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CERTIFICATION

The undersigned certify that we have reviewed the March 31, 2010 quarterly report of
Southwest Georgia Farm Credit, ACA, that the report has been prepared under the
oversight of the Audit Committee of the Board of Directors and in accordance with all
applicable statutory or regulatory requirements, and that the information contained herein

is true, accurate, and complete to the best of our knowledge and belief.

Richard S. Monson
President/CEO

pa e

Ryan G. Burtt
Chief Financial Officer

Botiby J. Brooks

Chairman of the Board

May 7, 2010
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Southwest Georgia Farm Credit, ACA
Report on Internal Control Over Financial Reporting

The Association’s principal executives and principal financial officers, or persons performing similar functions, are responsible for
establishing and maintaining adequate internal control over financial reporting for the Association’s Consolidated Financial
Statements. For purposes of this report, “internal control over financial reporting” is defined as a process designed by, or under the
supervision of the Association’s principal executives and principal financial officers, or persons performing similar functions, and
effected by its Board of Directors, management and other personnel. This process provides reasonable assurance regarding the
reliability of financial reporting information and the preparation of the Consolidated Financial Statements for external purposes in
accordance with accounting principles generally accepted in the United States of America.

Internal control over financial reporting includes those policies and procedures that: (1) pertain to the maintenance of records that
in reasonable detail accurately and fairly reflect the transactions and dispositions of the assets of the Association, (2) provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial information in accordance
with accounting principles generally accepted in the United States of America, and that receipts and expenditures are being made
only in accordance with authorizations of management and directors of the Association, and (3) provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisition, use or disposition of the Association’s assets that could have
a material effect on its Consolidated Financial Statements.

The Association’s management has completed an assessment of the effectiveness of internal control over financial reporting as of
March 31, 2010. In making the assessment, management used the framework in Internal Control — Integrated Framework,
promulgated by the Committee of Sponsoring Organizations of the Treadway Commission, commonly referred to as the “COSO”
criteria.

Based on the assessment performed, the Association concluded that as of March 31, 2010, the internal control over financial
reporting was effective based upon the COSO criteria. Additionally, based on this assessment, the Association determined that
there were no material weaknesses in the internal control over financial reporting as of March 31, 2010

Richard S. Monson
Chief Executive Officer

%;M'

Ryan G. Burtt
Chief Financial Officer

May 7, 2010
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Southwest Georgia Farm Credit, ACA
Management's Discussion and Analysis

of Financial Condition and Results of Operations

(dollars in thousands)

The following commentary reviews the financial condition and
results of operations of Southwest Georgia Farm Credit, ACA
(Association) for the period ended March 31, 2010. These
comments should be read in conjunction with the
accompanying consolidated financial statements, notes to the
consolidated financial statements and the 2009 Annual Report
of the Association. The accompanying consolidated financial
statements were prepared under the oversight of the Audit
committee of the Board of Directors.

LOAN PORTFOLIO

The Association provides funds to farmers, rural homeowners
and farm-related businesses for financing of short and
intermediate-term loans and long-term real estate mortgage
loans. The Association’s loan portfolio is diversified over a
range of agricultural commaodities in our region, including
timber, landlords, poultry, cotton, livestock, peanuts, fruit and
nut, vegetables and dairy. Farm size varies and many of the
borrowers in the region have diversified farming operations.
This factor, along with the opportunities for non-farm income
in the area, reduces the level of dependency on a given
commodity.

Investment securities classed as available for sale and held to
maturity as of March 31, 2010 were $ 25,519 and $8,702
respectively, a decrease of $771 as compared to

December 31, 2009. Avaliable for sale securities reported
($151) of other comprehensive loss. The gross loan volume of
the Association as of March 31, 2010, was $322,891, a
decrease of $13,081 as compared to $335,972 at

December 31, 2009. Net loans outstanding at March 31,
2010, were $317,986 as compared to $331,114 at

December 31, 2009.

The Association entered into commitments to acquire
Successor-in-Interest Contracts (SIIC) in the fourth quarter of
2005. As of March 31, 2010, the Association had $46,817 in
other investments for SIIC, a decrease of $12,485 compared to
$59,302 at December 31, 2009.

