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AG NEW MEXICO, FARM CREDIT SERVICES, ACA
MANAGf, MENT'S DISCUSSION AND ANALYSIS

The following corrnentary reviews the financial performance of the Ag New Mexico, Farm Credit Services, ACA (Agricultural
Credit Association), referred to as the association, for the quarter and nine months ended September 30, 2011. These comments
should be read in conjunction with the accompanying financial statements and the December 31, 2010 Annual Report to
Stock}tolders.

The association is a member ofthe Farm Credit System (System), a nationwide network ofcoop€ratively owned finaacial institutions
established by and subject to the provisions of the Farm Credit Act of 1971, as amended, and the regulations of the Farrn Credit
Administration (FCA) promulgated there under.

The consolidated financial statements compdse the opelations of the ACA and its wholly-owned subsidiaries. The consolidated
furancial statements were prepared under the oversight of the association's audit cornrnittee.

Significant Ev€nts:

The geographical area served by the association has experienced severe drought conditions during the course of the year. Dryland
production has been poor or nonexistent in many areas although many producers have crop insurance. Irrigated crops have required
increased irrigation coupled with lower yrelds. The livestock industry has been adversely irpacted with deteriorated grazing
conditions with several producers having to cull herds. The increased milk prices have allowed diaries to perform reasonably well
during 20ll even with the rising cost of inputs. The increased commodity prices have offset declining yields to some degree.
Livestock and grain prices are at historic highs. Profits carried over from the p or year in addition to prices remaining l'airly good
have allowed producers to operate without tapping thet full loan commitrnents.

Loan Portfolio:

Total loans outstanding at September 30,2011, including nonaccrual loans and sales conhacts, were $159,901,823 compared to
$150,517,886 at December 31, 2010, reflecting an increase of 6.2 percent. Nonaccrual loans as a percentage of total loans
outstanding were 7.8 percent at September 30, 201 l, comparcd to 9.5 percent at December 31, 2010-

Th€ association recorded $684 in recoveries and $0 in charge-offs for the quarter ending September 30, 201 1, and $684 in recoveries
and $145,138 in charge-offs for the same period in 2010. The association's allowance for loan losses was 1.5 percent and 1.7
percent oftotal loans outstanding as of September 30, 2011, and December 31,2010, respectively.

The association's nonaccrual loan decreased ftom $14,330,091 as ofDecember 31, 2010 to $12,505,630 as of September 30, 2011
due to loan seryicing efforts on the part of the association's credit staff.

Risk Exposure:

High-dsk assets include nonaccrual loans, loans that are past due 90 days or more and still accruing interest, formally restructured
loans and other properly owned. The following table illushates the association's components and trends ofhigh-dsk assets.

September 30, 2011 December 31 2010
Amount Amount

Nonaccrual
90 days past due and still

accrulng nreresr
Forrnally restructured
Other property owned, net

Total

r2,506,630

287.000
$ 12.793.630

$ r4,330,091

31,927

7,000
$ 14,369,018

97.8yo

0.0v.
0.oo
2.20h

100.00/o

99.7%

0.2%
0.00/,

0.r%
100.0%
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Investments:

During the first quarter of 2010, the association exchanged $26.4 million of morlgage loans that preyiously were covered under a
long-term standby comrnitment to puchase agreement with Federal Agdcultural Mortgage Corporation (Farmer Mac) for a Farmer
Mac guaranteed agricultural mortgage-backed security. No gain or loss was recognized in the financial statements upon completion
of the exchange transaction. The association continues to service the loans included in this transaction. These investrnents in
guaranteed secwities are included in this report's Consolidated Balance Sheet as inyestnents - held-to-maturity.

Results of Operations:

The association had net income of $614,607 and $1,635,466 for the tbree and nine months ended September 30, 201 l, as conpared
to net income of $437,846 and a net loss of $4,756,1 l4 for the same periods in 2010 reflecting an increase of 40.4 percent and 134.3
percent respectively. Net interest income was $ 1,164,912 and $3,454,813 for the three and nine months ended September 30, 2011,
conpared to $1,182,950 and $3,710,022 for the same periods in 2010. Interest income for the first nine months of20l l decreased by
$ 1,311,758, or 19.0 percent, fiom the same period of 2010, primarily due to a decrease in average loan volume. Interest expense for
the montls of 201I decreased by $1,056,549, or 33.2 percent, from the same period of 2010 due to a decrease in interest rates
coupled with a decrease in average debt volume. Average loan volume for the third quarter of 2011 was $ 152,634,544, compared to
5167,286,410 in the third quarter of2010. The average spread on the loan portfolio for the third quarter of 20l l was 2.4T percent,
compared to 2 . 1 8 percent in the third quarter of 20 I 0. The average spread on investments in Farmer Mac Mortgage Backed
Securities in addition to the loan portfolio was 2.48 percent

The association's retum on avemge assets for the months ended September 30, 20l1, was l.2l percent consrared to -2.88 percent
for the same period in 2010. The association's retum on average equity for the months ended September 30, 2011, was 7.96
percent, compared to -23.81 percent for the same period in 2010.

Liquidity and Funding Sources:

The association secures the majority of its lendable funds from the Farm Credit Bank of Texas (the bank), which obtains its fimds
through the issuance of System wide obligations and with lendable equity. The following schedule summarizes the association's
borrowinss.

September 3),
20tl

December 31,
2010

Note payable to the bank
Accrued interest on note payable

Total

160,630247
234J 48

r60,86489s

156,152,850
270,585

t56,423,43 5

The association's liquidity margin as of September 30, 201 I was 10.41 percent which is in compliance with the required minimum of
5 percent as specified by the general financing agreement.

Capital Resources:

The association's capital position increased by 52,057,215 at September 30, 2011, compared to December 31, 2010. The
association's debt as a percentage of members' equity was 5.70:l as of September 30, 2011, compared to 5.96:1 as ofDecember 31,
2010.

Under regulations governing minimum pefinanent capital adequacy and other capitalization issues, the association is required to
maintah a minimum adjusted pemBnent capital of 7.0 percent of dsk-adjusted assets as defined by the FCA. The association's
perrnanent capital ratio at September 30, 201 1, was 13.4 percent, which is in compliance with the FCA's minimum perrnanent capital
standard. The association's core surplus ratio and total surplus ratio at September 30, 201l, were 13.2 and 13.2 percent, respectively,
which is in compliance with the FCA's minimum surplus standard.

