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Message frow the President aud Chief Executire Officer

As we reflect on 2020, the
year has different meanings
for all of us. For most it
was a year of uncertainty,
although | hope you find
comfort, from a lending
perspective, in knowing
AgCarolina Farm Credit

remains committed to

David W. Corum

supporting you.

Your cooperative finished a stellar year with over
$32 million in net earnings, resulting in a RECORD
patronage for you, our members. Over $28 million
was paid to members in February. This amount is by
far the largest patronage paid in our 33 consecutive
years of paying patronage and is primarily the result

of several key factors.

« We received a large patronage refund from
our funding bank, AgFirst Farm Credit Bank,
who profited from the lower interest rates that

resulted from the COVID-19 pandemic.

e The Association’s operating expenses were
much less than expected due to the pandemic

lock down.

* Your Association is well capitalized and has the
financial strength to return a large portion of its

profits back to the members of the cooperative.

As | personally reflect on 2020, it was a year of

eople helping people which reminds me of one of the

key cooperative principles — concern for community.
| have much appreciation for our farmers that work
tirelessly to feed our nation and world. | am grateful
for our frontline workers who continue to work
endless hours to take care of our local communities.
Here at AgCarolina Farm Credit, our employees had
a strong desire to support our frontline workers in
various ways which you will hear more about in this
report. You'll also hear about our support of USDA’s
Farmers to Families Food Box program which helped
our local farmers as well as those in need within the

local communities we all call home.

Although, we missed so much this past year, | am
reminded of all the good we experienced during a
year of uncertainty. The year required us to consider
the small joys in life — time at home, board games
with kids, hunting, fishing, the importance of family,
friends, and coworkers, and so much more. | know this
past year was difficult in many ways, but | hope you
found joy in the small things.

Thank you for allowing AgCarolina Farm Credit to
be your lending partner. We are successful because
of all of our farm families and rural residents located
throughout our 34-county footprint in eastern North
Carolina, and as a cooperative, we get to share our

success with you, our members.
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Flnancial #ighlights

CASH PATRONAGE REFUND

dollars in millions

NET LOANS

dollars in billions

2016

NET INCOME

dollars in millions

PERMANENT CAPITAL RATIO

2020
2019
2018
2017

2016

23.36%
PERIEYA
21.70%
21.99%

23.22%




treqoing FARMERS, Hedoing FAMILIES,
#elping COMMUNITIES

The nationwide effort, Farmers to Families Food Box Project “was designed to put American farmers and distributors of all sizes back to
work while supporting over-burdened food banks, community and faith-based organizations, and other non-profits serving Americans
”

in need, and the program is doing just that,” says U.S. Secretary of Agriculture Sonny Perdue who visited one of the food box

distribution sites in North Carolina in mid-June. The program is purchasing up to $3 billion in fresh produce, dairy or meat products.




[ Takes a Neturork

A key partner in the effort in North Carolina is Baptists on Mission.
Among the first to show up to help after hurricanes or other disasters, the
organization has a ready-to-serve spirit and infrastructure in every county
of the state. The organization learned about the USDA program and the
opportunity to apply for grant funding to purchase food from farmers
through the N.C. Department of Agriculture & Consumer Services, says

Richard Brunson, executive director of N.C. Baptists on Mission.

“We had about two weeks to complete everything so we had a lot to pull
together in a short time. But USDA wanted to start it as quickly as they
could to help farmers and to help people who needed the food,” says
Richard. “As a nonprofit 501c3 kind of group, we brought understanding
on how to get out to the people who needed the food the most, especially

in rural areas. We were coming at it from the viewpoint of the recipient.”

They worked with county coordinators to identify churches and
community centers that already knew of local needs and had built
relationships. In addition to Baptists on Mission, three other entities in the

state purchase food to deliver to families as part of the USDA program.

A group of Farm Credit employees volunteering with the Farmer‘s&milies Food Box Program.
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Farw Credit Guys Reﬁfcyemfw/ Truck fo-elp Effort

By: Leah Chester-Davis

Upon learning about the pressing need the Baptists on
Mission had for refrigerated trucks to deliver perishable
food, the Farm Credit Associations of North Carolina -
AgCarolina, Cape Fear, Carolina - stepped in to help,
purchasing a truck and lending other support.

“The Farm Credit Associations of North Carolina’s
participation in the Farmers to Families Food Box
Program helps local families in need as well as our local
farmers to market their products. We seek opportunities
such as this one to serve our local rural communities,”

says Dave Corum, chief executive officer of AgCarolina

Farm Credit.

