CONSOLIDATED FIVE-YEAR SUMMARY OF SELECTED FINANCIAL DATA
Farm Credit Midsouth, ACA
(dollars in thousands)
2015

2014

2013

2012

2011

Statement of Condition Data
Loans
Allowance for loan losses

$

815,770
1,832

Net loans

813,938
17,747

Investment in AgriBank, FCB
Other property owned
Other assets
Total assets
Obligations with maturities of one year or less

769,337
1,452

$

767,885
17,532

731,002
858

$

730,144
18,882

707,301
930

$

706,371
19,570

719,395
4,449
714,946
20,127

--

--

--

--

12

24,136

20,655

21,839

20,512

24,737

$

855,821

$

806,072

$

770,865

$

746,453

$

759,822

$

668,666

$

628,605

$

603,987

$

589,048

$

619,024

Total liabilities
Protected members' equity
Capital stock and participation certificates
Unallocated surplus
Total members' equity
Total liabilities and members' equity

$

668,666

628,605

603,987

589,048

619,024

3
2,033
185,119

4
2,070
175,393

5
2,094
164,779

5
2,077
155,323

5
2,070
138,723

187,155

177,467

166,878

157,405

140,798

$

855,821

$

806,072

$

770,865

$

$

24,205
519

$

22,824
666

$

21,981 $
(72)

$

13,925

$

14,812

$

13,660

746,453

$

759,822

23,659 $
(3,489)

23,589
280

Statement of Income Data
Net interest income
Provision for (reversal of) loan losses
Other expenses, net
Net income

(9,761)

(7,346)

(8,393)

(6,348)
$

20,800

(6,644)
$

16,665

Key Financial Ratios
Return on average assets
Return on average members' equity

1.7%
7.6%

Net interest income as a percentage of average earning assets

1.9%
8.6%

1.8%
8.4%

2.7%
14.0%

2.1%
12.4%

3.0%

3.0%

3.0%

3.2%

3.2%

Members' equity as a percentage of total assets
Net charge-offs as a percentage of average loans

21.9%
--

22.0%
--

21.6%
--

21.1%
--

18.5%
0.1%

Allowance for loan losses as a percentage of loans
Permanent capital ratio

0.2%
18.2%

0.2%
17.7%

0.1%
17.2%

0.1%
16.2%

0.6%
14.2%

Total surplus ratio
Core surplus ratio

18.0%
18.0%

17.5%
17.5%

17.0%
17.0%

15.9%
15.9%

14.0%
14.0%

Net Income Distributed
Patronage distributions:
Cash

$

4,199

Summary of Selected Financial Data

20

$

4,198

$

4,204

$

4,200

$

4,100

MANAGEMENT’S DISCUSSION AND ANALYSIS
Farm Credit Midsouth, ACA
The following commentary reviews the consolidated financial condition and consolidated results of operations of Farm Credit Midsouth, ACA (the
Association) and its subsidiaries, Farm Credit Midsouth, FLCA and Farm Credit Midsouth, PCA (subsidiaries) and provides additional specific information.
The accompanying Consolidated Financial Statements and Notes to the Consolidated Financial Statements also contain important information about our
financial condition and results of operations.
The Farm Credit System (System) is a nationwide system of cooperatively owned banks and associations established by Congress to meet the credit needs
of American agriculture. As of January 1, 2016, the System consisted of three Farm Credit Banks (FCB), one Agricultural Credit Bank (ACB), and 74
customer-owned cooperative lending institutions (associations). The System serves all 50 states, Washington D.C., and Puerto Rico. This network of
financial cooperatives is owned and governed by the rural customers the System serves.
AgriBank, FCB (AgriBank), a System bank, and its affiliated Associations are collectively referred to as the AgriBank Farm Credit District (AgriBank District or
the District). Farm Credit Midsouth, ACA is one of the affiliated Associations in the District.
The Farm Credit Administration (FCA) is authorized by Congress to regulate the System. The Farm Credit System Insurance Corporation (FCSIC) ensures
the timely payment of principal and interest on Systemwide debt obligations and the retirement of protected borrower capital at par or stated value.
FORWARD-LOOKING INFORMATION
This Annual Report includes forward-looking statements. These statements are not guarantees of future performance and involve certain risks, uncertainties,
and assumptions that are difficult to predict. Words such as "anticipate", “believe", "estimate", "may", “expect”, “intend”, “outlook”, and similar expressions are
used to identify such forward-looking statements. These statements reflect our current views with respect to future events. However, actual results may differ
materially from our expectations due to a number of risks and uncertainties which may be beyond our control. These risks and uncertainties include, but are
not limited to:








Political, legal, regulatory, financial markets, international, and economic conditions and developments in the United States (U.S.) and abroad
Economic fluctuations in the agricultural and farm-related business sectors
Unfavorable weather, disease, and other adverse climatic or biological conditions that periodically occur and impact agricultural productivity and
income
Changes in U.S. government support of the agricultural industry and the System as a government-sponsored enterprise, as well as investor and
rating agency actions relating to events involving the U.S. government, other government-sponsored enterprises, and other financial institutions
Actions taken by the Federal Reserve System in implementing monetary policy
Credit, interest rate, and liquidity risks inherent in our lending activities
Changes in our assumptions for determining the allowance for loan losses and fair value measurements

