URE) and, URE Equivalents arise from FCA’s capital 
framework regulation.  The Board’s capital standards are found later in this Capitalization Plan. 

The Association intends to meet the aforementioned capital requirement primarily through the issuance of 
at-risk stock and the accumulation of earnings. 

The Bylaws provide that Class D Preferred Stock may be issued to investors.  In the event capital obtained 
through other sources is inadequate to meet capitalization objectives, equities of this class may be issued, 
subject to stockholder approval as required by FCA regulations. 

Stock Requirements Applicable to Borrowing Members 
As noted above, the Association is authorized to issue voting stock or participation certificates as a 
condition of borrowing.  The Board hereby approves the issuance of stock to borrowers in the minimum 
amounts allowed by FCA regulations and the Bylaws.  These amounts are as follows: 

• Loan applicants who are eligible to be voting stockholders must purchase Class C Common Stock in 
an aggregate amount equal to the lesser of 200 shares ($1,000.00) or one share foreach $250.00 (or 
fraction thereof) of the amount of the loan. 

• Loan applicants who are not eligible to be voting stockholders must purchase Class C  Participation 
Certificates in an aggregate amount equal to the lesser of 200 units ($1,000.00)  or one unit for each 
$250.00 (or fraction thereof) of the amount of the loan. 

Retirement or Redemption of Equities 
The success of the Capitalization Plan ultimately depends on the number and aggregate volume of loans 
made by the Association.  In the event that purchases of at-risk equities in connection with such loans are 
not sufficient to meet capital adequacy requirements, alternative methods of capitalization may be utilized.  
If capital standards set by the Board are exceeded, the Board may retire or redeem certain classes of equities 
or portions thereof.   
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Capital stock, participation certificates (with the exception of home loans sold), and all other classes of 
equity that constitute permanent capital, however, can be redeemed and retired only at the discretion of the 
Board provided that the minimum capital adequacy standards established by the Board are met.  Such 
classes constituting permanent capital include: Class A Preferred Stock; Class C Common Stock; Class D 
Preferred Stock; Class C Participation Certificates; and allocated surplus.  Unallocated surplus also 
constitutes permanent capital.  There is no express or implied right granted to any holder of such equities 
to have his or her equities redeemed or retired at any time or in conjunction with any specified cycle or 
revolvement period. 

The following classes of equity may be retired on a basis other than at the discretion of the Board: Class A 
Common Stock, Class B Common Stock, and Class B Participation Certificates.  See “Capitalization 
Bylaws” above. 

Distribution of Earnings 
At the end of each fiscal year, the Association shall determine its net earnings for such fiscal year.  After 
the Association has retained earnings in an amount adequate to ensure continued financial strength and 
continued compliance with the targeted capital levels, any remaining earnings may be distributed to patrons.  
The Association is expected to make a patronage distribution each year.  Pursuant to the Bylaws, the Board 
will determine the appropriate manner in which patronage distributions will be made, provided that at least 
20 percent of such refunds shall be paid in cash.  No patronage distributions may occur if any class of stock 
or allocated surplus is impaired. 

To the extent earnings are available; dividends may be paid on stock as determined by the Association’s 
Board.  Dividends will be noncumulative on all classes of equity.  The dividend rates per share, and dividend 
preferences, will be as provided in the Bylaws or as established by the Board pursuant thereto.  In addition, 
dividends may be paid to stockholders in the form of cash, equities or both. 

Allocated Equities 
In order to appropriately resolve any regulatory questions concerning the inclusion of certain annual series 
or portions of annual series of allocated surplus in the calculations of capital ratios by adoption of this 
Capitalization Plan the Board establishes the following parameters: 

1. In no event shall the revolvement cycle for allocated equities (allocated surplus) be less than five (5) 
years.  

2. The five-year date convention will comply with the FCA regulations.  The Board will annually adopt 
or re-affirm a resolution in a form substantially similar to the Attachment #1 to this Capitalization Plan 
that will affirm its intention to revolve allocated equities only in compliance with all applicable FCA 
regulations in effect at the time of such revolvement.  An action by the Board to approve this 
Capitalization plan shall be deemed to include a reaffirmation of the capitalization resolution referred 
to in this paragraph. 

3. It is the intent of the Board, subject to compliance with the applicable provisions of the Act and FCA 
regulations and with the Bylaws to revolve, in order, all series of qualified allocated retained earnings 
(surplus) attributable to those stockholders to which such allocations were made prior to April 1, 2023 
provided such revolvement does not bring the Association’s total regulatory capital level below the 
target minimum of 14.5%. 

Special Notices 
The Capitalization Plan is intended and designed to treat all loan applicants and holders of Association 
equity in an equitable manner.  Should a special situation arise that is not clearly covered by the 
Capitalization Plan or that could cause inequities, the Association, with the approval of the Board, may 
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require additional investment by holders of common stock and participation certificates as is consistent 
with the terms and intent of the Capitalization Plan and necessary to cure such inequity.  In applying this 
provision, like treatment will be accorded to similarly situated loan applicants and holders of equity. 

Consistent with the foregoing, the Board acknowledges its responsibility for determining the total capital 
needs of the Association in order to assure the Association’s continuing financial viability and to provide 
for growth necessary to meet the needs of the Association’s borrowers.  The Board undertakes to determine 
such needs on an ongoing basis and prior to any retirement of non protected equities. 

Effective Date 
The Capitalization Plan shall become effective on April 1, 2023. 

Rationale for 2023 Capital Targets 
CAPITAL AND SURPLUS TARGETS 

 
FACTORS CONSIDERED IN DEVELOPMENT OF CAPITAL AND SURPLUS TARGETS 

 

Both long and short term capital needs have been considered by management through the ALCO, the Risk 
Management Committee of the Board and the Annual Business Plan. 

Long Term Capital Needs 
The planning horizon for the annual Business Plan is 3 years and the same period is considered in all stress 
testing modules.  Long term planning considerations include the following: 

• Growth expectations 
• No dependence on Nonaccrual loan income activity or other unusual gains/losses on OPO 
• Requirement for continued patronage program, including revolvement of current allocated 

surplus and maintaining  an all cash patronage program. 
• A diminishing  special distribution from AgFirst Farm Credit Bank 

Short Term Capital Needs 
Short term capital considerations include the following: 

• Stress Test – includes an expected and greater than expected yet plausible scenarios based upon 
Board and management’s assumptions regarding the general economy, capital, earnings and growth 

• Quarterly Allowance process 
• Industry Risk Assessment 

  Minimum 
% 

Board 
Minimum 

Target %'s Target Range in Dollars 

     Low  High 
Tier 1 Capital Ratio 8.50% 10.00%  $382,000,000  13.0% - 16.0% $497,000,000 - $611,000,000 
Common Equity Tier 
One Ratio 

7.00% 8.50%  $325,000,000  13.0% - 16.0% $497,000,000 - $611,000,000 

Total Regulatory 
Capital 

10.50% 12.00%  $458,000,000  14.5% - 17.5% $554,000,000 - $668,000,000 

Permanent Capital 
Ratio 

7.00% 13.00%  $ 494,000,000  14.5% - 17.5% $551,000,000 - $665,000,000 

Tier 1 Leverage 
Ratio 

5.00% 10.00%  $392,000,000  12.0% - 13.5% $470,000,000 - $529,000,000 

UREE Ratio 1.50% 9.00%  $353,000,000  11.5% - 13.0% $451,000,000 - $509,000,000 
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• Concentration Analysis – year over year
• Current year growth and equity revolvement

1. Capability of Management
Executive management of the ACA includes nine employees who have strong business and financial 
backgrounds as well as significant practical experience and skill in managing Farm Credit associations.

Chief Executive Officer – Vance Dalton 

 Vance Dalton, Chief Executive Officer has a Bachelor of Science Degree in Animal Science from North 
Carolina State University and has been with the Association for 29 years. Mr. Dalton started as a loan 
officer and served in numerous capacities rising to the CEO position in 2014. He serves on the Farm Credit 
System President’s Planning Committee, for which he chairs the Business Practices Committee. Prior to 
his time with Farm Credit, he was an Area Livestock Agent with the NC State University Cooperative 
Extension Service. 

Chief Financial Officer – Charles “Bo” Fennell 

Bo Fennell, Chief Financial Officer, has a Bachelor of Science Degree in Accounting from Georgia 
Southern University and has been with the Association for 5 years.  Mr. Fennell’s 20+ years of banking 
experience include holding the position of Chief Financial Officer at three banks.  In addition to Chief 
Financial Officer, Mr. Fennell held the position of Chief Operations Officer at First Southern National Bank 
from 2001-2011.  Mr. Fennell is responsible for the accounting operations and financial reporting functions 
of the Association.  

Chief Lending Officer – Chad Puryear 

Chad Puryear, Chief Lending Officer, holds a Bachelor of Science Degree in Business Administration from 
the University of North Carolina at Chapel Hill and has been with the Association for 25 years.  Mr. Puryear 
started as a loan officer and served in numerous Lending and Credit capacities including Branch Manager, 
Credit Administrator, Corporate Loan Officer, Regional Manager, and Chief Credit Officer.  He has served 
as Chief Lending Officer for the Association since 2015.  

Chief Credit Officer – Steve Leonard 

Steve Leonard, Chief Credit Officer, has a Bachelor of Science Degree in Finance/Economics from Central 
Connecticut University and an MBA from The University of South Carolina.  Mr. Leonard’s 20+ years of 
banking experience includes 11 years within the Farm Credit System managing various credit, risk, review, 
appraisal, and reporting functions.  Mr. Leonard is responsible for the credit underwriting and appraisal 
functions of the Association.   

Chief Risk Officer – Larry Pritchett 

Larry Pritchett, Chief Risk Officer, has a Bachelor of Arts Degree in Accounting and Business 
Administration from Huntingdon College. Mr. Pritchett also has a Master’s Degree in Accounting from the 
University of Mississippi. Mr. Pritchett is a Certified Public Accountant in Florida and North Carolina. 
Prior to joining Farm Credit in 2017, he worked in the audit discipline for PricewaterhouseCoopers. During 
his 5 years, he has held several roles within the risk function at Farm Credit. Mr. Pritchett is responsible for 
delivering an integrated picture of risk across the enterprise, developing alternative risk transfer strategies, 
and the identification of current and emerging key risks. 
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General Counsel – Robert “Bob” Mikell 

Bob Mikell is General Counsel for AgSouth Farm Credit, ACA.  Before joining AgSouth in 2018, he 
practiced with Brown Rountree in Statesboro, Georgia.  He received his undergraduate degree from Georgia 
Southern University in 2007 and his law degree from the University of Georgia in 2010.  Mr. Mikell 
received his MBA from The Citadel in 2022.  He is a member of the South Carolina Bar and the Georgia 
Bar. 

Chief Information and Strategic Initiatives Officer – Jennifer Davis 

Jennifer Davis, Chief Information and Strategic Initiatives Officer, has a Bachelor of Business 
Administration in Information Systems from Georgia Southern University.  Her 29 years with AgSouth 
include service as Accountant, Information Systems Specialist and Chief Information Officer.  Mrs. Davis 
is responsible for the information management and credit reporting functions of the Association.  

Chief Administrative Officer – Sarah Rachels 

Sarah Rachels, Chief Administrative Officer, has a Bachelor of Business Administration from Gardner-
Webb University and a Master of Science in Human Resources from Western Carolina University.  Her 24 
years with Carolina Farm Credit include service as HR Assistant, HR Specialist, Director of HR, and Chief 
Administrative Officer.  Mrs. Rachels is responsible for the Human Resources and Marketing functions of 
the Association.  

Chief Learning Officer – Sharmequa Franklin 

Sharmequa Franklin, Chief Learning Officer, has a Bachelor of Science in Technology and Training 
Management from the University of South Carolina. She also has a Master of Arts in Information 
Technology Management from Webster University and a Master of Science in Human Resource 
Management from Walden University.  Her 20 years with various Farm Credit System institutions 
including service with AgFirst Farm Credit Bank in Training and with MidAtlantic Farm Credit in IT and 
Human Resources.  Mrs. Franklin is responsible for the training and workforce development functions of 
the Association. 

Strengths and Weaknesses of Management. 

Some key management personnel have advanced degrees and/or are graduates of state and regional banking 
schools.  Management personnel are strongly encouraged to pursue continuing learning opportunities to 
improve their skills, and many continue to be involved in both internal and external training activities.  The 
average tenure of the management team is 17 years.  Broad exposure to the Association’s overall operations 
is accomplished for the management team through management meetings, ALCO meetings and frequent 
interaction across functional lines.  Additionally, to enhance skills and abilities, newer members of the 
management team are being exposed to specific management training, internally, externally, and as offered 
by the system. 

Board of Directors 

The twenty eight member Board of Directors represents a broad cross section of Georgia, South Carolina 
and North Carolina agribusiness with grassroots connections to various customer’s market segments and 
commodity groups.  Board members are also geographically spread across the Association’s 147-county 
territory.  In addition to the elected directors, the Board has appointed four outside directors to improve the 
Board’s strengths.  Directors individually and collectively receive internal and external training on a variety 
of key topics, and some directors have degrees in accounting or economics.  This helps to ensure oversight 
of financial goals and reporting, as well as a well-founded understanding of the business operations of the 
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Association.  The Board’s focus will centered on maintaining a financially strong institution that can 
successfully operate in all business cycles, while providing excellent customer service and increasing 
stockholder value through patronage. 

The boards of the two associations completed a joint planning session in the fall of 2022.  They identified 
five major focus areas for 2023.  These areas include: 

• Growth 
• Technology 
• Merger Implementation 
• Human Capital 
• Board Development and Training 

2. Quality of Operating Policies, Procedures, and Internal Controls 
Management and the Board will continue to review operating policies, procedures, and internal controls 
and will implement timely adjustments as appropriate to meet the ever-changing operating environment.  
The Board’s committees meet regularly to review new policies and changes to existing policies.   

The Board’s Audit Committee developed procedures and scope requirements for internal controls.  The 
Association will achieve the necessary independence in internal controls by continuing to employ and 
utilize a team of credit reviewers and internal auditors who will report findings and recommendations for 
corrective actions directly to the Association Board Audit Committee.  Historic correlation of internal 
review results with PricewaterhouseCoopers, FCA, and AgFirst has been very high.  All external auditors 
or reviewers have expressed significant confidence in the work processes and work products of the 
Association’s internal credit review and internal audit personnel.  Reporting and tracking has been, and will 
continue to enhance audit’s ability to fully examine standards of conduct to ensure compliance.  These 
controls include, but are not limited to disclosures; training; and reviews by the Standards of Conduct 
Official.  The Association’s appraisal function will also continue to be reviewed by an independent third 
party in addition to internal quality control reviews completed on an annual basis for the Risk Management 
Committee of the board. 

The Association’s ICFR Program allows management to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles (GAAP).  The ICFR Program includes a 
materiality assessment, risk assessment, key control identification and control testing components.  Control 
weaknesses identified will require a remediation plan. 

4. Quality and Quantity of Earnings 
On a consolidated basis, the Associations are projecting combined net earnings of approximately 
$102,000.00 million for 2022 and $83,000.00 million for 2023.  This variance is in part attributable to i) 
approximately $18 million in non-recurring special patronage distributions from AgFirst Farm Credit Bank 
and ii) approximately $5.8 million in merger expenses.  The variance in earnings year over year is 
attributable to. Future earnings are expected to normalize and will be primarily dependent upon trends in 
loan volume, interest rate spreads, fee income (particularly secondary market) and operating expenses.  
Spreads are expected to decline slightly, consistent with the current outlook on fed funds and other 
indicators.  Additionally, competition for high quality loans is expected to remain strong and will continue 
to require a proactive marketing program to effectively maintain or increase market share.  The association 
expects operating efficiencies to incrementally impact earnings over the planning horizon.  Merger 
expenses are also expected to subside over a comparable period. 

5. Asset Quality 
The Association utilizes a dynamic risk rating system that is correlated during the Association Internal 
Credit Review process, AgFirst and FCA examination processes. 
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The acceptable and OAEM loan volume is projected to be approximately 98% at year-end 2022 on a 
combined basis which indicates a high percentage of quality loan assets.   

The allowance for loan loss is projected to be approximately $20 million as of April 1, 2023.  This will 
represent approximately .5% of projected total net accruing loan volume.  Management considers this level 
of allowance for loan loss to be appropriate and sufficient, given the current level of risk recognized in the 
loan portfolio.   

1. Concentration 
The Risk Management Committee of the Board reviews the Concentration reports at each meeting. 

The association monitors changes in concentration quarterly.  Association Policy 4010 – Portfolio 
Management Policy sets a limit on the growth in concentration of any commodity.  Likewise, the same 
policy limits dependence upon homogeneous repayment sources.  

The loan portfolio is well diversified with respect to both primary agricultural commodities produced and 
geographical area.  Attachment #2 shows the commodity concentrations by repayment dependency on a 
consolidated basis as of 6/30/2022.  There is only one commodity that represents more than 10% of 
Association volume by repayment type: broilers, which is 10.9% (however, approximately 49% of the 
poultry volume is guaranteed).  

2. Sufficiency of Liquid Funds 
The General Financing Agreement with AgFirst Farm Credit Bank requires that the Association maintain 
a minimum of 0% liquidity ratio.  The liquidity position of the Association is projected to exceed 15.00% 
at December 31, 2022.  The strong liquidity position of the Association will ensure that sufficient funds are 
available to meet all financial commitments and to provide sufficient margin for reasonable projected 
growth in loan volume. 

3. Needs of the ACA Customer Base 
AgSouth is expected to continue to provide adequate and constructive credit to farmers, ranchers, 
agribusinesses, producers and harvesters of aquatic products, country homeowners, and farm-related 
businesses within the 147-county chartered territory.  We will utilize our 50+ branch locations to serve 
customers within different market segments, relying upon an appropriate mix of personal relationships and 
technology. 

Specific programs to meet the needs of young, small, and beginning farmers will be retained. Competition 
in all market segments is expected to remain robust, and the Association will continue to promote and rely 
upon a value proposition that stresses personal customer relationships, the benefits of our cooperative 
business structure, and our presence in the agriculture credit marketplace in good times and bad.  The 
Association also participates in the Farm Credit Express dealer credit program offered through Horizon 
Farm Credit.   

AgSouth employs a select group of corporate agribusiness lenders who specialize in large and complex 
transactions.  AgSouth utilizes participations on an as needed basis to meet the customer needs while at the 
same time spread the risk of these large transactions. 

No significant shift in agricultural commodities being produced within the Association territory is expected 
in the short run, but vertical integration and contract operations that have become so prevalent in the 
livestock and poultry industries will likely continue to move to production of other farm products as well.  
This evolution will continue to require proactive steps by the Association to ensure that we are equipped to 
adequately serve the needs of our customers in a changing agricultural economy including agribusiness, 
farm-related, business and basic processors and marketing operations.  An increase in the number of 
lifestyle or part-time farmers will likely continue to offset the decline in the numbers of full-time farmers 
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as commercial operations continue to consolidate, and the Association will seek to increase its market 
penetration within essentially all customer segments in the future.  Additionally, the association will 
continue to focus efforts in digital marketing and online/digital credit delivery channels over the planning 
horizon. 

4. Other Operating Risks 
The Association is a part of the Farm Credit System, which was established by Congress for the purpose of 
providing a stable, reliable source of credit for agriculture.  Food and fiber production is by its very nature 
subject to weather-related risks and commodity price cycles, and the U.S. agricultural economy is 
significantly impacted by both domestic and international policy decisions.  Farm income continues to be 
directly affected by the actions of the U.S. Congress, and our customers see their political clout as declining 
compared to earlier years.  As the Association remains essentially a single-purpose lender, changes in farm 
income cycles will likely affect future Association financial performance.  After strong net farm income 
years in 2021 and 2022, it is expected that net farm income will be reduced in 2023 due to increased input 
costs and potentially continuing supply chain challenges.  Inflation is expected to continue to pose some 
additional operating risk to the association if efforts to moderate its impact by the Fed are not successful. 

The Association will also maintain a significant stock investment in AgFirst Farm Credit Bank.  AgFirst 
continues to be jointly and severally liable on all Farm Credit System indebtedness and downstreams much 
of its earnings to the district associations.  To some extent, the Association’s future success is linked to that 
of AgFirst and to our sister associations in the AgFirst district. 

AgFirst also manages essentially all of the interest rate risk for the Association though matched funding 
that corresponds to our lending activities.  Any material asset-liability mismanagement by AgFirst could 
negatively affect the Association through a future increase in funding costs or a decrease in the annual 
patronage distribution by AgFirst.   

The Risk Officer completes a Counterparty Risk Assessment annually to identify any weaknesses in current 
or potential participation partners. 

Agricultural operations often involve the use of chemicals, fertilizers, and fuels; the production, storage and 
disposal of animal waste; and other land or water uses that carry a higher degree of environmental risk than 
do many other business enterprises.  Since many of the Association’s loans are secured by farm real estate 
and we lend primarily to agriculture, the Association may directly or indirectly be affected by an 
environmental risk.  Environmental risk assessments are performed on most real estate secured transactions. 

The agricultural economy is also subject to the impacts of trade and currency fluctuations.  Tariffs on 
agricultural goods (inputs and commodities) continue to have the potential to be a disruptive factor in the 
industries AgSouth finances.  Currency variances impact exports, upon which many commodity groups 
rely for a major portion of their sales.  The Association prepares an annual commodity pricing forecast 
which is reviewed by an outside expert to help assess these risks with each lending cycle. 

Food safety concerns and emerging biotechnology activities will likely subject agriculture to additional 
government regulations in the coming years.  Developing and maintaining a viable labor force will also 
challenge many of our farmer customers in coming years, and labor-intensive operations such as fruit and 
vegetable production may be forced to invest heavily in mechanization and new technology.  All of these 
risks that affect production agriculture could also impact future Association financial performance. 

5. Capital Contingency Plan 
While the Board believes the current level of capital to be adequate to meet the needs of the Association, 
the following actions will be considered if the capital level drops below the minimums established by the 
Board: 
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• Delay revolvement of allocated surplus until the level of capital meets Board-established targets; 
• Retain as unallocated more Association earnings; 
• Seek greater levels of guarantees from Farmer Mac, FSA and SBA; 
• Restrict growth of the Association; and 
• Restrict the redemption of stock on loan liquidation. 

 
The annual Stress Test includes additional recommendations to insure a strong capital position for the 
Association.  The association completed a combined stress test prior to merger to determine potential impact 
to capital of various stress scenarios. 
 
It should be noted that the Board and management may act on some of these action plans as they consider 
it prudent even though the Association may exceed minimums established by the Board. 

SUMMARY 

The Association expects to continue to capitalize future growth through retained earnings.  The Board and 
management remain committed to utilizing the advantages of our cooperative business structure, combined 
with Subchapter T tax treatment to create tangible benefits to our customer/stockholders, including 
consideration of special distributions when appropriate within the parameters of the Plan and the needs of 
the Association.  To the extent reasonably possible, the Association will also seek to develop and utilize 
sources of non-patronage income to provide additions to unallocated surplus while attempting to ensure a 
reasonable and dependable timeframe for future revolvements of allocated surplus. 

While agriculture in general will continue to face numerous risks ranging from those tied to production to 
those associated with international supply and demand dynamics, management feels that the Association is 
properly positioned to assess and respond proactively to such risks.   

 

RESOLUTIONS REGARDING REGULATORY CAPITAL 
 
 

WHEREAS, the Farm Credit Administration (the “FCA”) approved new rules (the “New Capital 
Regulations”) relating to regulatory capital requirements for Farm Credit System banks and associations, 
including AgSouth Farm Credit, ACA,  the Association, that were published in the Federal Register on July 
28, 2016, with an effective date of January 1, 2017; and 

WHEREAS, in order for the Association to include its otherwise eligible common stock, preferred 
stock, subordinated debt and other equities in common equity tier 1 (“CET1”) capital, additional tier 1 
(“AT1”) capital or tier 2 capital, FCA requires the Association to undertake a number of actions pursuant to 
either an amendment to its capital bylaws or annual board resolutions; and 

WHEREAS, the Association desires to obtain CET1 capital, AT1 capital and tier 2 capital treatment 
under the New Capital Regulations for its common stock, preferred stock, subordinated debt and other 
equities; and  

WHEREAS, management of the Association is recommending that the Association Board of 
Directors (the “Board”) adopt resolutions, in accordance with the provisions of FCA Regulation § 615.5200 
and of Part 628 of the New Capital Regulations; and  



 
 

91 
 

WHEREAS, the Board has determined that the resolutions required by the New Capital Regulations 
are consistent with the Association’s capital management strategy and are otherwise in the Association’s 
interest; and  

WHEREAS, each of the new capital elements used in these resolutions shall have the meaning 
given thereto in Part 628 of the New Capital Regulations. 

NOW, THEREFORE, the Board hereby adopts the following resolutions: 

RESOLVED, subject to the safe harbor provisions of FCA regulation §§628.20(f)(5) and (6), the 
Association shall submit a request to the FCA and obtain prior FCA approval under FCA regulation 
§628.20(f) before (i) redeeming, revolving, canceling, offsetting, or removing any equities included in CET1 
capital (except for the minimum statutory borrower stock); (ii) redeeming, revolving, repurchasing, calling, 
canceling, offsetting, or removing any equities included in AT1 capital; and (iii) redeeming, revolving, 
repurchasing, calling, canceling, offsetting or removing any equities included in tier 2 capital other than term 
equities (including but not limited to limited life preferred stock or subordinated debt) on the maturity date; 
and further  

RESOLVED, the Association shall have (i) a minimum redemption or revolvement period of 7 
years for equities included in CET1 capital (except for the minimum statutory borrower stock), (ii) a 
minimum no-call or redemption period of 5 years for equities included in AT1 capital (except that the terms 
of the instrument may allow it to be called earlier than 5 years upon the occurrence of a regulatory event that 
would preclude the instrument from being included in AT1 capital or a tax event), and (iii) a minimum no-
call, redemption or revolvement period of 5 years for equities included in tier 2 capital (except that the terms  
of the instrument may allow it to be called earlier than 5 years upon the occurrence of a regulatory event that 
would preclude the instrument from being included in tier 2 capital or a tax event); and further 
 

RESOLVED, the Association shall submit a request and obtain prior FCA approval before: (i) 
redesignating URE equivalents  as equities that the Association may exercise its discretion to redeem other 
than upon dissolution or liquidation; (ii) removing equities or other instruments from CET1 capital, AT1 
capital, or tier 2 capital other than through repurchase, cancellation, redemption or revolvement, and (iii) 
redesignating equities included in one component of regulatory capital (CET1 capital, AT1 capital, or tier 2 
capital) for inclusion in another component of regulatory capital; and further  

RESOLVED, the Association shall not exercise its discretion to revolve URE equivalents except 
upon dissolution or liquidation and shall not offset URE equivalents against a loan in default except as 
required under final order of a court of competent jurisdiction or if required under FCA regulation §615.5290 
in connection with a restructuring under Part 617 of the FCA regulations. 
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Category
NON-FARM 1,101,495,575.43     53.35% 762,258,329.67        39.78% 1,863,753,905.10     46.82%
BROILERS 225,099,768.43        10.90% 377,090,272.46        19.68% 602,190,040.89        15.13%
RHL 101,822,037.85        4.93% 116,852,239.54        6.10% 218,674,277.39        5.49%
OTHER 37,013,421.03          1.79% 155,982,046.29        8.14% 192,995,467.32        4.85%
TIMBER, FOREST PRODUCTS 100,435,197.30        4.86% 47,214,155.13          2.46% 147,649,352.43        3.71%
COTTON 121,542,441.32        5.89% 5,253,291.63           0.27% 126,795,732.95        3.19%
FEED, GRAINS, SOYBEANS, HAY 51,834,448.66          2.51% 70,798,323.76          3.69% 122,632,772.42        3.08%
BEEF CATTLE, PASTURE 47,983,779.54          2.32% 60,607,206.57          3.16% 108,590,986.11        2.73%
SOD, NURSERY, HORTICULTURE 25,848,425.84          1.25% 67,558,668.04          3.53% 93,407,093.88          2.35%
VEGETABLES, TOMATOES 23,605,996.35          1.14% 46,144,568.69          2.41% 69,750,565.04          1.75%
TOBACCO 4,629,183.90           0.22% 47,614,435.33          2.48% 52,243,619.23          1.31%
DAIRY 10,876,310.42          0.53% 38,612,815.51          2.02% 49,489,125.93          1.24%
LANDLORDS 37,059,557.42          1.79% 6,279,086.72           0.33% 43,338,644.14          1.09%
CORN - - 38,031,743.78          1.98% 38,031,743.78          0.96%
BLUEBERRIES 35,285,240.21          1.71% 206,459.24              0.01% 35,491,699.45          0.89%
TIMBER PROCESSING/HARVESTING 27,875,915.65          1.35% 7,006,633.70           0.37% 34,882,549.35          0.88%
PEANUTS 32,045,747.91          1.55% - - 32,045,747.91          0.81%
COMMERCIAL EGGS 11,353,647.70          0.55% 20,638,684.94          1.08% 31,992,332.64          0.80%
CHRISTMAS TREE - - 25,647,559.17          1.34% 25,647,559.17          0.64%
FRUITS, NUTS 17,100,434.71          0.83% 6,757,752.89           0.35% 23,858,187.60          0.60%
HORSES 10,188,832.85          0.49% 11,735,041.69          0.61% 21,923,874.54          0.55%
ONIONS 17,384,250.69          0.84% - - 17,384,250.69          0.44%
TURKEYS 9,896,738.99           0.48% 658,760.49              0.03% 10,555,499.48          0.27%
PEACHES 8,941,036.67           0.43% 208,803.85              0.01% 9,149,840.52           0.23%
HOGS 2,399,014.43           0.12% 1,201,794.23           0.06% 3,600,808.66           0.09%
AQUATIC PRODUCTS, CATFISH 2,925,151.58           0.14% - - 2,925,151.58           0.07%
STRAWBERRIES - - 1,717,958.93           0.09% 1,717,958.93           0.04%
HEMP - - 66,217.72                0.00% 66,217.72                0.00%

AgSouth Carolina Combined

Loan Portfolio Concentrations by Repayment Dependency As of June 30, 2022
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EXHIBIT E 
 

CONDITIONS OF APPROVAL FOR AGSOUTH FARM CREDIT, ACA, WITH SUBSIDIARIES 
– AGSOUTH FARM CREDIT, FLCA, AND AGSOUTH FARM CREDIT, PCA 

 
The Farm Credit Administration (FCA) imposed these Conditions of Approval (Conditions) on AgSouth 
Farm Credit, ACA (ACA), AgSouth Farm Credit, FLCA (FLCA), and AgSouth Farm Credit, PCA 
(PCA), under 12 U.S.C. § 2261. These Conditions are effective on the date the amended and restated 
charters for the ACA, FLCA, and PCA become effective. These Conditions will remain in effect until 
FCA amends, waives, or terminates them. If, at any time, FCA believes it appropriate to take any action 
affecting the ACA, FLCA, or PCA (collectively the Associations), nothing in these Conditions prevents 
FCA from doing so. 
 
CONDITION I 
 
The Associations will comply, on a combined, consolidated, or merged basis, with those requirements 
of the Farm Credit Act of 1971, as amended (Act), and regulations issued under the Act that are 
applicable to Farm Credit System (System) associations, including, but not limited to, board of director 
requirements, capital requirements, assessment obligations, lending limits, and reporting requirements, 
except when FCA determines that compliance in such manner is not appropriate. When FCA determines 
that, to effect the intent of the Act or regulations issued thereunder, it is not appropriate for the 
Associations to comply with a statutory or regulatory requirement on a combined, consolidated, or 
merged basis, FCA will notify the Associations and each of the Associations will comply with the 
statutory or regulatory requirement provided in the notice. 
 
CONDITION II 
 
Any General Financing Agreement and other financing agreement or arrangement between one or more 
of the Associations and AgFirst Farm Credit Bank (AgFirst) or other System institution will require all 
the current and future assets of each of the Associations be available to collateralize and secure all loans 
made by AgFirst, or other System institution. 
 
CONDITION III 
 
The Associations will, by written agreement between and among the Associations, guarantee and, at a 
minimum, pledge all current and future assets of each of the Associations to collateralize and secure 
each debt and other legal obligation that any of the Associations owe to any individual or legal entity, 
including but not limited to, AgFirst, other creditors, and members or borrowers of one or more of the 
Associations. The effective date of the written agreement will be the date these Conditions become 
effective. 
 
CONDITION IV 
 
A. FLCA and PCA will irrevocably transfer to ACA the voting rights that FLCA or PCA may have or 

acquire as a stockholder of AgFirst or other System bank. 
 
B. When the number of an association’s voting stockholders determines how votes are cast, ACA will 

cast for ACA, PCA, and FLCA only one vote assigned a weight proportional to the number of voting 
stockholders of ACA. 
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C. When the number of shares owned by an association determines how votes are cast, ACA will cast 
the votes for each class of equities of ACA, PCA, or FLCA entitled to vote, on a combined basis. 
 

CONDITION V 
 
ACA, FLCA, or PCA will not, without the prior written approval of FCA, issue, sell, transfer, contribute, 
or otherwise convey ownership of any shares of the voting stock of the subsidiary associations to any 
individual or legal entity, except to ACA. 
 
CONDITION VI 
 
The continued participation of the ACA, FLCA, or PCA in any study or pilot program shall be for the 
same duration and subject to the same conditions of approval as imposed on the 
constituent entities. 
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EXHIBIT F 
 

STOCKHOLDER RECONSIDERATION OF STOCKHOLDER APPROVAL 
 
Within 30 days after the stockholder votes, AgSouth and Carolina shall notify their respective stockholders 
of the results of the vote.  Following the date such notification is mailed, and if the votes are in favor of the 
Merger, then the voting stockholders of AgSouth and Carolina shall have 35 days in which to file with the 
Farm Credit Administration a petition to require the voting stockholders of AgSouth and Carolina to meet 
to reconsider the Merger.  The petition must be signed by 15% of the voting stockholders of either AgSouth 
or Carolina, as the case may be.  Following FCA’s approval of the petition, a special stockholders’ meeting 
shall be called by AgSouth and Carolina, respectively, to permit its voting stockholders to vote on the 
reconsideration.  If a majority of the AgSouth or Carolina voting stockholders voting then vote against the 
Merger, the Merger is not approved.  In the event the Merger is approved upon the reconsideration vote, 
the effective date of the Merger is automatically postponed to not less than 60 days after the mailing of the 
notification of the results of the first vote, or 15 days after the date of the reconsideration vote, whichever 
is later. 
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EXHIBIT G 
 

CONDITIONS OF MERGER FOR AGSOUTH FARM CREDIT, ACA, WITH SUBSIDIARIES— 
AGSOUTH FARM CREDIT, FLCA, AND AGSOUTH FARM CREDIT, PCA 

 
 
The Farm Credit Administration (FCA) imposed these Conditions of Merger (Conditions) on AgSouth 
Farm Credit, ACA (AgSouth, ACA), AgSouth Farm Credit, FLCA (FLCA), and AgSouth Farm Credit, 
PCA (PCA) (collectively AgSouth), under 12 U.S.C. § 2261. These Conditions are effective on the date the 
amended and restated charters for the ACA, FLCA, and PCA become effective. These Conditions will 
remain in effect until FCA amends, waives, or terminates them. If, at any time, FCA believes it appropriate 
to take any action affecting the ACA, FLCA, or PCA, nothing in these Conditions prevents FCA from doing 
so. 
 
CONDITION I 
 
Deemed prior approval requirements in 12 C.F.R. § 628.20(f)(5) 
 
In determining compliance with the safe harbor provisions under § 628.20(f)(5)(ii), if the capital distribution 
is to take place less than one year after the effective date of the merger, AgSouth must use the pro‐forma 
combined1 dollar amount of common equity tier 1 (CET1) capital of the two predecessor associations in 
the same quarter of the previous calendar year, inclusive of fair‐market value (FMV) adjustments required 
to reflect the merger under GAAP, as applicable, as the dollar amount of CET1 capital in the previous 
calendar year. 
 
CONDITION II 
 
Reporting on the advantages, strategies, initiatives, and benefits of the merger 
 
Within sixty (60) calendar days of the effective date of the merger, AgSouth’s board must approve a plan 
to measure, monitor, and report on (the Monitoring Plan) AgSouth’s success in achieving the expected 
advantages, strategies, initiatives, and benefits of merger (e.g., improved operating efficiency; maintaining 
branch office locations; Young, Beginning, and Small farmers and ranchers and producers or harvesters of 
aquatic products program; etc.) identified in the merger proposal and accompanying information. Within 
seven calendar days after approving the plan, AgSouth must provide a copy of the plan to the FCA’s Office 
of Examination. 
 
If the association would like, the Monitoring Plan may be incorporated, as a separate and distinct section, 
into the operational and strategic business plan required by § 618.8440. 
 
Management must report, in writing, at least quarterly to AgSouth’s board on the progress toward achieving 
the expected advantages, strategies, initiatives, and benefits in implementing the merger. Reporting to the 
board must continue through at least calendar year‐end 2026. 
 
  

 
1 The pro-forma balance sheet required by § 611.1122(e)(16) may be used to determine the combined dollar amount 
of CET1 capital for the Safe Harbor compliance determination. 
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CONDITION III 
 
Internal Controls Integration 
 
No later than sixty (60) calendar days after the effective date of the merger, a written plan describing in 
sufficient detail how the association will combine, merge, and/or integrate the internal controls over 
financial reporting (ICFR) must be submitted to the AgSouth Board for approval. If internal audit and 
review resources are used in ICFR testing, the plan must also address internal audit and review involvement. 
 
Within thirty (30) calendar days of submission of the plan, the AgSouth Board must make any needed 
revisions, adopt the plan, and send a copy to FCA’s Office of Examination. Management must report, in 
writing, at least quarterly to AgSouth’s board on the progress of the plan until it is completed. 
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SUMMARY OF CHANGES TO BYLAWS AND CHARTERS 

 
Bylaws of AgSouth and Carolina 
 
The Bylaws that will become effective as of the date of the Merger are attached as Exhibit C to the 
Agreement and Plan of Merger.  Such Bylaws will be approved by the Merged Association’s Board at the 
first Board meeting following the Effective Date.  If the Merger is not approved, the existing Bylaws of 
AgSouth and Carolina will continue as the Bylaws of the respective Associations. 
 
There are very few material differences between the Bylaws that will take effect upon the Merger and the 
Associations’ respective current Bylaws.  A summary of the material differences is set forth below:  
 
 

Carolina  AgSouth Merged 
Article III Meetings of Members 

Sectional sessions must be held 
within fifteen days of the  first 
session.  

Sectional sessions must be held within 
thirty days of the first session. 

Sectional sessions must be held 
within thirty days of first session 

Quorum is 3% of Voting 
Stockholders for any Annual or 
Special Meeting. 

Quorum is 3% of Voting Stockholders 
for director elections. Quorum for 
properly noticed Meeting of Members 
is FCA minimum.  

Quorum is 3% of Voting 
Stockholders for director 
elections and Special Meetings.   

Article III Nominating Committee 
Nominating Committee is made up 
of one member from each of six 
director nominating regions with 
one alternate. 

Nominating Committee is made up of 
two voting stockholders from each 
director nominating region with two 
alternates.  

Nominating Committee is made 
up of two voting stockholders 
from each director nominating 
region with one alternate. 

Nominating Committee members 
must reside in the nominating 
region and have the same 
qualifications as directors.  

Nominating Committee members must 
reside or have their principal farming 
operation in the nominating region 
represented or will be assigned to a 
region.  

Nominating Committee 
members must reside in the 
nominating region represented 
and have the same qualifications 
as directors.  

Nominating Committee quorum is a 
majority of the Committee.  

Nominating Committee quorum is one 
member from each region.  

Nominating Committee quorum 
is one member from each region.  

Article IV Board Composition 
Board is composed of 13 
stockholder elected directors from 
six election regions.   

Board is composed of 12 stockholder 
elected directors from four election 
regions.  

The Board will initially be 
composed of 24 stockholder 
elected directors with Board 
Transition Plan that will reduce 
the Board to 18 stockholder 
elected directors from eight 
nominating regions.   
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Carolina  AgSouth Merged 
Article IV Director Qualification  

A director candidate must reside in 
Association territory. 

A director candidate must reside or 
transact business in Association 
territory. 

A director candidate must reside 
in Association territory. 

No individual shall become or 
continue as a director if the 
individual is a director who serves 
on the executive committee or loan 
committee, is an officer, or an 
employee, or is the chairman of the 
board of any non- System financial 
institution 

If a director becomes a director of a 
non-System financial institution , they 
may continue to serve on the Board so 
long as the director does not serve on 
committees of the non-System financial 
institution with decision making 
authority on credit actions and the 
Board so approves. 

No individual shall become or 
continue as a director if the 
individual is a director who 
serves on the executive 
committee or loan committee, is 
an officer, or an employee, or is 
the chairman of the board of any 
non- System financial institution 

An individual is not eligible to serve 
if  the Association has sustained a 
charge-off on that individual’s loan 
or the loan(s) of a borrower in 
which the person has a Material 
Interest or where the loan is to an 
Affiliated Organization, or if a 
portion of such loan or loans is 
adversely classified with a specific 
reserve and the individual has not, 
within sixty days of receiving  
developed a plan to upgrade the 
loan.  

An individual is not eligible to serve, if 
the Association has sustained a charge-
off on that individual’s loan or the 
loan(s) of a borrower in which the 
person has a controlling interest of over 
fifty percent ownership of the entity of 
collateral or if a portion of such loan or 
loans is adversely classified with a 
specific reserve and the individual has 
not, within sixty days of receiving  
developed a plan to upgrade the loan.  

An individual is not eligible to 
serve if  the Association has 
sustained a charge-off on that 
individual’s loan or the loan(s) 
of a borrower in which the 
person has a Material Interest or 
where the loan is to an Affiliated 
Organization, or if a portion of 
such loan or loans is adversely 
classified with a specific reserve 
and the individual has not, 
within sixty days of receiving  
developed a plan to upgrade the 
loan.  

A Director may not serve if the 
directors seeks reorganization under 
the Bankruptcy Code of personal 
business interests or of an entity in 
which the director has a Material 
Interest.  

A Director may not serve if the 
directors seeks reorganization under the 
Bankruptcy Code of personal business 
interests or of an entity in which the 
director has a controlling interest of 
over fifty percent of the entity or 
collateral.  

A Director may not serve if the 
directors seeks reorganization 
under the Bankruptcy Code of 
personal business interests or of 
an entity in which the director 
has a Material Interest.  

No Age limit for directors. No age limit for directors. Age limit of 72. 

Article IV Director Election 
Incumbent candidates are not 
designated on the ballots.  

Incumbent candidates are designated on 
the ballots.  

Incumbent candidates are not 
designated on the ballots.  

The mail balloting period ends after 
fifteen business days.  

The mail balloting period ends after 
twenty business days.  

The mail balloting period ends 
after twenty business days.  

The director election winner is the 
candidate who receives the most 
votes. Ties may be broken by 
reballoting or other agreed methods. 

Director election winner is the 
candidate who receives a majority of 
the vote, and a runoff may be required.  

Director election winner is the 
candidate who receives a 
majority of the vote, and a runoff 
may be required.  

The director terms are five years 
and begin at the first meeting after 
the annual meeting.  

The director terms are four years and 
run from January 1 after the annual 
meeting for four years until December 
31. 

The director terms are five years 
and begin at the first meeting 
after the annual meeting.  

In the event of a Board vacancy, the 
board can replace the member until 
the next annual meeting.  

In the event of a Board vacancy, the 
board can replace the member until the 
next annual meeting or terminate the 
seat.  

In the event of a Board vacancy, 
the board can replace the 
member until the next annual 
meeting or terminate the seat.  
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Carolina  AgSouth Merged 

Article IV Board Governance 
The Chairman and Vice Chairman 
serve one year terms.  

The Chairman and Vice Chairman 
serve two year terms and cannot serve 
more than one consecutive term 

Chairman and Vice Chairman 
serve two year terms and cannot 
serve more than one consecutive 
term 

Outside directors may be removed 
by two-thirds vote of full Board 

Outside directors can be removed by 
same terms as stockholder directors 
which is majority vote of Members at 
annual meeting 

An outside director may be 
removed by a majority vote of 
all voting stockholders voting, in 
person or by proxy, or by a two-
thirds majority vote of the full 
board of directors.  

Article VI Committees 
The standing Board Committees are 
Executive, Compensation, Audit, 
and Governance.  

The standing committees Executive, 
Compensation, Audit.  

The standing Board Committees 
are Executive, Compensation, 
Audit, Risk, and Governance 
and Ethics.  

Article VII Equities 
There is a 50 million limit on the 
number of participation certificates 
issued and a $25 million limit on 
Class D Preferred Shares 

There is no limit on the number of 
participation certificates issued nor 
Class D Preferred Shares.  

There is no limit on the number 
of participation certificates 
issued nor Class D Preferred 
Shares.  

Class A Common Stock, Class B 
Common Stock, and Class B 
Participation Certificates are 
transferrable.  

Class A Common Stock, Class B 
Common Stock, and Class B 
Participation Certificates are not 
transferrable.  

Class A Common Stock, Class B 
Common Stock, and Class B 
Participation Certificates are not 
transferrable.  

Article VIII Dividends 
The maximum dividend on 
preferred stock may not exceed 
20%. 

The maximum dividend on preferred 
stock may not exceed 8%. 

The maximum dividend on 
preferred stock may not exceed 
20%. 

Article IX Authority 
Signature authority set by Board 
resolution.  Signature authority set by CEO.  

Signature authority set by Board 
resolution.  

Article XI Unclaimed Property 
Patronage is returned as unclaimed 
to state after three years.  

Patronage is returned as unclaimed to 
state after six years.  

Patronage is returned as 
unclaimed to state after three 
years.  

 
 
The above table does not reflect a number of non-substantive revisions and the removal of obsolete 
provisions from the Bylaws of AgSouth and Carolina. 
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Bylaws of Subsidiaries 
 
The existing Bylaws of AgSouth Farm Credit FLCA and AgSouth Farm Credit PCA will not change as a 
result of the Merger, although certain technical, non-substantive amendments will be made to reflect the 
Merger.  These Bylaws are identical in all material respects to the current Bylaws of Carolina FLCA and 
Carolina PCA.   
 
Charter 
 
The FCA will issue an amended and restated charter to AgSouth.  This charter is identical in all material 
respects to the existing charters of AgSouth and Carolina and covering the combined territories of AgSouth 
and Carolina.  The charters of AgSouth FLCA and AgSouth PCA will likewise be amended to include the 
former territory of Carolina. After the Merger, the Merged Association and its subsidiaries will possess the 
authority to provide short- and intermediate-term credit and long-term mortgage credit throughout the 
Chartered Territory.  A map of the proposed Chartered Territory of the Merged Association and its 
subsidiaries follows this page.  The map identifies the nominating regions that will be used for director 
elections.    
 
Map of Chartered Territory – Nominating Regions 
 
The following map depicts the Chartered Territory of the Merged Association.  For director nomination 
purposes, director positions will be assigned to specific nominating regions.  In order to be eligible to stand 
for election for a particular seat, the voting stockholder must reside in the nominating region corresponding 
to the seat.  Candidates are nominated on a regional basis to ensure that all territories are equitably 
represented on the Board.  All voting stockholders may vote in each director election.  Cumulative voting 
is not allowed. 
 
Following the Merger, Merged Association’s chartered territory will be divided into eight Nominating  
Regions.  These regions encompass the Merged Association’s entire chartered territory.  Four  Nominating 
Regions are within Carolina’s chartered territory and four Nominating Regions are within AgSouth’s 
chartered territory.  The Nominating Regions are set forth below: 
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Voters per Nominating Region as of June 30, 2022 
 

Region 1 Region 2 Region 3 Region 4 Region 5 Region 6 Region 7 Region 8 
2,596 2,850 2,706 2,508 2,796 2,740 2,239 2,470 
14.18% 15.57% 14.78% 13.70% 15.27% 14.97% 12.23% 13.39% 
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COMPARISON OF INTEREST RATES CHARGED BY AGSOUTH AND CAROLINA 

 
Historical Interest Rate Spreads Charged By the Associations 

 
A comparison of the spread between each Association’s average interest rate charged to borrowers and its 
cost of funds is set forth below. 

 
 
Weighted year-to-date average interest 
rate spreads as of: 

 
06/30/22 

 
12/31/21 

 
12/31/20 

    
AgSouth 2.724% 2.793% 2.868% 
    
Carolina 2.471% 2.525% 2.566% 

 
 
Current Interest Rate Comparison 
 
Set forth in the table below is a comparison of the interest rates charged by each Association to borrowers 
for selected loan products: 
 

Average Rates Charged from January 1, 2022 through June 30, 2022 AgSouth Carolina 
Real Estate Mortgage Fixed 6.40% 6.61% 
Real Estate Mortgage Variable 5.75% 7.25% 
Production and Intermediate Term Fixed 5.72% 6.09% 
Production and Intermediate Term Variable 6.77% 7.01% 
Farm Related Business Fixed 5.84% 6.61% 
Farm Related Business Variable 6.30% 6.42% 
Rural Residential Real Estate Fixed 6.39% 6.46% 
Rural Residential Real Estate Variable 6.22% 6.45% 
Farmer/Entity >50% stock Fixed 5.25% 5.13% 
Direct Extension of Eligible Borrower Fixed n/a 3.37% 
Lease Receivables Fixed n/a n/a 
Farm Credit Express 5.58% 5.51% 
Capital Markets Fixed 4.46% - 
Capital Markets Variable - 6.50% 

* Differences between the Associations’ respective loan products account for some portion of the 
variations in the rates charged.  Historical interest rate information provided above should not be 
viewed as an indication of pricing on future loans.    

 
The above table provides a comparison of rates for representative loan products where the terms offered 
by the Associations are comparable.      
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Loan-Related Fee Comparison (as of June 30, 2022) 
 
Set forth below is a comparison of the various loan-related fees charged by the Associations as of June 30, 2022: 
 

Type of Fee AgSouth Percentages or Dollars Carolina Percentages or Dollars 

Assumption Fee 0.5% of Prin Bal (min $250) 1% (min $125; max $500) 
Inspection Fee $200 (4 inspections) $600 
Note Modification Fee n/a $125 

Late Charge Fee Coal – 2% (max $10,000) 
Real – 2% (max $25) 

Coal – 4% of installment ($500 max) 
Real – 2% of installment ($10 min) 

Partial Release Fee $100 $125 

Subordination Fee $100 n/a 
NSF/Stop Payment Fee $30 $25 

Consent to Easement $250 n/a 

Release  $100 – Real Estate or Timber 
$50 - Chattels 

n/a 

Re-amortization $100 $125 

Interest Rate 
Conversions/Pricing 
fees 

0.25% 1% 

Appraisal Fees-New 
Loans 

Land - $500-$1,500 
Equip/Chattel - $100-$1,000 

Residential - $600 
Ag Real Estate - $450 to $1,250 
Equipment - $150 and up 

Filing Recording/UCC 
Fees 

$25 per applicable fee Passthrough of actual 
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Type of Fee AgSouth Percentages or Dollars Carolina Percentages or Dollars 

Origination Fee – 
Agricultural Purpose 
Loans 

1% 1.5% term 
1.0% operating 

Origination Fee – Rural 
Home/Land Purpose 
Loans 

1% 1% 

Substandard Loan 
Fee 

n/a n/a 

Flood Determination 
Fee 

$16 $16 

Default Fee See late fees See late fees 

Home Equity Fee 0.5% 1% 

2nd Mortgage / Cash 
Out 

0.5% 1% 

Loan Fee – RHL 
Construction 

1% 1%, and $500 admin fee if borrower is 
their also the general contractor 

Application Fee $100-$200 $100 

Escrow Fee n/a $424 at closing 

 
 
It is anticipated that the Merged Association will continue the fee programs of each Association in their respective 
territories for a period of time until a transition is made to a uniform fee program applicable across the chartered 
territory of the Merged Association. 
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RELATIONSHIP WITH FUNDING BANK – SUMMARY OF GENERAL FINANCING 
AGREEMENT  

  
  

General Financing Agreement  
  
AgSouth and Carolina each obtain primarily all of its funding from AgFirst through pursuant to a general 
financing agreement (“GFA”).  The GFAs of the two Associations are substantially identical.  Upon the 
Merger, the Merged Association will continue obtaining its funding under the existing GFA of AgSouth, 
although the maximum loan amount will be increased to reflect the larger organization created by the 
Merger.  It is not anticipated that the cost of funds under the GFA for the Merged Association will be 
materially different from the costs of funds under each Association’s current GFA.  It is not expected that 
the Merged Association will be subject to any materially new or different restriction, condition or limitation 
imposed by AgFirst through the GFA or through its supervisory authority.      
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PROPOSED POLICIES OF THE MERGED ASSOCIATION  
CONCERNING INTEREST RATES, FEES, CAPITALIZATION, LENDING LIMITS AND 

PATRONAGE (SUBJECT TO CHANGE WITHOUT NOTICE)  
 

Each Association currently has the authority to determine and implement policies which may impact 
borrowers. Following the Merger contemplated by this Merger Disclosure Statement, the Merged 
Association will have those same authorities. Generally, the policies and operations of the Merged 
Association will be similar to the existing policies and operations of AgSouth and Carolina. Although 
changes and adjustments to these programs and policies may occur in the future as part of normal 
operations, changes anticipated as a direct result of the Merger deal primarily with alignment as opposed 
to material changes. Examples of policies and operations that may affect a borrower's cost of doing 
business with the Merged Association include the following: 

Interest Rates: The Merged Association will adhere to the following guidelines for our approach to 
market based interest rates and fees. The Merged Association will price (rates and fees) to market based 
on the regional differences that exist across a larger geographic territory. We will focus on providing 
value to our customers recognizing that we must always be competitive in our pricing. Repricing loans 
(rate conversion) will remain an important tool for retaining volume, managing spreads over time and 
enhancing client relationships. Pricing decisions should factor in originating and servicing costs based on 
the risk, size, type and depth of the client relationship to provide an acceptable overall level of 
profitability. 

Loan and servicing fees: The Merged Association will adopt a mix of the current Associations practices. 
Market forces drive the level of fees that can be charged for loan origination, appraisal, interest rate 
conversions, loan prepayments, loan servicing and interest rate locks. A summary fee schedule for the 
Merged Association is shown below, however, the schedule is subject to change without notice. 

 

 Traditional  Farm  RE  Home  Mortgage  ST/Intermediate  
Loan Service Fee  1%  1%  1%  

Partial  Release  $125  $125  $125  
Application Fee  $100  $200  N/A  

Subordination Fee  $100  $100  N/A  
 

Interest Collection: The frequency of interest collection affects the effective interest rate paid by the 
borrower. Interest collection options are extensive and include monthly, quarterly, semi-annually, and 
annual options, etc., to meet client needs. Interest may also be paid at maturity or upon loan renewal in 
certain circumstances. 

Capitalization: The capitalization bylaws provide the board of directors with the authority to continue 
to establish the stock purchase requirement between: 1) a minimum of 2% of the borrowers outstanding 
loan balance or $1,000, whichever is less or such greater amount as may be required by the board of 
directors not to exceed 10% of the outstanding loan balance. The Board has approved a stock purchase 
requirement of $1,000, or 2% percent of the note amount, whichever is less, for all loans. This 
requirement is imposed at the member level based on the total loan amount outstanding. 

Lending Limits: The Board of Directors will maintain responsibility for the establishment of appropriate 
voluntary lending limits within the constraints imposed by FCA. The Board will utilize hold position 
limits to reduce direct credit risks to a borrower or group of borrowers to effectively manage lending 
limits. The purpose of a hold policy is to minimize the risk to the Association by limiting the potential 
adverse impact from any one individual or entity, or the impact from an attributed group of individuals 
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or entities. The hold policy has various limits in relation to the direct credit risk recognized in the loan. 
These policies are reviewed by the Board at least annually, and as credit conditions or risk assets change. 

Patronage: As required by the Farm Credit Act, the Association operates on a cooperative basis for the 
mutual benefit of the stockholder-customers (collectively "members"). Pursuant to the annual obligating 
resolution, the Association is obligated to distribute to members annually, on a patronage basis, all or a 
portion of its consolidated net earnings from the business it does with or for members less a reasonable 
reserve. These patronage dividends lower the members' borrowing costs. The Association operates with 
and through its wholly-owned, federally-chartered subsidiaries, the earnings from which are consolidated 
with the ACA's earnings. The Board of Directors reserves the right to distribute patronage from separate 
pools derived from earnings generated by each of its federally-chartered subsidiaries. All patronage 
distributions are subject to compliance with minimum capital adequacy requirements and limitations 
imposed by FCA regulations. 

Patronage Sourced Net Earnings: The Association shall, after paying or providing for all operating 
expenses, determine the amount of its consolidated net earnings or losses for such year in accordance 
with generally accepted accounting principles. For equitability purposes, patronage transactions priced 
under different loan pricing guidelines established by the Board may be grouped separately, and the 
Board will make an equitable allocation of expenses among any such groups. Patronage-Sourced Net 
Earnings excludes extraordinary changes to earnings resulting from changes in accounting standards or 
practices and other non-recurring events outside of scope of regular operations of the Association. 

Patrons Eligible for Patronage: Patrons shall include holders of stock and participation certificates, Farm 
Credit Institutions, and other financial institutions & other borrowers and lessees with or for whom the 
Association conducts patronage business during the year and who have positively contributed to the 
income of the Association. However, a Patron shall not be eligible for patronage if any loan to that Patron 
(i) has been written-off (partially or wholly); or (ii) certain nonaccrual loans. 

Dividends: The Merged Association does not anticipate making dividend distributions on our common 
stock. Dividends on outstanding preferred stock (if issued) would be expected to be paid regularly. 
Dividends are subject to Board authorization at each payment date. 
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ACCOUNTING POLICY FOR HIGH RISK LOANS 
 

The Associations have identical accounting policies for high risk loans, which is set forth below. 
 
High Risk Assets Policy 
 
It shall be the policy of the Association and its subsidiaries to consistently identify high-risk loans, 
determine risk exposure, and provide fairly stated reports on the financial condition of the Associations. 
 
High-risk loans will be serviced with the objective of returning the loan to performing status whenever 
feasible.  Loan servicing on high-risk loans shall always be performed in accordance with the Farm Credit 
Act of 1971, as amended by the FCA Regulations. 
 
High-risk loans and other contracts and receivables appropriately classified as loans will be identified and 
categorized as nonaccrual or formally restructured or loans 90 days past due and still accruing interest, 
defined as follows: (and further described in FCA Regulations (12 CFR Part 621)): 
 
Nonaccrual Loans.  A loan shall be considered and reported as a nonaccrual loan if it meets any of the 
following condition: 
 

1. Collection of any amount of outstanding principal and all past and future interest accruals, 
considered over the full term of the asset, is not expected; or 

 
2. Any portion of the loan has been charged off, except where the prior charge-off was taken as part 

of a formal restructuring of the loan; or 
 

3. The loan is 90 days past due and is not both adequately secured and in process of collection. 
 
Nonaccrual loans may, at times, be maintained on a cash basis.  Generally, cash basis refers to the 
recognition of interest income from cash payments received on certain nonaccrual loans for which the 
collectability of the recorded investment in the loan is no longer in doubt. 
 
Formally restructured loans.  For accounting purposes, a loan is considered formally restructured if it meets 
the "troubled debt restructuring" definition set forth in ASC 310-40 (formerly Statement of Financial 
Accounting Standards No. 15, Accounting by Debtors and Creditors for Troubled Debt Restructurings), as 
promulgated by the Financial Accounting Standards Board. 
 
Past due 90 days and still accruing interest.  A loan which is 90 days contractually past due, still accruing 
interest, and is both adequately secured and in the process of collection.  A loan is considered contractually 
past due until it is formally restructured or until the delinquent payment, including principal, accrued 
interest, and penalty interest incurred as the result of past due status, is collected or otherwise discharged 
in full. 
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NUMBERS AND DOLLAR AMOUNT OF HIGH RISK ASSETS 

 
At December 31, 2020, December 31, 2021 and June 30, 2022, high-risk loans owned by the Associations were as 
follows:  
 
AgSouth 
 
 

 December 31, 2020  December 31, 2021  June 30, 2022 
 No. of     No. of     No. of    

($ in thousands) Loans   Amount  Loans   Amount  Loans   Amount 
               

Nonaccrual:               
   Current as to principal and interest 109   $6,510  107   $3,724  87   $2,968 
   Past due 127   8,770  112   8,409  85   6,285 
Impaired Accrual Loans:               
   Restructured 66   5,136  67   6,680  70   6,653 
   90 days or more past due    0     0     0 

               
Total 302   $20,416  286   $18,813  242   $15,906 
Other Property Owned         -        $1,170       

  

         -          $215   

  

 $183                  

    

 
 
 
Carolina 
 
 

 December 31, 2020  December 31, 2021  June 30, 2022 
 No. of     No. of     No. of    

($ in thousands) Loans   Amount  Loans   Amount  Loans   Amount 
               

Nonaccrual:               
   Current as to principal and interest 49   $5,558  31   $2,986  40   $3,090 
   Past due 80   5,992  75   6,426  47   5,026 
Impaired Accrual Loans:               
   Restructured 18   2,351  14   1,154  13   1,168 
   90 days or more past due 0   0  0   0  0   0 

               
Total 147   $13,901  120   $10,566  100   $9,284 
Other Property Owned $98  0  $129 
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CERTIFICATION OF UNAUDITED FINANCIAL STATEMENTS 

 
Each of the undersigned officers of AgSouth Farm Credit, ACA hereby certifies as follows: 
 

1. I have reviewed the enclosed unaudited financial statements, including pro forma statements 
(the “Statements”);  

 
2. the Statements have been prepared in accordance with all applicable statutory or regulatory 

requirements; and 
 

3. the information contained in the Statements is true, accurate, and complete to the best of my  
knowledge and belief. 

 
DATE: September 22, 2022 
 
   
 
 
 

  

John P. Calhoun, Chief Executive Officer   
AgSouth Farm Credit, ACA   
 
 
 
 

  

Hugh Frank Ables, Jr., Chairperson of the Board  Bo Fennell, Chief Financial Officer 
AgSouth Farm Credit, ACA  AgSouth Farm Credit, ACA 
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CERTIFICATION OF UNAUDITED FINANCIAL STATEMENTS 

Each of the undersigned officers of Carolina Farm Credit, ACA hereby certifies as follows: 

1. I have reviewed the enclosed unaudited financial statements, including pro forma statements (the
“Statements”);

2. the Statements have been prepared in accordance with all applicable statutory or regulatory
requirements; and

3. the information contained in the Statements is true, accurate, and complete to the best of my
knowledge and belief.

DATE: September 23, 2022 

Vance C. Dalton, Jr., Chief Executive Officer 
Carolina Farm Credit, ACA 

Christopher H. Scott, Chief Financial Officer Vickie N. Smitherman, Chair of the Board 
Carolina Farm Credit, ACA Carolina Farm Credit, ACA 
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UNAUDITED PRO FORMA COMBINED FINANCIAL STATEMENTS 
 
 
The unaudited pro forma condensed combined balance sheets as of June 30, 2022, and December 31, 2021 combine 
the historical consolidated balance sheets of AgSouth Farm Credit, ACA (“AgSouth Farm Credit”), and Carolina Farm 
Credit, ACA (“Carolina”) and give effect to the Merger as if it had been completed on such dates.  The unaudited pro 
forma condensed combined statements of comprehensive income for the six months ended June 30, 2022 and for the 
year ended December 31, 2021, combine the historical consolidated statements of comprehensive income of AgSouth 
Farm Credit and Carolina for their respective six months ended June 30, 2022 and year ended December 31, 2021 and 
give effect to the Merger as if it had been completed at the beginning of the period presented.  The historical 
consolidated financial statement information has been adjusted to give pro forma effect to events that are (i) directly 
attributable to the Merger, (ii) factually supportable and (iii) with respect to the statements of income, expected to 
have a continuing impact on the combined results.  The notes to the unaudited pro forma condensed combined financial 
statements describe the pro forma amounts and adjustments presented below. 
 
As described below, the Merger will be accounted for under the acquisition method of accounting.  Under this method 
of accounting AgSouth Farm Credit is treated as acquiring the assets and liabilities of Carolina at their acquisition-
date fair values.  The unaudited pro forma condensed combined balance sheet reflects the preliminary estimation of 
the fair value of the assets and liabilities of Carolina as of the dates of such balance sheets.  Any difference between a 
fair value estimate of an asset or liability and its then carrying value is shown as an adjustment.  The final acquisition 
method adjustments will be based on an analysis of Carolina’s assets and liabilities as of the date of the Merger.  As 
a result, the final acquisition method adjustments may be materially different from the unaudited pro forma 
adjustments.  Following the completion of the Merger, the earnings of the combined company may reflect acquisition 
accounting adjustments (for example, amortization/accretion of fair value adjustments related to loans and notes).   
 
The unaudited pro forma condensed combined financial statements were prepared in accordance with the regulatory 
requirements of the Farm Credit Administration and are in conformity with accounting principles generally accepted 
in the United States of America.  They are presented for illustrative purposes only and are not necessarily indicative 
of the financial condition or results of operations of future periods or the financial condition or results of operations 
that actually would have been realized had the entities been a single company during the periods presented. 
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NOTES TO UNAUDITED PRO FORMA COMBINED FINANCIAL STATEMENTS 

(Dollars in thousands) 
 
Note 1: The Plan of Merger 
 
On December 19, 2022, AgSouth Farm Credit, ACA (“AgSouth Farm Credit”) and Carolina Farm Credit, 
ACA (“Carolina”) entered into an Agreement and Plan of Merger (the “Agreement”). Pursuant to Section 
7.8 of the Farm Credit Act of 1971, as amended, the Agreement provides for the merger of Carolina with 
and into AgSouth Farm Credit, with AgSouth Farm Credit as the surviving legal entity.  Pursuant to the 
Merger, all capital stock of Carolina will be cancelled and each holder thereof will receive capital stock in 
AgSouth Farm Credit with an equal par value. Specifically, each share of outstanding voting common stock 
in Carolina will be converted into one share of voting common stock in AgSouth Farm Credit with an equal 
par value and each share of non-voting common stock in Carolina will be converted into a share of non-
voting common stock in AgSouth Farm Credit with an equal par value. Any allocated surplus of Carolina 
will also be converted at face amount into allocated surplus (with an equal fair market value) of AgSouth 
Farm Credit. Carolina’s retained earnings will be eliminated and the acquisition-date fair value of 
Carolina’s net assets will be recognized as a direct addition to paid-in capital. 
 