Thanks to that truck, Baptists on Mission can get more
food to more people. “It’s a big help to us,” says Richard.
Thousands of families received food boxes through the
program each week (12,000 food boxes are distributed
by Baptists on Mission each week). Produce, meat, milk
and other food items are sourced from nearly 150 farmers

throughout North Carolina.
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During 2020, our branch employees showed
support in their local communities to the men and
women that worked tirelessly during the COVID-19
pandemic. Here’s a snapshot of our team saying

thank you to several local organizations.

T ke i W . R G BAE. . 5 ‘D i e Tl hdsaet . T
kie Branch - Vidant Home Health Elizabeth City Branch - Pasquotank and Perquimans County EMS and
Sheriff’s offices and Elizabeth City Fire Department

Williamston Branch - Blessings in a Backpack Swan Quarter Branch - Hyde County Sheriff’s Department




Smithfield Branch - Kenly Area Ministries and Communities Greenville Branch — Greene County Schools cafeteria staff and Pitt
Supporting Schools of Wayne County County Emergency Management workers

[RRE5 S

Halifax Branch - Northampton County EMS Louisburg Branch - Free Will Baptist Children’s

Home and Loaves and Fishes Ministries




2020 Goard of Directors

(front row, |-r) Derek Potter (Chairman - Pamlico County), S. Stuart Pierce, Jr. (Vice Chairman - Hertford County), Paul A.
Drake (Edgecombe County)

(second & third rows, I-r) Eldridge T. Westbrook (Johnston County), Jackie E. Thompson, Sr. (Wake County), Bundy H. Lane
(Gates County), Rodney D. Smith (Lenoir County), Audie M. Murphy (Greene County), Jack Finley (Outside Director)

(back row, I-r) Robert E. Turner, Jr. (Martin County), Ellis W. Taylor (Halifax County), Dr. Blake Brown (Outside Director)
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AgCarolina Farm Credit, ACA

Report of Management

The accompanying consolidated financial statements and
related financial information appearing throughout this
annual report have been prepared by management of
AgCarolina 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 cost 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 and
the results of operations of the Association. The
undersigned certify that we have reviewed the 2020
Annual Report of AgCarolina 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.

Ve an

B. Derek Potter
Chairman of the Board

"I G

David W. Corum
President and Chief Executive Officer

Matthew J. Currin
Senior Vice President and Chief Financial Officer

March 11, 2021

1

2020 Annual Report



AgCarolina 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
disposition 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, 2020. 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, 2020,
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, 2020. This
annual report does not include an attestation report of the
Association’s external accounting firm regarding internal
control over financial reporting as none was required.