Total assets at March 31, 2010 were $426,845, compared to
$462,274 at December 31, 2009, a decrease of $35,429 or 7.66
percent.

Net loans and investments accounted for 93.48 percent of
total assets at March 31, 2010, as compared to 92.02 percent
of total assets at December 31, 2009.

The decrease in total assets was primarily attributed to
reductions in loans, Successor-In-Interest Contracts (SIIC),
investments, and accrued patronage from AgFirst Farm
Credit Bank and other Farm Credit institutions. The decrease
in loans is due to normal run-off. The association’s strategy
during the economic downturn has been to minimize growth
in loan volume. This strategy has allowed the association to
reduce the Association’s managed volume and grow capital.
The SIIC reduction is attributed to the large $12 million dollar
annual payment received in January, 2010. The decrease in
patronage is based on the year end declaration of AgFirst
Farm Credit Bank patronage which once declared is
recognized as association equity, therefore when comparing
to a previous year end balance there will normally be a
negative variance in early quarters.

There is an inherent risk in the extension of any type of
credit. Portfolio credit quality has deteriorated over the past
year, with loans classified under the Farm Credit
Administration’s Uniform Loan Classification System as
“acceptable” or “other assets especially mentioned” at 85.08
percent of total loans and accrued interest as compared to
84.94 percent at December 31, 2009.

Nonaccrual loans as of March 31, 2010 were $35,390, an
increase of $850 as compared to $34,541 at December 31,
2009. The increase is the net of a few large loan
reinstatements and a large entity transferred into nonaccrual
status this quarter. As of March 31, 2010, the association
has three properties classed as Other Property Owned. One
property is currently under a listing agreement, an auction is
planned for one, and the largest property is under contract
with a closing expected for May 15". Management
continues to closely monitor and evaluate the portfolio
quality to identify and mitigate potential risk.

The Association maintains an allowance for loan losses at a
level considered sufficient to absorb possible losses within
the loan portfolio based on current and expected future
conditions. The Association increases the allowance by
providing a provision for loan losses in the income
statement. Loan losses are recorded against and serve to
decrease the allowance when management determines that
any portion of a loan is uncollectible. Any subsequent
recoveries are added to the allowance. Managements’
evaluations consider factors which include, among many
other things, loan loss experience, portfolio quality, loan
portfolio composition, current agricultural production
conditions, and general economic conditions.
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The allowance for loan losses at March 31, 2010, was $4,905
compared to $4,858 as of December 31, 2009 an increase of
S47.

RESULTS OF OPERATIONS
For the three months ended March 31, 2010

Net income for the three months ended March 31, 2010,
totaled $2,000, an increase of $655 as compared to net
income of $1,345 for the same period in 2009.

At March 31, 2010, interest income on accruing loans was
$3,885 a decrease of $992 as compared to $4,877 for the
same period in 2009. Interest Income on nonaccrual loans
from cash accounting payments and reinstatement income
totaled $594 for the quarter. Interest income on investment
securities was at $232 for the three months ended March 31,
2010, an increase of $48 as compared to $184 from the same
period in 2009. Other interest Income from SIIC’s for the three
months ended March 31, 2010 was $630 a decrease of $143
compared to $773 for the same period in 2009. The decrease
in earnings on the foregoing assets are primarily related to
the reduction of income producing assets as the association
positioned itself to strengthen capital. Lower interest rates
were a secondary factor to this decrease.

Interest expense was $3,110 a decrease of $974, as compared
to $4,084 for the same period in 2009.

Non-interest income for the three months ended March 31,
2010, totaled $1,731, an increase of $5 as compared to $1,726
for the same period in 2009. The decrease in accrued
patronage from AgFirst Farm Credit Bank was offset by a
refund from Farm Credit System Insurance which caused
Non-Interest Income to remain relatively level when
compared to the same period in 2009.

Non-interest expense for the three months ended March 31,
2010 totaled $1,962, a decrease of $169 as compared to
$2,131 for the same period in 2009. The decrease is primarily
due to reductions in bonus expense for account officers and
Farm Credit System Insurance expense (FCSIC).