Note 2: The Accounting for the Merger  
 
The Merger contemplated by the Agreement of the merger will be accounted for under the acquisition 
method of accounting in accordance with Financial Accounting Standards Board (“FASB”), Accounting 
Standards Codification (ASC) 805 Business Combinations (ASC 805). In applying the acquisition method, 
it is necessary to identify the acquirer and the acquiree for accounting purposes. In a business combination 
effected through an exchange of equity interests, there are several factors in ASC 805 that must be 
considered to determine the acquirer. Management of the Associations considered these factors and 
determined that AgSouth Farm Credit should be treated as the acquirer and that Carolina should be treated 
as the acquiree.  The determination was based on the following facts as of June 30, 2022:  
 

• AgSouth Farm Credit is larger than Carolina based on gross loans, total assets, and total capital.  

• AgSouth Farm Credit has a larger number of voting stockholders.  

• AgSouth Farm Credit is the legal survivor of the Merger and its equity securities are being issued 
in the Merger. 

As the accounting acquirer, AgSouth Farm Credit will recognize the identifiable assets and liabilities 
assumed in the Merger as of the Effective Date at their respective fair values. The pro forma statements 
show estimates of the fair value of the acquired assets and liabilities as of June 30, 2022 and December 31, 
2021. Management arrived at such estimates by directly measuring each category of acquired asset and 
acquired liability. This analysis included identifying and estimating the value of the intangible assets that 
AgSouth Farm Credit would acquire in the Merger, none of which were determined to be material as of the 
statement dates. 
 
The fair value estimates are based on various preliminary estimates using assumptions that management 
believes are reasonable utilizing information currently available. The differences between the fair value 
estimates and the carrying values as of the statement dates are shown as adjustments on the pro forma 
balance sheet and are described in the following notes. Use of different estimates and judgments could yield 
materially different results. 
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Note 3: Pro forma Adjustments 
 
The following adjustments are necessary to (a) recognize Carolina’s (the “acquiree”) assets and liabilities 
at their respective fair values, and (b) recognize the adjusted fair value of the acquire as additional paid in 
capital on AgSouth Farm Credit’s statement of condition.  

1) The adjustment to the investments held to maturity portfolio of the acquiree is immaterial and; 
therefore, will not be booked. 

2) This adjustment represents the fair value adjustment related to interest rates for the acquiree’s 
loan portfolio to recognize the change in fair value of loan assets since origination of the loans 
to the statement date based on changes to market interest rates. Current market interest rates 
used for this adjustment were based on the acquiree’s pricing in effect for each type of loan 
product as of the date of the adjustment. The discount period used was based upon the 
remaining life to repricing or maturity for each loan and considered prepayment rates 
applicable for a market participant. Prepayment rates applicable to the acquired portfolio were 
considered using a third party source.  

3) This adjustment represents the fair value adjustment for credit quality of the loan portfolio. 
This loan mark represents the life of loan credit allowances associated with the portfolio.  

4) This adjustment reverses the acquiree’s allowance for loan loss. ASC 805-20-30-4 states that 
the acquirer may not recognize a separate valuation allowance as of the acquisition date.  

5) Represents the adjustment to record Premises and Equipment at fair value. The Carolina 
administrative offices and buildings were valued using a current market evaluation based on 
tax assessed values which were adjusted based on a sampling of recent sales, comparisons or 
cost to build. The analyses completed indicates that the book value of the buildings are below 
fair value.  The adjustment period is based on an estimated average remaining useful life of the 
properties. The adjustment for the corresponding depreciation, based on a useful life of 39 years 
for buildings, is immaterial and will not be booked. 

6) The adjustment to the other property owned of the acquiree is immaterial and; therefore, will 
not be booked. 

7) This adjustment represents the interest rate adjustment to the acquiree’s direct note payable to 
the Bank to recognize the change in fair value of the cost of debt since the origination of the 
debt to the statement date based on changes to market interest rates. Current market rates used 
for this adjustment were based on the Bank’s pricing in effect for each product offered to the 
Association as of the date of the adjustment. The discount period used was based on the 
remaining life to repricing or maturity for each loan funded by the direct note and considered 
prepayment rates applicable for a market participant. Prepayment rates applicable to the 
acquired portfolio were considered using a third party source.  

8) This adjustment reclassifies the acquirees’ retained earnings as additional paid in capital as 
required by ASC 805. Per ASC 805-30-55 the acquirer is required to recognize the acquired 
entity’s net assets as a direct addition to capital in the statement of condition.  

9) Represents the amortization of the accretable credit adjustment to loans described in 2 on a 
straight-line basis over 10 years, which represents the average life of the loan portfolio.  
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10) Represents the accretion of the interest rate adjustment on the loan portfolio described in 3 on 
a straight-line basis over 10 years, which represents the average life of the loan portfolio.  

11) Represents the accretion of the interest rate adjustment on the note payable to AgFirst described 
in 4 above on a straight-line basis over 10 years, which represents the average life of the loan 
portfolio.  

After a complete analysis, it was determined that the fair value of the net identifiable assets was substantially 
equal to the fair value of the equity interests to be exchanged in the merger. Accordingly, no amount of 
goodwill or bargain purchase gain is reflected in the pro forma acquisition adjustments. 
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RELATIONSHIP WITH INDEPENDENT AUDITOR 

 
 

AgSouth and Carolina each utilize the firm of PricewaterhouseCoopers LLP (“PwC”) as its independent 
auditor.  It is expected that the Merged Association will continue to engage PwC as its independent auditor.    
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CERTIFICATION 

The undersigned certify that we have reviewed the June 30, 2022, quarterly report of Carolina Farm 

Credit, ACA, that the report has been prepared under the oversight of the Audit Committee of the Board 

of Directors and in accordance with all applicable statutory or regulatory requirements, and that the 

information contained herein is true, accurate, and complete to the best of our knowledge and belief. 

Vance C. Dalton, Jr. 
Chief Executive Officer 

Christopher H. Scott 
Chief Financial Officer 

Vickie N. Smitherman 
Chair of the Board 

August 8, 2022 

Carolina Farm Credit, ACA ● 1 122



 

    

 
 

 
 

 

  

  

 

 

  

 

 

 

 

  

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

  

 

 

 

 

  

 
 
 
 

 

 

 

 

 

 

 

 

 

 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The Association’s management has completed an assessment of 

the effectiveness of internal control over financial reporting as 

of June 30, 2022.  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 June 30, 2022, 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 June 30, 2022. 

Vance C. Dalton, Jr. 

Chief Executive Officer 

Christopher H. Scott 

Chief Financial Officer 

August 8, 2022 

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.
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Carolina Farm Credit, ACA 

Management’s Discussion and Analysis 

of Financial Condition and Results of Operations 

(dollars in thousands, unless otherwise noted) 

The following commentary reviews the financial condition and 
results of operations of Carolina Farm Credit, ACA 
(Association) for the period ended June 30, 2022. These 
comments should be read in conjunction with the accompanying 
consolidated financial statements, notes to the consolidated 
financial statements, and the 2021 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 June 30, 2022, 
was $1,833,479, an increase of $47,068, as compared to 
$1,786,411 at December 31, 2021. Net loans outstanding at 
June 30, 2022, were $1,828,440, as compared to $1,780,317 at 
December 31, 2021. Net loans accounted for 96.56% of total 
assets at June 30, 2022, as compared to 95.29% of total assets at 
December 31, 2021. 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. 
However, portfolio credit quality continues to be maintained at 
an acceptable level, and credit administration remains 
satisfactory. 

Nonaccrual loans decreased from $9,412 at December 31, 2021, 
to $8,166 at June 30, 2022. This decrease is primarily the result 
of transfers of loan volume to nonaccrual being less than regular 
payments made on nonaccrual loans and nonaccrual loans 
liquidated or reinstated back to accrual status. 

Association management maintains an allowance for loan losses 
in an amount considered sufficient to absorb probable losses in 

the loan portfolio based on current and expected future 
conditions. The allowance for loan losses at June 30, 2022, was 
$5,039, compared to $6,094 at December 31, 2021, and was 
considered by management to be adequate to cover probable 
losses. The primary reason for the decrease in allowance for 
loan losses is a decreased level of general loan loss reserves, 
reflecting improved credit quality during the period. 

RESULTS OF OPERATIONS 

For the three months ended June 30, 2022 

Net income for the three months ended June 30, 2022, totaled 
$9,217 as compared to $10,134 for the same period in 2021, 
which is a decrease of $943, or 9.28 percent.  

Net interest income for the three months ended June 30, 2022, 
totaled $14,200, as compared to $13,918 for the same period of 
2021, an increase of $282. At June 30, 2022, total interest 
income increased $1,246, as compared to the same period in 
2021. Interest income recognized on nonaccrual loans was $95 
for the three months ended June 30, 2022, as compared to $198 
for the same period in 2021, a decrease of $103. Interest expense 
increased $964 for the three months ended June 30, 2022, as 
compared to the same period in 2021. 

The Association recorded a provision/(reversal) for loan losses 
of ($497) for the three months ended June 30, 2022, as 
compared to a provision/(reversal) of ($111) for the same period 
of 2021. 

Noninterest income for the three months ended June 30, 2022, 
totaled $4,651, as compared to $5,959 for the same period of 
2021, a decrease of $1,308. The decrease in noninterest income 
is attributed to decreases of $834 in loan fees, $207 in 
gains/(losses) on sales of premises equipment, and $480 in 
gains/(losses) on other transactions, when compared to the same 
period in 2021. These decreases were offset by increases of $3 
in fees for financially-related services, $3 in lease income, $100 
in patronage refunds from other Farm Credit institutions, $98 in 
gains/(losses) on the sale of rural home loans, and $9 in other 
noninterest income, when compared to the same period in 2021. 

Noninterest expense for the three months ended June 30, 2022, 
totaled $10,131, as compared to $9,828 for the same period of 
2021, an increase of $303. This increase in noninterest expense 
is attributed to increases of  $79 in occupancy and equipment, 
$294 in Insurance Fund premiums, $2 in data processing, $666 
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in other operating expenses, and $7 in (gains)/losses on other 
property owned, net, when compared to the same period in 
2021. These increases were offset by decreases of $743 in 
salaries and employee benefits, and $2 in purchased services, 
when compared to the same period in 2021. 

The Association recorded a provision/(benefit) for income taxes 
of $0 for the three months ended June 30, 2022, as compared to 
a provision/(benefit) of $26 for the same period of 2021.  

For the six months ended June 30, 2022 

Net income for the six months ended June 30, 2022, totaled 
$19,377, as compared to $19,698 for the same period in 2021, a 
decrease of $321, or 1.63 percent.  

Net interest income for the six months ended June 30, 2022, 
totaled $28,341, as compared to $27,533 for the same period of 
2021, an increase of $808. Total interest income increased 
$2,161 during the six months ended June 30, 2022, as compared 
to the same period in 2021. Interest income recognized on 
nonaccrual loans was $193 for the six months ended June 30, 
2022, as compared to $348 for the same period in 2021, a 
decrease of $155.  Interest expense increased $1,353 for the six 
months ended June 30, 2022, as compared to the same period in 
2021. 

The Association recorded a provision/(reversal) for loan losses 
of ($1,050) for the six months ended June 30, 2022, as compared 
to a provision/(reversal) of ($526) for the same period in 2021. 
The primary reasons for the reversals in both years is improved 
credit quality and lower historical net chargeoffs. 

Noninterest income for the six months ended June 30, 2022, 
totaled $9,983, as compared to $11,612 for the same period in 
2021, a decrease of $1,629.  The decrease in noninterest income 
is attributed to decreases of $1,586 in loan fees, $26 in fees for 
financially-related services, $330 in gains/(losses) on sales of 
premises equipment, and $354 in gains/(losses) on other 
transactions, when compared to the same period in 2021.  These 
decreases were offset by increases of $12 in lease income, $393 
in patronage refunds from other Farm Credit institutions, $251 
in gains/(losses) on the sale of rural home loans, and $11 in 
other noninterest income, when compared for the same period of 
2021. 

Noninterest expense for the six months ended June 30, 2022, 
totaled $20,001, as compared to $19,943 for the same period of 
2021, an increase of $58.  This increase in noninterest expense is 
attributed to increases of $123 in occupancy and equipment, 
$325 in Insurance Fund premiums, $915 in other operating 
expenses, and $7 in (gains)/losses on other property owned, 
when compared to the same period in 2021. These increases 
were offset by decreases of $1,251 in salaries and employee 
benefits, $43 in purchased services, and $18 in data processing, 
when compared for the same period of 2021. 

The Association recorded a provision/(benefit) for income taxes 
of ($4) for the six months ended June 30, 2022, as compared to a 
provision/(benefit) of $30 for the same period of 2021. 

FUNDING SOURCES 

The principal source of funds for the Association is the 
borrowing relationship established with AgFirst Farm Credit 
Bank (Bank) 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 June 30, 2022, was 
$1,492,017, as compared to $1,453,937 at December 31, 2021. 
The increase during the period is primarily attributable to an 
increase in loan volume, offset by the payment of AgFirst 
patronage payable to the Association in January 2022. 

The Association had no lines of credit outstanding with third 
parties as of June 30, 2022.  

One of the Bank’s primary responsibilities is to maintain 
sufficient liquidity to fund the lending operations of the District 
Associations, in addition to its own needs. The Bank’s primary 
source of liquidity is its ability to issue Systemwide Debt 
Securities through the Funding Corporation. If the effects of 
COVID-19 were to create market disruptions that caused the 
Funding Corporation to be unable to continue to issue 
Systemwide Debt Securities at reasonable rates and desired 
terms, the Bank and the Association’s business, operating 
results, or financial condition would likely be adversely affected. 

LIBOR Transition 

The Association has exposure to LIBOR arising from loans 
made to customers, and Systemwide Debt Securities that are 
issued by the Funding Corporation on the Bank’s and 
Association’s behalf. 

The FCA has issued guidelines with similar guidance as the U.S. 
prudential regulators, but applicable for System institutions to 
follow as they prepare for the expected phase-out of LIBOR. 
The guidelines direct each System institution to develop a 
LIBOR transition plan designed to provide an orderly roadmap 
of actions that will reduce LIBOR exposure, stop the inflow of 
new LIBOR volume, and adjust operating processes to 
implement alternative reference rates. 

The Association has implemented LIBOR transition plans and 
continues to analyze potential risks associated with the LIBOR 
transition, including, but not limited to, financial, market, 
accounting, operational, legal, tax, reputational, and compliance 
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risks. See the Association’s 2021 Annual Report for further 
discussion on the LIBOR transition. 

The following is a summary of Association variable-rate financial 
instruments with LIBOR exposure at June 30, 2022: 

Due in 2023 Due after 

(dollars in thousands) 
Due in 
2022 

(on or before 
June 30) 

June, 30 
2023 Total 

Loans $ 1,224 $ 523 $ 33,216 $ 34,963 
  Total Assets $ 1,224 $ 523 $ 33,216 $ 34,963 

Note Payable to 
AgFirst Farm Credit Bank $ 947 $ 404 $ 25,681 $ 27,032 

  Total Liabilities $ 947 $ 404 $ 25,681 $ 27,032 

The LIBOR transition plan includes implementing fallback 
language into variable-rate financial instruments maturing after 
June 30, 2023, which provides the ability to move these 
instruments to another index if the LIBOR market is no longer 
viable. At June 30, 2022, less than 5 percent of total loans 
maturing after June 30, 2023, do not contain fallback provisions. 

CAPITAL RESOURCES 

Total members’ equity at June 30, 2022, increased to $376,439, 
from the December 31, 2021, total of $357,559. The change in 
capital is primarily attributable to net earnings in the current 
year. 

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 existing core surplus and total 
surplus ratios with common equity tier 1 (CET1), tier 1 capital, 
and total capital risk-based capital ratios. The new regulations also 
replaced the existing net collateral ratio with a tier 1 leverage ratio 
and an unallocated retained earnings equivalents (UREE) leverage 
ratio. The current permanent capital ratio (PCR) remains in effect. 

For all periods presented, the Association exceeded minimum standards for all the regulatory capital and leverage ratios, as shown in the 
following table. 

The following sets forth the regulatory capital ratios, which were effective January 1, 2017: 

Capital Minimum Requirement 
Minimum Conservation with Capital Capital Ratios as of 

Ratio Requirement Buffer Conservation Buffer June 30, 2022 
Risk-adjusted ratios: 

CET1 Capital 4.5% 2.5% 7.0% 19.54% 
Tier 1 Capital 6.0% 2.5% 8.5% 19.54% 
Total Capital 8.0% 2.5% 10.5% 19.88% 
Permanent Capital Ratio 7.0% 0.0% 7.0% 19.60% 

Non-risk-adjusted: 
Tier 1 Leverage Ratio 4.0% 1.0% 5.0% 19.08% 
UREE Leverage Ratio 1.5% 0.0% 1.5% 18.51% 

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. 

REGULATORY MATTERS 

On April 14, 2022, the FCA approved a final rule that amends 
certain regulations to address changes in accounting principles 
generally accepted in the United States. Such changes reflect the 
Current Expected Credit Losses (CECL) methodology that will 
replace the incurred loss methodology upon adoption. Credit 
loss allowances related to loans, lessor’s net investments in 
leases, and held-to-maturity debt securities would be included in 
a System institution’s Tier 2 capital up to 1.25 percent of the 
System institution’s total risk weighted assets. Credit loss 
allowances for available-for-sale debt securities and purchased 
credit impaired assets would not be eligible for inclusion in a 
System institution’s Tier 2 capital. The regulation does not 
include a transition phase-in period for the CECL day 1 
cumulative effect adjustment to retained earnings on a System 
institution’s regulatory capital ratios. In addition, the regulation 

does not include an exclusion for the CECL day 1 cumulative 
effective adjustment from the “safe harbor” deemed prior 
approval provision. The final rule is effective on January 1, 
2023. 

On August 26, 2021, the FCA issued a proposed rule to revise 
its regulatory capital requirements to define and establish risk-
weightings for High Volatility Commercial Real Estate 
(HVCRE) by assigning a 150 percent risk-weighting to such 
exposures, instead of the current 100 percent. The proposed rule 
would ensure that the FCA’s rule remains comparable with the 
capital rule of other federal banking regulatory agencies and 
recognizes the increased risk posed by HVCRE exposures. The 
public comment period ended on January 24, 2022.   
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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 2021 Annual Report to Shareholders for recently adopted accounting pronouncements. Additional 
information on new and pending Updates is provided in the following table. 

The following ASUs were issued by the Financial Accounting Standards Board (FASB): 

Summary of Guidance Adoption and Potential Financial Statement Impact 

ASU 2016-13 – Financial Instruments – Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments 
• 

• 

• 

• 

• 

• 

Replaces multiple existing impairment standards by establishing a single 
framework for financial assets to reflect management’s estimate of current 
expected credit losses (CECL) over the entire remaining life of the 
financial assets. 
Changes the present incurred loss impairment guidance for loans to an 
expected loss model. 
Modifies the other-than-temporary impairment model for debt securities to 
require an allowance for credit impairment instead of a direct write-down, 
which allows for reversal of credit impairments in future periods based on 
improvements in credit quality. 
Eliminates existing guidance for purchased credit impaired (PCI) loans, 
and requires recognition of an allowance for expected credit losses on 
these financial assets. 
Requires a cumulative-effect adjustment to retained earnings as of the 
beginning of the reporting period of adoption. 
Effective for fiscal years beginning after December 15, 2022, and interim 
periods within those fiscal years. Early application is permitted. 

• Implementation efforts began with establishing a cross-discipline 
governance structure utilizing common guidance developed across the 
Farm Credit System. The implementation includes identification of key 
interpretive issues, scoping of financial instruments, and assessing existing 
credit loss forecasting models and processes against the new guidance.  

• The new guidance is expected to result in a change in allowance for credit 
losses due to several factors, including: 
1. The allowance related to loans and commitments will most likely 

change because it will then cover credit losses over the full 
remaining expected life of the portfolio, and will consider expected 
future changes in macroeconomic conditions, 

2. An allowance will be established for estimated credit losses on any 
debt securities, 

3. The nonaccretable difference on any PCI loans will be recognized 
as an allowance, offset by an increase in the carrying value of the 
related loans. 

• The extent of allowance change is under evaluation, but will depend upon 
the nature and characteristics of the financial instrument portfolios, and 
the macroeconomic conditions and forecasts, at the adoption date. 

• The guidance is expected to be adopted January 1, 2023. 

ASU 2022-02 Financial Instruments—Credit Losses (Topic 326): Troubled Debt Restructurings and Vintage Disclosures 
• 

• 

• 

This Update responds to feedback received during the Post 
Implementation Review process conducted by the FASB related to Topic 
326. 
Troubled Debt Restructurings (TDRs) by Creditors  
The amendments eliminate the accounting guidance for TDRs by creditors 
in Subtopic 310-40, Receivables—Troubled Debt Restructurings by 
Creditors, while enhancing disclosure requirements for certain loan 
refinancings and restructurings by creditors when a borrower is 
experiencing financial difficulty. Specifically, rather than applying the 
recognition and measurement guidance for TDRs, an entity must apply the 
loan refinancing and restructuring guidance in paragraphs 310-20-35-9 
through 35-11 to determine whether a modification results in a new loan or 
a continuation of an existing loan. 
Vintage Disclosures—Gross Writeoffs 
For public business entities, the amendments in this Update require that an 
entity disclose current period gross writeoffs by year of origination for 
financing receivables and net investments in leases within the scope of 
Subtopic 326-20, Financial Instruments—Credit Losses—Measured at 
Amortized Cost. 

• These amendments will be implemented in conjunction with the adoption 
of ASU 2016-13. 

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. 2764, or writing Matthew Miller, 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 
June 30, December 31, 

(dollars in thousands) 2022 2021 

(unaudited) (audited) 

Assets 
Cash $ 49 $ 100 

Investments in debt securities:
  Held to maturity (fair value of $638 and $743, respectively) 689 714 

Loans 1,833,479 1,786,411 
Allowance for loan losses (5,039) (6,094)

    Net loans 1,828,440 1,780,317 

Loans held for sale 904 1,681 
Other investments 35 19 
Accrued interest receivable 16,252 13,992 
Equity investments in other Farm Credit institutions 16,875 16,786 
Premises and equipment, net 18,249 18,686 
Other property owned 129 — 
Accounts receivable 5,987 30,869 
Other assets 5,976 5,243

          Total assets $ 1,893,585 $ 1,868,407 

Liabilities 
Notes payable to AgFirst Farm Credit Bank $ 1,492,017 $ 1,453,937 
Accrued interest payable 3,345 3,018 
Patronage refunds payable 730 32,818 
Accounts payable 2,495 3,106 
Advanced conditional payments 820 1,067 
Other liabilities 17,739 16,902

          Total liabilities 1,517,146 1,510,848 

Commitments and contingencies (Note 8) 

Members' Equity 
Capital stock and participation certificates 10,774 10,575 
Retained earnings
   Allocated 204,461 201,656
   Unallocated 162,389 146,581 
Accumulated other comprehensive income (loss) (1,185) (1,253)

          Total members' equity 376,439 357,559

          Total liabilities and members' equity $ 1,893,585 $ 1,868,407 

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 Six Months

 Ended June 30,  Ended June 30, 

(dollars in thousands) 2022 2021 2022 2021 

Interest Income 
Loans 
Investments 

$ 23,908 
11 

$ 22,659 
14 

$ 46,862 
22 

$ 44,696 
27

          Total interest income 23,919 22,673 46,884 44,723 

Interest Expense 
Notes payable to AgFirst Farm Credit Bank 
Other 

9,672 
47 

8,755 
— 

18,496 
47 

17,190 
—

          Total interest expense 9,719 8,755 18,543 17,190 

Net interest income 
Provision for (reversal of) allowance for loan losses 

14,200 
(497) 

13,918 
(111) 

28,341 
(1,050) 

27,533 
(526) 

Net interest income after provision for (reversal of) allowance for
    loan losses 14,697 14,029 29,391 28,059 

Noninterest Income 
Loan fees 
Fees for financially related services 
Lease income 
Patronage refunds from other Farm Credit institutions 
Gains (losses) on sales of rural home loans, net 
Gains (losses) on sales of premises and equipment, net 
Gains (losses) on other transactions 
Other noninterest income 

917 
26 
27 

3,034 
798 
(11) 

(192) 
52 

1,751 
23 
24 

2,934 
700 
196 
288 

43 

1,967 
34 
54 

6,106 
1,667 

10 
43 

102 

3,553 
60 
42 

5,713 
1,416 

340 
397 

91

          Total noninterest income 4,651 5,959 9,983 11,612 

Noninterest Expense 
Salaries and employee benefits 
Occupancy and equipment 
Insurance Fund premiums 
Purchased services 
Data processing 
Other operating expenses 
(Gains) losses on other property owned, net 

6,534 
587 
818 
278 
138 

1,769 
7 

7,277 
508 
524 
280 
136 

1,103 
— 

13,101 
1,213 
1,349 

507 
272 

3,552 
7 

14,352 
1,090 
1,024 

550 
290 

2,637 
—

          Total noninterest expense 10,131 9,828 20,001 19,943 

Income before income taxes 
Provision (benefit) for income taxes 

9,217 
— 

10,160 
26 

19,373 
(4) 

19,728 
30 

Net income $ 9,217 $ 10,134 $ 19,377 $ 19,698 

Other comprehensive income net of tax
  Employee benefit plans adjustments 34 47 68 95 

Comprehensive income $ 9,251 $ 10,181 $ 19,445 $ 19,793 

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 Accumulated 
Stock and Retained Earnings Other Total 

Participation Comprehensive Members' 
(dollars in thousands) Certificates Allocated Unallocated Income (Loss) Equity 

Balance at December 31, 2020 
Comprehensive income 
Capital stock/participation 
    certificates issued/(retired), net 
Patronage distribution adjustment 

$ 9,965 

496 

$ 195,698 

785 

$ 139,588 
19,698 

(2,307) 

$ (1,790) 
95 

$ 343,461 
19,793 

496 
(1,522) 

Balance at June 30, 2021 $ 10,461 $ 196,483 $ 156,979 $ (1,695) $ 362,228 

Balance at December 31, 2021 
Comprehensive income 
Capital stock/participation 
    certificates issued/(retired), net 
Patronage distribution adjustment 

$ 10,575 

199 

$ 201,656 

2,805 

$ 146,581 
19,377 

(3,569) 

$ (1,253) 
68 

$ 357,559 
19,445 

199 
(764) 

Balance at June 30, 2022 $ 10,774 $ 204,461 $ 162,389 $ (1,185) $ 376,439 

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, 2021, are contained in the 2021 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 Effective During the Period 
There were no changes in the accounting principles applied 
from the latest Annual Report. 

Note 2 — Loans and Allowance for Loan Losses 

The Association maintains an allowance for loan losses 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. See Note 3, Loans and Allowance for Loan Losses, 
from the latest Annual Report for further discussion. 

Credit risk arises from the potential inability of an obligor to 
meet its repayment obligation. 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. 
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A summary of loans outstanding at period end follows:  

June 30, 2022 December 31, 2021 

Real estate mortgage $ 1,237,806 $ 1,205,898 
Production and intermediate-term 403,158  404,781 
Loans to cooperatives 9,067  6,557 
Processing and marketing 53,120  53,804 
Farm-related business 15,615  9,961 
Communication  7,468  2,943 
Power and water/waste disposal 290 456 
Rural residential real estate 101,603  96,662 
International  5,352  5,349 

Total loans $ 1,833,479 $ 1,786,411 

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

The Association may purchase or sell participation interests with other parties in order to diversify risk, manage loan volume, and comply 
with Farm Credit Administration (FCA) regulations. The following tables present the principal balance of participation loans at periods 
ended: 

June 30, 2022 
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 
Production and intermediate-term 

$ 8,398 
16,427 

$ 14,561 
72,988 

$ 114 
7,241 

$ –
– 

$ 3,023 
– 

$ –
– 

$ 11,535 
23,668 

$ 14,561 
72,988 

Loans to cooperatives 9,074 – – – – – 9,074 – 
Processing and marketing 23,662 18,674 452 – – – 24,114 18,674 
Farm-related business – 4,616 76 – – – 76 4,616 
Communication 7,482 – – – – – 7,482 – 
Power and water/waste disposal 294 – – – – – 294 – 
International  5,360 – – – – – 5,360  – 
Other (including mission-related) – – 23 – – – 23 – 

Total $ 70,697 $ 110,839 $ 7,906 $ – $ 3,023 $ – $ 81,626 $ 110,839 

December 31, 2021 
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 $ 8,894 $ 17,782 $ 148 $ – $ – $ – $ 9,042 $ 17,782 
Production and intermediate-term 16,953 66,067 7,480 – – – 24,433 66,067 
Loans to cooperatives 6,566 – – – – – 6,566 – 
Processing and marketing 17,533 25,658 493 – – – 18,026 25,658 
Farm-related business – 1,723 93 – – – 93 1,723 
Communication 2,951 – – – – – 2,951 – 
Power and water/waste disposal 
International  

461 
5,360 

– 
– 

– 
– 

– 
– 

– 
– 

– 
– 

461 
5,360  

– 
– 

Total $ 58,718 $ 111,230 $ 8,214 $ – $ – $ – $ 66,932 $ 111,230 
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The recorded investment in a receivable is the face amount increased or decreased by applicable accrued interest, unamortized premium, 
discount, finance charges, or acquisition costs and may also reflect a previous direct write-down of the investment.  

The following table shows the recorded investment of loans, classified under the FCA Uniform Loan Classification System, as a percentage 
of the recorded investment of total loans by loan type as of: 

June 30, 2022 December 31, 2021 June 30, 2022 December 31, 2021 
Real estate mortgage: Communication: 
Acceptable 98.01% 97.72% Acceptable 100.00% 100.00% 
OAEM 1.18 1.46 OAEM – – 
Substandard/doubtful/loss 0.81 0.82 Substandard/doubtful/loss – – 

100.00% 100.00% 100.00% 100.00% 

Production and intermediate-term: Power and water/waste disposal: 
Acceptable 96.18% 94.68% Acceptable 100.00% 100.00% 
OAEM 2.84 4.05 OAEM – – 
Substandard/doubtful/loss 0.98 1.27 Substandard/doubtful/loss – – 

100.00% 100.00%  100.00% 100.00% 

Loans to cooperatives: Rural residential real estate: 
Acceptable 100.00% 100.00% Acceptable 98.49% 98.31% 
OAEM – – OAEM 1.11 1.43 
Substandard/doubtful/loss – – Substandard/doubtful/loss 0.40 0.26 
 100.00% 100.00%  100.00% 100.00% 

Processing and marketing: International: 
Acceptable 82.91% 100.00% Acceptable 100.00% 100.00% 
OAEM 17.09 – OAEM – – 
Substandard/doubtful/loss – – Substandard/doubtful/loss – – 

100.00% 100.00% 100.00% 100.00% 

Farm-related business: Total loans: 
Acceptable 87.13% 80.57% Acceptable 97.13% 97.05% 
OAEM 10.36 0.09 OAEM 2.06 1.98 
Substandard/doubtful/loss 2.51 19.34 Substandard/doubtful/loss 0.81 0.97 

100.00% 100.00%  100.00% 100.00% 

The following tables provide an aging analysis of the recorded investment of past due loans as of: 

June 30, 2022 
30 Through 
89 Days Past 

Due 

90 Days or 
More Past 

Due 
Total Past 

Due 

Not Past Due or 
Less Than 30 
Days Past Due Total Loans 

Real estate mortgage $ 2,519 $ 2,244 $ 4,763 $ 1,244,708 $ 1,249,471 
Production and intermediate-term 1,247  2,217  3,464  403,636  407,100 
Loans to cooperatives – – – 9,076  9,076 
Processing and marketing – – – 53,258  53,258 
Farm-related business – 269  269  15,404  15,673 
Communication  – – – 7,468  7,468 
Power and water/waste disposal 
Rural residential real estate 

– 
758 

– 
– 

– 
758 

290  
101,262 

290 
102,020 

International  – – – 5,372  5,372 
Total $ 4,524 $ 4,730 9,254 $ 1,840,474 $ 1,849,728 

December 31, 2021 
30 Through 
89 Days Past 

Due 

90 Days or 
More Past 

Due 
Total Past 

Due 

Not Past Due or 
Less Than 30 
Days Past Due Total Loans 

Real estate mortgage $ 4,108 $ 2,532 $ 6,640 $ 1,208,984 $ 1,215,624 
Production and intermediate-term 1,006  2,361  3,367  405,248  408,615 
Loans to cooperatives – – – 6,559  6,559 
Processing and marketing 
Farm-related business 

– 
136  

– 
272  

– 
408  

53,915  
9,602  

53,915 
10,010 

Communication  – – – 2,943  2,943 
Power and water/waste disposal 
Rural residential real estate 

– 
455  

– 
15 

– 
470  

456  
96,447  

456 
96,917 

International  – – – 5,361  5,361 
Total $ 5,705 $ 5,180 $ 10,885 $ 1,789,515 $ 1,800,400 
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Nonperforming assets (including related accrued interest as applicable) and related credit quality statistics at period end were as follows: 

June 30, 2022 December 31, 2021 
Nonaccrual loans: 
Real estate mortgage $ 4,838 $ 5,675 
Production and intermediate-term 2,972 3,403 
Farm-related business 269 272 
Rural residential real estate 37 62 

Total $ 8,116 $ 9,412 

Accruing restructured loans: 
Real estate mortgage $ 866 $ 898 
Production and intermediate-term 223 173 
Rural residential real estate 79 83 

Total $ 1,168 $ 1,154 

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

Total nonperforming loans $ 9,284 $ 10,566 
Other property owned 129 –
  Total nonperforming assets $ 9,413 $ 10,566 

Nonaccrual loans as a percentage of total loans 0.44% 0.53% 
Nonperforming assets as a percentage of total 

loans and other property owned 0.51% 0.59% 
Nonperforming assets as a percentage of capital  2.50% 2.96% 

The following table presents information related to the recorded investment of impaired loans at period end. 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. 

June 30, 2022 December 31, 2021 

Impaired nonaccrual loans: 
Current as to principal and interest $ 3,090 $ 2,986 

 Past due 5,026 6,426 
Total $ 8,116 $ 9,412 

Impaired accrual loans:
 Restructured $ 1,168 $ 1,154 

90 days or more past due – – 
Total $ 1,168 $ 1,154 

Total impaired loans $ 9,284 $ 10,566 

Additional commitments to lend $ 482 $ 1 

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

June 30, 2022 Three Months Ended June 30, 2022 Six Months Ended June 30, 2022 

Impaired loans: 
Recorded 

Investment 

Unpaid 
Principal 
Balance 

Related 
Allowance 

 Average 
Impaired 

Loans 

Interest Income 
Recognized on 

Impaired Loans

 Average 
Impaired 

Loans 

Interest Income 
Recognized on 

Impaired Loans 

With a related allowance for credit losses: 
Real estate mortgage $ – $ – $ – $ – $ – $ – $ – 
Production and intermediate-term 439 454 179 449 5 467 11 
Farm-related business – – – – – – – 
Rural residential real estate – – – – – – – 

Total $ 439 $ 454 $ 179  $ 449 $ 5 $ 467 11 

With no related allowance for credit losses: 
Real estate mortgage 
Production and intermediate-term 

$ 5,704 
2,756 

$ 6,554 
3,525 

$ –
– 

$ 5,841 
2,823 

$ 69
34 

$ 6,076 
2,937 

$ 138 
67 

Farm-related business 269 267 – 276 3 287 6 
Rural residential real estate 116 203 – 119 1 123 3 

Total $ 8,845 $ 10,549 $ –  $ 9,059 $ 107 $ 9,423 214 

Total impaired loans: 
Real estate mortgage $ 5,704 $ 6,554 $ –  $ 5,841 $ 69  $ 6,076 $ 138 
Production and intermediate-term 3,195 3,979 179 3,272 39 3,404 78 
Farm-related business 269 267 – 276 3 287 6 
Rural residential real estate 116 203 – 119 1 123 3 

Total $ 9,284 $ 11,003 $ 179 $ 9,508 $ 112 $ 9,890 $ 225 
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December 31, 2021 Year Ended December 31, 2021 

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 $ 939 $ 955 $ 64 $ 1,286 $ 80 
Production and intermediate-term 348  370  181 475 30 
Farm-related business – – – – – 
Rural residential real estate – – – – – 

Total $ 1,287 $ 1,325 $ 245  $ 1,761 $ 110 

With no related allowance for credit losses: 
Real estate mortgage $ 5,634 $ 6,849 $ – $ 7,711 $ 484 
Production and intermediate-term 3,228  4,348  – 4,419  277 
Farm-related business 272  294  – 372  23 
Rural residential real estate 145 232 – 199  12 

Total $ 9,279 $ 11,723 $ – $ 12,701 $ 796 

Total impaired loans: 
Real estate mortgage $ 6,573 $ 7,804 $ 64 $ 8,997 $ 564 
Production and intermediate-term 3,576  4,718  181 4,894  307 
Farm-related business 272  294  – 372  23 
Rural residential real estate 145 232 – 199  12 

Total $ 10,566 $ 13,048 $ 245  $ 14,462 $ 906 

A summary of changes in the allowance for loan losses and recorded investment in loans for each reporting period 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 March 31, 2022 $ 2,281 $ 2,831 
Charge-offs – (20) 
Recoveries 51 15 

$ 271 
– 
– 

$ 6 
– 
– 

$ 1 
– 
– 

$ 91
– 
5 

$ 4 
– 
– 

$ 5,485 
(20) 
71 

Provision for loan losses 
Balance at June 30, 2022 

(41) 
$ 2,291 

(514) 
$ 2,312 

55 
$ 326 

4 
$ 10 $ 

(1) 
– $ 

– 
96 $ 

– 
4 $ 

(497) 
5,039 

Balance at December 31, 2021 
Charge-offs 
Recoveries 

$ 2,438 
(658) 
680 

$ 2,911 
(113) 

82 

$ 640 
– 
– 

$ 6 
– 
– 

$ 1 
– 
– 

$ 94
(1) 
5 

$ 4 
– 
– 

$ 6,094 
(772) 
767 

Provision for loan losses 
Balance at June 30, 2022 

(169) 
$ 2,291 

(568) 
$ 2,312 

(314) 
$ 326 

4 
$ 10 $ 

(1) 
– $ 

(2) 
96 $ 

– 
4 $ 

(1,050) 
5,039 

Balance at March 31, 2021 
Charge-offs 
Recoveries 

$ 3,857 
(21) 

1 

$ 3,555 
(3) 
88 

$ 1,054 
– 
1 

$ 10
– 
– 

$ 2 
– 
– 

$ 172 
– 
– 

$ 5 
– 
– 

$ 8,655 
(24) 
90 

Provision for loan losses 
Balance at June 30, 2021 

(103) 
$ 3,734 

221 
$ 3,861 

(233) 
$ 822 

3 
$ 13 $ 

– 
2 

– 
$ 172 $ 

1 
6 $ 

(111) 
8,610 

Balance at December 31, 2020 
Charge-offs 
Recoveries 
Provision for loan losses 
Balance at June 30, 2021 

$ 4,110 
(89) 
70 

(357) 
$ 3,734 

$ 3,652 
(18) 
124  
103 

$ 3,861 

$ 1,115 
(2) 
1 

(292) 
$ 822 

$ 11
– 
– 
2 

$ 13 

$ 

$ 

2 
– 
– 
– 
2 

$ 173 
(19) 

– 
18 

$ 172 

$ 

$ 

6 
– 
– 
– 
6 

$ 

$ 

9,069 
(128) 

 195 
(526) 

8,610 

Allowance on loans evaluated for impairment: 
Individually $ –
Collectively 2,291  
Balance at June 30, 2022 $ 2,291 

$ 179 
2,133  

$ 2,312 

$ –
326 

$ 326 

$ –
10 

$ 10 

$ 

$ 

–
– 
–

 $ 

$ 

–
96 
96 

$ 

$ 

–
4 
4 

$ 

$ 

179 
4,860 
5,039 

Individually 
Collectively 
Balance at December 31, 2021 

$ 64
2,374 

$ 2,438 

$ 181 
2,730 

$ 2,911 

$ –
640  

$ 640 

$ 

$ 

–
6 
6 

$ 

$ 

–
1 
1 

$ –
94 

$ 94 

$ 

$ 

–
4 
4 

$ 

$ 

245 
5,849 
6,094 

Recorded investment in loans evaluated for impairment: 
Individually $ 4,838 $ 2,973 
Collectively 1,244,633 404,127  
Balance at June 30, 2022 $ 1,249,471 $ 407,100 

$ 269 
77,738 

$ 78,007 

$ –
7,468  

$ 7,468 

$ –
290 

$ 290 

$ 36 
101,984 

$ 102,020 

$ –
5,372  

$ 5,372 

$ 

$ 

8,116 
1,841,612 
1,849,728 

Individually 
Collectively 
Balance at December 31, 2021 

$ 5,675 
1,209,949 

$ 1,215,624

$ 3,403 
405,212  

$ 408,615 

$ 272 
70,212 

$ 70,484 

$ –
2,943  

$ 2,943 

$ –
456 

$ 456 

$ 62 
96,855 

$ 96,917 

$ –
5,361  

$ 5,361 

$ 

$ 

9,412 
1,790,988 
1,800,400 

*Includes the loan types: Loans to cooperatives, Processing and marketing, and Farm-related business. 

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. There were no new TDRs that 
occurred during the three and six month periods ended June 30, 2022 and 2021. 
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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. 

The following table presents the outstanding recorded investment for TDRs that occurred during the previous twelve months and for 
which there was a subsequent payment default during the period.  Payment default is defined as a payment that was thirty days or more 
past due. 

Three Months Ended June 30, Six Months Ended June 30, 
2022 2021 2022 2021 

Defaulted troubled debt restructurings: 
Production and intermediate-term $ – $ – $ – $ 42 

Total $ – $ – $ – $ 42 

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 
June 30, 2022 December 31, 2021 June 30, 2022 December 31, 2021 

Real estate mortgage 
Production and intermediate-term 

$ 3,053 
255 

$ 2,971 
275 

$ 2,187 
32 

$ 2,073 
102 

Farm-related business 269 272 269 272 
Rural residential real estate 79 83 – – 

Total loans $ 3,656 $ 3,601 $ 2,488 $ 2,447 

Additional commitments to lend $ – $ – 

Note 3 — Investments 

Investments in Debt Securities 
The Association’s investments consist primarily of Rural 
America Bonds (RABs), which are private placement securities 
purchased under the Mission Related Investment (MRI) 
program approved by the FCA. In its Conditions of Approval 
for the program, the FCA generally considers a RAB ineligible 
if its investment rating, based on the internal 14-point risk 
rating scale used to also grade loans, falls below 9 and requires 
System institutions to provide notification to FCA when a 
security becomes ineligible. Any other bonds purchased under 
the MRI program, approved on a case-by-case basis by FCA, 
may have different eligibility requirements. At June 30, 2022, 
the Association held no RABs whose credit quality had 
deteriorated beyond the program limits. 

A summary of the amortized cost and fair value of investment 
securities held-to-maturity follows:  

June 30, 2022 
Gross Gross 

Amortized Unrealized Unrealized Fair 
Cost Gains Losses Value Yield 

RABs $ 689 $ –  $ (51) $ 638 5.93% 

December 31, 2021 
Gross Gross 

Amortized Unrealized Unrealized Fair 
Cost Gains Losses Value Yield 

RABs $ 714 $ 29 $ – $ 743 5.89% 

A summary of the contractual maturity, amortized cost, and 
estimated fair value of investment securities held-to-maturity 
follows: 

June 30, 2022 

Amortized
 Cost 

Fair 
Value 

Weighted 
Average 

Yield 
In one year or less 
After one year through five years
After five years through ten years 
After ten years 

$ –
 12 

– 
677 

$ – 
12 

– 
626 

– % 
4.22 

– 
5.96 

 Total $ 689 $ 638 5.93 % 

Some of these investments have contractual maturities in 
excess of ten years. However, expected maturities for these 
types of securities can differ from contractual maturities 
because borrowers may have the right to prepay obligations 
with or without prepayment penalties. 

An investment is considered impaired if its fair value is less 
than its cost. The following table shows the fair value and gross 
unrealized losses for investments that were in a continuous 
unrealized loss position aggregated by investment category at 
each reporting period. A continuous unrealized loss position 
for an investment is measured from the date the impairment 
was first identified. The Association had no investments that 
were in a continuous unrealized loss position at December 31, 
2021. 

June 30, 2022 

 Less Than 12 Months 
 12 Months or Greater 

Fair Unrealized Fair Unrealized 
Value Losses Value Losses 

RABs $ 626 $ (51) $ – $ – 
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The recording of an impairment is predicated on: (1) whether 
or not management intends to sell the security, (2) whether it is 
more likely than not that management would be required to sell 
the security before recovering its costs, and (3) whether 
management expects to recover the security’s entire amortized 
cost basis (even if there is no intention to sell). If the 
Association intends to sell the security or it is more likely than 
not that it would be required to sell the security, the impairment 
loss equals the full difference between amortized cost and fair 
value of the security. When the Association does not intend to 
sell securities in an unrealized loss position and it is not more 
likely than not that it would be required to sell the securities, 
other-than-temporary impairment loss is separated into credit 
loss and non-credit loss. Credit loss is defined as the shortfall 
of the present value of the cash flows expected to be collected 
in relation to the amortized cost basis. 

The Association performs periodic credit reviews, including 
other-than-temporary impairment analyses, on its investment 
securities portfolio. The objective is to quantify future possible 
loss of principal or interest due on securities in the portfolio. 

The Association has not recognized any credit losses as any 
impairments were deemed temporary and resulted from non-
credit related factors. The Association has the ability and intent 
to hold these temporarily impaired investments until a recovery 
of unrealized losses occurs, which may be at maturity, and at 
this time expects to collect the full principal amount and 
interest due on these securities, especially after considering 
credit enhancements. 

Equity Investments in Other Farm Credit System 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. 

Associations are required to maintain ownership in AgFirst 
(AgFirst or 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 owned 5.90 percent of the issued stock of the Bank 
as of June 30, 2022, net of any reciprocal investment. As of that 
date, the Bank’s assets totaled $40.4 billion and shareholders’ 
equity totaled $1.8 billion. The Bank’s earnings were $216 
million for the first six months of 2022. In addition, the 
Association held investments of $1,727 related to other Farm 
Credit institutions. 

Note 4 — Debt 

Notes Payable to AgFirst Farm Credit Bank 
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. The contractual terms of the revolving 
line of credit are contained in the General Financing Agreement 
(GFA). The GFA also defines Association performance criteria 
for borrowing from the Bank, which includes borrowing base 
margin, earnings and capital covenants, among others.   

Note 5 — Members’ Equity 

Accumulated Other Comprehensive Income (AOCI) 

 Changes in Accumulated Other Comprehensive Income by Component (a) 
Three Months Ended June 30, Six Months Ended June 30, 

2022  2021 2022  2021 
Employee Benefit Plans: 
Balance at beginning of period 

Other comprehensive income before reclassifications 
Amounts reclassified from AOCI 

$ (1,219)
– 

34 

$ (1,742)
– 

47 

$ (1,253)
– 

68 

$ (1,790) 
– 

95 
Net current period other comprehensive income 34 47 68 95 
Balance at end of period $ (1,185) $ (1,695) $ (1,185) $ (1,695) 

Reclassifications Out of Accumulated Other Comprehensive Income (b) 
Three Months Ended June 30, Six Months Ended June 30, 

2022 2021 2022 2021 Income Statement Line Item 
Defined Benefit Pension Plans: 
Periodic pension costs $ (34) $ (47) $ (68) $ (95) See Note 7. 
Net amounts reclassified $ (34) $ (47) $ (68) $ (95) 

(a) Amounts in parentheses indicate debits to AOCI. 
(b) Amounts in parentheses indicate debits to profit/loss. 
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Note 6 — 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. 

The classifications within the fair value hierarchy are as 
follows: 

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

Level 2 inputs 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 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 the third-party valuation or internal model 
pricing. 

For a complete discussion of the inputs and other assumptions 
considered in assigning various assets and liabilities to the fair 
value hierarchy levels, see the latest Annual Report to 
Shareholders. 

There were no Level 3 assets or 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. 

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. 

June 30, 2022 
Total 

Carrying 
Amount Level 1 Level 2 Level 3 

Total  Fair  
Value 

Recurring Measurements 
Assets: 
Assets held in trust funds 
  Recurring Assets 

$ 
$ 

4,215 
4,215 

$ 
$ 

4,215 
4,215 

$ 
$ 

–
–
 $ 

$ 
–
–
 $ 

$ 
4,215 
4,215 

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

Nonrecurring Measurements 
Assets: 
Impaired loans 
Other property owned 
  Nonrecurring Assets 

$ 

$ 

260 
129 
389 

$ 

$ 

–
– 
–

 $ 

$ 

–
– 
–

 $ 

$ 

260 
140  
400 

$ 

$ 

260 
140 
400 

Other Financial Instruments 
Assets: 
Cash 

 Investments in debt securities, held-to-maturity 
Loans 
  Other Financial Assets 

$ 

$ 

49
689 

1,829,084 
1,829,822 

$ 

$ 

49
– 
– 

49 

$ 

$ 

–
– 
– 
–

 $ 

$ 

–
638  

1,744,511 
1,745,149

 $ 

$ 

49
638 

1,744,511
1,745,198 

Liabilities: 
Notes payable to AgFirst Farm Credit Bank
  Other Financial Liabilities 

$ 
$ 

1,492,017 
1,492,017 

$ 
$ 

–
–
 $ 

$ 
–
–
 $ 

$ 
1,406,214
1,406,214

 $ 
$ 

1,406,214
1,406,214 
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December 31, 2021 
Total 

Carrying 
Amount Level 1 Level 2 Level 3 

Total  Fair  
Value 

Recurring Measurements 
Assets: 
Assets held in trust funds 
  Recurring Assets 

$ 
$ 

4,534 
4,534 

$ 
$ 

4,534 
4,534 

$ 
$ 

–
–
 $ 

$ 
–
–
 $ 

$ 
4,534 
4,534 

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

Nonrecurring Measurements 
Assets: 
Impaired loans 
Other property owned 
  Nonrecurring Assets 

$ 

$ 

1,042 
– 

1,042 

$ 

$ 

–
– 
–

 $ 

$ 

–
– 
–

 $ 

$ 

1,042 
– 

1,042 

$ 

$ 

1,042 
–

1,042 

Other Financial Instruments 
Assets: 
Cash 

 Investments in debt securities, held-to-maturity 
Loans 
  Other Financial Assets 

$ 

$ 

100 
714 

1,780,956 
1,781,770 

$ 

$ 

100 
– 
– 

100 

$ 

$ 

–
– 
– 
–

 $ 

$ 

–
743  

1,786,383 
1,787,126

 $ 

$ 

100 
743 

1,786,383
1,787,226 

Liabilities: 
Notes payable to AgFirst Farm Credit Bank
  Other Financial Liabilities 

$ 
$ 

1,453,937 
1,453,937 

$ 
$ 

–
–
 $ 

$ 
–
–
 $ 

$ 
1,444,347
1,444,347

 $ 
$ 

1,444,347
1,444,347 

Uncertainty in Measurements of Fair Value 
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 below. 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. 

Investments in Debt Securities 
The fair values of predominantly all Level 3 investments in 
debt securities have consistent inputs, valuation techniques, 
and correlation to changes in underlying inputs. The models 
used to determine fair value for these instruments use certain 
significant unobservable inputs within a discounted cash flow 
or market comparable pricing valuation technique. Such inputs 
generally include discount rate components including risk 
premiums, prepayment estimates, default estimates, and loss 
severities. 

These Level 3 assets would decrease (increase) in value based 
upon an increase (decrease) in discount rates, defaults, or loss 
severities. Conversely, the fair value of these assets would 
generally increase (decrease) in value if the prepayment input 
were to increase (decrease). 

Generally, a change in the assumption used for defaults is 
accompanied by a directionally similar change in the risk 
premium component of the discount rate (specifically, the 
portion related to credit risk) and a directionally opposite change 
in the assumption used for prepayments. Unobservable inputs 
for loss severities do not normally increase or decrease based on 
movements in the other significant unobservable inputs for these 
Level 3 assets. 

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 
estimates. 
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Quantitative Information about Recurring and Nonrecurring 
Level 3 Fair Value Measurements 
With regard to nonrecurring measurements for impaired loans 
and other property owned, it is not practicable to provide 
specific information on inputs as each collateral property is 
unique. System institutions utilize appraisals to value these 
loans and other property owned and take into account 
unobservable inputs such as income and expense, comparable 
sales, replacement cost, and comparability adjustments. 

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 

Investments in debt securities, held-to-maturity Discounted cash flow Prepayment rates 
Risk adjusted discount rate 

Notes payable to AgFirst Farm Credit Bank Discounted cash flow Prepayment forecasts 
Probability of default 
Loss severity 

Note 7 — Employee Benefit Plans 

The following is a table of retirement and other postretirement 
benefit expenses for the Association: 

Three Months Ended Six Months Ended 
June 30, June 30, 

2022 2021 2022 2021 
Pension $ 597 $ 1,448 $ 1,245 $ 2,786 
401(k) 286 263 560 515 
Other postretirement benefits 269 208 468 414 
 Total $ 1,152 $ 1,919 $ 2,273 $ 3,715 

Expenses in the above table are computed using allocated 
estimates of funding for multi-employer plans in which the 
Association participates.  These amounts may change when a 
total funding amount and allocation is determined by the 
respective Plan’s Sponsor Committee. Also, market conditions 
could impact discount rates and return on plan assets which 
could change contributions necessary before the next plan 
measurement date of December 31, 2022. 

Further details regarding employee benefit plans are contained 
in the 2021 Annual Report to Shareholders. 

Note 8 — Commitments and Contingent Liabilities 

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 remote 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.  

Note 9 — Merger Activity 

On May 24, 2022, the Board of Directors of the Association and 
AgSouth Farm Credit, ACA signed a letter of intent to merge the 
two Associations. The merger is subject to AgFirst, FCA, and 
shareholder approval. If approved by all required parties, the 
merger is expected to take effect upon the commencement of 
business on April 1, 2023. 

Note 10 — Subsequent Events 

The Association evaluated subsequent events and determined 
there were none requiring disclosure through August 8, 2022, 
which was the date the financial statements were issued. 
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CERTIFICATION 

The undersigned certify that we have reviewed the June 30, 2022 quarterly report of AgSouth 

Farm Credit, ACA, that the report has been prepared under the oversight of the Audit 

Committee of the Board of Directors and in accordance with all applicable statutory or 

regulatory requirements, and that the information contained herein is true, accurate, and 

complete to the best of our knowledge and belief. 

Pat Calhoun 
Chief Executive Officer 

Bo Fennell 
Chief Financial Officer 

H. Frank Ables, Jr. 
Chairman of the Board 

August 8, 2022 
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AgSouth 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 affected 

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 June 30, 2022. 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 June 30, 2022, 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 June 30, 2022. 

Pat Calhoun 

Chief Executive Officer 

Bo Fennell 

Chief Financial Officer 

August 8, 2022 
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AgSouth 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 AgSouth Farm Credit, ACA 
(Association) for the period ended June 30, 2022.  This 
information should be read in conjunction with the 
accompanying financial statements, notes to the financial 
statements, and the 2021 Annual Report of AgSouth Farm 
Credit, ACA. The accompanying consolidated financial 
statements were prepared under the oversight of the Audit 
Committee of the Board of Directors. 

FORWARD LOOKING INFORMATION 

This quarterly report contains forward-looking statements. 
These statements are not guarantees of future performance and 
involve certain risks, uncertainties and assumptions that are 
difficult to predict.  Words such as “anticipates,” “believes,” 
“could,” “estimates,” “may,” “should,” “will,” or other 
variations of these terms are intended to identify the forward-
looking statements.  These statements are based on assumptions 
and analyses made in light of experience and other historical 
trends, current conditions, and expected future developments. 
However, actual results and developments may differ materially 
from our expectations and predictions due to a number of risks 
and uncertainties, many of which are beyond our control. These 
risks and uncertainties include, but are not limited to: 

• political, legal, regulatory and economic conditions and 
developments in the United States and abroad; 

• economic fluctuations in the agricultural, rural utility, 
international, and farm-related business sectors; 

• weather-related, disease, and other adverse climatic or 
biological conditions that periodically occur that impact 
agricultural productivity and income; 

• changes in United States government support of the 
agricultural industry; and 

• actions taken by the Federal Reserve System in 
implementing monetary policy. 

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 
wide range of agricultural commodities produced in our region, 

including timber, poultry (broilers, turkeys and eggs), sod, 
nursery and horticulture, cotton, feed grains, soybeans and hay, 
beef cattle, horses, peanuts, blueberries, fruits, and nuts.  Loans 
to producers of these commodities total $1,761,729 or 85.80 
percent of the Association’s portfolio. Farm size varies, and 
many of the Association’s customers have diversified farming 
operations. These factors, along with the numerous 
opportunities for non-farm income in the area, reduce to some 
degree the level of income dependency on any given 
commodity. 

AGRICULTURE OVERVIEW 

The top three agricultural commodities by repayment source in 
the AgSouth Farm Credit, ACA portfolio are broilers, timber, 
and cotton.  The purpose of this section is to give an overview 
of the top three agricultural commodities and other matters 
regarding other commodity groups as needed.  

Broilers – In the National Agriculture Statistics Service’s 
(NASS) report for the week ending July 2, 2022, domestic 
broiler growers placed 191 million chicks for meat production 
which is up slightly from a year ago.  In Georgia, 25.7 million 
broiler chicks were placed which is a 1 percent decrease from 
the same time last year.  South Carolina had 4.5 million broiler 
chicks placed which represents an 8 percent decrease from a 
year ago.  Avian Influenza continues to be a concern but no 
commercial flocks have been impacted in Georgia or South 
Carolina.  The majority of affected cases in commercial poultry 
have been in the mid-west United States. 

Timber - According to the second quarter 2022 Market Report 
by TimberMart-South south-wide average stumpage prices 
decreased for all five major products.  Pine chip-n-saw and pine 
pulpwood prices fell 15 percent and 10 percent, respectively. 
This downward movement in price is in line with seasonal 
norms. Softwood lumber prices decreased 54 percent quarter 
to quarter after reaching near record high levels in March. 

Cotton - In the NASS report for crop progress for the week 
ending July 3, 2022, cotton in Georgia and South Carolina has 
been planted and has continued to square and set bolls.  Both 
states are in line with historical averages in terms of progress of 
the crop. 
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ASSOCIATION BALANCE SHEET 

The gross loan volume of the Association as of June 30, 2022 
was $2,053,205 an increase of $21,534 or 1.06 percent 
compared to $2,031,671 at December 31, 2021. Net loans 
outstanding at June 30, 2022 were $2,036,484 as compared to 
$2,013,959 at December 31, 2021. Net loans accounted for 
96.54 percent of total assets at June 30, 2022, as compared to 
95.02 percent of total assets at December 31, 2021. 

The increase in gross loan volume during the reporting period 
is attributed to the funding of operating lines of credit and term 
loans during the busiest time of the growing season. Advances 
on most operating lines are now funded and additional 
anticipated growth in the portfolio is being realized. 
Competition for good quality loans remains strong from some 
commercial banks, but the Association has remained 
competitive in a difficult rate environment. 

The Association typically structures loans to meet the needs of 
the borrower.  Many term loans are made for ten years or less 
allowing the borrower to build equity faster and thus reducing 
the risk in the loan portfolio. 

At December 31, 2021 the Association held Investments in 
debt securities totaling $3,756. These investments are Rural 
America Bonds made under the authority for Mission Related 
Investments granted by the Farm Credit Administration (FCA). 
At June 30, 2022 Investments in debt securities totaled $3,654, 
a decrease of $102 from December 31, 2021.  The 2.72 percent 
decrease is from payments received in 2022.  

There is an inherent risk in the extension of any type of credit. 
Portfolio credit quality is at an acceptable level and credit 
administration remains satisfactory. Nonaccrual loans 
decreased from $12,133 at December 31, 2021 to $9,253 at 
June 30, 2022. The balance of nonaccrual loans is decreased by 
loans returning to accrual status, liquidations, or transfer of 
assets to other property owned offset by transfers to nonaccrual 
status. Association staff is working diligently to work out all 
nonaccrual debt situations. 

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 June 30, 
2022 was $16,721 compared to $17,712 at December 31, 2021 
and was considered by management to be adequate to cover 
possible losses. Although management has not recognized any 
direct decline in credit quality, an adjustment to the qualitative 
factors seemed prudent given the financial climate. The reserve 
set aside for unfunded commitments is $279 which is a 
decrease of $259 compared to the total at December 31, 2021 
of $538. The reserve for unfunded commitments is included in 
Other liabilities. The Asset/Liability Committee (ALCO) of the 
Association, which is comprised of members of executive 
management and staff assigned to special assets management, 
met in June 2022 to review the allowance account. The ALCO 
determines the composition between the allowance for loan 

losses on the outstanding portfolio and the reserve required for 
unfunded commitments. The ALCO considered the general 
economic conditions, the potential for deterioration in the 
existing portfolio, the loan growth in the portfolio, and the 
amount of outstanding loan commitments in determining the 
level of allowance. 

As of the end of the second quarter of 2022, the Association 
had originated $159,503 in loans for the secondary market. 
Originations for the same period 2021 were $143,672.  The 
11.02 percent increase is due to increased home prices and 
building costs. As of June 30, 2022 the Association held $1,382 
in qualifying Loans held for sale. At December 31, 2021 loans 
held for sale totaled $4,236. 

Accrued interest receivable increased $105 or less than one 
percent from $15,555 as of December 31, 2021 to $15,660 as 
of June 30, 2022.  The increase is related to the higher loan 
volume at June 30, 2022 compared to December 31, 2021. 

Equity investments in other Farm Credit institutions increased 
from $20,688 at December 31, 2021 to $21,310 at June 30, 
2022.  The increase of $622, or 3.01 percent, is the result of a 
higher balance of investment in other Farm Credit institutions, 
which varies based on participations sold on a patronage basis. 

Premises and equipment, net decreased $511 from $20,717 at 
December 31, 2021 to $20,206 at June 30, 2022. The primary 
reason for the decrease of 2.47 percent is due to depreciation 
on assets. 

Other property owned decreased to $183 at June 30, 2022 from 
$215 at December 31, 2021. The decrease of $32 or 14.88 
percent in Other property owned is the result of the sales and 
write-downs of Other property owned exceeding the 
acquisitions of Other property owned during the reporting 
period. 

Accounts receivable decreased $29,152 from $36,947 at 
December 31, 2021 to $7,795 at June 30, 2022. The decrease is 
the result of the patronage distribution receivable at 
December 31, 2021 from AgFirst and other Farm Credit 
institutions, which totaled $14,777 in regular distribution and 
$21,523 in a special distribution.  As of June 30, 2022 this line 
item included two quarters of patronage accrual from AgFirst 
and other Farm Credit institutions totaling $7,355. 

Other assets increased from $2,711 at December 31, 2021 to 
$2,787 at June 30, 2022.  The majority of other assets is made 
up of prepaid retirement expense which totaled $1,452 as of 
June 30, 2022. 

On the liability side of the balance sheet, Notes payable to 
AgFirst Farm Credit Bank increased from $1,617,876 at 
December 31, 2021 to $1,632,156 at June 30, 2022.  The 
$14,280 or less than one percent increase is tied to the increase 
in loans outstanding. 
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Accrued interest payable increased $368, or 10.92 percent, 
from $3,371 at December 31, 2021 to $3,739 at June 30, 2022. 
The increase is due to the increase in the notes payable balance 
outstanding.   

Patronage refunds payable decreased $32,106 from $32,431 at 
December 31, 2021 to $325 at June 30, 2022.  The decrease is 
the result of the 2021 All Cash Patronage Distribution on the 
Association’s records at December 31, 2021 moving from 
Patronage refund payable to Other liabilities.  This amount 
totaled $32,000 at December 31, 2021. Checks were mailed to 
customers during the first quarter of 2022. No patronage 
distribution had been declared for 2022 as of June 30, 2022. 

Accounts payable increased $855 from $3,067 at December 31, 
2021 to $3,922 at June 30, 2022.  The 27.88 percent increase is 
due to the payable established to resolve disputed claims and to 
pay the insurance premiums on loans to the Farm Credit 
System Insurance Corporation (FCSIC).  At December 31, 
2021 the payable related to the FCSIC totaled $2,298, and at 
June 30, 2022 the payable was $1,453. 

Other liabilities increased $1,948 from $15,224 at 
December 31, 2021 to $17,172 at June 30, 2022.  The 12.80 
percent increase is due to the 2021 All Cash Patronage 
Distribution and the revolvement of the 2016 series Allocated 
Surplus checks that were distributed to Association members. 
This balance will decrease as checks are presented at the 
commercial bank. 

Capital stock and participation certificates increased from 
$11,107 at December 31, 2021 to $11,170 at June 30, 2022. 
The increase of $63 or less than one percent is due to new 
borrowers purchasing stock during the reporting period in 
excess of liquidations of stock when loans pay out. 

Allocated surplus decreased from $121,081 at December 31, 
2021 to $101,244 at June 30, 2022. This is a decrease of 
$19,837 or 16.38 percent.  The reduction is from the decision 
made by the Board of Directors to revolve the 2016 series of 
Allocated Surplus in January 2022. 

Unallocated surplus increased $24,191 or 7.63 percent from the 
December 31, 2021 balance of $317,250. The balance of 
$341,441 at June 30, 2022 includes the retention of a portion of 
2021 fiscal year end earnings and earnings year to date in 2022. 

Accumulated other comprehensive loss decreased $260 or 
13.44 percent from the December 31, 2021 balance of $1,934. 
At June 30, 2022 there was a balance of $1,674. 

RESULTS OF OPERATIONS 

For the three months ended June 30, 2022 

Net income for the three months ended June 30, 2022 totaled 
$11,100 as compared to $12,432 for the same period in 2021. 
This is a decrease of $1,332 or 10.71 percent.  Comprehensive 

income for the three months ended June 30, 2022 was $11,230 
compared to $12,438 for the same period in 2021.  Employee 
benefit plans adjustments are responsible for the difference 
between comprehensive income and net income. The following 
commentary explains the variance. 

At June 30, 2022 interest income on loans increased $1,353 
from $26,368 at June 30, 2021 to $27,721 at June 30, 2022. 
This increase of 5.13 percent is primarily due to an increase in 
loan volume and interest rates between the two reporting 
periods. 

For the three months ended June 30, 2022 interest income on 
investments totaled $64 compared to $67 for the three months 
ended June 30, 2021.  Investment income declined $3 or 4.48 
percent due to the lower outstanding balance of investments 
between the two reporting periods. 

Interest expense for the three months ended June 30, 2022 
increased $1,058 from $9,760 at June 30, 2021 to $10,818 at 
June 30, 2022.  The variance of 10.84 percent is tied to the 
weighted average direct note rate between the two reporting 
periods. 

Net interest income before the reversal of allowance for loan 
losses increased $292 for the three months ended June 30, 2022 
as compared to the same period in 2021. The increase is due 
primarily to the higher interest income between the two 
reporting periods. 