"D G

David W. Corum
President and Chief Executive Officer

Matthew J. Currin
Senior Vice President and Chief Financial Officer

March 11, 2021

2

2020 Annual Report



AgCarolina Farm Credit, ACA

Consolidated Five - Year Summary of Selected

Financial Data

December 31,

(dollars in thousands) 2020 2019 2018 2017 2016
Balance Sheet Data
Cash $ 4 $ 3325  $ 3,029 $ 5853 § 3,465
Loans 1,192,556 1,149,313 1,159,962 1,132,771 1,092,080
Allowance for loan losses (14,071) (14,678) (14,516) (12,271) (12,143)
Net loans 1,178,485 1,134,635 1,145,446 1,120,500 1,079,937
Equity investments in other Farm Credit institutions 11,981 13,481 13,118 12,950 12,248
Other property owned — 966 986 108 —
Other assets 48,518 44,419 48,057 46,201 46,180
Total assets $ 1,238,988 $1,196,826 $1,210,636 $1,185,612  $1,141,830
Notes payable to AgFirst Farm Credit Bank * $ 915503 $ 893,705 $ 917,038 $ 885,588 $ 846,527
Accrued interest payable and other liabilities
with maturities of less than one year 42,643 29,529 29,980 37,475 31,151
Total liabilities 958,146 923,234 947,018 923,063 877,678
Capital stock and participation certificates 33,400 30,162 27,306 35,474 46,646
Retained earnings
Allocated 177,724 174,551 167,917 159,279 150,444
Unallocated 69,718 68,879 68,395 67,796 67,062
Total members' equity 280,842 273,592 263,618 262,549 264,152
Total liabilities and members' equity $ 1,238,988 $1,196,826 $1,210,636  $1,185,612  §$1,141,830
Statement of Income Data
Net interest income $ 32,796 $ 32,134 $ 33449 $ 29534 § 28,971
Provision for (reversal of allowance for) loan losses 45) 339 1,759 654 668
Noninterest income (expense), net (271) (6,230) (3,020) 1,606 (4,124)
Net income $ 32570 $§ 25565 $§ 28,670 $ 30,486 $ 24,179
Key Financial Ratios
Rate of return on average:
Total assets 2.73% 2.16% 2.43% 2.64% 2.17%
Total members' equity 11.18% 9.18% 10.45% 11.49% 9.37%
Net interest income as a percentage of
average earning assets 2.82% 2.80% 2.92% 2.64% 2.70%
Net (chargeoffs) recoveries to average loans (0.048)% (0.015)% 0.042% (0.047)% (0.041)%
Total members' equity to total assets 22.67% 22.86% 21.78% 22.14% 23.13%
Debt to members' equity (:1) 3.41 3.37 3.59 3.52 3.32
Allowance for loan losses to loans 1.18% 1.28% 1.25% 1.08% 1.11%
Permanent capital ratio 23.36% 23.03% 21.70% 21.99% 23.22%
Total surplus ratio ok wox woE wox 19.00%
Core surplus ratio ok wox woE wox 19.00%
Common equity tier 1 capital ratio 20.27% 20.08% 19.20% 18.92% oK
Tier 1 capital ratio 20.27% 20.08% 19.20% 18.92% oK
Total regulatory capital ratio 21.52% 21.33% 20.32% 20.03% ok
Tier 1 leverage ratio 20.46% 20.23% 19.35% 19.08% o
Unallocated retained earnings (URE) and
URE equivalents leverage ratio 20.62% 20.40% 19.50% 19.18% o
Net Income Distribution
Estimated patronage refunds:
Cash $ 28,087 § 17916 § 19,000 § 20376 $ 11,183
Nongqualified retained earnings 3,121 5,972 8,487 8,726 11,875

* General financing agreement is renewable on a one-year cycle. The next renewal date is December 31, 2021.
** Not applicable due to changes in regulatory capital requirements effective January 1, 2017.
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AgCarolina Farm Credit, ACA

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 AgCarolina Farm Credit, ACA,
(Association) for the year ended December 31, 2020 with
comparisons to the years ended December 31, 2019 and
December 31, 2018. 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” included 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 to
farmers, ranchers, rural residents, and agribusinesses. Our
extensive agricultural experience and knowledge of the market
has been a contributing factor to our success.

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.AgCarolina.com, or by calling 1-800-951-3276,
or writing Matt Currin, AgCarolina Farm Credit, P.O. Box
14789, Raleigh, NC 27620. The Association 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 Association prepares an

electronic version of the Quarterly report, which is available on
the internet, within 40 days after the end of each fiscal quarter,
except that no report is 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:

13 29 ¢,

* 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 COVID-19 pandemic affected the production, consumption
and supply chain for production agriculture. Entering 2020,
corn and soybean prices were anticipated to be relatively low
due to ample beginning stocks, favorable planting conditions,
increased crop acreage, and trade uncertainty. Corn prices were
also pressured at the onset of 2020 due to the decline in gasoline
and ethanol consumption and to a lesser extent due to a lower
feed and residual use potential.
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The situation for animal and animal products was more
challenging than crops. The perishable nature of animal protein
production, limited slack in processing and supply chains and
abrupt COVID-19 pandemic consumption pattern changes sent
animal prices significantly lower early in 2020 as most of the
U.S. population faced sheltering in place orders and COVID-19
spread through several processing plants.

The dairy market was especially volatile in the first half of
2020. The highly perishable nature of milk and the biological
requirement for dairy cows to be milked daily quickly caused a
supply/demand mismatch for the dairy market. Milk prices
collapsed in April and May but rapidly reversed in June and
July to profitable levels, assisted in part due to United States
Department of Agriculture (USDA) direct purchases of dairy
products as part of the Coronavirus Food Assistance Program
(CFAP).

Crop fundamentals began to turn more supportive for higher
prices by late summer due to drought conditions in some
growing regions of the United States, a large storm in August
that caused widespread crop damage in parts of lowa and
Illinois and lower than expected 2019/2020 USDA corn and
soybean ending stock estimates. Also, concerns about dry
planting conditions in South America from La Nina contributed
to the higher prices for crops. New U.S. soybean and corn
export sales to China began to increase significantly in August,
offering additional price support. USDA is projecting these
factors to reduce 2020/2021 ending stocks from previous
forecasts. As of the February 9, 2021 World Agricultural
Supply and Demand Estimates (WASDE) report, the soybean
stocks to use ratio dropped to 2.6 percent and the corn stocks to
use ratio dropped to 10.3 percent (the lowest levels since
2013/2014), which have contributed to higher crop prices. The
higher prices along with strong government direct payments in
2020 should support favorable returns for many crop producers.