Signifi cant Recent Accounting Pronouncements:

In June 2011, the Financial Accounting Standards Board (FASB) issued guidance entitled, "Comprehensive lncome - presentation
of Comprehensive Income." This guidance is intended to increase the prominence of other comprehensive income in financial
statements. The current option that permits th€ presentation of other comprehensive income in the statement of changes in equity has
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been eliminated. The main provisions offte guidance provides that an entity that repo s items ofother comprehensive income has
the option to present comprehensive income in either one or two consecutive fnancial statements:

r A single statem€nt must present the cofiponents of n€t income and total net income, the components of other
comprehensive income and total other comprehensive income, and a total for comprehensive income.

. In a two-statement approach, an entity must present the corponents of net income and total net income in tlle fust
statement. That statement must be irnmediately followed by a financial statement tiat presents the compon€nts of other
comprehensive income, a total for other cornprehensive income, and a total for conprehensive income.

This guidance is to be applied retrospectively and is effective for fiscal years, ard interim periods within those yean, beginning after
December 15, 2011. The adoption of this guidance will not impact furancial condition or results of operations, but will result in
changes to the presentation of comprehensive income.

In May 2011, the FASB issued gurdance entitled, "Fair Value Measurement Amendments to Achieve Common Fair Value
Measurements and Disclosure Requfuements in U.S. GAAP and IFRSs," The amendments change the wording used to describe the
requirements in U.S. GAAP for measuring fair value and for disclosing information about fair value measurements. The
amendments include the following:

1. Application ofthe highest and best use and valuation premise is only relevant when measuring the fair value ofnonfinancial
assets (does not apply to financial assets and liabilities).

2. Aligning the fair value measurement of instruments classified within an €ntity's shareholders' equity with the guidance for
liabilities, As a result, an entity should measure the fair value of its own equity instruments fiom the perspective of a market
participant that holds the inshuments as assets.

3. Clarifying that a repodng entity should disclose quantitative information about the unobservable inputs used in a fair value
measurcment that is categorized within Level 3 ofthe fair value hierarchy.

4. Al exception to the requirement for measuring fair value when a reporting entity manages its financial instruments on the
basis ofits net exposue, rather than its gross exposure, to those risks.

5. Clarifying that the application of premiums and discounts in a fair value measurement is related to the unit of account for
the asset or liability being measured al fair value. Premiums or discounts related to size as a characteristic of the entity's
holding (that is, a blockage factor) instead of as a characteristic of the asset or liability (for exanrple, a control premium),
are not permitted- A fair value measuremsnt that is not a Level I measurement may include premiums or discounts other
than blockage factors when market participants would incorporate the premium or discount into the measurement at the
level ofthe unit ofaccount specified in other guidance.

6. Expansion of the disclosures about fair value measurements. The most significant change will require entities, for their
recurring Level 3 fair value mcasurements, to disclose quantitative information about unobservable inputs used, a
description of the valuation processes used by the entity, and a qualitative discussion about the sensitivity of the
measurements. New disclosures are required about t}le use of a nonfinancial asset measured or disclosed at fair value if its
use differs from its highest and best use. In addition, entities must report the level in the fair value hierarchy of assets and
liabilities not recorded at fair value but where fair value is disclosed.

The amendments are to be applied prospectively. The amendments are effective during interim and annual periods beginning after
December 15, 201 l. Early application is not permitted.

In January 2011, the FASB issued guidance entitled, "Deferral of the Effective Date of Disclosures about Troubled Debt
Restructudngs." This guidance temporarily delayed the effective date of the disclosures about troubled debt restructurings required
by the guidance previously issued on "Disclosures about t}re Credit Quality of Financing Receivables and the Allowance for Credit
Losses." The effective date of the new disclosures about troubled debt restructurings (TDR) coincides with the guidance for
determining what constitutes a TDR as described below.

In April 201 l, the FASB issued its guidance entitled, "A Creditor's Determination of Whether a Restructurhg is a Troubled Debt
Restructudng," which provides for clarification on whether a restructwing constitutes a TDR. In evaluating whether a restructudng
is a TDR, a creditor must separately conclude that both ofthe following exists: (1) the restructuring constitutes a concession, and (2)
the debtor is experiencing fnancial diffrculties. For nonpublic entities, the guidance is effective for annual periods ending on or after
December 15, 2012, including interim periods within those annual periods. The association is cu.rrently evaluating the inpact of
adoption ofthis Standard on the financial condition or results ofoperations. The adoption will result in additronal disclosures.

In July 2010, the Financial Accounting Standards Board (FASB) issued guidance on "Disclosures about the Credit euality of
Financing Receivables and the Allowance for Loan Losses," which is intended to provide additional information to assist fnancial
statement usels in assessing an entity's credit dsk exposures and evaluating the adequacy ofthe allowance for credit losses. Existtrs
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disclosures are amended to include additional disclosures of financing receivables on a disaggregated basis (by portfolio segment
and class of financing receivable) including among others, a roll forward schedule of ihe allowance for credit losses from the
beginning of the reporting period to the end of the period on a po folio segment basis, with the ending balance further disaggregated
on the basis of the method of irpairment (individually or collectively evaluated). The guidance also calls for new disclosures
including but not limited to credit qualiq/ indicators at the end of the reporting period by class of financing receivables, the aging of
past due financing receivables by class, the nature and extent of financing recsivables modified as troubled d€bt restruchtrings by
class and the effect on the allowance for credit losses. For public entities, the disclosures as of the end of a reporting period are
effective for interim and annual reporting periods ending on or after December 15, 2010. The disclosures about activity that occurs
during a reporting period are effective for intedm and annual reporting periods beginning on or after Decerrber 15, 2010. The
adoption of this Standard did not irnpact the association's financial condition or results of operations, but did result in signifrcant
additional disclosures.

In January 2010, th€ FASB issued guidance on "Fair Value Measurements and Disclosures," which is to improve disclosures about
fair value measurement by increasing transparency in financial reporting. The changes will provide a greater level of disaggregated
information and more robust disclosures of Valuation techniques and inputs to fair value measurement. The new disclosures and
cla fication of existing disclosures were effective for interim and aDnual reporting pedods beginning after December 15, 2009,
except for the disclosures about purchases, sales, issuances and settlements in the roll forward of activity in Level 3 fair value
measurements. Those disclosures are effective for fiscal years begirming after December 15, 2010, and for interim periods within
those fiscal years. The adoption of this Standard did not impact the association's financial condition or results of operations but did
result in additional disclosures.