Net interest income after the reversal of allowance for loan 
losses increased $764 during the quarter ending June 30, 2022 
compared to June 30, 2021. A reversal of allowance for loan 
losses of $283 was made in the quarter ending June 30, 2022. 
The reversal of allowance for loan losses entry represents an 
adjustment between the general provision and the unfunded 
commitments provision which is booked to Other liabilities. 

Noninterest income decreased $1,480 over the same period last 
year.  The commentary that follows will detail the aggregate 
difference.   

Loan fees decreased $388 or 22.80 percent, due to the 
discontinuation of the Small Business Administration’s 
Paycheck Protection Program during the height of the 
pandemic in which the Association earned fees on those loans. 

Fees for financially related services increased $101 from $170 
at June 30, 2021 to $271 at June 30, 2022. The increase of 
59.41 percent is primarily due to the increase in crop insurance 
income earned during the reporting period. 

Patronage refunds from other Farm Credit institutions 
increased $525 from $3,948 at June 30, 2021 to $4,473 at 
June 30, 2022.  The increase of 13.30 percent is due to an 
increase in patronage distribution from AgFirst on 
participations sold. See Note 2 for more information.  
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Gains on the sale of rural home loans increased $159 from 
$709 at June 30, 2021 compared to $868 at June 30, 2022. The 
increase is due to the increase in volume of Secondary 
Mortgage Markets sold. 

Gains on the sale of premises and equipment, net for the period 
ending June 30, 2022 totaled $58 compared to $130 for the 
period ending June 30, 2021.  The Association sold more fleet 
vehicles in 2021 compared to 2022. 

Losses on other transactions totaled $1,740 at June 30, 2022 
compared to a Gains on other transactions of $122 at June 30, 
2021.  This difference is due to a liability being established for 
$1,600 and offsetting loss to resolve disputed claims. 

Other noninterest income was $118 during the three months 
ended June 30, 2022 compared to $61 for the three months 
ending June 30, 2021. The majority of this line item consists of 
fees received from Secondary Mortgage Market referrals. 

Noninterest expense for the three months ended June 30, 2022 
totaled $11,512 and increased $616 or 5.65 percent when 
compared to $10,896 for the same period of 2021.  Salaries and 
employee benefits expense is the largest portion of noninterest 
expense and totaled $8,083 for the three months ended June 30, 
2022. Salaries and employee benefits decreased $137 between 
the two reporting periods.  There is a 1.67 percent variance 
between the two reporting periods due to the decrease in the 
fair market value of retirement plans as well as the lower 
expected funding cost of the pension plan for the current year. 

Occupancy and equipment expense at June 30, 2022 was $470 
compared to $491 for the same period in 2021.  This is a 
decrease of $21 or 4.28 percent. The decrease is tied to lower 
maintenance costs. 

The Insurance Fund premiums at June 30, 2022 were $882 and 
at June 30, 2021 were $571. The $311 or 54.47 percent 
increase is due to the higher premium assessment rate in 2022. 

Purchased Services at June 30, 2022 were $436 and at June 30, 
2021 were $407. The $29 or 7.13 percent increase is due to the 
increased closing costs in the relation to the growth loan 
volume. 

Data processing expense at June 30, 2022 was $105 compared 
to $110 for the same period in 2021. This is a decrease of $5 or 
4.55 percent. The decrease is tied to lower data processing 
servicing costs. 

Other operating expenses increased $456 from $1,092 at 
June 30, 2021 compared to $1,548 at June 30, 2022.  The 
increase of 41.76 percent is attributed to an increase in 
directors expense, travel, Association vehicles, and marketing 
activities. 

In the three months ending June 30, 2022 the Association 
experienced Gains on the sale of other property owned in the 

amount of $12. During the same period of 2021, the 
Association booked losses on the sale of other property owned 
of $5. The gain is the result of sales exceeding any write-downs 
during the second quarter. 

For the six months ended June 30, 2022 

Net income for the six months ended June 30, 2022, totaled 
$24,191 as compared to $24,537 for the same period in 2021. 
This is a decrease of $346 or 1.41 percent.  Comprehensive 
income for the six months ended June 30, 2022 was $24,451 
compared to $24,549 for the six months ended June 30, 2021. 
Employee benefit plans adjustments are responsible for the 
difference between comprehensive income and net income. 
The following narrative will explain the variance. 

At June 30, 2022 interest income on loans increased $1,901 to 
$54,435 compared to $52,534 for the same period in 2021. 
The increase is tied to growth in loan volume and the increase 
in the overall weighted average interest rate earned. 

For the six months ending June 30, 2021 interest income on 
investments totaled $127 compared to $134 for the same period 
ended June 30, 2022.  Investment income declined $7 or 5.22 
percent due to the lower outstanding balance of investments 
between the two reporting periods. 

Interest expense increased $1,311 or 6.81 percent from $19,264 
at June 30, 2021 to $20,575 for the six months ended June 30, 
2022.  The net increase is attributable to a higher direct note 
balance between the reporting periods. 

Net interest income before the provision for loan loss increased 
$583 or 1.75 percent for the six months ended June 30, 2022 as 
compared to the same period in 2021 primarily due to the 
increase in loan volume. Net interest income after the provision 
for loan losses increased $2,044 for the period ending June 30, 
2022 primarily due to an increase in loan volume, as well.   

The Provision for loan losses amount in the 2021 reporting 
period totaled $127 and there were reversal entries totaling 
$1,334 in the 2022 reporting period. In June 2022, the 
Association’s ALCO made the decision to decrease the 
allowance requiring a decrease to the general reserve and the 
allowance for unfunded commitments which resides within 
Other Liabilities.  These decisions were made after analyzing 
the risk in the current portfolio. The ALCO analysis included 
reviewing historical trends, loan size, loan performance and 
credit quality reports. 

Noninterest income for the six months ended June 30, 2022 
decreased $845 compared to the same period of 2021. Loan 
fees decreased $784 or 23.06 percent.  The decrease is due to a 
decrease in SMM originations and fees received from SBA 
PPP Loans that has been discontinued. 

Fees for financially related services increased $200 from $717 
at June 30, 2021 compared to $917 at June 30, 2022. The 
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27.89 percent increase in fees for financially related services is 
the result of an increase in fee income earned on the sale of 
crop insurance policies. 

The patronage refunds from other Farm Credit institutions 
increased $792 from $7,433 at June 30, 2021 to $8,225 at 
June 30, 2022. The increase of 10.66 percent is due to an 
increase in patronage distribution from AgFirst on 
participations sold.   

Gains on the sale of rural home loans increased $455 from 
$1,383 at June 30, 2021 to $1,838 at June 30, 2022.  Gains 
increased due to the increase in Secondary Mortgage Market 
volume compared to the prior period. 

Gains on the sale of premises and equipment increased $20 
from $130 for the period ending June 30, 2021 to $150 at 
June 30, 2022. The increase is the result of the increased resell 
value of Association vehicles sold during the period. 

Losses on other transactions totaled $1,497 for the six months 
ended June 30, 2022 compared to gains of $188 for the same 
period in 2021. The losses recorded in the 2022 reporting 
period are primarily related to a liability established to settle 
disputed claims. 

Other noninterest income increased $157 from $123 at June 30, 
2021 compared to $280 at June 30, 2022.  The variance of 
127.64 percent is due to volume premiums paid by AgFirst for 
secondary market activity and settlement payments received. 

Noninterest expense for the six months ended June 30, 2022 
increased $1,551 compared to the same period of 2021 from 
$22,116 to $23,667. Salaries and employee benefits expense 
increased $455 between the two reporting periods.  The 2.73 
percent increase in salaries and employee benefits is tied to the 
increase in salaries and bonuses.  The Association accrues for 
the 2022 incentive payment based upon plan results which are 
included in salary and benefit expense. The Association 
evaluated 2022 performance measures for incentive purposes 
and determined that some employees could earn incentive in 
2022. Based upon this information, the Association will 
continue to accrue for incentive.  The expense associated with 
the incentive accrual balance as of June 30, 2022 is $1,800. 
Association results will be re-evaluated prior to the end of the 
fourth quarter 2022 to determine the most accurate accrual for 
the 2022 incentive plan.  

Occupancy and equipment expense at June 30, 2022 was $979 
compared to $1,226 for the same period in 2021. The decrease 
is tied to the reclassification of property taxes. 

The Insurance Fund premiums increased from $1,119 at 
June 30, 2021 to $1,453 at June 30, 2022. The increase of $334 
or 29.85 percent is due to the higher insurance fund premium 
rate in 2022 compared to 2021. 

Purchased Services totaled $871 for the six months ending 
June 30, 2022. This is an increase of $158 or 22.16 percent 
compared to the six months ending June 30, 2021 total of $713. 
The increase is due to the increased closing costs in relation to 
the growth in loan volume. 

Data Processing increased $20 or 9.09 percent from $220 for 
six months ending June 30, 2021 compared to $240 for six 
months ending June 30, 2022. The increase is tied to the 
purchase of telecommunication services. 

Other operating expenses increased $828 from $2,204 at 
June 30, 2021 compared to $3,032 at June 30, 2022. The 
increase is primarily due to director, training, and marketing 
expenses that were not warranted in 2021 due to the COVID-
19 pandemic.   

Gains on other property owned, net totaled $23 for the six 
months ending June 30, 2022. When compared to the same 
period in 2021, gains on other property owned totaled $26. 
These amounts are due to the gains recognized on the sale of 
other property owned exceeding any write-downs. 

FUNDING SOURCES 

The principal source of funds for the Association is the 
borrowing relationship established with AgFirst Farm Credit 
Bank (the Bank) 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 Bank 
advances the funds to the Association in the form of notes 
payable. The notes payable are 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 June 30, 2022 was 
$1,632,156 as compared to $1,617,876 at December 31, 2021. 
The $14,280 increase, or less than one percent, is directly tied 
to the increase in loan volume. 

CAPITAL RESOURCES 

Total members’ equity at December 31, 2021 totaled $447,504. 
At June 30, 2022 total members’ equity had increased by 
$4,677 to $452,181.  The increase in total members’ equity is 
due to an increase in Unallocated retained earnings between the 
two reporting periods. At December 31, 2021 Allocated 
retained earnings totaled $121,081 compared to $101,244 at 
June 30, 2022. The decrease is due to the revolvement of the 
2016 series of allocated surplus in the first quarter of 2022. At 
December 31, 2021 Unallocated retained earnings totaled 
$317,250 and increased to $341,441. The increase in 
Unallocated retained earnings is due to the decision to retain a 
portion of the 2021 earnings for capital purposes and year to 
date 2022 earnings. 
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Total Capital stock and participation certificates were $11,170 
on June 30, 2022 compared to $11,107 on December 31, 2021. 
The increase is attributed to the purchase of new stock and 
participation certificates for new borrowing entities offset by 
the retirement of stock and participation certificates on loans 
liquidated in the normal course of business. 

The Association’s capital ratios are calculated in accordance with 
FCA regulations, as follows: 

 The CET1 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 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. 

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. 

The Association’s regulatory capital ratios are shown in the following table: 

Ratio 

Minimum Requirement 
with Capital 

Conservation Buffer 
Capital Ratios as of 

June 30, 2022 
Risk-adjusted ratios: 

CET1 Capital 7.00% 16.02% 
Tier 1 Capital 8.50% 16.02% 
Total Capital 10.50% 21.84% 
Permanent Capital Ratio 7.00% 21.18% 

Non-risk-adjusted:  
Tier 1 Leverage Ratio 5.0% 15.63% 
UREE Leverage Ratio 1.5% 15.09% 

REGULATORY MATTERS 

On April 14, 2022, the FCA approved a final rule that amends 
certain regulations to address changes in accounting principles 
generally accepted in the United States. Such changes reflect 
the Current Expected Credit Losses (CECL) methodology that 
will replace the incurred loss methodology upon adoption. 
Credit loss allowances related to loans, lessor’s net investments 
in leases, and held-to-maturity debt securities would be 
included in a System institution’s Tier 2 capital up to 1.25 
percent of the System institution’s total risk weighted assets. 
Credit loss allowances for available-for-sale debt securities and 
purchased credit impaired assets would not be eligible for 
inclusion in a System institution’s Tier 2 capital. The regulation 
does not include a transition phase-in period for the CECL day 
1 cumulative effect adjustment to retained earnings on a 
System institution’s regulatory capital ratios. In addition, the 
regulation does not include an exclusion for the CECL day 1 
cumulative effective adjustment from the “safe harbor” deemed 

prior approval provision. The final rule is effective on 
January 1, 2023. 

On August 26, 2021, the FCA issued a proposed rule to revise 
its regulatory capital requirements to define and establish risk-
weightings for High Volatility Commercial Real Estate 
(HVCRE) by assigning a 150 percent risk-weighting to such 
exposures, instead of the current 100 percent. The proposed 
rule would ensure that the FCA’s rule remains comparable with 
the capital rule of other federal banking regulatory agencies and 
recognizes the increased risk posed by HVCRE exposures. The 
public comment period ended on January 24, 2022.   

LIBOR Transition 

The Association has exposure to LIBOR arising from loans 
made to customers and Systemwide Debt Securities issued by 
the Funding Corporation on the Bank’s behalf. 
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The FCA has issued guidelines with similar guidance as the US 
prudential regulators but applicable for System institutions to 
follow as they prepare for the expected phase-out of LIBOR. 
The guidelines direct each System institution to develop a 
LIBOR transition plan designed to provide an orderly roadmap 
of actions that will reduce LIBOR exposure, stop the inflow of 
new LIBOR volume, and adjust operating processes to 
implement alternative reference rates. 

The Association has implemented LIBOR transition plans and 
continues to analyze potential risks associated with the LIBOR 
transition, including, but not limited to, financial, market, 
accounting, operational, legal, tax, reputational, and 
compliance risks. See the Association’s 2021 Annual Report 
for further discussion on the LIBOR transition. 

The following is a summary of outstanding variable-rate 
financial instruments tied to LIBOR at June 30, 2022: 

Due in 2023 
Due in and 

(dollars in thousands) 2022  Thereafter Total 

Loans $ 1,600 $ 8,739 $ 10,339 
Total Assets $ 1,600 $ 8,739 $ 10,339 

Note Payable to AgFirst Farm Credit Bank $ 1,262 $ 6,893 $ 8,155 
Total Liabilities $ 1,262 $ 6,893 $ 8,155 

The LIBOR transition plan includes implementing fallback 
language into variable-rate financial instruments maturing after 
June 30, 2023 which provides the ability to move these 
instruments to another index if the LIBOR market is no longer 
viable.  

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 2021 Annual Report to Shareholders for recently adopted accounting pronouncements. Additional 
information on new and pending Updates is provided in the following table. 

The following ASUs were issued by the Financial Accounting Standards Board (FASB): 

Summary of Guidance Adoption and Potential Financial Statement Impact 

ASU 2016-13 – Financial Instruments – Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments 
• 

• 

• 

• 

• 

• 

Replaces multiple existing impairment standards by establishing a single 
framework for financial assets to reflect management’s estimate of current 
expected credit losses (CECL) over the entire remaining life of the 
financial assets. 
Changes the present incurred loss impairment guidance for loans to an 
expected loss model. 
Modifies the other-than-temporary impairment model for debt securities to 
require an allowance for credit impairment instead of a direct write-down, 
which allows for reversal of credit impairments in future periods based on 
improvements in credit quality. 
Eliminates existing guidance for purchased credit impaired (PCI) loans, 
and requires recognition of an allowance for expected credit losses on 
these financial assets. 
Requires a cumulative-effect adjustment to retained earnings as of the 
beginning of the reporting period of adoption. 
Effective for fiscal years beginning after December 15, 2022, and interim 
periods within those fiscal years. Early application is permitted. 

• Implementation efforts began with establishing a cross-discipline 
governance structure utilizing common guidance developed across the 
Farm Credit System. The implementation includes identification of key 
interpretive issues, scoping of financial instruments, and assessing existing 
credit loss forecasting models and processes against the new guidance.  

• The new guidance is expected to result in a change in allowance for credit 
losses due to several factors, including: 
1. The allowance related to loans and commitments will most likely 

change because it will then cover credit losses over the full 
remaining expected life of the portfolio, and will consider expected 
future changes in macroeconomic conditions, 

2. An allowance will be established for estimated credit losses on any 
debt securities, 

3. The nonaccretable difference on any PCI loans will be recognized 
as an allowance, offset by an increase in the carrying value of the 
related loans. 

• The extent of allowance change is under evaluation, but will depend upon 
the nature and characteristics of the financial instrument portfolios, and 
the macroeconomic conditions and forecasts, at the adoption date. 

• The guidance is expected to be adopted January 1, 2023. 

ASU 2022-02 Financial Instruments—Credit Losses (Topic 326): Troubled Debt Restructurings and Vintage Disclosures 
• 

• 

• 

This Update responds to feedback received during the Post 
Implementation Review process conducted by the FASB related to Topic 
326. 
Troubled Debt Restructurings (TDRs) by Creditors  
The amendments eliminate the accounting guidance for TDRs by creditors 
in Subtopic 310-40, Receivables—Troubled Debt Restructurings by 
Creditors, while enhancing disclosure requirements for certain loan 
refinancings and restructurings by creditors when a borrower is 
experiencing financial difficulty. Specifically, rather than applying the 
recognition and measurement guidance for TDRs, an entity must apply the 
loan refinancing and restructuring guidance in paragraphs 310-20-35-9 
through 35-11 to determine whether a modification results in a new loan or 
a continuation of an existing loan. 
Vintage Disclosures—Gross Writeoffs 
For public business entities, the amendments in this Update require that an 
entity disclose current period gross writeoffs by year of origination for 
financing receivables and net investments in leases within the scope of 
Subtopic 326-20, Financial Instruments—Credit Losses—Measured at 
Amortized Cost. 

• These amendments will be implemented in conjunction with the adoption 
of ASU 2016-13. 
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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. 2764, or writing Matthew Miller, 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 1-800-633-9091, ext. 2674, writing Bo Fennell, CFO, AgSouth Farm 
Credit, ACA, P.O. Box 718, Statesboro, GA  30459, or accessing the Association’s website www.agsouthfc.com. The Association 
prepares an electronic version of the Annual Report which is available on the Association’s web site within 75 days after the end of the 
fiscal year and distributes the Annual report to Shareholders within 90 days after the end of the fiscal year.  The Association prepares an 
electronic version of the 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. 

Reports of suspected or actual wrongdoings involving the Association, its employees and/or Directors, can be made anonymously and 
confidentially through the Association’s Whistleblower Hotline (NAVEX Global) at 1-833-220-9744 or www.agsouth.ethicspoint.com. 
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AgSouth Farm Credit, ACA 

Consolidated Balance Sheets 
June 30, December 31, 

(dollars in thousands) 2022 2021 

(unaudited) (audited) 

Assets 
Cash $ 34 $ 689 

Investments in debt securities:
  Held to maturity (fair value of $3,616 and $4,061, respectively) 3,654 3,756 

Loans 2,053,205 2,031,671 
Allowance for loan losses (16,721) (17,712)

    Net loans 2,036,484 2,013,959 

Loans held for sale 1,382 4,236 
Accrued interest receivable 15,660 15,555 
Equity investments in other Farm Credit institutions 21,310 20,688 
Premises and equipment, net 20,206 20,717 
Other property owned 183 215 
Accounts receivable 7,795 36,947 
Other assets 2,787 2,711

          Total assets $ 2,109,495 $ 2,119,473 

Liabilities 
Notes payable to AgFirst Farm Credit Bank $ 1,632,156 $ 1,617,876 
Accrued interest payable 3,739 3,371 
Patronage refunds payable 325 32,431 
Accounts payable 3,922 3,067 
Other liabilities 17,172 15,224

          Total liabilities 1,657,314 1,671,969 

Commitments and contingencies (Note 8) 

Members' Equity 
Capital stock and participation certificates 11,170 11,107 
Retained earnings
   Allocated 101,244 121,081
   Unallocated 341,441 317,250 
Accumulated other comprehensive income (loss) (1,674) (1,934)

          Total members' equity 452,181 447,504

          Total liabilities and members' equity $ 2,109,495 $ 2,119,473 

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

Consolidated Statements of 
Comprehensive Income 

(unaudited) 

For the Three Months For the Six Months

 Ended June 30,  Ended June 30, 

(dollars in thousands) 2022 2021 2022 2021 

Interest Income 
Loans 
Investments 

$ 27,721 
64 

$ 26,368 
67 

$ 54,435 
127 

$ 52,534 
134

          Total interest income 27,785 26,435 54,562 52,668 

Interest Expense 
Notes payable to AgFirst Farm Credit Bank 10,818 9,760 20,575 19,264

          Total interest expense 10,818 9,760 20,575 19,264 

Net interest income 
Provision for (reversal of) allowance for loan losses 

16,967 
(283) 

16,675 
189 

33,987 
(1,334) 

33,404 
127 

Net interest income after provision for (reversal of) allowance for
    loan losses 17,250 16,486 35,321 33,277 

Noninterest Income 
Loan fees 
Fees for financially related services 
Patronage refunds from other Farm Credit institutions 
Gains (losses) on sales of rural home loans, net 
Gains (losses) on sales of premises and equipment, net 
Gains (losses) on other transactions 
Other noninterest income 

1,314 
271 

4,473 
868 

58 
(1,740) 

118 

1,702 
170 

3,948 
709 
130 
122 

61 

2,616 
917 

8,225 
1,838 

150 
(1,497) 

280 

3,400 
717 

7,433 
1,383 

130 
188 
123

          Total noninterest income 5,362 6,842 12,529 13,374 

Noninterest Expense 
Salaries and employee benefits 
Occupancy and equipment 
Insurance Fund premiums 
Purchased services 
Data processing 
Other operating expenses 
(Gains) losses on other property owned, net 

8,083 
470 
882 
436 
105 

1,548 
(12) 

8,220 
491 
571 
407 
110 

1,092 
5 

17,115 
979 

1,453 
871 
240 

3,032 
(23) 

16,660 
1,226 
1,119 

713 
220 

2,204 
(26)

          Total noninterest expense 11,512 10,896 23,667 22,116 

Income before income taxes 
Provision (benefit) for income taxes 

11,100 
— 

12,432 
— 

24,183 
(8) 

24,535 
(2) 

Net income $ 11,100 $ 12,432 $ 24,191 $ 24,537 

Other comprehensive income net of tax
  Employee benefit plans adjustments 130 6 260 12 

Comprehensive income $ 11,230 $ 12,438 $ 24,451 $ 24,549 

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

Consolidated Statements of Changes in 
Members’ Equity 

(unaudited) 

Capital Accumulated 
Stock and Retained Earnings Other Total 

Participation Comprehensive Members' 
(dollars in thousands) Certificates Allocated Unallocated Income (Loss) Equity 

Balance at December 31, 2020 
Comprehensive income 
Capital stock/participation 
    certificates issued/(retired), net 
Patronage distribution
    Cash 
Retained earnings retired 
Patronage distribution adjustment 

$ 10,626 

378 

$ 139,757 

(18,352) 
(268) 

$ 286,811 
24,537 

(10,000) 

250 

$ (693) 
12 

$ 436,501 
24,549 

378 

(10,000) 
(18,352) 

(18) 

Balance at June 30, 2021 $ 11,004 $ 121,137 $ 301,598 $ (681) $ 433,058 

Balance at December 31, 2021 
Comprehensive income 
Capital stock/participation 
    certificates issued/(retired), net 
Retained earnings retired 
Patronage distribution adjustment 

$ 11,107 

63 

$ 121,081 

(19,840) 
3 

$ 317,250 
24,191 

$ (1,934) 
260 

$ 447,504 
24,451 

63 
(19,840) 

3 

Balance at June 30, 2022 $ 11,170 $ 101,244 $ 341,441 $ (1,674) $ 452,181 

The accompanying notes are an integral part of these consolidated financial statements. 
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AgSouth 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 
AgSouth 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, 2021 are contained in the 2021 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 US 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 Effective During the Period 
There were no changes in the accounting principles applied from 
the latest Annual Report. 

Note 2 — Loans and Allowance for Loan Losses 

The Association maintains an allowance for loan losses 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. See Note 3, Loans and Allowance for Loan Losses, 
from the latest Annual Report for further discussion. 

Credit risk arises from the potential inability of an obligor to 
meet its repayment obligation. 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. 
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A summary of loans outstanding at period end follows:  

June 30, 2022 December 31, 2021 

Real estate mortgage $ 1,615,623 $ 1,563,155 
Production and intermediate-term 297,000  324,964 
Processing and marketing 20,377  23,743 
Farm-related business 17,714  19,427 
Rural residential real estate 102,329  100,215 
Other (including Mission Related) 162  167 

Total loans $ 2,053,205 $ 2,031,671 

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

The Association may purchase or sell participation interests with other parties in order to diversify risk, manage loan volume, and comply 
with Farm Credit Administration (FCA) regulations.  The following tables present the principal balance of participation loans at periods 
ended: 

June 30, 2022 
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 $ 9,185 $ 120,657 $ 325 $ 7,516 $ – $ – $ 9,510 $ 128,173 
Production and intermediate-term 3,864 65,699 1,078 – 3,931 – 8,873 65,699 
Processing and marketing – 119,951 – 21,871 – – – 141,822 
Farm-related business – 6,000 – – – – – 6,000 

Total $ 13,049 $ 312,307 $ 1,403 $ 29,387 $ 3,931 $ – $ 18,383 $ 341,694 

December 31, 2021 
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 $ 9,751 $ 145,471 $ 336 $ 8,053 $ – $ – $ 10,087 $ 153,524 
Production and intermediate-term 3,009 32,090 1,231 – 2,523 – 6,763 32,090 
Processing and marketing – 124,085 181 24,206 – – 181 148,291 
Farm-related business 915 10,018 – – – – 915 10,018 

Total $ 13,675 $ 311,664 $ 1,748 $ 32,259 $ 2,523 $ – $ 17,946 $ 343,923 

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

The following table shows the recorded investment of loans, classified under the FCA Uniform Loan Classification System, as a percentage 
of the recorded investment of total loans by loan type as of: 

June 30, 2022 December 31, 2021 June 30, 2022 December 31, 2021 

Real estate mortgage: 
Acceptable
OAEM 

 98.70% 
0.48 

98.59% 
0.50 

Rural residential real estate: 
Acceptable
OAEM 

 98.92% 
0.52 

99.03% 
0.42 

Substandard/doubtful/loss 0.82 0.91 Substandard/doubtful/loss 0.56 0.55 
100.00% 100.00%  100.00% 100.00% 

Production and intermediate-term: 
Acceptable 96.83% 96.61% 

Other (including Mission Related): 
Acceptable 100.00% 100.00% 

OAEM 1.99 1.95 OAEM – – 
Substandard/doubtful/loss 1.18 

100.00%
1.44 

 100.00% 
Substandard/doubtful/loss – 
 100.00% 

–
100.00% 

Processing and marketing: 
Acceptable 
OAEM 

98.72%
– 

 95.02% 
– 

Total loans: 
Acceptable
OAEM 

 98.38% 
0.72 

98.15% 
0.75 

Substandard/doubtful/loss 1.28 4.98 Substandard/doubtful/loss 0.90 1.10 
100.00% 100.00%  100.00% 100.00% 

Farm-related business: 
Acceptable 92.15% 87.52% 
OAEM 3.10 2.84 
Substandard/doubtful/loss 4.75 9.64 

100.00% 100.00% 
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The following tables provide an aging analysis of the recorded investment of past due loans as of: 

June 30, 2022 
Not Past Due or 

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

Real estate mortgage $ 9,160 $ 2,942 $ 12,102 $ 1,614,980 $ 1,627,082 
Production and intermediate-term 872 2,052  2,924  297,575  300,499 
Processing and marketing – – – 20,583  20,583 
Farm-related business 630 478  1,108  16,686  17,794 
Rural residential real estate 626 104 730 101,994 102,724 
Other (including Mission Related) – – – 162  162 

Total $ 11,288 $ 5,576 $ 16,864 $ 2,051,980 $ 2,068,844 

December 31, 2021 
Not Past Due or 

30 Through 89 
Days Past Due 

90 Days or More 
Past Due 

Total Past 
Due 

Less Than 30 
Days Past Due Total Loans 

Real estate mortgage $ 6,001 $ 3,612 $ 9,613 $ 1,564,204 $ 1,573,817 
Production and intermediate-term 1,987 2,057  4,044  325,190  329,234 
Processing and marketing 181 – 181  23,722  23,903 
Farm-related business 160 498  658  18,930  19,588 
Rural residential real estate 675 56 731 99,763 100,494 
Other (including Mission Related) – – – 169  169 

Total $ 9,004 $ 6,223 $ 15,227 $ 2,031,978 $ 2,047,205 

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

June 30, 2022 December 31, 2021 
Nonaccrual loans: 
Real estate mortgage $ 5,699 $ 6,919 
Production and intermediate-term 2,752 3,475 
Processing and marketing – 880 
Farm-related business 681 691 
Rural residential real estate 121 168 

Total $ 9,253 $ 12,133 

Accruing restructured loans: 
Real estate mortgage $ 5,495 $ 5,733 
Production and intermediate-term 1,034 918 
Farm-related business 107 – 
Rural residential real estate 17 29 

Total $ 6,653 $ 6,680 

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

Total nonperforming loans $ 15,906 $ 18,813 
Other property owned 183 215 

Total nonperforming assets $ 16,089 $ 19,028 

Nonaccrual loans as a percentage of total loans 0.45% 0.60% 
Nonperforming assets as a percentage of total 

loans and other property owned 0.78% 0.94% 
Nonperforming assets as a percentage of capital  3.56% 4.25% 

The following table presents information related to the recorded investment of impaired loans at period end.  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. 

June 30, 2022 December 31, 2021 

Impaired nonaccrual loans: 
Current as to principal and interest $ 2,968 $ 3,724 

 Past due 6,285 8,409 
Total $ 9,253 $ 12,133 

Impaired accrual loans:
 Restructured $ 6,653 $ 6,680 

90 days or more past due – – 
Total $ 6,653 $ 6,680 

Total impaired loans $ 15,906 $ 18,813 

Additional commitments to lend $ – $ – 

AgSouth Farm Credit, ACA ● 16 156



 

   

 
 

 
     

 
 
 

 

 

 

 

               

     
          

          
                  

   

               
    

           
           

             
  

                 
  

          
            

             
 

 
 

  

 
 
 

 

 

     
 

    
   

        
            

        
             

 

          
  

       
        

       
           

  

            
  

       
        

        
           

 
 
  

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

June 30, 2022 Three Months Ended June 30, 2022 Six Months Ended June 30, 2022 

Impaired loans: 
Recorded 

Investment 

Unpaid 
Principal 
Balance 

Related 
Allowance  

Average 
Impaired 

Loans 

Interest Income 
Recognized on 

Impaired Loans

 Average 
Impaired 

Loans 

Interest Income 
Recognized on 

Impaired Loans 

With a related allowance for credit losses: 
Real estate mortgage $ 
Production and intermediate-term 
Farm-related business 
Rural residential real estate 

–
394 
138 

– 

$ –
387 
313 

– 

$ – 
102 
76 

– 

$ –
394 
138 

– 

$ – 
7 
3 
– 

$ –
422  
148  

– 

$ – 
17 
6 
– 

Total $ 532 $ 700 $ 178  $ 532 $ 10 $ 570 $ 23 

With no related allowance for credit losses: 
Real estate mortgage $ 11,194 
Production and intermediate-term 3,392 
Farm-related business 650 
Rural residential real estate 138 

$ 13,567 
4,999 
1,024 

174 

$ –
– 
– 
– 

$ 11,181 
3,387 

649 
138 

$ 209 
64 
12 

2 

$ 11,993 
3,634  

696  
148  

$ 483 
147 
28 

6 
Total $ 15,374 $ 19,764 $ –  $ 15,355 $ 287 $ 16,471 $ 664 

Total impaired loans: 
Real estate mortgage 
Production and intermediate-term 
Farm-related business 
Rural residential real estate 

$ 11,194 
3,786 

788 
138 

$ 13,567 
5,386 
1,337 

174 

$ –
102 
76 

– 

$ 11,181 
3,781 

787 
138 

$ 209 
71 
15 

2 

$ 11,993 
4,056  

844  
148  

$ 483 
164 
34 

6 
Total $ 15,906 $ 20,464 $ 178 $ 15,887 $ 297 $ 17,041 $ 687 

Impaired loans: 

December 31, 2021 
Unpaid 

Recorded Principal Related 
Investment Balance Allowance 

Year Ended December 31, 2021 
 Average Interest Income 

Impaired Recognized on 
Loans Impaired Loans 

With a related allowance for credit losses: 
Real estate mortgage $ 
Production and intermediate-term 
Processing and marketing 
Farm-related business 
Rural residential real estate 

–
297 

– 
157 

– 

$ –
317 

– 
167 

– 

$ – 
94 

– 
25 

– 

$ –
340  

– 
180  

– 

$ – 
24 

– 
12 

– 
Total $ 454 $ 484 $ 119  $ 520 $ 36 

With no related allowance for credit losses: 
Real estate mortgage $ 12,652 
Production and intermediate-term 4,096 
Processing and marketing 880 
Farm-related business 534 
Rural residential real estate 197 

$ 15,001 
6,189 

905 
1,073 

269 

$ – 
– 
– 
– 
– 

$ 14,475 
4,686  
1,008  

611  
224  

$ 1,008 
326 
70 
43 
15 

Total $ 18,359 $ 23,437 $ – $ 21,004 $ 1,462 

Total impaired loans: 
Real estate mortgage 
Production and intermediate-term 
Processing and marketing 
Farm-related business 
Rural residential real estate 

$ 12,652 
4,393 

880 
691 
197 

$ 15,001 
6,506 

905 
1,240 

269 

$ – 
94 

– 
25 

– 

$ 14,475 
5,026  
1,008  

791  
224  

$ 1,008 
350 
70 
55 
15 

Total $ 18,813 $ 23,921 $ 119  $ 21,524 $ 1,498 
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A summary of changes in the allowance for loan losses and recorded investment in loans for each reporting period follows: 

Other 
Production and Rural (including 

Real Estate Intermediate- Residential Mission 
Mortgage term Agribusiness* Real Estate Related) Total 

Activity related to the allowance for credit losses: 
Balance at March 31, 2022 $ 13,301 $ 2,484 $ 372 $ 825 $ 1 $ 16,983 
Charge-offs – (13) – (12) – (25) 
Recoveries 9 28 – 9 – 46 
Provision for loan losses (299) 6 11 (1) – (283) 
Balance at June 30, 2022 $ 13,011 $ 2,505 $ 383 $ 821 $ 1 $ 16,721 

Balance at December 31, 2021 
Charge-offs  
Recoveries 
Provision for loan losses 
Balance at June 30, 2022 

$ 13,525 
(25) 
70 

(559) 
$ 13,011 

$ 

$ 

2,923 
(61) 
359 

(716) 
2,505 

$ 

$ 

399 
– 
2 

(18) 
383 

$ 

$ 

864 
(15) 
13 

(41) 
821 

$ 

$ 

1 
– 
– 
– 
1 

$ 

$ 

17,712 
(101) 
444 

(1,334) 
16,721 

Balance at March 31, 2021 
Charge-offs 
Recoveries 
Provision for loan losses 
Balance at June 30, 2021 

$ 13,270 
(41) 

1 
(181) 

$ 13,049 

$ 

$ 

2,769 
(165) 

15 
327 

2,946 

$ 

$ 

497 
– 
– 

48 
545 

$ 

$ 

812 
– 
5 

(4) 
813 

$ 

$ 

2 
– 
– 

(1) 
1 

$ 

$ 

17,350 
(206) 

21 
189 

17,354 

Balance at December 31, 2020 
Charge-offs 
Recoveries 
Provision for loan losses 
Balance at June 30, 2021 

$ 13,021 
(41) 
81 

(12) 
$ 13,049 

$ 

$ 

3,017 
(206) 
107  
28 

2,946 

$ 

$ 

538 
(72) 

1 
78 

545 

$ 

$ 

779 
(7) 
7 

34 
813 

$ 

$ 

2 
– 
– 

(1) 
1 

$ 

$ 

17,357 
(326) 
196 
127 

17,354 

Allowance on loans evaluated for impairment: 
Individually $ –
Collectively 13,011 
Balance at June 30, 2022 $ 13,011 

$ 

$ 

102 
2,403  
2,505 

$ 

$ 

76
307 
383 

$ 

$ 

–
821 
821 

$ 

$ 

–
1 
1 

$ 

$ 

178 
16,543 
16,721 

Individually 
Collectively 
Balance at December 31, 2021 

$ –
13,525 

$ 13,525 

$ 

$ 

94 
2,829  
2,923 

$ 

$ 

25
374 
399 

$ 

$ 

–
864 
864 

$ 

$ 

–
1 
1 

$ 

$ 

119 
17,593 
17,712 

Recorded investment in loans evaluated for impairment: 
Individually $ 11,194 $ 
Collectively 1,615,888 
Balance at June 30, 2022 $ 1,627,082 $ 

3,786 
296,713 
300,499 

$ 

$ 

788 
37,589 
38,377 

$ 

$ 

138 
102,586 
102,724 

$ 

$ 

–
162 
162 

$ 

$ 

15,906 
2,052,938 
2,068,844 

Individually 
Collectively 
Balance at December 31, 2021 

$ 12,652 
1,561,165 

$ 1,573,817 

$ 

$ 

4,393 
324,841 
329,234 

$ 

$ 

1,571 
41,920 
43,491 

$ 

$ 

197 
100,297 
100,494 

$ 

$ 

–
169 
169 

$ 

$ 

18,813 
2,028,392 
2,047,205 

*Includes the loan types: Loans to cooperatives, Processing and marketing, and Farm-related business. 

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. 

Three Months Ended June 30, 2022 

Outstanding Recorded Investment 

Pre-modification: 
Production and intermediate-term 
Farm-related business 

Total 

Interest 
Concessions 

$ 266 
101 

$ 367 

Principal 
Concessions 

$ –
– 

$ –

Other 
Concessions 

$ –
– 

$ –

 $ 

$ 

Total 

266 
101 
367 

Charge-offs 

Post-modification: 
Production and intermediate-term
Farm-related business 

Total 

$ 266 
105 

$ 371 

$ 

$ 

–
– 
–

 $ 

$ 

–
– 
–

 $ 

$ 

266 
105 
371 

$ 

$ 

– 
– 
– 
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Six Months Ended June 30, 2022 

Outstanding Recorded Investment 

Pre-modification: 
Real estate mortgage 
Production and intermediate-term 
Farm-related business 
Rural residential real estate 

Total 

Interest 
Concessions 

$ 512 
266 
101 

17 
$ 896 

Principal 
Concessions 

$ –
11 

– 
– 

$ 11 

Other 
Concessions 

$ –
– 
– 
– 

$ –

 $ 

$ 

Total 

512 
277 
101 
17 

907 

Charge-offs 

Post-modification: 
Real estate mortgage 
Production and intermediate-term 
Farm-related business 
Rural residential real estate 

Total 

$ 512 
266 
105 

17 
$ 900 

$ –
11 

– 
– 

$ 11 

$ 

$ 

–
– 
– 
– 
–

 $ 

$ 

512 
277 
105 
17 

911 

$ 

$ 

– 
– 
– 
– 
– 

Three Months Ended June 30, 2021 

Outstanding Recorded Investment 
Interest 

Concessions 
Principal 

Concessions 
Other 

Concessions Total Charge-offs 

Pre-modification: 
Real estate mortgage 

Total 
$ 
$ 

–
–
 $ 

$ 
1,130 
1,130 

$ 
$ 

–
–
 $ 

$ 
1,130 
1,130 

Post-modification: 
Real estate mortgage 

Total 
$ 
$ 

–
–
 $ 

$ 
1,130 
1,130 

$ 
$ 

–
–
 $ 

$ 
1,130 
1,130 

$ 
$ 

– 
– 

Six Months Ended June 30, 2021 

Outstanding Recorded Investment 

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

Total 

Interest 
Concessions 

$ 347 
– 

$ 347 

Principal 
Concessions 

$ 3,270 
281 

$ 3,551 

Other 
Concessions 

$ –
– 

$ –

 $ 

$ 

Total 

3,617 
281 

3,898 

Charge-offs 

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

Total 

$ 352 
– 

$ 352 

$ 3,270 
281 

$ 3,551 

$ 

$ 

–
– 
–

 $ 

$ 

3,622 
281 

3,903 

$ 

$ 

– 
– 
– 

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. 

The following table presents outstanding recorded investment for TDRs that occurred during the previous twelve months and for which 
there was a subsequent payment default during the period.  Payment default is defined as a payment that was thirty days or more past 
due. 

Three Months Ended June 30, Six Months Ended June 30, 
2022 2021 2022 2021 

Real estate mortgage 
Production and intermediate-term 

$ 344 
– 

$ 297 
– 

$ 456 
171 

$ 326 
– 

Total $ 344 $ 297 $ 627 $ 326 

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

Total TDRs Nonaccrual TDRs 
June 30, 2022 December 31, 2021 June 30, 2022 December 31, 2021 

Real estate mortgage $ 8,989 $ 9,707 $ 3,494 $ 3,974 
Production and intermediate-term 1,719 1,602 685 684 
Farm-related business 110 3 3 3 
Rural residential real estate 17 29 – – 

Total loans $ 10,835 $ 11,341 $ 4,182 $ 4,661 

Additional commitments to lend $ – $ – 
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Note 3 — Investments 

Investments in Debt Securities 
The Association’s investments consist primarily of Rural 
America Bonds (RABs), which are private placement securities 
purchased under the Mission Related Investment (MRI) 
program approved by the FCA.  In its Conditions of Approval 
for the program, the FCA generally considers a RAB ineligible 
if its investment rating, based on the internal 14-point risk 
rating scale used to also grade loans, falls below 9 and requires 
System institutions to provide notification to FCA when a 
security becomes ineligible.  Any other bonds purchased under 
the MRI program, approved on a case-by-case basis by FCA, 
may have different eligibility requirements.  At June 30, 2022 
the Association held no RABs whose credit quality had 
deteriorated beyond the program limits. 

A summary of the amortized cost and fair value of investment 
securities held-to-maturity follows:  

June 30, 2022 
Gross Gross 

Amortized Unrealized Unrealized Fair 
Cost Gains Losses Value Yield 

RABs $ 3,654 $ – $ (38) $ 3,616 6.74% 

December 31, 2021
 Gross Gross 

Amortized Unrealized Unrealized Fair 
Cost Gains Losses Value Yield 

RABs $ 3,756 $ 305 $ – $ 4,061 6.66% 

A summary of the contractual maturity, amortized cost and 
estimated fair value of investment securities held-to-maturity 
follows: 

June 30, 2022 
Weighted 

Amortized Fair Average 
Cost Value Yield 

In one year or less $ – $ – –% 
After one year through five years – – – 
After five years through ten years – – – 
After ten years  3,654  3,616 6.74 

Total $ 3,654 $ 3,616 6.74% 

All of these investments have contractual maturities in excess 
of ten years.  However, expected maturities for these types of 
securities can differ from contractual maturities because 
borrowers may have the right to prepay obligations with or 
without prepayment penalties. 

An investment is considered impaired if its fair value is less 
than its cost. The following table shows the fair value and 
gross unrealized losses for investments that were in a 
continuous unrealized loss position aggregated by investment 
category at each reporting period. A continuous unrealized loss 
position for an investment is measured from the date the 
impairment was first identified.  The Association had no 
investments that were in a continuous unrealized loss position 
at December 31, 2021. 

June 30, 2022 

 Less Than 12 Months 
 12 Months or Greater 

Fair Unrealized Fair Unrealized 
Value Losses Value Losses 

RABs $ 3,654 $ (38) $ – $ – 

The recording of an impairment is predicated on: (1) whether 
or not management intends to sell the security, (2) whether it is 
more likely than not that management would be required to sell 
the security before recovering its costs, and (3) whether 
management expects to recover the security’s entire amortized 
cost basis (even if there is no intention to sell). If the 
Association intends to sell the security or it is more likely than 
not that it would be required to sell the security, the impairment 
loss equals the full difference between amortized cost and fair 
value of the security. When the Association does not intend to 
sell securities in an unrealized loss position and it is not more 
likely than not that it would be required to sell the securities, 
other-than-temporary impairment loss is separated into credit 
loss and non-credit loss. Credit loss is defined as the shortfall 
of the present value of the cash flows expected to be collected 
in relation to the amortized cost basis. 

The Association performs periodic credit reviews, including 
other-than-temporary impairment analyses, on its investment 
securities portfolio. The objective is to quantify future possible 
loss of principal or interest due on securities in the portfolio. 

The Association has not recognized any credit losses as any 
impairments were deemed temporary and resulted from non-
credit related factors.  The Association has the ability and intent 
to hold these temporarily impaired investments until a recovery 
of unrealized losses occurs, which may be at maturity, and at 
this time expects to collect the full principal amount and 
interest due on these securities, especially after considering 
credit enhancements. 

Equity Investments in Other Farm Credit System 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. 

Associations are required to maintain ownership in AgFirst 
(AgFirst or 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 owned 6.60 percent of the issued stock of the Bank 
as of June 30, 2022 net of any reciprocal investment.  As of that 
date, the Bank’s assets totaled $40.4 billion and shareholders’ 
equity totaled $1.8 billion. The Bank’s earnings were $216 
million for the first six months of 2022. In addition, the 
Association held investments of $4,358 related to other Farm 
Credit institutions. 
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Note 4 — Debt 

Notes Payable to AgFirst Farm Credit Bank 
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. The contractual terms of the revolving 
line of credit are contained in the General Financing Agreement 
(GFA).  The GFA also defines Association performance criteria 
for borrowing from the Bank, which includes borrowing base 
margin, earnings and capital covenants, among others.   

Note 5 — Members’ Equity 

Accumulated Other Comprehensive Income (AOCI) 

 Changes in Accumulated Other Comprehensive Income by Component (a) 
Three Months Ended June 30, Six Months Ended June 30, 

2022 2021 2022 2021 
Employee Benefit Plans: 
Balance at beginning of period 
Other comprehensive income before reclassifications 
Amounts reclassified from AOCI 

$ (1,804)
– 

130  

$ (687)
– 
6 

$ (1,934)
– 

260  

$ (693) 
– 

12 
Net current period other comprehensive income 130  6 260  12 
Balance at end of period $ (1,674) $ (681) $ (1,674) $ (681) 

Reclassifications Out of Accumulated Other Comprehensive Income (b) 
Three Months Ended June 30, Six Months Ended June 30, 

2022 2021 2022 2021 Income Statement Line Item 
Defined Benefit Pension Plans: 
Periodic pension costs $ (130) $ (6) $ (260) $ (12) See Note 7. 
Net amounts reclassified $ (130) $ (6) $ (260) $ (12) 

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

Note 6 — 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. 

The classifications within the fair value hierarchy are as 
follows: 

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

Level 2 inputs 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 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 the third-party valuation or internal model 
pricing. 

For a complete discussion of the inputs and other assumptions 
considered in assigning various assets and liabilities to the fair 
value hierarchy levels, see the latest Annual Report to 
Shareholders. 

There were no Level 3 assets or 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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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. 

June 30, 2022 
Total 

Carrying 
Amount Level 1 Level 2 Level 3 

Total  Fair  
Value 

Recurring Measurements 
Assets: 
Assets held in trust funds 
  Recurring Assets 

$ 
$ 

2,149 
2,149 

$ 
$ 

2,149 
2,149 

$ 
$ 

–
–
 $ 

$ 
–
–
 $ 

$ 
2,149 
2,149 

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

Nonrecurring Measurements 
Assets: 
Impaired loans 
Other property owned 
  Nonrecurring Assets 

$ 

$ 

354 
183 
537 

$ 

$ 

–
– 
–

 $ 

$ 

–
– 
–

 $ 

$ 

354 
212  
566 

$ 

$ 

354 
212 
566 

Other Financial Instruments 
Assets: 
Cash 

 Investment securities, held-to-maturity 
Loans 
  Other Financial Assets 

$ 

$ 

34
3,654 

2,037,512 
2,041,200 

$ 

$ 

34
– 
– 

34 

$ 

$ 

–
– 
– 
–

 $ 

$ 

–
3,616  

1,952,459 
1,956,075

 $ 

$ 

34
3,616 

1,952,459
1,956,109 

Liabilities: 
Notes payable to AgFirst Farm Credit Bank
  Other Financial Liabilities 

$ 
$ 

1,632,156 
1,632,156 

$ 
$ 

–
–
 $ 

$ 
–
–
 $ 

$ 
1,537,816
1,537,816

 $ 
$ 

1,537,816
1,537,816 

December 31, 2021 
Total 

Carrying 
Amount Level 1 Level 2 Level 3 

Total  Fair  
Value 

Recurring Measurements 
Assets: 
Assets held in trust funds 
  Recurring Assets 

$ 
$ 

2,354 
2,354 

$ 
$ 

2,354 
2,354 

$ 
$ 

–
–
 $ 

$ 
–
–
 $ 

$ 
2,354 
2,354 

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

Nonrecurring Measurements 
Assets: 
Impaired loans 
Other property owned 
  Nonrecurring Assets 

$ 

$ 

335 
215 
550 

$ 

$ 

–
– 
–

 $ 

$ 

–
– 
–

 $ 

$ 

335 
253  
588 

$ 

$ 

335 
253 
588 

Other Financial Instruments 
Assets: 
Cash 

 Investment securities, held-to-maturity 
Loans 
  Other Financial Assets 

$ 

$ 

689 
3,756 

2,017,860 
2,022,305 

$ 

$ 

689 
– 
– 

689 

$ 

$ 

–
– 
– 
–

 $ 

$ 

–
4,061  

2,028,185 
2,032,246

 $ 

$ 

689 
4,061 

2,028,185
2,032,935 

Liabilities: 
Notes payable to AgFirst Farm Credit Bank
  Other Financial Liabilities 

$ 
$ 

1,617,876 
1,617,876 

$ 
$ 

–
–
 $ 

$ 
–
–
 $ 

$ 
1,610,164
1,610,164

 $ 
$ 

1,610,164
1,610,164 

Uncertainty in Measurements of Fair Value 
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 below. 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. 
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Investment Securities 
The fair values of predominantly all Level 3 investment 
securities have consistent inputs, valuation techniques and 
correlation to changes in underlying inputs. The models used to 
determine fair value for these instruments use certain 
significant unobservable inputs within a discounted cash flow 
or market comparable pricing valuation technique. Such inputs 
generally include discount rate components including risk 
premiums, prepayment estimates, default estimates and loss 
severities. 

These Level 3 assets would decrease (increase) in value based 
upon an increase (decrease) in discount rates, defaults, or loss 
severities. Conversely, the fair value of these assets would 
generally increase (decrease) in value if the prepayment input 
were to increase (decrease). 

Generally, a change in the assumption used for defaults is 
accompanied by a directionally similar change in the risk 
premium component of the discount rate (specifically, the 
portion related to credit risk) and a directionally opposite 
change in the assumption used for prepayments. Unobservable 
inputs for loss severities do not normally increase or decrease 
based on movements in the other significant unobservable 
inputs for these Level 3 assets. 

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, 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 estimates. 

Quantitative Information about Recurring and 
Nonrecurring Level 3 Fair Value Measurements 
With regard to nonrecurring measurements for impaired loans 
and other property owned, it is not practicable to provide 
specific information on inputs as each collateral property is 
unique. System institutions utilize appraisals to value these 
loans and other property owned and take into account 
unobservable inputs such as income and expense, comparable 
sales, replacement cost and comparability adjustments. 

Information about Other Financial Instrument Fair Value Measurements 

Valuation Technique(s) Input 
Cash Carrying value Par/principal and appropriate interest yield 
Investment securities, held-to-maturity Discounted cash flow Prepayment rates 

Risk-adjusted discount rate 
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 

Note 7 — Employee Benefit Plans 

The following is a table of retirement and other postretirement 
benefit expenses for the Association: 

Three Months Ended Six Months Ended 
June 30, June 30,

  2022     2021     2022    2021 
Pension $ 779 $ 1,238 $ 1,486 $ 2,488 
401(k) 373 346 805 760 
Other postretirement benefits 263 217 473 444 

Total $ 1,415 $ 1,801 $ 2,764 $ 3,692 

Expenses in the above table are computed using allocated 
estimates of funding for multi-employer plans in which the 
Association participates.  These amounts may change when a 
total funding amount and allocation is determined by the 
respective Plan’s Sponsor Committee. Also, market conditions 

could impact discount rates and return on plan assets which 
could change contributions necessary before the next plan 
measurement date of December 31, 2022. 

Further details regarding employee benefit plans are contained 
in the 2021 Annual Report to Shareholders. 

Note 8 — Commitments and Contingent Liabilities 

From time to time, legal actions are pending against the 
Association in which claims for monetary 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. In 
June 2022, the Association resolved claims in the aggregate 
amount of approximately $1,600.  The amounts were reflected 
as loss on other transactions and a corresponding liability. 
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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. 

Note 9 — Merger Activity 

On May 24, 2022, the Board of Directors of the Association 
and Carolina Farm Credit, ACA signed a letter of intent to 
merge the two Associations. The merger is subject to AgFirst, 
FCA, and shareholder approval. If approved by all required 
parties, the merger is expected to take effect upon the 
commencement of business on April 1, 2023. 

Note 10 — Subsequent Events 

The Association evaluated subsequent events and determined 
there were none requiring disclosure through August 8, 2022, 
which was the date the financial statements were issued. 
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Report of Management 
The accompanying consolidated financial statements and 

related financial information appearing throughout this annual 

report have been prepared by management of Carolina Farm 

Credit, ACA (Association) in accordance with generally 

accepted accounting principles appropriate in the 

circumstances. Amounts which must be based on estimates 

represent the best estimates and judgments of management. 

Management is responsible for the integrity, objectivity, 

consistency, and fair presentation of the consolidated financial 

statements and financial information contained in this report. 

Management maintains and depends upon an internal 

accounting control system designed to provide reasonable 

assurance that transactions are properly authorized and 

recorded, that the financial records are reliable as the basis for 

the preparation of all financial statements, and that the assets of 

the Association are safeguarded. The design and 

implementation of all systems of internal control are based on 

judgments required to evaluate the costs of controls in relation 

to the expected benefits and to determine the appropriate 

balance between these costs and benefits. The Association 

maintains an internal audit program to monitor compliance 

with the systems of internal accounting control. Audits of the 

accounting records, accounting systems and internal controls 

are performed and internal audit reports, including appropriate 

recommendations for improvement, are submitted to the Board 

of Directors. 

The consolidated financial statements have been audited by 

independent auditors, whose report appears elsewhere in this 

annual report. The Association is also subject to examination by 

the Farm Credit Administration. 

The consolidated financial statements, in the opinion of 

management, fairly present the financial condition of the 

Association. The undersigned certify that we have reviewed the 

2021 Annual Report of Carolina Farm Credit, ACA, that the 

report has been prepared under the oversight of the audit 

committee of the Board of Directors and in accordance with all 

applicable statutory or regulatory requirements, and that the 

information contained herein is true, accurate, and complete to 

the best of our knowledge and belief. 

Vickie N. Smitherman 

Chair of the Board 

Vance C. Dalton, Jr. 

Chief Executive Officer 

Christopher H. Scott, CPA 

Chief Financial Officer 

March 10, 2022 
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reporting as of December 31, 2021. 

Vance C. Dalton, Jr. 

Chief Executive Officer 

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, to provide 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, and 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 December 31, 2021. 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 December 31, 2021, the 

internal control over financial reporting was effective based 

upon the COSO criteria. Additionally, based on this 

assessment, the Association determined that there were no 

material weaknesses in the internal control over financial 

Christopher H. Scott 

Chief Financial Officer 

Carolina Farm Credit, ACA 

March 10, 2022 
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Consolidated Five - Year Summary of Selected 
Financial Data 

December 31, 
(dollars in thousands) 2021 2020 2019 2018 2017 

Balance Sheet Data 
Cash $ 100 $ 57 $ 3,347 $ 2,963 $ 11,335 
Investments in debt securities 714 963 1,404 1,526 1,644 
Loans 1,786,411 1,675,081 1,603,787 1,531,294 1,454,005 
Allowance for loan losses (6,094) (9,069) (7,595) (7,051) (7,837)
  Net loans 1,780,317 1,666,012 1,596,192 1,524,243 1,446,168 

Equity investments in other Farm Credit institutions 
Other property owned 
Other assets 

16,786 
— 

70,490 

17,936 
98 

72,118 

18,864 
— 

60,422 

18,079 
468 

64,080 

17,364 
143 

68,481

           Total assets $ 1,868,407 $1,757,184 $1,680,229 $1,611,359 $1,545,135 

Notes payable to AgFirst Farm Credit Bank* 
Accrued interest payable and other liabilities
   with maturities of less than one year 

$ 1,453,937 

56,911 

$1,364,742 

48,981 

$1,302,343 

45,466 

$1,239,668 

42,960 

$1,180,640 

43,957

           Total liabilities 1,510,848 1,413,723 1,347,809 1,282,628 1,224,597 
Capital stock and participation certificates 
Retained earnings
    Allocated 

10,575 

201,656 

9,965 

195,698 

9,480 

193,802 

9,164 

193,856 

8,819 

193,930
    Unallocated 146,581 139,588 130,637 126,605 119,871 
Accumulated other comprehensive income (loss) (1,253) (1,790) (1,499) (894) (2,082)

           Total  members' equity 357,559 343,461 332,420 328,731 320,538

           Total liabilities and members' equity $ 1,868,407 $1,757,184 $1,680,229 $1,611,359 $1,545,135 

Statement of Income Data 
Net interest income $ 56,025 $ 53,838 $ 52,004 $ 49,980 $ 47,429 
Provision for (reversal of allowance for) loan losses 
Noninterest income (expense), net 

(3,015)
355 

2,131 
(1,520) 

2,778 
(10,464) 

(544) 
(10,606) 

175 
(3,399)

           Net income $ 59,395 $ 50,187 $ 38,762 $ 39,918 $ 43,855 

Key Financial Ratios
Rate of return on average:
  Total assets 3.32% 2.97% 2.39% 2.55% 2.92%
  Total members' equity 
Net interest income as a percentage of
  average earning assets 
Net (chargeoffs) recoveries to average loans 
Total members' equity to total assets 
Debt to members' equity (:1) 
Allowance for loan losses to loans 

16.62% 

3.22% 
0.002% 
19.14% 

4.23 
0.34% 

14.48% 

3.30% 
(0.040)% 

19.55% 
4.12 

0.54% 

11.29% 

3.33% 
(0.143)% 

19.78% 
4.05 

0.47% 

11.96% 

3.33% 
(0.016)% 

20.40% 
3.90 

0.46% 

13.60% 

3.31% 
0.022% 
20.74% 

3.82 
0.54% 

Permanent capital ratio 
Common equity tier 1 capital ratio 
Tier 1 capital ratio 
Total regulatory capital ratio 
Tier 1 leverage ratio 
Unallocated retained earnings (URE) and
  URE equivalents leverage ratio 

19.21% 
19.11% 
19.11% 
19.65% 
18.77% 

18.40% 

19.80% 
18.91% 
18.91% 
20.29% 
18.42% 

18.12% 

20.49% 
18.79% 
18.79% 
20.87% 
18.19% 

17.87% 

20.70% 
18.25% 
18.25% 
21.12% 
17.69% 

17.33% 

20.68% 
17.41% 
17.41% 
21.15% 
17.06% 

16.68% 

Net Income Distribution 
Estimated patronage refunds:
  Cash $ 32,030 $ 25,485 $ 22,910 $ 22,410 $ 21,502 
  Nonqualified retained earnings 18,064 16,404 10,999 12,221 17,981 

* General financing agreement is renewable on a one-year cycle.  The next renewal date is December 31, 2022.
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Management’s Discussion & Analysis 
of Financial Condition & Results of Operations

(dollars in thousands, except as noted) 

GENERAL OVERVIEW 

The following commentary summarizes the financial condition 
and results of operations of Carolina Farm Credit, ACA, 
(Association) for the year ended December 31, 2021, with 
comparisons to the years ended December 31, 2020, and 
December 31, 2019. This information should be read in 
conjunction with the Consolidated Financial Statements, Notes 
to the Consolidated Financial Statements, and other sections in 
this Annual Report. The accompanying Consolidated Financial 
Statements were prepared under the oversight of the Audit 
Committee of the Board of Directors (Board). For a list of the 
Audit Committee members, refer to the “Report of the Audit 
Committee”, reflected in this Annual Report. Information in 
any part of this Annual Report may be incorporated by 
reference in answer, or partial answer, to any other item of the 
Annual Report. 

The Association is an institution of the Farm Credit System 
(System), which was created by Congress in 1916 and has 
served agricultural producers for over 100 years. The System’s 
mission is to maintain and improve the income and well-being 
of American farmers, ranchers, and producers or harvesters of 
aquatic products, and farm-related businesses. The System is 
the largest agricultural lending organization in the United 
States. The System is regulated by the Farm Credit 
Administration, (FCA), which is an independent safety and 
soundness regulator. 

The Association is a cooperative, which is owned by the 
members (also referred to throughout this Annual Report as 
stockholders or shareholders) served. The territory of the 
Association extends across a diverse agricultural region of 
North Carolina.  Refer to Note 1, Organization and 
Operations, of the Notes to the Consolidated Financial 
Statements for counties in the Association’s territory. The 
Association provides credit and other financial services to 
farmers, ranchers, rural residents, and agribusinesses. Our 
success begins with our extensive agricultural experience and 
knowledge of the market. 

The Association obtains funding from AgFirst Farm Credit 
Bank (AgFirst or Bank). The Association is materially affected 
and shareholder investment in the Association could be 
affected by the financial condition and results of operations of 
the Bank. Copies of the Bank’s Annual and Quarterly Reports 
are available on the AgFirst website, www.agfirst.com, or may 
be obtained free of charge by calling 1-800-845-1745, 
extension 2764, or by writing Matthew Miller, AgFirst Farm 
Credit Bank, P. O. Box 1499, Columbia, SC 29202. 

Copies of the Association’s Annual and Quarterly reports are 
also available upon request free of charge on the Association’s 
website, www.carolinafarmcredit.com, by calling 
1-800-521-9952, or by writing Christopher H. Scott, CFO,
Carolina Farm Credit, ACA, P.O. Box 1827, Statesville, NC
28687. The Association prepares an electronic version of the

Annual Report, which is available on our website, within 75 
days after the end of the fiscal year and distributes the Annual 
Reports to shareholders within 90 days after the end of the 
fiscal year. The Association prepares an electronic version of 
the Quarterly report, which is available on our website, within 
40 days after the end of each fiscal quarter, except that no 
report needs to be prepared for the fiscal quarter that coincides 
with the end of the fiscal year of the Association. 

FORWARD LOOKING INFORMATION 

This Annual Report contains forward-looking statements. 
These statements are not guarantees of future performance and 
involve certain risks, uncertainties, and assumptions that are 
difficult to predict. Words such as “anticipates,” “believes,” 
“could,” “estimates,” “may,” “should,” “will,” or other 
variations of these terms are intended to identify the forward-
looking statements. These statements are based on assumptions 
and analyses made in light of experience and other historical 
trends, current conditions, and expected future developments. 
However, actual results and developments may differ 
materially from our expectations and predictions due to a 
number of risks and uncertainties, many of which are beyond 
our control. These risks and uncertainties include, but are not 
limited to: 

• political, legal, regulatory, and economic conditions
and developments in the United States and abroad;

• economic fluctuations in the agricultural, rural utility,
international, and farm-related business sectors;

• weather-related, disease, and other adverse climatic
or biological conditions that periodically occur that
impact agricultural productivity and income;

• changes in United States government support of the
agricultural industry and the Farm Credit System, as
a government-sponsored enterprise, as well as
investor and rating-agency reactions to events
involving other government-sponsored enterprises
and other financial institutions; and

• actions taken by the Federal Reserve System in
implementing monetary policy.

COVID-19 OVERVIEW 

In response to the COVID-19 pandemic, and without disruption 
to operations, the Association transitioned the majority of its 
employees to working remotely in mid-March 2020. The 
priority was, and continues to be, to ensure the health and 
safety of employees, while continuing to serve the mission of 
providing support for rural America and agriculture. The 
Association has generally returned to pre-pandemic working 
conditions, while continuing to follow CDC and State of North 
Carolina guidelines. 

 
2021 Annual Report 

169

www.carolinafarmcredit.com
www.agfirst.com


 

 

 

 
  

 
  

 
 

 

 
 

 
  

  
 

 

 
 

  
 

  
  

 
 

 
 
 

 
 

 
   

 
  

 

 

  
 

  
   

  
 

 
 

 
   

 
 

 

 

 
 

 

 
 

 
  

 

 

 
 

 

  

   
 

 
  

 
 

   
 

 

  
 

   

 
 

 
 

 

   
  

 
  

 
 

  

 
 

 

The COVID-19 pandemic has disrupted businesses and the 
global economy since March 2020. Significant progress was 
made during 2021, primarily through widespread vaccinations, 
in mitigating the negative impacts of COVID-19, resulting in 
improving macroeconomic conditions. However, the 
improvement has been sporadically hampered by disease 
variants, rising inflation, supply chain disruptions, and labor 
shortages in the United States and globally. 

COVID-19 Support Programs 

Since the onset of the COVID-19 pandemic, the U.S. 
government has taken a number of actions by passing six 
economic relief and stimulus bills to help businesses, 
individuals, state/local governments, and educational 
institutions that were adversely impacted by the economic 
disruptions caused by the COVID-19 pandemic. The economic 
relief resulted in appropriations of approximately $5.4 trillion. 

The farm sector and farm households were among those 
impacted and were provided financial assistance through the 
U.S. Department of Agriculture (USDA) and other government 
agency programs. Among the many programs was the 
Paycheck Protection Program (PPP). The PPP provided support 
to small businesses to cover payroll and certain other expenses. 
Loans made under the PPP are fully guaranteed by the Small 
Business Administration (SBA), whose guarantee is backed by 
the full faith and credit of the United States government. Over 
the life of the program, the District extended loans to 
approximately 9,900 borrowers. As of December 31, 2021, the 
Association had $2.96 million of these loans outstanding.  In 
addition, through December 31, 2021, the volume of such loans 
that have received forgiveness from the SBA since the start of 
the program was $12.2 million. 

AGRICULTURAL OUTLOOK 

Production agriculture is a cyclical business that is heavily 
influenced by commodity prices, weather, government policies 
(including, among other things, tax, trade, immigration, crop 
insurance, and periodic aid), interest rates, and various other 
factors that affect supply and demand. 

The following USDA analysis provides a general 
understanding of the U.S. agricultural economic outlook. 
However, this outlook does not take into account all aspects of 
the Association’s business. References to USDA information in 
this section refer to the U.S. agricultural market data and are 
not limited to information/data for the Association. 