The prices for animals and animal products have largely
recovered to pre-pandemic levels as processing plants remained
open and consumption patterns shifted to higher grocery store
sales and restaurants adjusted to increased take-out and
delivery, along with limited openings of in-person dining.
Increased exports to China, which is rebuilding its hog herd
after being decimated by African Swine Fever, has also helped
boost pork exports. However, higher grain prices will increase
feeding costs for livestock, poultry and dairy producers, which
could negatively impact profit margins during 2021.

Although production agriculture has fared better than expected
in 2020, uncertainties about the pace of economic recovery and
the outlook for production agriculture remain.

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 2020
according to the USDA in its February 5, 2021 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.

USDA’s most recent forecast anticipates that farm sector equity,
the difference between farm sector assets and debt, is predicted
to rise 1.3 percent in 2020. Farm real estate value is expected to
increase 0.9 percent and non-real estate farm assets are expected
to increase 4.5 percent, while farm sector debt is forecast to
increase 3.1 percent in 2020. Farm real estate debt as a share of
total debt has been rising since 2014 and is expected to account
for 64.5 percent of total farm debt in 2020.

The USDA is forecasting farm sector solvency ratios to increase
slightly in 2020 to 16.1 percent for the debt-to-equity ratio and
13.8 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 7.8
percent in 2020 to $84 billion from $78 billion in 2019.
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 2020 at $121.1 billion, a $38.0
billion increase from 2019 and $32.5 billion above the 10-year
average. The forecasted increase in net farm income for 2020
compared with 2019 is primarily due to increases in direct
government payments of $23.8 billion to $46.3 billion,
primarily driven by supplemental and ad hoc disaster assistance
related to the COVID-19 pandemic, as well as payments from
the Market Facilitation Program (MFP). The MFP was first
implemented in 2018 and continued in 2020 to assist farmers
impacted by trade disruptions.

The USDA’s outlook projects net farm income for 2021 to
decrease to $111.4 billion, a $9.7 billion or 8.0 percent decrease
from 2020, but $22.8 billion above the 10-year average. The
forecasted decrease in net farm income for 2021 is primarily
due to an expected decrease in direct government payments of
$21.0 billion and an increase in cash expenses of $8.0 billion,
partially offset by increases in crop receipts of $11.8 billion and
cash receipts for animals and animal products of $8.5 billion.
Direct government payments are forecasted to decrease due to
lower supplemental and ad hoc disaster assistance related to the
COVID-19 pandemic in 2021. The increase in crop receipts
reflects increases in soybeans and corn receipts, while the
increase in animals and animal products receipts reflects growth
in cattle/calves, hogs 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 influence demand for food and
agricultural products, which affects U.S. agricultural trade.
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AgCarolina Farm Credit, ACA

Therefore, U.S. exports and imports shift to reflect changes in
trade policies, world population and economic growth. Also
impacting U.S. agricultural trade is global supplies and prices,
changes in the value of the U.S. dollar and the government
support for agriculture. Also impacting domestic and global
demand are the uncertainties surrounding the COVID-19
pandemic, which have negatively impacted the demand and
supply chains for agricultural products.

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,
2017 to December 31, 2020:

Commodity 12/31/20 12/31/19 12/31/18 12/31/17
Hogs $49.10 $47.30 $43.40 $48.60
Milk $18.50 $20.70 $16.60 $17.20
Broilers $0.44 $0.45 $0.51 $0.50
Turkeys $0.72 $0.62 $0.50 $0.53
Corn $3.97 $3.71 $3.54 $3.23
Soybeans $10.50 $8.70 $8.56 $9.30
Wheat $5.43 $4.64 $5.28 $4.50
Beef Cattle $108.00 $118.00 $117.00 $118.00

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 help to mitigate the
impact in this period of challenging agricultural conditions.
While ad hoc government payments to offset the COVID-19
pandemic impacts on agriculture and higher grain prices were
beneficial to many agriculture sectors in 2020, uncertainty
remains in the outlook for agricultural producers for future
periods. Further market disruption from the COVID-19
pandemic, weather or trade could negatively impact the
Association’s financial performance and credit quality, but it is
expected to remain sound overall due to strong capital levels
and favorable credit quality position at the end of 2020. 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.

