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

The following commentary reviews the financial performance of the Ag New Mexico, Farm Credit Services, ACA (Agricultural
Credit Association), referred to as the association, for the quarter ended June 30,2014. These comments should be read in
conjunction with the accompanying financial statements and the December 31,2013 Annual Report to Stockholders.

The association is a member of the Farm Credit System (System), a nationwide network of cooperatively owned financial institutions
established by and subject to the provisions of the Farm Credit Act of 1971, as amended, and the regulations of the Farm Credit
Administration (FCA) promulgated thereunder.

The consolidated financial statements comprise the operations of the ACA and its wholly-owned subsidiaries. The consolidated
financial statements were prepared under the oversight of the association's audit committee.

Significant Events:

For the six month ending June 30, 2014,the association continued efforts towards strengthening its financial position and managing
the credit risk within the loan portfolio. In April 20 14, the Association entered into a Capitalized Participation Pool agreement with
the Bank whereas the Bank purchased a pool of Federal Agricultural Mortgage Corporation (Farmer Mac) mortgage-backed
securities (AMBS) with a book value of $9.1 million from the Association in exchange for the Association agreeing to purchase
Bank stock equivalentto 1.6 percentage of the pool's par value. The Association will continue to service the underlying loans in the

AMBS. The goal of the program is to better utilize capital between the Association and Bank, while neutralizingthe net earnings
result at the Association level. At the discretion of the Bank, the association expects to receive a patronage fiom the AMBS sold to
the Bank equal to the amount it would have earned had it held the investment. The Association did not recognize any gain or loss on

the AMBS sale to the Bank since the loans are at a market rate already guaranteed by Farmer Mac and the servicing fee adequately
compensates us for the cost to service.

Additionally, in April20l4,the Association participated $4.2 million of loans originated by the Association to the Farm Credit Bank
of Texas Capitalized Participation Pool (CPP). The Association maintains a minimum of 20 percent interest in the loans participated.
The capitalization requirement stipulates that 8 percent of the loan's par value be invested in Bank stock. This requirement results in
a net investment of6 percent since a 2 percent investment in Bank stock based upon each Association's average direct note balance
is already required. At the discretion ofthe Bank, the association expects to receive a patronage from the portion ofloans sold to the
Bank equal to the interest rate of the loans less cost of funds, provision for loan loss and insurance premiums which will approximate
the profit earned on loans retained in the association's loan portfolio. The intent of the program is to better utilize capital between
the association and the bank thereby enhancing the bank's net collateral ratio and improving the association's regulatory capital
ratios. The association will continue to provide servicing for the loan pool as per agreement.

Interest income for the three and six months ended June 30,2014, decreased by $133,000 and $105,497, or 7.6 and 3.1 percent,
respectively, from the same period of 2013, primarily due to a decline in interest income from investments. Interest expense for the

three and six months ended June 30,2014, decreased by $30,486 and $31,335, or 5.5 and 2.8 percent, respectively, from the same
period of20l3 due to a decrease in average debt volume.

While 2013-2014 winter runoff was still below average and New Mexico continues to be classified as a drought impacted area,2014
monsoon conditions are proving to be equally good or better than 20 13. Overall, pasture conditions are generally good statewide.
High feed costs have abated, especially corn, since 2013, and market conditions and margins for both calf producers and dairymen
have materially strengthened in 20 14. Beef cattle prices continue to show exceptional strength, which now may be inhibiting herd
expansion and yearling purchases due to concern over the potential for a "bubble" market. While heifer retention is increasing, it
seems unlikely that beef supplies will materially increase in the next two years. US corn supply is currently outpacing demand and
2014 production is expected to weigh down prices for the next few years. The dairy industry has seen significant reversal in market
conditions since late 2013 and producers are enjoying healthy profit margins. Ag New Mexico Farm Credit strives to timely identify
trends in risk factors in the loan portfolio and to take prompt action to address those risks. The Association underwent two separate
evaluations conducted in 20 13, which concluded that the Association is adequately assigning corect risk ratings to loans in the
Association's portfolio. Those evaluations included an examination by the Association's regulator and a review by an independent
firm specializing in providing Credit Review Services for associations and other financial institutions.



Loan Portfolio:

Total loans outstanding at June 30, 2014, including nonaccrual loans and sales contmcts, were $165,842,833 compared to
S165,033,188 at December 31,2013, reflecting an increase of 0.5 percent. Nonaccrual loans as a percentage of total loans
outstanding were 2.5 percent at June 30, 2014, compared to 2.6 percent at December 3 l, 2013.

The association recorded $0 in recoveries and $0 in charge-offs for the quarter ended June 30, 2014, and $0 in recoveries and $0 in
charge-offs for the same period in 2013. The association's allowance for loan losses was 0.6 percent and 0.6 percent oftotal loans
outstanding as of June 30,2014, and December 3 l, 2013, respectively.

Risk Exposure:

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

June 30,201,1 December 3l 20t3
Amount Anrount

Nonaccrual

90 days past due and still
accruing interest

Formally restructur€d
Other property owned, net

Total

s 4,077,637 s 4,230,564

646,080
s 4,723,717

86.3v.

0.0v,
0.0"h

13.70h
100.0%

695,67;
s 4,926,235

85.90/o

0.0%
0.0o/o

t4.t%
100.0%

Investments:

Effective April l, 2014 the Farm Credit Bank ofTexas (the bank) purchased Ag New Mexico's securitized Farmer Mac Agricultural
Mortgage Backed Securities (AMBS) Investments. The purchase of$9.1 million included outstanding principal and accrued interest
as ofthat date. There was no gain or loss recognized by the association on this transaction. The association will continue to service
the underlying loans that were included in this security. Also, there should be no effect to Ag New Mexico's income based on this
transaction as it is expected that the bank will be able to pay the association a patronage equivalent to the net interest that would have
been eamed on the AMBS investment. However, the bank's payment of patronage is at the discretion of the bank's board of
directors.