FUNDING SOURCES

The principal source of funds for the Association is the
borrowing relationship established with the Bank through a
General Financing Agreement (Note 5). The General
Financing Agreement utilizes the Association’s credit and
fiscal performance as criteria for establishing a line of credit
on which the Association may draw funds. The funds are
advanced by the Bank to the Association in the form of notes
payable. The notes payable are segmented into variable rate
and fixed rate sections. The variable rate note is utilized by
the Association to fund variable rate loan advances and
operating funds requirements. The fixed rate note is used
specifically to fund fixed rate loan advances made by the

Association. The total notes payable to the Bank at March 31,
2010, was $357,455, a decrease of $31,053 as compared to
$388,508 at December 31, 2009. The decrease is primarily the
result of reduced loan volume and other investments on the
balance sheet. Please see footnote number 5 for additional
information on the status of the General Financing Covenant.

CAPITAL RESOURCES

Total members' equity at March 31, 2010, increased $1,876 to
$65,312 from the December 31, 2009, total of $63,436. Total
capital stock and participation certificates were $1,407 as of
March 31, 2010, a decrease of $93 compared to $1,500 at
December 31, 2009.

Farm Credit Administration (FCA) regulations require all Farm
Credit institutions to maintain minimum permanent capital,
total surplus and core surplus ratios. These ratios are
calculated by dividing the Association’s permanent capital,
total surplus and core surplus as defined in FCA regulations,
by a risk-adjusted asset base. As of March 31, 2010, the
Association’s total surplus ratio and core surplus ratio were
16.78 percent and 13.81percent, respectively, and the
permanent capital ratio was 17.21 percent. All three ratios
were above the minimum regulatory ratios of 7.00 percent for
permanent capital and total surplus ratios and 3.50 percent
for the core surplus ratio.

NOTE: Shareholder investment in the Association could be
affected by the financial condition and results of operations of
AgFirst Farm Credit Bank. Copies of AgFirst’s annual and
quarterly reports are available upon request free of charge by
calling 1-800-845-1745, ext. 378, or writing Stephen Gilbert,
AgFirst Farm Credit Bank, P.O. Box 1499, Columbia, SC 29202.
Information concerning AgFirst Farm Credit Bank can also be
obtained at their website, www.agfirst.com. Copies of the
Association’s annual and quarterly reports are also available
upon request free of charge by calling 1-229-246-0384 or
1-866-304-3276, writing Belinda H. Robertson, Treasurer,
Southwest Georgia Farm Credit, ACA, 305 Colquitt Highway,
Bainbridge, Georgia 39817 or accessing the website,
www.swgafarmcredit.com. The Association prepares a
quarterly report within 40 days after the end of each fiscal
quarter, except that no report need be prepared for the fiscal
quarter that coincides with the end of the fiscal year of the
institution.
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Southwest Georgia Farm Credit, ACA
Consolidated Balance Sheets

March 31, December 31,
(dollars in thousands) 2010 2009
(unaudited) (audited)
Assets
Cash S 26 S 2,575
Investment securities:
Available for sale (amortized cost of $25,670
and $27,262 respectively) 25,519 27,142
Held to maturity (fair value of $8,062
and $6,824 respectively) 8,702 7,850
Total investment securities 34,221 34,992
Loans 322,891 335,972
Less: allowance for loan losses 4,905 4,858
Net loans 317,986 331,114
Loans held for sale 45 166
Other investments 46,817 59,302
Accrued interest receivable 3,253 4,360
Investment in other Farm Credit institutions 13,142 13,730
Premises and equipment, net 4,556 4,611
Other property owned 1,273 1,285
Due from AgFirst Farm Credit Bank 1,210 5,434
Other assets 4316 4,705
Total assets S 426,845 S 462,274
Liabilities
Notes payable to AgFirst Farm Credit Bank (Note 5) S 357,455 S 388,508
Accrued interest payable 1,016 1,180
Patronage refund payable 5 18
Other liabilities 3,057 9,132
Total liabilities 361,533 398,838
Commitments and contingencies
Members' Equity
Protected borrower equity 152 255
Capital stock and participation certificates 1,255 1,245
Retained earnings
Allocated 23,894 23,894
Unallocated 40,162 38,162
Accumulated other comprehensive income (loss) (151) (120)
Total members' equity 65,312 63,436
Total liabilities and members' equity S 426,845 S 462,274