Agricultural production is a major use of land in the United 
States and the value of farm real estate accounted for 82 
percent of the total value of the U.S. farm sector assets for 2021 
according to the USDA in its February 4, 2022 forecast. 
Because real estate is such a significant component of the 
balance sheet of U.S. farms, the value of farm real estate is a 
critical measure of the farm sector’s financial performance.  
Changes in farmland values also affect the financial well-being 
of agricultural producers because farm real estate serves as the 
principal source of collateral for farm loans. 

The USDA’s most recent forecast projects that farm sector 
equity, the difference between farm sector assets and debt, will 
rise 3.0 percent in 2021.  Farm real estate value is expected to 
increase 2.0 percent and non-real estate farm assets are 

expected to increase 8.1 percent, while farm sector debt is 
forecast to increase 3.0 percent in 2021. Farm real estate debt 
as a share of total debt has been rising since 2014 and is 
expected to account for 66.4 percent of total farm debt in 2021. 

The USDA is forecasting farm sector solvency ratios to remain 
relatively unchanged in 2021 at 16.1 percent for the debt-to-
equity ratio and 13.9 percent for the debt-to-asset ratio, which 
represents the highest levels since 2002, but well below the 
peak of 28.5 percent and 22.2 percent in 1985.  Working capital 
(which is defined as cash and cash convertible assets minus 
liabilities due to creditors within 12 months) is forecasted to 
increase 13.5 percent in 2021 to $96 billion from $85 billion in 
2020. Although working capital increased, it remains far below 
the peak of $165 billion in 2012. 

The USDA’s most recent forecast estimates net farm income 
(income after expenses from production in the current year; a 
broader measure of profits) for 2021 at $119.1 billion, a $23.9 
billion increase from 2020 and $29.1 billion above the 10-year 
average. The forecasted increase in net farm income for 2021, 
compared with 2020, is primarily due to increases in crop 
receipts of $37.8 billion to $236.6 billion and animals and 
animal products of $30.9 billion to $195.9 billion, offset in part 
by a decrease of $18.6 billion to $27.1 billion in direct 
government payments and an increase in cash expenses of 
$31.8 billion to $358.3 billion. 

The USDA’s outlook projects net farm income for 2022 to 
decrease to $113.7 billion, a $5.4 billion or 4.5 percent 
decrease from 2021, but $23.7 billion above the 10-year 
average. The forecasted decrease in net farm income for 2022 
is primarily due to an expected increase in cash expenses of 
$18.1 billion and a decrease in direct government payments of 
$15.5 billion, partially offset by increases in cash receipts for 
animals and animal products of $17.4 billion and crop receipts 
of $12.0 billion. Cash expenses for feed and fertilizer-lime-soil 
conditioner purchases are expected to see the largest dollar 
increases.  Direct government payments are forecasted to 
decrease due to lower supplemental and ad hoc disaster 
assistance related to the COVID-19 pandemic, as compared 
with 2021.  The increase in crop receipts reflects increases in 
soybeans, corn, cotton, and wheat receipts, while the increase 
in animals and animal products receipts reflects growth in milk, 
cattle/calves, and broilers receipts. 

Expected agricultural commodity prices can influence 
production decisions of farmers and ranchers on 
planted/harvested acreage of crops or inventory of livestock 
and thus, affect the supply of agricultural commodities. Greater 
area of planted/harvested acreage and increased crop yields for 
some crops in recent years have contributed to increased 
supply, which exceeded demand. Also impacting yields are the 
growing conditions that are sensitive to weather conditions. 
Although not generally affected by weather, livestock and dairy 
prices are linked to crop prices as feed is a significant input 
cost to these producers. 

Global economic conditions and weather volatility in key 
agricultural production regions can influence demand for food 
and agricultural products. Therefore, U.S. exports and imports 
shift to reflect changes in trade policies, world population, and 
economic growth.  Also impacting U.S. agricultural trade are 
global agricultural and commodity supplies and prices, changes 
in the value of the U.S. dollar, and the government support for 
agriculture.   
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The USDA net farm income forecast for 2022 assumes a higher 
level of crop production to offset lower prices.  However, 
livestock cash receipts are forecasted to increase due to higher 
prices for most commodities in the livestock and dairy 
segments. 

The following table sets forth the commodity prices per bushel 
for certain crops, by hundredweight for hogs, milk, and beef 
cattle, and by pounds for broilers and turkeys, from 
December 31, 2018 to December 31, 2021: 

Commodity 12/31/21 12/31/20 12/31/19 12/31/18 

Hogs $56.50 $49.10 $47.30 $43.40
Milk $21.80 $18.30 $20.70 $16.60 

Broilers $0.74 $0.44 $0.45 $0.51 

Turkeys $0.85 $0.72 $0.62 $0.50 

Corn $5.47 $3.97 $3.71 $3.54 

Soybeans $12.50 $10.60 $8.70 $8.56 

Wheat $8.58 $5.46 $4.64 $5.28 

Beef Cattle $137.00 $108.00 $118.00 $117.00 

Geographic and commodity diversification across the 
Association coupled with existing government safety net 
programs, ad hoc support programs, and additional government 
disaster aid payment for many borrowers helped to mitigate the 
impact in this period of challenging agricultural conditions.  
Although the outlook for agriculture has improved significantly 
since the second quarter of 2020, COVID-19 infection rates 
(including potential outbreaks in animal processing plants and 
new more virulent strains) along with weather (expanding 
severe or extreme drought), trade, rising input costs, labor 
issues, government policy, and global agricultural product 
production levels may keep agricultural market volatility 
elevated for the next year. The Association's financial 
performance and credit quality are expected to remain sound 
overall due to strong capital levels and favorable credit quality 
position at the end of 2021.  Off-farm income support for many 
borrowers also helps to mitigate the impact of periods of less 
favorable agricultural conditions.  However, agricultural 
borrowers who are more reliant on off-farm income sources 
may be more adversely impacted by a weakened general 
economy. 

CLIMATE CHANGE 

Agricultural production is and always has been vulnerable to 
weather events and climate change.  The USDA has recognized 
that the changing climate presents threats to U.S. and global 
agricultural production and rural communities.  The impact of 
climate change including its effect on weather is, and will 
continue to be, a challenge for agricultural producers. Among 
the risks of climate change are: 

 rising average temperatures,
 more frequent and severe storms,
 more forest fires, and
 extremes in flooding and droughts.

However, risks associated with climate change are mitigated, to 
some degree, by U.S. agricultural producers’ ability to navigate 
changing industry dynamics from numerous perspectives, 
including trade, government policy, consumer preferences, and 
weather. Producers regularly adopt new technologies, 

agronomic practices, and financial strategies in response to 
evolving trends to ensure their competitiveness. 

CRITICAL ACCOUNTING POLICIES 

The financial statements are reported in conformity with 
accounting principles generally accepted in the United States of 
America. Our significant accounting policies are critical to the 
understanding of our results of operations and financial 
position, because some accounting policies require us to make 
complex or subjective judgments and estimates that may affect 
the value of certain assets or liabilities. We consider these 
policies critical, because management must make judgments 
about matters that are inherently uncertain. For a complete 
discussion of significant accounting policies, see Note 2, 
Summary of Significant Accounting Policies, of the Notes to 
the Consolidated Financial Statements. The following is a 
summary of certain critical policies. 

• Allowance for loan losses — 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. The allowance for loan
losses is increased through provisions for loan losses and
loan recoveries, and is decreased through allowance
reversals and loan charge-offs. The allowance for loan
losses is determined based on a periodic evaluation of the
loan portfolio by management, in which numerous factors
are considered, including economic and political
conditions, loan portfolio composition, credit quality, and
prior loan loss experience.

Significant individual loans are evaluated based on the
borrower’s overall financial condition, resources, payment
record, the prospects for support from any financially
responsible guarantor, and, if appropriate, the estimated
net realizable value of any collateral. The allowance for
loan losses encompasses various judgments, evaluations,
and appraisals with respect to the loans and their
underlying security that, by nature, contains elements of
uncertainty and imprecision. Changes in the agricultural
economy and borrower repayment capacity will cause
these various judgments, evaluations, and appraisals to
change over time. Accordingly, actual circumstances
could vary from the Association’s expectations and
predictions of those circumstances.

Management considers the following factors in
determining and supporting the levels of allowance for
loan losses:  the concentration of lending in agriculture,
combined with uncertainties in farmland values,
commodity prices, exports, government assistance
programs, regional economic effects, and weather-related
influences. Changes in the factors considered by
management in the evaluation of losses in the loan
portfolios could result in a change in the allowance for
loan losses, and could have a direct impact on the
provision for loan losses and the results of operations.

• Valuation methodologies — Management applies various
valuation methodologies to assets and liabilities that often
involve a significant degree of judgment, particularly
when liquid markets do not exist for the particular items
being valued. Quoted market prices are referred to when
estimating fair values for certain assets for which an
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observable liquid market exists, such as most investment 
securities. Management utilizes significant estimates and 
assumptions to value items for which an observable liquid 
market does not exist. Examples of these items include 
impaired loans, other property owned, pension and other 
postretirement benefit obligations, and certain other 
financial instruments. These valuations require the use of 
various assumptions, including, 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 results, which could have material 
positive or negative effects on the Association’s results of 
operations. 

ECONOMIC CONDITIONS 

North Carolina real GSP is projected to increase by 6.5 percent 
in 2021, primarily because of the recovery since the pandemic. 
Eleven of the state’s fifteen economic sectors are forecast to 
experience output increases during 2021. The sectors with the 
strongest expected growth rates are hospitality & leisure, 
information, durable goods manufacturing, business and 
professional services, and educational and health services. 
Fourteen of the fifteen state’s economic sectors are expected to 
experience output increases during 2022, as the vaccine 
continues to be distributed, monetary policy remains 
accommodative, and fiscal stimulus programs continue. 

Despite the unfavorable economic conditions, the Association’s 
loan portfolio and overall credit quality continued to improve 
over the course of 2021. As of December 31, 2021, the 
percentage of fully acceptable loans and other assets especially 
mentioned increased to 99.0 percent compared to 98.8 percent 
for the prior year end. The strong credit quality can be 
attributed to growth in quality loan volume and the resolution 
of criticized accounts. 

The Association’s part-time farm segment, which is heavily 
dependent on non-farm employment, is the largest loan 
portfolio concentration at 40 percent of total loans. Credit 
quality in this segment ended 2021 at 98.3 percent acceptable, 
up from 97.9 percent acceptable, at December 31, 2020. North 
Carolina’s unemployment rate was 3.7 percent as of 
December 31, 2021, down from 6.2 percent as of December 31, 
2020. The solid performance and favorable outlook of the part-
time segment is due to significant repayment-source 
diversification. Additionally, the industries that support the 
non-farm repayment have seen relatively fewer job losses 
during the pandemic. 

Poultry constituted 21 percent of loan volume at year-end, and 
is the Association’s second largest portfolio segment. Credit 
quality in the poultry segment was 97.0 percent acceptable at 
year-end 2021, up from 96.9 percent at prior year-end. Overall, 
2021 was a good year for North Carolina poultry producers, as 
demand for chicken, both domestic and exported, remained 
strong. Expansion in most areas of the Association’s footprint 
is expected to continue to slow slightly in 2022, with relatively 
modest increases in the number of new growers and houses. 

While the Association’s primary portfolio segments performed 
well in 2021, other segments faced challenges. The dairy, row 
crop/grain, and tobacco segments, due primarily to depressed 
prices and/or adverse weather conditions, underperformed the 
aggregate portfolio in terms of credit quality; however, row 
crop/grain prices began to improve in second half of the year. 
The dairy, row crop/grain, and tobacco segments represent 2, 9, 
and 3 percent of the Association’s portfolio, respectively. 

Land value trend studies completed by Association staff 
indicate stable to strengthening real estate values across all 
types of real property within the territory. 

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 through numerous product types. Loan volume grew 6.65% during 2021, primarily from 
part-time farmers and rural home lending. 

The diversification of the Association loan volume by type for each of the past three years is shown below: 

December 31, 
Loan Type 2021 2020 2019 

(dollars in thousands) 
Real estate mortgage 
Production and intermediate-term

$ 1,205,898 
404,781 

67.50 % 
22.66 

$ 1,107,557 
410,400 

66.12 % 
24.50 

$ 1,042,371 
426,238 

64.99 % 
26.58 

Loans to cooperatives 
Processing & marketing 
Farm-related business 

6,557 
53,804 
9,961 

0.37 
3.01 
0.56  

8,312 
44,287 
14,690 

0.50 
2.64 
0.88  

7,600 
40,425 
14,297 

0.47 
2.52 
0.89 

Communication 2,943 0.16  2,672 0.16  1,347 0.08 
Power and water/waste disposal 
Rural residential real estate 

456 
96,662 

0.03 
5.41 

652 
80,512 

0.04 
4.80 

2,123 
64,037 

0.13 
3.99 

International 5,349 0.30  5,999 0.36  5,349 0.33 
Total $ 1,786,411 100.00 % $ 1,675,081 100.00 % $ 1,603,787 100.00% 

While we make loans and provide other financial services to qualified borrowers in the agricultural and rural sectors, and to certain farm-
related entities, our loan portfolio is diversified. 
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The geographic distribution of the loan volume by branch for the 
past three years is as follows:

December 31,
Branch 2021 2020 2019
Albemarle 3.83 % 4.44 % 4.39 % 
Asheboro 6.10  6.06  5.59  
Asheville 2.56  2.12  2.01  
Brown Summit 2.36 2.32 2.14 
Burnsville 2.75  2.49  2.12  
Carthage 3.13 3.22 3.07 
Concord – – 1.64  
Conover 1.68 2.23 2.24 
Ellerbe 3.89  4.29  5.23  
Graham 4.26  4.59  4.53  
Hendersonville 1.97 1.68 1.87 
Jefferson 3.37  2.96  2.74  
Lenoir 1.78  1.84  1.77  
Lexington 2.33  2.50  2.34  
Lincolnton 3.60  3.80  3.29  
Monroe 4.64  5.12  5.27  
Murphy 1.34 0.94 0.81 
Pilot Mountain 3.28  3.53  3.26  
Roxboro 2.51  2.64  2.41  
Rural Hall 2.46  2.67  2.63  
Salisbury 4.68  5.00  4.55  
Shelby 2.18  2.17  2.09  
Siler City 3.61  3.30  3.44  
Sparta 1.12  1.17  1.70  
Spindale 2.10  1.89  1.57  
Statesville 7.20  7.74  7.47  
Taylorsville 3.49  3.79  4.36  
Wilkesboro 2.78  3.32  3.43  
Yadkinville 4.75  5.32  5.48  
Yanceyville 1.69 2.46 2.11 
Participation/Agri-Business 8.03  3.67  2.99  
Special Asset Management 0.53  0.73  1.45  

100.00% 100.00 % 100.00 % 

Commodity and industry categories are based upon the Standard 
Industrial Classification system published by the federal 
government. This system is used to assign commodity or 
industry categories based upon the customer’s primary 
agricultural commodity. 

Loan volume by commodity group is shown below. The 
predominant groups are part-time farmers and poultry which 
constitute 61 percent of the entire portfolio.

December 31,
2021 2020 2019

Commodity 
Group Amount/Percentage Amount/Percentage Amount/Percentage 

(dollars in thousands) 
Part-time $ 713,183 40% $ 628,617 37% $ 574,737 36% 
Poultry 383,767  21 409,389 24 417,343  26 
Row Crop 
Forestry 
Other 

154,683  9 
116,651 7 
105,943  6 

141,972  8 
110,324 7 
98,218  6 

132,667 
115,315 
79,916 

8 
7 
5 

Rural Home 96,662  5 80,680  5 64,470 4 
Livestock 92,021  5 81,616  5 79,346 5 
Tobacco 46,901  3 48,888  3 52,249 3 
Dairy 
Horticulture 

42,232  2 
34,368  2 

45,359  3 
30,018  2 

50,953 
36,791 

3 
3 

Total $ 1,786,411 100% $ 1,675,081 100% $ 1,603,787 100% 

Repayment ability is closely related to the commodities 
produced by borrowers and, increasingly, the off-farm income of 
borrowers. The Association’s loan portfolio contains a moderate 
concentration of part-time farmers within a wide range of 
commodities. However, many of these part-time operations are 
diversified, and typically are not highly dependent on the 
income from agricultural production. In periods of general 
economic stress, some of these borrowers could experience 

greater difficulty in servicing debt. Poultry loans represent a 
moderate concentration for the Association, and these loans 
have a long-term history of performance.  

The risk in the portfolio associated with commodity 
concentration and large loans is limited by the diversity in the 
Association’s territory. Demand for meat products, prices of 
field grains, the housing industry, and international trade are 
some of the factors affecting the prices of these commodities.  

During the past year, the Association has experienced a 
lengthening of maturities in loan assets. Given the low level of 
interest rates, borrowers have locked-in fixed rates, which 
reduces their exposure to rising rates in the future. 

During 2021, the Association continued buying and selling 
loan participations within the System. This provided a means 
for the Association to spread credit concentration risk and 
realize non-patronage sourced interest and fee income, which 
strengthens our capital position. The following table shows a 
decrease in purchased loan volume, and a decrease in sold loan 
volume, during 2021.   

December 31, 
Loan Participations: 2021 2020 2019 

Participations Purchased– FCS Institutio 
Participations Purchased– Non-FCS 

Institutions

ns $ 
(dollars in thousands) 

66,932 $ 69,862 $ 57,068 

– – 
Participations Sold (111,230) (111,591) (121,313) 

Total $ (44,298) $ (41,729) $ (64,245)

The Association did not have any loans sold with recourse, 
retained subordinated participation interests in loans sold, or 
interests in pools of subordinated participation interests for the 
period ended December 31, 2021. 

The Association sells qualified long-term mortgage loans into 
the secondary market. For the period ended December 31, 
2021, the Association originated loans for resale totaling 
$289,089. 

MISSION RELATED INVESTMENTS 

During 2005, the FCA initiated an investment program to 
stimulate economic growth and development in rural areas. 
The FCA outlined a program to allow System institutions to 
hold such investments, subject to approval by the FCA on a 
case-by-case basis. The FCA approved the Rural America 
Bonds pilot program under the Mission Related Investments 
umbrella, as described below. 

In October 2005, the FCA authorized AgFirst and the 
associations to make investments in Rural America Bonds.  
Rural America Bonds may include debt obligations issued by 
public and private enterprises, corporations, cooperatives, other 
financing institutions, or rural lenders where the proceeds 
would be used to support agriculture, agribusiness, rural 
housing, or economic development, infrastructure, or 
community development and revitalization projects in rural 
areas. Examples include investments that fund value-added 
food and fiber processors and marketers, agribusinesses, 
commercial enterprises that create and maintain employment 
opportunities in rural areas, community services such as 
schools, hospitals, government facilities and other activities 
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that sustain or revitalize rural communities and their 
economies. The objective of this pilot program was to help 
meet the growing and diverse financing needs of agricultural 
enterprises, agribusinesses, and rural communities by providing 
a flexible flow of money to rural areas through bond financing. 
These bonds are classified as Loans or Investments on the 
Consolidated Balance Sheets, depending on the nature of the 
investment. As of December 31, 2021, 2020, and 2019, the 
Association had $1,052, $1,339, and $1,820 respectively, in 
Rural America Bonds. 

CREDIT RISK MANAGEMENT 

Credit risk arises from the potential inability of an obligor to 
meet its repayment obligation. As part of the process to 
evaluate the success of a loan, the Association continues to 
review the credit quality of the loan portfolio on an ongoing 
basis. With the approval of the Association’s Board of 
Directors, the Association establishes underwriting standards 
and lending policies that provide direction to the lending staff. 
Underwriting standards include, among other things, an 
evaluation of: 

 Character – borrower integrity and credit history
 Capacity – repayment capacity of the borrower based

on cash flows from operations or other sources of
income

 Collateral – protection for the lender in the event of
default and a potential secondary source of
repayment

 Capital – ability of the operation to survive
unanticipated risks

 Conditions – intended use of the loan funds and
specific loan covenants 

The credit risk management process begins with an analysis of 
the borrower’s credit history, repayment capacity, overall cash 
flows, and financial position. Repayment capacity focuses on 
the borrower’s ability to repay the loan based upon cash flows 
from operations or other sources of income, including non-
farm income. Long-term real estate loans must be 
collateralized by first liens on real estate (collateral). As 
required by FCA regulations, each institution that makes loans 
on a collateralized basis must have collateral evaluation 
policies and procedures.  Long-term real estate loans may be 
made only in amounts up to 85 percent of the original appraisal 
value of the property taken as collateral, or up to 97 percent of 
the appraisal value if guaranteed by a state, federal, or other 
governmental agency.  The actual loan to appraised value when 
loans are made is generally lower than the statutory maximum 
percentage of 85%. Appraisals are required for real estate loans 
of more than $250,000. In addition, each loan is assigned a 
credit risk rating based upon the underwriting standards. This 
credit risk rating process incorporates objective and subjective 
criteria to identify inherent strengths, weaknesses, and risks in 
a particular relationship. 

Management reviews the credit quality of the loan portfolio on 
an ongoing basis as part of our risk management practices. Each 
loan is classified according to the Uniform Classification 
System, which is used by all System institutions. Below are the 
classification definitions. 

 Acceptable – Assets are expected to be fully
collectible and represent the highest quality.

 Other Assets Especially Mentioned (OAEM) – Assets
are currently collectible but exhibit some potential
weakness.

 Substandard – Assets exhibit some serious weakness
in repayment capacity, equity, and/or collateral
pledged on the loan.

 Doubtful – Assets exhibit similar weaknesses to
substandard assets. However, doubtful assets have
additional weaknesses in existing facts, conditions,
and values that make collection in full highly
questionable.

 Loss – Assets are considered uncollectible.

The following table presents selected statistics related to the 
credit quality of loans including accrued interest at 
December 31: 

Credit Quality 2021 2020 2019 
Acceptable & OAEM 99.04% 98.83% 97.92% 
Substandard 0.96% 1.17% 2.08%
Doubtful –% –% –%
Loss –% –% –%

Total 100.00% 100.00% 100.00% 

Nonperforming Assets 

The Association’s loan portfolio is divided into performing and 
high-risk categories. A Special Assets Management 
Department is responsible for servicing loans classified as 
high-risk. The high-risk assets, including accrued interest, are 
detailed below:

December 31,
High-risk Assets 2021 2020 2019 

(dollars in thousands) 
Nonaccrual loans $ 9,412 $ 11,550 $ 22,613 
Restructured loans 1,154 2,351 1,728 
Accruing loans 90 days past due – – – 
Total high-risk loans  10,566  13,901 24,341 
Other property owned – 98 – 
Total high-risk assets $ 10,566 $ 13,999 $ 24,341 

Ratios 
Nonaccrual loans to total loans 0.53 % 0.69% 1.41% 
High-risk assets to total assets 0.57 % 0.80% 1.45% 

Nonaccrual loans represent all loans where there is a reasonable 
doubt as to the collection of principal and/or future interest 
accruals, under the contractual terms of the loan. In substance, 
nonaccrual loans reflect loans where the accrual of interest has 
been suspended. Nonaccrual loans decreased $2,138, or 
18.51% in 2021.  This decrease is primarily the result of 
repayments, transfers to accrual status, and transfers to other 
property owned exceeding loan volume transferred into 
nonaccrual status. Of the $9,412 in nonaccrual volume at 
December 31, 2021, $2,986, or 31.75%, compared to 48.12% 
and 53.22% at December 31, 2020 and 2019, respectively, was 
current as to scheduled principal and interest payments, but did 
not yet meet all regulatory requirements to be transferred into 
accrual status. 

Loan restructuring may be available to financially distressed 
borrowers. Restructuring of loans occurs when the Association 
grants a concession to a borrower based on either a court order 
or good faith in a borrower’s ability to return to financial 
viability. The concessions can be in the form of a modification 
of terms or rates, a compromise of amounts owed, or deed in 
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lieu of foreclosure. Other receipts of assets and/or equity to pay 
the loan in full or in part are also considered restructured loans. 
The type of alternative financing structure chosen is based on 
minimizing the loss incurred by both the Association and the 
borrower. 

Allowance for Loan Losses 

The allowance for loan losses at each period end was considered 
by Association management to be adequate to absorb probable 
losses existing in, and inherent to, its loan portfolio. 

The following table presents the activity in the allowance for 
loan losses for the most recent three years:

  Year Ended December 31, 
Allowance for Loan Losses Activity: 2021 2020 2019 

(dollars in thousands) 
Balance at beginning of year $ 9,069 $ 7,595 $ 7,051 
Charge-offs:

Real estate mortgage (90) (67) (1,952) 
Production and intermediate term (126) (978) (584)

 Agribusiness (2) – (10) 
Rural residential real estate (66) (5) (41)

  Total charge-offs (284) (1,050) (2,587) 

Recoveries:
Real estate mortgage 97 45 75 
Production and intermediate term 169  300  262  
Agribusiness 46 – – 
Rural residential real estate 12 48 16 
Total recoveries 324  393  353  

Net (charge-offs) recoveries 40 (657) (2,234)

Provision for (reversal of allowance 
for) loan losses 

Balance at end of year 
(3,015) 

$ 6,094 
2,131 

$ 9,069 
2,778 

$ 7,595 

Ratio of net (charge-offs) recoveries 
during the period to average loans 
outstanding during the period 0.002% (0.040)% (0.143)% 

The allowance for loan losses by loan type for the most recent 
three years is as follows:  

December 31, 
Allowance for Loan Losses by Type 2021 2020 2019 

Real estate mortgage 
Production and intermediate term 
Agribusiness
Communication  

$ 
(dollars in thousands) 

2,438 $ 4,110 $ 3,325 
2,911 3,652 3,658

640 1,115 438
6 11 8

Power and water/waste disposal 
Rural residential real estate 

1 
94 

2 
173 

62 
100 

International  4 6 4
Total $ 6,094 $ 9,069 $ 7,595

The allowance for loan losses as a percentage of loans 
outstanding and as a percentage of certain other credit quality 
indicators is shown below: 

December 31,

Allowance for Loan Losses as a 
Percentage of: 2021 2020 2019 

Total loans 0.34% 0.54% 0.47% 
Nonperforming loans 57.68% 65.24% 31.20% 
Nonaccrual loans 64.75% 78.52% 33.59% 

Please refer to Note 3, Loans and Allowance for Loan Losses, 
in the Notes to the Consolidated Financial Statements, for 
further information concerning the allowance for loan losses. 

RESULTS OF OPERATIONS 

Net Interest Income 

Net interest income was $56,025, $53,838, and $52,004 in 
2021, 2020, and 2019, respectively. Net interest income is the 
difference between interest income and interest expense. Net 
interest income is the principal source of earnings for the 
Association and is impacted by volume, yields on assets, and 
cost of debt. The effects of changes in average volume and 
interest rates on net interest income over the past two years are 
presented in the following table: 

Change in Net Interest Income: 
Volume* Rate Total

(dollars in thousands) 
12/31/21 – 12/31/20 
Interest income 
Interest expense 

$ 5,956 
2,546 

$ (6,790) 
(5,567) 

$ (834) 
(3,021) 

Change in net interest income $ 3,410 $ (1,223) $ 2,187 

12/31/20 – 12/31/19 
Interest income 
Interest expense 

$ 4,171 
2,110 

$ (6,652) 
(6,425) 

$ (2,481) 
(4,315) 

Change in net interest income $ 2,061 $ (227) $ 1,834 

* Volume variances can be the result of increased/decreased loan volume or 
from changes in the percentage composition of assets and liabilities 
between periods. Variances due to rate can be caused by changes in 
market rates, loan rates, and/or rates paid on notes payable with AgFirst. 

The Association shows higher net interest income primarily 
due to loan volume growth, partially offset by a slightly lower 
net interest margin, during 2021, when compared with 2020.  
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Noninterest Income 

Noninterest income for each of the three years ended December 31 is shown in the following table: 

For the Year Ended Percentage
December 31, Increase/(Decrease)

2021/ 2020/
Noninterest Income 2021 2020 2019 2020 2019 

(dollars in thousands) 
Loan fees $ 6,240 $ 5,711 $ 3,669 9.26% 55.66% 
Fees for financially related services 
Lease income 
Patronage refund from other Farm Credit Institutions 
Gains (losses) on sales of rural home loans, net 
Gains (losses) on sales of premises and equipment, net 
Gains (losses) on other transactions

98 
95 

30,876 
3,095 

495 
419 

102 
98 

26,314 
3,231 

621 
14 

87 
81 

17,591 
3,212 

690 
1,021

(3.92) 
(3.06) 
17.34 
(4.21) 

(20.29) 
2,892.86 

17.24 
20.99 
49.59 
0.59 

(10.00) 
(98.63)

Insurance Fund refunds 
Other noninterest income 

–
166 

300
200 

314
222 

–
(17.00) 

(4.46)
(9.91) 

Total noninterest income $ 41,484 $ 36,591 $ 26,887 13.37% 36.09% 

Noninterest income increased $4,893, or 13.37 percent when comparing 2021 to 2020, and increased $9,704 or 36.09 percent when 
comparing 2020 to 2019. The increase in 2021 is due to increases in loan fees, patronage refunds from other Farm Credit institutions, and 
gains/(losses) on other transactions. These increases were offset by decreases in fees for financially related services, lease income, 
gains/(losses) on sales of rural home loans, gains/(losses) on sales of premises and equipment, Insurance Fund refunds, and other 
noninterest income. 

Noninterest Expense 

Noninterest expense for each of the three years ended December 31 is shown in the following table: 

For the Year End
December 31,

ed Percentage
Increase/(Decrease) 

Noninterest Expense 2021  2020 2019 
2021/ 
2020 

2020/
2019 

(dollars in thousands) 
Salaries and employee benefits 
Occupancy and equipment 
Insurance Fund premiums 
(Gains) losses on other 
  property owned, net 
Other operating expenses 

$ 28,739 $ 28,043 
2,375 2,139 
2,098 1,172 

11 (26) 
7,822 6,745 

$ 26,108 
2,411 
1,059 

172 
7,599 

2.48% 
11.03 
79.01 

142.31
15.97

7.41% 
(11.28) 
10.67 

 (115.12) 
(11.24)

Total noninterest expense $ 41,045 $ 38,073 $ 37,349 7.81% 1.94% 

Noninterest expense increased $2,972 or 7.81 percent, when 
comparing 2021 to 2020, and increased $724 or 1.94 percent 
when comparing 2020 to 2019. The increase in 2021 is due to 
increases in salaries and employee benefits, occupancy and 
equipment, Insurance Fund premiums, (gains)/losses on other 
property owned, net, and other operating expenses. 

Income Taxes 

The Association recorded a provision/(benefit) for income 
taxes of $84 for the year ended December 31, 2021, as 
compared to a provision/(benefit) of $38 for 2020 and a 
provision/(benefit) of $2 for 2019. Please refer to Note 2, 
Summary of Significant Accounting Policies, Income Taxes, in 
the Notes to the Consolidated Financial Statements, for more 
information concerning Association income taxes. 

Key Results of Operations Comparisons 

Key results of operations comparisons for each of the twelve 
months ended December 31 are shown in the following table: 

For the 12 Months Ended 
Key Results of Operations Comparisons 12/31/21 12/31/20 12/31/19 
Return on average assets 
Return on average members’ equity 
Net interest income as a percentage 

of average earning assets 
Net (charge-offs) recoveries 
 to average loans 

3.32% 
16.62% 

3.22% 

0.002% 

2.97 % 
14.48 % 

3.30 % 

(0.040) % 

2.55 % 
11.96 % 

3.33 % 

(0.016) % 

A key factor in the growth of net income for future years will 
be continued improvement in net interest and noninterest 
income. One of our goals is to generate earnings sufficient to 
fund operations, adequately capitalize the Association, and 
achieve an adequate rate of return for our members. To meet 
this goal, the Association must meet certain objectives. These 
objectives are to attract and maintain high quality loan volume 
priced at competitive rates and to manage credit risk in our 
entire portfolio, while efficiently meeting the credit needs of 
our members. 
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LIQUIDITY AND FUNDING SOURCES 

Liquidity and Funding  

The principal source of funds for the Association is the 
borrowing relationship 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 Bank advances the funds to the Association, 
creating notes payable (or direct loans) to the Bank. The Bank 
manages interest rate risk through direct loan pricing and 
asset/liability management. The notes payable are segmented 
into variable rate and fixed rate components. 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. Association capital levels effectively create a 
borrowing margin between the amount of loans outstanding 
and the amount of notes payable outstanding. This margin is 
commonly referred to as “Loanable Funds.”  

Total notes payable to the Bank at December 31, 2021, was 
$1,453,937 as compared to $1,364,742 at December 31, 2020, 
and $1,302,343 at December 31, 2019. The increase of 6.54 
percent during 2021 is primarily attributable to the 
Association’s growth in loan volume, offset by retention of 
capital. The average volume of outstanding notes payable to 
the Bank was $1,403,792, $1,315,769, and $1,253,367 for the 
years ended December 31, 2021, 2020, and 2019, respectively. 
Please refer to Note 6, Debt, in the Notes to the Consolidated 
Financial Statements, for weighted average interest rates and 
maturities, and additional information concerning the 
Association’s notes payable. 

Liquidity management is the process whereby funds are made 
available to meet all financial commitments including the 
extension of credit, payment of operating expenses, and 
payment of debt obligations. The Association receives access 
to funds through its borrowing relationship with the Bank and 
from income generated by operations. The liquidity policy of 
the Association is to manage cash balances to maximize debt 
reduction. As borrower payments are received, they are applied 
to the Association’s notes payable to the Bank. The 
Association's participation in secondary market programs 
provides additional liquidity. Sufficient liquid funds have been 
available to meet all financial obligations. There are no known 
trends likely to result in a liquidity deficiency for the 
Association. 

The Association had no lines of credit from third party 
financial institutions as of December 31, 2021. 

Funds Management 

The Bank and the Association manage assets and liabilities to 
provide a broad range of loan products and funding options, 
which are designed to allow the Association to be competitive 
in all interest rate environments. The primary objective of the 
asset/liability management process is to provide stable and 
rising earnings, while maintaining adequate capital levels by 
managing exposure to credit and interest rate risks. 

Demand for loan types is a driving force in establishing a funds 
management strategy. The Association offers fixed, adjustable, 
and variable rate loan products that are marginally priced 

according to financial market rates. Variable rate loans may be 
indexed to market indices such as the Prime Rate or the 30-day 
London Interbank Offered Rate (LIBOR). Adjustable rate 
mortgages are indexed to U.S. Treasury Rates. Fixed rate loans 
are priced based on the current cost of System debt of similar 
terms to maturity. 

The majority of the interest rate risk in the Association’s 
Consolidated Balance Sheets is transferred to the Bank through 
the notes payable structure. The Bank, in turn, actively utilizes 
funds management techniques to identify, quantify, and control 
risk associated with the loan portfolio. 

Future of LIBOR 

In 2017, the United Kingdom’s Financial Conduct Authority 
(UK FCA), which regulates LIBOR, announced its intention to 
stop persuading or compelling the group of major banks that 
sustains LIBOR to submit rate quotations after 2021. 

On March 5, 2021, ICE Benchmark Administration (IBA) 
(the entity that is responsible for calculating LIBOR) 
announced its intention to cease the publication of the one-
week and two-month US dollar LIBOR settings immediately 
following the LIBOR publication on December 31, 2021, and 
the remaining US dollar LIBOR settings immediately 
following the LIBOR publication on June 30, 2023. On the 
same day, the UK FCA announced that the IBA had notified 
the UK FCA of its intent, among other things, to cease 
providing certain US dollar LIBOR settings as of June 30, 
2023. In its announcement, the UK FCA confirmed that all 35 
LIBOR tenors (including with respect to US dollar LIBOR) 
will be discontinued or declared nonrepresentative as of 
either: (a) immediately after December 31, 2021 or (b) 
immediately after June 30, 2023. 

The Association has exposure to LIBOR arising from loans 
made to customers, investment securities purchased, 
Systemwide Debt Securities issued by the Funding 
Corporation on the Bank’s behalf, and preferred stock issued 
by the Bank. Alternative reference rates that replace LIBOR 
may not yield the same or similar economic results over the 
lives of the financial instruments, which could adversely 
affect the value of, and return on, instruments held. 

The FCA has issued guidelines with similar guidance as the 
U.S. prudential regulators but applicable for System 
institutions to follow as they prepare for the expected phase-
out of LIBOR. The guidelines direct each System institution 
to develop a LIBOR transition plan designed to provide an 
orderly roadmap of actions that will reduce LIBOR exposure, 
stop the inflow of new LIBOR volume, and adjust operating 
processes to implement alternative reference rates. 

On December 8, 2021, the FCA issued another informational 
memorandum to provide additional guidance to Farm Credit 
System institutions on their transition away from LIBOR. The 
guidance encourages Farm Credit System institutions to stop 
entering into new contracts that reference LIBOR as soon as 
practicable and in any event no later than December 31, 2021. 
Entering into new LIBOR-referenced contracts after that date 
would present safety and soundness risk. The guidance also 
provides clarity on what the FCA considers a new LIBOR-
indexed contract; whether purchases of legacy LIBOR-
indexed loans and investments are deemed new contracts; 
limited exceptions for entering into new LIBOR contracts 
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that reduce or hedge risk in legacy LIBOR contracts; and the 
due diligence and other procedures required before using 
other benchmark/reference rate alternatives to LIBOR, 
including credit-sensitive alternative rates. 

The Association has implemented LIBOR transition plans 
and continues to analyze potential risks associated with the 
LIBOR transition, including, but not limited to, financial, 
market, accounting, operational, legal, tax, reputational, and 
compliance risks. 

On July 26, 2021, the Alternative Reference Rates Committee 
(ARRC) announced it will recommend the CME Group’s 
forward-looking Secured Overnight Financing Rates (SOFR) 
term rates. The ARRC’s formal recommendation of SOFR 
term rates is a major milestone and is expected to increase the 
volume of transactions quoted in SOFR, supporting the 
implementation of the transition away from LIBOR. 

On October 20, 2021, the U.S. prudential regulators issued a 
joint statement emphasizing the expectation that supervised 
institutions with LIBOR exposure continue to progress 
toward an orderly transition away from LIBOR, reiterating 
that supervised institutions should, with limited exceptions, 
cease entering into new contracts that use US dollar LIBOR 
as a reference rate as soon as practicable, but no later than 
December 31, 2021. They further stated that entering into 
new contracts, including derivatives, after that date would 
create safety and soundness risks. The joint statement 
clarified that entering into such new contracts would include 
an agreement that (1) creates additional LIBOR disclosure or 
(2) extends the term of an existing LIBOR contract, but that a
draw on an existing agreement that is legally enforceable,
e.g., a committed credit facility, would not be a new contract.
The joint statement also provided considerations when
assessing the appropriateness of alternative reference rates
used in lieu of LIBOR and the regulator expectation that new
or updated LIBOR contracts include strong and clearly
defined fallback rates for when the initial reference rate is
discontinued.

The following is a summary of Association variable-rate 
financial instruments with LIBOR exposure at December 31, 
2021: 

Due in 2023 Due after 
Due in (on or before June, 30 

(dollars in thousands) 2022 June 30) 2023 Total 

Loans $ 1,278 $ 313 $ 39,307 $ 40,898 
  Total Assets $ 1,278 $ 313 $ 39,307 $ 40,898 

Note Payable to 
AgFirst Farm Credit Bank $ 989 $ 242 $ 30,430 $ 31,661 

  Total Liabilities $ 989 $ 242 $ 30,430 $ 31,661 

The LIBOR transition plan includes implementing fallback 
language into variable-rate financial instruments maturing after 
June 30, 2023 which provides the ability to move these 
instruments to another index if the LIBOR market is no longer 
viable. At December 31, 2021, less than 13 percent of total 
loans maturing after June 30, 2023, do not contain fallback 
provisions. 

Relationship with the Bank 

The Association’s statutory obligation to borrow only from the 
Bank is discussed in Note 6, Debt, of the Notes to the 
Consolidated Financial Statements in this Annual Report.  

The Bank’s ability to access capital of the Association is also 
discussed in Note 6, Debt, in this Annual Report. 

The Bank’s role in mitigating the Association’s exposure to 
interest rate risk is described in the “Liquidity and Funding 
Sources” section of this Management’s Discussion and 
Analysis and in Note 6, Debt, in this Annual Report. 

CAPITAL RESOURCES 

Capital serves to support asset growth and provide protection 
against unexpected credit risk, interest rate risk, and operating 
losses. Capital is also needed for future growth and investment 
in new products and services. 

The Association’s Board of Directors establishes, adopts, and 
maintains a formal written capital adequacy plan to ensure that 
adequate capital is maintained for continued financial viability, 
to provide for growth necessary to meet the needs of 
members/borrowers, and to ensure that all stockholders are 
treated equitably. There were no material changes to the capital 
plan for 2021 that would affect minimum stock purchases or 
would have an effect on the Association’s ability to retire stock 
and distribute earnings. 

Total members’ equity at December 31, 2021, increased 4.10 
percent to $357,559, from the December 31, 2020, total of 
$343,461. At December 31, 2020, total members’ equity 
increased 3.32 percent from the December 31, 2019, total of 
$332,420. Both increases were primarily attributable to net 
income, offset by cash patronage and the revolvement of 
allocated retained earnings. Total capital stock and 
participation certificates totaled $10,575 on December 31, 
2021, compared to $9,965 on December 31, 2020, and $9,480 
on December 31, 2019. 

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 capital ratios. The new 
regulations also include a tier 1 leverage ratio and an 
unallocated retained earnings equivalents (UREE) leverage 
ratio. The permanent capital ratio (PCR) remains in effect. 

For all periods presented, the Association exceeded minimum 
standards for all the regulatory capital and leverage ratios. 
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The following sets forth the regulatory capital ratios: 

Ratio 
Risk-adjusted ratios: 

CET1 Capital Ratio 
Tier 1 Capital Ratio 
Total Capital Ratio 
Permanent Capital Ratio 

Minimum 
Requirement 

4.5% 
6.0% 
8.0% 
7.0% 

Capital 
Conservation 

Buffer* 

2.5% 
2.5%
2.5% 
0.0% 

Minimum Requirement 
with Capital 

Conservation Buffer 

7.0% 
8.5%

10.5% 
7.0% 

2021

19.11% 
19.11% 
19.65% 
19.21% 

Capital Ratios as of  

2020

18.91% 
18.91% 
20.29% 
19.80% 

2019

18.79% 
18.79% 
20.87% 
20.49% 

Non-risk-adjusted: 
Tier 1 Leverage Ratio ** 
URE and UREE Leverage Ratio 

4.0% 
1.5% 

1.0% 
0.0%

5.0% 
1.5%

18.77% 
18.40%

18.42% 
18.12%

18.19% 
17.87%

* Includes fully phased-in capital conservation buffers, which became fully effective January 1, 2020. 
** The Tier 1 Leverage Ratio must include a minimum of 1.5% of URE and URE Equivalents. 

According to the FCA regulations, each institution’s permanent 
capital ratio is calculated by dividing permanent capital by a 
risk-adjusted asset base. Risk-adjusted assets mean the total 
dollar amount of the institution’s assets adjusted by an 
appropriate credit conversion factor as defined by regulation. 

The slight decrease in the Association’s permanent capital ratio 
during 2021 was attributable to the growth in capital being less 
than the growth in risk-adjusted assets. There are no trends, 
commitments, contingencies, or events that are likely to affect 
the Association’s ability to meet regulatory minimum capital 
standards and capital adequacy requirements. 

Please refer to Note 7, Members’ Equity, in the Notes to the 
Consolidated Financial Statements, for further information 
concerning capital resources, and currently applicable 
regulatory capital and leverage ratios. 

PATRONAGE PROGRAM 

Prior to the beginning of any fiscal year, the Association’s 
Board of Directors, by adoption of a resolution, may establish a 
Patronage Allocation Program to distribute its available 
consolidated net earnings. This resolution provides for the 
application of net earnings in the manner described in the 
Association’s Bylaws. This includes retaining earnings to meet 
minimum capital adequacy standards established by FCA 
Regulations, to meet Association capital adequacy standards to 
a level necessary to support competitive pricing at targeted 
earnings levels, and for reasonable reserves for necessary 
purposes of the Association. After excluding net earnings 
attributable to (a) participation loans purchased on a non-
patronage basis, and (b) other non-patronage net earnings, 
remaining consolidated net earnings are eligible for allocation 
to borrowers. Please refer to Note 7, Members’ Equity, of the 
Notes to the Consolidated Financial Statements, for more 
information concerning the patronage distributions. The 
Association recorded estimated patronage distributions of 
$50,094 in 2021, $41,889 in 2020, and $33,909 in 2019. 

YOUNG, BEGINNING, AND SMALL (YBS) FARMERS 
AND RANCHERS PROGRAM 

The Association’s mission is to provide financial services to 
agriculture and the rural community, and this includes 
providing credit to young*, beginning**, and small*** 
farmers. Because of the unique needs of these individuals, and 

their importance to the future growth of the Association, the 
Association has established annual marketing goals to ensure 
we reach the YBS farmers.  Specific marketing plans have 
been developed to target these groups, and resources have been 
designated to help ensure YBS borrowers have access to a 
stable source of credit. As a result, goals were established in 
2021 and results are shown below: 

2021 - Goal 2021 - Actual 
Number Percent Percent Number Percent Percent 

of of of of of of 
Loans Total Volume Loans Total Volume

 New Loans and Commitments made to : 
Young  
Farmers 700 13% 8% 1,073 20.09% 12.79%
Beginning 
Farmers 700 15% 10% 1,178 33.30% 28.66%
Small  
Farmers 2,850 63% 28% 3,956 74.08% 41.90%

Total Loans in the portfolio made to: 
Young 
Farmers 1,500 14% 10% 3,318 19.16% 16.27%
Beginning 
Farmers 2,200 17% 10% 5,650 32.63% 30.92%
Small 
Farmers 9,000 70% 40% 12,620 72.88% 47.05%

The 2017 USDA Ag Census data**** (the most recent data 
available) has been used as a benchmark to measure 
penetration of the Association’s marketing efforts. The census 
data indicated that within the Association’s chartered territory, 
there were 31,281 reported farmers. Of these reported farmers, 
the following were classified as YBS farmers: 

 Young – 3,238 or 10.35 percent
 Beginning – 9,084 or 29.04 percent
 Small – 28,873 or  92.30 percent

While the 2017 census provides the most recent data for 
comparison, our customer and loan volume numbers are more 
current. The following table reflects the loan volume and 
number of YBS loans in the loan portfolio for the Association 
at the end of 2021: 

Number of Loans Amount of Loans 

Young 3,318 $305,539
Beginning 5,650 $580,571
Small 12,620 $883,382

Note:  For purposes of the above table, a loan could be classified in more 
than one category, depending upon the characteristics of the 
underlying borrower. 
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The Association makes a concerted and cooperative effort to 
meet the special credit needs of eligible YBS farmers. The 
Association’s mission for the YBS program is: 

“To provide resources and education to assist YBS 
farmers to be successful in agriculture, insuring an 
ongoing viable and stable agricultural economy in the 
western half of North Carolina.” 

In 2021, the Association, through specific marketing strategies, 
outreaches, and financial support programs, conducted a 
program to help YBS farmers.  

The Association currently has a high penetration in the YBS 
farmers’ market. Education is at the heart of the Association’s 
effort to continue to serve this segment of our market with the 
same enthusiasm that has led to our current high penetration 
levels and success. Seminars, speaking opportunities, and 
training sessions are held throughout the year. These 
educational opportunities are both in-house, in the form of 
events held by the Association, and external, when the 
Association is a speaker or provider of educational materials 
for other ag-related organizations. The Association continued 
YBS training throughout the year, again offering a great deal of 
it to online, virtual, or recorded due to the pandemic. The focal 
point of these educational opportunities is the Agricultural 
Leadership Institute, a three-day educational seminar for YBS 
families, conducted by the Association along with outside 
professional involvement. 

During 2021, the Association collaborated with AgCarolina 
Farm Credit, Cape Fear Farm Credit, Farm Credit of the 
Virginias, and Colonial Farm Credit to conduct a multi-state 
project, Ag Biz Planner, providing online financial 
management and business planning training to YBS producers. 
Each participant was paired with a Farm Credit loan officer 
who served as a mentor as they worked through ten online 
modules and created a business plan.  The twelfth class of Ag 
Biz Planner participants began the program in September 2020, 
and finished with a complete business plan for their farm in 
early 2021. The thirteenth class enrolled in the fall of 2021 and 
completed the program online. 

The Association worked with the other North Carolina Farm 
Credit Associations to conduct the fourth and fifth sessions of 
the newer Ag Biz Basics program, which targets individuals 
who are interested in learning how to get into farming. The 
program included four online modules, loan officer mentors, 
and a virtual evening webinar with the Ag Biz Planner 
participants. The Ag Biz Basics and fifth Ag Biz Planner 
groups came together for a two-day conference, with subject 
matter experts and networking, finishing the program in 
January of 2021. The sixth Ag Biz Basics group began the 
course in fall of 2021.  

Given the many changes in 2021 due to COVID-19, our YBS 
outreach remained flexible. Specifically, the marketing team 
worked with speakers and outside trainers to conduct an 
educational webinar series for customers and others. Topics 
were farm transaction, business management and metrics, 
financial management, and communication skills.  

The Association website, www.carolinafarmcredit.com, 
includes a great deal of information and resources targeted to 
YBS visitors. During 2021, the Association used the newly 
designed website, Carolina Farm Credit Facebook page, 

Instagram, Twitter, a monthly email newsletter, and a blog to 
reach into these markets by sharing important information 
about webinars and educational opportunities, helpful financial 
and management information, as well as recognizing 
outstanding accomplishments of members. 

The Association provides sponsorship to local and statewide 
events such as 4-H and FFA, is an exhibitor and sponsor for 
many industry and commodity trade shows, and has established 
and funded scholarship programs at North Carolina A&T State 
University, North Carolina State University, and the University 
of Mount Olive. 

In 2021, Carolina Farm Credit awarded $141,500 in grants to 
25 organizations and 12 scholarships from the Carolina Farm 
Credit Corporate Mission Fund. This grant program was 
created to help farmer organizations and rural communities. 
This was the seventh year grants and scholarships were 
awarded from the fund.  

The Association provides financial support, which addresses 
the specific credit programs and partnerships that we have 
developed, to help YBS farmers. This segment comprises 
programs such as those offered by the Farm Service Agency 
(FSA), which includes guaranteed and direct loans to 
qualifying borrowers. The Association is a ‘preferred lender,’ 
the highest status designated by the FSA. 

The Chief Marketing Officer, Margaret G. Hamm, coordinates 
and oversees the Association’s YBS efforts. The Association 
includes YBS goals in the annual strategic plan and reports on 
those goals and achievements to the Board of Directors on a 
quarterly basis. 

The Association is committed to the future success of YBS 
farmers. 

* Young farmers are defined as those farmers, ranchers,
producers, or harvesters of aquatic products who are age
35 or younger as of the date the loan is originally made.

** Beginning farmers are defined as those farmers,
ranchers, producers, or harvesters of aquatic products
who have 10 years or less farming or ranching
experience as of the date the loan is originally made.

*** Small farmers are defined as those farmers, ranchers, 
producers, or harvesters of aquatic products who 
normally generate less than $250 thousand in annual 
gross sales of agricultural or aquatic products at the date 
the loan is originally made. 

****   There were major changes to the 2017 AgCensus, 
including the elimination of the "principal operator" 
variable and the addition of a listed operator on the 
AgCensus form (now up to four, as opposed to just 
three operators as in previous AgCensus years.) Due to 
these changes, it’s difficult to compare 2017 numbers to 
previous AgCensus years. Number of Young Operators 
in the 2017 Ag Census Data is the total number of 
operators who are under the age of 36. The Number of 
Operators on a Farm with a Young Operator is the total 
number of operators who work on a farm that also 
employs an operator who is under the age of 36. For 
example, an operation that is managed by a father, an 
aunt, and a son would report one young operator (son). 
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REGULATORY MATTERS 

On September 9, 2021, the FCA adopted a final rule that 
amended certain sections of the FCA’s regulations to provide 
technical corrections, amendments, and clarification to certain 
provisions in the FCA’s tier 1/tier 2 capital framework for the 
Farm Credit System. The rule incorporates guidance previously 
provided by the FCA related to its tier 1/tier 2 capital 
framework as well as ensures that the FCA’s capital 
requirements continue to be comparable to the standardized 
approach that the other federal banking regulatory agencies 
have adopted. The final rule became effective on January 1, 
2022. 

On August 26, 2021, the FCA issued a proposed rule to revise 
its regulatory capital requirements to define and establish risk-
weightings for High Volatility Commercial Real Estate 
(HVCRE) by assigning a 150 percent risk-weighting to such 
exposures, instead of the current 100 percent.  The proposed 
rule would ensure that the FCA’s rule remains comparable with 
the capital rule of other federal banking regulatory agencies and 
recognizes the increased risk posed by HVCRE exposures. The 
public comment period is open until January 24, 2022.   

On June 30, 2021, the FCA issued an advance notice of 
proposed rulemaking (ANPRM) that seeks public comments on 
whether to amend or restructure the System bank liquidity 
regulations. The purpose of this advance notice is to evaluate 

the applicability of the Basel III framework to the Farm Credit 
System and gather input to ensure that System banks have the 
liquidity to withstand crises that adversely impact liquidity and 
threaten their viability. The public comment period ended on 
November 27, 2021. 

On September 23, 2019, the FCA issued a proposed rule that 
would ensure the System’s capital requirements, including 
certain regulatory disclosures, reflect the current expected 
credit losses methodology, which revises the accounting for 
credit losses under U.S. generally accepted accounting 
principles. The proposed rule identifies which credit loss 
allowances under the Current Expected Credit Losses (CECL) 
methodology in the Financial Accounting Standards Board’s 
“Measurement of Credit Losses on Financial Instruments” are 
eligible for inclusion in a System institution’s regulatory 
capital. Credit loss allowances related to loans, lessor’s net 
investments in leases, and held-to-maturity debt securities 
would be included in a System institution’s Tier 2 capital up to 
1.25 percent of the System institution’s total risk-weighted 
assets. Credit loss allowances for available-for-sale debt 
securities and purchased credit impaired assets would not be 
eligible for inclusion in a System institution’s Tier 2 capital. In 
addition, the proposed regulation does not include a transition 
phase-in period for the CECL day 1 cumulative effect 
adjustment to retained earnings on a System institution’s 
regulatory capital ratios. The public comment period ended on 
November 22, 2019. 

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS  

Please refer to Note 2, Summary of Significant Accounting Policies, in the Notes to the Consolidated Financial Statements for recently 
issued accounting pronouncements. 

The following Accounting Standards Updates (ASUs) were issued by the Financial Accounting Standards Board (FASB) but have not yet 
been adopted: 

Summary of Guidance Adoption and Potential Financial Statement Impact 

ASU 2016-13 – Financial Instruments – Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments 
• 

• 

• 

• 

• 

• 

Replaces multiple existing impairment standards by establishing a single 
framework for financial assets to reflect management’s estimate of current 
expected credit losses (CECL) over the entire remaining life of the 
financial assets. 
Changes the present incurred loss impairment guidance for loans to an 
expected loss model. 
Modifies the other-than-temporary impairment model for debt securities to 
require an allowance for credit impairment instead of a direct write-down, 
which allows for reversal of credit impairments in future periods based on 
improvements in credit quality. 
Eliminates existing guidance for purchased credit impaired (PCI) loans, 
and requires recognition of an allowance for expected credit losses on 
these financial assets. 
Requires a cumulative-effect adjustment to retained earnings as of the 
beginning of the reporting period of adoption. 
Effective for fiscal years beginning after December 15, 2022, and interim 
periods within those fiscal years. Early application is permitted. 

• Implementation efforts began with establishing a cross-discipline 
governance structure utilizing common guidance developed across the 
Farm Credit System. The implementation includes identification of key 
interpretive issues, scoping of financial instruments, and assessing existing 
credit loss forecasting models and processes against the new guidance.

• The new guidance is expected to result in a change in allowance for credit 
losses due to several factors, including: 
1. The allowance related to loans and commitments will most likely 

change because it will then cover credit losses over the full 
remaining expected life of the portfolio, and will consider expected 
future changes in macroeconomic conditions, 

2. An allowance will be established for estimated credit losses on any 
debt securities, 

3. The nonaccretable difference on any PCI loans will be recognized 
as an allowance, offset by an increase in the carrying value of the 
related loans. 

• The extent of allowance change is under evaluation, but will depend upon 
the nature and characteristics of the financial instrument portfolios, and 
the macroeconomic conditions and forecasts at the adoption date. 

• The guidance is expected to be adopted in first quarter 2023. 
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Disclosure Required by Farm Credit Administration 
Regulations 

Description of Business 

Descriptions of the territory served, persons eligible to borrow, 
types of lending activities engaged in, financial services 
offered, and related Farm Credit organizations are incorporated 
herein by reference to Note 1, Organization and Operations, in 
the Consolidated Financial Statements included in this Annual 
Report to shareholders. 

The description of significant developments that had or could 
have a material impact on earnings or interest rates to 
borrowers, borrower patronage or dividends, acquisitions or 
dispositions of material assets, material changes in the manner 
of conducting the business, seasonal characteristics and 
concentrations of assets, and changes in patronage policies or 
practices, if any, is incorporated in “Management’s Discussion 
and Analysis of Financial Condition and Results of 
Operations”, included in this Annual Report. 

The Association had no unincorporated business entities as of 
December 31, 2021. 

Description of Property 

The following table sets forth certain information regarding the 
properties of the reporting entity, all of which are located in North 
Carolina: 

Form of 
Location Description Ownership 
146 Victory Lane Corporate Owned
Statesville 

620 North First Street Branch Owned
Albemarle 

251 Rock Crusher Road Branch Owned
Asheboro 

701 Brevard Road Branch Owned
Asheville 

4960 Oldway Rd Branch Owned
Brown Summit 

502 West Main Street Branch Owned
Burnsville 

4444 US Hwy 15-501 Branch Owned
Carthage 

371 Old Salisbury-Concord Road Outpost Owned
Concord 

1109 Conover Blvd E Branch Owned
Conover 

2186 US Hwy 220 North Branch Owned
Ellerbe 

225 North Main Street Branch Owned
Graham 

2549 Chimney Rock Hwy US 64E Branch Owned
Hendersonville 

545 East Main Street Branch Owned
Jefferson 

222 West Center Street Branch Owned
Lexington 

332 Morganton Boulevard Branch Owned
Lenoir 

Form of 
Location Description Ownership 
813 West Hwy 150 Branch Owned
Lincolnton 

2351 Concord Avenue Branch Owned
Monroe 

105 Hiwassee Street Branch Owned
Murphy 

698 South Key Street Branch Owned
Pilot Mountain 

607 Leasburg Road Branch Owned
Roxboro 

340 Bethania – Rural Hall Road Branch Owned
Rural Hall 

2810 Statesville Boulevard Branch Owned
Salisbury 

1216 Fallston Road Branch Owned
Shelby 

110 East Beaver Street Branch Owned
Siler City 

282 North Main Street Branch Owned
Sparta 

405 Oak Street Branch Owned
Spindale 

1704 Wilkesboro Road Branch Owned
Statesville 

1218 NC Hwy 90W Branch Owned
Taylorsville 

902 Curtis Bridge Road Branch Owned
Wilkesboro 

2006 Agricultural Way Branch Owned
Yadkinville 

1159 NC 86 North Branch Owned
Yanceyville 

1401 Sunset Dr. Business Center Owned 
Greensboro 

415 East Main Street Outpost Leased*
Franklin 

* Annual lease – payments are $700 per month 

Legal Proceedings 

Information, if any, to be disclosed in this section is 
incorporated herein by reference to Note 11, Commitments and 
Contingencies, in the Notes to the Consolidated Financial 
Statements included in this Annual Report. 

Description of Capital Structure 

Information to be disclosed in this section is incorporated herein 
by reference to Note 7, Members’ Equity, in the Notes to the 
Consolidated Financial Statements included in this Annual 
Report. 

Description of Liabilities 

The description of liabilities, contingent liabilities and 
obligations to be disclosed in this section is incorporated herein 
by reference to Notes 2, 6, 9, and 11 in the Notes to the 
Consolidated Financial Statements included in this Annual 
Report. 
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Management’s Discussion and Analysis of Financial 
Condition and Results of Operations 

“Management’s Discussion and Analysis of Financial Condition 
and Results of Operations,” which appears in this Annual Report 
and is to be disclosed in this section, is incorporated herein by 
reference. 

Senior Officers 

The following represents certain information regarding the senior officers of the Association and their business experience for the past five 
years: 

Senior Officer Position 

Vance C. Dalton, Jr. President and Chief Executive Officer since 2014. He has been with Farm Credit since 1993. Mr. Dalton serves on the 
North Carolina Foundation for Soil and Water Conservation Board, as a member of the Executive Committee and as 
Development Committee Chair (service org.). He also serves on the Catawba Valley Community College Board of Trustees 
(higher education) as Chair, NC 4-H Development Fund Board (education), NC Agribusiness Council (trade org.), Farm 
Credit System Presidents Planning Committee as Business Practices Committee Chair (System leadership group), FCCS 
Board (training, consulting, and insurance) and Compensation Committee, AgFirst Farm Credit Bank/FCBT Benefits Plan 
Sponsor Committee (benefits administration), and Charlotte Regional Business Alliance Board of Trustees (economic 
development). 

Christopher G. Goss Senior Vice President and Chief Appraisal Officer from 2007-2021. He has been with Farm Credit since 1987 and retired 
on July 31, 2021. 

Margaret G. Hamm Senior Vice President and Chief Marketing Officer since 2004. She has been with Farm Credit since 1991. She serves on 
the NC State University College of Ag & Life Sciences (NCSU CALS) Alumni Board (alumni relations), NCSU CALS Ag 
Extension Foundation Board (development/outreach), NCSU CALS Center for Environmental Farming Systems Board 
(sustainable ag research, extension, and development), North Carolina Tobacco Trust Fund Commission Board (ag and 
rural economic dev.), North Carolina Farmer Veteran Coalition Board (education), and NCSU CALS Ag Foundation Board 
(research/outreach). She also serves as Manager of Hollis Farm, LLC (Timber) and Treasurer of MM&C Farm and Real 
Estate, LLC (Timber). 

Stephen M. Leonard Senior Vice President and Chief Credit Officer since 2020. Since 2017, he served as Portfolio Risk Manager at AgFirst 
Farm Credit Bank. He has been with Farm Credit since 2011.   

Chad M. Puryear Senior Vice President and Chief Lending Officer since 2015. He has been with Farm Credit since 1996. He serves on the 
NC A&T State University College of Agriculture and Environmental Sciences Advisory Board (higher education). 

Sarah J. Rachels Senior Vice President and Chief Administrative Officer since 2020. Since 2017, she has served as Senior Vice President 
and Chief Human Resources Officer. She has been with Farm Credit since 1998. She serves on the NC Society for Human 
Resource Management Board (professional org.), Friendz of Kenz, Inc. Board as Treasurer and Co-Founder (non-profit 
org. for special needs children), Statesville Family YMCA Board (community org.), and YMCA of NWNC Board 
(community org.). She is also a lecturer for NC State University. 

Christopher H. Scott Senior Vice President and Chief Financial Officer since 2014. Mr. Scott has been with Farm Credit since 1996.  He 
serves on the McCrary Woods HOA, Inc. Board. 

The total amount of compensation earned by the CEO, and a group consisting of senior officers and other “highly compensated” 
employees (excluding the CEO) during the years ended December 31, 2021, 2020, and 2019, is as follows: 

Received Compensation Perquisites and Other Compensation 

Name of 
Individual or 

Number in Group Year Salary Bonus 
Total 

Received 

Change in 
Pension 
Value ** 

Deferred/ 
Perq. * 

Total Perq. 
and Other 

Total 
Compensation 

Vance C. Dalton, Jr. 2021 $ 442,453 $ 176,981 $ 619,434 $ 225,393 $ 36,506 $ 261,899  $ 881,333 
Vance C. Dalton, Jr. 2020 $ 425,416 $ 176,547 $ 601,963 $ 763,560 $ 37,282 $ 800,842  $ 1,402,805 
Vance C. Dalton, Jr. 2019 $ 411,016 $ 139,740 $ 550,756 $ 854,056 $ 24,989 $ 879,045  $ 1,429,801 

10 *** 2021 $ 1,072,824 $ 1,725,026 $ 2,797,850 $ 303,639 $ 137,762 $ 441,401  $ 3,239,251 
12 *** 2020 $ 1,144,332 $ 1,623,640 $ 2,767,972 $ 1,289,761 $ 123,644 $ 1,413,405  $ 4,181,377 
11 *** 2019 $ 1,158,604 $ 1,237,357 $ 2,395,961 $ 1,639,063 $ 85,264 $ 1,724,327  $ 4,120,288 

* The Deferred/Perquisites amount disclosed in the above chart may include automobile allowance, deferred compensation, employer-match/employer-paid 
401(k) contributions, life insurance, relocation reimbursement, and other compensation.

    **  The change in pension values, as reflected in the table, resulted primarily from changes in the actuarial assumptions for mortality, future interest rates, and 
future pension payments. 

*** The 2021 figures include 6 senior officers, 1 of which retired during 2021, and 4 commission-based employees meeting the definition of “highly 
compensated”.   The 2020 figures include 8 senior officers, 2 of which resigned during 2020, and 4 commission-based employees. The 2019 figures include 7 
senior officers and 4 commission-based employees. These commissions are included in the Bonus column, above. 
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The table below provides information on pension benefits provided to the CEO individually, and senior officers and other “highly 
compensated” employees, as a group. 

Pension Benefits Table 
As of December 31, 2021 

Number of Actuarial Present 
Years Value of 

Name of Individual 
or Number in Group Year Plan Name 

Credited 
Service 

Accumulated 
Benefits 

Payments 
During 2021 

CEO: 
Vance C. Dalton, Jr. 
Vance C. Dalton, Jr. 

2021 
2021 

AgFirst Defined Benefit Retirement Plan 
Supplemental Executive Retirement Plan 

29.92 
29.92 

$ 2,536,164 
1,851,378 

$ – 
– 

Total $ 4,387,542 $ –

Senior Officers and Highly 
Compensated Employees: 

5, excluding the CEO 2021 AgFirst Defined Benefit Retirement Plan 28.82 * $ 6,315,387 $ 1,784,889 

* Represents the average years of credited service for the group. Employees not included in these plans are not included in the totals. 

In addition to base salary, all eligible employees, including the 
CEO, can earn additional compensation under the Association 
Incentive Plan. This plan is designed to motivate employees to 
exceed the business plan goals and specific performance targets 
as established by the Board. Criteria in the plan include 
profitability, credit quality, loan growth, and customer service 
measures. Incentives are shown in the year earned. Payment of 
the 2020 incentive was made in January of 2021. The 
percentage of incentive compensation ranged from 10 percent 
to 40 percent of eligible wages. The Association’s commission-
based mortgage loan originators do not participate in this plan. 