Results of Operations:

The association had net income of $354,490 and $784,055 for the three and six months ended June 30, 2014, as compared to net
income of$418,309 and $1,405,046 for the same period in 2013, reflecting a decrease of 15.3 and 44.2 percent, respectively. Net
interest income was $ 1,098,410 and $2,253,088 for the thee and six months ended June 30, 2014, compared to $ 1,200,924 and
52J27 ,250 for the same period in 2013.
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June 30,
2014

June 30,
2013

Loans
Investments

Impact of capital

Net interest income

Yield on loans

Yield on investments
Total yield on interest-

earning assets

Cost of interest-bearing

liabilities
Interest rate spread
Net interest income as a

percentage ofaverage
earning assets

Total interest income
Interest expense

Note payable to the bank
Accrued interest on note payable

Total

Average Average
Balance Interest Balance Interest

$ 165,099,667 $ 3,224,124 S 163,199,785 $ 3,198,598
4,558,886 104,286 10,830,164 235,309

Totalinterest-earning assets 169,658,553 3,328,410 174,029,949 3,433,907
Interest-bearing liabilities 146,009,640 1,075,322 154,285,580 1,106,657

_!_2t,619fl1_
$ 2,253,088

2014
Average Yield

_$ 19J44369_

_$ 2327 2s0_

2013
Average Yield

3.94o/"
4.61o/o

3.960h

1.490h

2.47Yo

2.680/0

3.95%
438%

3.98%

1.45%
253%

2.70%

June 30, 2014 vs. June 30, 2013

Increase (decrease) due to
Volume Rate Total

Interest income - loans $ 37,236 $ (l I,710) $ 25,526
lnterest income - investments (136,256) 5,233 (131,023)

(99,020) (6,117) ( 105,497)
(59,360) 28,025 (31,335)

Net interest income $ (39,660) $ (34,502) $ (74,162):::

Interest income for the three and six months ended June 30, 2014, decreased by $ I 3 3,000 and $ I 05,497 , or 7 .6 and 3 . I percent,
respectively, from the same period of 2013, primarily due to a decline in interest income from investments. Interest expense for the
three and six months ended June 30,2014, decreased by $30,a86 and $31,335, or 5.5 and 2.8 percent, respectively, Ilom the same

period of 20 I 3 due to a decrease in average debt volume. Average loan volume for the second quarter of 2014 was $ I 65,4 I 8,995,
compared to $163,889,921 in the second quarter of20l3. The average net interest rate spread on the loan portfolio for the second
quarter of 2014 was 2.45 percent, compared to2.59 percent in the second quarter of 20 13.

The association's return on average assets for the six months ended June 30,2014, was 0.88 percent compared to 1.53 percent for
the same period in 2013. The association's return on average equity for the six months ended June 30,2014, was 4.87 percent,
compared to 9.50 percent for the same period in 20 I 3.

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 funds
through the issuance of Systemwide obligations and with lendable equity. The following schedule summarizes the association's
borrowings.

June 30,
2014

December 31,

2013
140,585,922 $

175,517
150,409,5 12

193,2t9
140,761,439 $ 150,602,731



The association operates under a general financing ageement (GFA) with the bank. The curent GFA is effective through September
30, 2014. The primary source of liquidity and funding for the association is a direct loan from the bank. The outstanding balance of
S140,585,922 as ofJune 30, 2014, is recorded as a liability on the association's balance sheet. The note carried a weighted average
interest rate of 1.49 percent at June 30,2014. The indebtedness is collateralized by a pledge of substantially all ofthe association's
assets to the bank and is governed by the general financing agreement. The decrease in note payable to the bank and related accrued
interest payable since December 31,2013, is due to the association's decrease in assets. The association's own funds, which
represent the amount ofthe association's loan ponfolio funded by the association's equity, were $23,854,701 at June 30, 2014. The
maximum amount the association may borrow from the bank as of June 30, 2014, was S163,614,988 as defined by the general
financing agreement. The indebtedness continues in effect until the expiration date of the general financing agreement, which is
September 30, 2014, unless sooner terminated by the bank upon the occurrence ofan event of default, or by the association, in the
event of a breach of this agreement by the bank, upon giving the bank 30 calendar days' prior written notice, or in all other
circumstances, upon giving the bank 120 days' prior rvritten notice.

Capital Resources:

The association's capital position increased by $380,433 at June 30,2014, compared to December 31,2013. The association's debt
asapercentageofmembers'equitywas4.44:lasofJune30,20l4,comparedto4.75:lasofDecember3l,20l3.

Under regulations goveming minimum permanent capital adequacy and other capitalization issues, the association is required to
maintain a minimum adjusted permanent capital of 7.0 percent of risk-adjusted assets as defined by the FCA. The association's
permanent capital ratio at June 30, 2014, was 16.0 percent, which is in compliance with the FCA'S minimum permanent capital
standard. The association's core surplus ratio and total surplus ratio at June 30,2014, were 15.8 and 15.8 percent, respectively,
which is in compliance with the FCA's minimum surplus standard.

Significant Recent Accounting Pronouncements:

In February 2013, the FASB issued guidance, "Reporting of Amounts Reclassified Out of Accumulated Other Comprehensive
Income." The guidance requires entities to present either parenthetically on the face ofthe financial statements or in the notes to the
financial statements, significant amounts reclassified from each component of accumulated other comprehensive income and the
income statement line items affected by the reclassification. The guidance is effective for public entities for annual periods
beginning after December 15,2012, and for nonpublic entities for annual periods beginning after December 15,2013. The
association has adopted this guidance, which did not impact the financial condition or results of operations, but resulted in additional
disclosures which are included in Note 4 - Capital.