The Association was approved as a PPP lender and made
approximately $6 million in loans and recorded $282 thousand
in loan-related fee income. At December 31, 2020, the Bank
had purchased approximately $6 million of these loans. The
Association also participated in a deferral program as provided
by FCA guidance.

CRITICAL ACCOUNTING POLICIES

The financial statements are reported in conformity with
accounting principles generally accepted in the United States of
America. Significant accounting policies, including GAAP, 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, and
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
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.
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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 below.

December 31,

Loan Type 2020 2019 2018
Real estate mortgage 57.28% 55.56% 5521%
Production and intermediate term 34.52 36.54 36.90
Loans to cooperatives 38 33 20
Processing and marketing 3.98 3.56 3.60
Farm-related business .84 .85 96
Communication 15 15 .16
Power and water/waste disposal - - .01
Rural residential real estate 2.85 3.01 2.96

Total 100.00%  100.00%  100.00%

See Note 3, Loans and Allowance for Loan Losses, of the
Consolidated Financial Statements, for further information
concerning reclassification of loan types for all years presented.

While loans and financially related services are provided to
qualified borrowers in the agricultural and rural sectors and to
certain related entities, the loan portfolio is diversified.

The geographic distribution of the loan volume by branch in the
34 county territory for the past three years is as follows:

Region 12/31/20 12/31/19 12/31/18
Greenville 13.3% 13.1% 13.8%
Smithfield 11.3 11.8 11.7
Rocky Mount 10.2 10.3 10.3
Elizabeth City 9.9 10.5 10.1
Williamston 8.4 9.0 8.3
La Grange 8.2 9.0 8.5
Louisburg 7.4 7.5 8.2
Swan Quarter 6.5 5.8 6.1
Raleigh 5.6 4.7 4.5
New Bern 54 5.1 52
Halifax 4.1 4.1 42
Ahoskie 4.0 3.6 35
Other 5.7 5.5 5.6
Total 100.0% 100.0% 100.0%

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. The five predominant commodities are tobacco,
forestry, corn, rural rental real estate, and cotton, which
constitute 50 percent of the 2020 loan portfolio.

Percent of Portfolio

Commodity Group 2020 2019 2018
Tobacco 12% 13% 17%
Forestry 11 10 9
Corn 10 10 9
Rural Rental Real Estate 9 8 7
Cotton 8 9 8
Poultry 8 8 9
Soybeans 8 8 9
Sweet Potatoes 8 7 6
Swine 7 7 6
Farm Services 4 4 4
Livestock 4 4 4
Home Loans 3 4 4
Vegetables/Fruits 2 2 2
Horticulture 1 2 2
Peanuts 1 1 1
Other 4 3 3
Total 100% 100% 100%

Repayment ability is closely related to the profitability of
commodities produced by borrowers, and increasingly, the off-
farm income of borrowers. The Association’s loan portfolio
contains a relatively large concentration of tobacco, forestry,
corn, poultry, and soybean producers. Although a large
percentage of the loan portfolio is concentrated in these
enterprises, many of these operations are diversified beyond a
single crop or enterprise, which reduces overall risk exposure.
Consumer demand, expected production, and international trade
are some of the factors affecting the price of these commodities.

The Association has experienced an increase in the
concentration of large loans over the past several years; however
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 diversity of enterprises in the
Association’s territory.

Gross loan volume as of December 31, 2020 was $1,192,556, a
3.76 percent increase from the same period in 2019. Net loan
volume was $1,178,485 as of December 31, 2020, for a 3.86
percent increase from the previous year. The increase in gross
and net loan volume during the reporting period is primarily
attributed to an increase in member borrowing during 2020.
During 2020, the Association targeted certain segments of our
business with hopes of increasing market share. Continued
efforts are being made to expand services, increase public
knowledge of our services, and streamline current delivery of
products to enhance and grow the loan portfolio.

The Association loan portfolio is significantly impacted by loan
seasonality. The short-term portfolio, which is heavily
influenced by operating-type loans, normally reaches a peak
balance in August and declines in the fall months as
commodities are marketed and proceeds are applied to repay
operating loans.
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Participation loans provide a means for the Association to
spread credit concentration risk and realize non-patronage
sourced interest and fee income, which can strengthen the
capital position.