Relationship with the Farm Credit Bank of Texas:

The association's financial condition rnay be irpacted by factors that affect the bank. The financial condition and results of
operations of the bank may materially affect the stockholder's investment in the association. The Management's Discussion and
Analysis and Notes to Financial Stat€ments contained in the December 31, 2010 Annual Report of Ag New Mexico, Farm Credit
Services, ACA more fully describe the association's relationship with the bank.

The Texas Farm Credit District's (district) annual and quarterly stockholder reports are available ftee of charge, upon request. These
reports can be obtained by wdting to Farm Credit Bant of Texas, The Ag Agency, P.O. Box 202590, Austin, Texas 7872O, or by
calling (512) 483-9204. Copies of the district's quarterly and annual stockholder reports also can be requested by e-mail at

./bb@.farmcreditbunk.com. The district rnakes its aruual and quarterly stockholder reports available on its website at
t lww. fannc re dit b a n k. con.

The association's quarterly stockholder reports are also available fiee of charge, upon request These reports can be obtained by writing
to Ag New Mexico, Farm Credit Services, ACA, P.O. Box 1328, 233 Fairway Tenace North, Clovis, New Mexico 88102-1328 or
calling (575) 762-3828. Copies of the association's quarterly stockholder reports can also be requested by e-rnailing
bill.ione s@fiumcreditbank.com. The association makes its annual and quarterly stockholder reports available on its website at
www.agnewmexlco.com.
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AG NEW MEXICO. FARM CREDIT SERVICES. ACA

CONSOLIDATED BALANCE STIEET

September 30,
20tl

(unaudit€d)
December 31,

2010

ASSETS
Cash

lnvestments
Loans
Less: allowance for loan losses

Net loans

Accrued interest receivable
Investment in and receivable from the bank:

Capital stock

Other
Defe[ed taxes, net
Other prop€rty owned, net
Premises and equipment
Other assets

Total assets

LIABILITIES
Note payable to the bank
Advance conditional paynents
Accrued interest payable

Drafts outstanding
Paft onage distributions payable

Other liabilities
Total liabilities

MEMBERS'EOUITY
Capital stock and participation certifrcates
Unallocated retained eamings
Accumulated other comprehensive income (loss)

Total members' equity
Total liabilities and members' equity

$ 103,706

20,173,903
159,901,823

2,363,884

103,451
24,016,717

150,517,886
2,522,097

157,537,939
2,050,736

4,644,100
668,565

2,128,031
287,000

3,306,044
166,139

147,995,789

2,643,064

3,852,310
731,971

1,6'73,'114

7,000
2,7 59,459

427,682
r9r,066,163 184,211,157

$ 160,630,247
345,608
234,726
211,815

191

I,134,553
162,557,140

156,152,850
t48,567
270,585

47 ,07 |
l9l

1.140.084
t5'7 ,'7 59,348

334,145
28,335,649

(160,772)
28,509,022

191.066.162

The accompanying notes are an integral part of these combined financial statements.
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AG NEW MEXICO, FARM CREDIT SERVICES, ACA

CONSOLIDATED STATEMENT OF INCOME
(unaudited)

Quarter Endcd
September 30,

Nine Months End€d
SeDtember 30.

201l 20tl

4,868,5,17

716,374

20r0 2010

INTEREST INCOME
Loans
Inveshnents
Other

'fotal interest incomc

INTER.EST EXPENSE
Note payable to the bank
Advance conditional paymenls

Total intcrcst expense

Net interest income

PROVISION FOR LOAN LOSSES

Net interest income after
provision for loan losses

NONINTEREST INCOME
Income from the bank:

Patronage income
[,oan t_ees

Refunds from Farm Credit System
lnsurance CorpoEtion

Irinancially related services iocome
Cain (loss) on otber propeny owned, net
Cain (loss) on sale ofpremises and equipment, net
Other noninterest income

lmpairment losses on investments
Total otber-than-temporary impairment losses

l,ess: portion of loss rccognizcd
in other mmprehensivc income

Nct impaifmenl loss recognized in earnings

Total noninterest incomc

NONINTERI]ST EXPENSES
Salaries and employcc benefits
Directors'expense
Purchased servi(Is
'lravel

Occupancy and equipment
Communications
Advertising
Itublic and member relations
Supcrvisory and exam expensc
lnsurance Fund premiums
C)ther nonintercst expense

Total noninterest expenses
Income before income taxes

Provision for (benefit from) income taxes

Net income

|,633,741
223,761

tss?-s08

692,596

692,596
1,164,912

(36,0sr)

r,200863

s,s84,921

2,130,108

1,750,383
303.734

6,241,517
6s5,102

2,0s4,111

871,161

6,896,6?9

3.r86,654
3

871.167 2,130,108 3,186,657
1,182,950 3,454,8t3 3,710,o22

l,r82,950

(17 r,931) (723,070\

3,626,744 4,433,092

203,502
29,700

24,775

.
6,016

| 1 ,667
60,311

23,944
I13,218

13.500

445,E99
72,609

92,349
476

2,000
29,5E8

38,619
156.919

44,393
(391,346)

(7.126,627\
596,85r

,<1q11 )Oq ?OO

26J,993 222.100

613,773 ('1,2'78,042)

643,361 (6.681,19

476,813
30,982
22*549
63$72
62,913
5,617
7,865

36,033
14,135
23,570

572,305
31,406
15,670
42,635

t36.t14
6,687

12.542
27,738
5?,083
23,020

1,523,238
127,622
71,853

169,684
231,90t

17,400
23,643
53'43,1

120,319
7l,642

t,715,659
t49,t 29
t06,724
128.187
318.224
21.215
38,7r9
39,t74

t'72,644
86.699

6lJl8 46,218 229,738 222,t04
805,537 971,538 2,640,471 3,058,418
659,,119 434,112 1,629,631 (5,306,5 | 7)

44,at2 G,134\ (s,83s) (550,403)

_!______!11{92_ _!_____llz.!1!_ _S_____U€lg!_ _!_____11J1!JIE

'fhe acaompanying notes are an integral part ofthcse combined financial statements.
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AG NEW lIIEXICO, FARM CREDIT SERVICES, ACA

CONSOLIDATED STATEMENT OF CHANGES IN MEMBERS' IQUITY
{unaudited)

Capit lstocld
Participation Addiaiorsl

C€rtificates Paid.io-Crpit{l

$ 358,075 $

Retained f,arnings

Allocated UnNllmated

$ $ 29,636,676

- (4,756,114)