Regulatory Matters:

As disclosed in the 2012 annual report, the Association and its regulator, Farm Credit Administration ("FCA"), entered into a

Supervisory Agreement (the "Supervisory Agreement") effective March 20,2012, that, among other things, placed additional
reporting requirements on the Association and required the board to take certain other actions. The Supervisory Agreement
supersedes that certain Supervisory Agreement with the FCA dated January 20,2010, and the FCA Supervisory Letters dated June
25, 2009, November 13, 2009 and December 13, 201 1. The Supervisory Agreement requires that the board take certain corrective
and precautionary measures with respect to some ofthe Association's practices, including board govemance and operation, director
fiduciary duties, nominating committee procedures, board policies, board business planning, the CEO position and human capital
development, policies and procedures regarding loan participations, management reporting, and disclosure obligations. In addition,
the Supervisory Agreement prohibits the Association fiom distributing patronage or dividends lrom past, present or future earnings
without prior FCA consent. The conditions and events that led to the need for the Supervisory Agreement include portfolio credit
quality deterioration, perceived weaknesses in board governance, loan portfolio management, participations purchased and perceived
weakness with respect to certain internal controls.

ln response to the Supervisory Agreement, the board adopted a multi-step detailed Plan of Action designed to address the
requirements mandated in the Supervisory Agreement. In addition to taking actions to address the additional reporting requirements,
the board has:

. Engaged an outside consultant to advise the board in regards to fulfilling its fiduciary duties and improving board
operations and governance;

o Revised its committee structure by adding governance and risk management commitlees;
. Revised its nominating committee by adding a third meeting at least 180 days prior to the election;
o Prepared a board and an individual board member training plan designed to strengthen the board's expertise and improve

the govemance ofthe Association;
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a

Hired a new CEO beginning on October 22,2012, to replace the previous CEO who retired;
H ired a new Chief Credit Officer on June I , 20 I 3 ;

Progressed further with implementing the Association's staffing plan for filling senior management and other key positions,
including the commencement of recruiting activities in search of a qualified CFO candidate;
Established a Compliance Committee to monitor management's progress in implementing the corrective actions of items
identified in the Supervisory Agreement;
Engaged an outside consultant to assist in developing and implementing an overall comprehensive audit plan and internal
operational audits;
Engaged an outside consultant to review and assist with review of the Association's existing policies and procedures and
updates thereto.

In December 2013, the Association received a letter from the FCA related to the FCA's ongoing oversight of the Association and the
evaluationoftheAssociation'sassetqualityandfinancial conditionasofSeptember30,20l3. Theletterreportedthattheboardand
management have made a good faith effort to develop corrective action plans to meet the requirements of the Supervisory Agreement
and were generally in compliance or substantial compliance with more than a majority of the requirements of the Supervisory
Agreement. Although the Association has made significant progress, the letter noted some areas (as discussed below) that still
require additional actions. In addition to the ongoing corrective actions noted above, other actions being taken target the following
areas:

Continuing to ensure adherence to the board member training plan designed to strengthen the board's expertise and improve
the governance of the Association and compliance with the FCA's regulations;
Continuing to review and evaluate the business plan of the Association, including providing oversight to ensure that
continued action is taken to identify and address weaknesses or variances with the business plan
Continuing to review senior management staffing to ensure satisfactory staffing with skilled and qualified candidates at all
positions;

Continued review by the board of participations purchased, and the incorporation into the Association's audit plan of an
annual independent review of participations purchased; and

Continuing to review the FCA's regulations with respect to disclosure obligations to ensure compliance therewith.

The board will continue engaging a consultant to provide the board advice with respect to understanding and fulfilling its fiduciary
responsibilities and to perform other advisory functions as specified in the Supervisory Agreement. The board and senior
management are committed to continuing the administration of the Association in a sound manner, compliant with all regulations of
the FCA and remain dedicated to meeting their obligation in complying with the Supervisory Agreement.

Relationship With the Farm Credit Bank of Texas:

The association's financial condition may be impacted 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 Statements contained in the 2013 Annual Report of AgNew 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, as well as those of the bank, are available free of
charge, upon request. These reports can be obtained bywritingto Farm Credit Bank of Texas, The AgAgency, P.O. Box 202590,
Austin, Texas 78720, or by calling (512) 483-9204. Copies of the district's quarterly and annual stockholder reports also can be
requested by e-mail atfcb@farmcreditbank.com. The annual and quarterly stockholder reports for the bank and the district are also
avai lab le on its webs ite at www {ar m cr e d i t b a n k. c o m.

The association's quarterly stockholder reports are also available free ofcharge, upon request. These reports can be obtained by writing
to Ag New Mexico, Farm Credit Services, ACA, PO Box 1328, 233 Fairway Terrace North, Clovis, New Mexico 88102- 1328 or calling
(575) 762-3828. The annual and quarterly stockholder reports for the association are also available on its website at
www.agnewmexico.com. Copies of the association's quarterly stockholder reports can also be requested by e-mailing
s i n g e r. g at e t t @,far m c r e d i t b an k. c o m
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ASSETS

Cash

Investments

Loans

Less: allowance for loan losses

Net loans

Accrued interest receivable

lnvestment in and receivable from the Farm

Credit Bank ofTexas:

Capitalstock

Other

Defened taxes, net

other property owned, net

Premises and equipment, net

other assets

Total assets

LIABILITIES
Note payable to the Farm Credit Bank oITexas

Advance conditional payments

Accrued interest payable

Drafts outstanding

Dividends payable

Patronage distributions payable

Defened ta,res. net

other liabilities

Total liabiliries

MEMBERS'EOUITY
Capital stock and participation certificates

Additional paid-in capital

Allocated retained eamings

Unallocated retained eamings

Accumulated other comprehensive income (loss)

Total members' equity

Total Iiabilities and members' equity

AC NEW MEXICO, FARM CREDIT SERVICES, ACA

CONSOLIDATED BALANCE SHEDT

June 30,

20tl
(unaudited)

$ 104,{41

(11)