Loan Participations 2020 2019 2018
Participations Purchased
— FCS Institutions $ 59,237 $ 53,273 $ 46,264
Participations Purchased
— Non-FCS Institutions - - -
Participations Sold (301,899) (274,141) (315,497)
Total $ (242,662) $ (220,868) $ (269,233)

The Association did not have any loans that were sold with
recourse, retained subordinated participation interests in loans
sold, or interests in pools of subordinated participation interests
for the period ended December 31, 2020.

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, 2020,
the Association had loans amounting to $135, which were 100
percent guaranteed by Farmer Mac. The Association
additionally has portions of loans that are guaranteed by the
Farm Service Agency. These guarantees are made for the
purpose of reducing credit risk. At December 31, 2020, the
balance of these guarantees was $22,017, compared to $22,016
at December 31, 2019 and $16,942 at December 31, 2018.

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. FCA approved the Rural America Bonds
pilot and the Tobacco Buyout 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
under a three-year pilot period. 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 may be classified as Loans or Investments on the
Consolidated Balance Sheets depending on the nature of the
investment. The Association had no Rural America Bonds as
of December 31, 2020. As of December 31, 2019, and
December 31, 2018, the Association had $0 and $200,
respectively, in Rural America Bonds, and they are classified
as Loans on the Consolidated Balance Sheets.

Effective December 31, 2020, the FCA will conclude each pilot
program approved as part of the Investment in Rural America
program. Each institution participating in such programs may
continue to hold its investment through the maturity dates for
the investments, provided the institution continues to meet all
approval conditions. Although the pilot programs are
concluding, the FCA can consider future requests on a case-by-
case basis.

INVESTMENT SECURITIES

As permitted under FCA regulations, the Association is
authorized to hold eligible investments for the purposes of
reducing interest rate risk and managing surplus short-term
funds. The Bank is responsible for approving the investment
policies of the Association, and annually reviews the investment
portfolio of every Association that it funds. A typical
investment securities portfolio held by a Farm Credit
Association would consist of asset-backed securities and
mortgage-backed securities. Due to the potential risks involved
in holding such investments, the Association does not hold a
portfolio of investment securities. Refer to Note 2, Summary of
Significant Accounting Policies, item F, Investments, for further
information concerning investment securities.

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 Board of Directors, the
Association establishes underwriting standards and lending
policies that provide direction to financial loan officers.
Underwriting standards include, among other things, an
evaluation of:

e  Character — borrower integrity and credit history

e  Capacity — repayment capacity of the borrower based
on cash flows from operations or other sources of
income

e  Collateral — protection for the lender in the event of
default and a potential secondary source of repayment

e  Capital — ability of the operation to survive
unanticipated risks

e  Conditions — intended use of the loan funds

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 original
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 $1 million. In addition, each loan is assigned a credit risk
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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.

We review 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 Farm Credit Administration 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 2020 2019 2018
Acceptable & OAEM 94.21% 94.20% 93.08%
Substandard 5.79% 5.80% 6.92%
Doubtful % % %
Loss —% % —%

Total 100.00% 100.00% 100.00%
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:

December 31,

Nonperforming Assets 2020 2019 2018
Nonaccrual loans $ 25697 $ 26,771 $ 28,800
Restructured loans 1,694 2,288 2,573
Accruing loans 90 days or more past due - - -
Total nonperforming loans 27,391 29,059 31,373
Other property owned - 966 986
Total nonperforming assets $ 27391 $ 30,025 $ 327359
Ratios
Nonaccrual loans to total loans 2.15% 2.33% 2.48%
Nonperforming assets to total loans and

other property owned 2.30% 2.61% 2.79%
Nonperforming assets to capital 9.75% 10.97% 12.27%

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 $1,074 or 4.01
percent in 2020 and the ratio of nonaccrual loans to total loans
was 2.15 percent as of December 31, 2020. The decrease in
nonaccrual loans during the year is primarily due to liquidations

and payments collected on nonaccrual loans in excess of new
transfers to nonaccrual.