AGRICULTURAL AND ECONOMIC CONDITIONS
Crop Production and Yields
The 2015 crop production was down for most commodities according to the University of Arkansas Division of Agriculture Cooperative Extension
Service. “Growers saw decreases in acres harvested, average yield and total production in corn, cotton, long grain rice and soybeans.” According to
Scott Stiles in the January 13, 2016 Extension news release, Arkansas corn production fell almost 20%, cotton production dropped 40%, soybean
production dropped 2%, and rice production fell 16% from 2014 levels.
Crop Production and Weather
Weather presented the biggest hurdles to rice and cotton growers in 2015 according to the University of Arkansas crop specialists in a December 11,
2015 news release. “Heavy spring rains delayed planting and reduced the number of acres farmers had planned to plant. High temperatures during
critical times in the growing season had negative impacts on yield and quality.”
Crop Prices
Lower than normal crop prices have created adversity for some farmers and opportunity for others. Many have seen their working capital significantly
reduced which increased borrowings to finish the growing season. Eastern Arkansas has seen increases in peanut and sweet potato plantings. Crop
average producer price ranges on the whole have dropped since October 2015 based on the January 12, 2016 United States Department of Agriculture
World Agriculture supply and demand estimates. Corn in October was stated from $3.50-$4.10, while January’s estimate shows the range of
$3.30-$3.90. Long grain rice in October was $12.80-$13.80, but in January it shows to be $11.00-$12.00. Soybeans in October were stated at
$8.40-$9.90 compared to the January report of $8.05-$9.55.
Land Values
Analysis by the Association’s Vice President of Appraisal, Cary Matthews, indicated that as of June 30, 2015 land values were still continuing to rise but
much slower than the past few years. Additional analysis completed in December of 2015 indicated land values to be stabilizing in our market area.
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Compared to recent years, the volume of farm sales in our territory over the past 12 months has significantly decreased. However, demand remains
strong, particularly for cropland tracts which are irrigated, developed, and comprised of versatile soil types.
Economy
As of August 31, 2015, all counties within our territory with the exception of Mississippi County have seen a decline in unemployment over the previous
year. According to the August 2015 Arkansas Labor Market report, the year over year gains in employment came from seven industries – leading the
way was professional and business adding 8,200 jobs; educational and health services added 6,700; construction added 6,500; and leisure and
hospitality added 3,700. Losses occurred in manufacturing, which lost 1,900 jobs. As of September month-end, 3.3% of the outstanding volume of the
Association was to individuals considered to be part-time farmers; therefore, the adverse impact of unemployment on our customer base is somewhat
mitigated.
According to the Bureau of Economic Analysis (BEA), Arkansas had a positive 3.7% growth in personal income for the year 2013-2014. For the first and
second quarters of 2015, Arkansas ranked 34th in personal income growth having a 2.0% increase for the first two quarters. Of the 2.0% change in total
personal earnings, the farming sector had 4.0% growth during the first half of 2015.
Real Gross Domestic Product (GDP), which is a measure of changes in the output of goods and services produced by labor and property located in
the U.S., increased for the third quarter to 1.5% (advance estimate by BEA) and 3.9% for the second quarter of 2015. According to the BEA, “The
increase in real GDP in the third quarter primarily reflected positive contributions from personal consumption expenditures (PCE), state and local
government spending, nonresidential fixed investment, exports, and residential fixed investment that were partly offset by negative contributions from
private inventory investment. Imports, which are a subtraction in the calculation of GDP, increased…The deceleration in real GDP in the third quarter
primarily reflected a downturn in private inventory investment and decelerations in exports, in nonresidential fixed investment, in PCE, in state and
local government spending, and in residential fixed investment that were partly offset by a deceleration in imports.”
As reported by the Census Bureau and BEA, exports in soybeans through August 2015 had decreased 22.3% over the same period in 2014, corn had
decreased 20.3%, rice had increased 3.6%, and cotton (raw) had decreased 4.6%. These changes in exports could have an impact on the profitability of
our farmers and their desire to expand their operations.
LOAN PORTFOLIO
Loan Portfolio
Total loans were $815.8 million at December 31, 2015, an increase of $46.4 million from December 31, 2014.
Components of Loans
(in thousands)
As of December 31

2015

Accrual loans:
Real estate mortgage
Production and intermediate term
Agribusiness
Other
Nonaccrual loans
Total loans

2014

2013

$

440,671
349,843
20,277
396
4,583

$

388,582
355,507
22,460
1,309
1,479

$

384,884
313,887
26,673
3,296
2,262

$

815,770

$

769,337

$

731,002

The other category is primarily comprised of loans originated under our mission related investment authority and rural residential real estate loans.
The increase in total loans from December 31, 2014 resulted primarily from growth in our mortgage loan portfolio, where the Association originated over
$77.0 million in new loans during 2015, which was partially offset by normal repayments.
We offer variable, fixed, indexed, and adjustable interest rate loan programs to our borrowers. We also offer fixed rate lease programs through Western
Finance Leasing. We determine interest margins charged on each lending program based on cost of funds, credit risk, market conditions, and the need to
generate sufficient earnings.
As part of the AgriBank Asset Pool program, we have sold participation interests in real estate loans to AgriBank. The total participation interests in this
program were $29.9 million, $38.4 million, and $43.1 million at December 31, 2015, 2014, and 2013, respectively.
Portfolio Distribution
We are chartered to serve certain counties in Arkansas and Missouri. Approximately 98.0% of our total loan portfolio was in the state of Arkansas at
December 31, 2015. Approximately 46.7% of our total loan portfolio was in Craighead, Mississippi, Crittenden, and Poinsett counties at December 31, 2015.
Agricultural concentrations exceeding 5.0% of our portfolio at December 31, 2015 included: cash grains 62.3%, landlords 22.8%, and cotton 6.7%. Additional
commodity concentration information is included in Note 3 to the accompanying Consolidated Financial Statements.
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Our production and intermediate term loan portfolio shows some seasonality. Borrowings increase throughout the planting and growing seasons to meet
farmers’ operating and capital needs. These loans are normally at their lowest levels following the harvest and then increase in the spring and throughout the
rest of the year as borrowers fund operating needs.
Portfolio Credit Quality
The credit quality of our portfolio declined from 98.3% acceptable at December 31, 2014 to 96.4% acceptable at December 31, 2015. The primary decline
was in our commercial loan portfolio, with acceptable going from 98.1% at December 31, 2014 to 94.2% at December 31, 2015. This decline is the result of
decreased working capital caused primarily from declining crop prices and reduced government payments. A high percentage of our customers have their
operating lines through us, which gives the Association the ability to evaluate and respond more quickly to risk in our portfolio.
Adversely classified loans increased to 1.1% of the portfolio at December 31, 2015 from 0.7% of the portfolio at December 31, 2014. Adversely classified
loans are loans we have identified as showing some credit weakness outside our credit standards. We have considered portfolio credit quality in assessing
the reasonableness of our allowance for loan losses.
In certain circumstances, government guarantee programs are used to reduce the risk of loss. At December 31, 2015, $6.0 million of our loans were, to some
level, guaranteed under these government programs.
Risk Assets
Risk assets are comprised of nonaccrual loans, accruing restructured loans, accruing loans 90 days or more past due (accruing loans include accrued
interest receivable), and other property owned.
Components of Risk Assets
(dollars in thousands)
As of December 31

2015

Loans:
Nonaccrual
Accruing restructured
Accruing loans 90 days or more past due

$

Total risk loans
Other property owned

4,583
50
--

2014
$

4,633
--

Total risk assets

$

Total risk loans as a percentage of total loans
Nonaccrual loans as a percentage of total loans
Total delinquencies as a percentage of total loans

4,633

1,479
4
--

2013
$

1,483
-$

0.6%
0.6%
0.5%

1,483

2,262
7
-2,269
--

$

2,269

0.2%
0.2%
0.2%

0.3%
0.3%
0.2%

Our risk assets have increased from December 31, 2014 but remain at acceptable levels. Despite the increase in risk assets, total risk loans as a percentage
of total loans remains well within our established risk management guidelines.
The increase in nonaccrual loans was primarily due to five customers with real estate and production intermediate term loans that were transferred to
nonaccrual status during the year, partially offset by normal payoffs and paydowns. Nonaccrual loans remained at an acceptable level at December 31,
2015, 2014, and 2013, and 40.3%, 64.0%, and 38.4% of our nonaccrual loans were current at December 31, 2015, 2014, and 2013, respectively.
Allowance for Loan Losses
The allowance for loan losses is an estimate of losses on loans in our portfolio as of the financial statement date. We determine the appropriate level of
allowance for loan losses based on the periodic evaluation of factors such as loan loss history, estimated probability of default, estimated loss severity,
portfolio quality, and current economic and environmental conditions.
Allowance Coverage Ratios
As of December 31
Allowance as a percentage of:
Loans
Nonaccrual loans
Total risk loans
Net charge-offs as a percentage of average loans
Adverse assets to risk funds

2015

2014

2013

0.2%
40.0%
39.5%
-5.5%

0.2%
98.2%
97.9%
-3.4%

0.1%
37.9%
37.8%
-1.8%

The allowance for loan losses increased $380 thousand from December 31, 2014 to December 31, 2015 primarily due to additional risk in the portfolio.
Borrowers have seen declining working capital levels and reduced crop prices for the past two years, and this has put some stress on the portfolio. In our
opinion, the allowance for loan losses was reasonable in relation to the risk in our loan portfolio at December 31, 2015.
Additional loan information is included in Notes 3, 9, 10, and 11 to the accompanying Consolidated Financial Statements.
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RESULTS OF OPERATIONS
Profitability Information
(dollars in thousands)
For the year ended December 31