Balance at December 31. 2009

Comprehensive income

Nel income

Change in postretirement b€n€fit plans

Total comprehensive income

Capital stocUparticipation ceiifi cates

and allocated retained eamings issued

Capital stock/participation certifi cates

and allocated retained eamings retired

Cash

Capital stocldparticipati0n certifi cates

and allocated retained earnings

Balance at September 30. 2010

Balance at December 31,2010

Comprehensive income

Net income

Change in postretirement benefit plans

Total comprehensive income

Capital stocldparticipation certificates

and allocated retained earnings issued

Capital stocL/paft icipation certif icates

and allocated relained earnings retired

Balance at Seplember 30,20ll

25,200

(44,555)

$ 338,720 $

$

$ 85.804

(4,756,114)

$ $ 24,E80.562

$ 26,700,t82

|,635.467

(r42,086) $ 26,892,881

- t,635.467

(18,686) (18,686)

Accumulated

Other

Conprehelsiv€

lncone (Los)

$ 114.208

(28,404)

(28,404)

Total

Members'

Equity

$ 10.108,959

(4.756,1r4)

(28,404)

(1.784.5r8)

25,200

(44.555)

$ 25,305,086

1,616.781

r0.0t0

(10.650)

334.785

1.635,461 (18,686)

t0.010

(r0.650)

$ 334,14s $ $ 2EJ3t649 $ (160,772) $ 28,509,022

The accompanying notes arc an integral part ofthese combined financial statements.
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AG NEW MEXICO, F'ARM CREDIT SER\TCES, ACA
NOTES TO THE CONSOLIDATED FINANCIAL STATIMENTS

GTNAUDITED)

NOTE 1 - ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES:

The Ag New Mexico, Farm Credit Services, ACA (Agncultual Credit Association), referred to as the association, is a member-
owaed cooperative that provides cr€dit and credit-related services to or for the benefrt of eligible borrowers/stockholdeE for
qualifred agricultural purposes. The association serves the all counties ofthe state of New Mexico, with the exception ofSan Juan
County and that portion of Rio Arriba County lying west of the Continental Divide. The association is authodzed to operate in
Cochran County, Texas. The association is a lending instihltion of the Farm Credit System (the System), which was established by
Acts of Congress to meet the needs of Ame can agdculture.

The signifrcant accounting policies followed and the financial condition and results ofoperations ofthe association as of and for the
year ended December 31, 2010 are contained in the 2010 Annual Report to Stockholders. These unaudited third quarter 20ll
financial statements should be read in conjunction with the 2010 Annual Report to Stockholders.

In June 201l, the Financial Accounting Standards Board (FASB) issued guidance entitled, "Comprehensive Income - Presentation
of Comprehensive Income." This guidance is intended to increase the prominence of other comprehensive income in financial
statements. The curent option that permits the presentation of other corrprehensive income in the statement of changes in equity has
been eliminated, The main provisions of t}le guidance provides that an entity that reports items of other comprehensive income has
the option to present comprehensive income in either one or two consecutive financial statements:

. A single statement must present the conpon€nts of net incorne and total net income, the cornponents of other
comprehensive income and total other comprehensive income, and a total for corryrehensive income.

. In a two-statement approach, an entity must present the components of net income and total net income in the first
statement. That statement must be immediately followed by a financial statement that presents the components of other
comprehensive income, a total for other comprehensive income, and a total for conprehensive income-

This guidance is to be applied retrospectively and is effective for fiscal years, and interim periods within those years, beginning after
December 15, 201 L The adoption of this guidance will not impact fmancial condition or results of operations, but will result in
changes to the presentation of comprehensive income.

ln May 2011, the FASB issued guidance entitled, "Fair Value Measruement - Amendments to Achieve Common Fair Value
Measurements and Disclosure Requirements in U.S. GAAP and IFRSs." The amendments change the wording used to descdbe the
requ[ements in U.S. GAAP for measuring fair value and for disclosing inforrnation about fair value measurements. The
amendments include the following:

L Application ofthe highest and best use and valuation premise is only relevant when measudng the fair value ofnonhnancial
assets (does not apply to financial assets and liabilities).

2. Aligning the fair value measwement of instruments classified within an entity's sbareholders' equity with the guidance for
liabilities. As a result, an entity should measure the fair value of its own equity instruments fiom the perspective of a rnarket
paticipant that holds the instruments as assets.

3. Clarifying that a reporting entity should disclose quantitative information about the unobservable inputs used in a fair value
measurement that is categorized within Level 3 ofthe fair value hierarchy.

4. An exception to the requirement for measuring fair value when a reporting entity maDages its financial instruments on the
basis of its net exposure, rather than its gross exposure, to those risks.

5 Clarifying that the application of premiurns and discounts in a fair value measruement is related to the unit ol account for
the asset or liabilrty being measured at fair value. Premiums or discounts r€lated to size as a charactedstic of the entity,s
holding (that is, a blockage factor) instead of as a characteristic of the asset or liabilrty (for example, a conhol premium),
are not permitted. A fair value measurement that is not a Level I measurement rnay include premiums or discounts other

Ag New Mexico FCS, ACA - Quarterly Repo( for the euarter ended September 30, 20t I
l0



than blockage factors when market participants would incorporate the premium or discount into the measurement at the
level ofthe unit ofaccount specified in other guidance.

6. Expansion of the disclosures about fair value measurements. The most significaat change will require entities, for their
recurring Level 3 fair value measruements, to disclose quantitative information about unobservable inputs used, a

description of the valuation processes used by the entity, and a qualitative discussion about the sensitivity of the
measurements. New disclosures are required about the use of a nonfinancial asset measured or disclosed at fair value if its
use differs ftom its highest and best use. In addition, entities must report the level in the fair value hierarchy of assets and
liabilities not recorded at fair value but where fair value is disclosed.

The amendments are to be applied prosp€ctively. The amendments are effective druing interim and annual periods begiruring after
December 15,2011. Early application is not permitted.

In January 2011, the FASB issued guidance ertitled, "Deferral of the Effective Date of Disclosures about Troubled Debt
Restructurings." This guidance temporarily delayed the effective date of the disclosures about toubled debt restructurings required
by the guidance previously issued on "Discloswes about the Credit Quality of Financing Receivables and the Allowance for Credit
Losses." The effective date of the new disclosures about troubled debt restructurings (TDR) coincides with the guidance for
determining what constitutes a TDR as described below.