Additionally, all employees are reimbursed for all direct travel 
expenses incurred when traveling on Association business. A 
copy of the travel policy is available to shareholders upon 
written request. 

Disclosure of information on the total compensation paid 
during 2021 to any senior officer or to any other employee 
included in the aggregate group total, as reported in the table 
above, is available and will be disclosed to the shareholders of 
the institution upon request. 

Directors 

The following represents certain information regarding the 
directors of the Association, including their principal 
occupation and employment for the past five years.  Unless 
specifically listed, the principal occupation of the board 
member for the past five years has been as a self-employed 
farmer. 

Vickie N. Smitherman, Chair, from Yadkin County, is a dairy 
farmer. She serves on the Board of Shady Grove Dairy, Inc. 
(farming operation) as Secretary/Treasurer. 

D. Kaleb Rathbone, Vice-Chair, from Haywood County, is a beef
cattle and hay farmer. He is Assistant Commissioner of the NC
Department of Agriculture and Consumer Services. In the past 5
years, he previously served as Research Stations Division
Director for the North Carolina Department of Agriculture and
Consumer Services. He serves on the Haywood County
Cattlemen’s Association Board (service org.) and Haywood
Community College Board of Trustees (education org.).

John M. Barnard, CPA, from Iredell County, serves as an 
Outside Director. He is the Principal Owner/President of John 

M. Barnard, CPA, PA. He is Co-Owner of LKE Properties,
LLC (commercial real estate).

E. Bernard Beck, from Randolph County, is a beef cattle and
hay farmer. He serves on the Randolph County Voluntary
Agricultural District Board (service org.).

W. Rex Bell, from Iredell County, is a grain and hay farmer.

Mark A. Bray, from Stokes County, is a beef cattle, 
stocker/feeder calf, poultry, and dairy farmer. He also operates 
a receiving station for livestock markets. He serves on the 
Lawsonville Volunteer Fire Department Board (fire & rescue 
org.). 

Andrew W. Burleson, from Stanly County, is a cotton, grain, 
and beef cattle farmer. He serves on the Cotton Incorporated 
Board as Vice-Chair (commodity org.), National Cotton 
Council (commodity org.), Southern Cotton Growers Board 
(commodity org.), NC Cotton Producers Association Board 
(commodity org.), and Stanly County Farm Bureau Board 
(service org.). 

David M. Coltrane, from Randolph County, is a dairy farmer and 
raises replacement heifers. He serves on the Southern States 
Cooperative Board (commodity org.), Coltrane Dairy, LLC 
(farming operation) as Vice-President, Coltrane Properties, LLC 
(real estate) as Vice-President, and Grand Arbour Farm 
(agritourism) as President. 

Dan A. Hunsucker, from Catawba County, is a beef cattle and 
row crop farmer. He is Member/Manager of Dan Hunsucker 
Farms, LLC (farming operation). He serves on the North Carolina 
Farm Bureau Board (service org.), Catawba County Farm Bureau 
Board (service org.), St. John’s Lutheran Church Council as Vice-
President (religious org.), and Conover Farmers Market Board 
(local foods non-profit org.). 

Joseph A. Lail, from Cleveland County, is a grain and beef 
cattle farmer. He serves on the Cleveland County Farm Bureau 
Board (service org.). 

J. Eric McPherson, from Alamance County, is a poultry and
beef cattle farmer. He is also President of Mac Tire, Inc. He
serves on the Alamance County Farm Bureau Board (service
org.), Alamance County Soil and Water Conservation District
Board (service org.), Alamance County Voluntary Agricultural
District Board (service org.), Alamance County Planning Board
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(service org.), and Snow Camp Volunteer Fire Department (fire 
and rescue org.). 

Clark M. Newlin, from Alamance County, is a beef cattle, 
grain, and hay farmer. He serves as President of Newlin Dairy 
Farm, Inc. (farming operation). 

Thomas E. Porter, Jr., from Cabarrus County, is a swine, 
poultry, and beef cattle farmer. He is President of Porter Farms 
Inc. (farming operation) and Manager of The Farm at 
Brusharbor, LLC (cattle & agritourism). He serves on the 
AgFirst Farm Credit Bank Board (ag. funding bank), North 
Carolina Poultry Federation Board (commodity org.), Cabarrus 
Soil and Water Conservation District Board (service org.), and 
Union Power Cooperative Board (utility coop.). He is 
Chairman of the North Carolina Cooperative Extension 
Advisory Board (service org.), Chairman of the Cabarrus 
County Voluntary Agricultural District Board (service org.), 
and President of the Cabarrus County Farm Bureau Board 
(service org.). 

Leslie G. Sparks, DVM, from Alleghany County, is a beef 
cattle, dairy cattle, and swine farmer. She is a veterinarian and 
the owner of Tarheel Mobile Veterinary Services. 

L. Kim Starnes, from Rowan County, is a row crop, poultry,
and beef cattle farmer, and is owner of Four S Farms, LLC
(farming operation). He is Treasurer of the Miller Ferry
Volunteer Fire Department Board and serves on the Capstone
Recovery Center Board (outreach org.).

Dr. Alton Thompson, from Guilford County, serves as an 
Outside Director.  He is Executive Director of the Association 
of 1890 Research Directors. He serves on the Boards of the 
North Carolina Agriculture Hall of Fame (ag-related org.), 
Professional Agricultural Workers Conference (ag-related 
org.), Food Systems Leadership Institute (ag-related org.), 
Foundation for Food and Agriculture Research (ag-related 
org.), National Association of University Forest Resources 
Program (ag-related org.), North Carolina Foundation for Soil 
and Water Conservation (service org.), and 1890 Universities 
Foundation (education org.). 

Subject to approval by the Board, the Association may allow 
directors honoraria of $600 for attendance at meetings, 
committee meetings, or special assignments and $100 for 
telephone conference meetings. Directors are paid a quarterly 
retainer fee of $1,250, with the Chair of the Board and Audit 
Committee Chair receiving $1,500 quarterly. Total 
compensation paid to directors as a group was $316,250 in 
2021. No director received more than $5,000 in non-cash 
compensation during the year.   

The following chart details committee assignments, the year the director began serving on the board, the current term expiration, the 
number of days served for Board meetings and other activities, compensation for regular Board meetings and retainer, other activities (if 
applicable), as well as total cash compensation paid for 2021: 

Name of Director 
Committee 

Assignments 

Term of Office 

Original Current 
Election Term 

Year Expiration 

Number of 

Board 
Meetings 

Days Served 

Other 
Official 

Activities* 

Compensation 
Regular Board 
Meetings and 

Retainer 

Compensation 

Compensation 
for Other 
Activities 

Total 
Compensation 

Paid During 2021 
Vickie N. Smitherman 
Chair 

Compensation, 
Executive, 

2009 2022 7 40 $9,200 $21,400 $30,600 

Governance 
D. Kaleb Rathbone Audit, 2012 2022 6 19 $8,600 $10,300 $18,900 
Vice-Chair Compensation,  

Executive 
John M. Barnard + Audit 2004 2022 7 17 $10,200 $8,200 $18,400 
E. Bernard Beck Audit 2004 2023 7 27 $9,200 $15,700 $24,900 
W. Rex Bell Compensation, 

Governance 
2007 2025 7 24 $9,200 $12,300 $21,500 

Mark A. Bray Audit 2003 2026 7 21 $9,200 $11,600 $20,800 
Andrew W. Burleson Governance 2021 2026 2 2 $2,450 $1,200 $3,650 
David M. Coltrane 
Dan A. Hunsucker 

Compensation 
Governance 

2009 
2020 

2022 
2025 

7 
7 

27 
11 

$10,800 
$9,200 

$15,000 
$5,100 

$25,800 
$14,300 

Joseph A. Lail 

J. Eric McPherson 
Clark M. Newlin 

Audit, 
Compensation 
Compensation 
Compensation, 

Governance 

1997 

2017 
2002 

2023 

2024 
2026 

6 

6 
6 

12 

16 
27 

$8,600 

$8,600 
$8,600 

$5,100 

$8,000 
$14,100 

$13,700 

$16,600 
$22,700 

Thomas E. Porter, Jr. ++ Audit, 2002 2021 4 13 $7,400 $6,200 $13,600 

Leslie G. Sparks 
Compensation 
Governance 2019 2024 6 31 $9,200 $17,600 $26,800 

L. Kim Starnes Audit, 2007 2025 7 35 $9,200 $19,400 $28,600 

Dr. Alton Thompson + 
Compensation 
Governance 2004 2025 7 12 $9,200 $6,200 $15,400 

 Total $138,850 $177,400 $316,250 

+ Outside Director 
++ Not Re-elected in 2021 
* Includes Committee meetings and Board activities other than regular Board meetings. 
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Directors are reimbursed on an actual cost basis for all expenses 
incurred in the performance of official duties. Such expenses 
may include transportation, lodging, meals, tips, tolls, parking, 
registration fees, and other expenses associated with travel on 
official business. A copy of the policy is available to 
shareholders of the Association upon request. 

The aggregate amount of reimbursement for travel, subsistence, 
and other related expenses for all directors as a group was 
$109,648 for 2021, $78,431 for 2020, and $174,820 for 2019. 

Transactions with Senior Officers and Directors 

The reporting entity’s policies on loans to and transactions with 
its officers and directors, to be disclosed in this section are 
incorporated herein by reference to Note 10, Related Party 
Transactions, in the Notes to the Consolidated Financial 
Statements included in this Annual Report. There have been no 
transactions between the Association and senior officers or 
directors which require reporting per FCA regulations. 

Transactions Other Than Loans 

There have been no transactions that occurred at any time 
during the year ended December 31, 2021, between the 
Association and senior officers or directors, their immediate 
family members, or any organizations with which they are 
affiliated, which require reporting per FCA regulations. There 
were no transactions with any senior officer or director related 
to the purchase or retirement of preferred stock of the 
Association for the year ended December 31, 2021. 

Involvement in Certain Legal Proceedings 

There were no matters which came to the attention of 
management or the board of directors regarding involvement of 
current directors or senior officers in specified legal 
proceedings which should be disclosed in this section. No 
directors or senior officers have been involved in any legal 
proceedings during the last five years which require reporting 
per FCA regulations. 

Relationship with Independent Auditors 

There were no changes in or material disagreements with our 
independent auditors on any matter of accounting principles or 
financial statement disclosure during this period. 

Aggregate fees paid (or accrued) by the Association for 
services rendered by its independent auditors for the year 
ended December 31, 2021, were as follows: 

2021 
Independent Auditors 
  PricewaterhouseCoopers, LLP
 Audit services $ 83
 Total $ 83 

Audit fees were for the annual audit of the Consolidated 
Financial Statements. 

Consolidated Financial Statements 

The Consolidated Financial Statements, together with the 
report thereon of PricewaterhouseCoopers, LLP dated 
March 10, 2022, and the report of management, which appear 
in this Annual Report are incorporated herein by reference. 

Copies of the Association’s Annual and unaudited Quarterly 
Reports are 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 on our website, www.carolinafarmcredit.com. The
Annual Report is available on the website within 75 days after
the end of the fiscal year, and is distributed to shareholders
within 90 days after the end of the fiscal year.  The Quarterly
Report is available on the website 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.

Borrower Information Regulations 

Since 1972, Farm Credit Administration (FCA) regulations 
have required that borrower information be held in strict 
confidence by Farm Credit System (System) institutions, their 
directors, officers, and employees.  These regulations provide 
System institutions clear guidelines for protecting their 
borrowers’ nonpublic personal information.  

On November 10, 1999, the FCA Board adopted a policy that 
requires System institutions to formally inform new borrowers 
at loan closing of the FCA regulations on releasing borrower 
information and to address this information in the Annual 
Report. The implementation of these measures ensures that 
new and existing borrowers are aware of the privacy 
protections afforded them through FCA regulations and System 
institution efforts.  

Credit and Services to Young, Beginning, and Small 
Farmers and Ranchers, and Producers or Harvesters of 
Aquatic Products 

Information to be disclosed in this section is incorporated 
herein by reference to the similarly named section in the 
Management's Discussion and Analysis of Financial Condition 
and Results of Operations section included in this Annual 
Report. 

Shareholder Investment 

Shareholder investment in the Association could be materially 
affected by the financial condition and results of operations of 
AgFirst Farm Credit Bank (Bank or AgFirst). Copies of the 
Bank’s Annual and Quarterly Reports are available upon 
request, free of charge by calling 1-800-845-1745, ext. 2764, or 
writing Matthew Miller, AgFirst Farm Credit Bank, P. O. Box 
1499, Columbia, SC 29202. Information concerning AgFirst 
can also be obtained at www.agfirst.com. The Bank prepares an 
electronic version of the Annual Report, which is available on 
the website, within 75 days after the end of the fiscal. The 
Bank prepares an electronic version of the Quarterly Report, 
which is available on the Bank’s website within 40 days after 
the end of each fiscal quarter, except that no report needs to be 
prepared for the fiscal quarter that coincides with the end of the 
fiscal year of the Bank. 
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Carolina Farm Credit, ACA 

Report of the Audit Committee

The Audit Committee of the Board of Directors (Committee) is comprised of the directors named below.  No director who 
serves on the Committee is an employee of Carolina Farm Credit (Association) and in the opinion of the Board of 
Directors, each is free of any relationship with the Association or management that would interfere with the director’s 
independent judgment on the Committee. 

The Committee has adopted a written charter that has been approved by the Board of Directors. The Committee has 
reviewed and discussed the Association’s audited financial statements with management, which has primary 
responsibility for the financial statements. 

PricewaterhouseCoopers, LLP (PwC), the Association’s independent auditors for 2021, is responsible for expressing an 
opinion on the conformity of the Association’s audited financial statements with accounting principles generally accepted 
in the United States of America. The Committee has discussed with PwC the matters that are required to be discussed by 
Statement on Auditing Standards No. 114 (The Auditor's Communication With Those Charged With Governance). The 
Committee discussed with PwC its independence from the Association.  The Committee also reviewed the non-audit 
services provided by PwC and concluded that these services were not incompatible with maintaining PwC's independence. 

Based on the considerations referred to above, the Committee recommended to the Board of Directors that the audited 
financial statements be included in the Association’s Annual Report for 2021.  The foregoing report is provided by the 
following independent directors, who constitute the Committee: 

John M. Barnard, CPA 
Chairman of the Audit Committee 

Members of Audit Committee 

E. Bernard Beck
Mark A. Bray
Joseph A. Lail

D. Kaleb Rathbone
L. Kim Starnes

March 10, 2022 
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Report of Independent Auditors 

To the Board of Directors andManagement of Carolina FarmCredit,ACA 

Opinion 

We have auditedthe accompanyingconsolidated financial statementsof Carolina FarmCredit, 
ACA and its subsidiaries(the “Association”),which comprise the consolidatedbalance sheetsas of 
December 31, 2021,2020 and 2019,andthe relatedconsolidatedstatements of comprehensive 
income,of changesin members' equity andof cashflowsfor the years thenended, includingthe 
related notes(collectively referredto as the “consolidatedfinancial statements”). 

In our opinion, the accompanyingconsolidatedfinancialstatements present fairly, in all material 
respects, the financialpositionof the Associationas of December 31, 2021,2020 and2019, and 
the results of its operations and itscash flows for the yearsthenendedin accordance with 
accounting principles generally acceptedin the UnitedStates of America. 

Basis for Opinion 

We conducted our audit in accordance withauditingstandards generally accepted in the United 
Statesof America(US GAAS). Our responsibilitiesunder those standards are further described in 
the Auditors’Responsibilitiesfor the Audit of the ConsolidatedFinancialStatementssection of 
our report. We are requiredto be independentof the Associationandto meetour other ethical 
responsibilities, in accordance withthe relevantethical requirementsrelatingto our audit.We 
believe that the auditevidence we have obtainedis sufficient and appropriate to provide a basis 
for our audit opinion. 

Responsibilitiesof Management for the Consolidated Financial Statements 

Management is responsible for the preparationandfair presentationof the consolidatedfinancial 
statements in accordance withaccountingprinciples generally accepted in the UnitedStates of 
America, andfor the design, implementation,andmaintenance of internalcontrol relevantto the 
preparationandfair presentationof consolidatedfinancialstatements thatare free from material 
misstatement, whether due to fraudor error. 

In preparing the consolidatedfinancialstatements,management is requiredto evaluate whether 
there are conditionsor events,considered in the aggregate, thatraise substantialdoubtaboutthe 
Association’s ability to continue as a going concern for one year after the date the consolidated 
financial statements are available to be issued. 

Auditors’ Responsibilities for the Audit of the ConsolidatedFinancial Statements 

Our objectivesare to obtainreasonable assurance about whether the consolidated financial 
statements asa whole are free from materialmisstatement,whether due to fraudor error, andto 
issue anauditors’ report that includesour opinion.Reasonable assurance is a high level of 
assurance but is not absolute assurance andtherefore is nota guarantee thatan auditconducted 
in accordance with US GAAS will alwaysdetect a materialmisstatementwhenit exists.The risk of 
not detectinga materialmisstatementresultingfrom fraudis higher thanfor one resulting from 
error, as fraud may involve collusion, forgery, intentional omissions,misrepresentations,or the 
override of internal control. Misstatements are consideredmaterial if there is a substantial 

PricewaterhouseCoopers LLP, 1075 Peachtree Street NE, Suite 2600, Atlanta, GA 30309 
T: (678) 419 1000, F: (678) 419 1239, www.pwc.com/us 
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pwc 
likelihoodthat, individually or in the aggregate, they wouldinfluence the judgmentmade by a 
reasonable user based on the consolidated financial statements. 

In performingan audit in accordance withUS GAAS, we: 

● Exercise professional judgmentandmaintainprofessional skepticismthroughoutthe 
audit. 

● Identify and assess the risksof material misstatementof the consolidated financial 
statements,whether due to fraud or error, anddesignandperformaudit procedures 
responsive to those risks. Suchprocedures include examining, on a testbasis,evidence 
regarding the amounts anddisclosures in the consolidated financial statements. 

● Obtainan understanding of internalcontrol relevant to the audit in order to design audit 
procedures thatare appropriate in the circumstances,butnot for the purpose of 
expressingan opinionon the effectivenessof the Association's internal control. 
Accordingly,no suchopinion is expressed. 

● Evaluate the appropriatenessof accounting policiesusedandthe reasonablenessof 
significantaccounting estimatesmade by management,as well asevaluate the overall 
presentation of the consolidated financial statements. 

● Conclude whether, in our judgment, there are conditions or events,considered in the 
aggregate, that raise substantialdoubt aboutthe Association’s ability to continue as a 
going concern for a reasonable period of time. 

We are required to communicate with those chargedwithgovernance regarding,amongother 
matters, the planned scope andtiming of the audit, significantaudit findings,andcertain internal 
control-relatedmattersthat we identifiedduringthe audit. 

Other Information 

Management is responsible for the other information includedin the annual report.The other 
informationcomprises the information included in the 2021 Annual Report,but doesnot include 
the consolidatedfinancial statementsandour auditors’ report thereon.Our opinionon the 
consolidatedfinancialstatements doesnot cover the other information,andwe do not expressan 
opinion or any form of assurance thereon. 

In connectionwith our auditof the consolidatedfinancialstatements,our responsibility is to read 
the other information andconsider whether a material inconsistency exists between the other 
informationandthe consolidatedfinancialstatements or the other informationotherwise appears 
to be materially misstated.If, basedon the work performed, we conclude thatan uncorrected 
materialmisstatement of the other informationexists, we are required to describe it in our report. 

Atlanta, Georgia 
March 10, 2022 
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Consolidated Balance Sheets 

(dollars in thousands) 2021 

December 31, 

2020 2019 

Assets 
Cash $ 100 $ 57 $ 3,347 

Investments in debt securities:
  Held to maturity (fair value of $743, $1,039, and $1,407, respectively) 714 963 1,404 

Loans 
Allowance for loan losses 

1,786,411 
(6,094) 

1,675,081 
(9,069) 

1,603,787 
(7,595)

    Net loans 1,780,317 1,666,012 1,596,192 

Loans held for sale 
Other investments 
Accrued interest receivable 
Equity investments in other Farm Credit institutions 
Premises and equipment, net 
Other property owned 
Accounts receivable 
Other assets 

1,681 
19 

13,992 
16,786 
18,686 

— 
30,869 

5,243 

7,140 
— 

15,069 
17,936 
18,876 

98 
26,248 

4,785 

2,465 
— 

17,279 
18,864 
18,482 

— 
17,672 

4,524

          Total assets $ 1,868,407 $ 1,757,184 $ 1,680,229 

Liabilities 
Notes payable to AgFirst Farm Credit Bank 
Accrued interest payable 
Patronage refunds payable 
Accounts payable 
Advanced conditional payments 
Other liabilities 

$ 1,453,937 
3,018 

32,818 
3,106 
1,067 

16,902 

$ 1,364,742 
2,953 

26,148 
2,002 
1,384 

16,494 

$ 1,302,343 
3,584 

23,395 
2,939 

197 
15,351

          Total liabilities 1,510,848 1,413,723 1,347,809 

Commitments and contingencies (Note 11) 

Members' Equity 
Capital stock and participation certificates 
Retained earnings
   Allocated 
   Unallocated 
Accumulated other comprehensive income (loss) 

10,575 

201,656 
146,581 

(1,253) 

9,965 

195,698 
139,588 

(1,790) 

9,480 

193,802
130,637 

(1,499)

          Total members' equity 357,559 343,461 332,420

          Total liabilities and members' equity $ 1,868,407 $ 1,757,184 $ 1,680,229 

The accompanying notes are an integral part of these consolidated financial statements. 
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Consolidated Statements of 
Comprehensive Income 

For the year ended December 31, 

(dollars in thousands) 2021 2020 2019 

Interest Income 
Loans 
Investments 

$ 91,016 
50 

$ 91,828 
72 

$ 94,304 
77

          Total interest income 91,066 91,900 94,381 

Interest Expense 
Notes payable to AgFirst Farm Credit Bank 35,041 38,062 42,377 

Net interest income 
Provision for (reversal of allowance for) loan losses 

56,025 
(3,015) 

53,838 
2,131 

52,004 
2,778 

Net interest income after provision for (reversal of allowance for)
    loan losses 59,040 51,707 49,226 

Noninterest Income 
Loan fees 
Fees for financially related services 
Lease income 
Patronage refunds from other Farm Credit institutions 
Gains (losses) on sales of rural home loans, net 
Gains (losses) on sales of premises and equipment, net 
Gains (losses) on other transactions 
Insurance Fund refunds 
Other noninterest income 

6,240 
98 
95 

30,876 
3,095 

495 
419 

— 
166 

5,711 
102 

98 
26,314 

3,231 
621 

14 
300 
200 

3,669 
87 
81 

17,591 
3,212 

690 
1,021 

314 
222

          Total noninterest income 41,484 36,591 26,887 

Noninterest Expense 
Salaries and employee benefits 
Occupancy and equipment 
Insurance Fund premiums 
(Gains) losses on other property owned, net 
Other operating expenses 

28,739 
2,375 
2,098 

11 
7,822 

28,043 
2,139 
1,172 

(26) 
6,745 

26,108 
2,411 
1,059 

172 
7,599

          Total noninterest expense 41,045 38,073 37,349 

Income before income taxes 
Provision for income taxes 

59,479 
84 

50,225 
38 

38,764 
2 

Net income $ 59,395 $ 50,187 $ 38,762 

Other comprehensive income net of tax
  Employee benefit plans adjustments 537 (291) (605)

Comprehensive income $ 59,932 $ 49,896 $ 38,157 

The accompanying notes are an integral part of these consolidated financial statements. 
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Consolidated Statements of Changes in 
Members’ Equity 

Capital Accumulated 
Stock and Retained Earnings Other Total 

Participation Comprehensive Members' 
(dollars in thousands) Certificates Allocated Unallocated Income (Loss) Equity 

Balance at December 31, 2018 
Cumulative effect of change in
    accounting principle 
Comprehensive income 
Capital stock/participation certificates
    issued/(retired), net 
Patronage distribution
    Cash 
    Nonqualified retained earnings 
Retained earnings retired 
Patronage distribution adjustment 

$ 9,164 

316 

$ 193,856 

10,999 
(10,289) 

(764) 

$ 126,605 

10 
38,762 

(22,910) 
(10,999) 

(831) 

$ (894) 

(605) 

$ 328,731 

10 
38,157 

316 

(22,910)
— 

(10,289) 
(1,595) 

Balance at December 31, 2019 $ 9,480 $ 193,802 $ 130,637 $ (1,499) $ 332,420 

Comprehensive income 
Capital stock/participation certificates
    issued/(retired), net 
Patronage distribution
    Cash 
    Nonqualified retained earnings 
Retained earnings retired 
Patronage distribution adjustment 

485 

16,404 
(12,671) 

(1,837) 

50,187 

(25,485) 
(16,404) 

653 

(291) 49,896

485 

(25,485)
— 

(12,671) 
(1,184) 

Balance at December 31, 2020 $ 9,965 $ 195,698 $ 139,588 $ (1,790) $ 343,461 

Comprehensive income 
Capital stock/participation certificates
    issued/(retired), net 
Patronage distribution
    Cash 
    Nonqualified retained earnings 
Retained earnings retired 
Patronage distribution adjustment 

610 

18,064 
(12,890) 

784 

59,395 

(32,030) 
(18,064) 

(2,308) 

537 59,932 

610 

(32,030)
— 

(12,890) 
(1,524) 

Balance at December 31, 2021 $ 10,575 $ 201,656 $ 146,581 $ (1,253) $ 357,559 

The accompanying notes are an integral part of these consolidated financial statements. 
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Consolidated Statements of Cash Flows 
For the year ended December 31, 

(dollars in thousands) 2021 2020 2019 

Cash flows from operating activities:
 Net income $ 59,395 $ 50,187 $ 38,762 

Adjustments to reconcile net income to net cash 
provided by (used in) operating activities:
 Depreciation on premises and equipment 1,748 1,516 1,435
 Amortization (accretion) of net deferred loan costs (fees) (2,339) (1,924) (1,638)
 Premium amortization (discount accretion) on investments in debt securities (1) (2) (1)
 Provision for (reversal of allowance for) loan losses (3,015) 2,131 2,778 
(Gains) losses on other property owned 9 (29) 123
(Gains) losses on sales of premises and equipment, net (495) (621) (690) 
(Gains) losses on sales of rural home loans, net 
(Gains) losses on other transactions 

(3,095) 
(419) 

(3,231) 
(14) 

(3,212) 
(1,021)

 Changes in operating assets and liabilities:
 Origination of loans held for sale 
Proceeds from sales of loans held for sale, net 

(289,089)
297,643 

(304,348) 
302,904 

(245,365)
246,831 

(Increase) decrease in accrued interest receivable 
(Increase) decrease in accounts receivable 

1,077 
(4,621) 

2,210 
(8,576) 

407
1,925 

(Increase) decrease in other assets (458) (261) 5,696
 Increase (decrease) in accrued interest payable 
Increase (decrease) in accounts payable 
Increase (decrease) in other liabilities 

65 
1,104 
1,364 

(631) 
(937) 
866 

110
928

1,071
 Total adjustments (522) (10,947) 9,377

 Net cash provided by (used in) operating activities 58,873 39,240 48,139 
Cash flows from investing activities:
 Proceeds from maturities of or principal payments

 received on investments in debt securities, held to maturity 250 443 123
 Net (increase) decrease in loans 
(Increase) decrease in equity investments in other Farm Credit institutions 

(108,951) 
1,150 

(70,450) 
928 

(74,246) 
(785)

 Purchases of other investments (19) — —
 Purchases of premises and equipment 
Proceeds from sales of premises and equipment 

(1,844) 
781 

(1,917)
628 

(4,374)
1,015

 Proceeds from sales of other property owned 89 354 1,502
 Net cash provided by (used in) investing activities 

Cash flows from financing activities:
 Advances on (repayment of) notes payable to AgFirst Farm Credit Bank, net 
Net increase (decrease) in advanced conditional payments 
Capital stock and participation certificates issued/(retired), net 
Patronage refunds and dividends paid 
Retained earnings retired 

(108,544) 

89,195 
(317) 
610 

(26,884) 
(12,890) 

(70,014) 

62,399 
1,187 

485 
(23,916) 
(12,671) 

(76,765) 

62,675
197
316

(23,889)
(10,289)

 Net cash provided by (used in) financing activities 49,714 27,484 29,010 
Net increase (decrease) in cash 43 (3,290) 384 
Cash, beginning of period 57 3,347 2,963 
Cash, end of period $ 100 $ 57 $ 3,347 

Supplemental schedule of non-cash activities:
 Financed sales of other property owned $ — $ — $ 199 
Receipt of property in settlement of loans — 423 1,356

 Estimated cash dividends or patronage distributions declared or payable 32,030 25,485 22,910
 Employee benefit plans adjustments (Note 9) (537) 291 605 

Supplemental information:
 Interest paid $ 34,976 $ 38,693 $ 42,267 
Taxes (refunded) paid, net 87 22 12 

The accompanying notes are an integral part of these consolidated financial statements. 
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Notes to the Consolidated Financial Statements 
(dollars in thousands, except as noted) 

Note 1 — Organization and Operations 

A. Organization:  Carolina Farm Credit, ACA
(Association) is a member-owned cooperative that
provides credit and credit-related services to qualified
borrowers in the counties of Alamance, Alexander,
Alleghany, Anson, Ashe, Avery, Buncombe, Burke,
Cabarrus, Caldwell, Caswell, Catawba, Chatham,
Cherokee, Clay, Cleveland, Davidson, Davie, Durham,
Forsyth, Gaston, Graham, Guilford, Haywood,
Henderson, Iredell, Jackson, Lee, Lincoln, McDowell,
Macon, Madison, Mecklenburg, Mitchell, Montgomery,
Moore, Orange, Person, Polk, Randolph, Richmond,
Rockingham, Rowan, Rutherford, Stanly, Stokes, Surry,
Swain, Transylvania, Union, Watauga, Wilkes, Yadkin,
and Yancey in the state of North Carolina.

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 AgFirst
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 lines 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 lending agreement 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
support services such as accounting, human resources,
information systems, and marketing. The costs of these
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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 may 
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.  At the most recent year-end, the Association
held no cash in excess of insured amounts.

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 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 allowance for loan 
losses is a valuation account used to reasonably estimate 
loan losses as of the financial statement date. 
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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 ratings 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 significantly as a loan moves from a 9 to 10 
(other assets especially mentioned) and grows more 
significantly as a loan moves to a substandard viable 
level of 11.  A substandard non-viable rating of 12 
indicates that the probability of default is almost certain.  
Loans risk rated 13 or 14 are generally written off. 

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) on Other Property
Owned, Net in the Consolidated Statements of
Comprehensive 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.

Investments in Debt Securities
The Association holds certain investment securities, as
permitted under the FCA regulations. These investments
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are classified based on management’s intention on the 
date of purchase and are generally recorded in the 
Consolidated Balance Sheets as securities on the trade 
date. 

Securities for which the Association has the intent and 
ability to hold to maturity are classified as held-to-
maturity (HTM) and carried at amortized cost. 
Investment securities classified as available-for-sale 
(AFS) are carried at fair value with net unrealized gains 
and losses included as a component of Other 
Comprehensive Income (OCI). Purchase premiums and 
discounts are amortized or accreted ratably over the 
term of the respective security using the interest 
method.  The amortization of premiums on certain 
purchased callable debt securities that have explicit, 
noncontingent call features and that are callable at fixed 
prices on preset dates are amortized to the earliest call 
date. 

Other Equity Investments 
Any equity securities with a readily determinable fair 
value are carried at fair value with unrealized gains and 
losses included in earnings. Equity securities without a 
readily determinable fair value are carried at cost less 
any impairment. 

The Association holds minority equity interests in a 
Rural Business Investment Company (RBIC).  This 
investment is carried at cost less any impairment, plus 
or minus adjustments resulting from any observable 
price changes. 

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 
Comprehensive Income and the balance of these 
investments is included in Other Assets on the 
accompanying Consolidated Balance Sheets. 

Impairment 
The Association reviews all investments that are in a loss 
position in order to determine whether the unrealized 
loss, which is considered an impairment, is temporary or 
other-than-temporary. As mentioned above, changes in 
the fair value of AFS investments are reflected in OCI, 
unless the investment is deemed to be other-than-
temporarily impaired (OTTI). Impairment is considered 
to be other-than-temporary if the present value of cash 
flows expected to be collected from the debt security is 
less than the amortized cost basis of the security (any 
such shortfall is referred to as a credit loss). If the 
Association intends to sell an impaired debt security or is 
more likely than not to be required to sell the security 
before recovery of its amortized cost basis less any 
current-period credit loss, the impairment is other-than-
temporary and recognized currently in earnings in an 
amount equal to the entire difference between fair value 
and amortized cost. If a credit loss exists, but the 
Association does not intend to sell the impaired debt 
security and is not more likely than not to be required to 
sell before recovery, the impairment is other-than-
temporary and is separated into (i) the estimated amount 

relating to credit loss, and (ii) the amount relating to all 
other factors. Only the estimated credit loss amount is 
charged to current earnings, with the remainder of the 
loss amount recognized in OCI. 

In subsequent periods, if the present value of cash flows 
expected to be collected is less than the amortized cost 
basis, the Association will record additional OTTI and 
adjust the yield of the security prospectively. The 
amount of total OTTI for an AFS security that 
previously was impaired is determined as the difference 
between its carrying amount prior to the determination 
of OTTI and its fair value. 

Investment Income 
Interest on investment securities, including amortization 
of premiums and accretion of discounts, is included in 
Interest Income.  Realized gains and losses from the 
sales of investment securities are recognized in current 
earnings using the specific identification method. 

Dividends from Investments in Other Farm Credit 
Institutions are generally recorded as patronage income 
and included in Noninterest Income. 

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
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.

The Association also offers a FCBA supplemental
401(k) plan for certain key employees. This plan is
nonqualified. Company contributions are expensed as
funded.

Additional information may be found in Note 9.

Multiemployer 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
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considered multiemployer 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 
employees, their beneficiaries and covered dependents 
during the years the employees render 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 Plan 
The Association also sponsors a single employer defined 
benefit supplemental retirement plan for certain key 
employees. This plan is 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 
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
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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
The Association maintains contracts with customers to
provide support services in various areas such as
accounting, lending transactions, consulting, insurance,
and information technology. 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.  The Association does not generally incur
costs to obtain contracts.  Revenue is recognized to

reflect the transfer of goods and services to customers in 
an amount equal to the consideration the Association 
receives or expects to receive. 

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 or 
Noninterest Expense. 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. Leases: A contract that conveys the right to control the
use of an identified asset for a period of time in
exchange for consideration is generally considered a
lease.

Lessee
Contracts entered into are evaluated at inception to
determine if they contain a lease. Assets and liabilities
are recognized on the Consolidated Balance Sheets to
reflect the rights and obligations created by any
contracts that do. These contracts are then classified as
either operating or finance leases.

In the course of normal operations, the Association may
enter into leases for various business purposes.
Generally, leases are for terms of three to five years and
may include options to extend or terminate the
arrangement. Any options are assessed individually to
determine if it is reasonably certain they will be
exercised.

Right-of-use (ROU) assets represent the right to use an
underlying asset for the lease term, and lease liabilities
represent the obligation to make the payments arising
from the lease. ROU assets and lease liabilities are
initially recognized based on the present value of lease
payments over the lease term. Lease expense for
operating leases is recognized on a straight-line basis
over the lease term. Lease expense for finance leases is
recognized on a declining basis over the lease term.

ROU assets are included on the Consolidated Balance
Sheets in Premises and Equipment for finance leases
and Other Assets for operating leases. Lease liabilities
are included in Other Liabilities on the Consolidated
Balance Sheets.  Leases with an initial term of 12
months or less are not recorded on the Consolidated
Balance Sheets and lease expense is recognized over the
lease term.

Lessor
The Association acts as lessor in certain contractual
arrangements. The contracts relate to office space in an
owned property and are considered operating leases.
Generally, leases are for terms of three to five years and
may include options to extend or terminate the
arrangement.
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Lease income is recognized on a straight-line basis over 
the lease term. Lease and nonlease components are 
accounted for separately in the Consolidated Statements 
of Comprehensive Income. Any initial direct costs are 
deferred and recognized as an expense over the lease 
term on the same basis as lease income. Any taxes 
assessed by a governmental authority are excluded from 
consideration as variable payments. 

Lease receivables and income are included in Accounts 
Receivable on the Consolidated Balance Sheets and 
Lease Income in the Consolidated Statements of 
Comprehensive Income. 

O. Accounting Standards Updates (ASUs): In October
2020, the FASB issued ASU 2020-10 Codification
Improvements. The amendments represent changes to
clarify the Codification, correct unintended application
of guidance, or make minor improvements to the
Codification that are not expected to have a significant
effect on current accounting practice or create a
significant administrative cost to most entities. The
Update moves or references several disclosure
requirements from Section 45 - Other Presentation
Matters to Section 50 - Disclosures. It also includes
minor changes to other guidance such as Cash Balance
Plans, Unusual or Infrequent Items, Transfers and
Servicing, Guarantees, Income Taxes, Foreign
Currency, Imputation of Interest, Not For Profits and
Real Estate Projects. Adoption of this guidance had no
effect on the statements of financial condition and
results of operations.

In January 2020, the FASB issued ASU 2020-01
Investments—Equity Securities (Topic 321),
Investments—Equity Method and Joint Ventures (Topic
323), and Derivatives and Hedging (Topic 815):
Clarifying the Interactions between Topic 321, Topic
323, and Topic 815. The amendments clarify certain
interactions between the guidance on accounting for
certain equity securities under Topic 321, the guidance
on accounting for investments under the equity method
in Topic 323, and the guidance in Topic 815. The
Update could change how an entity accounts for an
equity security under the measurement alternative or a
forward contract or purchased option to purchase
securities that, upon settlement of the forward contract
or exercise of the purchased option, would be accounted
for under the equity method of accounting or the fair
value option in accordance with Topic 825, Financial
Instruments. The amendments are intended to improve
current GAAP by reducing diversity in practice and
increasing comparability of the accounting for these
interactions. For public business entities, the
amendments were effective for fiscal years beginning
after December 15, 2020, and interim periods within
those fiscal years. Adoption of this guidance had no
effect on the statements of financial condition and
results of operations.

In December 2019, the FASB issued ASU 2019-12
Income Taxes (Topic 740): Simplifying the Accounting
for Income Taxes. The amendments simplify the
accounting for income taxes by removing the following
exceptions:

 Exception to the incremental approach for
intraperiod tax allocation when there is a loss
from continuing operations and income or a gain
from other items (for example, discontinued
operations or other comprehensive income),

 Exception to the requirement to recognize a
deferred tax liability for equity method
investments when a foreign subsidiary becomes
an equity method investment,

 Exception to the ability not to recognize a
deferred tax liability for a foreign subsidiary
when a foreign equity method investment
becomes a subsidiary, and

 Exception to the general methodology for
calculating income taxes in an interim period
when a year-to-date loss exceeds the anticipated
loss for the year.

The amendments also simplify the accounting for 
income taxes by doing the following: 

 Requiring that an entity recognize a franchise tax
(or similar tax) that is partially based on income
as an income-based tax and account for any
incremental amount incurred as a non-income-
based tax,

 Requiring that an entity evaluate when a step up
in the tax basis of goodwill should be considered
part of the business combination in which the
book goodwill was originally recognized and
when it should be considered a separate
transaction,

 Specifying that an entity is not required to
allocate the consolidated amount of current and
deferred tax expense to a legal entity that is not
subject to tax in its separate financial statements;
however, an entity may elect to do so (on an
entity-by-entity basis) for a legal entity that is
both not subject to tax and disregarded by the
taxing authority,

 Requiring that an entity reflect the effect of an
enacted change in tax laws or rates in the annual
effective tax rate computation in the interim
period that includes the enactment date, and

 Making minor codification improvements for
income taxes related to employee stock
ownership plans and investments in qualified
affordable housing projects accounted for using
the equity method.

For public business entities, the amendments in this 
Update were effective for fiscal years, and interim 
periods within those fiscal years, beginning after 
December 15, 2020.  Adoption of this guidance did not 
have a material impact on the statements of financial 
condition and results of operations. 

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 and amendments 
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 
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reporting date through the life of the financial  Production and intermediate-term loans — loans to full-
instrument. Financial institutions and other 
organizations will use forward-looking information to 
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, 2022, and interim periods 
within those fiscal years.  Evaluation of any possible 
effects the guidance may have on the statements of 
financial condition and results of operations is in 

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

progress. than one year and less than or equal to ten years.
 Loans to cooperatives — loans for any cooperative

Note 3 — Loans and Allowance for Loan Losses 
purpose other than for communication, power, and
water and waste disposal.

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

 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.

Credit risk arises from the potential inability of an obligor to 
 Farm-related business loans — loans to eligible

borrowers that furnish certain farm-related business
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 the lending staff, and are approved by the Board 
of Directors. 

 

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

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.  

 

 

 

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.

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) and a separate scale addressing estimated loss percentage
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).

 

 

 

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.
Other (including Mission Related) — additional
investments in rural America approved by the FCA on a

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

program or a case-by-case basis. Examples of such
investments include partnerships with agricultural and rural
community lenders, investments in rural economic
development and infrastructure, and investments in

 Real estate mortgage loans — loans made to full-time
or part-time farmers secured by first lien real estate

obligations and mortgage securities that increase the
availability of affordable housing in rural America.

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.
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A summary of loans outstanding at period end follows:  

December 31,
 2021 2020 2019 

Real estate mortgage $ 1,205,898 $ 1,107,557 $ 1,042,371 
Production and intermediate-term 404,781 410,400 426,238 
Loans to cooperatives 6,557 8,312 7,600 
Processing and marketing 53,804 44,287 40,425 
Farm-related business 9,961 14,690 14,297 
Communication 2,943 2,672 1,347 
Power and water/waste disposal 456 652 2,123 
Rural residential real estate 96,662 80,512 64,037 
International 5,349 5,999 5,349 

Total loans $ 1,786,411 $ 1,675,081 $ 1,603,787 

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, income-producing property, such as crops and livestock, and 
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, 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. 

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, 2021 
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 $ 8,894 $ 17,782 $ 148 $ – $ – $ – $ 9,042 $ 17,782 
Production and intermediate-term 16,953 66,067 7,480 – – – 24,433 66,067
Loans to cooperatives 6,566 – – – – – 6,566 –
Processing and marketing 17,533 25,658 493 – – – 18,026 25,658
Farm-related business – 1,723 93 – – – 93 1,723
Communication 2,951 – – – – – 2,951 –
Power and water/waste disposal 461 – – – – – 461 –
International 5,360 – – – – – 5,360 –

Total $ 58,718 $ 111,230 $ 8,214 $ – $ – $ – $ 66,932 $ 111,230 

December 31, 2020 
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 $ 10,063 $ 15,871 $ 172 $ – $ – $ – $ 10,235 $ 15,871 
Production and intermediate-term 14,638 54,286  8,033 – – – 22,671 54,286 
Loans to cooperatives 8,321 – – – – – 8,321 – 
Processing and marketing 18,398 40,876 773 – – – 19,171 40,876 
Farm-related business – 558  117 – – – 117 558 
Communication 2,679 – – – – – 2,679 – 
Power and water/waste disposal 661 – – – – – 661 – 
International 6,007 – – – – – 6,007 – 

Total $ 60,767 $ 111,591 $ 9,095 $ – $ – $ – $ 69,862 $ 111,591 

December 31, 2019 
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 $ 8,578 $ 38,287 $ 57 $ – $ – $ – $ 8,635 $ 38,287 
Production and intermediate-term 10,284 37,265 8,799 – – – 19,083 37,265 
Loans to cooperatives 7,589 – – – – – 7,589 – 
Processing and marketing 11,808 45,761 958 – – – 12,766 45,761 
Farm-related business – – 143 – – – 143 – 
Communication 1,350 – – – – – 1,350 – 
Power and water/waste disposal 2,142 – – – – – 2,142 – 
International 5,360 – – – – – 5,360 – 

Total $ 47,111 $ 121,313 $ 9,957 $ – $ – $ – $ 57,068 $ 121,313 
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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. 

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, 
2021 2020 2019 2021 2020 2019

Real estate mortgage: Communication: 
Acceptable 97.72% 96.87% 96.62% Acceptable 100.00% 100.00% 100.00% 
OAEM 1.46 2.17 1.96 OAEM – – –
Substandard/doubtful/loss 0.82 0.96 1.42 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 94.68% 95.32% 92.13% Acceptable 100.00% 100.00% –% 
OAEM 4.05 2.71 3.92 OAEM – – 56.78
Substandard/doubtful/loss 1.27 1.97 3.95 Substandard/doubtful/loss – – 43.22

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

Loans to cooperatives: Rural residential real estate: 
Acceptable 100.00% 100.00% 100.00% Acceptable 98.31% 97.43% 96.94% 
OAEM – – – OAEM 1.43 1.63 1.78
Substandard/doubtful/loss – – – Substandard/doubtful/loss 0.26 0.94 1.28

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

Processing and marketing: International: 
Acceptable 100.00% 80.43% 87.94% Acceptable 100.00% 100.00% 100.00% 
OAEM – 19.57 12.06 OAEM – – –
Substandard/doubtful/loss – – – Substandard/doubtful/loss – – –

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

Farm-related business: Total loans: 
Acceptable 80.57% 48.16% 97.58% Acceptable 97.05% 95.69% 95.13% 
OAEM 0.09 51.61 2.40 OAEM 1.98 3.14 2.79
Substandard/doubtful/loss 19.34 0.23 0.02 Substandard/doubtful/loss 0.97 1.17 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, 2021 
Not Past Due or 

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

Real estate mortgage $ 4,108 $ 2,532 $ 6,640 $ 1,208,984 $ 1,215,624 
Production and intermediate-term 1,006 2,361 3,367 405,248 408,615 
Loans to cooperatives – – – 6,559 6,559 
Processing and marketing – – – 53,915 53,915 
Farm-related business 136 272 408 9,602 10,010 
Communication – – – 2,943 2,943 
Power and water/waste disposal – – – 456 456 
Rural residential real estate 455 15 470 96,447 96,917 
International – – – 5,361 5,361 

Total $ 5,705 $ 5,180 $ 10,885 $ 1,789,515 $ 1,800,400 

December 31, 2020 
Not Past Due or 

30 Through 89 
Days Past Due 

90 Days or More 
Past Due 

Total Past 
Due 

Less Than 30 
Days Past Due Total Loans 

Real estate mortgage 
Production and intermediate-term 

$ 4,893 
1,917

$ 2,145 
2,940

$ 7,038 
4,857

$ 1,110,945
409,800

$ 1,117,983 
414,657 

Loans to cooperatives 
Processing and marketing 
Farm-related business 

– 
– 

27 

– 
– 
– 

– 
– 

27 

8,313
44,363
14,723 

8,313 
44,363 
14,750 

Communication – – – 2,672 2,672 
Power and water/waste disposal 
Rural residential real estate 

– 
431

– 
127

– 
558

652
80,186

652 
80,744 

International – – – 6,011 6,011 
Total $ 7,268 $ 5,212 $ 12,480 $ 1,677,665 $ 1,690,145 
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December 31, 2019 
Not Past Due or 

30 Through 89 
Days Past Due 

90 Days or More 
Past Due 

Total Past 
Due 

Less Than 30 
Days Past Due Total Loans 

Real estate mortgage 
Production and intermediate-term 

$ 4,287 
2,875

$ 2,242 
5,798

$ 6,529 
8,673

$ 1,047,404
422,900

$ 1,053,933 
431,573 

Loans to cooperatives 
Processing and marketing 
Farm-related business 

– 
– 

52 

– 
– 
– 

– 
– 

52 

7,610
40,495
14,317 

7,610 
40,495 
14,369 

Communication – – – 1,347 1,347 
Power and water/waste disposal 
Rural residential real estate 

– 
198

– 
51 

– 
249

2,125
63,987

2,125 
64,236 

International – – – 5,372 5,372 
Total $ 7,412 $ 8,091 $ 15,503 $ 1,605,557 $ 1,621,060 

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

December 31,
2021 2020 2019

Nonaccrual loans: 
Real estate mortgage 
Production and intermediate-term 

$ 5,675 
3,403  

$ 5,869 
5,421  

$ 10,646 
11,534 

Farm-related business 272 20 – 
Rural residential real estate 62 240 433 

Total $ 9,412 $ 11,550 $ 22,613 

Accruing restructured loans: 
Real estate mortgage 
Production and intermediate-term 

$ 898 
173  

$ 1,004 
953  

$ 1,092 
236 

Farm-related business – 300 345 
Rural residential real estate 83 94 55 

Total $ 1,154 $ 2,351 $ 1,728 

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

Total nonperforming loans 
Other property owned 

$ 10,566 
– 

$ 13,901 
98 

$ 24,341 
– 

Total nonperforming assets $ 10,566 $ 13,999 $ 24,341 

Nonaccrual loans as a percentage of total loans 
Nonperforming assets as a percentage of total 

loans and other property owned 
Nonperforming assets as a percentage of capital 

0.53% 

0.59% 
2.96% 

0.69% 

0.84% 
4.08% 

1.41% 

1.52% 
7.32% 

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

December 31, 

2021 2020 2019
Impaired nonaccrual loans: 

Current as to principal and interest $ 2,986 $ 5,558 $ 12,035 
Past due 6,426 5,992 10,578 

Total $ 9,412 $ 11,550 $ 22,613 

Impaired accrual loans: 
Restructured $ 1,154 $ 2,351 $ 1,728 
90 days or more past due – – – 

Total $ 1,154 $ 2,351 $ 1,728 

Total impaired loans $ 10,566 $ 13,901 $ 24,341 

Additional commitments to lend $ 1 $ 39 $ 23 
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The following tables present additional impaired loan information at period end.  Unpaid principal balance represents the contractual 
principal balance of the loan. 

December 31, 2021 Year Ended December 31, 2021 

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

$ 939 
348

$ 955 
370

$ 64 
181

$ 1,286 
475

$ 80 
30 

Farm-related business – – – – –
Rural residential real estate – – – – – 

Total $ 1,287 $ 1,325 $ 245  $ 1,761 $ 110 

With no related allowance for credit losses: 
Real estate mortgage $ 5,634 $ 6,849 $ – $ 7,711 $ 484 
Production and intermediate-term 3,228 4,348 – 4,419 277
Farm-related business 272 294 – 372 23
Rural residential real estate 145 232 – 199 12 

Total $ 9,279 $ 11,723 $ – $ 12,701 $ 796 

Total: 
Real estate mortgage 
Production and intermediate-term

$ 6,573 
3,576

$ 7,804 
4,718

$ 64 
181

$ 8,997 
4,894

$ 564 
307

Farm-related business 272 294 – 372 23
Rural residential real estate 145 232 – 199 12 

Total $ 10,566 $ 13,048 $ 245  $ 14,462 $ 906 

December 31, 2020 Year Ended December 31, 2020 

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

$ 941 
233

$ 957 
244

$ 62 
119

$ 1,312 
325

$ 83 
20 

Farm-related business – – – – –
Rural residential real estate 111 110 25 154 10 

Total $ 1,285 $ 1,311 $ 206  $ 1,791 $ 113 

With no related allowance for credit losses: 
Real estate mortgage 
Production and intermediate-term

$ 5,932 
6,141

$ 6,799 
7,368

$ –
– 

$ 8,269 
8,560

$ 519 
539

Farm-related business 320 320 – 447 28
Rural residential real estate 223 313 – 311 19 

Total $ 12,616 $ 14,800 $ – $ 17,587 $ 1,105 

Total: 
Real estate mortgage 
Production and intermediate-term

$ 6,873 
6,374

$ 7,756 
7,612

$ 62 
119

$ 9,581 
8,885

$ 602 
559

Farm-related business 320 320 – 447 28
Rural residential real estate 334 423 25 465 29 

Total $ 13,901 $ 16,111 $ 206  $ 19,378 $ 1,218 

December 31, 2019 Year Ended December 31, 2019 
Unpaid Interest Income 

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

With a related allowance for credit losses: 
Real estate mortgage $ 2,099 $ 2,177 $ – $ 1,999 $ 89 
Production and intermediate-term 2,266  2,310  684 2,159 97 
Farm-related business – – – – –
Rural residential real estate – – – – – 

Total $ 4,365 $ 4,487 $ 684  $ 4,158 $ 186 

With no related allowance for credit losses: 
Real estate mortgage $ 
Production and intermediate-term 
Farm-related business 
Rural residential real estate 

Total $ 

9,639 
9,504  

345
488 

19,976 

$ 

$ 

10,381 
10,851  

344
582 

22,158 

$ 

$ 

– 
– 
–
– 
– 

$ 

$ 

9,184 
9,054 

329
465 

19,032 

$ 

$ 

412 
405 
15 
21 

853 

Total: 
Real estate mortgage 
Production and intermediate-term 
Farm-related business 
Rural residential real estate 

Total 

$ 

$ 

11,738 
11,770 

345
488 

24,341 

$ 

$ 

12,558 
13,161 

344
582 

26,645 

$ 

$ 

– 
684 

–
– 

684  

$ 

$ 

11,183 
11,213 

329
465 

23,190 

$ 

$ 

501 
502 
15 
21 

1,039 
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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, 2020 $ 4,110 
Charge-offs (90) 
Recoveries 97 

$ 3,652 
(126) 
169 

$ 1,115 
(2) 
46 

$ 11 
– 
– 

$ 2 
– 
– 

$ 173 
(66) 
12 

$ 6 
– 
– 

$ 9,069 
(284)
324 

Provision for loan losses 
Balance at December 31, 2021 

(1,679) 
$ 2,438 

(784) 
$ 2,911 

(519) 
$ 640 $ 

(5) 
6 $ 

(1) 
1 

(25) 
$ 94 $ 

(2) 
4 $ 

(3,015) 
6,094 

Balance at December 31, 2019 
Charge-offs
Recoveries 

$ 3,325 
(67) 
45 

$ 3,658 
(978) 
300 

$ 438 
– 
– 

$ 8 
– 
– 

$ 62 
– 
– 

$ 100 
(5) 
48 

$ 4 
– 
– 

$ 7,595 
(1,050)

393 
Provision for loan losses 
Balance at December 31, 2020 

807 
$ 4,110 

672 
$ 3,652 

677 
$ 1,115 

3 
$ 11 $ 

(60) 
2 

30 
$ 173 $ 

2 
6 $ 

2,131 
9,069 

Balance at December 31, 2018 
Charge-offs
Recoveries 

$ 3,457 
(1,952) 

75 

$ 3,050 
(584) 
262 

$ 421 
(10) 

– 

$ 8 
– 
– 

$ 6 
– 
– 

$ 105 
(41) 
16 

$ 4 
– 
– 

$ 7,051 
(2,587)

353 
Provision for loan losses 
Balance at December 31, 2019 

1,745 
$ 3,325 

930 
$ 3,658 

27 
$ 438 $ 

– 
8 

56 
$ 62 

20 
$ 100 $ 

– 
4 $ 

2,778 
7,595 

Allowance on loans evaluated for impairment: 
Individually $ 64 
Collectively 2,374 
Balance at December 31, 2021 $ 2,438 

$ 181 
2,730  

$ 2,911 

$ – 
640  

$ 640 

$ 

$ 

– 
6 
6 

$ 

$ 

– 
1 
1 

$ – 
94 

$ 94 

$ 

$ 

– 
4 
4 

$ 

$ 

245 
5,849 
6,094 

Individually 
Collectively 
Balance at December 31, 2020 

$ 62 
4,048 

$ 4,110 

$ 119 
3,533  

$ 3,652 

$ – 
1,115  

$ 1,115 

$ – 
11 

$ 11 

$ 

$ 

– 
2 
2 

$ 25 
148 

$ 173 

$ 

$ 

– 
6 
6 

$ 

$ 

206 
8,863 
9,069 

Individually 
Collectively 
Balance at December 31, 2019 

$ – 
3,325 

$ 3,325 

$ 684 
2,974  

$ 3,658 

$ – 
438  

$ 438 

$ 

$ 

– 
8 
8 

$ – 
62 

$ 62 

$ – 
100 

$ 100 

$ 

$ 

– 
4 
4 

$ 

$ 

684 
6,911 
7,595 

Recorded investment in loans evaluated for impairment: 
Individually $ 5,675 $ 3,403 
Collectively 1,209,949 405,212  
Balance at December 31, 2021 $ 1,215,624 $ 408,615 

$ 272 
70,212  

$ 70,484 

$ – 
2,943 

$ 2,943 

$ – 
456  

$ 456 

$ 62 
96,855 

$ 96,917 

$ – 
5,361 

$ 5,361 

$ 

$ 

9,412 
1,790,988 
1,800,400 

Individually 
Collectively 
Balance at December 31, 2020 

$ 5,869 
1,112,114 

$ 1,117,983 

$ 5,421 
409,236  

$ 414,657 

$ 20
67,406  

$ 67,426 

$ – 
2,672 

$ 2,672 

$ – 
652  

$ 652 

$ 240 
80,504 

$ 80,744 

$ – 
6,011 

$ 6,011 

$ 

$ 

11,550 
1,678,595 
1,690,145 

Individually 
Collectively 
Balance at December 31, 2019 

$ 10,646 
1,043,287 

$ 1,053,933 

$ 11,534 
420,039  

$ 431,573 

$ – 
62,474  

$ 62,474 

$ – 
1,347 

$ 1,347 

$ – 
2,125  

$ 2,125 

$ 433 
63,803 

$ 64,236 

$ – 
5,372 

$ 5,372 

$ 

$ 

22,613 
1,598,447 
1,621,060 

*Includes the loan types: Loans to cooperatives, Processing and marketing, and Farm-related business. 

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, 2021 

Outstanding Recorded Investment 
Interest 

Concessions 
Principal 

Concessions 
Other 

Concessions Total Charge-offs 

Pre-modification: 
Production and intermediate-term $ 71 $ – $ – $ 71 

Total $ 71 $ – $ – $ 71 

Post-modification: 
Production and intermediate-term $ 72 $ – $ – $ 72  $ (4) 

Total $ 72 $ – $ – $ 72  $ (4) 
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Year Ended December 31, 2020 

Outstanding Recorded Investment 
Interest 

Concessions 
Principal 

Concessions 
Other 

Concessions Total Charge-offs 

Pre-modification: 
Production and intermediate-term $ – $ 538 $ – $ 538 

Total $ – $ 538 $ – $ 538 

Post-modification: 
Production and intermediate-term $ – $ 160 $ – $ 160 $ (497) 

Total $ – $ 160 $ – $ 160 $ (497) 

Year Ended December 31, 2019 
Interest Principal Other 

Outstanding Recorded Investment Concessions Concessions Concessions Total Charge-offs 

Pre-modification: 
Real estate mortgage $ – $ 7,442 $ – $ 7,442 
Production and intermediate-term – 4,327 – 4,327

Total $ – $ 11,769 $ – $ 11,769 

Post-modification: 
Real estate mortgage $ – $ 6,582 $ – $ 6,582 $ (1,765) 
Production and intermediate-term – 3,332 – 3,332 – 

Total $ – $ 9,914 $ – $ 9,914 $ (1,765) 

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

The following table presents outstanding recorded investment for TDRs that occurred during the calendar year shown, and for which there 
was a subsequent payment default during the period.  Payment default is defined as a payment that was thirty days or more past due. 

Year Ended December 31, 
Defaulted troubled debt restructurings 2021 2020 2019
Production and intermediate-term $ – $ – $ 1,348 

Total $ – $ – $ 1,348

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, 

2021 2020 2019 2021 2020 2019

Real estate mortgage 
Production and intermediate-term 
Farm-related business 

$ 2,971 
275 
272 

$ 3,350 
1,105 

 300 

$ 8,102 
2,164 

345 

$ 2,073 
 102
 272

$ 2,346 
152 

– 

$ 7,010 
1,928 

– 
Rural residential real estate 83  94 134 – – 79 

Total loans $ 3,601 $ 4,849 $ 10,745 $ 2,447 $ 2,498 $ 9,017 

Additional commitments to lend $ – $ – $ –

Note 4 — Investments 

Investments in Debt Securities 
The Association’s investments consist primarily of Rural 
America Bonds (RABs), which are private placement securities 
purchased under the Mission Related Investment (MRI) program 
approved by the FCA. In its Conditions of Approval for the 
program, the FCA generally considers a RAB ineligible if its 
investment rating, based on the internal 14-point risk rating scale 
used to also grade loans, falls below 9, and requires System 
institutions to provide notification to FCA when a security 
becomes ineligible. Any other bonds purchased under the MRI 
program, approved on a case-by-case basis by FCA, may have 
different eligibility requirements.  As of December 31, 2021, the 
Association held no RABs whose credit quality had deteriorated 
beyond the program limits.  

A summary of the amortized cost and fair value of held-to-maturity 
(HTM) investment securities follows: 

December 31, 2021 
Gross Gross 

Amortized Unrealized Unrealized Fair 
Cost Gains Losses Value Yield 

RABs  $ 714 $ 29 $ – $ 743 5.89% 

Amortized 
Cost

December 31, 2020 
Gross Gross 

Unrealized Unrealized 
Gains Losses 

Fair 
Value Yield 

RABs $ 963 $ 76 $ – $ 1,039 5.53% 
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December 31, 2019
 Gross Gross 

Amortized Unrealized Unrealized Fair 
Cost Gains Losses Value Yield 

RABs $ 1,404 $ 6 $ (3) $ 1,407 5.16% 

A summary of the contractual maturity, amortized cost, and 
estimated fair value of HTM investment securities follows: 

December 31, 2021 
Weighted 

Amortized Fair Average
 Cost Value Yield 

In one year or less $ – $ – –% 
After one year through five years 26 27 4.18
After five years through ten years – – – 
After ten years 688 716 5.96
 Total $ 714 743 5.89% 

Some of these investments have contractual maturities in excess 
of ten years. However, expected maturities for these types of 
securities can differ from contractual maturities because 
borrowers may have the right to prepay obligations with or 
without prepayment penalties. 

An investment is considered impaired if its fair value is less than 
its cost. The following table shows the fair value and gross 
unrealized losses for investments that were in a continuous 
unrealized loss position aggregated by investment category at 
each reporting period. A continuous unrealized loss position for 
an investment is measured from the date when the impairment 
was first identified.  There were no securities in a continuous 
unrealized loss position at December 31, 2021 and 2020. 

December 31, 2019

Less than 12 Months 
12 Months or Greater 

Fair Unrealized Fair Unrealized 
Value Losses Value Losses 

RABs $ 250 $ (1) $ 342 $ (2) 

The recording of an impairment loss is predicated on: (1) 
whether or not management intends to sell the security, (2) 
whether it is more likely than not that management would be 
required to sell the security before recovering its costs, and (3) 
whether management expects to recover the security’s entire 
amortized cost basis (even if there is no intention to sell). If the 
Association intends to sell the security or it is more likely than 
not that it would be required to sell the security, the impairment 
loss equals the full difference between amortized cost and fair 
value of the security. When the Association does not intend to 
sell securities in an unrealized loss position and it is not more 
likely than not that it would be required to sell the securities, 
other-than-temporary impairment loss is separated into credit 
loss and non-credit loss. Credit loss is defined as the shortfall of 
the present value of the cash flows expected to be collected in 
relation to the amortized cost basis. 

The Association performs periodic credit reviews, including 
other-than-temporary impairment analyses, on its investment 
securities portfolio. The objective is to quantify future possible 
loss of principal or interest due on securities in the portfolio. 

The Association has not recognized any credit losses, as any 
impairments were deemed temporary and resulted from non-

credit related factors.  The Association has the ability and intent 
to hold these temporarily impaired investments until a recovery 
of unrealized losses occurs, which may be at maturity, and at 
this time expects to collect the full principal amount and interest 
due on these securities, especially after considering credit 
enhancements. 

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 $15,147 for 2021, $16,323 for 2020, and 
$17,339 for 2019. The Association owned 5.90 percent of the 
issued stock of the Bank as of December 31, 2021, net of any 
reciprocal investment. As of that date, the Bank’s assets totaled 
$39.3 billion and shareholders’ equity totaled $2.3 billion. The 
Bank’s earnings were $486 million for 2021. In addition, the 
Association had investments of $1,639 related to other Farm 
Credit institutions at December 31, 2021. 

Note 5 — Premises and Equipment 

Premises and equipment consists of the following: 

December 31,
2021 2020 2019 

Land $ 4,265 $ 4,282 $ 4,286
Buildings and improvements 
Furniture and equipment 

20,976 
8,846 

20,843 
8,390 

20,302 
7,749 

34,087 33,515 32,337
Less: accumulated depreciation 15,401 14,639 13,855 

Total $ 18,686 $ 18,876 $ 18,482 

Depreciation expense for the years 2021, 2020, and 2019 was 
$1,748, $1,516, and $1,435, 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, 2021, 
the Association’s notes payable were within the specified 
limitations.   
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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 and which will be included in interest 
expense. The interest rate is periodically adjusted by the Bank 
based upon agreement between the Bank and the Association. 

The weighted average interest rates on the variable rate 
advances were 1.41 percent for LIBOR-based loans and 1.55 
percent for Prime-based loans, and the weighted average 
remaining maturities were 4.0 years and 1.4 years, respectively, 
at December 31, 2021. The weighted-average interest rate on the 
fixed rate and adjustable rate mortgage (ARM) loans which are 
match funded by the Bank was 2.58 percent, and the weighted 
average remaining maturity was 12.8 years at December 31, 
2021. The weighted-average interest rate on all interest-bearing 
notes payable was 2.48 percent and the weighted-average 
remaining maturity was 11.8 years at December 31, 2021. Gross 
notes payable consist of approximately 9.09 percent variable 
rate and 90.91 percent fixed rate portions, representing a match-
funding of the Association’s loan volume at December 31, 2021. 
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 follow: 

A. Protected Borrower Equity: The Association had no
protected borrower equity outstanding as of December 31,
2021.

B. 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 C 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 the lesser of $1 thousand or
2.0 percent of the amount of the loan. The Board 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. 

C. 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.

The capital 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. Regulatory ratios include common
equity tier 1 (CET1) capital, tier 1 capital, and total capital
risk-based ratios. The regulations also include a tier 1 leverage
ratio which includes an unallocated retained earnings (URE)
and URE equivalents (UREE) component. 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, and 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, and 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 
total assets less regulatory deductions to tier 1 capital. 

 The URE and UREE component of the tier 1 leverage ratio 
is unallocated retained earnings, paid-in capital, and 
allocated surplus not subject to revolvement less certain 
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regulatory required deductions including the amount of 
allocated investments in other System institutions divided 
by average total assets less regulatory deductions to tier 1 
capital. 