165,8{2,811

93{,83s

161,907,998

r,384,571

December 31,

2013

1,212,865

1,08{,283

680,500

616,080

3,132,889

l56,l9l
9.3li,l l2

r65,033.188

915.778

t64.117,410

1.706,349

1,995,4r0

278,486

878.369

695,6T I

3.t27 .412

189,950

184,478,420

J07,782

176,{61,JJ7

s 110,s8s,922

1,578,28{

175,{96

t7,{59
360,000

1,266,388

r{rpt3s{,

$ 150.409,512

269.678

193,219

132.610

1,406,046

t52,411,065

Jr 1,855

J2,130,92;

(19{,99{)

3 2,.1.1 7,7 8 8

_l________l_zEr6!il_

l0t,l70

11,906,871

(140,688)

32,067.355

$ 184,478.420

The accompanying notes are an inlegral part ofthese combined financial statements,
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AG NEW MEXICO, FARM CREDIT SIRVICIS, ACA

CONSOLIDATED STATEMENTS OF COMPRf,HENSIVE INCOME
(unaudited)

Quarter Ended

June 30,

Six Months Ended

June 30.

INTEREST INCOME
Loans

Investments

Other

Total interest income

INTIREST IXPENSE
Note payable to the Farm Credit Bank of Texas

Advance conditional payments

Total interest expense

Net interest income

PROVISION FOR LOAN LOSSES

Net interest income after

provision for loan losses

NONINTEREST INCOME
Income from the Farm Credit Bank ofTexas:

Patronage income

Loan fees

Rel'unds from Farm Credrt System

Insurance Corporation

Ftnancially related services income

Gain (los) on other property owned, net

Gain (loss) on sale of prenuses and equipment, net

Other noninterest income

Total noninterest income

NONINTT,REST EXPENSES
Salaries and employee benefits

Directors' expense

Purchased services

Travel

Occupancy and equipment

Communications

Advertising

Public and member relations

Supervisory and exam expense

lnsurance Fund premiums

Merger-implementation and restructuring costs

Other noninterest expense

Total noninterest expenses

Income before income taxes

Provision for (benefit from) income taxes

N[T INCOMI

Other comprehensive income:

Change in postretirement benefit plans
lncome tax expense related to items of other

comprehensive income

Other comprehensive income, net oftax

COMPREHENSIVE INCOME

2014 20t3 2014 2013

s 1,619,180 $ 1,636,401

I15.779
3, I 98,598

235,309

$ 3,224,124 $

10.{,286

-.-3,328,410 1,433.907

I,075,J22

1,61 9,1 80

520,770

-

520,770

1,098,4 r 0

843

1,097,567

271,142

555

8,662

(e46)

8,792
291,205

513,880

s9,210

28,265

59,691

70,359

7,522

6,471

9,931

39,368

J8,26 l

121,658

9s1,661

437,lll

82,621

354,490

1.752,t 80

551,256

-

551,256

I,200,924

51.249

I,149.67 5

204.94'7

(4,613)

5.721

(3,0s9)

t2.s36
215.472

50 1,519

49.1 t9
l 5,790

35,078

65,197

5,336

5,416

t7 ,'t4t
33,2't3

34,056

84,333

846,878

518,269

99,960

4 I 8,309

9,1 98

1,075,322

2,253,088

r9,057

2,234,0J1

410,t29
(2,248)

9,569

(2,572)

46,888

521,766

1,0 I 6,973

I 0s,6 l4
6 1,275

92,473

133,200

t4,957

t2,26t
29,364

79,t54

79,135

205,006

1,829,412

926,385

142,330

784,055

1,106,657

-

I ,l 06,65 7

2,327,2s0

(439,549)

2,766;799

426.473

16,0 i 8

10.01 I

19,157

50,500

33.293

6t5.452

993,808

I 13,t36

71,550

72,269

I 30,068

|,779
23,202

33,500

63,967

16,185

t62,t61
t,152,231
1,630,020

224.974

I,405,046

(6 r ,s47)

(6 I ,547)

(7s1) (s1,J06)

--

(754) 9,198

_!_____l!tzt!_ _!___lZzJ!L

(s4,306)

s____JTel!2_ _$__.111}22_

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

CONSOLIDATED STAT[MENT OF CHANGES IN MEMBERS' IQUITY
(unaudited)

Capital StocU

Participation

Certilicates

$ :q8,bq0 $

$ l0t,l70 , 
: 

$

30,455

(19,770)

Adrlitional Retained f,arninss

Paid-in-Canital Allocated Unallorated Income d-oss)::

Accumulated

0ther

Comprehensive

(289,243)

(6 l ,547 )

Total

Members'

Equity

$ 28,6t2,155

I,343,500

l3t,l l0

( I 44,370)

$ 28,590,048 $

1,405,047

$ 11,906,873

i84,054

Balance at Decembet 31,2012

Comprehensive income

Capital stock/participati0n certifi cates

and allocated retained earnings issued

Capital stock/participation certifi cates

and allocated retained earnings retired

Stock equaIzation

Drvidends declared

Equity issued or recharacterized upon merger

Equity retired or recharacterized upon merger

Patronage refunds:

Cash

Caprtal Uocli/participation certifi cates

and allocated retained earnings

Balance at June 30, 201 l

Balance at December 3 l, 201 3

Comprehensive income

Capital stock/participation certifi cates

and allocated retained earnings issued

Capital stock/participation certifi cates

and allocated retained earnings retired

Stock equalization

Dividends declared

Equity isued or recharacterized upon merger

Equity retired or recharacterized upon merger

Patronage refunds:

Cash

Capital stocldparticipation certifi cates

and allocated retained earnings

Balance at June 30,2014

$3il,950t-$

t3t,t l0

( I 44,370)

423,688 423,688

---

$ $30,418,783 $ (350,790) $30,366,683

$ (r40,688) $ 32,067,355

(54.306) 729.148

- 30,455

( l 9,770)

(360,000) (160,000)

-

$ Jll,855 $ $ $ 32,J30,927 $ (194,994) $ 32,447,788

'lhe accompanying n0tes are an integral part ofthese combined llnancial statements.
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AG NEW MEXICO, FARM CREDIT SERVICES, ACA
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

NOTE 1 
- 

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES:

The Ag New Mexico, Farm Credit Services, ACA (Agricultural Credit Association), referred to as the association, is a member-
owned cooperative that provides credit and credit-related services to or for the benefit of eligible borrowers/stockholders for
qualified agricultural purposes. The association serves all counties of New Mexico, with the exception of San Juan County and that
portion of Rio Arriba County lying west of the Continental Divide; in the state of Texas, Cochran County. In addition, the
association and Farm Credit Services of New Mexico, ACA have entered into an agreement that allows the association to make
mortgage loans in New Mexico, on a statewide basis, without obtaining territorial approval. The association is a lending institution
of the Farm Credit System (the System), which was established by Acts of Congress to meet the needs of American agriculture.