The accompanying notes are an integral part of these financial statements.
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Southwest Georgia Farm Credit, ACA
Consolidated Statements of Income

(unaudited)
For the three months
ended March 31,

(dollars in thousands) 2010 2009
Interest Income
Investment securities S 232 S 184
Loans 4,479 4,877
Other 630 773

Total interest income 5,341 5,834
Interest Expense
Notes payable to AgFirst Farm Credit Bank 3,110 4,084
Net interest income 2,231 1,750
Provision for (reversal of allowance for) loan losses — -
Net interest income after provision for
(reversal of allowance for) loan losses 2,231 1,750
Noninterest Income
Loan fees 338 319
Equity in earnings of other Farm Credit institutions 1,227 1,386
Gains (losses) on other property owned, net (238) (293)
Insurance Fund refund 381 -
Other noninterest income 23 314

Total noninterest income 1,731 1,726
Noninterest Expense
Salaries and employee benefits 1,245 1,339
Occupancy and equipment 157 128
Insurance Fund premium 68 141
Other operating expenses 492 523

Total noninterest expense 1,962 2,131
Income before income taxes 2,000 1,345
Provision (benefit) for income taxes — -
Net income S 2,000 S 1,345

The accompanying notes are an integral part of these financial statements.
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Southwest Georgia Farm Credit, ACA

Consolidated Statements of Changes in

Members’ Equity

(unaudited)
Capital Accumulated
Protected  Stock and Retained Earnings Other Total
Borrower Participation Comprehensive  Members'
(dollars in thousands) Capital Certificates  Allocated Unallocated Income (Loss) Equity
Balance at December 31, 2008 S 297 $ 1,200 $ 23993 $ 37,890 $ - $ 63381
Net income 1,345 1,345
Protected borrower equity retired ae) ae)
Capital stock/participation
certificates issued/(retired), net 11 11
Balance at March 31, 2009 $ 281 § 1,212 $ 23993 $ 39,235 S - $ 64,721
Balance at December 31, 2009 S 255 § 1,245 $ 23894 S 38162 S (120 S 63,436
Comprehensive income
Net income 2,000 2,000
Unrealized gains (losses) on investments available
for sale (31) (31)
Total comprehensive income 1,969
Protected borrower equity retired (103) (103)
Capital stock/participation
certificates issued/(retired), net 10 10
Balance at March 31, 2010 S 152 $ 1,255 $§ 23894 S 40,162 S as1) S 65,312

The accompanying notes are an integral part of these financial statements.
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Southwest Georgia Farm Credit, ACA

Notes to the Consolidated Financial Statements

(dollars in thousands, except as noted)
(unaudited)

NOTE 1 — ORGANIZATION, SIGNIFICANT
ACCOUNTING POLICIES, AND RECENTLY ISSUED
ACCOUNTING PRONOUNCEMENTS

The accompanying financial statements include the accounts
of Southwest Georgia Farm Credit, ACA (the Association). A
description of the organization and operations of the
Association, the significant accounting policies followed, and
the financial condition and results of operations as of and for
the year ended December 31, 2009, are contained in the 2009
Annual Report to Shareholders. These unaudited first quarter
2010 consolidated financial statements should be read in
conjunction with the 2009 Annual Report to Shareholders.

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) and
prevailing practices within the banking industry. The results
for the three months ended March 31, 2010, are not
necessarily indicative of the results to be expected for the
year ending December 31, 2010.

Certain amounts in the prior period’s consolidated financial
statements may have been reclassified to conform to the
current period’s consolidated financial statement
presentation. Such reclassifications had no effect on the
prior period net income or total capital as previously reported.

The Association maintains an allowance for loan losses in
accordance with GAAP. The loan portfolio is reviewed
quarterly to determine the adequacy of the allowance for
losses. As of March 31, 2010, the allowance for losses is
adequate in management’s opinion to provide for possible
losses on existing loans.