In April 201 l, the FASB issued its guidance entitled, "A Creditor's Determination of Whether a Restructudng is a Troubled Debt
Restructuring," which provides for clarification on wheth€r a restruch[ing constitutes a TDR. In evaluating whether a restructuring
is a TD& a creditor must separately conclude that both of the following exists: (1) the restructwing constitutes a concession, and (2)
the debtor is experiencing frnancial difiiculties. For nonpublic entities, the guidance is effective for annual periods ending on or after
December 15, 2012, hcluding interim periods within those annual periods. The association is curently evaluating the impact of
adoption ofthis Standard on the financial condition or results ofoperations. The adoption will result in additional disclosures.

In July 2010, the FASB issued guidance on "Disclosures about the Credit Quality of Financing Receivables and the Allowance for
Loan Losses," which is intended to provide additional inforrnation to assist financial statement users in assessing an entity's credit
risk exposures and evaluating the adequacy of the allowance for credit losses. Existing disclosures are amended to include
additional disclosures of financing receivables on a disaggregated basis (by portfolio segment and class of financing receivable)
including among others, a roll forward schedule of the allowance for credit losses from the beginning of the reporting period to the
end of the period on a portfolio segment basis, with the ending balance further disaggregated on the basis of the method of
impatment (individually or collectively evaluated). The guidance also calls for new disclosures including but not limited to credit
quality indicators at the end of the repoting period by class of financing receivables, the aging ofpast due financing receivables by
class, the nature and extent of financing receivables modified as houbled debt restruchrrings by class and the effect on the allowance
for credit losses. For public entities, the disclosures as of the end of a reporting period are effective for interim and annual reporting
periods ending on or aftel December 15, 2010. The disclosures about activity that occus during a reporting period are effective for
interim and annual reporting periods begiruring on or after December 15, 2010. The adoption of this Standard did not impact the
association's financial condition or results ofoperations, but did result in additional disclosures.

In January 2010, the FASB issued guidance on "Fair Value Measurements and Disclosures," which is to improve disclosures about
fair value measurement by increasing transparency in financial reporting. The changes will provide a greater level of disaggregated
information and mors robust disclosues of valuation techniques and inputs to fair value measurement. The new disclosures and
clarification of existing disclosures were effective for interim and aruual reporting periods beginning after December 15, 2009,
except for the disclosures about purchases, sales, issuances and settlements in the roll forward of activity in Level 3 fair value
measurements. Those disclosures are effectiv€ for fiscal years beginning after December 15, 2010, and for interim periods within
those fiscal years. The adoption of this Standard did not impact the association's frnancial condition and results of operations but did
result in additional disclosures.

The accompanying consolidated financial statements contain all adjustments necessary for a fair presentation ofthe interim financial
condition and results of operations and conform to generally accepted accounting principles, except for the inclusion of a statement
of cash flows. Generally accepted accounting principles require a business enterpdse that provides a set of financial statements
reporting both financial position and results ofopentions to also provide a statement of cash flows for each period for which results
of operations are provided. In regulatioru issued by FCA, associations have the option to exclude statements of cash flows in interim
financial statements. Therefore, the association has elected not to include a statement of cash flows in these consolidated financial
statements.

The consolidated financial statements cornprise the operations of the ACA and its wholly-owned subsidiaries. The preparation of
these consolidated financial statements requfues the use of management's estimates. The results for tle quarter ended September 30,
201 I , are not necessarily indicative of the results to be expected for the year ended Decernber 3 l, 201 1 . Certain amounts in the prior
period's financial statements have been reclassifred to conform to cunent financial statement ptesentation.
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NOTE 2 - INVESTMENTS:

Effective March, 2010, $26.4 million of agricultural mortgage loans previously covered under a long-term standby commitment to
purchase agreernent with the Federal Agricultural Mortgage Coryoration (Farmer Mac) were securitized. No gain or loss was
recognized in the financial statements upon cornpletion ofthe securitization. Terms ofthe agreement call for a guarantee fee of20-50
basis points to be paid to Farmer Mac, and for the association to receive a 3o-basis-point fee for sewicing the underlfng loaru.

The following is a summary of Farmer Mac agricultual mortgage-backed secudties :

The following table is a sumrnary of the contrachral maturity, fair value, amortized cost and weighted average yield of Farmer Mac
investments held-to-rnaturitv at SeDtember 30. 2011:

Due Alier

Though I

AmoLrnt

$

Due Afier

Amounl

$

The association evaluates investment securities for other-than-ternporary impairment on a quarterly basis. Impairment is considered
to be other than temporary if an entity (i) intends to sell the secudty, (ii) is more likely than not to be required to sell the security
before recovering its cost, or (iii) does not expect to recover the security's entire amortized cost basis (even if the entity does not
intend to sell).

lf the association intends to sell tlre 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 ofthe security. when the association does not intend to sell
securities in an unrealized loss position, other-than-temporary impairment is considered using various factors, including the length of
time and the extent to which the fair value is less than cost, adverse conditions specifically related to the industry, geographic area
and the condition of the underlyrng collateral, payment shucture of th€ security, ratings by rating agencies, the creditworthiness of
bond insurers and volatility of the fair value changes. The association uses estimated cash flows over the remaining lives of the
underlyrng collateral to assess whether credit losses exist. In estimating cash flows, it considers iactors such as expectations of
relevant market and economic data, including underllng loan level data for mortgage-backed and asset-backed securities and credit
enhancements.
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Agricultural mortgage-backed sccurities

Agricultural mortgage-backed securities

Agricullual mongage-ba0ked s€curilies
'Iolal fafi valuc

'1 
otal amonzd cost

Gross Unrealized
Losses Fair Value

s (434,242) $ 23,582,475

Amortized Unrealized
Cost Gains

$ 20,173,903 $

Amortized ljnrealized
Cost Gains

$ 24,016,717 $

Cross Unrealized
Losses

(J7J,74r) $

Fair Value

19,800,162

5 Years

0 Years

Weighted Averagc
Yicld

4.40 %

Wcightcd Average
Yield

4.59 0h

Due rn I Year

or Lcss

Due Ancr I Year

'Ihrough 5 Yeals

Amounl Yield

$ 19,m0,162 4.40 %

19,800,162 4.40 %

$ m,173,903 4.40 %

Yield

-%
'%
-%

l0 Years

Yield

-Ya

-%

Yield

-%
-%

4t!t9!!tl

$
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NOTE 3 - LOANS AND ALLOWAI\ICE FOR LOAI{ LOSSES:

A summary of loans follows:

September 30,
20tl

December 31,
2010

Loan Type Amount Amount
Production agriculture:
Real estate mortgage

Production and
intermediate term

Agribusiness:
Loans to coopemtives

Processing and marketing
Farm-related business

Cornmunication
Energy
Water and waste disposal
Rual residential real estate

Intemational
Lease receivables

Total

The association purchases or s€lls participation interests with
comply with Farm Credit Administmtion regulations. The
participations purchased and sold at September 30, 201 l:

Other Farm Credit Institutions

$ 159.901.823 $ 150.517.EE6

other parties in order to diversify risk, manage loan volume and
following table presents infonnation regarding the balances of

Non-Fam Credit Institutions Total

$ 70,ss9,353

60,282,350

1.,417,036

12,970,,454
5,291,013
1,717,530
4,367,679
t,924,051
r,372,357

$ 69,699,s57

5r,833,947

697,190
13,818,2'79

10,390,968
|,924,231

88t,t27

t,272,587

Panicipations Participations

Purchased Sold

Participations Participations

Purchased Sold

Padicipations Participations

Purchased Sold

Real estate mortgage

Production and intermediate term

Agribusiness

Communication

Energr

Water and waste disposal

Rural residential real estate

lntemational

L€ase receivables

Total $ 36,984,3?l $ 59,335,E99 $ $ 1,037,130 $ 36,984.371

9,973,310

5,990,244

r3,0||,558
|,'t t'7,530

4,36't,679

|,924,051

3r,573,138

23,'122,'170

4,039,991

t,037,t30
9,973,310
5 qsn )r'4

r3,01r,558

I,717,530

4,367,679

1,924,051

$ 31,573,138

$ 24,759,901

$ 4,039,991

$

$

s

$

$

$

$ 60,373,029
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Nonperforming assets (including related accrued interest) and related credit quality statistics are as follows:

S€ptember 30, December 31,
20rr 2010

Nonaccrual loans:
Real estate mortgage
Production and intermediate term
Agribusiness
Comrnudcation
Rural residential real estate

Energy and water/waste disposal
Lease receivables

Total nonaccrual loans
Accruing restructured loans:
R€al estate mortgage
Production and intermediate term
Agribusiness

Total accruing r€structured loans
Accruing loans 90 days or more past du€:
Real estate mortgage
Production and intermediaie term
Agrbusiness
Rural residential real estate
Communication
Lease receivables

Total accruing loans 90 days or more
Total nonperforming loans
Other property owned
Total nonperforming assets

$ 12,506,630 $ 14,330,091

Ag New Mexico FCS, ACA - euarterly Reporr for the eurLrter ended September 30, 201 |
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one credit quality indicator utilized by the association is the Farm credit Administration uniform Loan classification system thatcategorizes loans into five categories. The categories are defined as follows:

o Acceptable - assets are expected to be firlly collectible and represenl the highest quality,
' other assets especially mentioned (oAEM) - assets are currently collectible but exhibit some potenhal weakness,
' substandard - assets exhibit some serious weakness in repalrnent capacity, equity and./or collateml pledged on the loan,o Doubtful - assets exhibit similar weaknesses to substandard assetr; io**"r,'aouutn r uss"o rtuu" uaaiaonal weaknesses inexisting factors, conditions and values that make colrection in full highly questionable, and. Loss - assets are considered uncollectible.

7,017 ,539
5,489,091

$ 7,409,348

6,920,743

rt

T rrJo6r3o
287,000

I 12,793,630

$-
$ 14,330,091

7,000.00

$ 14,337.091



The following table shows loans and related accrued interest as a percentage oftotal loans and related accrued interest receivable by
loan tvDe as of:

September 30,
20tl

December 31,
2010

Real estate mortgage
Acceptable
OAEM
Substandard/doubtful

Production and intermediate term
Acceptable
OAEM
S ubstandard/doubtful

Agribusiness
Acceptable
OAEM
Substandard/doubttul

Energy and water/waste disposal
Acceptable
OAEM
Substandard/doubtfhl

Communication
Acceptable
OAEM
Substandard/doubtful

Rural residential real estate

Acceptable
OAEM
Substandard/doubttul

International
Acceptable
OAEM
Substandard/doubttul

Lease receivables

Acceptable
OAEM
SubstandarcVdoubtfirl

Total Loans

Acceptable
OAEM
SubstandarrVdoubtful

84.5 %
2.2

13.3

83.3 o/o

6.7
10.0

100.0

80.0
7.5

12.5

100.0

70.6
15.5

13.9

100.0

93.9
6.1

100.0

'7 6.5
23.s

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0 100.0

84.7
4.6

10.7

78.3
12.3

9.4

100.0 % 100.0 %
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The following table provides an age analysis ofpast due loans (including accrued interest) as of September 30, 2011:

10-89 90 Days

Days or More

Total Not Past Due or

Past Less Than 30 Total Recorded lnvcstment

Rcal estate mortgagc

Production and intermsdiate term

Loans to coopemtives

Prccessing and markcting

Irarm-relalcd busincss

Conmunication

Enerry and water/waLstc disposal

Rural residcntial real estate

International

Lease r€ceivablcs

Total

- 1,418,107

- 13,023,063

- 53n,2tl
- r,717,854

- 6,31'1,453
_ 1,37E.038

Past Due Past Due Duo Days Pasl Due Loans >90 Days and ,Accruing

$ 658,315 $ 5,665,020 $ 6,323,335 $ 54,636,460 60,959,795 $

5,486,6t0 65.868,727 71.355,337

1,4 t8,107

13,023,063

5,312,2t1
t,7t7,854

6,31?.453

t,178,038

Note: The recorded investment in the 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 preyious direct wdte-down of the

inv€stment.
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Additional imDaired loan information is as follows:

At Seplomh! 30,20ll

lor lhc Thrce Monlis

End€d SeDlcmber 10. 201 I

For the Nine l\.4onths Endcd

Septembl0.20ll

Recordcd

lnveslm€nl

AYemge

Imlaiftd

Loans

Average

Inpircd

Loans

tlnpaid

Principal

Balance'