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 or rates, a compromise of amounts owed, or deed in
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: 2020 2019 2018
Balance at beginning of year $ 14678 $§ 14516 $ 12271
Charge-offs

Rural Residential Real Estate - - -

Real estate mortgage (554) (44) 29)

Production and intermediate term (116) (329) (50)

Total charge-offs (670) (373) (79)
Recoveries

Real estate mortgage 53 54 110

Production and intermediate term 55 142 455

Total recoveries 108 196 565
Net (charge-offs) recoveries (562) 177 486
Provision for loan losses (45) 339 1,759
Balance at end of year $ 14071 $ 14678 §$ 14,516
Ratio of net (charge-offs) recoveries

during the period to average loans

outstanding during the period (0.047)% (0.015)% 0.042%

The net loan charge-offs were associated with various crops and
industries. 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 2020 2019 2018
Real estate mortgage $ 6,943 $ 6,504 $ 7,347
Production and intermediate term 6,193 7,297 6,262
Agribusiness 594 527 549
Communication 16 17 18
Power and water/waste disposal - - -
Rural residential real estate 325 333 340

Total loans $ 14,071 $ 14,678 $ 14,516

See Note 3, Loans and Allowance for Loan Losses, of the
Consolidated Financial Statements, for further information
concerning reclassification of loan types for all years presented.
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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: 2020 2019 2018
Total loans 1.17% 1.28% 1.25%
Nonperforming loans 51.37% 48.89% 46.27%
Nonaccrual loans 54.76% 54.83% 50.40%

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 Income

Net income for the year ended December 31, 2020, totaled
$32,570, an increase of $7,005 or 27.40 percent, as compared to
$25,565 for the same period of 2019. The increase in net
income during 2020 when compared to 2019 resulted primarily
from a $5,198 increase in special patronage, $69 decrease in
noninterest expense, a $662 increase in net interest income, and
a decrease of $384 in the provision for losses. The increase in
net interest income was mainly due to a reduction in interest
expense as a result of a reduction in the direct note rate from

repricing.

Noninterest expense decreased $69 mainly due to decreased
training and travel expenses in 2020. Major components of the
changes in net income for the past two years are outlined in the

following table:

Changes in Net Income:

Net Interest Income

Net interest income was $32.8 million, $32.1 million, and $33.4
million in 2020, 2019, and 2018, 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
12/31/19 - 12/31/20
Interest income $ 265 $(6,612)  $(6,347)
Interest expense 572 (7,581) (7,009)
Change in net interest income $ (307) $ 969 $ 662

12/31/18 - 12/31/19

Interest income $ 245 $ 9 $ 254
Interest expense (1,045) 2,614 1,569
Change in net interest income $ 1,290 $ (2,605)  $(1,315)

*  Volume variances can be the result of increased/decreased loan volume or
from changes in the percentage composition of assets and liabilities
between periods.

2020-2019 2019-2018
Net income (prior year) $ 25,565 $ 28,670
Increase (decrease) in net income due to:
Interest income (6,347) 254
Interest expense (7,009) 1,569
Net interest income 662 (1,315)
Provision for loan losses 384 1,420
Noninterest income 5,889 (1,549)
Noninterest expense 69 (1,664)
Provision for income taxes 1 3
Total changes in income 7,005 (3,105)
Net income $ 32,570 $ 25565
Noninterest Income

Noninterest income for each of the three years ended December 31 is shown in the following table:

Percentage
For the Year Ended Increase/(Decrease)
December 31, 2020/ 2019/
Noninterest Income 2020 2019 2018 2019 2018
Loan fees $ 3,129 $ 2495 $§ 2490 2541 % 0.20 %
Fees for financially related services 525 284 223 84.86 27.35
Patronage refund from other Farm Credit Institutions 18,345 12,946 14,970 41.70 (13.52)
Gains (losses) from sales of premises and equipment, net 130 141 159 (7.80) (11.32)
Gains (losses) on other Transactions 369 717 (190) (48.54) 477.37
Other noninterest income 232 258 738 (10.08) (65.04)
Total noninterest income $ 22730 § 16,841 $ 18,390 3497 % (8.42)%
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The Patronage refund from other Farm Credit Institutions
increased. The Bank distributed $10,425 in special patronage in
2020. This distribution was due to increased earnings at the
Bank level that was distributed to all Associations in the district.
The amount distributed to each Association was based on each
institution’s level of borrowing from the Bank. While

significant special patronage has been provided in the past few
years, the Association recognizes that special patronage is
subject to the financial performance and condition of the Bank
and, if provided in future years, will fluctuate based on current
conditions.