2015

Net income
Return on average assets
Return on average members' equity

$

13,925
1.7%
7.6%

2014
$

14,812
1.9%
8.6%

2013
$

13,660
1.8%
8.4%

Changes in these ratios relate directly to:




Changes in income as discussed below
Changes in assets as discussed in the Loan Portfolio section
Changes in members’ equity as discussed in the Capital Adequacy section
Changes in Significant Components of Net Income
(in thousands)

For the year ended December 31
2015
2014

Net interest income
Provision for (reversal of) loan losses
Patronage income
Other (loss) income, net
Operating expenses
(Benefit from) provision for income taxes
Net income

Increase (decrease) in net income
2015 vs 2014
2014 vs 2013

2013

$

24,205 $
519
2,391
(74)
12,658
(580)

22,824
666
2,959
1,493
11,668
130

$

21,981
(72)
3,057
614
11,671
393

$

1,381 $
147
(568)
(1,567)
(990)
710

$

13,925

14,812

$

13,660

$

(887) $

$

843
(738)
(98)
879
3
263
1,152

Net Interest Income
Changes in Net Interest Income
(in thousands)

2015 vs 2014

Changes in volume
Changes in interest rates
Changes in nonaccrual income and other
Net change

2014 vs 2013

$

1,362 $
200
(181)

$

1,381

$

1,158
(353)
38
843

Net interest income included net expense on nonaccrual loans, which totaled $24 thousand in 2015 and was due to reversals of previously accrued interest
on loans which were transferred to nonaccrual during 2015. Net interest income included income on nonaccrual loans that totaled $158 thousand and $120
thousand in 2014 and 2013, respectively. Nonaccrual income is recognized when received in cash, collection of the recorded investment is fully expected,
and prior charge-offs have been recovered.
Net interest margin (net interest income as a percentage of average earning assets) was 3.0% in 2015, 2014, and 2013. We anticipate margins will
compress in the future if interest rates continue to rise and competition increases.
Provision for (Reversal of) Loan Losses
The fluctuation in the provision for (reversal of) loan losses is related to our estimate of losses in our portfolio for the applicable years. Additional discussion
is included in Note 3 to the accompanying Consolidated Financial Statements.
Patronage Income
We received patronage income based on the average balance of our note payable to AgriBank. The patronage rates were 26.0 basis points, 33.5 basis
points, and 34.5 basis points in 2015, 2014, and 2013, respectively. We recorded patronage income of $1.7 million, $2.1 million, and $2.0 million in 2015,
2014, and 2013, respectively.
Since 2009, we have participated in the AgriBank Asset Pool program in which we sell participation interests in certain real estate loans to AgriBank. As part
of this program, we received patronage income in an amount that approximated the net earnings of the loans. Net earnings represents the net interest
income associated with these loans adjusted for certain fees and costs specific to the related loans as well as adjustments deemed appropriate by AgriBank
related to the credit performance of the loans, as applicable. In addition, we received patronage income in an amount that approximated the wholesale
patronage had we retained the volume. We recorded asset pool patronage income of $703 thousand, $897 thousand, and $1.0 million in 2015, 2014, and
2013, respectively.
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We received another component of patronage, referred to as equalization income, from AgriBank. The quarterly average balance of any excess stock
investment in AgriBank is used to determine this amount. Additionally, we earn equalization on any stock investment in AgriBank required to be held when
our growth exceeds a targeted growth rate. The equalization rate is targeted at the average cost of funds for all affiliated Associations as a group.
Equalization income totaled $2 thousand in 2013. We had no equalization income in 2015 and 2014.
Patronage and equalization distributions for the programs discussed above are declared solely at the discretion of AgriBank’s Board of Directors.
Other (Loss) Income, Net
The change in other (loss) income, net is primarily due to a contingent liability that was established for the litigation discussed in Note 10 to the
accompanying Consolidated Financial Statements. This loss was partially offset by an increase in fee income, which is primarily due to increased loan
originations and outside appraisal fees.
Operating Expenses
Components of Operating Expenses
(dollars in thousands)
For the year ended December 31

2015

2014

2013

Salaries and employee benefits
Purchased and vendor services
Communications
Occupancy and equipment
Advertising and promotion
Examination
Farm Credit System insurance
Other

$

8,362
1,023
107
776
373
266
884
867

$

7,597
944
134
779
341
263
771
839

$

7,958
964
128
676
292
270
612
771

Total operating expenses

$

12,658

$

11,668

$

11,671

Operating rate

1.6%

1.5%

1.6%

The increase in operating expenses was primarily related to increased benefit costs primarily due to pension plan expense, additional incentives paid related
to the loan growth that occurred, and normal salary increases.
FCSIC insurance expense increased in 2015 primarily due to an increase in the premium rate charged on accrual loans by FCSIC from 12 basis points in
2014 to 13 basis points in 2015. The Insurance Corporation has announced premiums will increase to 16 basis points for the first half and 18 basis points for
the second half of 2016.
(Benefit from) Provision for Income Taxes
The variance in the (benefit from) provision for income taxes is related to our estimate of taxes based on taxable income. The decline in income tax expense
is primarily attributed to the $1.6 million loss recorded for the litigation discussed in Note 10 to the accompanying Consolidated Financial Statements.
Additional discussion related to taxes is included in Note 7 to the accompanying Consolidated Financial Statements.
FUNDING AND LIQUIDITY
We borrow from AgriBank, under a note payable, in the form of a line of credit, as described in Note 5 to the accompanying Consolidated Financial
Statements. This line of credit is our primary source of liquidity and is used to fund operations and meet current obligations. At December 31, 2015, we had
$190.3 million available under our line of credit. We generally apply excess cash to this line of credit.
Note Payable Information
(dollars in thousands)
For the year ended December 31

2015

Average balance

$

Average interest rate

647,273
1.6%

2014
$

614,514
1.6%

2013
$

593,153
1.6%

The repricing attributes of our line of credit generally correspond to the repricing attributes of our loan portfolio which significantly reduces our market interest
rate risk. Due to the cooperative structure of the Farm Credit System and as we are a stockholder of AgriBank, we expect this borrowing relationship to
continue into the foreseeable future. Our other source of lendable funds is from unallocated surplus.
We have entered into a Standby Commitment to Purchase Agreement with the Federal Agricultural Mortgage Corporation (Farmer Mac), a System
institution, to help manage credit risk. If a loan covered by the agreement goes into default, subject to certain conditions, we have the right to sell the
loan to Farmer Mac. This agreement remains in place until the loan is paid in full. The guaranteed volume of loans subject to the purchase agreement
was $1.7 million at both December 31, 2015 and 2014, and $1.8 million at December 31, 2013. We paid Farmer Mac commitment fees totaling $8
thousand, $9 thousand, and $5 thousand in 2015, 2014, and 2013, respectively. These amounts are included in “Other operating expenses” in the
Consolidated Statements of Income. As of December 31, 2015, no loans have been sold to Farmer Mac under this agreement.
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CAPITAL ADEQUACY
Total members’ equity increased $9.7 million from December 31, 2014, primarily due to net income for the year, which was partially offset by patronage
distribution accruals.
Members' Equity Position Information
(dollars in thousands)
As of December 31