Rclated

Allollancg

$

1,844,989

Inhrcst

Incorne

Recngnized

Inteftst

lncoor€

Recognized

5,018,025 7,362,547 5,000,444

$$
5,167,109.00

lmpaired loans tlith a related

allowance fof crcdit lossesl

Real eslat€ modgage

Pr0duclion and inhmediate ledn

I-oans to cooFrativcs

Proasing ard na*eting

Iarm-relabd business

Communication

Energy and Mtr/$6ste disposal

Rurdl r€sidential Bal eslate

Intemational

hase meivables
'lolal

Impaired loa:rs with no relalcd

allouance lb crcdil losscst

Real eslate mongagc

Produclion ard inlemdiatc lefln

Loans lo coopcnlivcs

Procesing and na eling

Fam-rclated business

Corunul calion

Energ ard unt/*aSe dispsal

Ruml nsidenlial Bal esate

Inlcmational

l-ees€ receivables

Torl|l

Tolal impaircd loansl

Real estale modgagc

Production ard irtem€diate tenn

Loans lo mopcmtivcs

Procesing and malrcting

lam-rclited business

Communication

DneBJ, and uated$r$€ dispoel

Rural residenlial rcal eslale

Intemalional

kase rceivables

lblal

$ 5,489,090

1,999,514

$ 6,702,349

2,136,061

2,097

$ 5,480,245

2,010,058

$ 5,870,946

2,033,195

91,220

27,038

5,489,090

7,017,539

1

6,702,349

9,498,608

2,097

1,844,989

5,480,245

i,010,502

1

5,870,946

7,200,304

1

91,220

27,038
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At Decernber 31,2010 For the Year Ended December 31. 2010

lmpaired loans with a related

allowance for crcdit losses:

Real cstate moftgage

Production and intermediate term

Loans to cooperatives

Processing and marketing

Farm-relatcd business

Communication

Ilnergy and water/wast€ disposal

Rural residential real €state

lnternational

Lease receivablcs
'lotal

lmpaired loans with no rclated

allorvancc lbr credit lossesl

Real estale mortgage

Production and intermediate tcrm

Loans to cooperatlves

Prccessing and marketing

Farm-related business

Communication

Energy and water/waste disposal

Rural residential real estate

lnternational

Lease receiYables
'I'otal

Total impaired loansl

Real estate mortgagc

Pfoduction and intermed iate tenn

I-oans lo cooperatives

Processing and marketing

I 

jarrn-related busincss

Cornmunicatron

Energy and water/wastc disposal

Rural residential rcal estat€

Intcrnational

Leasc receivables
'Iotal

Recorded

Investment

5,236,934

Unpaid

Principal

Balanceu

Relate.d

Allowance

1,792,855

Avcmge lnteresl

Impaircd Incomc

Rccognized

5,205,560.00

$$

6,921,143

2,172,414

6,921,143

7,763,967 1,792,855

4,164,295
876,672

4,164,295
6,082,232

37,060

18,949

37,060

18,949

6,920,742

2,204342

6,920,742

7,441,276

' tjnpaid principal balance repr€sents thc recorded pr'ncipal balance ofthe loan
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A summarv ofchanees in the allowance for loan losses aud period end recorded investrnent il loans is as follows:

Produclion atd Eneui and

RcalEstat€ Intefinedialc WaleL^Vasto

N{ofigage lem Agribusinas &mmunications Disposal

Allowrnce tor Crcdit

lnss6i

Balance at

$ 313,42? $ 2,1S0,392 $ 17,571 $ $ 7t1 $

Rwal

Residential

Reillitale Int€maiional

Lcase

Roceivablc Total

$ 2,522,097DrumkI 31, 2010

Charye-otlii

Recorties

Provision for loan losses

Adjus[nenl due to meBer

olher

Balanft al

Scpt€mber 30. 201 |

(e4,ta

EndinBBalanctl

individually evaluaied lbr

irnpairment

EndingBalance:

collectively evalualed for

impairment $ 218,905

EndingBalana: loans

acquhed {ith delelioraled

crcditquality

Recordsl lNestnenb

in Loans 0ulsttndingj

Ending Balanft ai

Scplcmbcr 30,2011 $ 71,355,337

Ending Balanct tbr loans

individually evaluatcd ibt

impairnent

Ending Balarce lol loans

collectively e\Bluald tbr

impainnent $ 71,355,337

Ending Balafft fo! loans

acquircd wilh deterioraled

credil qualily

2,051

(77,409)

11,667 13,718

(171,S31)

$ 218,905 $ 2,115,034 $ 17,571 $ 11,667 $ 707 $ $ $ 2'363,884

NOTE 4 - CAPITAL:

The association,s board of directors has established a capital Adequacy Plan (Plan) that includ€s the capital targets that are

."*"r".y a achieve the i$titution's capital adequacy goals as well as th" -ioim,r* p".rnuoent capital standalds The Plan monitols

fro;""ted diuia"ods, equity retirements and othei actions that may decrease the association's perrnanent capital ln addition to facto$

that must be consid€red in meeting the minimum standards, the toard of directors also monitoB the following facto6: capability of

management; quality of operafing policies, procedures, and intemil controls; quality and quantity of earnings; asset quality and the

uJ"qu"u.y orin" alowance for loises to absorb potential loss within the loan and lease portfolios; suffrciency of liquid funds; needs

of an institution,s customer base; ancl any othei risk-oriented activities, such as funding and interest rate risk, potential obligations

under joint and several liability, contingent and oftbalance-sheet liabilities or other conditions warranting additional capital At least

qua.terly, management reviews the association's goals and objectives with the board'

$ 1,844,989 $ $ $ 1,844,989

$ 270,045 $ 17,571 $ $ 11,667 $ 707 $ $ $ 518,895

$$$$$$

$ 60,959,795 $ 19,813,3S1 $ 1,717,854 $ 6,305'945 $ 1'378,038 $ $ $ 161'530350

$ 5,236,934 $ $ $ $ $ $ 5'236,934

$ 55,722,861 $ 19,813,381 $ 1,717,854 $ 6,305,915 $ 1'378,038 $ $ $ 156'293'416

$$$$$
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NOTE 5 
-INCOME 

TAXES:

Ag New Mexico, Farm Credit Services, ACA and its subsidiary are subject to federal and certain other income taxes. The

associations are eligible to operate as cooperatives that quali8/ for tax heatment under Subchapter T of the Intemal Revenue code.