The following sets forth the regulatory capital ratios: 

Ratio 
Minimum 

Requirement 

Capital 
Conservation 

Buffer* 

Minimum Requirement 
with Capital 

Conservation Buffer 2021

Capital Ratios as of December 31, 

2020 2019
Risk-adjusted ratios:

CET1 Capital
Tier 1 Capital 
Total Capital 
Permanent Capital

4.5% 
6.0% 
8.0% 
7.0% 

2.5%
2.5% 
2.5% 
0.0%

7.0% 
8.5% 
10.5%
7.0% 

19.11%
19.11% 
19.65%
19.21%

18.91%
18.91%
20.29%
19.80%

18.79%
18.79%
20.87%
20.49%

Non-risk-adjusted ratios:
Tier 1 Leverage** 
     URE and UREE Leverage 

4.0% 
1.5% 

1.0% 
0.0% 

5.0% 
1.5% 

18.77% 
18.40% 

18.42% 
18.12% 

18.19%
17.87% 

* Includes fully phased-in capital conservation buffers which became effective January 1, 2020. 
** The Tier 1 Leverage Ratio must include a minimum of 1.50% of URE and URE Equivalents. 

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. 

D. Description of Equities:  The Association is authorized
to issue or have outstanding Classes A and D Preferred
Stock, Classes A, B and C Common Stock, Classes B and
C 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, 2021:

Shares Outstanding 

Aggregate 
Class Protected Number Par Value 

C Common/Voting 
C Participation Certificates/Nonvoting 

Total Capital Stock  
and Participation Certificates 

No 
No 

1,887,260 
227,717 

2,114,977

$ 9,436 
1,139 

$ 10,575 

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 to the indebtedness. 

Allocated equities shall be retired solely at the discretion of 
the Board, provided that minimum capital standards 
established by the FCA and the Board are met. 
Nonqualified retained surplus is considered to be 
permanently invested in the Association and as such, there 
is no plan to revolve or retire this surplus. All nonqualified 
distributions are tax deductible only when redeemed. 

At December 31, 2021, allocated members’ equity 
consisted of $201,656 of nonqualified retained surplus. 

 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 
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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.

 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 Classes A or D 
Preferred Stock or on all classes of stock and participation 
certificates. 

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

Transfer 

Classes A and D Preferred, Classes A, B, and C Common 
Stocks, and Classes B and C 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. Class C Common Stock and Class C Participation
Certificates

2. Classes A and B Common Stock and Class B
Participation Certificates

3. Classes A and D Preferred Stock

 Liquidation 

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

1. Holders of Classes A and D Preferred Stock
2. Holders of Classes A and B Common and Class B

Participation Certificates
3. Holders of Class C Common Stock and Class C

Participation Certificates
4. Holders of allocated surplus evidenced by qualified

written notices of allocation, in the order of year of
issuance and pro-rata by year of issuance, until all such
allocated surplus has been distributed

5. Holders of allocated surplus evidenced by nonqualified
written notices of allocation, in the order of year of
issuance and pro-rata by year of issuances first, until all
such allocated surplus has been distributed

6. All unallocated surplus issued after January 1, 1995,
shall be distributed to Patrons of the Association from
the period beginning January 1, 1995, through the date
of liquidation on a patronage basis

7. Any remaining assets of the Association after such
distribution shall be distributed ratably to the holders of
all classes of stock and participation certificates in
proportion to the number of shares or units of such class
of stock or participation certificates held by such
holders

E. Accumulated Other Comprehensive Income (AOCI):

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

2021 2020 2019
Employee Benefit Plans: 
Balance at beginning of period $ (1,790) $ (1,499) $ (894) 

Other comprehensive income before reclassifications 347 (427) (667)
Amounts reclassified from AOCI 190  136  62 

Net current period OCI 537 (291) (605)
Balance at end of period $ (1,253) $ (1,790) $ (1,499) 

Reclassifications Out of Accumulated Other Comprehensive Income (b) 
For the Year Ended December 31, 

2021 2020 2019 Income Statement Line Item 
Employee Benefit Plans: 
Periodic pension costs $ (190) $ (136) $ (62) See Note 9. 
Amounts reclassified $ (190) $ (136) $ (62) 

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

The classifications of the Association’s financial instruments 
within the fair value hierarchy (See Note 2) are as follows: 

Level 1 
Assets held in trust funds, related to deferred compensation 
plans, 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.  These funds may be redeemed on any business 
day on which the New York Stock Exchange is open for regular 
trading. 

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. 

The fair value of investments in debt securities is determined by 
discounting estimated future cash flows using prevailing interest 
rates for similar instruments. 

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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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, 2021 
Total 

Carrying 
Amount Level 1 Level 2 Level 3 

Total Fair
Value 

Recurring Measurements 
Assets: 
Assets held in trust funds 
Recurring Assets 

$ 
$ 

4,534 
4,534 

$ 
$ 

4,534 
4,534 

$ 
$ 

– 
– 

$ 
$ 

– 
– 

$ 
$ 

4,534 
4,534 

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

Nonrecurring Measurements 
Assets: 
Impaired loans 
Other property owned 
Nonrecurring Assets 

$ 

$ 

1,042 
– 

1,042 

$ 

$ 

– 
– 
– 

$ 

$ 

– 
– 
– 

$ 

$ 

1,042 
– 

1,042 

$ 

$ 

1,042 
– 

1,042 

Other Financial Instruments 
Assets: 
Cash $ 100 $ 100 $ – $ – $ 100 

 Investments in debt securities, held-to-maturity 
Loans 
  Other Financial Assets $ 

714 
1,780,956 
1,781,770 $ 

– 
– 

100 $ 

– 
– 
– $ 

743 
1,786,383 
1,787,126 $ 

743 
1,786,383
1,787,226 

Liabilities: 
Notes payable to AgFirst Farm Credit Bank 
  Other Financial Liabilities 

$ 
$ 

1,453,937 
1,453,937 

$ 
$ 

– 
– 

$ 
$ 

– 
– 

$ 
$ 

1,444,347 
1,444,347 

$ 
$ 

1,444,347
1,444,347 

December 31, 2020 
Total 

Carrying 
Amount Level 1 Level 2 Level 3 

Total Fair
Value 

Recurring Measurements 
Assets: 
Assets held in trust funds 
Recurring Assets 

$ 
$ 

4,178 
4,178 

$ 
$ 

4,178 
4,178 

$ 
$ 

– 
– 

$ 
$ 

– 
– 

$ 
$ 

4,178 
4,178 

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

Nonrecurring Measurements 
Assets: 
Impaired loans 
Other property owned 
Nonrecurring Assets 

$ 

$ 

1,079 
98 

1,177 

$ 

$ 

– 
– 
– 

$ 

$ 

– 
– 
– 

$ 

$ 

1,079 
107 

1,186 

$ 

$ 

1,079 
107 

1,186 

Other Financial Instruments 
Assets: 
Cash $ 57 $ 57 $ – $ – $ 57

 Investments in debt securities, held-to-maturity 
Loans 
  Other Financial Assets $ 

963
1,672,073 
1,673,093 $ 

– 
– 

57 $ 

–
– 
– $ 

1,039 
1,701,855 
1,702,894 $ 

1,039 
1,701,855
1,702,951 

Liabilities: 
Notes payable to AgFirst Farm Credit Bank 
  Other Financial Liabilities 

$ 
$ 

1,364,742 
1,364,742 

$ 
$ 

– 
– 

$ 
$ 

– 
– 

$ 
$ 

1,379,429 
1,379,429 

$ 
$ 

1,379,429
1,379,429 
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December 31, 2019 
Total 

Carrying 
Amount Level 1 Level 2 Level 3 

Total Fair
Value 

Recurring Measurements 
Assets: 
Assets held in trust funds 
Recurring Assets 

$ 
$ 

3,864 
3,864 

$ 
$ 

3,864 
3,864 

$ 
$ 

– 
– 

$ 
$ 

– 
– 

$ 
$ 

3,864 
3,864 

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

Nonrecurring Measurements 
Assets: 
Impaired loans 
Other property owned 
Nonrecurring Assets 

$ 

$ 

3,681 
– 

3,681 

$ 

$ 

– 
– 
– 

$ 

$ 

– 
– 
– 

$ 

$ 

3,681 
– 

3,681 

$ 

$ 

3,681 
– 

3,681 

Other Financial Instruments 
Assets: 
Cash 

 Investments in debt securities, held-to-maturity 
Loans 
  Other Financial Assets 

$ 

$ 

3,347 
1,404

1,594,976 
1,599,727 

$ 

$ 

3,347 
– 
– 

3,347 

$ 

$ 

– 
– 
– 
– 

$ 

$ 

– 
1,407 

1,610,322 
1,611,729 

$ 

$ 

3,347 
1,407 

1,610,322
1,615,076 

Liabilities: 
Notes payable to AgFirst Farm Credit Bank 
  Other Financial Liabilities 

$ 
$ 

1,302,343 
1,302,343 

$ 
$ 

– 
– 

$ 
$ 

– 
– 

$ 
$ 

1,305,093 
1,305,093 

$ 
$ 

1,305,093
1,305,093 

Uncertainty in Measurements of Fair Value 
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. 

Investments in Debt Securities 
The fair values of predominantly all Level 3 investments in debt 
securities have consistent inputs, valuation techniques, and 
correlation to changes in underlying inputs. The models used to 
determine fair value for these instruments use certain significant 
unobservable inputs within a discounted cash flow or market 
comparable pricing valuation technique. Such inputs generally 
include discount rate components including risk premiums, 
prepayment estimates, default estimates, and loss severities. 

These Level 3 assets would decrease (increase) in value based 
upon an increase (decrease) in discount rates, defaults, or loss 
severities. Conversely, the fair value of these assets would 
generally increase (decrease) in value if the prepayment input 
were to increase (decrease). 

Generally, a change in the assumption used for defaults is 
accompanied by a directionally similar change in the risk 
premium component of the discount rate (specifically, the 
portion related to credit risk) and a directionally opposite change 
in the assumption used for prepayments. Unobservable inputs 
for loss severities do not normally increase or decrease based on 
movements in the other significant unobservable inputs for these 
Level 3 assets. 

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 estimates. 

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 $ 1,042 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. 
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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

Investments in debt securities, held-to-maturity Discounted cash flow Prepayment rates 
Risk adjusted discount rate 

Notes payable to AgFirst Farm Credit Bank Discounted cash flow Prepayment forecasts 
Probability of default 
Loss severity

Note 9 — Employee Benefit Plans 

The Association participates in three District sponsored qualified 
benefit plans. These plans include a multiemployer 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 multiemployer defined benefit other 
postretirement benefits plan (OPEB Plan), the Farm Credit 
Benefits Alliance (FCBA) Retiree and Disabled Medical and 
Dental Plan, and a defined contribution 401(k) plan (401(k) Plan), 
the FCBA 401(k) Plan.  The risks of participating in these 
multiemployer plans are different from single employer plans in 
the following aspects: 

1. Assets contributed to multiemployer 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 multiemployer plans, the Association may be
required to contribute to eliminate the underfunded
status of the plan.

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

1. The Employer 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 Comprehensive Income were $5,171 for 2021, 
$4,002 for 2020, and $3,571 for 2019.  At December 31, 2021, 
2020, and 2019, the total liability balance for the FAP Plan was 
$39,135, $114,449, and $129,713, respectively. The FAP Plan 
was 96.17 percent, 89.63 percent, and 87.55 percent funded to 

the projected benefit obligation as of December 31, 2021, 2020, 
and 2019, 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 
Comprehensive Income were $835 for 2021, $820 for 2020, and 
$851 for 2019.  The total AgFirst District liability balance for 
the OPEB Plan presented in the Farm Credit System Combined 
Statement of Condition was $209,599, $219,990, and $209,531 
at December 31, 2021, 2020, and 2019, respectively. 

The Association also participates in the 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 $1,081, $1,023, and $958 for the years ended 
December 31, 2021, 2020, and 2019, 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 2021, 2020, and 2019, 
$537, $(291), and $(605), respectively, has been recognized as a 
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net credit, a net debit, and a net debit to AOCI to reflect these 
elements. 

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

In addition to the multiemployer plans described above, the 
Association sponsors nonqualified supplemental retirement and 
401(k) plans. The supplemental retirement plan is unfunded and 
had a projected benefit obligation of $4,325 and a net under-
funded status of $4,325 at December 31, 2021. Assumptions used 
to determine the projected benefit obligation as of December 31, 
2021, included a discount rate of 2.90 percent and a rate of 
compensation increase of 5.00 percent.  Expenses of these 
nonqualified plans included in noninterest expenses were $397, 
$346, and $266 for 2021, 2020, and 2019, respectively. 

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 rate, 
amortization schedule, and collateral, as those prevailing at the 
time for comparable transactions with unaffiliated borrowers. 

Total loans to such persons at December 31, 2021, amounted to 
$10,560. During 2021, $2,965 of new loans and advances on 
existing loans were made, and repayments totaled $2,129.  In the 
opinion of management, none of these loans outstanding at 
December 31, 2021, involved more than a normal risk of 
collectibility. 

Note 11 — Commitments and Contingencies 

Occasionally, legal actions are pending against the Association 
in which claims for money damages are asserted. On 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, 2021, $217,454 of commitments to 
extend credit and $2 of commercial letters of credit were 
outstanding. 

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, 2021, standby 
letters of credit outstanding totaled $495 with expiration dates 
ranging from January 1, 2022, to August 19, 2026. The 
maximum potential amount of future payments that may be 
required under these guarantees was $495. 

The total reserve for unfunded commitments, which is classified 
in Other Liabilities in the Consolidated Balance Sheets, was 
$797 at December 31, 2021. During 2021, the Association 
recorded a provision expense for unfunded commitments 
totaling $115. 

Note 12 — Income Taxes 

The provision (benefit) for income taxes follows: 

Year Ended December 31, 

2021  2020  2019 

Current: 
 Federal $ 75  $ 34  $ 2 
 State 9 4 – 
 Federal refunds – – – 

State refunds related to long-term lending – – – 
$ 84 38 2 

Deferred:
 Federal – – – 
 State – – – 
Total provision (benefit) for income taxes $ 84  $ 38  $ 2 

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,
 2021  2020  2019 

Federal tax at statutory rate $ 12,491 $ 10,547 $ 8,141 
State tax, net 9 4 – 
Patronage distributions  (6,726)  (5,363)  (4,811) 
Tax-exempt FLCA earnings  (5,511)  (5,352)  (3,430) 
Change in valuation allowance (262) 77 62 
Federal refund – – – 
Future tax rate change – – – 
Other 83 125 40 
Provision (benefit) for income taxes $ 84 $ 38 $ 2 
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Deferred tax assets and liabilities are comprised of the 
following: 

December 31,
2021 2020 2019

Deferred income tax assets: 
Allowance for loan losses $ 740  $ 1,011 $ 926 
Employee benefit plan and compensation 239 270 269 
Nonaccrual loan interest 327 296 389 

 Loan fees 181 195 195 
 Other 183 157 82 
Gross deferred tax assets $ 1,670  1,929 1,861 
Less:  valuation allowance (1,585)  (1,847) (1,770) 

Gross deferred tax assets, net of
 valuation allowance 85 82 91 

Deferred income tax liabilities: 
 Depreciation (85) (82) (91) 
Gross deferred tax liability (85) (82) (91) 
Net deferred tax asset (liability) $ – $ – $ – 

At December 31, 2021, deferred income taxes have not been 
provided by the Association on approximately $12.4 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 maintained valuation allowances of $1,585, 
$1,847, and $1,770 as of December 31, 2021, 2020, and 2019, 
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, 2021, 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 2018 and forward. 

Note 13 — Additional Financial Information 

Quarterly Financial Information (Unaudited)

Net interest income 
Provision for (reversal of allowance for) loa
Noninterest income (expense), net 
Net income 

n losses 

First 
$ 13,615 

(415) 
(4,466) 

$ 9,564 

Second 
$ 13,918 

(111) 
(3,895) 

$ 10,134 

$ 

$ 

2021
Third 
14,117 

183 
(4,857) 
9,077 

Fourth 
$ 14,375 

(2,672) 
13,573 

$ 30,620 

Total 
$ 56,025 

(3,015) 
355 

$ 59,395 

2020
First Second Third Fourth Total 

Net interest income $ 13,121 $ 13,677 $ 13,421 $ 13,619 $ 53,838 
Provision for (reversal of allowance for) loan losses 1,308 200 287 336 2,131 
Noninterest income (expense), net (4,102) (4,224) (4,032) 10,838 (1,520) 
Net income $ 7,711 $ 9,253 $ 9,102 $ 24,121 $ 50,187 

2019
First Second Third Fourth Total 

Net interest income $ 12,738 $ 12,703 $ 13,117 $ 13,446 $ 52,004 
Provision for (reversal of allowance for) loan losses (35) 123 522 2,168 2,778 
Noninterest income (expense), net (3,328) (4,306) (4,512) 1,682 (10,464) 
Net income $ 9,445 $ 8,274 $ 8,083 $ 12,960 $ 38,762 

Note 14 — Subsequent Events 

The Association evaluated subsequent events and determined there were none requiring disclosure through March 10, 2022, which was 
the date the financial statements were issued. 

2021 Annual Report 

217



 

 

 

 
 

 
 

 

 

 

 

 

AgSouth Farm Credit, ACA 

2021 ANNUAL REPORT 

Contents 
Report of Management ........................................................................................................................................... 1 

Report on Internal Control over Financial Reporting ............................................................................................ 2 

Consolidated Five-Year Summary of Selected Financial Data ............................................................................. 3 

Management’s Discussion & Analysis of Financial Condition & Results of Operations .............................. 4-18 

Disclosure Required by FCA Regulations ..................................................................................................... 19-25 

Report of the Audit Committee ............................................................................................................................ 26 

Report of Independent Auditors ..................................................................................................................... 27-28 

Consolidated Financial Statements ................................................................................................................. 29-32 

Notes to the Consolidated Financial Statements ............................................................................................ 33-56 

2021 Annual Report 

218



 

 

 

 
 

 

 

 

  

 

  

  

 

 

 

 

 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

  

 

  

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Report of Management 

The accompanying Consolidated Financial Statements and 

related financial information appearing throughout this annual 

report have been prepared by management of AgSouth Farm 

Credit, ACA (Association) in accordance with generally 

accepted accounting principles appropriate in the circumstances. 

Amounts which must be based on estimates represent the best 

estimates and judgments of management.  Management is 

responsible for the integrity, objectivity, consistency, and fair 

presentation of the Consolidated Financial Statements and 

financial information contained in this report. 

Management maintains and depends upon an internal 

accounting control system designed to provide reasonable 

assurance that transactions are properly authorized and 

recorded, that the financial records are reliable as the basis for 

the preparation of all financial statements, and that the assets of 

the Association are safeguarded. The design and 

implementation of all systems of internal control are based on 

judgments required to evaluate the costs of controls in relation 

to the expected benefits and to determine the appropriate 

balance between these costs and benefits. The Association 

maintains an internal audit program to monitor compliance with 

the systems of internal accounting control.  Audits of the 

accounting records, accounting systems and internal controls 

are performed and internal audit reports, including appropriate 

recommendations for improvement, are submitted to the Board 

of Directors. 

The Consolidated Financial Statements have been audited by 

independent auditors, whose report appears within this annual 

report. The Association is also subject to examination by the 

Farm Credit Administration. 

The Consolidated Financial Statements, in the opinion of 

management, fairly present the financial condition of the 

Association.  The undersigned certify that we have reviewed 

the 2021 Annual Report of AgSouth Farm Credit, ACA, that 

the report has been prepared under the oversight of the Audit 

Committee of the Board of Directors and in accordance with all 

applicable statutory or regulatory requirements, and that the 

information contained herein is true, accurate, and complete to 

the best of our knowledge and belief. 

Hugh E. Weathers 

Chairman of the Board 2021 

Pat Calhoun 

Chief Executive Officer 

Bo Fennell 

Chief Financial Officer 

March 10, 2022 
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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, to provide 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 and 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 December 31, 2021. 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 December 31, 2021, the 

internal control over financial reporting was effective based 

upon the COSO criteria. Additionally, based on this assessment, 

the Association determined that there were no material 

weaknesses in the internal control over financial reporting as of 

December 31, 2021. 

Pat Calhoun 

Chief Executive Officer 

Bo Fennell 

Chief Financial Officer 

March 10, 2022 
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Consolidated Five - Year Summary of Selected 
Financial Data 

December 31, 
(dollars in thousands) 2021 2020 2019 2018 2017 

Balance Sheet Data 
Cash $ 689 $ 133 $ 5,853 $ 5,026 $ 4,949 
Investments in debt securities 3,756 3,950 5,010 5,280 5,533 
Loans 2,031,671 1,921,622 1,835,096 1,793,452 1,710,098 
Allowance for loan losses (17,712) (17,357) (16,361) (15,444) (14,815)
  Net loans 2,013,959 1,904,265 1,818,735 1,778,008 1,695,283 

Equity investments in other Farm Credit institutions 
Other property owned 
Other assets 

20,688 
215 

80,166 

22,469 
1,170 

75,844 

24,527 
4,019 

65,633 

24,151 
4,627 

67,770 

23,568 
3,669 

67,839

           Total assets $ 2,119,473 $2,007,831 $1,923,777 $1,884,862 $1,800,841 

Notes payable to AgFirst Farm Credit Bank* 
Accrued interest payable and other liabilities
   with maturities of less than one year 

$ 1,617,876 

54,093 

$1,538,795 

32,535 

$1,481,914 

31,029 

$1,461,549 

33,321 

$1,405,074 

30,276

           Total liabilities 1,671,969 1,571,330 1,512,943 1,494,870 1,435,350 
Capital stock and participation certificates 
Retained earnings
    Allocated 

11,107 

121,081 

10,626 

139,757 

10,012 

131,801 

9,567 

126,003 

9,097 

121,876
    Unallocated 317,250 286,811 269,553 254,648 234,892 
Accumulated other comprehensive income (loss) (1,934) (693) (532) (226) (374)

           Total  members' equity 447,504 436,501 410,834 389,992 365,491

           Total liabilities and members' equity $ 2,119,473 $2,007,831 $1,923,777 $1,884,862 $1,800,841 

Statement of Income Data 
Net interest income $ 67,635 $ 64,886 $ 62,771 $ 60,692 $ 59,050 
Provision for loan losses 771 1,687 1,349 581 2,738 
Noninterest income (expense), net 5,387 3,755 (8,947) (6,598) (1,049)

           Net income $ 72,251 $ 66,954 $ 52,475 $ 53,513 $ 55,263 

Key Financial Ratios
Rate of return on average:
  Total assets 3.56% 3.47% 2.81% 2.94% 3.15%
  Total members' equity 
Net interest income as a percentage of
  average earning assets 
Net (chargeoffs) recoveries to average loans 
Total members' equity to total assets 
Debt to members' equity (:1) 
Allowance for loan losses to loans 

16.41% 

3.42% 
(0.021)%

21.11% 
3.74 

0.87% 

16.29% 

3.47% 
(0.037)% 

21.74% 
3.60 

0.90% 

13.34% 

3.48% 
(0.024)% 

21.36% 
3.68 

0.89% 

14.49% 

3.45% 
0.003% 
20.69% 

3.83 
0.86% 

16.21% 

3.49% 
(0.125)% 

20.30% 
3.93 

0.87% 
Permanent capital ratio 
Common equity tier 1 capital ratio 
Tier 1 capital ratio 
Total regulatory capital ratio 
Tier 1 leverage ratio 
  URE equivalents leverage ratio 

21.19% 
14.90% 
14.90% 
21.93% 
14.36% 
14.12% 

21.03% 
14.49% 
14.49% 
21.81% 
13.90% 
13.76% 

21.21% 
14.75% 
14.75% 
21.97% 
14.04% 
13.90% 

20.20% 
13.93% 
13.93% 
20.92% 
13.22% 
13.06% 

19.38% 
13.14% 
13.14% 
20.10% 
12.51%
12.32% 

Net Income Distribution 
Estimated patronage refunds:
  Cash $ 42,062 $ 20,000 $ 11,160 $ 10,133 $ 9,720 
  Nonqualified allocated retained earnings — 28,001 26,040 23,644 22,681 

* General financing agreement is renewable on a one-year cycle.  The next renewal date is December 31, 2022.
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Management’s Discussion & Analysis 
of Financial Condition & Results of Operations

(dollars in thousands, except as noted) 

GENERAL OVERVIEW 

The following commentary summarizes the financial condition 
and results of operations of AgSouth Farm Credit, ACA, 
(Association) for the year ended December 31, 2021 with 
comparisons to the years ended December 31, 2020 and 
December 31, 2019. This information should be read in 
conjunction with the Consolidated Financial Statements, Notes 
to the Consolidated Financial Statements and other sections in 
this Annual Report.  The accompanying Consolidated Financial 
Statements were prepared under the oversight of the Audit 
Committee of the Board of Directors.  For a list of the Audit 
Committee members, refer to the “Report of the Audit 
Committee” reflected in this Annual Report.  Information in 
any part of this Annual Report may be incorporated by 
reference in answer or partial answer to any other item of the 
Annual Report. 

The Association is an institution of the Farm Credit System 
(System), which was created by Congress in 1916 and has 
served agricultural producers for over 100 years.  The System’s 
mission is to maintain and improve the income and well-being 
of American farmers, ranchers, and producers or harvesters of 
aquatic products and farm-related businesses.  The System is 
the largest agricultural lending organization in the United 
States.  The System is regulated by the Farm Credit 
Administration (FCA) which is an independent safety and 
soundness regulator. 

The Association is a cooperative, which is owned by the 
members (also referred to throughout this Annual Report as 
stockholders or shareholders) served. The territory of the 
Association extends across a diverse agricultural region of 
Georgia and South Carolina. Refer to Note 1, Organization 
and Operations, of the Notes to the Consolidated Financial 
Statements for counties in the Association’s territory.  The 
Association provides credit to farmers, ranchers, rural 
residents, and agribusinesses. Our success begins with our 
extensive agricultural experience and knowledge of the market. 

The Association obtains funding from AgFirst Farm Credit 
Bank (AgFirst or Bank). The Association is materially affected 
and shareholder investment in the Association could be 
affected by the financial condition and results of operations of 
the Bank.  Copies of the Bank’s Annual and Quarterly Reports 
are on the AgFirst website, www.agfirst.com, or may be 
obtained at no charge by calling 1-800-845-1745, extension 
2764, or writing Matthew Miller, AgFirst Farm Credit Bank, P. 
O. Box 1499, Columbia, SC 29202.

Copies of the Association’s Annual and Quarterly Reports are 
also available upon request free of charge on the Association’s 
website, www.agsouthfc.com, or by calling 1-912-489-4842, 
extension 2674, or writing Bo Fennell, CFO, P.O. Box 718, 
Statesboro, GA 30459.  The Association prepares an electronic 
version of the Annual Report, which is available on the 
Association’s website, within 75 days after the end of the fiscal 

year and distributes the Annual Reports to shareholders within 
90 days after the end of the fiscal year. The Association 
prepares an electronic version of the Quarterly report, which is 
available on the Association’s website, within 40 days after the 
end of each fiscal quarter, except that no report needs to be 
prepared for the fiscal quarter that coincides with the end of the 
fiscal year of the Association. 

FORWARD LOOKING INFORMATION 

This annual information statement contains forward-looking 
statements.  These statements are not guarantees of future 
performance and involve certain risks, uncertainties and 
assumptions that are difficult to predict.  Words such as 
“anticipates,” “believes,” “could,” “estimates,” “may,” 
“should,” “will,” or other variations of these terms are intended 
to identify the forward-looking statements. These statements 
are based on assumptions and analyses made in light of 
experience and other historical trends, current conditions, and 
expected future developments.  However, actual results and 
developments may differ materially from our expectations and 
predictions due to a number of risks and uncertainties, many of 
which are beyond our control.  These risks and uncertainties 
include, but are not limited to: 

• political, legal, regulatory and economic conditions
and developments in the United States and abroad;

• economic fluctuations in the agricultural, rural utility,
international, and farm-related business sectors;

• weather-related, disease, and other adverse climatic
or biological conditions that periodically occur that
impact agricultural productivity and income;

• changes in United States government support of the
agricultural industry and the Farm Credit System, as a
government-sponsored enterprise, as well as investor
and rating-agency reactions to events involving other
government-sponsored enterprises and other financial
institutions; and

• actions taken by the Federal Reserve System in
implementing monetary policy.

AGRICULTURAL OUTLOOK 

Production agriculture is a cyclical business that is heavily 
influenced by commodity prices, weather, government policies 
(including, among other things, tax, trade, immigration, crop 
insurance and periodic aid), interest rates and various other 
factors that affect supply and demand. 

The following United States Department of Agriculture 
(USDA) analysis provides a general understanding of the US 
agricultural economic outlook. However, this outlook does not 
take into account all aspects of the Association’s business. 
References to USDA information in this section refer to the US 
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agricultural market data and are not limited to information/data 
for the Association. 

Agricultural production is a major use of land in the United 
States and the value of farm real estate accounted for 82 
percent of the total value of the US farm sector assets for 2021 
according to the USDA in its February 4, 2022 forecast. 
Because real estate is such a significant component of the 
balance sheet of US farms, the value of farm real estate is a 
critical measure of the farm sector’s financial performance. 
Changes in farmland values also affect the financial well-being 
of agricultural producers because farm real estate serves as the 
principal source of collateral for farm loans. 

The USDA’s most recent forecast projects that farm sector 
equity, the difference between farm sector assets and debt, will 
rise 3.0 percent in 2021.  Farm real estate value is expected to 
increase 2.0 percent and non-real estate farm assets are 
expected to increase 8.1 percent, while farm sector debt is 
forecast to increase 3.0 percent in 2021. Farm real estate debt 
as a share of total debt has been rising since 2014 and is 
expected to account for 66.4 percent of total farm debt in 2021. 

The USDA is forecasting farm sector solvency ratios to remain 
relatively unchanged in 2021 at 16.1 percent for the debt-to-
equity ratio and 13.9 percent for the debt-to-asset ratio, which 
represents the highest levels since 2002, but well below the 
peak of 28.5 percent and 22.2 percent in 1985. Working capital 
(which is defined as cash and cash convertible assets minus 
liabilities due to creditors within 12 months) is forecasted to 
increase 13.5 percent in 2021 to $96 billion from $85 billion in 
2020. Although working capital increased, it remains far below 
the peak of $165 billion in 2012. 

The USDA’s most recent forecast estimates net farm income 
(income after expenses from production in the current year; a 
broader measure of profits) for 2021 at $119.1 billion, a $23.9 
billion increase from 2020 and $29.1 billion above the 10-year 
average. The forecasted increase in net farm income for 2021, 
compared with 2020, is primarily due to increases in crop 
receipts of $37.8 billion to $236.6 billion and animals and 
animal products of $30.9 billion to $195.9 billion, offset in part 
by a decrease of $18.6 billion to $27.1 billion in direct 
government payments and an increase in cash expenses of 
$31.8 billion to $358.3 billion. 

The USDA’s outlook projects net farm income for 2022 to 
decrease to $113.7 billion, a $5.4 billion or 4.5 percent decrease 
from 2021, but $23.7 billion above the 10-year average. The 
forecasted decrease in net farm income for 2022 is primarily 
due to an expected increase in cash expenses of $18.1 billion 
and a decrease in direct government payments of $15.5 billion, 
partially offset by increases in cash receipts for animals and 
animal products of $17.4 billion and crop receipts of $12.0 
billion. Cash expenses for feed and fertilizer-lime-soil 
conditioner purchases are expected to see the largest dollar 
increases.  Direct government payments are forecasted to 
decrease due to lower supplemental and ad hoc disaster 
assistance related to the COVID-19 pandemic, as compared 
with 2021. The increase in crop receipts reflects increases in 
soybeans, corn, cotton and wheat receipts, while the increase in 
animals and animal products receipts reflects growth in milk, 
cattle/calves, and broilers receipts. 

Expected agricultural commodity prices can influence 
production decisions of farmers and ranchers on 
planted/harvested acreage of crops or inventory of livestock 
and thus, affect the supply of agricultural commodities. Greater 
area of planted/harvested acreage and increased crop yields for 
some crops in recent years have contributed to increased 
supply, which exceeded demand. Also impacting yields are the 
growing conditions that are sensitive to weather conditions. 
Although not generally affected by weather, livestock and dairy 
prices are linked to crop prices as feed is a significant input 
cost to these producers. 

Global economic conditions and weather volatility in key 
agricultural production regions can influence demand for food 
and agricultural products. Therefore, US exports and imports 
shift to reflect changes in trade policies, world population and 
economic growth. Also impacting US agricultural trade are 
global agricultural and commodity supplies and prices, changes 
in the value of the US dollar and the government support for 
agriculture.   

The USDA net farm income forecast for 2022 assumes a higher 
level of crop production to offset lower prices. However, 
livestock cash receipts are forecasted to increase due to higher 
prices for most commodities in the livestock and dairy 
segments. 

The following table sets forth the commodity prices per bushel 
for certain crops, by hundredweight for hogs, milk, and beef 
cattle, and by pound for broilers and turkeys from 
December 31, 2018 to December 31, 2021: 

Commodity 12/31/21 12/31/20 12/31/19 12/31/18 

Hogs $56.50 $49.10 $47.30 $43.40 
Milk $21.80 $18.30 $20.70 $16.60 
Broilers $0.74 $0.44 $0.45 $0.51 
Turkeys $0.85 $0.72 $0.62 $0.50 
Corn $5.47 $3.97 $3.71 $3.54 
Soybeans $12.50 $10.60 $8.70 $8.56 
Wheat $8.58 $5.46 $4.64 $5.28 
Beef Cattle $137.00 $108.00 $118.00 $117.00 

Geographic and commodity diversification across the 
Association coupled with existing government safety net 
programs, ad hoc support programs and additional government 
disaster aid payment for many borrowers helped to mitigate the 
impact in this period of challenging agricultural conditions. 
Although the outlook for agriculture has improved significantly 
since the second quarter of 2020, COVID-19 infection rates 
(including potential outbreaks in animal processing plants and 
new more virulent strains) along with weather (expanding 
severe or extreme drought), trade, rising input costs, labor 
issues, government policy and global agricultural product 
production levels may keep agricultural market volatility 
elevated for the next year. The Association's financial 
performance and credit quality are expected to remain sound 
overall due to strong capital levels and favorable credit quality 
position at the end of 2021.  Off-farm income support for many 
borrowers also helps to mitigate the impact of periods of less 
favorable agricultural conditions. However, agricultural 
borrowers who are more reliant on off-farm income sources 
may be more adversely impacted by a weakened general 
economy. 
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COVID-19 OVERVIEW 

In response to the COVID-19 pandemic, and without disruption 
to operations, the Association transitioned the vast majority of 
its employees to working remotely in mid-March 2020. The 
priority was, and continues to be, to ensure the health and safety 
of employees, while continuing to serve the mission of 
providing support for rural America and agriculture. The 
Association returned to pre-pandemic working conditions in 
June 2021. 

The COVID-19 pandemic has disrupted businesses and the 
global economy since March 2020. Significant progress was 
made during 2021 in mitigating the spread of COVID-19 
resulting in improving macroeconomic conditions. However, 
the improvement has been hampered by disease variants, rising 
inflation, supply chain disruptions and labor shortages in the 
United States and globally. 

COVID-19 Support Programs 

Since the onset of the COVID-19 pandemic, the US 
government has taken a number of actions by passing six 
economic relief and stimulus bills to help businesses, 
individuals, state/local governments and educational institutions 
that were adversely impacted by the economic disruptions 
caused by the COVID-19 pandemic. The economic relief 
resulted in appropriations of approximately $5.4 trillion. 

The farm sector and farm households were among those 
impacted and were provided financial assistance through the 
USDA and other government agency programs. Among the 
many programs was the Paycheck Protection Program (PPP). 
The PPP provided support to small businesses to cover payroll 
and certain other expenses. Loans made under the PPP are fully 
guaranteed by the Small Business Administration (SBA), 
whose guarantee is backed by the full faith and credit of the 
United States government. Over the life of the program, the 
District extended loans to approximately 9,900 borrowers. As 
of December 31, 2021, the Association had $737 thousand of 
these loans outstanding. In addition, through December 31, 
2021, the volume of such loans that have received forgiveness 
from the SBA since the start of the program was $12 million. 

CLIMATE CHANGE 

Agricultural production is and always has been vulnerable to 
weather events and climate change.  The USDA has recognized 
that the changing climate presents threats to US and global 
agricultural production and rural communities. The impact of 
climate change including its effect on weather is, and will 
continue to be, a challenge for agricultural producers.  Among 
the risks of climate change are: 

 rising average temperatures,
 more frequent and severe storms,
 more forest fires, and

 extremes in flooding and droughts.

However, risks associated with climate change are mitigated, to 
some degree, by US agricultural producers’ ability to navigate 
changing industry dynamics from numerous perspectives, 
including trade, government policy, consumer preferences and 
weather. Producers regularly adopt new technologies, 

agronomic practices and financial strategies in response to 
evolving trends to ensure their competitiveness. 

ECONOMIC CONDITIONS 

The January 2022 National Agricultural Statistics Service’s 
(NASS) Annual Crop Production Report for Georgia showed 
2021 corn for grain production totaling 81.0 million bushels, an 
increase of 15 percent from 2020 due to a record high corn 
yield of 182 bushels per acre. Cotton production for 2021 was 
at 2.25 million bales, up 3 percent from 2020. Peanut 
production was up 1 percent from 2020 at 3.34 billion pounds. 
Soybean production for 2021 was at 6.21 million bushels, up 59 
percent from 2020 due to a 42 percent increase in harvested 
acres and a record high soybean yield of 46 bushels per acre. 

The January 2022 NASS Annual Crop Production Report for 
South Carolina showed 2021 corn for grain production totaling 
52.8 million bushels, an increase of 8 percent from 2020. 
Cotton production for 2021 increased 42 percent to 425,000 
bales due to record high cotton yield of 995 pounds per acre. 
Peanut production was down 6 percent from 2020 at 277 
million pounds due to an 18 percent decrease in harvested 
acreage.  Soybean production for 2021 was up 42 percent from 
2020 at 14.6 million bushels. 

Conditions for Georgia’s onion crop for week ending 
November 28, 2021 indicated 51 percent of the crop had been 
transplanted.  At that point in time, the crop was slightly ahead 
as compared to the five year average. 

The January 24, 2022 NASS Milk Production Report indicated 
milk production for the fourth quarter of 2021 in the United 
States totaled 55.5 billion pounds, down 0.1 percent for the 
same period in 2020. Total number of milk cows in the United 
States was at 9.38 million head, 46,000 head less than fourth 
quarter 2020. For Georgia, both milk production and milk 
cows slightly increased compared to the same period in 2020. 
South Carolina was at 90 percent of milk cows and 87.5 percent 
of milk production compared to the same period in 2020. 

The January 31, 2022 NASS Cattle Inventory Report shows all 
cattle and calves in the United States as of January 1, 2022 
totaled 91.9 million head, down 2 percent from the 93.8 million 
head on January 1, 2021.  All cattle and calves in Georgia were 
down 4 percent from January 2021 at 1.05 million head. South 
Carolina inventory at 310,000 head is down 6 percent from 
January 2021. 

As shown in the December 29, 2021 NASS Broiler Hatchery 
Report, domestic broiler growers placed 186 million chicks for 
meat production for the week ending December 25, 2021, down 
2 percent from a year ago. Georgia’s placements were 26.4 
million, up 5 percent from 2020. South Carolina chick 
placements were 5.3 million, down 10 percent from the same 
week in 2020.  

The January 12, 2022 NASS Winter Wheat Seedings Report 
showed the seeded area for 2022 at 34.4 million acres, up 2 
percent from 2021.  Georgia seedings are estimated at 190,000 
acres, a 14 percent decrease from 2021.  South Carolina is 
estimated at 120,000 acres, a 4 percent decrease from 2021. 

As reported by TimberMart-South for the fourth quarter of 
2021, stumpage markets across the South experienced price 
increases for all five major product types.  Pine Sawtimber 
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increased to its highest level since third quarter 2010 at $26.44 
per ton.  Pine chip-n-saw surpassed $20, at $20.25 per ton, for 
the first time since first quarter 2007. Softwood lumber prices 
rebounded and increased more than 75 percent in the fourth 
quarter. Compared to pre-COVID levels, softwood lumber 
prices are up more than 130 percent. The December Random 
Lengths Southern Pine Composite was at $779 per thousand 
board feet, up $118 year over year.  The hardwood lumber 
index was up $631 year over year. 

According to the US Census, total US housing starts year-to-
date through December 2021 totaled 1.7 million units, up 2.5 
percent compared to the same period in 2020.  

The Conference Board Leading Economic Index (LEI) for the 
US increased 0.8 percent in December 2021 to 120.8 following 
a 0.7 percent increase in November and a 0.7 percent increase 
in October.  In its January 21, 2022 press release, The 
Conference Board stated: “The US LEI ended 2021 on a rising 
trajectory, suggesting the economy will continue to expand well 

into the spring. For the first quarter, headwinds from the 
Omicron variant, labor shortages, and inflationary pressures – 
as well as the Federal Reserve’s expected interest rate hikes – 
may moderate economic growth.”  The Board still expects 
healthy growth of 2.2 percent (annualized) in the first quarter of 
2022 and expansion of growth to 3.5 percent later in the year. 

For December 2021, The Department of Labor reported a 
decrease in unemployment rates year over year in both Georgia 
and South Carolina.  The 2021 ending unemployment rate was 
2.6 percent and 3.5 percent, respectively for Georgia and South 
Carolina. The US unemployment rate in December was 3.9 
percent. 

The Federal Reserve has indicated it will continue to reduce the 
monthly pace of its net asset purchases, bringing them to an end 
in early March.  It is expected that the Federal Reserve will 
raise interest rates in 2022 with some projections showing the 
first raise in the spring.   

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 through numerous product types. 

The diversification of the Association loan volume by type for each of the past three years is shown in the table below.  See Note 3, Loans 
and Allowance for Loan Losses, in the Notes to the Financial Statements for information on these classification revisions. 

December 31,
Loan Type 2021 2020 2019 

(dollars in thousands) 
Real estate mortgage 
Production and intermediate-term 

$ 1,563,155 
324,964 

76.94% 
15.99 

$ 1,457,592 
326,901 

75.85% 
17.01 

$ 1,364,772 
350,390 

74.37% 
19.09 

Processing and marketing 
Farm-related business 

23,743 
19,427 

1.17 
.96 

24,636 
24,650 

1.28 
1.28 

21,951 
25,608 

1.20 
1.40 

Rural residential real estate 100,215 4.93 87,663 4.56 71,960 3.92 
Other 167 .01 180 .02 415 .02

Total $ 2,031,671 100.00% $ 1,921,622 100.00% $ 1,835,096 100.00%

While we make loans and provide financially related services to qualified borrowers in the agricultural and rural sectors and to certain 
related entities, our loan portfolio is diversified.  The geographic distribution of the loan volume by branch for the past three years is as 
follows: 

December 31,
Branch 2021 2020 2019
Aiken 2.81 % 2.39 % 2.32 % 
Allendale 2.60 2.77 2.93
Anderson 7.24 6.88 6.65
Batesburg
Baxley
Blackshear

5.69 
2.44 
5.91 

5.55 
2.58 
5.69 

5.76
2.91
5.02 

Camden 4.17 3.90 3.53
Carrollton 3.46 3.61 3.06
Corporate  
Douglas
Greenville

.86 
6.69 
4.34 

1.20 
7.31 
4.35 

1.05 
7.70
4.44

Griffin 1.80 1.87 1.80
Jesup
Laurens

1.78 
5.28 

1.70 
5.28 

1.79
4.90

Madison 8.02 8.87 9.72
Orangeburg
Rock Hill 

4.12 
4.05 

4.13 
3.99 

4.41
4.12 

Spartanburg
St. Matthews 

3.98 
1.15 

3.84 
1.02 

3.85
1.26 

Statesboro 6.54 6.72 7.20
Summerville 3.85 3.63 3.70
Sylvania
Thomaston

1.94 
4.10 

1.99 
3.54 

2.10
3.61

Vidalia 2.77 2.68 2.62
Walterboro 3.69 3.66 2.95
Special Assets Management (SAM) .72 .85 .60 

100.00 % 100.00 % 100.00 % 
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Commodity and industry categories are based upon the Standard Industrial Classification system published by the federal government. 
The system is used to assign commodity or industry categories based upon the largest agricultural commodity of the customer.  

The major commodities in the Association loan portfolio are shown below.  Repayment ability is closely related to the commodities 
produced by our borrowers, and increasingly, the non-farm income of borrowers.  The predominant commodities are timber, forest 
products; broilers; turkeys; eggs; cotton; beef cattle, pasture; feed grains, soybeans and hay; horses; blueberries, fruits and nuts; timber 
processing and harvesting; sod, nursery and horticulture; and peanuts. These commodities constitute approximately 86 percent of the 
entire portfolio.  Although a large percentage of the loan portfolio is concentrated in these enterprises, many of these operations are 
diversified within their enterprise and/or with crop production which reduces overall risk exposure. 

December 31, 
Commodity Group 2021 2020 2019 

Timber, Forest Products $ 794,943  39 % 
(dollars in thousands) 

$ 725,395 38 % $ 655,641  36 % 
Broilers 237,942 12 236,916 12 226,561 12 
Beef Cattle, Pasture 161,053 8 154,598 8 143,199 8 
Feed Grains, Soybeans & Hay 
Cotton 

151,535 
132,196  

7 
7 

145,998 
133,981 

8 
7 

130,291 
155,524  

7 
8 

Rural Home 99,361  5 86,788 5 70,770  4 
Horses 72,173  4 72,527 4 72,342  4 
Blueberries, Fruits & Nuts 70,700  4 63,291 3 63,911  4 
Other 65,268  3 64,475 3 70,644  4 
Landlords 52,751  3 48,301 2 49,547  3 
Timber Processing & Harvesting 
Peanuts 

35,808  
31,448  

2 
2 

40,309 
31,732 

2 
2 

38,763  
30,772  

2 
2 

Vegetables & Tomatoes 
Sod, Nursery, & Horticulture 
Onions 

30,827  
29,505  
20,653  

2 
1 
1 

27,448 
29,509 
13,932 

1 
2 
1 

24,609  
30,543  
15,183  

1 
2 
1 

Dairy 
Eggs 
Turkeys 
Tobacco 

13,715  
11,990  
11,276  

5,449  

– 
– 
– 
– 

14,137 
10,898 
13,100 

5,297 

1 
– 
1 
– 

17,184  
12,069  
14,716  

9,082  

1 
– 
1 
– 

Hogs 3,078  – 2,990 – 3,745 – 
Total $ 2,031,671 100 % $ 1,921,622 100 % $ 1,835,096 100 % 

The Association holds a concentration of large loans, but the 
agricultural enterprise mix of these loans is diversified and 
similar to that of the overall portfolio. The risk in the portfolio 
associated with commodity concentration and large loans is 
reduced by the range of diverse farming operations in the 
Association’s territory. 

Loan volume increased to $2,031,671 from $1,921,622 
between December 31, 2020 and December 31, 2021.  The 
increase of $110,049, or 5.73 percent, for the twelve months 
ended December 31, 2021, is primarily attributed to an increase 
in draws on operating funds, an increase in term loans 
originated, and the closing of several large transactions during 
the year.  Loan volume increased from $1,835,096 at 
December 31, 2019 to $1,921,622 at December 31, 2020. This 
was an increase of $86,526 or 4.72 percent between those two 
reporting periods. 

The short-term portfolio, heavily influenced by seasonal 
operating-type loans, normally reaches a peak balance in 
August and rapidly declines into the first quarter of the next 
year as commodities are marketed and proceeds are applied to 
repay operating loans. 

During 2021, the Association activity in the purchasing of loan 
participations outside the System decreased, but purchases 
within the System increased. The purchase of participation 
loans increased between the periods ended December 31, 2020 
and December 31, 2021 by 3.18 percent or $553.  This includes 
purchases from both Farm Credit System (FCS) Institutions 
and Non-FCS Institutions. The increase is attributed to new 
participations purchased offset by normal payments and 
payoffs of participations purchased during the reporting period. 

Loans sold decreased 23.77 percent or $107,217 from 
$451,140 to $343,923 between the periods ended 
December 31, 2020 and December 31, 2021.  The decrease in 
sold loans is linked to several large participated transactions 
paying out during the year.  Selling participations in larger 
credits provides a means for the Association to spread credit 
risk, concentration risk and realize interest and fee income, 
which may strengthen the capital position.  Between the same 
periods in 2019 and 2020, loans sold increased 13.71 percent.  

December 31, 
Loan Participations 2021  2020 2019 

(dollars in thousands) 
Participations Purchased 

– FCS Institutions $ 15,423  $ 14,486  $ 13,096  
Participations Purchased 

– Non-FCS Institutions 2,523 2,907 3,730 
Participations Sold (343,923) (451,140) (396,748) 
 Total $ (325,977) $ (433,747) $ (379,922) 

The Association did not have any loans sold with recourse, 
retained subordinated participation interests in loans sold, or 
interests in pools of subordinated participation interests for the 
period ended December 31, 2021. 

The Association sells qualified long-term mortgage loans into 
the secondary market. For the period ended December 31, 
2021, the Association originated loans for resale totaling 
$310,920, which were sold into the secondary market.  For the 
years ended December 31, 2020 and 2019, loans sold into the 
secondary market totaled $260,162 and $197,971, respectively. 
At December 31, 2021, there was $4,236 classified as loans 
held for sale on the Association’s balance sheet.  The increase 
in loans sold from 2020 to 2021 and 2019 to 2020 was the 
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result of a lower interest rate environment and an increase in 
refinancing activity. 

The Association also participates in the Farmer Mac Long -
Term Stand By program. Farmer Mac was established by 
Congress to provide liquidity to agricultural lenders. At 
December 31, 2021, the Association had loans totaling $2,177 
which were 100 percent guaranteed by Farmer Mac.  The 
Association additionally originated portions of loans that are 
guaranteed by the United States Department of Agriculture. 
These loans are held for the purposes of reducing interest rate 
risk and managing surplus short-term funds as allowable under 
FCA regulations.  During the years ended December 31, 2021, 
2020, and 2019 the balance of these loans, including the 
unamortized premium, was $173,604, $179,173, and $180,702, 
respectively. 

MISSION RELATED INVESTMENTS 

In October 2005, the FCA authorized AgFirst and the 
Associations to make investments in Rural America Bonds 
under a three-year pilot period and the program was extended 
to 2017. Rural America Bonds may include debt obligations 
issued by public and private enterprises, corporations, 
cooperatives, other financing institutions, or rural lenders 
where the proceeds would be used to support agriculture, 
agribusiness, rural housing or economic development, 
infrastructure, or community development and revitalization 
projects in rural areas.  Examples include investments that fund 
value-added food and fiber processors and marketers, 
agribusinesses, commercial enterprises that create and maintain 
employment opportunities in rural areas, community services, 
such as schools, hospitals, and government facilities, and other 
activities that sustain or revitalize rural communities and their 
economies. The objective of this pilot program is to help meet 
the growing and diverse financing needs of agricultural 
enterprises, agribusinesses, and rural communities by providing 
a flexible flow of money to rural areas through bond financing. 

These bonds are classified as Investments on the Consolidated 
Balance Sheets.  As of December 31, 2021, 2020 and 2019 the 
Association had $3,756, $3,950 and, $5,010 respectively, in 
Rural America Bonds.  

Effective December 31, 2014, the FCA concluded each pilot 
program approved as part of the Investment in Rural America 
Bonds program.  Institutions participating in such programs 
may continue to hold its investment through the maturity dates 
of the investments, provided the institution continues to meet 
all approval conditions.  Although the pilot programs have 
concluded, the FCA can consider future requests on a case-by-
case basis. 

RISK MANAGEMENT 

Credit risk arises from the potential inability of an obligor to 
meet its repayment obligation.  As part of the process to 
evaluate the success of a loan, the Association continues to 
review the credit quality of the loan portfolio on an ongoing 
basis. With the approval of the Association Board of Directors, 
the Association establishes underwriting standards and lending 
policies that provide direction to loan officers. Underwriting 
standards include, among other things, an evaluation of: 

 Character – borrower integrity and credit history
 Capacity – repayment capacity of the borrower based

on cash flows from operations or other sources of
income

 Collateral – protection for the lender in the event of
default and a potential secondary source of repayment

 Capital – ability of the operation to survive adversity
 Conditions – intended use of the loan funds and loan

terms

The credit risk management process begins with an analysis of 
the borrower’s credit history, repayment capacity, and financial 
position.  Repayment capacity focuses on the borrower’s 
ability to repay the loan based upon cash flows from operations 
or other sources of income, including non-farm income. Real 
estate loans must be collateralized by first liens on the real 
estate (collateral). 

As required by FCA regulations, each institution that makes 
loans on a collateralized basis must have collateral evaluation 
policies and procedures.  Real estate mortgage loans may be 
made only in amounts up to 85 percent of the appraised value 
of the property taken as collateral or up to 97 percent of the 
appraised value if guaranteed by a state, federal, or other 
governmental agency.  The actual loan to appraised value when 
loans are made is generally lower than the statutory maximum 
percentage.  Appraisals are required for loans of more than 
$250. In addition, each loan is assigned a credit risk rating 
based upon the underwriting standards.  This credit risk rating 
process incorporates objective and subjective criteria to 
identify inherent strengths, weaknesses, and risks in a 
particular relationship. 

The Association reviews the credit quality of the loan portfolio 
on an ongoing basis as part of our risk management practices. 
Each loan is classified according to the Uniform Classification 
System, which is used by all Farm Credit System institutions. 
Below are the classification definitions. 

 Acceptable – Assets are expected to be fully collectible
and represent the highest quality.

 Other Assets Especially Mentioned (OAEM) – Assets are
currently collectible but exhibit some potential weakness.

 Substandard – Assets exhibit some serious weakness in
repayment capacity, equity, and/or collateral pledged on
the loan.

 Doubtful – Assets exhibit similar weaknesses to
substandard assets. However, doubtful assets have
additional weaknesses in existing facts, conditions and
values that make collection in full highly questionable.

 Loss – Assets are considered uncollectible.

The following table presents selected statistics related to the 
credit quality of loans including accrued interest at 
December 31: 

Credit Quality 2021 2020 2019 
Acceptable & OAEM 98.90% 98.81% 98.93% 
Substandard/Doubtful/Loss 1.10% 1.19% 1.07%

Total 100.00% 100.00% 100.00%

The increase in Acceptable and OAEM percentage of volume 
can be linked to the decrease in the amount of loans that have 
become distressed. Workouts can include payments and 
paydowns that result in moving the asset back to an acceptable 
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quality or restructuring of the credit.  The Association 
recognizes that there may be situations where borrowers need 
to sell assets to repay debt.  While the underlying collateral 
may not be the sole repayment source, in some cases, 
borrowers have been attempting to sell collateral in order to 
pay down or liquidate their debt to the Association. 

Nonperforming Assets 

The Association’s loan portfolio is divided into performing and 
nonperforming categories.  A Special Assets Management 
Department is responsible for servicing loans classified as 
nonperforming.  The nonperforming assets, including accrued 
interest, are detailed below: 

Year Ended December 31, 
Nonperforming Assets 2021 2020 2019 

(dollars in thousands) 
Nonaccrual loans $ 12,133 $ 15,280 $ 17,022 
Restructured loans 6,680 5,136 5,158 
Accruing loans 90 days past due – – – 
Total nonperforming loans 
Other property owned 

18,813 
215 

20,416 
1,170 

22,180 
4,019 

Total nonperforming  assets $ 19,028 $ 21,586 $ 26,199 

Ratios 
Nonaccrual loans to total loans 0.60% 0.80% 0.93% 
Nonperforming assets as a 
percentage of total loans and other 
property owned 0.94% 1.12% 1.42%

Nonaccrual loans represent all loans where there is a 
reasonable doubt as to the collection of principal and/or future 
interest accruals under the contractual terms of the loan.  In 
substance, nonaccrual loans reflect loans where the accrual of 
interest has been suspended.  Nonaccrual loans decreased 
$3,147 or 20.60 percent in 2021.  This decrease is the result of 
loans moving through the distressed collection process and 
includes several large accounts. Of the $12,133 in nonaccrual 
volume at December 31, 2021, $3,724 or 30.69 percent, 
compared to 42.60 percent and 33.17 percent at December 31, 
2020 and 2019, respectively, were current as to scheduled 
principal and interest payments, but did not meet all regulatory 
requirements to be transferred into accrual status. 

Loan restructuring is available to financially distressed 
borrowers.  Restructuring of loans occurs when the Association 
grants a concession to a borrower based on either a court order 
or good faith in a borrower’s ability to return to financial 
viability.  The concessions can be in the form of a modification 
of terms, rates, or a compromise of amounts owed. Other 
receipts of assets and/or equity to pay the loan in full or in part 
may also be considered restructured loans. The type of 
alternative financing structure chosen is based on minimizing 
the loss incurred for both the Association and the borrower. 
Restructured loans increased in 2021 from $5,136 at 
December 31, 2020 to $6,680 at December 31, 2021. The 
increase is the result of more customers requiring formal 
restructure to satisfy debt payment. 

The schedule below shows the number and book value of other 
property owned for the years ending December 31, 2021, 2020, 
and 2019. 

December 31, 
Other Property Owned 2021 2020 2019 

(dollars in thousands) 
Number of Properties 2 5 13 
Book Value of Properties $ 215 $ 1,170 $ 4,019 

During the fiscal year, 5 properties with a book value of $846 
were added to the portfolio and 8 dispositions, excluding 
partial sales, were processed through the normal course of 
business. Total sales price of other property owned was $2,021. 
The gains, net of write-downs, of other property owned totaled 
$220 during the reporting period. Expenses on other property 
owned totaled $22 and the total net gain realized for the period 
ending December 31, 2021 was $198. 

The decrease in the balance of other property owned from 
December 2020 to December 2021 is net of acquisitions and 
write-down transactions on other property owned. In some 
cases the acquisitions were through foreclosure and others 
through a deed in lieu of foreclosure process. 

Allowance for Loan Losses 

The allowance for loan losses at each period end was 
considered by Association management to be adequate to 
absorb probable losses existing in and inherent to its loan 
portfolio.  The allowance for loan losses is prepared according 
to generally accepted accounting principles.

  Year Ended December 31, 
Allowance for Loan Losses Activity 2021 2020 2019 

(dollars in thousands) 
Balance at beginning of year $ 17,357  $ 16,361  $ 15,444  

Charge-offs: 
Real estate mortgage (41) (12) (277)

 Production and intermediate-term (410) (909) (784)
 Agribusiness (234) (262) (15) 

Rural residential real estate (6) (5) (21) 
Other – – – 

  Total charge-offs (691) (1,188) (1,097) 

Recoveries:
Real estate mortgage 89 335  191  
Production and intermediate-term 168  157  265  

   Agribusiness 1 1 3 
   Rural residential real estate 17 4 206  
   Other – – – 
  Total recoveries 275 497 665  

Net (charge-offs) recoveries (416) (691) (432) 

Provision for (reversal of allowance 
for) loan losses 771  1,687 1,349 

Balance at end of year $ 17,712  $ 17,357  $ 16,361  

Ratio of net (charge-offs) recoveries 
during the period to average loans 
outstanding during the period (0.021)% (0.037)% (0.024)% 

The net loan charge-offs and recoveries were associated with 
real estate mortgage, production and intermediate term, 
agribusiness, and rural residential real estate loans.  There was 
no specific trend in the charge-offs or recoveries recognized. 

The provision for loan losses increased the Allowance for Loan 
Losses account by $771 during 2021.  Analysis of the 
Allowance account is completed on a quarterly basis and 
reviewed by the Association’s Asset/Liability Committee which 
is comprised of members of Executive Management and other 
selected staff members.  The increase was necessary to keep the 
Allowance for Loan Losses at a sufficient level to absorb any 
expected future losses. 
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December 31,
Allowance for Loan Losses by Type 2021 2020 2019 

(dollars in thousands) 
Real estate mortgage $ 13,525 $ 13,021 $ 11,485 
Production and intermediate-term 2,923 3,017 3,868 
Agribusiness 399 538 400
Rural residential real estate 864 779 604 
Other 1 2 4 

Total allowance $ 17,712 $ 17,357 $ 16,361 

The allowance for loan losses as a percentage of loans 
outstanding and as a percentage of certain other credit quality 
indicators is shown below: 

Allowance for Loan Losses December 31, 
as a Percentage of 2021  2020 2019 

Total loans 0.87% 0.90% 0.89% 
Nonperforming loans 94.15% 85.02% 73.76% 
Nonaccrual loans 145.98% 113.59% 96.12% 

Given the possibility of portfolio growth and other potential 
losses, management has determined that the current level of 
allowance is adequate. 

Please refer to Note 3, Loans and Allowance for Loan Losses, 
of the Notes to the Consolidated Financial Statements, for 
further information concerning the allowance for loan losses. 

RESULTS OF OPERATIONS 

Net Interest Income 

Net interest income before the provision for loan loss was 
$67,635, $64,886, and $62,771 in 2021, 2020 and 2019, 
respectively. Net interest income is the difference between 
interest income and interest expense.  Net interest income is the 
principal source of earnings for the Association and is impacted 
by volume, asset yield, and cost of debt.  The effects of changes 
in average volume and interest rates on net interest income over 
the past two years are presented in the following table: 

Change in Net Interest Income: 
Volume* Rate Total 

(dollars in thousands) 
12/31/21 - 12/31/20 
Interest income $ 6,439 
Interest expense 2,048 
Change in net interest income $ 4,391 

$ 

$ 

(6,928) 
(5,285) 
(1,643) 

$ 

$ 

(489) 
(3,237) 
2,748 

12/31/20 - 12/31/19 
Interest income $ 3,864 
Interest expense 1,342 
Change in net interest income $ 2,522 

$ 

$ 

(8,153) 
(7,747) 

(406) 

$ 

$ 

(4,289) 
(6,405) 
2,116 

* Volume variances can be the result of increases/decreases in loan volume
or from changes in the percentage composition of assets and liabilities
between periods. 

Noninterest Income 

Noninterest income for each of the three years ended December 31 is shown in the following table: 

For the Year Ended 
December 31, 

Percentage 
Increase/(Decrease) 

Noninterest Income 2021 2020 2019 2021-2020 2020-2019 
(dollars in thousands) 

Loan fees $ 6,023 $ 5,285 $ 3,918 13.96 % 34.89 % 
Fees for financially related services 
Patronage refund from other Farm Credit Institutions 
Gains (losses) on sales of rural home loans, net 
Gains (losses) on sales of premises and equipment, net 
Gains (losses) on other transactions 
Insurance Fund refunds 
Other noninterest income 

3,377 
36,706 

3,335 
188 
389 

– 
265 

2,649 
32,131 

2,533 
175 

45 
339 

1,624 

2,345 
21,894 

2,385 
162 

90 
366 
181 

27.48 
14.24 
31.66 
7.43 

764.44 
(100.00) 

(83.68) 

12.96 
46.76 
6.21 
8.02 

(50.00) 
(7.38) 

797.24 
Total noninterest income $ 50,283 $ 44,781 $ 31,341 12.29 % 42.88% 

Loan fees increased $738 or 13.96 percent when comparing the 
reporting periods 2021 to 2020.  The increase is the result of 
fee collections on some large accounts and an increase in fees 
collected on both portfolio and loans sold in the secondary 
market.  Loan fees increased $1,367 or 34.89 percent between 
the periods ending December 31, 2019 and December 31, 
2020. 

Fees for financially related services increased $728 or 27.48 
percent from December 31, 2020 to December 31, 2021. Fees 
from financially related services include fees from leasing, 
crop insurance and life insurance.  Between the reporting 
periods ended December 31, 2019 and December 31, 2020, 
fees for financially related services increased by $304 to 
$2,649 from $2,345. 

There was a $4,575 or 14.24 percent increase in patronage 
refund from other Farm Credit Institutions between the periods 
ended December 31, 2020 and December 31, 2021.  In 2021, 
the Association earned $14,777 in patronage refund and 

$21,523 in a special distribution from AgFirst.  In 2020, the 
Association earned $14,227 in a patronage refund and $17,505 
in a special distribution, compared to $12,951 in a patronage 
refund and $8,523 in a special distribution for 2019.  The 
amount of patronage refund is based upon the notes payable 
balance with AgFirst.  The amount of the special distribution, if 
any, is determined by the AgFirst Farm Credit Bank Board of 
Directors and may or may not reoccur in future years.  

For the period ended December 31, 2021, the Association 
earned $407 in patronage refund from other Farm Credit 
Institutions other than AgFirst.  This compares to $398 and 
$420 for the periods ended December 31, 2020 and 
December 31, 2019, respectively. The increase in patronage 
from other Farm Credit Institutions is attributable to the 
increase in loans sold to AgFirst paying a higher level of 
patronage than what is received from other Farm Credit 
entities. 
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Gains on the sales of rural home loans in the secondary market 
totaled $3,335 for the period ended December 31, 2021.  This 
was an increase of $802 or 31.66 percent from the period ended 
December 31, 2020. The increase is the result of an increase in 
the yield premium earned on loans sold between the two 
reporting periods. For the period ended December 31, 2020, 
gains totaled $2,533.  Gains increased between December 31, 
2019 and December 31, 2020 by $148 or 6.21 percent. 

Gains on the sales of premises and equipment increased $13 or 
7.43 percent between December 31, 2020 and December 31, 
2021. In both 2021 and 2020, gains from the sale of real 
property and automobiles are included in the $188 and $175, 
respectively.  Net gains on the sales of premises and equipment 
totaled $162 for the period ending December 31, 2019. 

There was a $344 or 764.44 percent increase in Gains on other 
transactions between the periods ended December 31, 2020 and 
December 31, 2021.  For the period ended December 31, 2021 
gains totaled $389. Gains on other transactions include gains 
on Rabbi Trust plans held for certain retirees and the expense 

to fund the allowance for loan losses for unused commitments. 
Between December 31, 2019 and December 31, 2020, Gains on 
other transactions decreased 50.00 percent from $90 to $45. 

Insurance Fund refunds for the period ended December 31, 
2021 totaled $0 due to the Insurance Fund with the Farm Credit 
Insurance Corporation being underfunded.  This line item 
includes a nonrecurring refund from the Farm Credit System 
Insurance Corporation as a result of overfunding during the 
previous year(s). For the period ended December 31, 2020 
Insurance Fund refunds totaled $339, and for December 31, 
2019 the total was $366. 

Other noninterest income decreased $1,359 from $1,624 at 
December 31, 2020 to $265 at December 31, 2021.  This line 
item includes recovery amounts from allocated surplus for some 
borrowers in default, payments received regarding settlement 
agreements, and volume incentives earned from AgFirst for 
secondary market loans sold.  Other noninterest income 
increased from $181 in 2019 to $1,624 in 2020.  