The accompanying unaudited financial statements have been prepared in accordance with accounting principles generally accepted
in the U.S. (GAAP) for interim financial information. Accordingly, they do not include all of the disclosures required by GAAP for
annual financial statements and should be read in conjunction with the audited financial statements as of and for the year ended
December 31,2013 as contained in the 20 13 Annual Report to Stockholders.

In the opinion of management, the accompanying consolidated financial statements contain all adjustments necessary for a fair
presentation of the interim financial condition and results of operations and conform with generally accepted accounting principles
(GAAP), except for the inclusion of a statement of cash flows. GAAP require a business enterprise that provides a set of financial
statements reporting both financial position and results of operations to also provide a statement of cash flows for each period for
which results of operations are provided. In regulations 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. These interim financial statements should be read in conjunction with the audited financial
statements as of and for the year ended December 31,2013, as contained in the 2013 Annual Report to Stockholders. The
preparation of financial statements in accordance with GAAP requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes. Actual results could differ from those estimates. The results
of operations for interim periods are not necessarily indicative of the results to be expected for the full year ending December 31,
2014. Descriptions of the significant accounting policies are included in the 20 l3 Annual Report to Stockholders. In the opinion of
management, these policies and the presentation of the interim financial condition and results of operations conform with GAAP and
prevailing practices within the banking industry.

In February 2013, the Financial Accounting Standards Board (FASB) issued guidance, "Reporting of Amounts Reclassified Out of
Accumulated Other Comprehensive Income." The guidance requires entities to present either parenthetically on the face of the
financial statements or in the notes to the financial statements, significant amounts reclassified from each component of accumulated
other comprehensive income and the income statement line items affected by the reclassification. The guidance is effective for
public entities for annual periods beginning after December 15,2012, and for nonpublic entities for annual periods beginning after
December 15,2013. The adoption of this guidance did not impact the financial condition or results of operations, but resulted in
additional disclosures (See Note 4 - Capital).

The consolidated financial statements comprise the operations of the ACA and its wholly-owned subsidiaries. The preparation of
these consolidated financial statements requires the use of management's estimates. The results forthe quarter ended June 30,2014,
are not necessarily indicative of the results to be expected for the year ended December 31,2014. Certain amounts in the prior
period's financial statements have been reclassified to conform to current financial statement presentation.
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NOTE 2 _INVESTMENTS:

Effective April l, 2014 the Farm Credit Bank of Texas (the bank) purchased Ag New Mexico's securitized Farmer Mac Agricultural
Mortgage Backed Securities (AMBS) Investments. The purchase of $9.1 million included outstanding principal and accrued interest
as of that date. There was no gain or loss recognized by the association on this transaction. The association will continue to service
the underlying loans that were included in this security. Also, there should be no effect to Ag New Mexico's income based on this
transaction as it is expected that the bank will be able to pay the association a patronage equivalent to the net interest that would have
been earned on the AMBS investment. However, the bank's payment of patronage is at the discretion of the bank's board of
directors.

The following is a summary of Farmer Mac agricultural mortgage-backed securities:

June 30, 2014
Cross

Amortized Unrealized
Cost Gains

Gross
Unrealized

Losses Fair Value
Weighted Average

Yield

Agricultural mortgage-backed securities

Agricultural mortgage-backed securities

NOTE 3 - LOANS AND ALLOWANCE

A summary of loans follows:

Loan Type

$9,333,112 $ - $(s4,447) 59,278,66s

FOR LOAN LOSSES:

-$

Amortized Unrealized
Cost Gains

ot-lo

Unrealized
Losses Fair Value

Weighted Average
Yield

4.40 o/o

Production agriculture:
Real estate mortgage

Production and

intermediate term
Agribusiness:

Loans to cooperatives
Processing and marketing
Farm-related business

Communication
Energy
Water and waste water
Rural residential real estate

Total

$ 65,317,146

46,534,801

1,359,417

26,292,099
6,717,442

3,175,037
13,264,195
2,264,179

929,518

_$_1_6s,842,!11_

December 31,

2013
Amount

$ 66,997,984

48,644,117

1,393,239

23,342,002
3,459,331
3,305,012

14,576,781
2,319,128

995,595

_q--]_6s,033,_Lq!_

June 30,

2014
Amount

December 3 |

t2

-$ -$



The association purchases or sells participation interests with other parties in order to diversi! risk, manage loan volume and
comply with Farm Credit Administration regulations. The following table presents information regarding the balances of
participations purchased and sold at June30,2Ol4:

Real estale mortgage
Production and intcrmediate lerm
Agribusiness

Communication
Energy

Water and waste water
Total

Olher Faml Credit lnstitutions
Participations ParticipatioDs

Purchased

$9.415.261 522,146,685
8.623.206 14,355.574

23.342.482 1.589,686
3,180.422

t3,27'.|,182
1 16? 16<

$ 00,105,518 $ 40,0q1,q45 $

'I oml
Panicipations Parriurpalrons PanrcrparroDs

Sold Purchased Sold
$ - $ 9,4r5,26t $22.746.685

- 8.623,206 14,355,574
- 23,342.082 1.589.686
- 1,180,422
- tJ,277.182

) 167,16<

$ - $ 60,105,5 18 $40,691,945

December 3 l,
2013

$ 3,665,52r
565,043

4,230,564

Participations

Purchased
$-

The association is authorized under the Farm Credit Act to accept "advance conditional payments" (ACPs) from borrowers. To the
extent the borrower's access to such ACPs is restricted and the Iegal right of setoffexists, the ACPs are netted against the borrower's
related loan balance. Unrestricted advance conditional payments are included in other liabilities. ACPS are not insured, and interest is

generally paid by the association on such balances. Balances ofACPS were $2,676,168 and $707,516 at June 30,201rt, and
December 3 l, 2013, respectively.