Under specified conditions, the associations can exclude from taxable income amounts distributed as qualifred patronage refunds in
the form of cash, stock or allocated surplus. Provisions for income taxes are made only on those earnings that will not be distributed

as qualified patronage refunds. During the nine months ended September 30, 201i, the association did not participate in a pahonage

program. Deferred taxes are recorded at the tax effect of all terporary differences based on the assumption that such telrporary

iiffir"n"". are retained by the institution and will therefore impact future tax payments. A valuation allowance is provided against

deferred tax assets to the extent that it is more likely than not (more than 50 percent probability), based on management's estrmate,

that they will not be realized. For the nine months ended September 30, 2011, and 2010 net incorne / (loss) for tax purposes

amounted to $12,041 and ($1,625,814) respectively. The loss for the first nine months of2010 was due to the discount taken on the

sale of assets for the pCA subsidiary. Tie deferred tax asset was increased $5,835 for the curent year due to p€rmanent aud

temporary timing differences between book and taxable income which are factors in calculating the tax liability for the year as stated

above.

The subsidiary, Ag New Mexico Farm credit services, FLCA, is exernpt from federal and other income taxes as provided in the

Farm Credit Act of 1 97 1 .

NOTE 6 - FAIR VALUE MEASUREMENTS:

FASB guidance defines fair value as the exchange price that would be received for an asset or paid to transfer a liability in the

principalormostadvantageousmarketfortheass'etorliability.seeNote2tothe2010AnnualReporttoStockholdersforamore
corplete descriptlon

Assets and liabilities measured at fair value

below;

Septernber 30. 20ll

Assets:
Loans *

Other property owned

December 31. 2010

Assets:

Loans -
Other propertY owned

on a non-recurring basis for each of the fair value hierarchy values are surnmarized

Fair value Measuremenl Using......i]ffi 
Level 2 Level3

s 3,527,654
287,000

$ 3,796,059
7,000

Total Fair
Value

$ 3,527,654
287,000

Total Fair
Value

$ 3,796,059
7,000

Total Gains
(Losses)

$ 0,E44,989)

Total Gains
(Losses)

$ ( 1,792,855)

$-$-

Fair Value Measurement U:ing.......|ffiL.t.lz 
Level J

*R€plesentsthefairvalueofcerlainloansthatwereevaluatedforimpairm€ntunderauthoritativeguidance,..Accountmgby
creditors for Irnpairment of a t-oanji the fair value was basecl upon the unclerlying collateral since these were collateral-dependent

loans for which real estate is the collateral'

Valuation Techniques

AsmorefullydiscussedinNote2tothe2010AnnualReporttostockiolders,authoritativeguidanceestablishesafairvalue
hierarchy, which requires ur, 

"rrtityto 
mu*iroire the use of observable inputs und -ini-ir" the use of-unobservable inputs when

measuring fair value. rr," ro o*rri r"i-rir"* 
-" 

ut*r summary of the valuation techniques used for the associations' assets and

liabilities. For a more complet" o"s"iiptio", 
'"e 

Notes to the 2010 Annual Report to Stockholde$'
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Investment Securities

Where quoted prices are available tl an active market, available-for-sale securities are classified as Level 1. Ifquoted prices are not
available in an active market, the fair value of securities is estimated using quoted prices for similar securities received fiom pricing
services, pricing models that utilize observable rnputs or discounled cash flows. Generally, these securities are classified as Level 2.
This would include certain mortgage-backed securities. Where there is limited activity or less transparency around inputs to the
valuation, the securities are classified as Level 3. Securities classified within Level 3 include asset-backed securities and certain
mortgage-backed securities, including those issued by Farmer Mac.

Lostts

For certain loans evaluated for impairment under authoritative guidance, the fair value is based upon the underlying collateral since
the loans were collateral-dependent loans for which real estate is the collateral. The fair value measurement process uses

independent appraisals and other market-based informatioq but in rnany cases it also requires significant input based on
nranagement's knowledge of and judgment about current market conditions, specific issues relating to the collateral and other
natters. As a result, these fair value measurements fall within Level 3 of the hierarchy. When the value of the real estate, less
estirnated costs to sell, is less than the principal balance ofthe loan, a specific reserve is established.

Other Property Owned

Other property owned is generally classified as Level3. The fair value is based upon the collateral value, which is generally
determined using appraisals or other indications based on comparable sales of similar properties, Cqsts to sell represent transaction
costs and are not included as a component ofthe asset's fair value.

NOTE 7 - EMPLOYEE BENEFIT PLAITIS:

The following table srurunarizes the components of net periodic benefit costs ofnon-pension other postretirement ernployee benefits
for the months ended September J0.:

OtlEr Benefits

2011 2010
Sewice cost
lnieres t co st

E4ecEd retrm on plan asseb

Amo rtizati on of prior service costs
Amortizations ofnet ( gain) loss
Net periodic benefi t cost

$ 21,996 $

36,674

@A7;)

19, t 69

n,554

(4e,e9s)
23.483 10.2 83

7,otl

The structure of the district's defined benefit pension plan is characterized as multi-employer since the assets, liabilities and cost of
the plan are not segregated or separately accounted for by participating enployers (bank and associatioDs). The association
recognizes its amortized annual contributions to the plan as an expense. The association previously disclosed in its financial
statements for the year ended December 31, 2010, that it expecied to contdbute $295,931 to the distdct's defined benefit pension
plan in 2011. As of September 30, 2011, $221,948 of contributions has been made. The association presently anticipates
conhibuting an additional $73,983 to tund the defined benefit pension plan in 201 I for a total of $295,931.

NOTE 8 - COMMITMENTS AND CONTINGENT LIABILITIES:

The association is involved in various legal proceedings in the normal course ofbusiness. There are two pending case oflitigation
which are counterclaims against the association. The association's legal counsel estinates that damages could amourt to
approximately $1 million should the parties filing lawsuits against the association prevail. The association's attomeys estimate the
probability of the lawsuits being resolved against tlle association range fiom remote to less than likely. Accordingly, no liabiliries
relating to the pending litigation have been recorded by the association. In the opinion oflegal counsel and management, there are
no other legal proceedings at this time tbat are likely to mat€rially affect the association.
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NOTE 9 --- Rf,GULATORY ENFORCEMENT MATTERS:

The association operates under a supervisory agreement with the Farm Credit Administration. The requirements of the
supervisory agreement includes contracting for an independent financial and strategic study, perfonn a review of the
association's govemance and management systems, take action to reduce the level of loan and acquired property risk,
address identified allowance for loan loss related weaknesses, monthly reporting of liquidity and eamings, and
implementation of measures to improve eamings and increase capital. The association is in material compliance with
the requirements as originally stipulated.

The association is in compliance with all covenants of the General Financing Agreement with the funding bank.

NOTE 10 - SUBSEQUENT EVENTS:

The association has evaluated subsequent events tbrough November 9, 2011 which is the date the financial statements were issued.
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