Noninterest Expense

Noninterest expense for each of the three years ended December 31 is shown in the following table:

Percentage
For the Year Ended Increase/(Decrease)
December 31, 2020/ 2019/
Noninterest Expense 2020 2019 2018 2019 2018
Salaries and employee benefits $ 14000 $ 13,583 $ 12,020 3.070 % 13.00 %
Postretirement benefits 2,959 2,835 3,177 4.37 (10.76)
Occupancy and equipment expense 1,093 1,170 1,118 (6.58) 4.65
Insurance Fund premium 858 817 818 5.02 (0.12)
(Gains) losses on other property owned, net 168 10 (24) 1,580.00 (141.67)
Other operating expense 3,923 4,655 4,297 (15.73) 8.33
Total noninterest expense $ 23,001 $ 23,070 $ 21,406 (0.30)% 7.77 %
Salaries and employee benefits increased $417 in 2020, as Key Results of Operations Comparisons
compared with 2019, resulting in an increase of 3.07 percent.
The increase is related to additional salary expense due to Key results of operations comparisons for each of the twelve
additional hiring and increased incentive payments in 2020. months ended December 31 are shown in the following table:
Postretirement benefits increased by $124, as a result of
increased pension expenses. For the 12 Months Ended
Key Results of Operations Comparisons 12/31/20  12/31/19  12/31/18
: ; Return on average assets 2.73% 2.16% 2.43%
Insurance Fund premiums increased by 5.02 percent for the Return on average members” equity o o18%  1045%
twe_lve months ended December 31, 2020, compared to the same Net interest income as a percentage
period of 2019. The FCSIC set premiums at an average of 10 of average earning assets 2.82% 2.80% 2.92%
basis points on adjusted insured debt outstanding in 2020, the up Net (charge-offs) recoveries to average loans  (0.048)%  (0.016)% 0.042%
from the amount charged during 2019. The increase in
premiums was mainly attributable to an increase in loan volume. )
For 2021, the FCSIC has indicated that the premium will be The 2020 return on average assets (ROA) increased from 2019
approximately 16 basis points based on expected System loan by 57 b?SIS points and return on average member’s equity
growth in 2020. (ROE) increased by 200 basis points from 2019. The primary
reason for the increase in ROA was the fact that there was an
Occupancy and equipment expense decreased by 6.58 percent increase in net.earmngs in 2020. .ROE also increased due to
while other operating expense decreased by 15.73 percent for increased carnings. Net Interest income as a percentage of
the twelve months ended December 31, 2020. The decrease in average earning assets, or net interest margin, increased by 2
occupancy and equipment expense is due to a decrease in basis points from 2019 to 2020. _Thg increase was primarily a
depreciation expense. The decrease in other operating expense result of nonaccrual loan recoveries in 2020.
is primarily due to decreases in expenses related to public and . ) .
member relations and training expenses in 2020. A key factor in the growth of net income for future years will be
continued improvement in net interest and noninterest income.
Income Taxes Our goal is to generate earnings sufficient to fund operations,
adequately capitalize the Association, and achieve an adequate
The Association recorded no provision for income tax for the rate of return for our members. To meet this goal, t-he.
year ended December 31, 2020, as compared to a provision of agricultural economy must be strong and the Association must
$1 for 2019 and $4 for 2018. Refer to Note 2, Summary of meet certain objectives. These objectives are to attract and
Significant Accounting Policies, (item K - Income Taxes), and maintain high qualiFy l.oan' volume priced at cpmpeti'tive rates
Note 12, Income Taxes, of the Notes to the Consolidated and to manage gredlt risk 1n our entire portfolio, while
Financial Statements, for more information concerning efficiently meeting the credit needs of our members.
Association income taxes.
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
11
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establishing a line of credit on which the Association may draw
funds. The GFA has a one year term and is renewable each
year. The current agreement expires on December 31, 2020, and
the Association has no reason to believe the GFA will not be
renewed upon expiration. 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.”

As of December 31, 2020 the Association had $303,013 in
loanable funds outstanding. The Association is able to
effectively deploy these funds as working capital to boost
profitability and patronage refunds. Through AgFirst’s direct
note pricing accounting for the calculation of interest expense
the Association is given an interest rate credit for loanable funds
based on the prevailing average direct note rate of the
Association’s entire portfolio.

Total notes payable to the Bank at December 31, 2020, was
$915,503 as compared to $893,705 at December 31, 2019 and
$917,038 at December 31, 2018. The increase in 2020 of 2.44
percent as compared to December 31, 2019 was attributable to
an increase in Association loan volume. The average volume of
outstanding notes payable to the Bank was $889,205 and
$891,205 for the years ended December 31, 2020 and 2019,
respectively. Refer to Note 6, Notes Payable to AgFirst Farm
Credit Bank, 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 the Farmer Mac
Long-Term Standby program, investments, and preferred stock
program 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 outstanding from third
party financial institutions as of December 31, 2020.

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, 90-day London
Interbank Offered Rate (LIBOR), or the 30-day LIBOR rate.
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 ra