Nonperforming assets (including related accrued interest) and related credit quality statistics are as follows:
June 30,

2011
Nonaccrlral loans:
Real estate mortgage
Production and intermediate term

Total nonaccrual loans

Total nonperforming loans

Other property owned
Total nonperforming assets

$ 3,487,885
589.7s2

4,077,637

$ 4,926,235

One credit quality indicator utilized by the association is the Farm Credit Administration Uniform Loan Classification System that
categorizes loans into five categories. The categories are defined as follows:

Acceptable assets are expected to be fully collectible and represent the highest quality;
Other assets especially mentioned (OAEM) - assets are cunently collectible but exhibit some potential weaknessl

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 factors, conditions and values that make collection in full highly questionable; and

Loss assets are considered uncollectible.

4,077,637 4,230,564
646,080 69s,6',11

$ 4,723,'.7t7

The following table shows loans and related accrued interest as a percentage oftotal loans and related accrued interest receivable by
loan type as ol

l3
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June 30,
2014

December 3 l,
2013

92.2 %
0.3

7.5

100.0

89.7
4.6

5.7

100.0

r 00.0

100.0

,:t

Real estate mortgage
Acceptable
OAEM
Substandard/doubtful

Production and intermediate term
Acceptable

OAEM
Substandard/doubtful

Agribusiness

Acceptable
OAEM
Substandard/doubtful

Energy and water/waste water
Acceptable
OAEM
Substandard/doubtful

Communication
Acceptable
OAEM
Substandard/doubtful

Rural residential real estate

Acceptable

OAEM
Substandard/doubtful

Total loans

Acceptable
OAEM
Substandard/doubtful

92.8

0.3
6.8

%

99.9

88.8
<,
6.0

r 00.0

,:,

100.0

,:,

100.0

,:,

100.0

,:,

r 00.0

,:,

100.0

10-0 0

100.0

93.8
1.5

4.7

r 00.0

94.0

1.6

4.4

r00.0 % 100.0 %
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Real estat€ mortgage
Production and int€rmediate t€rm
Loans to cooperatives
Processing and marketing
Farm-related business
Communication
Energy
Water and waste water
Rural residential real estate

Total

Real estate mortgage
Production and intermediate term
Loans to cooperatives
Processing and marketing
Farm-related business

Communication
Energy
Water and waste water
Rural residential real estate

Total

30-89
Days

90 Days
or More

Total Not Past Due or
Past Less Than 30

Ilccorded Investmenl
>90 Dat's and Accruing
$-

Recorded Investment
>90 Days and Accruing
S.

Past Due Past Due Due Days Past Due
$ 1,630,698 $ 1,683,282

- 352

-9

$ 3,313,980 $ 64,4s4,4t3
352 49,255,609
- 1.398.972

9 23,375,892
- 3 ,491,732
- 3.305.324
- t4,626,417
- 2.320,165
- 999.537

The following tables provide an age analysis of past due loans (including accrued interest) as of:

June 30.2014 30-89 90 Days Total Not Past Due or
Days or More Past Less Than 30

Past Due Past Du€ Due Days Past Due
$ 99,325 $ 1,691,547 S 1,790,872 $ 64,163,008

, -," "''l 
:lniriil,

- 13,36t,s3s
- 2,269,470

Decerrber 3l 2013

Total
Loans

$ 65,953,880
47,016,232

1,363,827
26,361,895

6,76 r,068
3,t75,286

13,36 1,535

2,269,170

T rrl9I2!_ -S-i68ir43 T 3Jl+l?r Trol4!,oql_ @ s-

Total
Loans

ffiSJ%
49,255,96t

1,398,972
23.37s.901

3,49 t .732
3.30s.324

14.626.4t7
2.320,165

999.537

$ 166.s42.402

Note: The recorded investment in the receivable is the face amount increased or decreased by applicable accrued interest and
unamortized premium, discount, f,rnance charges or acquisition costs, and may also reflect a preyious direct write-down of the
investment.

A restructuring ofa debt constitutes a troubled debt restructuring ifthe creditor for economic or legal reasons related to the debtor's
financial difficulties grants a concession to the debtor that it would not otherwise consider. Troubled debt restructurings are

undertaken in order to improve the likelihood of recovery on the loan and may include, but are not limited to, forgiveness of
principal or interest, interest rate reductions that are lower than the current market rate for new debt with similar risk, or significant
term or payment extensions.