Noninterest Expense 

Noninterest expense for each of the three years ended December 31 is shown in the following table: 

For the Year Ended Percentage 
December 31, Increase/(Decrease) 

Noninterest Expense 2021 2020 2019 2021-2020 2020-2019 
(dollars in thousands) 

Salaries and employee benefits 
Occupancy and equipment 

$ 33,212 
1,956 

$ 30,111 
2,344 

$ 28,524 
2,390 

10.30 % 
(16.55) 

5.56 % 
(1.92) 

Insurance Fund premiums 
(Gains) losses on other property owned, net 
Other operating expenses 

2,298 
(198) 

7,550 

1,306 
148 

7,118 

1,195 
1,128 
7,054 

75.96 
(233.78) 

6.07 

9.29 
(86.88) 

0.91 
Total noninterest expense $ 44,818 $ 41,027 $ 40,291 9.24 % 1.83 % 

Salaries and employee benefits increased $3,101 or 10.30 
percent in 2021, as compared with 2020, and increased $1,587 
or 5.56 percent when comparing 2020 to 2019.  The increase 
between the 2021 and 2020 reporting periods was due to higher 
salaries, incentive, and pension expenses.   

Occupancy and equipment expense decreased $388 between 
the reporting periods ended December 31, 2021 and 
December 31, 2020.  The decrease of 16.55 percent is the result 
of a decrease in depreciation and lease expenses. The decrease 
of $46 between December 31, 2019 and December 31, 2020 is 
the result of a decrease in depreciation and lease expenses. 

Insurance Fund premiums increased $992 or 75.96 percent for 
the twelve months ended December 31, 2021, compared to the 
same period of 2020.  Between 2019 and 2020, the Insurance 
Fund premium increased 9.29 percent or $111.  The Farm 
Credit System Insurance Corporation (FCSIC) sets the 
premium annually and the Association’s increase in loan 
volume and an increase in the premium resulted in a net 
increase in the insurance expense in the 2021 reporting period. 
Nonaccrual loans and other-than-temporary impaired 
investments are assessed a higher premium rate. 

The Association took in and disposed of several pieces of other 
property owned in 2021. Subsequently, the Association 
recorded $198 in net gains on other property owned. This 
compares to losses of $148 for the period ended December 31, 

2020. For the period ended December 31, 2019, the 
Association had recorded losses of $1,128.  Gains and losses 
recorded on transactions regarding other property owned are 
related to changes in asset valuations to correspond to more 
recent appraisals or the sale of other property owned. 

Other operating expenses increased $432 between December 31, 
2020 and December 31, 2021.  Other operating expenses 
includes purchased services, travel, training, advertising, public 
and member relations, communications, directors, supervisory 
and examination, and all other expenses not detailed above 
necessary to operate the Association. Comparing other operating 
expenses for the period ended December 31, 2020 to 
December 31, 2019, other operating expenses increased $64 or 
less than one percent. The increase between 2020 and 2019 was 
primarily due to legal expenses in the matter of a settlement 
dispute on behalf of the Association. 

Income Taxes 

The Association recorded a provision for income taxes of $78 
for the year ended December 31, 2021, as compared to a benefit 
of $1 for 2020 and $3 for 2019.  Refer to Note 2, Summary of 
Significant Accounting Policies, of the Notes to the Consolidated 
Financial Statements, for more information concerning 
Association income taxes. 
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Key Results of Operations Comparisons 

Key results of operations comparisons for each of the twelve 
months ended December 31 are shown in the following table: 

Key Results of Operations For the 12 Months Ended 
Comparisons 12/31/21 12/31/20 12/31/19 
Return on average assets 3.56 % 3.47 % 2.81 % 
Return on average members’ equity 16.41 % 16.29 % 13.34 % 
Net interest income as a percentage 

of average earning assets 3.42 % 3.47 % 3.48 % 
Net (charge-offs) recoveries 

to average loans (0.021 )% (0.037 )% (0.024 )% 

The return on average assets and return on members’ equity 
increased in 2021 when compared to 2020. The increase in 
earnings accompanied with an increase in average assets and an 
increase in average members’ equity resulted in higher returns 
on average assets and average members’ equity. 

The slight decrease in the percentage of net interest income to 
average earning assets is due to expected variances in net 
interest income and average earning assets between the two 
reporting periods. Average earning assets increased from 
$1,868,171 to $1,980,107 between 2020 and 2021 as a result of 
growth in the portfolio. 

The percentage of net charge-offs and recoveries to average 
loans was less than one percent in the 2021 reporting period, 
and the Association’s charge-offs exceeded the total amount of 
recoveries.  The decision to take a charge-off for financial 
purposes is made by tenured staff that specializes in handling 
distressed loan situations. 

A key factor in the growth of net income for future years will 
be continued improvement in net interest and noninterest 
income. Our goal is to generate earnings sufficient to fund 
operations, adequately capitalize the Association, and achieve 
an adequate rate of return for our members.  To meet this goal, 
the agricultural economy must continue the improvement 
shown in recent years and the Association must meet certain 
objectives.  These objectives are to attract and maintain high 
quality loan volume priced at competitive rates and to manage 
credit risk in our entire portfolio, while efficiently meeting the 
credit needs of our members. 

LIQUIDITY AND FUNDING SOURCES 

Liquidity and Funding  

The principal source of funds for the Association is the 
borrowing relationship 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 Bank advances the funds to the Association, 
creating notes payable (or direct loans) to the Bank. The Bank 
manages interest rate risk through direct loan pricing and 
asset/liability management. The notes payable are segmented 
into variable rate and fixed rate components.  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.  Association capital levels effectively 
create a borrowing margin between the amount of loans 

outstanding and the amount of notes payable outstanding. This 
margin is commonly referred to as “Loanable Funds.” 

Total notes payable to the Bank at December 31, 2021, were 
$1,617,876 as compared to $1,538,795 at December 31, 2020 
and $1,481,914 at December 31, 2019.  The increase of 
$79,081 or 5.14 percent comparing December 31, 2021 to 
December 31, 2020 was attributable to the higher balance of 
loans outstanding.  When comparing December 31, 2020 to 
December 31, 2019, total notes payable increased $56,881 or 
3.84 percent.  

The average volume of outstanding notes payable to the Bank 
was $1,564,944 and $1,493,131 for the years ended 
December 31, 2021 and 2020 respectively.  Refer to Note 6, 
Debt, of the Notes to the Consolidated Financial Statements, 
for weighted average interest rates and maturities, and 
additional information concerning the Association’s notes 
payable. 

Liquidity management is the process whereby funds are made 
available to meet all financial commitments including the 
extension of credit, payment of operating expenses, and payment 
of debt obligations.  The Association receives access to funds 
through its borrowing relationship with the Bank and from 
income generated by operations.  The liquidity policy of the 
Association is to manage cash balances to maximize debt 
reduction and to increase loan volume.  As borrower payments 
are received, they are applied to the Association’s note payable 
to the Bank. The Association's participation in Farmer Mac, 
investments, and other secondary market programs provides 
additional liquidity.  Sufficient liquid funds have been available 
to meet all financial obligations.  There are no known trends 
likely to result in a liquidity deficiency for the Association.  The 
Association had no lines of credit from third party financial 
institutions as of December 31, 2021, 2020 and 2019. 

Funds Management 

The Bank and the Association manage assets and liabilities to 
provide a broad range of loan products and funding options, 
which are designed to allow the Association to be competitive 
in all interest rate environments.  The primary objective of the 
asset/liability management process is to provide stable and 
rising earnings, while maintaining adequate capital levels by 
managing exposure to credit and interest rate risks. 

Demand for loan types is a driving force in establishing a funds 
management strategy.  The Association offers fixed, adjustable 
and variable rate loan products that are marginally priced 
according to financial market rates.  Variable rate loans may be 
indexed to market indices such as the Prime Rate or the London 
Interbank Offered Rates (LIBOR).  It should be noted that the 
future of LIBOR as a recognized pricing index is uncertain and 
other indices may be considered going forward.  Adjustable rate 
mortgages are indexed to US Treasury Rates.  Fixed rate loans 
are priced based on the current cost of System debt of similar 
terms to maturity. 

The majority of the interest rate risk in the Association’s 
Consolidated Balance Sheets is transferred to the Bank through 
the notes payable structure.  The Bank, in turn, actively utilizes 
funds management techniques to identify, quantify and control 
risk associated with the loan portfolio. 
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Relationship with the Bank 

The Association’s statutory obligation to borrow only from the 
Bank is discussed in Note 6, Debt, of the Notes to the 
Consolidated Financial Statements in this Annual Report.  

The Bank’s ability to access capital of the Association is 
discussed in Note 4, Investments, of the Notes to the 
Consolidated Financial Statements.  

The Bank’s role in mitigating the Association’s exposure to 
interest rate risk is described in the “Liquidity and Funding 
Sources” section of this Management’s Discussion and 
Analysis and in Note 6, Debt, included in this Annual Report. 

The Bank also provides key services related to payroll and 
human resource processing and accounting services.  In the 
area of technology, the Bank provides the backroom services 
including mainframe and network server applications.  These 
applications include network communications, loan 
origination, loan accounting and disaster recovery. Some 
services include a specific fee structure, while others are 
incorporated into the Bank’s funding formula. 

CAPITAL RESOURCES 

Capital serves to support asset growth and provide protection 
against unexpected credit and interest rate risk and operating 
losses. Capital is also needed for future growth and investment 
in new products and services. 

The Association’s Board of Directors establishes, adopts, and 
maintains a formal written capital adequacy plan to ensure that 
adequate capital is maintained for continued financial viability, 
to provide for growth necessary to meet the needs of 
members/borrowers, and to ensure that all stockholders are 
treated equitably.  The 2021 Capitalization Plan incorporated 
the regulatory capital ratios as required by the FCA.  There are 
no other changes that would affect minimum stock purchases 
or would have an effect on the Association’s ability to retire 
stock and distribute earnings. 

Total members’ equity at December 31, 2021, increased 
$11,003 or 2.52 percent to $447,504 from the December 31, 
2020 total of $436,501.  At December 31, 2020, total members’ 
equity increased 6.25 percent from the December 31, 2019 
total of $410,834.  The increase was primarily attributed to 
earnings in excess of revolvement of allocated earnings and the 
decision to retain a level of patronage source earnings to build 
capital.   

Total capital stock and participation certificates and protected 
borrower stock were $11,107 on December 31, 2021, 
compared to $10,626 on December 31, 2020 and $10,012 on 
December 31, 2019.  The increase was attributed to purchases 
of stock associated with new borrowing entities exceeding the 
liquidations of stock in the normal course of business. 

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 capital ratios. The new regulations 
also include a tier 1 leverage ratio and an unallocated retained 
earnings equivalents (UREE) leverage ratio. The permanent 
capital ratio (PCR) remains in effect.  

Risk-adjusted assets have been defined by FCA Regulations as 
the Balance Sheet assets and off-balance-sheet commitments 
adjusted by various percentages, depending on the level of risk 
inherent in the various types of assets. The primary changes 
which generally have the effect of increasing risk-adjusted assets 
(decreasing risk-based regulatory capital ratios) were as follows: 

 Inclusion of off-balance-sheet commitments less than 14
months 

 Increased risk-weighting of most loans 90 days past due or
in nonaccrual status 

Calculation of PCR risk-adjusted assets includes the allowance 
for loan losses as a deduction from risk-adjusted assets. This 
differs from the other risk-based capital calculations. 

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 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: 

Capital Minimum Requirement 
Minimum Conservation with Capital 

Capital Ratios as of  

Ratio Requirement Buffer* Conservation Buffer 2021 2020 2019
Risk-adjusted ratios: 

CET1 Capital 
Tier 1 Capital 
Total Capital 
Permanent Capital

4.5% 
6.0% 
8.0% 
7.0%

2.50% 
2.50%
2.50% 

–% 

7.00% 
8.50%

10.50% 
7.00%

14.90% 
14.90% 
21.93% 
21.19%

14.49% 
14.49%
21.81% 
21.03% 

14.75% 
14.75%
21.97% 
21.21% 

Non-risk-adjusted: 
Tier 1 Leverage** 

UREE Leverage 
4.0% 
1.5% 

1.00% 
–% 

5.00% 
1.50% 

14.36% 
14.12% 

13.90% 
13.76% 

14.04% 
13.90% 

* Includes fully phased-in capital conservation buffers which became effective January 1, 2020. 
** The Tier 1 Leverage Ratio must include a minimum of 1.50% of URE and URE Equivalents. 

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

A slight increase in the Association’s total regulatory capital 
was attributed to growth in the Association’s capital 
components. There are no trends, commitments, 
contingencies, or events that are likely to affect the 
Association’s ability to meet regulatory minimum capital 
standards and capital adequacy requirements. See Note 7, 
Members’ Equity, of the Consolidated Financial Statements, 
for further information concerning capital resources. 

PATRONAGE PROGRAM 

Prior to the beginning of any fiscal year, the Association’s 
Board of Directors, by adoption of a resolution, may establish a 
Patronage Allocation Program to distribute its available 
consolidated net earnings.  This resolution provides for the 
application of net earnings in the manner described in the 
Association’s Bylaws.  This includes the setting aside of funds 
to increase surplus to meet minimum capital adequacy 
standards established by FCA Regulations, to increase surplus 
to meet Association capital adequacy standards to a level 
necessary to support competitive pricing at targeted earnings 
levels, and for reasonable reserves for necessary purposes of 
the Association.  After excluding net earnings attributable to 
(a) the portion of loans participated to another institution, and
(b) participation loans purchased, remaining consolidated net
earnings are eligible for allocation to borrowers.  Refer to
Note 7, Members’ Equity, of the Notes to the Consolidated
Financial Statements for more information concerning the
patronage distributions.  The Association declared patronage
distributions of $32,062 in 2021, $40,001 in 2020, and $37,200
in 2019.

Patronage declared by the Board of Directors for 2021 was 
$32,062 and will be paid in an all cash distribution during 
2022.  This is a departure from the historical precedent of 
distributing 30 percent in cash and the remainder in a 
combination of qualified and/or nonqualified allocated 
surplus.  Payment of patronage is usually made in the first 
quarter of the following fiscal year.   

The Association closes the books with an estimated patronage 
distribution and then makes a final adjustment to the amount 

prior to actual payment.  The adjustment entries are shown on 
the Member Equity Statement as a "Patronage Distribution 
Adjustment.” 

YOUNG, BEGINNING AND SMALL (YBS) FARMERS 
AND RANCHERS PROGRAM 

The Association’s mission is to provide financial services to 
agriculture and the rural community, which includes providing 
credit to Young*, Beginning**, and Small*** farmers. 
Because of the unique needs of these individuals, and their 
importance to the future growth of the Association, the 
Association has established annual marketing goals to increase 
our market share of loans to YBS farmers.  Specific marketing 
plans have been developed to target these groups, and 
resources have been designated to help ensure YBS borrowers 
have access to a stable source of credit.  The following chart 
reflects the Association’s goals and progress toward those 
goals in each category. 

Total Portfolio Goals and Progress 
December 31, 2021 

Number of Number of Amount of Amount of 
Loans Loans Loans Loans 

2021 Goal 2021 Actual 2021 Goal 2021 Actual 
Young
Beginning
Small

3,153 
7,378

11,123 

3,280 
8,107 

11,353 

$353,801 
$875,138 

$1,124,880 

$368,337
$1,018,857
$1,211,002 

New Loan Goals and Progress 
December 31, 2021 

Number of Number of Amount of Amount of 
New Loans New Loans New Loans New Loans 
2021 Goal 2021 Actual 2021 Goal 2021 Actual 

Young 998 1,139 $150,927 $152,894
Beginning 2,292 2,623 $357,805 $437,294
Small 3,242        3,449 $414,226 $496,570 

Note:  For purposes of the above tables, a loan could be classified in more 
than one category, depending upon the characteristics of the underlying 
borrower. 

The 2017 USDA Ag Census data has been used as a 
benchmark to measure penetration of the Association’s 
marketing efforts. The census data indicated that within the 
Association’s chartered territory there were 34,360 farms. 
Farms with young operators were 3,519, farms with beginning 
operators were 11,277, and small farms were 32,052. 
Comparatively, as of December 31, 2021 the demographics of 
the Association’s portfolio contained 14,980 loans of which by 
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definition 3,280 were Young, 8,107 were Beginning, and 
11,353 were Small. 

In 2021, the Association’s Director of Marketing was 
responsible for the Young, Beginning, and Small farmer 
program. It is an integral part of the Association’s business 
plan. The following strategies have helped the Association 
work toward its goals and objectives relative to Young, 
Beginning, and Small farmer programs: 

 Provide current and pertinent farm management and
financial training to YBS customers and prospects in
group settings through AGAware® program and one-
on-one

 Encourage young people to choose agriculture as a
profession by supporting 4-H and Future Farmers of
America (FFA)

 Encourage use of Student Agricultural Project loan
program by visiting with 4-H representatives and
FFA chapters in the service area

 Support Young Farmer Groups in the service area and
at the state level

 Make customers and prospects aware of farm related
services and encourage them to take advantage of
beneficial programs through advertising and public
relations

 Closely work with Farm Service Agency (FSA)
personnel to meet the needs of YBS customers and
prospects

Specific YBS activities in fiscal year 2021 include the 
following: 

 Conducted a full day AGAware® workshop in Camp
Daniels, SC in connection with South Carolina State
University

 Conducted a full day AGAware® workshop at Ware
County High School

 Offered elements of our AGAware® financial
training and management program to Team
Agriculture Georgia (TAG) virtual workshop as part
of the curriculum

 Developed a presentation titled “How to Develop a
Business Plan” and presented for Fort Valley State
Extension virtual workshop

 Developed “Farm Record Keeping” presentation and
presented for Fort Valley State Extension

 Developed “Business Decision Making” presentation
and presented for virtual workshop

 Produced a “How to Construct a Balance Sheet”
instructional video

 Promoted and shared events, resources and
information to help educate and support young,
beginning and small farmers on the Association blog,
social media outlets, email newsletters and member
publication

 Sponsored and presented at Annie’s Project, a farm
management training for women in South Carolina

 Heather Brannen, Marketing Coordinator accepted to
Advisory Committee for Annie’s Project

 Sponsored and presented two sessions at the South
Carolina New, Beginning, Farmer Program
(SCNBFP) workshops

 Sponsored scholarships for attendees of the SCNBFP
2021 sessions

 Active member of Ogeechee Technical College’s
Agribusiness Program’s advisory board

 Active member of the Georgia FFA Foundation board
 Active member of TAG / Christy Smith, Director of

Marketing, elected Vice-Chairman
 Sponsored and attended Georgia FFA Blue and Gold

Gala
 Sponsored 4-H Annual Banquet
 Sponsored and attended Georgia FFA Clay Shoot

fundraiser
 Sponsored South Carolina FFA Fundraiser
 Sponsored multiple FFA awards and acted as judge

for both Georgia and South Carolina State
Conventions

 Advertised in multiple YBS publications in both
Georgia and South Carolina

 Offered 25 grants to local Farmers Markets for a total
of $25,000 investment to promoting their markets

 Sponsored multiple FFA and 4-H competitions and
livestock shows in Georgia and South Carolina

 Sponsored and presented at South Carolina Farm
Bureau Ag in the Classroom

 Provided scholarships at Clemson University,
University of Georgia, South Carolina State, Fort
Valley State, Abraham Baldwin Agricultural College,
and Ogeechee Technical College

 Sponsored and presented the Farmer of the Year
Awards in Georgia and South Carolina

 Sponsored and exhibited at the South Carolina
AgriBiz & Farm Expo

 Sponsored and presented at Young Farmer
Conferences in Georgia and South Carolina

 Sponsored The South Carolina Commissioner’s
School of Agriculture

 Sponsored Georgia Organics Conference
 Attended, sponsored and presented upon request at

numerous, county Young Farmer and Extension
meetings throughout the territory

The Association is committed to the future success of young, 
beginning and small farmers. 

*Young farmers are defined as those farmers, ranchers,
producers, or harvesters of aquatic products who are age
35 or younger as of the date the loan is originally made.

**Beginning farmers are defined as those farmers, ranchers, 
producers or harvesters of aquatic products who have 10 
years or less farming or ranching experience as of the date 
the loan is originally made. 

***Small farmers are defined as those farmers, ranchers, 
producers, or harvesters of aquatic products who normally 
generate less than $250 in annual gross sales of 
agricultural or aquatic products at the date the loan is 
originally made. 

Additionally, the Census data is based upon number of farms; 
whereas, the Association’s data is based on number of loans. 

REGULATORY MATTERS 

On September 9, 2021, the FCA adopted a final rule that 
amended certain sections of the FCA’s regulations to provide 
technical corrections, amendments, and clarification to certain 
provisions in the FCA’s tier 1/tier 2 capital framework for the 
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Farm Credit System. The rule incorporates guidance previously 
provided by the FCA related to its tier 1/tier 2 capital 
framework as well as ensures that the FCA’s capital 
requirements continue to be comparable to the standardized 
approach that the other federal banking regulatory agencies 
have adopted. The final rule became effective on January 1, 
2022. 

On August 26, 2021, the FCA issued a proposed rule to revise 
its regulatory capital requirements to define and establish risk-
weightings for High Volatility Commercial Real Estate 
(HVCRE) by assigning a 150 percent risk-weighting to such 
exposures, instead of the current 100 percent. The proposed 
rule would ensure that the FCA’s rule remains comparable with 
the capital rule of other federal banking regulatory agencies and 
recognizes the increased risk posed by HVCRE exposures. The 
public comment period is open until January 24, 2022. 

On June 30, 2021, the FCA issued an advance notice of 
proposed rulemaking (ANPRM) that seeks public comments on 
whether to amend or restructure the System bank liquidity 
regulations. The purpose of this advance notice is to evaluate 
the applicability of the Basel III framework to the Farm Credit 
System and gather input to ensure that System banks have the 
liquidity to withstand crises that adversely impact liquidity and 
threaten their viability. The public comment period ended on 
November 27, 2021. 

On September 23, 2019, the FCA issued a proposed rule that 
would ensure the System’s capital requirements, including 
certain regulatory disclosures, reflect the current expected 
credit losses methodology, which revises the accounting for 
credit losses under US generally accepted accounting 
principles. The proposed rule identifies which credit loss 
allowances under the Current Expected Credit Losses (CECL) 
methodology in the Financial Accounting Standards Board’s 
“Measurement of Credit Losses on Financial Instruments” are 
eligible for inclusion in a System institution’s regulatory 
capital. Credit loss allowances related to loans, lessor’s net 
investments in leases, and held-to-maturity debt securities 
would be included in a System institution’s Tier 2 capital up to 
1.25 percent of the System institution’s total risk-weighted 
assets. Credit loss allowances for available-for-sale debt 
securities and purchased credit impaired assets would not be 
eligible for inclusion in a System institution’s Tier 2 capital. In 
addition, the proposed regulation does not include a transition 
phase-in period for the CECL day 1 cumulative effect 
adjustment to retained earnings on a System institution’s 
regulatory capital ratios. The public comment period ended on 
November 22, 2019. 

Future of LIBOR 

In 2017, the United Kingdom’s Financial Conduct Authority 
(UK FCA), which regulates LIBOR, announced its intention to 
stop persuading or compelling the group of major banks that 
sustains LIBOR to submit rate quotations after 2021. 

On March 5, 2021, ICE Benchmark Administration (IBA) (the 
entity that is responsible for calculating LIBOR) announced its 
intention to cease the publication of the one-week and two-
month US dollar LIBOR settings immediately following the 
LIBOR publication on December 31, 2021, and the remaining 
US dollar LIBOR settings immediately following the LIBOR 
publication on June 30, 2023. On the same day, the UK FCA 
announced that the IBA had notified the UK FCA of its intent, 

among other things, to cease providing certain US dollar 
LIBOR settings as of June 30, 2023. In its announcement, the 
UK FCA confirmed that all 35 LIBOR tenors (including with 
respect to US dollar LIBOR) will be discontinued or declared 
nonrepresentative as of either: (a) immediately after 
December 31, 2021 or (b) immediately after June 30, 2023. 

The Association has exposure to LIBOR arising from loans 
made to customers and Systemwide Debt Securities issued by 
the Funding Corporation on the Bank’s behalf, and preferred 
stock issued by the Bank. Alternative reference rates that 
replace LIBOR may not yield the same or similar economic 
results over the lives of the financial instruments, which could 
adversely affect the value of, and return on, instruments held. 

The FCA has issued guidelines with similar guidance as the US 
prudential regulators but applicable for System institutions to 
follow as they prepare for the expected phase-out of LIBOR. 
The guidelines direct each System institution to develop a 
LIBOR transition plan designed to provide an orderly roadmap 
of actions that will reduce LIBOR exposure, stop the inflow of 
new LIBOR volume, and adjust operating processes to 
implement alternative reference rates. 

On December 8, 2021, the FCA issued another informational 
memorandum to provide additional guidance to Farm Credit 
System institutions on their transition away from LIBOR. The 
guidance encourages Farm Credit System institutions to stop 
entering into new contracts that reference LIBOR as soon as 
practical and in any event no later than December 31, 2021. 
Entering into new LIBOR-referenced contracts after that date 
would present safety and soundness risk. The guidance also 
provides clarity on what the FCA considers a new LIBOR-
indexed contract; whether purchases of legacy LIBOR-indexed 
loans and investments are deemed new contracts; limited 
exceptions for entering into new LIBOR contracts that reduce 
or hedge risk in legacy LIBOR contracts; and the due diligence 
and other procedures required before using other 
benchmark/reference rate alternatives to LIBOR (beyond 
SOFR), including credit-sensitive alternative rates. 

The Association has implemented LIBOR transition plans and 
continues to analyze potential risks associated with the LIBOR 
transition, including, but not limited to, financial, market, 
accounting, operational, legal, tax, reputational, and compliance 
risks. 

On July 26, 2021, the Alternative Reference Rates Committee 
(ARRC) announced it will recommend the CME Group’s 
forward-looking SOFR term rates. The ARRC’s formal 
recommendation of SOFR term rates is a major milestone and 
is expected to increase the volume of transactions quoted in 
SOFR, supporting the implementation of the transition away 
from LIBOR. 

On October 20, 2021, the US prudential regulators issued a 
joint statement emphasizing the expectation that supervised 
institutions with LIBOR exposure continue to progress toward 
an orderly transition away from LIBOR, reiterating that 
supervised institutions should, with limited exceptions, cease 
entering into new contracts that use US dollar LIBOR as a 
reference rate as soon as practicable, but no later than 
December 31, 2021. They further stated that entering into new 
contracts, including derivatives, after that date would create 
safety and soundness risks. The joint statement clarified that 
entering into such new contracts would include an agreement 
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that (1) creates additional LIBOR disclosure or (2) extends the 
term of an existing LIBOR contract, but that a draw on an 
existing agreement that is legally enforceable, e.g., a committed 
credit facility, would not be a new contract. The joint statement 
also provided considerations when assessing the 
appropriateness of alternative reference rates used in lieu of 
LIBOR and the regulator expectation that new or updated 
LIBOR contracts include strong and clearly defined fallback 
rates for when the initial reference rate is discontinued. 

The following is a summary of outstanding variable-rate 
financial instruments tied to LIBOR at December 31, 2021: 

Due in 2023 
Due in and 

(dollars in thousands) 2022  Thereafter Total 

Loans $ 2,490 $ 12,622 $ 15,112
Total Assets $ 2,490 $ 12,622 $ 15,112 

Note Payable to AgFirst Farm Credit Bank $ 1,962 $ 9,945 $ 11,907 
Total Liabilities $ 1,962 $ 9,945 $ 11,907 

The LIBOR transition plan includes implementing fallback 
language into variable-rate financial instruments maturing after 
June 30, 2023 which provides the ability to move these 
instruments to another index if the LIBOR market is no longer 
viable. At December 31, 2021, 100 percent of loans maturing 
after June 30, 2023 contain fallback language. 

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS  

Please refer to Note 2, Summary of Significant Accounting Policies, in the Notes to the Consolidated Financial Statements for recently 
issued accounting pronouncements. 

The following Accounting Standards Update (ASU) was issued by the Financial Accounting Standards Board (FASB) but has not yet 
been adopted: 

Summary of Guidance Adoption and Potential Financial Statement Impact 

ASU 2016-13 – Financial Instruments – Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments 
• 

• 

• 

• 

• 

• 

Replaces multiple existing impairment standards by establishing a single 
framework for financial assets to reflect management’s estimate of current 
expected credit losses (CECL) over the entire remaining life of the 
financial assets. 
Changes the present incurred loss impairment guidance for loans to an 
expected loss model. 
Modifies the other-than-temporary impairment model for debt securities to 
require an allowance for credit impairment instead of a direct write-down, 
which allows for reversal of credit impairments in future periods based on 
improvements in credit quality. 
Eliminates existing guidance for purchased credit impaired (PCI) loans, 
and requires recognition of an allowance for expected credit losses on 
these financial assets. 
Requires a cumulative-effect adjustment to retained earnings as of the 
beginning of the reporting period of adoption. 
Effective for fiscal years beginning after December 15, 2022, and interim 
periods within those fiscal years. Early application is permitted. 

• Implementation efforts began with establishing a cross-discipline
governance structure utilizing common guidance developed across the
Farm Credit System. The implementation includes identification of key
interpretive issues, scoping of financial instruments, and assessing existing 
credit loss forecasting models and processes against the new guidance.

• The new guidance is expected to result in a change in allowance for credit 
losses due to several factors, including: 
1. The allowance related to loans and commitments will most likely

change because it will then cover credit losses over the full
remaining expected life of the portfolio, and will consider expected
future changes in macroeconomic conditions, 

2. An allowance will be established for estimated credit losses on any
debt securities, 

3. The nonaccretable difference on any PCI loans will be recognized
as an allowance, offset by an increase in the carrying value of the
related loans. 

• The extent of allowance change is under evaluation, but will depend upon 
the nature and characteristics of the financial instrument portfolios, and
the macroeconomic conditions and forecasts at the adoption date. 

• The guidance is expected to be adopted in first quarter 2023. 
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Disclosure Required by 
Farm Credit Administration Regulations 

Description of Business 

Descriptions of the territory served, persons eligible to borrow, 
types of lending activities engaged in, financial services offered 
and related Farm Credit organizations are incorporated herein 
by reference to Note 1, Organization and Operations, of the 
Consolidated Financial Statements included in this Annual 
Report to shareholders. 

The description of significant developments that had or could 
have a material impact on earnings or interest rates to 
borrowers, acquisitions or dispositions of material assets, 
material changes in the manner of conducting the business, 
seasonal characteristics, and concentrations of assets, if any, is 
incorporated in Management’s Discussion and Analysis of 
Financial Condition and Results of Operations included in this 
Annual Report. 

The Association distributes its earnings in a Patronage program 
as described in Management’s Discussion and Analysis of 
Financial Condition and Results of Operations included in this 
Annual Report.  During 2021, the Board elected to move to an 
all cash patronage distribution.  This is a departure from the 
historical precedent of distributing 30 percent in cash and the 
remainder in a combination of qualified and/or nonqualified 
allocated surplus. 

Description of Property 

The following table sets forth certain information regarding the 
properties of the reporting entity: 

Form of 
Location Description Ownership 
26 South Main Street Headquarters Owned
Statesboro, GA 

20 East Vine Street Operations Center Owned 
Statesboro, GA 

951 East Pine Log Road Branch Owned
Aiken, SC 

4930 Burtons Ferry Highway Branch Owned
Allendale, SC 

1325 Pearman Dairy Road Branch Owned
Anderson, SC 

109 East Church Street Branch Owned
Batesburg-Leesville, SC 

2215 Hatch Parkway South Branch Owned
Baxley, GA 

111 Carter Avenue Branch Owned
Blackshear, GA 

951 Highway 1 South Branch Owned
Lugoff, SC 

2520 Highway 27 South Branch Owned
Carrollton, GA 

204 Bowens Mill Road Branch Owned
Douglas, GA 

596 South Talbotton Street Branch Owned
Greenville, GA 

1298 Enterprise Way Branch Owned
Griffin, GA 

Form of 
Location (cont.) Description Ownership 
855 Odum Highway Branch Owned
Jesup, GA 

306 Hillcrest Drive Branch Owned
Laurens, SC 

1691 Lions Club Road Branch Owned
Madison, GA 

1880 Joe S. Jeffords Highway Branch Owned
Orangeburg, SC 

1321 Springdale Road Branch Owned
Rock Hill, SC 

2630 Colonel Thomson Highway Branch Owned
St. Matthews, SC 

101 North Town Drive Branch Owned
Spartanburg, SC 

40 South Main Street Branch Owned
Statesboro, GA 

702 Kate Lane Branch Owned
Summerville, SC 

302 Mims Road Branch Owned
Sylvania, GA 

620 North Church Street Branch Owned
Thomaston, GA 

314 Commerce Way Branch Owned
Vidalia, GA 

529 Bells Highway Branch Owned
Walterboro, SC 

The Association currently owns a 2 acre lot on Fairfax 
Highway in Allendale, South Carolina. 

One of the former administrative offices located at 1884 Joe S. 
Jeffords Highway in Orangeburg, South Carolina, is now 
vacant as administrative staff have retired or been relocated. 
The Board of Directors is currently considering the next use, if 
any, for this building. 

Legal Proceedings 

Information, if any, to be disclosed in this section is incorporated 
herein by reference to Note 11, Commitments and 
Contingencies, of the Consolidated Financial Statements 
included in this Annual Report. 

Description of Capital Structure 

Information to be disclosed in this section is incorporated herein 
by reference to Note 7, Members’ Equity, of the Consolidated 
Financial Statements included in this Annual Report. 
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Description of Liabilities 

The description of liabilities, contingent liabilities and 
obligations to be disclosed in this section is incorporated herein 
by reference to Notes 2, 6, 9 and 11 of the Consolidated 
Financial Statements included in this Annual Report. 

Management’s Discussion and Analysis of Financial 
Condition and Results of Operations 

Management’s Discussion and Analysis of Financial Condition 
and Results of Operations, which appears in this Annual Report 
and is to be disclosed in this section, is incorporated herein by 
reference. 

Senior Officers 

The following represents certain information regarding the senior officers of the Association as of December 31, 2021: 

Name Current Position
Date Started in 

Current Position 
Previous Position(s) During Last Five 

Years 
Pat Calhoun Chief Executive Officer September 2016 Director of Risk Management 

Stacy Anderson Chief Credit Officer October 2016 Regional Credit Administrator 

Jennifer Davis Chief Administrative & Technology Officer  January 2021 Chief Information Officer 
Director of Information Technology 

Bo Fennell Chief Financial Officer January 2018 Chief Financial Officer 
Altamaha Bank and Trust 

Sharmequa Franklin Chief Human Resources Officer January 2018 Organizational Development & Talent 
Management Manager 

MidAtlantic Farm Credit 

Nick Martin Chief Lending Officer October 2021 Regional Business Development Manager 

Bob Mikell General Counsel July 2019 Attorney 
Brown Rountree PC 

Senior Attorney 

Debbie Sikes Chief Compliance & Risk Officer October 2017 Loan Officer – Analyst 
Compliance Officer 

Christian Taylor Director of  Secondary Market & Financially 
Related Services 

August 2018 Leasing Agent 

The majority business experience for the past five years for the 
senior officers is with the Farm Credit System.  Other business 
or organizational interests are as follows: 

 Pat Calhoun serves on the advisory board of the Palmetto
Agribusiness Council (promotes agriculture) and the
advisory board of the University of Georgia’s Advancing
Georgia’s Leaders in Agriculture and Forestry (leadership
training program). He also serves on the Executive
Committee of the AgFirst Farm Credit Council (legislative
support) and as an Executive Representative on the
AgFirst Farm Credit Legislative Advisory Committee
(legislative support).

 Jennifer Davis serves as the Race Committee Chair for
Open Hearts Community Mission (charity), is a committee
member for Rockin’ Out Alzheimer’s (charity), and is a
board member of the Georgia Southern Alumni Board
(promotes education). Mrs. Davis is also a minority
shareholder in Sugar Magnolia Bakery & Café
(restaurant).

 Sharmequa Franklin is the Owner of The Artsy Girl,
LLC (art and handmade jewelry).

 Bob Mikell serves on the advisory board for the
Statesboro Family YMCA (non-profit) and is a board
member for the Georgia Southern University Housing
Foundation (non-profit). Mr. Mikell also serves on the
Board of Trustees for Pittman Park United Methodist
Church (religious).
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The total amount of compensation earned by all senior officers and other highly compensated employees as a group during the years 
ended December 31, 2021, 2020 and 2019, is as follows: 

Change in
Individual or Annual Deferred Pension Perq./

Number in Group Year Salary Bonus Compensation Value(a) Other(b) Total
CEO 
Pat Calhoun 2021 $ 395,211 $ 165,309 $ 7,783 $ 1,107,676 $ 16,703 $ 1,692,682 
Pat Calhoun 2020 $ 380,015 $ 161,725 $ 7,339 $ 367,240 $ 23,670 $ 939,989 
Pat Calhoun 2019 $ 330,013 $ 134,475 $ – $ 448,195 $ 14,764 $ 927,447 

13 2021 $ 1,553,142 $ 2,009,611 $ 16,000 $ 179,991 $ 215,381 $ 3,974,125 
11 2020 $ 1,345,950 $ 1,384,085 $ 29,500 $ 1,167,191 $ 139,036 $ 4,065,762 
10 2019 $ 1,247,655 $ 821,855 $ 25,000 $ 1,284,774 $ 118,535 $ 3,497,819 

(a) The changes in pension values as reflected in the table above resulted primarily from changes in the actuarial assumptions for mortality and discount rate. See 
further discussion in Note 9, Employee Benefit Plans, of the Financial Statements. 

(b) The Perquisites/Other amount disclosed in the above chart can include club memberships, automobile allowance, relocation assistance, spousal expenses,
payout of accrued annual leave, employer-match/employer-paid 401(k) contributions, and life insurance. 

The disclosure of information on the total compensation paid 
during 2021 to any senior officer or to any other employee 
included in the aggregate group total as reported in the table 
above is available and will be disclosed to the shareholders of 
the institution upon request. 

All employees including the CEO and senior officers have 
defined duty statements and standards of performance.  These 
standards are reviewed at least annually and graded on a one to 
five scale, with five indicating “Performance over a sustained 
period consistently far exceeds standards and expectations for 
all position responsibilities.”  Annually, supervisors evaluate 
performance and a merit increase is rewarded, if performance 
score warrants. 

In addition to a base salary, deferred compensation and 
perquisites/other, senior officers earn additional compensation 
under an annual incentive plan as indicated in the “Bonus” 
column in the chart above.  The Association’s annual incentive 
plan is designed to motivate employees to exceed the business 
plan goals during the fiscal year.  These goals include 
Association income, credit quality, credit administration, loan 
volume, delinquencies, and other key success measurements. 
Income to pay the incentive payments is derived from profits 
over and above those budgeted in the board-approved business 
plan for 2021.  Full-time employees are covered by the annual 
incentive plan which runs for the full calendar year and 
employees can earn between 0 and 30 percent of base salary. 
An estimated incentive was accrued monthly prior to 
December 31, 2021 and final calculations and payments were 
made in January 2022.  Employees that are not eligible for 
merit increases based upon individual performance are not 
eligible for incentive.  A copy of the incentive plan is available 
to stockholders upon request.   

Certain additional bonuses have been approved by the Board 
based on either the overall performance of the Association, or 
particular ideas or performance leading to sustained increases 
in profits to the stockholders. Bonuses are shown in the year 
earned, which may be different than the year of payment. 

Selected staff members participate in a long-term incentive 
program.  The long-term incentive program was established by 
the Board in fiscal year 2006 and measures performance at the 
end of each three (3) year period.  Goals are set annually by the 
Executive & Compensation Committee.  Payments under the 
long-term incentive program can range from 0 to 15 percent. 
Goals include reaching key financial ratios and building and 
maintaining the Association’s patronage program.  Estimated 
long-term incentive payments were accrued monthly. The final 
calculations and payments were made in January 2022.  The 
purpose of the long-term incentive program is to retain key 
staff and reward them for reaching established goals. 

Selected staff members may also participate in a defined 
contribution benefit plan separate from the Association’s 
existing 401(k) plan.  The defined contribution plan has 
requirements for vesting and is reflected in the Deferred 
Compensation column above. 

The overall compensation program of the Association is 
designed to reward performance that exceeds expectations set 
by both managers and by the Board of Directors.  The results 
outlined in the compensation table reflect the success the 
Association had in 2021 in increasing loan volume, generating 
significant earnings and maintaining a strong, consistent 
patronage program.  
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The chart below details the value of accumulated benefits on a present value basis for the CEO and senior officers and other highly 
compensated employees under the two retirement plans offered by the Association.  Reference Note 2, Summary of Significant Accounting 
Policies, for additional information about these multiemployer pension plans. 

Pension Benefits Table 
As of December 31, 2021 

Number of Actuarial Present 
Years Value of 

Name of Individual 
or Number in Group Year Plan Name 

Credited 
Service 

Accumulated 
Benefits 

Payments 
During 2021 

CEO: 
Pat Calhoun 2021 

2021 
AgFirst Retirement Plan 
Supplemental Executive Retirement Plan 

34.58 $ 2,992,966 
1,170,003 

$ – 
– 

$ 4,162,969 $ –

Senior Officers and Highly 
Compensated Employees:
         4 Officers, Excluding CEO* 2021 AgFirst Retirement Plan 26.67* $ 3,153,097 $ 2,384,051 

$ 3,153,097 $ 2,384,051

*Represents the number and the average years of credited service for those eligible to participate in the AgFirst Retirement Plan. 

The present value of pension benefits is the value at a specific 
date of the expected future benefit payment stream based on 
actuarial assumptions, chiefly the discount rate. Other 
assumptions are also used, such as expected retirement age and 
life expectancy. Changes in the actuarial assumptions can 
increase or decrease the pension values. 

The discount rate, which is derived using an AA corporate bond 
yield curve, is updated every year based on the interest rate 
environment at December 31. A decrease in the discount rate 
will normally increase the present values and vice versa. 

The life expectancy actuarial assumption was updated at 
December 31, 2021 to reflect recent mortality studies indicating 
longer life spans. This change further increased pension values 
as the benefit payments are expected to be made for a longer 
time span. 

The discount rate remained the same from December 31, 2020 
to December 31, 2021.  Variances from the previous year are 
due to plan changes which required additional funding. Other 
actuarial assumptions are updated periodically. At 
December 31, 2021, the mortality and mortality improvement 
assumptions were updated to reflect recent mortality studies. 
These changes resulted in a minor increase in Retirement Plan 
present values. 

All employees are eligible to receive awards based on years of 
service on five year, or multiple of five year anniversaries.  A 
copy of this plan is available to stockholders upon request. 

Directors 

Directors and senior officers are reimbursed on an actual cost 
basis for all expenses incurred in the performance of official 
duties.  Such expenses may include internet access, 
transportation, lodging, meals, tips, tolls, parking, registration 
fees, and other expenses associated with travel on official 
business.  A copy of the policy is available to stockholders 
upon request. 

The aggregate amount of reimbursement for travel, subsistence 
and other related expenses for all directors as a group was 
$111,065 for 2021, $105,655 for 2020, and $241,616 for 2019. 

The Association provides iPads to directors for data and 
information access to Association financial reports and other 
material through a secure portal.  The expense for the iPads and 
network access is included in the other related expenses amount 
above. 

Subject to approval by the board, the Association may allow 
directors honoraria of $800 for attendance at meetings, 
committee meetings, or special assignments.  In cases when a 
video or teleconference is held in lieu of an onsite meeting to 
take up the regularly scheduled business of a committee, an 
honoraria of $400 will be paid.  Directors are also allowed 
travel honoraria of $400 depending upon meeting location 
relative to their headquarters. Directors are paid a monthly 
retainer fee of $1,000 each. The retainer for the Chairman of 
the Board and Chairman of the Audit Committee was $1,200 
per month. The retainer of the Vice-Chairman of the Board was 
$1,150 per month. 

There was no noncash compensation paid to directors in 2021. 
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The following chart details the year the director began serving on the board and the current term expiration. 

Director 

Original Year 
of Election or 
Appointment 

Current 
Term 

Expiration 
Days in Board 

Meetings 

Comp. for 
Board 

Meetings & 
Retainer 

Days in 
Committee 
Meetings 

Days in 
Other 

Activities 

Comp. for 
Committee 
and other 
Activities 

Total All 
Compensation 

Hugh E. Weathers 
H. Frank Ables, Jr. 

1998 
2015 

2023 
2023 

8 
8 

$19,600 
19,000 

18 
13 

14 
8 

$19,200 
16,400 

$38,800 
35,400 

Arthur Q. Black 1995 2025 8 17,200 10 7 12,400 29,600 
David V. Cantley 
James C. Carter, Jr.

2020 
1979 

2023 
2021 

8 
8 

16,400 
17,200 

8 
15 

4 
5 

9,200 
13,600 

25,600 
30,800 

Lee H. DeLoach 2002 2024 8 17,200 16 5 14,400 31,600 
Tara H. Green** 2021 2022 – – – – – – 
Sean F. Lennon 2017 2025 8 17,200 13 6 12,400 29,600 
Phillip E. Love, Jr.*
Jonathan L. Mann 

2014 
2021 

2022 
2024 

7 
8 

16,400 
16,400 

13 
13 

4 
6 

13,400 
11,200 

29,800
27,600 

J. Jay Peay 
William T. Robinson

2015 
2011 

2023 
2024

7 
8

16,400 
17,200 

13 
18

7 
6

12,400 
16,000 

28,800 
33,200

Charles C. Rucks 1988 2021 1 10,800 1 1 1,600 12,400 
Pete Wall 2021 2022 7 15,400 7 7 10,800 26,200 
David H. Womack* 1991 2023 8 19,600 14 8 12,000 31,600
TOTAL COMPENSATION $236,000 $175,000 $411,000 

*Serves as Outside Director

**Mrs. Green was appointed to the Board in December 2021 

Days in Board Meetings and Days in Committee meetings may 
include participation in conference calls. 

Days in Other Activities includes days spent attending other 
Farm Credit related functions or special assignments.  

The following represents certain information regarding the 
directors of the Association. Unless specifically listed, the 
principal occupation of the board member for the past five 
years has been as a self-employed farmer. 

Hugh E. Weathers, Chairman is a row crop farmer, a farm 
property landlord, and serves the state of South Carolina as 
Commissioner of Agriculture. Mr. Weathers is the Owner of 
Weathers Farms, Inc. (row crops and farm property landlord), 
Owner of Weathers Trucking, Inc. (bulk milk delivery), Partner 
in Circle W. Farms (row crops), and Co-Owner of WB 
Bowman, LLC (land holdings). He serves on the boards of 
Southern United States Trade Association (agricultural 
exporting), South Carolina Poultry Federation (promotes 
poultry industry), the Southern Association of State 
Departments of Agriculture (agricultural organization), Catch 
the Vision Ministry (foreign ministry organization), and the 
South Carolina Department of Commerce Coordinating Council 
(economic development). He is a member of the AgFirst 
Legislative Advisory Committee (legislative support for 
agriculture).  Mr. Weathers serves as Vice-Chairman of the 
Executive & Compensation Committee. He serves as an ad hoc 
member of all other board committees at AgSouth Farm Credit. 

H. Frank Ables, Jr., Vice-Chairman is a poultry, cattle, corn,
wheat, and soybean producer. He is the Owner of Chikamoo
Farms and Majority Partner of Chikamoo, LLC (real estate
holdings). He serves as an alternate member of the AgFirst
Legislative Advisory Committee (legislative support for
agriculture). Mr. Ables serves on the Risk Management
Committee and serves as the Chairman of both the Executive &
Compensation Committee and the Adhoc Committee.

Arthur Q. Black is a peach, strawberry, blackberry, tomato, 
gourd, pumpkin, and hay producer and owns Black’s Peaches 
(farming and agritourism). He serves on the boards of the York 
County Farm Bureau (agricultural organization) and the South 

Carolina Farm Bureau (agricultural organization). Mr. Black 
also serves as President on the board of Farmers Mutual 
Insurance (insurance) and is a member of the York Investment 
Association (investment club).  Mr. Black serves as the alternate 
member on the AgFirst District Advisory Council (agricultural 
organization).  He also serves on the Audit Committee. 

David V. Cantley is a cattle, timber, hay and row crop farmer. 
Mr. Cantley is the Owner of David Cantley Farms. He is the 
Co-Owner and Manager of Holly Hill Farm Center, Inc 
(agriculture supplies).  He is the Co-Owner of Southern Crop 
Solutions (agricultural services) and C&H Farms. Mr. Cantley 
serves as a board member for First National Bank of South 
Carolina (banking) where he serves on the Audit Committee. 
He serves on the board for Holly Hill United Methodist Church 
(religious).  He serves as the Association representative to the 
AgFirst Farm Credit Bank (agricultural lending) Nominating 
Committee. Mr. Cantley is the Vice-Chairman of the Risk 
Management Committee. 

James C. Carter, Jr. is the Owner of Carter Home Place, LLC 
(holding company). He is also the Co-Owner and Secretary of 
Southern Belle Farm, Inc. that he operates with his son. 
Southern Belle Farm, Inc. specializes in the production of 
strawberries, blackberries, blueberries, peaches, beef cattle, 
hay, agritourism and school field trips promoting agricultural 
education. Mr. Carter is also the Co-Owner along with his son 
of JC Carter Family Farm, LLC. Mr. Carter is the Vice-
President of Henry County Farm Bureau (agricultural 
organization), board member of the Henry County Water 
Authority (water supply and distribution organization), and 
member of the Henry County Cattlemen’s Association (beef 
cattle production). Mr. Carter serves on the Executive & 
Compensation and the Governance & Ethics Committees. 

Lee H. DeLoach is a retired Probate Court Judge for Bulloch 
County, Georgia, a timber farmer, beef cattle and hay producer, 
and landlord. Mr. DeLoach serves on the Executive & 
Compensation Committee and is the Chairman of the 
Governance & Ethics Committee. 

 
2021 Annual Report

241



 

 
 

  
 

 
     

  
   

 

 

  
 

 
   

 
 

 

 
 
 
 

 
 

 

 
 

 
  

 
  

  
 

  
  

  

 
 

  
 

 
  

 
  

 
  

 
 

  
   

  
  

  
 

  
  

  

  
 

 
 

 
  

 
  

 

  
 

 

 
 

 
 

 
 

 

 
 

 
 

 

 

 
   

 
  

  

 
 

 
 
 

 
 
 

Tara H. Green is a Licensed Veterinary Technician and Co-
Owner of The Flower Shack and S&T Green Gate Farm, LLC a 
poultry, beef, flower, hay, and agritourism operation. Mrs. 
Green is also the secretary of Green Tree Service, LLC (tree 
care service). Mrs. Green previously worked as a Veterinary 
Technician at Southside Animal Hospital. Mrs. Green is a 
director of the Mid-Georgia Cattlemen’s Association 
(promotion of agriculture) and is the State and County District 
Chair for the Georgia Farm Bureau Young Farmers and 
Ranchers Program (promotion of agriculture). Mrs. Green also 
serves as an advisor for the University of Georgia Cooperative 
Extension Service (agricultural education). 

Sean F. Lennon is a fruit farmer, landlord and is the President 
of Fitzgerald Fruit Farms, LLC (fruit farm), Fitzgerald Packing 
& Storage, LLC (commercial fruit packing), Fitzgerald Fruit 
Sourcing, LLC (produce sourcing), I’ll Never Get to Sea, LLC 
(investment company), Southern Tides on the Cape, LLC 
(investment company), Sailor’s Landing, LLC (investment 
company), Salt Water Breeze on the Cape, LLC (investment 
company), Lennon Real Properties, LLC (land and assets), 
Lennon Business Holdings, LLC (land and assets), Warm 
Springs Winery, LLC (wine), and The Shed at Fitzgerald 
Farms, LLC (agritourism and retail sales). Mr. Lennon is also 
the Second Vice-President of the National Peach Council 
(agricultural organization) and is on the board of the 
Meriwether County Farm Bureau (agricultural organization). 
He also serves as a board member for the Georgia Peach 
Council (agricultural organization). Mr. Lennon is a member of 
the Georgia Agribusiness Council (agricultural organization), 
Georgia Grown (agricultural organization), Georgia Farm 
Bureau Certified Farm Markets (agriculture organization), and 
the Georgia Fruit & Vegetable Growers Association 
(agricultural organization). He is a member of the AgFirst 
District Advisory Committee (agriculture organization). Mr. 
Lennon serves as the Chairman of the Risk Management 
Committee, a member of the Executive & Compensation 
Committee, and a member of the Adhoc Committee. 

Phillip E. Love, Jr. is the Chairman of the Board of Directors 
of Amerisure Mutual Insurance Company (insurance) where he 
serves on the Compensation and Governance Committee and 
the Audit Committee.  Mr. Love serves as the Vice-Chairman 
of the Board for the South Carolina Medical Malpractice 
Association (insurance), where he also serves as the Chairman 
of the Claims Committee.  He serves on the Reinsurance 
Committee of the South Carolina Windstorm and Hail 
Underwriting Association (insurance).  Mr. Love serves as an 
outside director and serves as Vice-Chairman of the 
Governance & Ethics Committee. 

Jonathan L. Mann is a row crop and poultry farmer and owns 
Jonathan Mann Farms. He is the Pastor of Surrency Baptist 
Church and is a licensed Georgia Real Estate Agent. Mr. Mann 
serves as the Chairman of the Board for Appling County Farm 
Service Agency (agriculture organization). He serves on the 
Audit Committee and Adhoc Committee. 

J. Jay Peay is a Certified Public Accountant and President and
Owner of Peay & Associates, LLC (accounting firm) and
President and Owner of SwaimBrown Wealth Management,
LLC (investment consulting and advising) where he is a
Registered Investment Advisor. He is a Partner in Enoree
Holdings, LLC (investment holding company) and Bush River
Realty, LLC (real estate). For the past five years, Mr. Peay has

been employed as a Certified Public Accountant. Mr. Peay 
manages personal and family property that primarily produces 
timber. He serves as Chairman for Laurens County Healthcare 
System (medical) and is a founding member of the Laurens 
County Cancer Association (non-profit organization) where he 
serves as Treasurer. He serves as the alternate member of the 
AgFirst Nominating Committee (agricultural organization). 
Mr. Peay serves on the Adhoc Committee and is the Vice-
Chairman of the Audit Committee. 

William T. Robinson is a row crop, cattle and timber 
farmer.  Mr. Robinson is the Owner and Operator of Robinson 
Family Farm and is the Owner of MMR Consultants, LLC 
(consulting).  Prior to starting MMR Consultants, LLC, Mr. 
Robinson was employed by The SEFA Group (engineering and 
construction) and served as Executive Director within the 
SEFA Industrial Solutions division and previously served as 
the Market Development Officer.  Mr. Robinson is retired 
from South Carolina’s state owned electric and water utility. 
He is a member of the South Carolina Farm Bureau 
(insurance), and serves on the Orangeburg-Calhoun Technical 
College Foundation Board (education) and the Tri-County 
Electric Cooperative Board (utility provider). Mr. Robinson 
serves on the board of directors of the AgFirst Farm Credit 
Bank (agricultural lending). He serves on the Farm Credit 
System Audit Committee, which was established by the 
Federal Farm Credit Banks Funding Corporation. Mr. 
Robinson serves on the Executive & Compensation, the 
Governance & Ethics, and Adhoc Committees. 

Charles C. Rucks is a retired dairy farmer and now grows hay 
and raises beef cattle. He is the Owner of Rucks Dairy 
(farming), serves as the President of the Spalding County Farm 
Bureau (agricultural organization), and serves as a board 
member for the Upper Flint Water Council (water 
conservation). Mr. Rucks served on the Risk Management 
Committee. 

Mr. Pete Wall and his wife Gina are the owners of Pete Wall 
Family Farm.  They raise beef cattle and show lambs.  Mr. Wall 
is also an evangelist.  He serves on the Risk Management 
Committee. 

David H. Womack is a Certified Public Accountant and 
President of the firm, David H. Womack & Company, PC, 
CPAs (accounting firm). Mr. Womack serves as Vice-
President of the Board of Trustees for Brewton Cemetery, Inc. 
(perpetual care, non-profit), and as Finance Chairman for First 
United Methodist Church (religious). Mr. Womack is as an 
outside director serving on the Executive & Compensation 
Committee and as Chairman of the Audit Committee. 

Mr. James C. Carter retired from the Board effective December 
31, 2021.  His seat was filled by Mr. Wesley C. Ham whose 
term began January 1, 2022. 

Mr. Charles C. Rucks stepped down from the Board on October 
20, 2021.  Mrs. Tara H. Green was appointed to fill his seat. 
Her term began on December 10, 2021. 

Transactions with Senior Officers and Directors 

The reporting entity’s policies on loans to and transactions with 
its officers and directors, to be disclosed in this section are 
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incorporated herein by reference to Note 10, Related Party 
Transactions, of the Consolidated Financial Statements 
included in this Annual Report.  There have been no 
transactions between the Association and senior officers or 
directors which require reporting per FCA regulations except 
those discussed in Note 10, Related Party Transactions. 

Involvement in Certain Legal Proceedings 

From time to time, the Association may be named as a 
defendant in certain lawsuits or legal actions in the normal 
course of business.  At the date of these consolidated financial 
statements, the Association is not aware of any such actions that 
would have a material impact on our financial condition and 
there were no matters which came to the attention of 
management or the Board of Directors regarding involvement 
of current directors or senior officers in specified legal 
proceedings which should be disclosed in this section. No 
directors or senior officers have been involved in any legal 
proceedings during the last five years which require reporting 
per FCA regulations. 

Relationship with Independent Auditors 

There were no changes in or material disagreements with our 
independent auditors on any matter of accounting principles or 
financial statement disclosure during this period. 

Aggregate fees paid by the Association for services rendered by 
its independent auditors for the year ended December 31, 2021 
were as follows: 

Independent Auditors 2021 
  PricewaterhouseCoopers, LLP
 Audit services $ 90,258 
 Total $ 90,258 

Audit services were for the annual audit of the Consolidated 
Financial Statements. 

Consolidated Financial Statements 

The Consolidated Financial Statements, together with the report 
thereon of PricewaterhouseCoopers, LLP dated March 10, 2022 
and the report of management, which appear in this Annual 
Report, are incorporated herein by reference. 

Copies of the Association’s Annual and unaudited quarterly 
reports are available upon request free of charge by calling 1-
912-489-4842, ext. 2674, or writing Bo Fennell, AgSouth Farm
Credit, ACA, P.O. Box 718, Statesboro, GA 30459 or accessing
the website, www.agsouthfc.com. The Association prepares an
electronic version of the Annual Report which is available on
the Association’s website within 75 days after the end of the
fiscal year and distributes the Annual Reports to shareholders
within 90 days after the end of the fiscal year.  The Association
prepares an electronic version of the 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.

Borrower Information Regulations 

Since 1972, Farm Credit Administration (FCA) regulations 
have required that borrower information be held in strict 
confidence by Farm Credit System (FCS) institutions, their 
directors, officers and employees.  These regulations provide 
Farm Credit institutions clear guidelines for protecting their 
borrowers’ nonpublic personal information.  

On November 10, 1999, the FCA Board adopted a policy that 
requires FCS institutions to formally inform new borrowers at 
loan closing of the FCA regulations on releasing borrower 
information and to address this information in the Annual 
Report. The implementation of these measures ensure that new 
and existing borrowers are aware of the privacy protections 
afforded them through FCA regulations and Farm Credit 
System institution efforts. 

Credit and Services to Young, Beginning, and Small 
Farmers and Ranchers and Producers or Harvesters of 
Aquatic Products 

Information to be disclosed in this section is incorporated 
herein by reference to the similarly named section in the 
Management's Discussion and Analysis of Financial Condition 
and Results of Operations section included in this Annual 
Report to the shareholders. 

Shareholder Investment 

Shareholder investment in the Association could be materially 
affected by the financial condition and results of operations of 
AgFirst Farm Credit Bank (Bank or AgFirst). Copies of the 
Bank’s Annual and Quarterly reports are available upon request 
free of charge by calling 1-800-845-1745, ext. 2764, or writing 
Matthew Miller, AgFirst Farm Credit Bank, P.O. Box 1499, 
Columbia, SC 29202.  Information concerning AgFirst Farm 
Credit Bank can also be obtained by going to AgFirst’s website 
at www.agfirst.com.  The Bank prepares an electronic version 
of the Annual Report, which is available on the website, within 
75 days after the end of the fiscal year and distributes the 
Annual Reports to shareholders within 90 days after the end of 
the fiscal year. The Bank prepares an electronic version of the 
Quarterly report within 40 days after the end of each fiscal 
quarter, except that no report needs to be prepared for the fiscal 
quarter that coincides with the end of the fiscal year of the 
Bank. 

Reports of suspected or actual wrongdoings involving the 
Association, its employees and/or Directors, can be made 
anonymously and confidentially through the Association’s 
Whistleblower Hotline (Convercent) at 1-844-850-6496 or 
www.convercent.com/report. 

Effective April 1, 2022, the vendor for the Association’s 
Whistleblower Hotline will change to NAVEX 
Global.  Anonymous and confidential reports can be submitted 
at 1-833-220-9744 or at www.agsouth.ethicspoint.com. 
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AgSouth Farm Credit, ACA 

Report of the Audit Committee

The Audit Committee of the Board of Directors (Committee) is comprised of the directors named below.  None of the directors who serve 

on the Committee is an employee of AgSouth Farm Credit, ACA (Association), and in the opinion of the Board of Directors, each is free

of any relationship with the Association or management that would interfere with the director’s independent judgment on the Committee. 

The Committee has adopted a written charter that has been approved by the Board of Directors. The Committee has reviewed and 

discussed the Association’s audited financial statements with management, which has primary responsibility for the financial 

statements. 

PricewaterhouseCoopers LLP (PwC), the Association’s independent auditors for 2021, is responsible for expressing an opinion on the 

conformity of the Association’s audited financial statements with accounting principles generally accepted in the United States of 

America. The Committee has discussed with PwC the matters that are required to be discussed by Statement on Auditing Standards No. 

114 (The Auditor's Communication With Those Charged With Governance). The Committee discussed with PwC its independence from 

AgSouth Farm Credit, ACA.  The Committee also reviewed the non-audit services provided by PwC and concluded that these services 

were not incompatible with maintaining PwC’s independence. 

Based on the considerations referred to above, the Committee recommended to the Board of Directors that the audited financial 

statements be included in the Association’s Annual Report for 2021.  The foregoing report is provided by the following independent 

directors, who constitute the Committee: 

David H. Womack

Chairman of the Audit Committee 

Members of Audit Committee 

Arthur Q. Black

Jonathan L. Mann 

J. Jay Peay

March 10, 2022 

2021 Annual Report 

244



 

  

         
        

  

  

 
    

 

           

 

            
              

            
                 

         

             
                

                 
          

   

              
              

             
               

            
               

    

        

             
             

             
             

      

           
               

               
      

          

           
               

               
                

                
               

            
             

Report of Independent Auditors 

To the Board of Directors andManagement of AgSouth Farm Credit, ACA 

Opinion 

We have auditedthe accompanyingconsolidated financial statementsof AgSouth FarmCredit, 
ACA and its subsidiaries(the “Association”),which comprise the consolidatedbalance sheetsas of 
December 31, 2021,2020 and 2019,andthe relatedconsolidatedstatements of comprehensive 
income,of changesin members' equity andof cashflowsfor the years thenended, includingthe 
related notes(collectively referredto as the “consolidatedfinancial statements”). 

In our opinion, the accompanyingconsolidatedfinancialstatements present fairly, in all material 
respects, the financialpositionof the Associationas of December 31, 2021,2020 and2019, and 
the results of its operations and itscash flows for the yearsthenendedin accordance with 
accounting principles generally acceptedin the UnitedStates of America. 

Basis for Opinion 

We conducted our audit in accordance withauditingstandards generally accepted in the United 
Statesof America(US GAAS). Our responsibilitiesunder those standards are further described in 
the Auditors’Responsibilitiesfor the Audit of the ConsolidatedFinancialStatementssection of 
our report. We are requiredto be independentof the Associationandto meetour other ethical 
responsibilities, in accordance withthe relevantethical requirementsrelatingto our audit.We 
believe that the auditevidence we have obtainedis sufficient and appropriate to provide a basis 
for our audit opinion. 

Responsibilitiesof Management for the Consolidated Financial Statements 

Management is responsible for the preparationandfair presentationof the consolidatedfinancial 
statements in accordance withaccountingprinciples generally accepted in the UnitedStates of 
America, andfor the design, implementation,andmaintenance of internalcontrol re levantto the 
preparationandfair presentationof consolidatedfinancialstatements thatare free from material 
misstatement, whether due to fraudor error. 

In preparing the consolidatedfinancialstatements,management is requiredto evaluate whether 
there are conditionsor events,considered in the aggregate, thatraise substantialdoubtaboutthe 
Association’s ability to continue as a going concern for one year after the date the consolidated 
financial statements are available to be issued. 

Auditors’ Responsibilities for the Audit of the ConsolidatedFinancial Statements 

Our objectivesare to obtainreasonable assurance about whether the consolidated financial 
statements asa whole are free from materialmisstatement,whether due to fraudor error, andto 
issue anauditors’ report that includesour opinion.Reasonable assurance is a high level of 
assurance but is not absolute assurance andtherefore is nota guarantee thatan auditconducted 
in accordance with US GAAS will alwaysdetect a materialmisstatementwhenit exists.The risk of 
not detectinga materialmisstatementresultingfrom fraudis higher thanfor one resulting from 
error, as fraud may involve collusion, forgery, intentional omissions,misrepresentations,or the 
override of internal control. Misstatements are consideredmaterial if there is a substantial 

PricewaterhouseCoopers LLP, 1075 Peachtree Street NE, Suite 2600, Atlanta, GA 30309 
T: (678) 419 1000, F: (678) 419 1239, www.pwc.com/us 
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pwc 
likelihoodthat, individually or in the aggregate, they wouldinfluence the judgmentmade by a 
reasonable user based on the consolidated financial statements. 

In performingan audit in accordance withUS GAAS, we: 

● Exercise professional judgmentandmaintainprofessional skepticismthroughoutthe 
audit. 

● Identify and assess the risksof material misstatementof the consolidated financial 
statements,whether due to fraud or error, anddesignandperformaudit procedures 
responsive to those risks. Suchprocedures include examining, on a testbasis,evidence 
regarding the amounts anddisclosures in the consolidated financial statements. 

● Obtainan understanding of internalcontrol relevant to the audit in order to design audit 
procedures thatare appropriate in the circumstances,butnot for the purpose of 
expressingan opinionon the effectivenessof the Association's internal control. 
Accordingly,no suchopinion is expressed. 

● Evaluate the appropriatenessof accounting policiesusedandthe reasonablenessof 
significantaccounting estimatesmade by management,as well asevaluate the overall 
presentation of the consolidated financial statements. 

● Conclude whether, in our judgment, there are conditions or events,considered in the 
aggregate, that raise substantialdoubt aboutthe Association’s ability to continue as a 
going concern for a reasonable period of time. 

We are requiredto communicate with those chargedwithgovernance regarding,amongother 
matters, the planned scope andtiming of the audit, significantaudit findings,andcertain internal 
control-relatedmattersthat we identifiedduringthe audit. 