Regulatory
Minimums

Members' equity
Surplus as a percentage of members' equity
Permanent capital ratio
Total surplus ratio
Core surplus ratio

2015
$

7.0%
7.0%
3.5%

187,155
98.9%
18.2%
18.0%
18.0%

2014
$

177,467
98.8%
17.7%
17.5%
17.5%

2013
$

166,878
98.7%
17.2%
17.0%
17.0%

Our capital plan is designed to maintain an adequate amount of surplus and allowance for loan losses which represents our reserve for adversity prior to
impairment of stock. We manage our capital to allow us to meet member needs and protect member interests, both now and in the future.
Additional discussion of these regulatory ratios is included in the Regulatory Matters section and Note 6 to the accompanying Consolidated Financial
Statements.
In addition to these regulatory requirements, we establish an optimum permanent capital target range. This target allows us to maintain a capital base
adequate for future growth and investment in new products and services. The target is subject to revision as circumstances change. As of December 31,
2015, our optimum permanent capital target range was 14% to 20%.
The changes in our capital ratios reflect changes in capital and assets. Refer to the Loan Portfolio section for further discussion of the changes in assets.
Additional members’ equity information is included in Note 6 to the accompanying Consolidated Financial Statements.
RELATIONSHIP WITH AGRIBANK
Borrowing
We borrow from AgriBank to fund our lending operations in accordance with the Farm Credit Act. Approval from AgriBank is required for us to borrow
elsewhere. A General Financing Agreement (GFA), as discussed in Note 5 to the accompanying Consolidated Financial Statements, governs this lending
relationship.
Cost of funds under the GFA includes a marginal cost of debt component, a spread component, which includes cost of servicing, cost of liquidity, bank profit,
and, if applicable, a risk premium component. However, in the periods presented, we were not subject to the risk premium component. Certain factors may
impact our cost of funds, which primarily includes market interest rate changes impacting marginal cost of debt as well as changes to pricing methodologies
impacting the spread components described above.
The marginal cost of debt approach simulates matching the cost of underlying debt with similar terms as the anticipated terms of our loans to borrowers. This
approach substantially protects us from market interest rate risk. We may occasionally engage in funding strategies that result in limited interest rate risk with
approval by AgriBank’s Asset Liability Committee.
Investment
We are required to invest in AgriBank capital stock as a condition of borrowing. This investment may be in the form of purchased stock or stock representing
distributed AgriBank surplus. As of December 31, 2015, we were required by AgriBank to maintain an investment equal to 2.25% of the average quarterly
balance of our note payable to AgriBank plus an additional 1.0% on growth that exceeded a targeted rate. Prior to March 31, 2014, the required
investment was equal to 2.5% plus an additional 1.0% on growth that exceeded a targeted rate. AgriBank’s current bylaws allow AgriBank to increase the
required investment to 4.0%; however, AgriBank currently has not communicated a plan to increase the required investment.
In addition, we are required to hold AgriBank stock equal to 8.0% of the quarter end balance in the AgriBank Asset Pool program.
At December 31, 2015, $15.4 million of our investment in AgriBank consisted of stock representing distributed AgriBank surplus and $2.3 million consisted of
purchased investment. For the periods presented in this report, we have received no dividend income on this stock investment and we do not anticipate any
in future years.
Patronage
We receive different types of discretionary patronage from AgriBank. AgriBank’s Board of Directors sets the level of:




Patronage on our note payable with AgriBank
Patronage based on the balance and net earnings of loans in the AgriBank Asset Pool program
Equalization income based on our excess stock or growth required stock investment in AgriBank
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Patronage income for 2013 on our note payable with AgriBank was paid in the form of cash and AgriBank stock. Beginning in 2014, patronage income
earned on our note payable with AgriBank is paid in cash. All patronage income earned as part of the AgriBank Asset Pool program is paid in cash.
Purchased Services
We purchase various services from AgriBank including certain financial and retail systems, financial reporting services, tax reporting services, technology
services, and insurance services.
The total cost of services we purchased from AgriBank was $458 thousand, $542 thousand, and $537 thousand in 2015, 2014, and 2013, respectively.
Impact on Members’ Investment
Due to the nature of our financial relationship with AgriBank, the financial condition and results of operations of AgriBank materially impact our members’
investment. To request free copies of the AgriBank and the combined AgriBank and affiliated Associations’ financial reports contact us at:
Farm Credit Midsouth, ACA
3000 Prosperity Drive
Jonesboro, AR 72404
(870) 932-2288
www.farmcreditmidsouth.com

AgriBank, FCB
30 East 7th Street, Suite 1600
St. Paul, MN 55101
(651) 282-8800
www.agribank.com
financialreporting@agribank.com

Our Annual Report is available on our website no later than 75 days after the end of the calendar year and members are provided a copy of such report no
later than 90 days after the end of the calendar year. The Quarterly Reports are available on our website no later than 40 days after the end of each calendar
quarter. To request free copies of our Annual or Quarterly Reports contact us as stated above.
OTHER RELATIONSHIPS AND PROGRAMS
Relationships with Other Farm Credit Institutions
Federal Agricultural Mortgage Corporation: We have entered into a Standby Commitment to Purchase Agreement with Farmer Mac. This agreement
allows us to sell loans identified under the agreement to Farmer Mac. Refer to the Funding and Liquidity section for further discussion of this agreement.
Insight Technology Unit: We participate in the Insight Technology Unit (Insight) with certain other AgriBank District associations to facilitate the
development and maintenance of certain retail technology systems essential to providing credit to our borrowers. Insight is governed by representatives of
each participating association. The expenses are shared pro rata based on the number of loans and leases of each participant.
CoBank, ACB: We have a relationship with CoBank, ACB (CoBank), a System bank, which involves purchasing and selling participation interests in loans.
As part of this relationship, our equity investment in CoBank was $1 thousand at December 31, 2015, 2014, and 2013. CoBank provides direct loan funds to
associations in its chartered territory and makes loans to cooperatives and other eligible borrowers.
Farm Credit Foundations: We have a relationship with Farm Credit Foundations (Foundations) which involves purchasing human resource information
systems, benefit, payroll, and workforce management services. As of December 31, 2015, 2014, and 2013, our investment in Foundations was $14
thousand. The total cost of services we purchased from Foundations was $74 thousand in 2015 and $66 thousand in 2014 and 2013.
Unincorporated Business Entities (UBEs)
Choice Ethanol Holdings, LLC: Choice Ethanol Holdings, LLC (Choice) was created to own the assets of an ethanol plant acquired from a troubled
borrower in 2013. All membership interests in Choice were sold in a stock sale in June 2013. After the sale, Choice was subsequently dissolved.
Programs
We are involved in a number of programs designed to improve our credit delivery, related services, and marketplace presence.
Farm Cash Management: We offer Farm Cash Management to our members. Farm Cash Management links members’ revolving lines of credit with an
AgriBank investment bond to optimize members’ use of funds.
Agriculture and Rural Community Bond Program: We participated in the Agriculture and Rural Community (ARC) Bond Program authorized during 2006
by the FCA in order to meet the changing needs of agriculture and rural America by making investments that support farmers, ranchers, agribusinesses, and
their rural communities and businesses. The FCA Board voted to conclude the program effective December 31, 2014. The Board’s action permits each
System institution to hold its ARC Bond Program investments through the maturity dates for the investments, provided the institution continues to meet all
approval conditions. The ARC Bond Program is part of our mission related investments. These investments will help to increase rural communities’ and
businesses’ well-being and prosperity by providing an adequate flow of capital into rural areas. We had $249 thousand, $641 thousand, and $1.0 million of
volume under this program at December 31, 2015, 2014, and 2013, respectively.
Western Equipment Finance, Inc.: We offer a program with Western Equipment Finance, Inc., a subsidiary of Western State Bank, to provide equipment
financing and leasing solutions. Leases are originated and serviced by Western Equipment Finance, Inc. and we purchase a participation interest in the cash
flows of the transaction. During 2014 we assigned substantially our entire lease portfolio to Western Equipment Finance, Inc. We simultaneously purchased
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a 100% participation interest in the cash flows of the leases sold. This arrangement provides our members with a broader selection of product offerings and
enhanced lease expertise.
REGULATORY MATTERS
On May 8, 2014, the FCA Board approved a proposed rule to modify the regulatory capital requirements for System Banks and Associations. The stated
objectives of the proposed rule are to:





Modernize capital requirements while ensuring that institutions continue to hold sufficient regulatory capital to fulfill their mission as a governmentsponsored enterprise
Ensure that the System’s capital requirements are comparable to the Basel III framework and the standardized approach that the federal banking
regulatory agencies have adopted, but also to ensure that the rules recognize the cooperative structure and the organization of the System
Make System regulatory capital requirements more transparent
Meet the requirements of section 939A of the Dodd-Frank Wall Street Reform and Consumer Protection Act

The most recent comment period closed July 10, 2015. The initial comment period on the proposed rule, after extension, closed February 16, 2015.
On June 12, 2014, the FCA Board approved a proposed rule to revise the requirements governing the eligibility of investments for System Banks and
Associations. The stated objectives of the proposed rule are to:







Strengthen the safety and soundness of System Banks and Associations
Ensure that System Banks hold sufficient liquidity to continue operations and pay maturing obligations in the event of market disruption
Enhance the ability of the System Banks to supply credit to agricultural and aquatic producers
Comply with the requirements of section 939A of the Dodd-Frank Act
Modernize the investment eligibility criteria for System Banks
Revise the investment regulation for System Associations to improve their investment management practices so they are more resilient to risk

The public comment period ended on October 23, 2014.
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REPORT OF MANAGEMENT
Farm Credit Midsouth, ACA

We prepare the Consolidated Financial Statements of Farm Credit Midsouth, ACA (the Association) and are responsible for their integrity and objectivity,
including amounts that must necessarily be based on judgments and estimates. The Consolidated Financial Statements have been prepared in conformity
with accounting principles generally accepted in the United States of America. The Consolidated Financial Statements, in our opinion, fairly present the
financial condition of the Association. Other financial information included in the Annual Report is consistent with that in the Consolidated Financial
Statements.
To meet our responsibility for reliable financial information, we depend on accounting and internal control systems designed to provide reasonable, but not
absolute assurance that assets are safeguarded and transactions are properly authorized and recorded. Costs must be reasonable in relation to the benefits
derived when designing accounting and internal control systems. Financial operations audits are performed to monitor compliance. PricewaterhouseCoopers
LLP, our independent auditors, audit the Consolidated Financial Statements. They also conduct a review of internal controls to the extent necessary to
comply with auditing standards generally accepted in the United States of America. The Farm Credit Administration also performs examinations for safety
and soundness as well as compliance with applicable laws and regulations.
The Board of Directors has overall responsibility for our system of internal control and financial reporting. The Board of Directors and its Audit Committee
consults regularly with us and meets periodically with the independent auditors and other auditors to review the scope and results of their work. The
independent auditors have direct access to the Board of Directors, which is composed solely of directors who are not officers or employees of the
Association.
The undersigned certify we have reviewed the Association’s Annual Report, which has been prepared in accordance with all applicable statutory or
regulatory requirements. The information contained herein is true, accurate, and complete to the best of our knowledge and belief.

Jane Pirani
Chairperson of the Board
Farm Credit Midsouth, ACA

James McJunkins
President and Chief Executive Officer
Farm Credit Midsouth, ACA

Shari J. Wilson
Senior Vice President of Finance, Chief Financial Officer
Farm Credit Midsouth, ACA

March 11, 2016
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REPORT OF AUDIT COMMITTEE
Farm Credit Midsouth, ACA

The Consolidated Financial Statements were prepared under the oversight of the Audit Committee. The Audit Committee is composed of a subset of the
Board of Directors of Farm Credit Midsouth, ACA (the Association). The Audit Committee oversees the scope of the Association’s internal audit program,
the approval, and independence of PricewaterhouseCoopers LLP (PwC) as independent auditors, the adequacy of the Association’s system of internal
controls and procedures, and the adequacy of management’s actions with respect to recommendations arising from those auditing activities. The Audit
Committee’s responsibilities are described more fully in the Internal Control Policy and the Audit Committee Charter.
Management is responsible for internal controls and the preparation of the Consolidated Financial Statements in accordance with accounting principles
generally accepted in the United States of America. PwC is responsible for performing an independent audit of the Consolidated Financial Statements in
accordance with auditing standards generally accepted in the United States of America and to issue their report based on their audit. The Audit
Committee’s responsibilities include monitoring and overseeing these processes.
In this context, the Audit Committee reviewed and discussed the audited Consolidated Financial Statements for the year ended December 31, 2015, with
management. The Audit Committee also reviewed with PwC the matters required to be discussed by Statement on Auditing Standards AU-C 260, The
Auditor’s Communication with Those Charged with Governance, and both PwC and the internal auditors directly provided reports on any significant
matters to the Audit Committee.
The Audit Committee had discussions with and received written disclosures from PwC confirming its independence. The Audit Committee also reviewed
the non-audit services provided by PwC, if any, and concluded these services were not incompatible with maintaining PwC’s independence. The Audit
Committee discussed with management and PwC any other matters and received any assurances from them as the Audit Committee deemed
appropriate.
Based on the foregoing review and discussions, and relying thereon, the Audit Committee recommended that the Board of Directors include the audited
Consolidated Financial Statements in the Annual Report for the year ended December 31, 2015.

Gary Sitzer
Chairperson of the Audit Committee
Farm Credit Midsouth, ACA
Members of the Audit Committee
Matt Knight
Carl Loewer
Ramey Stiles

March 11, 2016
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Independent Auditor's Report

To the Board of Directors of Farm Credit Midsouth, ACA,
We have audited the accompanying Consolidated Financial Statements of Farm Credit Midsouth, ACA (the Association) and its
subsidiaries, which comprise the consolidated statements of condition as of December 31, 2015, 2014 and 2013, and the related
consolidated statements of income, changes in members’ equity and cash flows for the years then ended.
Management's Responsibility for the Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of the Consolidated Financial Statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation, and maintenance of
internal control relevant to the preparation and fair presentation of Consolidated Financial Statements that are free from material
misstatement, whether due to fraud or error.
Auditor's Responsibility
Our responsibility is to express an opinion on the Consolidated Financial Statements based on our audits. We conducted our audits in
accordance with auditing standards generally accepted in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the Consolidated Financial Statements are free from material
misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the Consolidated Financial
Statements. The procedures selected depend on our judgment, including the assessment of the risks of material misstatement of the
Consolidated Financial Statements, whether due to fraud or error. In making those risk assessments, we consider internal control
relevant to the Association's preparation and fair presentation of the Consolidated Financial Statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Association's internal control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the Consolidated Financial Statements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.
Opinion
In our opinion, the Consolidated Financial Statements referred to above present fairly, in all material respects, the financial position of
Farm Credit Midsouth, ACA and its subsidiaries as of December 31, 2015, 2014 and 2013, and the results of its operations and its cash
flows for the years then ended in accordance with accounting principles generally accepted in the United States of America.