The association did not have any troubled debt restructured loans for the second quarter of2014 or for the preceding twelve months.
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Additional irnpaired loan inforrnation is as follows:

June J0, 201,1 Deoember3l.20l3

Production and intennediate term 589,752 1,,145,016 855,264

Impaired loans with a related
allowance for credit losses:

Real estate mortgage

Production and intermediate term
Total

Impaired loans with no related

allowance for credit losses:

Real estate mortgage

Total
Total impaired loans:

Rea[ estate mortgage

Impaired loans with a related

allowance for credit losses:

Real estate mortgage

Total

lmpaired loans with no related

allowance for credit losses:

Real estate mortgage

tl npaid Unpaid
Recorded Principal Related Recorded Principal Related

Investment Balance' Allowance Investment Balanceo Allowance

$ 838,780 $ I,115,376 $ 376,990 $ 830,866 $ I,107,462 S 376,990

$ 83sJ80 r','*,i" rrr6d- T#F T# ffir,.fu-

52,649,104 $2,716,139 $ - $2,834,655 $2,903,J,14 $ -

$3,238,856 $4,161,155 S - $2,834,655 $3,758,608 $ -

$ 3,487,885 $ 3,831,515 S 376,990 $3,665,521 $ 4,010,806 $ 376,990
Production and intermediate ternr 589,752 1,445,016 - 565,043 1,420,307

Total s 4,0'77,637 S 5,276,531 $ J76,990 $ 4.230,564 $ 5,431,1 lJ S 376,990

u Unpaid principal balance represents the recorded principal balance ofthe loan

For the Tluee Months Ended For the Six Months Ended

June 30,2014 June 30,2013 June 30,2014 June 30,2013

Average Interest Average lntere$ Average Intere$ Average Interest

Impaired Income lmpaired Income Impaired Income Impaired lncome

Loans Recognized Loans Recognized Loans Recognized Loans Recognized

$ 832,725 $ $ 851,315 $ $ 832,725 $ $ 851,315 $

$ 832,?25 $ $ 851,315 $ $ 832,725 $ 851,315 $

$2,703,725 $ $2,062,133 $ $2,701,725 $ $2,062,133 $

$3,536,450 $ $2,913,448 $ $3,536,450 $ $2,913,448 $

Production and intermediate term 596,728 596,728

Total

Total impaired loans:

Real estate mortgage

$3,300,453 $ $2,062,133 $ $3,100,453 $ $2,062,133 $

Production and intermediate tenn 596,728 596,728

Total $4,131,178 $ $2,913,448 $ $4,t33,179 $ $2,913,448 $

A summary of changes in the allowance for loan losses and period end recorded investment in loans is as follows:
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Allowance for Credit
Losses:

Balance at
March 31,20l4

Charge-offs
Recoveries
Provision for loan losses
Balance at

June 30,2014

Balance at
December 31, 2013

Charge-offs
Recoveries
Provision for loan losses
Balance at

June 3O,2Ol4

Ending Balance:
lndividually evaluated for
impairment
Collectively evaluated for
impairment

Balance at
June 30,2014

Balance at
March3l,20l3

Charge-offs
Recoveries
Provision for loan losses
Balance at

June 30, 2Ol 3

Balance at
December 31, 2012

Charge-offs
Recoveries
Provision for loan losses
Balance at

June 30, 20 I 3

Ending Balance:
Individually evaluated for
impairment
Collectively evaluated for
impairment

Balance at
June 3O, 2Ol 3

<zo.io r r

$ 528.835

$ 5s4,834

(25.999)

$ 528.83s

$ 376,990

151,845

$ 528,835

s 530,655

4s.t42

$ 575,797

$ s3s,83 r

477.567
(437,601)

s 575,797

9,32g

$ 282,467

s 254.4-49

28.01 8

$ 2a2.467

$

242,466

s 2A2,466

$ 199,288

27.554

$ 226.842

$ 2 I 6.997

9.845

$ 226.842

r o,ooe

$ 79,9s l

s 67,3-75

t2.576

$ 79,95 t

$-

79,957

$ 79,957

$ 87,802

(2t,661)

s 66,t41

$ 76,781

( r 0.640)

$ 66,141

5,884

193

$ 6,077

$ s.6s2

425

t .r-

$

6,O44

$ 6,044

$ 5,946

(232\

$ 5,714

$ 8,1 68

(2.4s4)

s 5,71 4

$ 3s,72s

1 1nO

$ 36,974

$ 32,956

4.O18

t 36,r-

$-

36,974

$ 36,974

s 32,823

478

t 
"-,

$ 31,947

I.354

t -r,

s 933.992

843

$ 934.835

$ 9l 5,778

I 9.057

t ,r"r-

$ 376,990

5 5 7,811

$ 934,801

s 857.144

51.249

t ,o8r-

s 870.375

477,567
(439,549)

$ 908.393

$ 3e9,655

508,738

Production and Energy and Rural
Real Estate Intermediate Water/Waste Residential
Mortgage Tenn Agribusiness Communications rvvater Real Estate Total

s 549,396 $ 273, I 38 S 69,343 $ $ s06

25

$ 531

$ 512

l9

$ s3l

$

531

$ 531

$ 630

(32)

s s98

$ 651

--

$ s98

$ 399,655 $

776,1,42 226,442

$ 575,797 $ 226,A42

66,1,41 5,774

$ 66,141 $ 5,774

$-

59833,30 L

$ 33,301 $ 598 $ 908,393

Production and

Real Estate Intermediate

Mortgage Term Agribusiness Communications

Energy and

Water/Waste

Water

Rural

Residential

Real Estate Total

5 t67,389,427

$ 4,077,637

$ 163,3r r,790

Recorded Investments

in Loans Outstanding:

Ending Balance at

June 30.2014

Individually evaluated for

irnpainnent

Collectively evaluated for

impairment

$ 66,r rs,828

$ 3,487,885

$ 62,627,943

$ 47,046,2s r

$ 589,752

$ 46,4s6,499

$34,489,789 $ 3,r75,286

$$

$ 15,63 1,005

$

$ 93 1,268

$ 93 1,268$34,489,789 $ 3,175,286 $15,631,005

NOTE 4 - CAPITAL:
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The association's board of directors has established a Capital Adequacy Plan (Plan) that includes the capital targets that are
necessary to achieve the institution's capital adequacy goals as well as the minimum permanent capital standards. The Plan monitors
projected dividends, equity retirements and other actions that may decrease the association's permanent capital. ln addition to factors
that must be considered in meeting the minimum standards, the board of directors also monitors the following factors: capability of
management; quality of operating policies, procedures and intemal controls; quality and quantity of earnings; asset quality and the
adequacy of the allowance for losses to absorb potential loss within the loan and lease portfolios; sufficiency of liquid funds; needs
of an institution's customer base; and any other risk-oriented activities, such as funding and interest rate risk, potential obligations
under joint and several liability, contingent and off-balance-sheet liabilities or other conditions warranting additional capital. At least
quarterly, management reviews the association's goals and obiectiyes with the board.