Other Information 

Management is responsible for the other information includedin the annual report.The other 
informationcomprises the information included in the 2021 Annual Report,but doesnot include 
the consolidatedfinancial statementsandour auditors’ report thereon.Our opinionon the 
consolidatedfinancialstatements doesnot cover the other information,andwe do not expressan 
opinion or any form of assurance thereon. 

In connectionwith our auditof the consolidatedfinancialstatements,our responsibility is to read 
the other information andconsider whether a material inconsistency exists between the other 
informationandthe consolidatedfinancialstatements or the other informationotherwise appears 
to be materially misstated.If, basedon the work performed, we conclude thatan uncorrected 
materialmisstatement of the other informationexists,we are required to describe it in our report. 

Atlanta, Georgia 
March 10, 2022 
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Consolidated Balance Sheets 
December 31, 

(dollars in thousands) 2021 2020 2019 

Assets 
Cash $ 689 $ 133 $ 5,853 

Investments in debt securities:
  Held to maturity (fair value of $4,061, $4,448, and $5,307, respectively) 3,756 3,950 5,010 

Loans 
Allowance for loan losses 

2,031,671 
(17,712) 

1,921,622 
(17,357) 

1,835,096 
(16,361)

    Net loans 2,013,959 1,904,265 1,818,735 

Loans held for sale 
Accrued interest receivable 
Equity investments in other Farm Credit institutions 
Premises and equipment, net 
Other property owned 
Accounts receivable 
Other assets 

4,236 
15,555 
20,688 
20,717 

215 
36,947 

2,711 

3,274 
16,711 
22,469 
21,309 

1,170 
32,421 

2,129 

1,182 
18,827 
24,527 
21,332 

4,019 
22,120 

2,172

          Total assets $ 2,119,473 $ 2,007,831 $ 1,923,777 

Liabilities 
Notes payable to AgFirst Farm Credit Bank 
Accrued interest payable 
Patronage refunds payable 
Accounts payable 
Other liabilities 

$ 1,617,876 
3,371 

32,431 
3,067 

15,224 

$ 1,538,795 
3,363 

12,501 
1,873 

14,798 

$ 1,481,914 
4,078 

11,532 
1,721 

13,698

          Total liabilities 1,671,969 1,571,330 1,512,943 

Commitments and contingencies (Note 11) 

Members' Equity 
Capital stock and participation certificates 
Retained earnings
   Allocated 
   Unallocated 
Accumulated other comprehensive income (loss) 

11,107 

121,081 
317,250 

(1,934) 

10,626 

139,757 
286,811 

(693) 

10,012 

131,801
269,553 

(532)

          Total members' equity 447,504 436,501 410,834

          Total liabilities and members' equity $ 2,119,473 $ 2,007,831 $ 1,923,777 

The accompanying notes are an integral part of these consolidated financial statements. 
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Consolidated Statements of 
Comprehensive Income 

For the year ended December 31, 

(dollars in thousands) 2021 2020 2019 

Interest Income 
Loans $ 106,718 $ 107,176 $ 111,420 
Investments 266 296 341

          Total interest income 106,984 107,472 111,761 

Interest Expense 
Notes payable to AgFirst Farm Credit Bank 39,349 42,586 48,990

          Total interest expense 39,349 42,586 48,990 

Net interest income 67,635 64,886 62,771 
Provision for loan losses 771 1,687 1,349 

Net interest income after provision for loan losses 66,864 63,199 61,422 

Noninterest Income 
Loan fees 6,023 5,285 3,918 
Fees for financially related services 3,377 2,649 2,345 
Patronage refunds from other Farm Credit institutions 36,706 32,131 21,894 
Gains (losses) on sales of rural home loans, net 3,335 2,533 2,385 
Gains (losses) on sales of premises and equipment, net 188 175 162 
Gains (losses) on other transactions 389 45 90 
Insurance Fund refunds — 339 366 
Other noninterest income 265 1,624 181

          Total noninterest income 50,283 44,781 31,341 

Noninterest Expense 
Salaries and employee benefits 33,212 30,111 28,524 
Occupancy and equipment 1,956 2,344 2,390 
Insurance Fund premiums 2,298 1,306 1,195 
(Gains) losses on other property owned, net (198) 148 1,128 
Other operating expenses 7,550 7,118 7,054

          Total noninterest expense 44,818 41,027 40,291 

Income before income taxes 72,329 66,953 52,472 
Provision (benefit) for income taxes 78 (1) (3)

Net income $ 72,251 $ 66,954 $ 52,475 

Other comprehensive income net of tax
  Employee benefit plans adjustments (1,241) (161) (306)

Comprehensive income $ 71,010 $ 66,793 $ 52,169 

The accompanying notes are an integral part of these consolidated financial statements. 
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Consolidated Statements of Changes in 
Members’ Equity 

Capital Accumulated 
Stock and Retained Earnings Other Total 

Participation Comprehensive Members' 
(dollars in thousands) Certificates Allocated Unallocated Income (Loss) Equity 

Balance at December 31, 2018 
Cumulative effect of change in
    accounting principle 
Comprehensive income 
Capital stock/participation certificates
    issued/(retired), net 
Patronage distribution
    Cash 
    Nonqualified allocated retained earnings 
Retained earnings retired 
Patronage distribution adjustment 

$ 9,567 

445 

$ 126,003 

26,040 
(20,506) 

264 

$ 254,648 

8 
52,475 

(11,160) 
(26,040) 

(378) 

$ (226) 

(306) 

$ 389,992 

8 
52,169 

445 

(11,160)
— 

(20,506) 
(114) 

Balance at December 31, 2019 $ 10,012 $ 131,801 $ 269,553 $ (532) $ 410,834

Comprehensive income 
Capital stock/participation certificates
    issued/(retired), net 
Patronage distribution
    Cash 
    Nonqualified allocated retained earnings 
Retained earnings retired 
Patronage distribution adjustment 

614 

28,001 
(21,235) 

1,190 

66,954 

(20,000) 
(28,001) 

(1,695) 

(161) 66,793

614 

(20,000)
— 

(21,235) 
(505) 

Balance at December 31, 2020 $ 10,626 $ 139,757 $ 286,811 $ (693) $ 436,501

Comprehensive income 
Capital stock/participation certificates
    issued/(retired), net 
Patronage distribution
    Cash 
Retained earnings retired 
Patronage distribution adjustment 

481 

(18,408) 
(268) 

72,251 

(42,062) 

250 

(1,241) 71,010 

481 

(42,062) 
(18,408) 

(18) 

Balance at December 31, 2021 $ 11,107 $ 121,081 $ 317,250 $ (1,934) $ 447,504 

The accompanying notes are an integral part of these consolidated financial statements. 
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Consolidated Statements of Cash Flows 
For the year ended December 31, 

(dollars in thousands) 2021 2020 2019 

Cash flows from operating activities:
 Net income $ 72,251 $ 66,954 $ 52,475 

Adjustments to reconcile net income to net cash 
provided by (used in) operating activities:
 Depreciation on premises and equipment 1,669 1,365 1,324
 Amortization (accretion) of net deferred loan costs (fees) 647 737 626
 Premium amortization (discount accretion) on investments in debt securities (1) (1) (1)
 Provision for loan losses 771 1,687 1,349 
(Gains) losses on other property owned (220) 86 999 
(Gains) losses on sales of premises and equipment, net (188) (175) (162) 
(Gains) losses on sales of rural home loans, net 
(Gains) losses on other transactions 

(3,335) 
(389) 

(2,533) 
(45) 

(2,385) 
(90)

 Changes in operating assets and liabilities:
 Origination of loans held for sale 
Proceeds from sales of loans held for sale, net 

(310,920)
313,293 

(260,162) 
260,603 

(197,971)
199,533 

(Increase) decrease in accrued interest receivable 
(Increase) decrease in accounts receivable 

1,156 
(4,526) 

2,116 
(10,301) 

424
3,042 

(Increase) decrease in other assets (582) 43 (60)
 Increase (decrease) in accrued interest payable 
Increase (decrease) in accounts payable 
Increase (decrease) in other liabilities 

8 
1,194 
(426) 

(715) 
152 
984 

(58)
21

(3,642)
 Total adjustments (1,849) (6,159) 2,949

 Net cash provided by (used in) operating activities 70,402 60,795 55,424 
Cash flows from investing activities:
 Proceeds from maturities of or principal payments

 received on investments in debt securities, held to maturity 195 1,061 271
 Net (increase) decrease in loans 
(Increase) decrease in equity investments in other Farm Credit institutions 
Purchases of premises and equipment 
Proceeds from sales of premises and equipment 

(110,989) 
1,781 

(1,097) 
208 

(88,405) 
2,058 

(1,530) 
363 

(43,624) 
(376)

(1,771)
171

 Proceeds from sales of other property owned 1,052 3,214 531
 Net cash provided by (used in) investing activities 

Cash flows from financing activities:
 Advances on (repayment of) notes payable to AgFirst Farm Credit Bank, net 

(108,850) 

79,081 

(83,239) 

56,881 

(44,798) 

20,365
 Capital stock and participation certificates issued/(retired), net 
Patronage refunds and dividends paid 
Retained earnings retired 

481 
(22,150) 
(18,408) 

614 
(19,536) 
(21,235) 

445
(10,103)
(20,506)

 Net cash provided by (used in) financing activities 39,004 16,724 (9,799) 
Net increase (decrease) in cash 556 (5,720) 827 
Cash, beginning of period 133 5,853 5,026 
Cash, end of period $ 689 $ 133 $ 5,853 

Supplemental schedule of non-cash activities:
 Financed sales of other property owned $ 969 $ 1,040 $ 737 
Receipt of property in settlement of loans 846 1,491 1,659

 Estimated cash dividends or patronage distributions declared or payable 42,062 20,000 11,160
 Employee benefit plans adjustments (Note 9) 1,241 161 306 

Supplemental information:
 Interest paid $ 39,341 $ 43,301 $ 49,048 
Taxes (refunded) paid, net 46 16 — 

The accompanying notes are an integral part of these consolidated financial statements. 
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Notes to the Consolidated Financial Statements 
(dollars in thousands, except as noted) 

Note 1 — Organization and Operations 

A. Organization: AgSouth Farm Credit, ACA (Association)
is a member-owned cooperative that provides credit and
credit-related services to qualified borrowers in the states of
Georgia and South Carolina in the following counties:

Georgia: Counties of Appling, Atkinson, Bacon, Brantley,
Bryan, Bulloch, Butts, Camden, Candler, Carroll, Charlton,
Chatham, Clayton, Clinch, Coffee, Coweta, DeKalb,
Douglas, Effingham, Emanuel, Evans, Fayette, Fulton,
Glynn, Greene, Gwinnett, Haralson, Harris, Heard, Henry,
Jasper, Jeff Davis, Jenkins, Lamar, Liberty, Long,
McIntosh, Meriwether, Monroe, Montgomery, Morgan,
Muscogee, Newton, Oconee, Pierce, Pike, Putnam,
Rockdale, Screven, Spalding, Talbot, Tattnall, Toombs,
Troup, Upson, Walton, Ware, Wayne, and Wheeler.

South Carolina:  Counties of Abbeville, Aiken, Allendale,
Anderson, Bamberg, Barnwell, Beaufort, Berkeley,
Calhoun, Charleston, Cherokee, Chester, Colleton,
Dorchester, Edgefield, Fairfield, Greenville, Greenwood,
Hampton, Jasper, Kershaw, Lancaster, Laurens, Lexington,
McCormick, Newberry, Oconee, Orangeburg, Pickens,
Richland, Saluda, Spartanburg, Union, and York.

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

2021 Annual Report 

251



 

 
 

 
  

 

  
   

   
 

 
    

 
   

 

 
 
  

  

 
 

  

 
 

 
 

 
 
 

 
  

 
  

  
 

 
 

  
 

 
  

 
  

 
    

 

 

 
 
 
 

   
 

  
 

  

 
  

 
 
 

  
 

 
 

 
  

  
  

 

  
  

   
 

  

 
 

     
 

 
   

 
 
 

 
  
  

 

 
  

  
  

 
 

 
 

 
 

 
  

 
 

 
 

   
 

   
 

  

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 
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 farm or 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 may 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.  At the most recent year-end, the Association held
$300 in cash in excess of insured amounts.

B. Loans and Allowance for Loan Losses:  The Association
is authorized to make long-term real estate loans with
maturities of five to forty 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 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 

2021 Annual Report 

252



 

 
 

 
 

 
 

 
  

 
 

   
  
 
  
  

 
 

  
   

  

    
 

    

 

 

    

  
 

 
 

 
  

  

 
  

 
 

   
   

  

 

 
 

  
 

 
  

 
 

 
 

 
  

 
 

   
 
 

  
 

  
  

  

   

   
 

 

 

 
    

  
 

 

 
  

 
  

 
  

 
  

 
 

 
 

 
 

 
 

 
 

   
 

  
  

 
  

 

  
  

  
 
 

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 ratings 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 significantly as a loan moves 
from a 9 to 10 (other assets especially mentioned) and 
grows more significantly as a loan moves to a substandard 

viable level of 11.  A substandard non-viable rating of 12 
indicates that the probability of default is almost certain. 
Loans risk rated 13 or 14 are generally written off. 

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 on Other Property
Owned, Net in the Consolidated Statements of
Comprehensive 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.

Investments in Debt Securities
The Association holds certain investment securities, as
permitted under the FCA regulations. These investments are
classified based on management’s intention on the date of
purchase and are generally recorded in the Balance Sheets as
securities on the trade date.
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Securities for which the Association has the intent and 
ability to hold to maturity are classified as held-to-maturity 
(HTM) and carried at amortized cost. Investment securities 
classified as available-for-sale (AFS) are carried at fair 
value with net unrealized gains and losses included as a 
component of Other Comprehensive Income (OCI). 
Premiums and discounts are amortized or accreted ratably 
over the term of the respective security using the interest 
method. The amortization of premiums on certain 
purchased callable debt securities that have explicit, 
noncontingent call features and that are callable at fixed 
prices on preset dates are amortized to the earliest call date. 

Other Equity Investments 
Any equity securities with a readily determinable fair value 
are carried at fair value with unrealized gains and losses 
included in earnings. Equity securities without a readily 
determinable fair value are carried at cost less any 
impairment. 

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 other noninterest income on 
the Consolidated Statements of Comprehensive Income and 
the balance of these investments is included in Other Assets 
on the accompanying Consolidated Balance Sheets. 

Impairment 
The Association reviews all investments that are in a loss 
position in order to determine whether the unrealized loss, 
which is considered an impairment, is temporary or other-
than-temporary.  As mentioned above, changes in the fair 
value of AFS investments are reflected in OCI, unless the 
investment is deemed to be other-than-temporarily impaired 
(OTTI). Impairment is considered to be other-than-
temporary if the present value of cash flows expected to be 
collected from the debt security is less than the amortized 
cost basis of the security (any such shortfall is referred to as 
a credit loss). If the Association intends to sell an impaired 
debt security or is more likely than not to be required to sell 
the security before recovery of its amortized cost basis less 
any current-period credit loss, the impairment is other-than-
temporary and recognized currently in earnings in an amount 
equal to the entire difference between fair value and 
amortized cost. If a credit loss exists, but the Association 
does not intend to sell the impaired debt security and is not 
more likely than not to be required to sell before recovery, 
the impairment is other-than-temporary and is separated into 
(i) the estimated amount relating to credit loss, and (ii) the
amount relating to all other factors. Only the estimated credit
loss amount is charged to current earnings, with the
remainder of the loss amount recognized in OCI.

In subsequent periods, if the present value of cash flows 
expected to be collected is less than the amortized cost 
basis, the Association will record additional OTTI and 
adjust the yield of the security prospectively. The amount 
of total OTTI for an AFS security that previously was 
impaired is determined as the difference between its 
carrying amount prior to the determination of OTTI and its 
fair value. 

Investment Income 
Interest on investment securities, including amortization of 
premiums and accretion of discounts, is included in Interest 
Income.  Realized gains and losses from the sales of 
investment securities are recognized in current earnings 
using the specific identification method. 

Dividends from Investments in Other Farm Credit 
Institutions are generally recorded as patronage income and 
included in Noninterest Income. 

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 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.

The Association also offers a FCBA supplemental 401(k)
plan for certain key employees. This plan is nonqualified.
Company contributions are expensed as funded.

Additional information may be found in Note 9.

Multiemployer 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
multiemployer 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 employees, their
beneficiaries and covered dependents during the years the
employees render service necessary to become eligible for
benefits.
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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 Plan 
The Association also sponsors a single employer defined 
benefit supplemental retirement plan for certain key 
employees.  This plan is 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
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.
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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
The Association maintains contracts with customers to
provide support services in various areas such as
accounting, lending transactions, consulting, insurance, and
information technology. 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.
The Association also does not generally incur costs to
obtain contracts.  Revenue is recognized to reflect the
transfer of goods and services to customers in an amount
equal to the consideration the Association receives or
expects to receive.

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 or
Noninterest Expense. 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. Leases:  A contract that conveys the right to control the use
of an identified asset for a period of time in exchange for
consideration is generally considered a lease.

Lessee
Contracts entered into are evaluated at inception to
determine if they contain a lease. Assets and liabilities are
recognized on the Consolidated Balance Sheets to reflect
the rights and obligations created by any contracts that do.
These contracts are then classified as either operating or
finance leases.

In the course of normal operations, the Association may
enter into leases for various business purposes. Generally,
leases are for terms of three to five years and may include
options to extend or terminate the arrangement. Any options
are assessed individually to determine if it is reasonably
certain they will be exercised.

Right-of-use (ROU) assets represent the right to use an
underlying asset for the lease term, and lease liabilities
represent the obligation to make the payments arising from
the lease. ROU assets and lease liabilities are initially
recognized based on the present value of lease payments
over the lease term. Lease expense for operating leases is
recognized on a straight-line basis over the lease term.
Lease expense for finance leases is recognized on a
declining basis over the lease term.

ROU assets are included on the Consolidated Balance
Sheets in Premises and Equipment for finance leases and
Other Assets for operating leases. Lease liabilities are
included in Other Liabilities on the Consolidated Balance
Sheets.  Leases with an initial term of 12 months or less are
not recorded on the Consolidated Balance Sheets and lease
expense is recognized over the lease term.

Lessor
The Association may act as lessor in certain contractual
arrangements which relate to office space in an owned
property and are considered operating leases. Generally,
leases are for terms of three to five years and may include
options to extend or terminate the arrangement.

Lease income is recognized on a straight-line basis over the
lease term. Lease and nonlease components are accounted
for separately in the Consolidated Statements of
Comprehensive Income. Any initial direct costs are deferred
and recognized as an expense over the lease term on the
same basis as lease income. Any taxes assessed by a
governmental authority are excluded from consideration as
variable payments.

Lease receivables and income are included in Accounts
Receivable on the Consolidated Balance Sheets and Lease
Income in the Consolidated Statements of Comprehensive
Income.

O. Accounting Standards Updates (ASUs): In October 2020,
the FASB issued ASU 2020-10 Codification Improvements.
The amendments represent changes to clarify the
Codification, correct unintended application of guidance, or
make minor improvements to the Codification that are not
expected to have a significant effect on current accounting
practice or create a significant administrative cost to most
entities. The Update moves or references several disclosure
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requirements from Section 45 - Other Presentation Matters 
to Section 50 - Disclosures. It also includes minor changes 
to other guidance such as Cash Balance Plans, Unusual or 
Infrequent Items, Transfers and Servicing, Guarantees, 
Income Taxes, Foreign Currency, Imputation of Interest, 
Not For Profits and Real Estate Projects. Adoption of this 
guidance had no effect on the statements of financial 
condition and results of operations. 

In January 2020, the FASB issued ASU 2020-01 
Investments—Equity Securities (Topic 321), Investments— 
Equity Method and Joint Ventures (Topic 323), and 
Derivatives and Hedging (Topic 815): Clarifying the 
Interactions between Topic 321, Topic 323, and Topic 815. 
The amendments clarify certain interactions between the 
guidance on accounting for certain equity securities under 
Topic 321, the guidance on accounting for investments 
under the equity method in Topic 323, and the guidance in 
Topic 815. The Update could change how an entity 
accounts for an equity security under the measurement 
alternative or a forward contract or purchased option to 
purchase securities that, upon settlement of the forward 
contract or exercise of the purchased option, would be 
accounted for under the equity method of accounting or the 
fair value option in accordance with Topic 825, Financial 
Instruments. The amendments are intended to improve 
current GAAP by reducing diversity in practice and 
increasing comparability of the accounting for these 
interactions. For public business entities, the amendments 
were effective for fiscal years beginning after December 15, 
2020, and interim periods within those fiscal years. 
Adoption of this guidance had no effect on the statements 
of financial condition and results of operations. 

In December 2019, the FASB issued ASU 2019-12 Income 
Taxes (Topic 740): Simplifying the Accounting for Income 
Taxes. The amendments simplify the accounting for income 
taxes by removing the following exceptions: 

 Exception to the incremental approach for intraperiod
tax allocation when there is a loss from continuing
operations and income or a gain from other items (for
example, discontinued operations or other
comprehensive income),

 Exception to the requirement to recognize a deferred
tax liability for equity method investments when a
foreign subsidiary becomes an equity method
investment,

 Exception to the ability not to recognize a deferred
tax liability for a foreign subsidiary when a foreign
equity method investment becomes a subsidiary, and

 Exception to the general methodology for calculating
income taxes in an interim period when a year-to-
date loss exceeds the anticipated loss for the year.

The amendments also simplify the accounting for income 
taxes by doing the following: 

 Requiring that an entity recognize a franchise tax (or
similar tax) that is partially based on income as an
income-based tax and account for any incremental
amount incurred as a non-income-based tax,

 Requiring that an entity evaluate when a step up in
the tax basis of goodwill should be considered part of
the business combination in which the book goodwill

was originally recognized and when it should be 
considered a separate transaction, 

 Specifying that an entity is not required to allocate
the consolidated amount of current and deferred tax
expense to a legal entity that is not subject to tax in
its separate financial statements; however, an entity
may elect to do so (on an entity-by-entity basis) for a
legal entity that is both not subject to tax and
disregarded by the taxing authority,

 Requiring that an entity reflect the effect of an
enacted change in tax laws or rates in the annual
effective tax rate computation in the interim period
that includes the enactment date, and

 Making minor codification improvements for income
taxes related to employee stock ownership plans and
investments in qualified affordable housing projects
accounted for using the equity method.

For public business entities, the amendments in this Update 
were effective for fiscal years, and interim periods within 
those fiscal years, beginning after December 15, 2020. 
Adoption of this guidance did not have a material impact on 
the statements of financial condition and results of 
operations. 

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 and amendments 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 through 
the life of the financial instrument. Financial institutions 
and other organizations will use forward-looking 
information to 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, 2022, and interim periods within those fiscal 
years. Evaluation of any possible effects the guidance may 
have on the statements of financial condition and results of 
operations is in progress. 

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 
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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. 



 

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

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 
separate scale addressing estimated percentage loss in the event 

 

process or market the products produced by a farmer,
rancher, 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

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  

farmers or ranchers that are directly related to their
agricultural production.
Rural residential real estate loans — loans made to

risk is related to the structure of a credit (tenor, terms, and 
collateral). 

individuals, who are not farmers, to purchase a single-
family dwelling that will be the primary residence in open

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

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

 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.

 

 

 

 

 

 

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 US
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.
Other (including Mission Related) — additional
investments in rural America  approved by the FCA on a
program or a case-by-case basis. Examples of such
investments include partnerships with agricultural and rural
community lenders, investments in rural economic
development and infrastructure, and investments in
obligations and mortgage securities that increase the
availability of affordable housing in rural America.

A summary of loans outstanding at period end follows:  

December 31, 
2021  2020 2019 

Real estate mortgage $ 1,563,155 $ 1,457,592 $ 1,364,772 
Production and intermediate-term 324,964 326,901 350,390 
Processing and marketing 23,743 24,636 21,951 
Farm-related business 19,427 24,650 25,608 
Rural residential real estate 100,215 87,663 71,960 
Other (including Mission Related) 167 180 415 

Total loans $ 2,031,671 $ 1,921,622 $ 1,835,096 

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 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, 2021 
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 $ 9,751 $ 145,471 $ 336 $ 8,053 $ – $ – $ 10,087 $ 153,524 
Production and intermediate-term  3,009  32,090 1,231 – 2,523 – 6,763 32,090 
Processing and marketing – 124,085 181 24,206 – – 181 148,291
Farm-related business  915 10,018 – – – – 915 10,018

Total $ 13,675 $ 311,664 $ 1,748 $ 32,259 $ 2,523 $ – $ 17,946 $ 343,923 

December 31, 2020 
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 
Production and intermediate-term 
Processing and marketing 
Farm-related business 

$ 9,908 
1,402 

–
1,143 

$ 143,574 
157,857 
104,354 
10,709 

$ 365 
1,417

251 
– 

$ 8,590 
– 

26,056 
– 

$ – 
2,907

– 
– 

$ – 
– 
– 
– 

$ 10,273 
5,726 

251 
1,143 

$ 152,164 
157,857 
130,410 
10,709 

Total $ 12,453 $ 416,494 $ 2,033 $ 34,646 $ 2,907 $ – $ 17,393 $ 451,140 

December 31, 2019 
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 
Production and intermediate-term
Processing and marketing 
Farm-related business 

$ 5,954 
 1,056 

– 
3,860 

$ 152,114 
88,188 

106,685 
12,674 

$ 386 
1,531 

309
– 

$ 9,127 
– 

27,960 
– 

$ – 
3,730 

– 
– 

$ – 
– 
– 
– 

$ 6,340 
6,317 

309 
3,860 

$ 161,241 
88,188 

134,645 
12,674 

Total $ 10,870 $ 359,661 $ 2,226 $ 37,087 $ 3,730 $ – $ 16,826 $ 396,748 

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. 

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,
2021 2020 2019 2021 2020 2019

Real estate mortgage: Farm-related business: 
Acceptable 98.59% 97.59% 97.51% Acceptable 87.52% 86.91% 88.27%
OAEM 0.50 1.43 1.71 OAEM 2.84 6.96 8.42
Substandard/doubtful/loss 0.91 0.98 0.78 Substandard/doubtful/loss 9.64 6.13 3.31

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

Production and intermediate-term: Rural residential real estate: 
Acceptable 96.61% 96.16% 95.35% Acceptable 99.03% 98.45% 98.34%
OAEM 1.95 2.28 2.97 OAEM 0.42 0.92 0.82
Substandard/doubtful/loss 1.44 1.56 1.68 Substandard/doubtful/loss 0.55 0.63 0.84

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

Processing and marketing: Other (including Mission Related): 
Acceptable 95.02% 94.04% 92.45% Acceptable 100.00% 100.00% 100.00% 
OAEM – – – OAEM – – –
Substandard/doubtful/loss 4.98 5.96 7.55 Substandard/doubtful/loss – – –

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

Total loans: 
Acceptable 98.15% 97.20% 96.94%
OAEM 0.75 1.61 1.99
Substandard/doubtful/loss 1.10 1.19 1.07

100.00% 100.00% 100.00%
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The following tables provide an aging analysis of past due loans and related accrued interest as of: 

December 31, 2021 
Not Past Due or 

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

Real estate mortgage 
Production and intermediate-term 

$ 6,001 
1,987

$ 3,612 
2,057

$ 9,613 
4,044

$  1,564,204 
325,190 

$ 1,573,817 
329,234 

Processing and marketing 181 – 181 23,722 23,903 
Farm-related business 160 498 658 18,930 19,588 
Rural residential real estate 675 56 731 99,763 100,494 
Other (including Mission Related) – – –  169  169 

Total $ 9,004 $ 6,223 $ 15,227 $ 2,031,978 $ 2,047,205 

December 31, 2020 
Not Past Due or 

30 Through 89 
Days Past Due 

90 Days or More 
Past Due 

Total Past 
Due 

Less Than 30 
Days Past Due Total Loans 

Real estate mortgage 
Production and intermediate-term 

$ 9,385 
1,214

$ 3,069 
2,757

$ 12,454 
3,971

$ 1,456,362 
327,676

$ 1,468,816 
331,647 

Processing and marketing 
Farm-related business 

421
507

– 
822

421
1,329

24,467
23,513

24,888 
24,842 

Rural residential real estate 774 69 843 87,092 87,935 
Other (including Mission Related) – – – 181 181 

Total $ 12,301 $ 6,717 $ 19,018 $ 1,919,291 $ 1,938,309 

December 31, 2019 
Not Past Due or 

30 Through 89 
Days Past Due 

90 Days or More 
Past Due 

Total Past 
Due 

Less Than 30 
Days Past Due Total Loans 

Real estate mortgage 
Production and intermediate-term 

$ 7,572 
3,639

$ 3,313 
3,376

$ 10,885 
7,015

$ 1,365,719 
349,739

$ 1,376,604 
356,754 

Processing and marketing 
Farm-related business 

310
1,458

– 
403

310
1,861

21,769
23,969

22,079 
25,830 

Rural residential real estate 221 122 343 71,868 72,211 
Other (including Mission Related) – – – 416 416 

Total $ 13,200 $ 7,214 $ 20,414 $ 1,833,480 $ 1,853,894 

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

December 31,
2021 2020 2019

Nonaccrual loans: 
Real estate mortgage 
Production and intermediate-term 

$ 6,919 
3,475 

$ 8,659 
5,119 

$ 9,030 
7,415 

Processing and marketing 
Farm-related business 

880 
691 

– 
1,292 

– 
403 

Rural residential real estate 168 210 174 
Total $ 12,133 $ 15,280 $ 17,022

Accruing restructured loans: 
Real estate mortgage 
Production and intermediate-term 

$ 5,733 
918 

$ 4,142 
853 

$ 4,434 
444 

Rural residential real estate 29 141 280 
Total $ 6,680 $ 5,136 $ 5,158

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

Total nonperforming loans 
Other property owned 

$ 18,813 
215 

$ 20,416 
1,170 

$ 22,180 
4,019 

Total nonperforming assets $ 19,028 $ 21,586 $ 26,199 

Nonaccrual loans as a percentage of total loans 
Nonperforming assets as a percentage of total 

loans and other property owned 

0.60% 

0.94% 

0.80% 

1.12% 

0.93% 

1.42% 
Nonperforming assets as a percentage of capital 4.25% 4.95% 6.38% 
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The following table presents information relating to impaired loans (including accrued interest) as defined in Note 2: 

December 31, 

2021 2020 2019

Impaired nonaccrual loans: 
Current as to principal and interest $ 3,724 $ 6,510 $ 5,647 

 Past due 8,409 8,770 11,375 
Total $ 12,133 $ 15,280 $ 17,022 

Impaired accrual loans:
 Restructured $ 6,680 $ 5,136 $ 5,158 

90 days or more past due – – – 
Total $ 6,680 $ 5,136 $ 5,158 

Total impaired loans $ 18,813 $ 20,416 $ 22,180 

Additional commitments to lend $ – $ – $ – 

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

December 31, 2021 Year Ended December 31, 2021 
Unpaid Interest Income 

Recorded Principal Related Average Recognized on 
Impaired Loans Investment Balance Allowance Impaired Loans Impaired Loans 

With a related allowance for credit losses: 
Real estate mortgage $ – $ – $ – $ – $ – 
Production and intermediate-term 297  317  94 340 24 
Processing and marketing – – – – – 
Farm-related business 157  167  25 180 12 
Rural residential real estate – – – – – 

Total $ 454 $ 484 $ 119  $ 520 $ 36 

With no related allowance for credit losses: 
Real estate mortgage 
Production and intermediate-term 

$ 12,652 
4,096  

$ 15,001 
6,189  

$ –
– 

$ 14,475 
4,686 

$ 1,008 
326 

Processing and marketing 
Farm-related business 

880 
534  

905 
1,073  

– 
– 

1,008 
611 

70 
43 

Rural residential real estate 197 269 – 224 15 
Total $ 18,359 $ 23,437 $ – $ 21,004 $ 1,462 

Total: 
Real estate mortgage $ 12,652 $ 15,001 $ – $ 14,475 $ 1,008
Production and intermediate-term 4,393  6,506  94 5,026 350
Processing and marketing 880 905 – 1,008 70
Farm-related business 691  1,240  25 791 55
Rural residential real estate 197 269 – 224 15

Total $ 18,813 $ 23,921 $ 119 $ 21,524 $ 1,498

December 31, 2020 Year Ended December 31, 2020 

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

$ 169 
556

$ 172 
555

$ 10 
79 

$ 177 
583

$ 12 
39 

Farm-related business 436 443 97 457 30
Rural residential real estate – – – – – 

Total $ 1,161 $ 1,170 $ 186 $ 1,217 $ 81

With no related allowance for credit losses: 
Real estate mortgage 
Production and intermediate-term

$ 12,632 
5,416

$ 15,164 
7,122

$ – 
– 

$ 13,250 
5,682

$ 885 
380

Farm-related business 856 1,101 – 898 60 
Rural residential real estate 351 414 – 368 25 

Total $ 19,255 $ 23,801 $ – $ 20,198 $ 1,350 

Total: 
Real estate mortgage 
Production and intermediate-term

$ 12,801 
5,972

$ 15,336 
7,677

$ 10 
79 

$ 13,427 
6,265

$ 897 
419

Farm-related business 1,292 1,544 97 1,355 90
Rural residential real estate 351 414 – 368 25 

Total $ 20,416 $ 24,971 $ 186 $ 21,415 $ 1,431 
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December 31, 2019 Year Ended December 31, 2019 

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
Farm-related business 
Rural residential real estate 

Total $ 

384 
3,265

–
– 

3,649 

$ 

$ 

368 
3,193

–
– 

3,561 

$ 

$ 

– 
928

–
– 

928  

$ 

$ 

341 
2,902

–
– 

3,243 

$ 

$ 

30 
253

–
– 

283 

With no related allowance for credit losses: 
Real estate mortgage $ 
Production and intermediate-term
Farm-related business 
Rural residential real estate 

Total $ 

13,080 
4,594

403
454 

18,531 

$ 

$ 

15,368 
5,884

524
495 

22,271 

$ 

$ 

– 
– 
–
– 
– 

$ 

$ 

11,625 
4,083

358
404 

16,470 

$ 

$ 

1,016 
358
31 
35 

1,440 

Total: 
Real estate mortgage 
Production and intermediate-term
Farm-related business 
Rural residential real estate 

Total 

$ 

$ 

13,464 
7,859

403
454 

22,180 

$ 

$ 

15,736 
9,077

524
495 

25,832 

$ 

$ 

– 
928

–
– 

928  

$ 

$ 

11,966 
6,985

358
404 

19,713 

$ 

$ 

1,046 
611
31 
35 

1,723 

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* 

Rural 
Residential 
Real Estate Other Total 

Activity related to the allowance for credit losses: 
Balance at December 31, 2020 $ 13,021 
Charge-offs (41) 
Recoveries 89 

$ 3,017 
(410) 
168 

$ 538 
(234) 

1 

$ 779 
(6) 
17 

$ 2 
– 
– 

$ 17,357 
(691) 
275 

Provision for loan losses 
Balance at December 31, 2021 

456 
$ 13,525 

148 
$ 2,923 

94 
$ 399 

74 
$ 864 $ 

(1) 
1 $ 

771 
17,712 

Balance at December 31, 2019 
Charge-offs 
Recoveries 

$ 11,485 
(12) 
335 

$ 3,868 
(909) 
157 

$ 400 
(262)  

1 

$ 604 
(5)  
4 

$ 4 
– 
– 

$ 16,361 
(1,188) 

497 
Provision for loan losses 
Balance at December 31, 2020 

1,213 
$ 13,021 

(99) 
$ 3,017 

399 
$ 538 

176 
$ 779 $ 

(2) 
2 $ 

1,687 
17,357 

Balance at December 31, 2018 
Charge-offs 
Recoveries 

$ 11,485 
(277) 
191 

$ 3,032 
(784) 
265 

$ 385 
(15)  

3 

$ 538 
(21)  
206  

$ 4 
– 
– 

$ 15,444 
(1,097) 

665 
Provision for loan losses 
Balance at December 31, 2019 

86 
$ 11,485 

1,355 
$ 3,868 

27 
$ 400 

(119) 
$ 604 $ 

– 
4 $ 

1,349 
16,361 

Allowance on loans evaluated for impairment: 
Individually $ – 
Collectively 13,525  
Balance at December 31, 2021 $ 13,525 

$ 94
2,829  

$ 2,923 

$ 25
374  

$ 399 

$ – 
864  

$ 864 

$ 

$ 

– 
1 
1 

$ 

$ 

119 
17,593 
17,712 

Individually 
Collectively 
Balance at December 31, 2020 

$ 10
13,011  

$ 13,021 

$ 79
2,938  

$ 3,017 

$ 97
441  

$ 538 

$ – 
779  

$ 779 

$ 

$ 

– 
2 
2 

$ 

$ 

186 
17,171 
17,357 

Individually 
Collectively 
Balance at December 31, 2019 

$ – 
11,485  

$ 11,485 

$ 928 
2,940  

$ 3,868 

$ – 
400  

$ 400 

$ – 
604  

$ 604 

$ 

$ 

– 
4 
4 

$ 

$ 

928 
15,433 
16,361 

Recorded investment in loans evaluated for impairment: 
Individually $ 12,652 
Collectively 1,561,165 
Balance at December 31, 2021 $ 1,573,817

$ 4,393 
324,841  

$ 329,234 

$ 1,571 
41,920  

$ 43,491 

$ 197 
100,297  

$ 100,494 

$ – 
169 

$ 169 

$ 

$ 

18,813 
2,028,392 
2,047,205 

Individually 
Collectively 
Balance at December 31, 2020 

$ 12,873 
1,455,943 

$ 1,468,816

$ 5,972 
325,675  

$ 331,647 

$ 1,292 
48,438  

$ 49,730 

$ 351 
87,584  

$ 87,935 

$ – 
181 

$ 181 

$ 

$ 

20,488 
1,917,821 
1,938,309 

Individually 
Collectively 
Balance at December 31, 2019 

$ 13,596 
1,363,008 

$ 1,376,604

$ 7,859 
348,895  

$ 356,754 

$ 403 
47,506  

$ 47,909 

$ 454 
71,757  

$ 72,211 

$ – 
416 

$ 416 

$ 

$ 

22,312 
1,831,582 
1,853,894 

* Includes the loan types:  Loans to cooperatives, Processing and Marketing, and Farm-related business. 
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To mitigate risk of loan losses, the Association may enter into guarantee arrangements with certain Government-Sponsored Enterprises 
(GSEs), including the Federal Agricultural Mortgage Corporation (Farmer Mac), and state or federal agencies. These guarantees generally 
remain in place until the loans are paid in full or expire and give the Association the right to be reimbursed for losses incurred or to sell 
designated loans to the guarantor in the event of default (typically four months past due), subject to certain conditions.  The guaranteed 
balance of designated loans under these agreements was $156,176, $161,334, and $163,041 at December 31, 2021, 2020, and 2019, 
respectively.  Fees paid for such guarantee commitments totaled $119, $139, and $157 for 2021, 2020, and 2019, respectively.  These 
amounts are classified as noninterest expense. 

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, 2021 
Interest Principal Other 

Outstanding Recorded Investment Concessions Concessions Concessions Total Charge-offs 

Pre-modification: 
Real estate mortgage $ 485 $ 4,048 $ – $ 4,533 
Production and intermediate-term 36 713 – 749

Total 

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

Total 

$

$ 

$ 

521 

493 
37 

530 

$ 

$ 

$ 

4,761 

4,049 
719 

4,768 

$

$ 

$ 

– 

– 
– 
– 

$ 5,282

$ 4,542 
756 

$ 5,298 

$ 

$ 

(25) 
– 

(25) 

Year Ended December 31, 2020 
Interest Principal Other 

Outstanding Recorded Investment Concessions Concessions Concessions Total Charge-offs 

Pre-modification: 
Real estate mortgage $ 690 $ 3,782 $ – $ 4,472 
Production and intermediate-term – 1,879 – 1,879

Total 

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

Total 

$

$ 

$ 

690 

697 
– 

697 

$ 

$ 

$ 

5,661 

3,817 
1,926 
5,743 

$

$ 

$ 

– 

– 
– 
– 

$ 6,351

$ 4,514 
1,926 

$ 6,440 

$ 

$ 

(409) 
(103) 
(512) 

Year Ended December 31, 2019 
Interest Principal Other 

Outstanding Recorded Investment Concessions Concessions Concessions Total Charge-offs 

Pre-modification: 
Real estate mortgage $ 333 $ 1,833 $ – $ 2,166 
Production and intermediate-term 171  386  – 557
Rural residential real estate 106  – – 106

Total $ 610 $ 2,219 $ – $ 2,829 

Post-modification: 
Real estate mortgage $ 327 $ 1,868 $ – $ 2,195 $ – 
Production and intermediate-term 164  422  – 586 (39) 
Rural residential real estate 107  – – 107 – 

Total $ 598 $ 2,290 $ – $ 2,888 $ (39) 

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. 

The following table presents outstanding recorded investment for TDRs that occurred during the previous twelve months and for which 
there was a subsequent payment default during the period.  Payment default is defined as a payment that was thirty days or more past 
due. 

Year Ended December 31, 
Defaulted troubled debt restructurings 2021 2020 2019 
Real estate mortgage 
Production and intermediate-term 

$ 2,066 
34 

$ 1,096 
68 

$ 615 
72 

Total $ 2,100 $ 1,164 $ 687
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The following table provides information at each 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, 

2021 2020  2019 2021 2020 2019 

Real estate mortgage $ 9,707 $ 7,939 $ 8,113 $ 3,974 $ 3,797 $ 3,679 
Production and intermediate-term 1,602 1,753 1,489 684 900 1,045 
Farm-related business 3 3 3 3 3 3 
Rural residential real estate 29 141 280 – – – 

Total loans $ 11,341 $ 9,836 $ 9,885 $ 4,661 $ 4,700 $ 4,727 

Additional commitments to lend $ – $ – $ –

Note 4 — Investments 

Investments in Debt Securities 
The Association’s investments consist primarily of Rural 
America Bonds (RABs), which are private placement securities 
purchased under the Mission Related Investment (MRI) 
program approved by the FCA.  In its Conditions of Approval 
for the program, the FCA generally considers a RAB ineligible 
if its investment rating, based on the internal 14-point risk 
rating scale used to also grade loans, falls below 9 and requires 
System institutions to provide notification to FCA when a 
security becomes ineligible.  Any other bonds purchased under 
the MRI program, approved on a case-by-case basis by FCA, 
may have different eligibility requirements.  At December 31, 
2021, the Association held no RABs whose credit quality had 
deteriorated beyond the program limits. 

A summary of the amortized cost and fair value of investment 
securities held-to-maturity follows: 

December 31, 2021 
Gross Gross 

Amortized Unrealized Unrealized Fair 
Cost Gains Losses Value Yield 

RABs $ 3,756 $ 305 $ – $ 4,061 6.66 % 

December 31, 2020 
Gross Gross 

Amortized Unrealized Unrealized Fair 
Cost Gains Losses Value Yield 

RABs $ 3,950 $ 498 $ – $ 4,448 6.67 % 

December 31, 2019 
Gross Gross 

Amortized Unrealized Unrealized Fair 
Cost Gains Losses Value Yield 

RABs $ 5,010 $ 297 $ – $ 5,307 6.41 % 

A summary of the contractual maturity, amortized cost and 
estimated fair value of investment securities held-to-maturity 
follows: 

December 31, 2021 
Weighted 

Amortized Fair Average 
Cost Value Yield 

In one year or less $ – $ – – % 
After one year through five years – – – 
After five years through ten years – – – 
After ten years 3,756 4,061 6.66 

Total $ 3,756 $ 4,061 6.66% 

All of these investments have contractual maturities in excess 
of ten years.  However, expected maturities for these types of 
securities can differ from contractual maturities because 
borrowers may have the right to prepay obligations with or 
without prepayment penalties. 

An investment is considered impaired if its fair value is less 
than its cost.  A continuous unrealized loss position for an 
investment is based on the date the impairment was first 
identified. There were no securities in a continuous unrealized 
loss position for the periods presented. 

The recording of an impairment loss is predicated on: (1) 
whether or not management intends to sell the security, (2) 
whether it is more likely than not that management would be 
required to sell the security before recovering its costs, and (3) 
whether management expects to recover the security’s entire 
amortized cost basis (even if there is no intention to sell). If the 
Association intends to sell the security or it is more likely than 
not that it would be required to sell the security, the impairment 
loss equals the full difference between amortized cost and fair 
value of the security. When the Association does not intend to 
sell securities in an unrealized loss position and it is not more 
likely than not that it would be required to sell the securities, 
other-than-temporary impairment loss is separated into credit 
loss and non-credit loss. Credit loss is defined as the shortfall 
of the present value of the cash flows expected to be collected 
in relation to the amortized cost basis. 

The Association performs periodic credit reviews, including 
other-than-temporary impairment analyses, on its investment 
securities portfolio. The objective is to quantify future possible 
loss of principal or interest due on securities in the portfolio. 

The Association has not recognized any credit losses as any 
impairments were deemed temporary and resulted from non-
credit related factors.  The Association has the ability and intent 
to hold temporarily impaired investments until a recovery of 
unrealized losses occurs, which may be at maturity, and at this 
time expects to collect the full principal amount and interest 
due on these securities, especially after considering credit 
enhancements. 

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. 
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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 $16,952 for 2021, $18,535 for 
2020 and $20,352 for 2019. The Association owned 6.60 
percent of the issued stock of the Bank as of December 31, 
2021 net of any reciprocal investment. As of that date, the 
Bank’s assets totaled $39.3 billion and shareholders’ equity 
totaled $2.3 billion.  The Bank’s earnings were $486 million 
for 2021. In addition, the Association had investments of 
$3,736 related to other Farm Credit institutions at 
December 31, 2021. 

Note 5 — Premises and Equipment 

Premises and equipment consists of the following: 

December 31, 
2021  2020 2019 

Land $ 6,037 $ 6,037 $ 6,021 
Buildings and improvements 21,384 21,287 21,034 
Furniture and equipment 7,994 7,568 7,026 

35,415  34,892  34,081 
Less: accumulated depreciation 14,698  13,583  12,749 
Total $ 20,717 $ 21,309 $ 21,332 

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, 
2021, 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 and which will be included in 
interest expense.  The interest rate is periodically adjusted by 
the Bank based upon agreement between the Bank and the 
Association. 

The weighted average interest rates on the variable rate 
advances were 1.63 percent for LIBOR-based loans and 1.55 
percent for Prime-based loans, and the weighted average 
remaining maturities were 5.2 years and 0.6 years, respectively, 
at December 31, 2021.  The weighted-average interest rate on 
the fixed rate and adjustable rate mortgage (ARM) loans which 
are match funded by the Bank was 2.59 percent, and the 
weighted average remaining maturity was 12.2 years at 
December 31, 2021.  The weighted-average interest rate on all 
interest-bearing notes payable was 2.49 percent and the 
weighted-average remaining maturity was 11.1 years at 
December 31, 2021.  Approximately 90.50 percent of the 
Association’s loan portfolio is match funded at the Bank as a 
fixed rate note.  The remainder of the loan portfolio is funded 
through a variable rate note or free cash.  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. Protected Borrower Equity: Protection of certain
borrower equity is provided under the Farm Credit Act
which requires the Association, when retiring protected
borrower equity, to retire such equity at par or stated value
regardless of its book value.  Protected borrower equity
includes capital stock, participation certificates and
allocated equities which were outstanding as of January 6,
1988, or were issued or allocated prior to October 6, 1988.
If an Association is unable to retire protected borrower
equity at par value or stated value, amounts required to
retire this equity would be obtained from the Insurance
Fund.

B. 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 C 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 the lesser of $1 thousand or 2
percent of the amount of the loan. 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.
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C. Regulatory Capitalization Requirements and certain regulatory required deductions including the 
Restrictions:  An FCA regulation empowers it to direct a amount of investments in other System institutions, 
transfer of funds or equities by one or more System divided by average risk-adjusted assets. 
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.



 

The tier 1 capital ratio 
cumulative perpetual prefe
risk-adjusted assets. 
The total capital ratio is ti

is CET1
rred stock,

er 1 capital

 capital plus non-
 divided by average 

 plus other required 

There are currently no prohibitions in place that would
prevent the Association from retiring stock, distributing
earnings, or paying dividends per the statutory and

borrower stock held for a 
subordinated debt and limi
than 5 years to maturity
limitations, and allowance 

minimum
ted-life pre

 at issuanc
for loan lo

 of 5 years, 
ferred stock greater 

e subject to certain 
sses and reserve for 

regulatory restrictions, and the Association has no reason to unfunded commitments under certain limitations less 
believe any such restrictions may apply in the future. certain investments in other System institutions under the 

The capital 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.  Regulatory ratios include
common equity tier 1 (CET1) capital, tier 1 capital, and total
capital risk-based ratios. The regulations also include a tier 1
leverage ratio which includes an unallocated retained

 

corresponding deduction 
risk-adjusted assets. 
The permanent capital rati
any allocated excess stock,
paid-in capital, subordina
subject to certain limitatio
other System institutions, 
assets. 

approach, 

o is all at-r
unallocate

ted debt a
ns, less ce
divided by

divided by average 

isk borrower stock, 
d retained earnings, 
nd preferred stock 
rtain investments in 
 PCR risk-adjusted 

earnings (URE) and URE equivalents (UREE) component.
The permanent capital ratio (PCR) remains in effect.

 The tier 1 leverage ratio
average total assets less 

 is tier 1
regulatory

 capital, divided by 
 deductions to tier 1 

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

capital. 
The URE and UREE co
ratio is unallocated retaine

mponent of
d earnings

 the tier 1 leverage 
, paid-in capital, and 

 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, and paid-in capital, less

allocated surplus not subj
regulatory required deduc
allocated investments in o
by average total assets les
capital. 

ect to revo
tions inclu
ther System
s regulatory

lvement less certain 
ding the amount of 
 institutions divided 
deductions to tier 1 

The following sets forth the regulatory capital ratios: 

Ratio 
Minimum 

Requirement 

Capital 
Conservation 

Buffer* 

Minimum Requirement 
with Capital 

Conservation Buffer 2021
Capital Ratios as of Decem

2020
ber 31, 

2019
Risk-adjusted ratios: 

CET1 Capital 4.5% 2.5% 7.0% 14.90% 14.49% 14.75% 
Tier 1 Capital 6.0% 2.5% 8.5% 14.90% 14.49% 14.75% 
Total Regulatory Capital 8.0% 2.5% 10.5% 21.93% 21.81% 21.97% 
Permanent Capital 7.0%  –% 7.0% 21.19% 21.03% 21.21% 

Non-risk-adjusted ratios: 
Tier 1 Leverage** 4.0% 1.0% 5.0% 14.36% 13.90% 14.04%
     URE and UREE Leverage 1.5%  –% 1.5% 14.12% 13.76% 13.90% 

* Includes fully phased-in capital conservation buffers which became effective January 1, 2020. 
** The Tier 1 Leverage Ratio must include a minimum of 1.50% of URE and URE Equivalents. 

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. 

D. Description of Equities:  The Association is authorized to
issue or have outstanding Classes A and D Preferred Stock,
Classes A, B, and C Common Stock, Classes B and C
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, 2021: 

Class Protected 

Shares Outstanding
Aggregate 

Number Par Value 
C Common/Voting 
C Participation Certificates/Nonvoting 
Total Capital Stock 

and Participation Certificates 

No 
No 

1,919,745 
301,669 

2,221,414 

$ 9,599 
1,508 

$ 11,107 

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 
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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 that minimum capital standards 
established by the FCA and the Board are met. 
Nonqualified retained surplus is considered to be 
permanently invested in the Association and as such, there 
is no plan to revolve or retire this surplus. All nonqualified 
distributions are tax deductible only when redeemed.  At 
December 31, 2021, allocated members’ equity consisted 
of $1,038 of qualified surplus and $120,043 of nonqualified 
allocated surplus. 

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. 

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 Classes A and D 
Preferred Stock or on all classes of stock and participation 
certificates. 

The rate of dividends paid on Class A Preferred Stock for 
any fiscal year may not be less than the rate of dividends 
paid on Classes A, B, or C Common Stock or participation 
certificates for such year.  The rate of dividends on Classes 
A, B, or C 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. 

Transfer 
Classes A and D Preferred, Classes A, B, and C Common 
Stock, and Classes B and C 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. Allocated Surplus
2. Class C Common Stock and Class C Participation

Certificates
3. Classes A and B Common Stock and Class B

Participation Certificates
4. Classes A and D 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. Classes A and D Preferred Stock
2. Classes A and B Common Stock and Class B

Participation Certificates
3. Class C Common Stock and Class C Participation

Certificates
4. Allocated Surplus
5. Unallocated Surplus issued after January 1, 1996

shall be distributed to all holders of Class C Common
Stock and Class C Participation Certificates from
January 1, 1996

6. Remaining Assets shall be distributed ratably to the
holders of all classes of Stock and Participation
Certificates
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E. Accumulated Other Comprehensive Income (AOCI):

Changes in Accumulated Other Comprehensive Income by Component (a) 

For the Year Ended December 31, 
2021 2020 2019

Employee Benefit Plans: 
Balance at beginning of period $ (693) $ (532) $ (226) 

Other comprehensive income before reclassifications (1,265) (176) (306) 
Amounts reclassified from AOCI 24 15 – 

Net current period OCI (1,241) (161) (306) 
Balance at end of period $ (1,934) $ (693) $ (532) 

Reclassifications Out of Accumulated Other Comprehensive Income (b) 
For the Year Ended December 31, 

2021 2020 2019 Income Statement Line Item 
Defined Benefit Pension Plans: 
Periodic pension costs $ (24) $ (15) $ – See Note 9. 
Amounts reclassified $ (24) $ (15) $ – 

(a) Amounts in parentheses indicate reductions to AOCI. 
(b) Amounts in parentheses indicate reductions 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. 

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 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. These funds may be redeemed on any business 
day on which the New York Stock Exchange is open for 
regular trading. 

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 
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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. 

The fair value of investments in debt securities is estimated by 
discounting expected future cash flows using prevailing rates 
for similar instruments at the measurement date. 

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. 

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, 2021 
Total 

Carrying 
Amount Level 1 Level 2 Level 3 

Total Fair
Value 

Recurring Measurements 
Assets: 
Assets held in trust funds 
Recurring Assets 

$ 
$ 

2,354 
2,354 

$ 
$ 

2,354 
2,354 

$ 
$ 

– 
– 

$ 
$ 

– 
– 

$ 
$ 

2,354 
2,354 

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

Nonrecurring Measurements 
Assets: 
Impaired loans 
Other property owned 
Nonrecurring Assets 

$ 

$ 

335 
215
550 

$ 

$ 

– 
– 
– 

$ 

$ 

– 
– 
– 

$ 

$ 

335 
253 
588 

$ 

$ 

335 
253 
588 

Other Financial Instruments 
Assets: 
Cash $ 689 $ 689 $ – $ – $ 689 

 Investments in debt securities, held-to-maturity 
Loans 
  Other Financial Assets $ 

3,756
2,017,860 
2,022,305 $ 

– 
– 

689 $ 

–
– 
– $ 

4,061 
2,028,185 
2,032,246 $ 

4,061 
2,028,185
2,032,935 

Liabilities: 
Notes payable to AgFirst Farm Credit Bank 
  Other Financial Liabilities 

$ 
$ 

1,617,876 
1,617,876 

$ 
$ 

– 
– 

$ 
$ 

– 
– 

$ 
$ 

1,610,164 
1,610,164 

$ 
$ 

1,610,164
1,610,164 

December 31, 2020 
Total 

Carrying 
Amount Level 1 Level 2 Level 3 

Total Fair
Value 

Recurring Measurements 
Assets: 
Assets held in trust funds 
Recurring Assets 

$ 
$ 

1,909 
1,909 

$ 
$ 

1,909 
1,909 

$ 
$ 

– 
– 

$ 
$ 

– 
– 

$ 
$ 

1,909 
1,909 

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

Nonrecurring Measurements 
Assets: 
Impaired loans 
Other property owned 
Nonrecurring Assets 

$ 

$ 

975 
1,170
2,145 

$ 

$ 

– 
– 
– 

$ 

$ 

– 
– 
– 

$ 

$ 

975 
1,369 
2,344 

$ 

$ 

975 
1,369 
2,344 

Other Financial Instruments 
Assets: 
Cash $ 133 $ 133 $ – $ – $ 133 

 Investments in debt securities, held-to-maturity 
Loans 
  Other Financial Assets $ 

3,950
1,906,564 
1,910,647 $ 

– 
– 

133 $ 

–
– 
– $ 

4,448 
1,933,290 
1,937,738 $ 

4,448 
1,933,290
1,937,871 

Liabilities: 
Notes payable to AgFirst Farm Credit Bank 
  Other Financial Liabilities 

$ 
$ 

1,538,795 
1,538,795 

$ 
$ 

– 
– 

$ 
$ 

– 
– 

$ 
$ 

1,553,370 
1,553,370 

$ 
$ 

1,553,370
1,553,370 
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December 31, 2019 
Total 

Carrying 
Amount Level 1 Level 2 Level 3 

Total Fair
Value 

Recurring Measurements 
Assets: 
Assets held in trust funds 
Recurring Assets 

$ 
$ 

1,975 
1,975 

$ 
$ 

1,975 
1,975 

$ 
$ 

– 
– 

$ 
$ 

– 
– 

$ 
$ 

1,975 
1,975 

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

Nonrecurring Measurements 
Assets: 
Impaired loans 
Other property owned 
Nonrecurring Assets 

$ 

$ 

2,721 
4,019
6,740 

$ 

$ 

– 
– 
– 

$ 

$ 

– 
– 
– 

$ 

$ 

2,721 
4,460 
7,181 

$ 

$ 

2,721 
4,460 
7,181 

Other Financial Instruments 
Assets: 
Cash 

 Investments in debt securities, held-to-maturity 
Loans 
  Other Financial Assets 

$ 

$ 

5,853 
5,010

1,817,196 
1,828,059 

$ 

$ 

5,853 
– 
– 

5,853 

$ 

$ 

– 
– 
– 
– 

$ 

$ 

– 
5,307 

1,830,735 
1,836,042 

$ 

$ 

5,853 
5,307 

1,830,735
1,841,895 

Liabilities: 
Notes payable to AgFirst Farm Credit Bank 
  Other Financial Liabilities 

$ 
$ 

1,481,914 
1,481,914 

$ 
$ 

– 
– 

$ 
$ 

– 
– 

$ 
$ 

1,484,797 
1,484,797 

$ 
$ 

1,484,797
1,484,797 

Uncertainty in Measurements of Fair Value 
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. 

Investments in Debt Securities 
The fair values of predominantly all Level 3 investments in 
debt securities have consistent inputs, valuation techniques and 
correlation to changes in underlying inputs. The models used to 
determine fair value for these instruments use certain 
significant unobservable inputs within a discounted cash flow 
or market comparable pricing valuation technique. Such inputs 
generally include discount rate components including risk 
premiums, prepayment estimates, default estimates and loss 
severities. 

These Level 3 assets would decrease (increase) in value based 
upon an increase (decrease) in discount rates, defaults, or loss 
severities. Conversely, the fair value of these assets would 
generally increase (decrease) in value if the prepayment input 
were to increase (decrease). 

Generally, a change in the assumption used for defaults is 
accompanied by a directionally similar change in the risk 
premium component of the discount rate (specifically, the 
portion related to credit risk) and a directionally opposite 
change in the assumption used for prepayments. Unobservable 
inputs for loss severities do not normally increase or decrease 
based on movements in the other significant unobservable 
inputs for these Level 3 assets. 

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 
estimates. 

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 $ 588 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. 
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Information about Other Financial Instrument Fair Value Measurements 

Valuation Technique(s) Input 
Cash Carrying value Par/principal and appropriate interest yield 
Investments in debt securities, held-to-maturity Discounted cash flow Prepayment rates 

Risk adjusted discount rate 
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

Note 9 — Employee Benefit Plans 

The Association participates in three District sponsored 
qualified benefit plans. These plans include a multiemployer 
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 multiemployer 
defined benefit other postretirement benefits plan (OPEB Plan), 
the Farm Credit Benefits Alliance (FCBA) Retiree and 
Disabled Medical and Dental Plan, and a defined contribution 
401(k) plan (401(k) Plan), the FCBA 401(k) Plan. The risks of 
participating in these multiemployer plans are different from 
single employer plans in the following aspects: 

1. Assets contributed to multiemployer 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 multiemployer plans, the Association may
be required to contribute to eliminate the
underfunded status of the plan.

The District’s multiemployer plans are not subject to the 
Employee Retirement Income Security Act (ERISA) and no 
Form 5500 is required. As such, the following information is 
neither available for nor applicable to the plans: 

1. The Employer 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 Comprehensive 
Income were $4,880 for 2021, $4,068 for 2020, and $3,453 
for 2019. At December 31, 2021, 2020, and 2019, the total 
liability balance for the FAP was $39,135, $114,449, and 
$129,713, respectively. The FAP Plan was 96.17 percent, 

89.63 percent, and 87.55 percent funded to the projected 
benefit obligation as of December 31, 2021, 2020, and 2019, 
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 
Comprehensive Income were $850 for 2021, $844 for 2020, 
and $908 for 2019.  The total AgFirst District liability balance 
for the OPEB Plan presented in the Farm Credit System 
Combined Statement of Condition was $209,599, $219,990, 
and $209,531 at December 31, 2021, 2020, and 2019, 
respectively. 

The Association also participates in the 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 $1,478, $1,300, and $1,194 for 
the years ended December 31, 2021, 2020, and 2019, 
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 
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obligations as a component of AOCI.  Under the guidance, these 
amounts are subsequently recognized as components of net 
periodic benefit costs over time.  For 2021, 2020, and 2019, 
($1,241), ($161), and ($306) have been recognized as net 
debits to AOCI to reflect these elements. 

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

In addition to the multiemployer plans described above, the 
Association sponsors nonqualified supplemental retirement and 
401(k) plans.  The supplemental retirement plan is unfunded and 
had a projected benefit obligation of $3,723 and a net under-
funded status of $3,723 at December 31, 2021.  Assumptions 
used to determine the projected benefit obligation as of 
December 31, 2021 included a discount rate of 2.90 percent. 
The expenses of these nonqualified plans included in noninterest 
expenses were $96, $101, and $100 for 2021, 2020, and 2019, 
respectively. 

Note 10 — Related Party Transactions 

In the ordinary course of business, the Association enters into 
loan transactions with related parties, which include 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 
schedules and collateral, as those prevailing at the time for 
comparable transactions with unaffiliated borrowers. 

Total loans to such persons at December 31, 2021 amounted to 
$7,647.  During 2021, $5,120 of new loans were made and 
repayments totaled $5,374.  In the opinion of management, 
none of these loans outstanding at December 31, 2021 involved 
more than a normal risk of collectibility. 

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, 2021, $179,635 of 
commitments to extend credit and no commercial letters of 
credit were outstanding.  

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, 2021, 
standby letters of credit outstanding totaled $140 with 
expiration dates ranging from September 9, 2022 to October 
31, 2024.  The maximum potential amount of future payments 
that may be required under these guarantees was $140. 

The total amount of reserve for unfunded commitments, which 
is classified in Other Liabilities in the Consolidated Balance 
Sheets, was $538 at December 31, 2021.  During 2021, the 
Association recorded a provision expense reversal for 
unfunded commitments totaling $205. 

Note 12 — Income Taxes 

The provision for income taxes follows: 

Year Ended December 31, 
2021  2020  2019 

Current: 
Federal $ 61 $ (1) $ (3) 
State 17 – – 

78 (1) (3)
Deferred:

Federal – – – 
State – – – 

– – – 
Total provision for income taxes $ 78 $ (1) $ (3) 
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The provision for income tax differs from the amount of income 
tax determined by applying the applicable US statutory federal 
income tax rate to pretax income as follows: 

December 31, 

 2021 2020  2019 
Federal tax at statutory rate $ 15,189  $ 14,060  $ 11,019 
State tax, net 17 – – 
Patronage distributions (6,733)  (2,520)  (2,344) 
Tax-exempt FLCA earnings (8,003) (11,072) (8,672) 
Change in valuation allowance (139) (341) (16) 
Change in tax rate – – – 
Other (253)  (128)  10 
Provision (benefit) for income taxes $ 78 $ (1) $ (3) 

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

December 31,
2021 2020 2019 

Deferred income tax assets: 
Allowance for loan losses $ 746 $ 865 $ 960 
Annual leave 151 191 182 
Nonaccrual loan interest 373 323 294 
Loan Fees – – – 
Pensions and other postretirement benefits – – – 
Loss carryforward 410 416 432 
Other property owned – – 252 

Gross deferred tax assets 1,680  1,795  2,120 
Less:  valuation allowance (1,365) (1,504) (1,845) 
Gross deferred tax assets, net of 

valuation allowance 315 291 275 

Deferred income tax liabilities: 
Loan fees (286) (243) (206) 
Pensions and other postretirement benefits – – –
 Depreciation (29) (48) (69) 

Gross deferred tax liability (315) (291) (275) 
Net deferred tax asset (liability) $ – $ – $ – 

At December 31, 2021, deferred income taxes have not been 
provided by the Association on approximately $7,400 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 ($1,365), 
($1,504), and ($1,845) as of December 31, 2021, 2020 and 2019, 
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, 2021 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 2018 and forward. 

Note 13 — Additional Financial Information 

Quarterly Financial Information (Unaudited) 

2021 
First Second Third Fourth Total 

Net interest income $ 16,729  $ 16,675  $ 17,110  $ 17,121  $ 67,635 
Provision for (reversal of allowance for) loan losses 
Noninterest income (expense), net 

(62) 
(4,686)  

189 
(4,054)  

726 
(4,373)  

(82) 
18,500 

771 
5,387 

Net income $ 12,105  $ 12,432  $ 12,011  $ 35,703  $ 72,251 

2020 
First Second Third Fourth Total 

Net interest income $ 15,734 $ 15,932 $ 16,523 $ 16,697  $ 64,886 
Provision for (reversal of allowance for) loan losses 256 453 872 106 1,687 
Noninterest income (expense), net (4,440) (3,948) (3,427) 15,570 3,755 
Net income $ 11,038 $ 11,531 $ 12,224 $ 32,161  $ 66,954 

2019 
First Second Third Fourth Total 

Net interest income $ 15,135 $ 15,386 $ 15,693 $ 16,557  $ 62,771 
Provision for (reversal of allowance for) loan losses – 905 326 118 1,349 
Noninterest income (expense), net (4,874) (4,417) (3,801) 4,145 (8,947) 
Net income $ 10,261 $ 10,064 $ 11,566 $ 20,584  $ 52,475 
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Note 14 — Subsequent Events 

The Association evaluated subsequent events and determined 
there were none requiring disclosure through March 10, 2022, 
which was the date the financial statements were issued. 
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