March 11, 2016

PricewaterhouseCoopers LLP, 225 South Sixth Street, Suite 1400, Minneapolis, MN 55402
T: (612) 596 6000, www.pwc.com/us
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CONSOLIDATED STATEMENTS OF CONDITION
Farm Credit Midsouth, ACA
(in thousands)
As of December 31

2015

ASSETS
Loans
Allowance for loan losses

$

Net loans
Investment in AgriBank, FCB
Accrued interest receivable
Assets held for lease, net
Deferred tax assets
Other assets

815,770
1,832

2014
$

813,938
17,747
16,407
-866
6,863

Total assets
LIABILITIES
Note payable to AgriBank, FCB
Accrued interest payable
Deferred tax liabilities
Patronage distribution payable
Other liabilities

769,337
1,452

2013
$

767,885
17,532
13,696
--6,959

731,002
858
730,144
18,882
12,650
2,111
-7,078

$

855,821

$

806,072

$

770,865

$

656,818
2,747
-4,200
4,901

$

618,260
2,458
251
4,200
3,436

$

593,535
2,440
826
4,200
2,986

Total liabilities

668,666

628,605

603,987

3
2,033
185,119

4
2,070
175,393

5
2,094
164,779

Contingencies and commitments (Note 10)
MEMBERS' EQUITY
Protected members' equity
Capital stock and participation certificates
Unallocated surplus
Total members' equity

187,155

Total liabilities and members' equity

$

The accompanying notes are an integral part of these consolidated financial statements.
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855,821

177,467
$

806,072

166,878
$

770,865

CONSOLIDATED STATEMENTS OF INCOME
Farm Credit Midsouth, ACA
(in thousands)
For the year ended December 31

2015

Interest income
Interest expense

$

Net interest income
Provision for (reversal of) loan losses
Net interest income after provision for (reversal of) loan losses
Other income
Patronage income
Financially related services income
Fee income
Miscellaneous (loss) income, net
Total other income

34,338
10,133

2014
$

32,450
9,626

2013
$

31,228
9,247

24,205

22,824

519

666

21,981

23,686

22,158

2,391
637
750
(1,461)

2,959
703
595
195

3,057
614
921
(921)

(72)
22,053

2,317

4,452

3,671

Operating expenses
Salaries and employee benefits
Other operating expenses

8,362
4,296

7,597
4,071

7,958
3,713

Total operating expenses

12,658

11,668

11,671

Income before income taxes

13,345

14,942

14,053

130

393

(Benefit from) provision for income taxes

(580)

Net income

$

The accompanying notes are an integral part of these consolidated financial statements.
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13,925

$

14,812

$

13,660

CONSOLIDATED STATEMENTS OF CHANGES IN MEMBERS’ EQUITY
Farm Credit Midsouth, ACA
(in thousands)
Capital
Stock and
Participation
Certificates

Protected
Members'
Equity
Balance as of December 31, 2012
Net income
Unallocated surplus designated for patronage distributions
Capital stock and participation certificates issued
Capital stock and participation certificates retired

$

5
-----

$

Total
Members'
Equity

Unallocated
Surplus

2,077 $
--148
(131)

155,323 $
13,660
(4,204)
---

157,405
13,660
(4,204)
148
(131)

Balance as of December 31, 2013
Net income
Unallocated surplus designated for patronage distributions
Capital stock and participation certificates issued
Capital stock and participation certificates retired

5
---(1)

2,094
--121
(145)

164,779
14,812
(4,198)
---

166,878
14,812
(4,198)
121
(146)

Balance as of December 31, 2014
Net income
Unallocated surplus designated for patronage distributions
Capital stock and participation certificates issued
Capital stock and participation certificates retired

4
---(1)

2,070
--137
(174)

175,393
13,925
(4,199)
---

177,467
13,925
(4,199)
137
(175)

Balance as of December 31, 2015

$

3

The accompanying notes are an integral part of these consolidated financial statements.
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$

2,033

$

185,119

$

187,155

CONSOLIDATED STATEMENTS OF CASH FLOWS
Farm Credit Midsouth, ACA
(in thousands)
For the year ended December 31

2015

Cash flows from operating activities
Net income
Depreciation on premises and equipment
Loss on sale of premises and equipment
Depreciation on assets held for lease
Gain on disposal of assets held for lease
Provision for (reversal of) loan losses

$

Stock patronage received from AgriBank, FCB
(Gain) loss on other property owned
Changes in operating assets and liabilities:
(Increase) decrease in accrued interest receivable
Increase in other assets
Increase (decrease) in accrued interest payable
Increase (decrease) in other liabilities
Net cash provided by operating activities
Cash flows from investing activities
Increase in loans, net
(Purchases) redemptions of investment in AgriBank, FCB, net
Sales (purchases) of assets held for lease, net
Proceeds from sales of other property owned
Purchases of premises and equipment, net
Net cash used in investing activities

13,925
261
---519
-(6)

2014
$

14,812
259
-407
(27)
666
(2,471)
(7)

2013
$

13,660
267
3
312
-(72)
(1,474)
861

(2,713)
(958)
289
1,214

(1,067)
(97)
18
(125)

46
(73)
(20)
104

12,531

12,368

13,614

(46,541)
(215)
-6
(73)

(38,341)
3,821
1,731
7
(43)

(26,269)
2,162
(1,651)
1,773
(233)

(46,823)

(32,825)

(24,218)

Cash flows from financing activities
Increase in note payable to AgriBank, FCB, net
Patronage distributions paid
Capital stock and participation certificates retired, net

38,558
(4,199)
(67)

24,725
(4,198)
(70)

14,855
(4,204)
(47)

Net cash provided by financing activities

34,292

20,457

10,604

---

---

---

Net change in cash
Cash at beginning of year
Cash at end of year
Supplemental schedule of non-cash activities
Stock financed by loan activities
Stock applied against loan principal
Stock applied against interest
Interest transferred to loans
Loans transferred to other property owned
Patronage distributions payable to members
Supplemental information
Interest paid
Taxes paid
The accompanying notes are an integral part of these consolidated financial statements.
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$