An additional component ofequity is accumulated other comprehensive income, which is reported net oftaxes as follows:

June 30,2014

Nonpension postrefirement benefih

Total

June 30, 2013

N0npensi0n postretirement benefi ts

Total

Before Tar Defrrred Tar Net of Tax

s 2{6,618

s 216,618

s 51,62{ S 194,991

Before Tar Defened Tar Net ofTax

$ 350,790

$ 350,790

s l50.i9l)

150,790

The association's accumulated other comprehensive income (loss) relates entirely to its nonpension other postretirement benefits.
Amortization of prior service (credits) cost and of actuarial (gain) loss are reflected in "Salaries and employee benefits" in the
Consolidated Statement of Comprehensive Income. The following table summarizes the changes in accumulated other
comprehensive income (loss) for the six months ended June 30:

Accumulated other comprehensive income (loss) at January I

Amortization ofprior service (credit) costs included

in salaries and employee benefits

Amortization of actuarial (gain) loss included

in salaries and employee benefits

Income tax expense related lo items of
other comprehensive income

Other comprehensive income (loss), net oftax
Accumulated other comprehensive income at June 30

2014

$ (140,686)

(12,625)

9,941

(sl,624)
(s4,r08)

20r3

$ (369,186)

(12,626)

31,022

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 qualify for tax treatment under Subchapter T ofthe Internal Revenue code.
Under specified conditions, the associations can exclude from taxable income amounts distributed as qualified patronage refunds in
the form ofcash, 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 six months ended June 30, 2014, the association did participate in a pafonage program.
Deferred taxes are recorded at the tax effect ofall temporary differences based on the assumption that such temporary differences 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 estimate, that they will
not be realized. For the six months ended June 30, 2014, and 2013, net income for tax purposes amounted to $335,842 and
$51 1,291, respectively.

18,396

I8

s 51,62t S 19{,991



NOTE 6 - FAIR VALUE MEASUR.EMENTS:

Assets and liabilities measured at fair value on a nonrecurring basis for each of the fair value
below:

hierarchy values are summarizcd

Total Fair Total GainsJune 30.2014

Assets:

Loans*

Other property owned

December 31. 2013

Assets:

Loans*

Other property owned

Fair Value Measurement Using
Level I Level 2 Levcl 3 Value (Losses)

Fair Value Measurement Using

$ 3,454,525 $ -
695,671

Total Fair Total Gains
Value (Losses)

$-$ 3,853,574

77 5,968

$ 3,454,52s
695,671

Level I Level 2 Level 3

s$ $ 3,8s3,574
7'15,968

*Represents the fair value ofcertain loans that were evaluated for impairment under authoritative guidance "Accounting by Creditors
for lmpairment of a Loan." The fair value was based upon the underlying collateral since these were collateral-dependent loans for
which real estate is the collateral.

Lo ans Ev aluat e d.for Im pqirment

For certain loans evaluated for impairment under FASB impairment guidance, the fair value is based upon the underlying real estate
collateral since the loans were collateral-dependent. The fair value measurement process uses independent appraisals and other
market-based information, but in many cases it also requires significant input based on management's knowledge of and judgment
about current market conditions, specific issues relating to the collateral and other matters. As a result, a majority ofthese loans
have fair value measurements that fall within Level 3 of the fair value hierarchy. When the value of the real estate, less estimated
costs to sell, is less than the principal balance ofthe loan, a specific reserve is established. The fair value ofthese loans would fall
under Level 2 ofthe hierarchy ifthe process uses independent appraisals and other market-based information.

Other Property Owned

Other property owned is generally classified as Level 3 ofthe fair value hierarchy. The process for measuring the fair value ofthe
other propefty owned involves the use of independent appraisals and other market-based information. Costs to sell represent
transaction costs and are not included as a component of the asset's fair value, As a result, these fair value measurements fall within
Level 3 ofthe hierarchy.

NOTE 7 - EMPLOYEE BENEFIT PLANS:

The following table summarizes the components of net periodic benefit costs of nonpension other postretirement employee benefits
for the three months ended June 30:

Other Benefits

2014 2013

Service cost

Interest cost

Amortization of prior service (credits) costs

Amortization of net actuarial (gain) loss

Net periodic benefit cost

The association's liability for the unfunded accumulated obligation
included in "Other Liabilities" in the balance sheet.

20.7 l8
26,234

$ 10,29s

25,339

(12,626)

9,941

$ 32,949

11,410

)A 4A)

(10,356)

l9
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The structure of the district's defined benefit pension plan is characterized as multiemployer since the assets liabilities and cost of
the plan are not segregated or separately accounted for by participating employers (bank and associations). 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 31,2013, that it expected to contribute $108,664 to the district's defined benefit pension
plan in 2014. As of June 30,2014, $54,332 of contributions have been made. The association presently anticipates contributing an
additional $54,332 to fund the defined benefit pension plan in 2014 for a total of $ I 08,664.

NOTB 8 
- 

COMMITMENTS AND CONTINGENT LIABILITIES:

The association is involved in various legal proceedings in the normal course of business. In the opinion of legal counsel and
management, there are no legal proceedings at this time that are likely to materially affect the association.

NOTE 9 _ SUBSEQUENT EVENTS:

Patronage distributions of $360,000 were declared in December 2013 with payment made in July 2014.

Dividend and patronage distributions may be paid on the capital stock and participation certificates of the Association, as the board
of directors may determine by resolution subject to capitalization requirements as defined by the FCA. Amounts not distributed are
retained as unallocated retained earnings.

The association has evaluated subsequent events through August ll,2014, which is the date the financial statements were issued.

There are no other significant events requiring disclosure as ofAugust 11,2014.
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