--

$

--

$

--

$

119
90
-2
-4,200

$

105
60
-21
-4,200

$

124
59
1
1
2,634
4,200

$

9,844
1,093

$

9,608
147

$

9,267
657

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Farm Credit Midsouth, ACA

NOTE 1: ORGANIZATION AND OPERATIONS
Farm Credit System and District
The Farm Credit System (System) is a nationwide system of cooperatively owned banks and associations established by Congress to meet the credit needs
of American agriculture. As of January 1, 2016, the System consisted of three Farm Credit Banks (FCB), one Agricultural Credit Bank (ACB), and 74
customer-owned cooperative lending institutions (associations). AgriBank, FCB (AgriBank), a System bank, and its affiliated Associations are collectively
referred to as the AgriBank Farm Credit District (AgriBank District or the District). At January 1, 2016, the District consisted of 17 Agricultural Credit
Associations (ACA) that each have wholly-owned Federal Land Credit Association (FLCA) and Production Credit Association (PCA) subsidiaries.
FLCAs are authorized to originate long-term real estate mortgage loans. PCAs are authorized to originate short-term and intermediate-term loans. ACAs are
authorized to originate long-term real estate mortgage loans and short-term and intermediate-term loans either directly or through their subsidiaries.
Associations are authorized to provide lease financing options for agricultural purposes and are also authorized to purchase and hold certain types of
investments. AgriBank provides funding to all associations chartered within the District.
Associations are authorized to provide, either directly or in participation with other lenders, credit and related services to eligible borrowers. Eligible borrowers
may include farmers, ranchers, producers or harvesters of aquatic products, rural residents, and farm-related service businesses. In addition, associations
can participate with other lenders in loans to similar entities. Similar entities are parties that are not eligible for a loan from a System lending institution, but
have operations that are functionally similar to the activities of eligible borrowers.
The Farm Credit Administration (FCA) is authorized by Congress to regulate the System banks and associations. We are examined by the FCA and certain
association actions are subject to the prior approval of the FCA and/or AgriBank.
The Farm Credit Act established the Farm Credit System Insurance Corporation (FCSIC) to administer the Farm Credit Insurance Fund (Insurance Fund).
The Insurance Fund is used to ensure the timely payment of principal and interest on Farm Credit Systemwide debt obligations, to ensure the retirement of
protected borrower capital at par or stated value, and for other specified purposes.
At the discretion of the FCSIC, the Insurance Fund is also available to provide assistance to certain troubled System institutions and for the operating
expenses of the FCSIC. Each System bank is required to pay premiums into the Insurance Fund until the assets in the Insurance Fund equal 2.0% of the
aggregated insured obligations adjusted to reflect the reduced risk on loans or investments guaranteed by federal or state governments. This percentage of
aggregate obligations can be changed by the FCSIC, at its sole discretion, to a percentage it determines to be actuarially sound. The basis for assessing
premiums is debt outstanding with adjustments made for nonaccrual loans and impaired investment securities which are assessed a surcharge while
guaranteed loans and investment securities are deductions from the premium base. AgriBank, in turn, assesses premiums to District associations each year
based on similar factors.
Association
Farm Credit Midsouth, ACA (the Association) and its subsidiaries, Farm Credit Midsouth, FLCA and Farm Credit Midsouth, PCA (subsidiaries) are lending
institutions of the System. We are a member-owned cooperative providing credit and credit-related services to, or for the benefit of, eligible members for
qualified agricultural purposes in the counties of: Clay, Craighead, Crittenden, Cross, Desha (northeast of the White River), Greene, Lee, Mississippi, Phillips,
Poinsett, and St. Francis in the state of Arkansas; Carter, Ripley, and Wayne in the state of Missouri; and Shelby, Tipton, and Lauderdale (west of the
channel of the Mississippi River) in the state of Tennessee.
We borrow from AgriBank and provide financing and related services to our members. Our ACA holds all the stock of the FLCA and PCA subsidiaries.
We offer credit life, term life, credit disability, crop hail, and multi-peril crop insurance to borrowers and those eligible to borrow. We also offer fee appraisals
to our members and those eligible to borrow.
NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Accounting Principles and Reporting Policies
Our accounting and reporting policies conform to accounting principles generally accepted in the United States of America (GAAP) and the prevailing
practices within the financial services industry. Preparing financial statements in conformity with GAAP requires us to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the Consolidated Financial Statements
and the reported amounts of revenues and expenses during the period. Actual results could differ from those estimates.
Principles of Consolidation
The Consolidated Financial Statements present the consolidated financial results of Farm Credit Midsouth, ACA and its subsidiaries. All material
intercompany transactions and balances have been eliminated in consolidation.
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Significant Accounting Policies
Loans: Loans are carried at their principal amount outstanding net of any unearned income, cumulative charge-offs, and unamortized deferred fees and
costs on originated loans. Loan interest is accrued and credited to interest income based upon the daily principal amount outstanding. Origination fees,
net of related costs, are deferred and recognized over the life of the loan as an adjustment to net interest income. The net amount of loan fees and
related origination costs are not material to the Consolidated Financial Statements taken as a whole.
Generally we place loans in nonaccrual status when principal or interest is delinquent for 90 days or more (unless the loan is well secured and in the process
of collection) or circumstances indicate that full collection is not expected.
When a loan is placed in nonaccrual status, we reverse current year accrued interest to the extent principal plus accrued interest before the transfer exceeds
the net realizable value of the collateral. Any unpaid interest accrued in a prior year is capitalized to the recorded investment of the loan, unless the net
realizable value is less than the recorded investment in the loan, then it is charged-off against the allowance for loan losses. Any cash received on
nonaccrual loans is applied to reduce the recorded investment in the loan, except in those cases where the collection of the recorded investment is fully
expected and the loan does not have any unrecovered prior charge-offs. In these circumstances interest is credited to income when cash is received. Loans
are charged-off at the time they are determined to be uncollectible. Nonaccrual loans may be returned to accrual status when principal and interest are
current, prior charge-offs have been recovered, the ability of the borrower to fulfill the contractual repayment terms is fully expected, the borrower has
demonstrated payment performance, and the loan is not classified as doubtful or loss.
In situations where, for economic or legal reasons related to the borrower’s financial difficulties, we grant a concession for other than an insignificant period of
time to the borrower that we would not otherwise consider, the related loan is classified as a troubled debt restructuring, also known as a formally
restructured loan for regulatory purposes. A concession is generally granted in order to minimize economic loss and avoid foreclosure. Concessions vary by
program and borrower and may include interest rate reductions, term extensions, payment deferrals, or an acceptance of additional collateral in lieu of
payments. In limited circumstances, principal may be forgiven. Loans classified as troubled debt restructurings are considered risk loans (as defined below).
Loans that are sold as participations are transferred as entire financial assets, groups of entire financial assets, or participating interests in the loans. The
transfers of such assets or participating interests are structured such that control over the transferred assets, or participating interests have been surrendered
and that all of the conditions have been met to be accounted for as a sale.
Allowance for Loan Losses: The allowance for loan losses is an estimate of losses in our loan portfolio as of the financial statement date. We determine
the appropriate level of allowance for loan losses based on periodic evaluation of factors such as loan loss history, estimated probability of default, estimated
loss severity, portfolio quality, and current economic and environmental conditions.
Loans in our portfolio that are considered impaired are analyzed individually to establish a specific allowance. A loan is impaired when it is probable that all
amounts due will not be collected according to the contractual terms of the loan agreement. We generally measure impairment based on the net realizable
value of the collateral. Risk loans include nonaccrual loans, accruing restructured loans, and accruing loans 90 days or more past due. All risk loans are
considered to be impaired loans.
We record a specific allowance to reduce the carrying amount of the risk loan by the amount the recorded investment exceeds the net realizable value of
collateral. When we deem a loan to be uncollectible, we charge the loan principal and prior year(s) accrued interest against the allowance for loan losses.
Subsequent recoveries, if any, are added to the allowance for loan losses.
An allowance is recorded for probable and estimable credit losses as of the financial statement date for loans that are not individually assessed as impaired.
We use a two-dimensional loan risk rating model that incorporates a 14-point rating scale to identify and track the probability of borrower default and a
separate 6-point scale addressing the loss severity. The combination of estimated default probability and loss severity is the primary basis for recognition and
measurement of loan collectability of these pools of loans. These estimated losses may be adjusted for relevant current environmental factors.
Changes in the allowance for loan losses consist of provision activity, recorded in “Provision for (reversal of) loan losses” in the Consolidated Statements of
Income, recoveries, and charge-offs.
Investment in AgriBank: Our stock investment in AgriBank is on a cost plus allocated equities basis.
Premises and Equipment: The carrying amount of premises and equipment is at cost, less accumulated depreciation and is included in “Other assets” in
the Consolidated Statements of Condition. Calculation of depreciation is generally on the straight-line method over the estimated useful lives of the assets.
Gains or losses on disposition are included in “Miscellaneous (loss) income, net” in the Consolidated Statements of Income. Depreciation and maintenance
and repair expenses are included in “Other operating expenses” in the Consolidated Statements of Income and improvements are generally capitalized.
Other Property Owned: Other property owned, consisting of real and personal property acquired through foreclosure or deed in lieu of foreclosure, is
recorded at the fair value less estimated selling costs upon acquisition. Any initial reduction in the carrying amount of a loan to the fair value of the collateral
received is charged to the allowance for loan losses. Revised estimates to the fair value less costs to sell are reported as adjustments to the carrying amount
of the asset, provided that such adjusted value is not in excess of the carrying amount at acquisition. Related income, expenses, and gains or losses from
operations and carrying value adjustments are included in “Miscellaneous (loss) income, net” in the Consolidated Statements of Income. We had no other
property owned at December 31, 2015, 2014, or 2013.
Leases: We had no finance or operating leases at December 31, 2015 or 2014. Prior to 2014, we had finance and operating leases. Under finance
leases, unearned income from lease contracts represents the excess of gross lease receivables plus residual receivables over the cost of leased
equipment. We amortize net unearned finance lease income to earnings using the interest method. The carrying amount of finance leases is included in
“Loans” in the Consolidated Statements of Condition and represents lease rent receivables net of the unearned income plus the residual receivable.
Under operating leases, property is recorded at cost and depreciated on a straight-line basis over the lease term to an estimated residual value. We
recognize operating lease revenue evenly over the term of the lease and charge depreciation and other expenses against revenue as incurred in
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“Miscellaneous (loss) income, net” in the Consolidated Statements of Income. The amortized cost of operating leases is included in “Assets held for
lease, net” in the Consolidated Statements of Condition and represents the asset cost net of accumulated depreciation.
Post-Employment Benefit Plans: The District has various post-employment benefit plans in which our employees participate. Expenses related to these
plans are included in “Salaries and employee benefits” in the Consolidated Statements of Income.
Certain employees participate in the AgriBank District Retirement Plan. The plan is comprised of two benefit formulas. At their option, employees hired prior
to October 1, 2001 are on the cash balance formula or on the final average pay formula. Benefits eligible employees hired between October 1, 2001 and
December 31, 2006 are on the cash balance formula. Effective January 1, 2007, the AgriBank District Retirement Plan was closed to new employees. The
AgriBank District Retirement Plan utilizes the "Projected Unit Credit" actuarial method for financial reporting and funding purposes.
We also provide certain health insurance benefits to eligible retired employees according to the terms of those benefit plans. The anticipated cost of these
benefits is accrued during the employees’ active service period.
The defined contribution plan allows eligible employees to save for their retirement either pre-tax, post-tax, or both, with an employer match on a percentage
of the employee’s contributions. We provide benefits under this plan for those employees that do not participate in the AgriBank District Retirement Plan in
the form of a fixed percentage of salary contribution in addition to the employer match.
Income Taxes: The ACA and PCA accrue federal and state income taxes. Deferred tax assets and liabilities are recognized for future tax consequences of
temporary differences between the carrying amounts and tax basis of assets and liabilities. Deferred tax assets are recorded if the deferred tax asset is more
likely than not to be realized. If the realization test cannot be met, the deferred tax asset is reduced by a valuation allowance. The expected future tax
consequences of uncertain income tax positions are accrued.
The FLCA is exempt from federal and other taxes to the extent provided in the Farm Credit Act.
Patronage Program: We accrue patronage distributions according to a prescribed formula approved by the Board of Directors. Generally, we pay the
accrued patronage during the first quarter after year end.
Off-Balance Sheet Credit Exposures: Commitments to extend credit are agreements to lend to customers, generally having fixed expiration dates or
other termination clauses. Standby letters of credit are agreements to pay a beneficiary if there is a default on a contractual arrangement. Any reserve
for unfunded lending commitments and unexercised letters of credit is based on management’s best estimate of losses inherent in these instruments,
but the commitments have not yet disbursed. Factors such as likelihood of disbursal and likelihood of losses given disbursement are utilized in
determining a reserve, if needed. Based on management’s assessment, any reserve is recorded in “Other liabilities” in the Consolidated Statements of
Condition and a corresponding loss is recorded in “Provision for credit losses” in the Consolidated Statements of Income. However, no such reserve was
necessary as of December 31, 2015, 2014, or 2013.
Cash: For purposes of reporting cash flow, cash includes cash on hand.
Fair Value Measurement: The accounting guidance describes three levels of inputs that may be used to measure fair value.
Level 1 — Unadjusted quoted prices in active markets for identical assets or liabilities that the reporting entity has the ability to access at the measurement
date.
Level 2 — Observable inputs other than quoted prices included within Level 1 that are observable for the asset or liability either directly or indirectly. Level 2
inputs include:





Quoted prices for similar assets or liabilities in active markets
Quoted prices for identical or similar assets or liabilities in markets that are not active so that they are traded less frequently than exchange-traded
instruments, quoted prices that are not current, or principal market information that is not released publicly
Inputs that are observable such as interest rates and yield curves, prepayment speeds, credit risks, and default rates
Inputs derived principally from or corroborated by observable market data by correlation or other means

Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or liabilities. These
unobservable inputs reflect the reporting entity’s own assumptions about assumptions that market participants would use in pricing the asset or liability.
Level 3 assets and liabilities include financial instruments whose value is determined using pricing models, discounted cash flow methodologies, or similar
techniques, as well as instruments for which the determination of fair value requires significant management judgment or estimation.
Recently Issued or Adopted Accounting Pronouncements
We have assessed the potential impact of accounting standards that have been issued, but are not yet effective, and have determined that no such
standards are expected to have a material impact to our Consolidated Financial Statements. Except as noted below, no accounting pronouncements
were adopted during 2015.
In February 2016, the FASB issued guidance entitled, “Leases.” The guidance modifies the recognition and accounting for lessees and lessors and
requires expanded disclosures regarding assumptions used to recognize revenue and expenses related to leases. The guidance is effective for
nonpublic entities for annual reporting periods beginning after December 15, 2019 and interim periods the subsequent year. Early adoption is permitted
and modified retrospective adoption is required. We are currently evaluating the impact of the guidance on our financial condition, results of operations,
cash flows, and financial statement disclosures.
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