In addition to the recently issued accounting pronouncements
discussed in the 2009 Annual Report to Shareholders, in June
2009 the Financial Accounting Standards Board (FASB)
issued guidance “Accounting for Transfers of Financial
Assets,” which amended previous guidance by improving the
relevance, representational faithfulness, and comparability of
the information that a reporting entity provides in its financial
statements about a transfer of financial assets; the effects of
a transfer on its financial position, financial performance, and
cash flows; and a transferor’s continuing involvement, if any,
in transferred financial assets.

This guidance was effective as of the beginning of each
reporting entity’s first annual reporting period that begins
after November 15, 2009, for interim periods within that first
annual reporting period and for interim and annual reporting
periods thereafter. Earlier application was prohibited. This
guidance must be applied to transfers occurring on or after
the effective date. Additionally, on and after the effective
date, the concept of a qualifying special purpose entity is no
longer relevant for accounting purposes. Therefore, formerly
qualifying special-purpose entities (as defined under
previous accounting guidance) should be evaluated for
consolidation by reporting entities on and after the effective
date in accordance with the applicable consolidation
guidance. If the evaluation on the effective date results in
consolidation, the reporting entity should apply the transition
guidance that requires consolidation. The Association
evaluated the impact of adoption on its loan participation
agreements to ensure that participations would meet the
requirements for sales treatment. The impact of adoption on
January 1, 2010 was immaterial to the Association’s financial
condition and results of operations.

In June 2009, the FASB also issued guidance, to improve
financial reporting for those enterprises involved with
variable interest entities, which amends previous guidance
by requiring an enterprise to perform an analysis to
determine whether the enterprise’s variable interest or
interests give it a controlling financial interest in a variable
interest entity.

Additionally, an enterprise is required to assess whether it
has an implicit financial responsibility to ensure that a
variable interest entity operates as designed when
determining whether it has the power to direct the activities
of the variable interest entity that most significantly impact
the entity’s economic performance.

This guidance was effective as of the beginning of each
reporting entity’s first annual reporting period that begins
after November 15, 2009, for interim periods within that first
annual reporting period and for interim and annual reporting
periods thereafter. Earlier application was prohibited. The
Association does not have any variable interest or
controlling interest in a variable entity. Therefore, there was
no impact of adoption of the guidance for the Association.

Southwest Georgia Farm Credit, ACA e 8



In January 2010, the FASB issued guidance “Fair Value
Measurements and Disclosures,” which is to improve
disclosures about fair value measurement by increasing
transparency in financial reporting. The changes will provide
a greater level of disaggregated information and more detail
disclosures of valuation techniques and inputs to fair value
measurement. The new disclosures and clarification of
existing disclosures were effective for interim and annual
reporting periods beginning after December 15, 2009, except
for the disclosures about purchases, sales, issuances and
settlements in the rollforward of activity in Level 3 fair value
measurements. Those disclosures are effective for fiscal years
beginning after December 15, 2010, and for interim periods
within those fiscal years. The adoption of this guidance had
no impact on the Association’s financial condition and results
of operations but resulted in additional disclosures (see Note
6).

NOTE 2 — INVESTMENT SECURITIES

A summary of the amortized cost and fair value of investment
securities available-for-sale at March 31, 2010 and
December 31, 2009 follows:

March 31, 2010

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value _ Yield
Asset backed securities § 25,670 $ 51 S (202) $ 25519 1.38%

December 31, 2009

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value Yield
Asset backed securities § 27,262 $ 55 $ (175) $ 27,142 1.37%

A summary of the amortized cost and fair value of investment
securities held-to-maturity at March 31, 2010 and
December 31, 2009 follows:

March 31,2010

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value _Yield
Mission related
investments S 8,702 S 40 S (680) $ 8,062 6.50%

December 31, 2009

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value _Yield
Mission related
investments S 7,850 S 52 $(1,078) $ 6,824 6.58%

A summary of expected maturity, amortized cost, and
estimated fair value of investment securities at March 31,
2010 follows:

Available-for-Sale:

Weighted
Amortized Fair Average
Cost Value Yield
In one year or less S 580 S 583 1.71%
After one year through five years 24,040 23,885 1.33
After five years through ten years 1,050 1,051 2.33
After ten years - - 0.00
Total $ 25,670 S 25519 1.38%
Held-to-Maturity:
Weighted
Amortized Fair Average
Cost Value Yield
In one year or less S 210 S 213 6.75%
After one year through five years - - -
After five years through ten years - - -
After ten years 8,492 7,849 6.49
Total S 8,702 S 8,062 6.50%

The Association’s investments consist primarily of asset-
backed securities (ABSs). These ABSs are rated AAA and
they are guaranteed by the full faith and credit of the United
States government. Asset-backed securities are held for
maintaining a liquidity reserve, managing short-term surplus
funds and managing interest rate risk. These securities must
meet the applicable Farm Credit Administration (FCA)
regulatory guidelines, which require these securities to be
high quality, senior class, and rated AAA at the time of
purchase. To achieve the ratings, these securities have a
guarantee of timely payment of principal and interest or
credit enhancement achieved through over collateralization
and the priority of payments of senior classes over junior
classes. The FCA considers an asset-backed security
investment ineligible if it falls below the AAA credit rating
criteria and requires System institutions to divest of such an
investment unless approval is granted to continue to hold by
the FCA. All of the Association’s asset-backed securities at
March 31, 2010 are considered eligible under FCA regulatory
guidelines. Mission related investments consist of private
placement securities purchased under the Rural America
Bond Program approved by the FCA.
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An investment is considered impaired if its fair value is less
than its cost. A continuous unrealized loss position for an
investment is based on the date the impairment was first
identified. The following table shows the fair value and gross
unrealized losses for investments that have been in a
continuous unrealized loss position aggregated by investment
category at March 31, 2010:

Less than Greater than
12 Months 12 Months
Fair Unrealized Fair Unrealized
Value Losses Value Losses
Asset-backed securites S 11,218 S (107) S 6,289 S 95
Other 5,195 (676) 191 (4)
Total S 16413 S (783) S 6480 S (99)

The Association performs periodic credit reviews, including
other-than-temporary impairment analyses, on its investment
securities portfolio. The objective is to quantify any future
possible loss of principal or interest due on each security
identified for additional analysis. Factors considered in
determining whether an impairment is other-than-temporary
include among others as applicable: 1) the length of time
and the extent to which the fair value is less than cost, 2)
adverse conditions specifically related to the industry, 3)
geographic area and the condition of the underlying
collateral, 4) payment structure of the security, 5) ratings by
rating agencies, 6) the credit worthiness of bond insurers, and
7) volatility of the fair value changes.

Based on the results of all analyses, the Association has not
recognized any other-than-temporary impairment as the
unrealized losses resulted primarily from non-credit related
factors. Full payment of principal and interest is expected.
The Association has the ability and intent to hold these
investments until a recovery of unrealized losses occurs,
which may be at maturity, and at this time expects to collect
the full principal amount and interest due on these securities,
especially after considering credit enhancements. The
Association does not intend to sell these investments and it is
not more likely than not that the Association would be
required to sell these investments before recovering its costs.
Substantially all of these investments were in U. S.
government agency securities and the Association expects
these securities would not be settled at a price less than their
amortized cost. All securities continue to perform.

NOTE 3 — ALLOWANCE FOR LOAN LOSSES AND
IMPAIRED LOANS

An analysis of the allowance for loan losses follows:

For the three months
ended March 31,

2010 2009
Balance at beginning of period S 4,858 $ 3,359
Provision for (reversal of) loan losses - -
Charge-offs (44) (649)
Recoveries 91 21
Balance at end of period S 4,905 S 2,731

The following table presents information concerning impaired
loans as of March 31,

2010 2009
Impaired loans with related allowance $13,389 S 8,577
Impaired loans with no related allowance 22,172 44,179
Total impaired loans 35,561 52,756
Allowance on impaired loans $ 2,076 S 961

The following table summarizes impaired loan information for
the three months ended March 31,

2010 2009

Average impaired loans S 40,128 S 24170
Interest income recognized on

impaired loans 665 17

NOTE 4 — EMPLOYEE BENEFIT PLANS

The following is a table of retirement and other postretirement
benefit expenses for the Association:

For the three months
ended March 31,

2010 2009
Pension S 248 S 230
401(K) 32 34
Other postretirement benefits 32 30
Total $ 312 S 294

The following is a table of retirement and other postretirement
benefit contributions for the Association:

Actual Projected Projected
YTD Contributions Total
Through For Remainder Contributions
3/31/10 of 2010 2010
Pension S - $ 840 S 840
Other postretirement benefits 23 73 96
Total S 23 $ 913 $ 936
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Contributions in the above table include allocated estimates
of funding for multi-employer plans in which the Association
participates. These amounts may change when a total
funding amount and allocation is determined by the
respective Plan’s Sponsor Committee. Also, market
conditions could impact discount rates and return on plan
assets which could change contributions necessary before
the next plan measurement date of December 31, 2010.

Further details regarding employee benefit plans are
contained in the 2009 Annual Report to Shareholders.

NOTE 5 — NOTES PAYABLE TO AGFIRST FARM CREDIT
BANK

The Association’s indebtedness to the Bank represents
borrowings by the Association primarily to fund its loan
portfolio. This indebtedness is collateralized by a pledge of
substantially all of the Association’s assets and the terms of
the revolving line of credit are governed by the General
Financing Agreement (GFA). The GFA defines Association
performance criteria for borrowing from the Bank, which for
2009 included borrowing base margins, earnings and capital
covenants. The Association failed to meet its borrowing base
margins and earnings covenants at December 31, 2009. The
defaults allow the Bank, in conjunction with the FCA, to
accelerate repayment of all indebtedness. The Bank
approved a temporary waiver of the defaults at December 31,
2009. During the first quarter of 2010, following review of a
plan submitted by the Association to achieve compliance with
the covenants, the Bank approved an extension of the
temporary waiver of the defaults and allowed the Association
to continue to operate under a special credit arrangement
pursuant to its GFA through December 31, 2010. The
Association has continued to perform its obligations under
the special credit arrangement.

NOTE 6 — FAIR VALUE MEASUREMENT

Effective January 1, 2008, the Association adopted FASB
guidance on, fair value measurements. This guidance defines
fair value, establishes a framework for measuring fair value
and expands the Association’s fair value disclosures for
certain assets and liabilities measured at fair value on a
recurring and non-recurring basis. These assets and
liabilities consist primarily of investments available for sale,
standby letters of credit, impaired loans and other property
owned.

This guidance defines fair value as the exchange price that
would be received for an asset or paid to transfer a liability in
an orderly transaction between market participants in the
principal or most advantageous market for the asset or
liability.

This guidance establishes a fair value hierarchy for disclosure
of fair value measurements to maximize the use of observable
inputs, that is, inputs that reflect the assumptions market
participants would use in pricing an asset or liability based on
market data obtained from sources independent of the
reporting entity. The valuation hierarchy is based upon the
transparency of inputs to the valuation of an asset or liability
as of the measurement date. A financial instrument’s
categorization within the valuation hierarchy is based upon
the lowest level of input that is significant to the fair value
measurement.

The three levels of inputs and the classification of the
Association’s financial instruments within the fair value
hierarchy are as follows:

Level 1

Level 1 inputs to the valuation methodology are unadjusted
quoted prices for identical assets or liabilities in active
markets. The Association has no Level 1 assets or liabilities
at March 31, 2010.

Level 2

Level 2 inputs to the valuation methodology include quoted
prices for similar assets and liabilities in active markets;
quoted prices in markets that are not active; and inputs that
are observable, or can be corroborated, for substantially the
full term of the asset or liability. The Association has Level 2
assets and no Level 2 liabilities measured at fair value on a
recurring basis at March 31, 2010. Level 2 assets include
available-for-sale investment securities that are traded in
active, non-exchange markets. These securities are U.S.
agency debt securities, all of which have unadjusted values
from third-party or internal pricing models. The fair value of
substantially all of the Association’s available-for-sale
investment securities is determined from third-party valuation
services that estimate current market prices. Inputs and
assumptions related to third-party market valuation services
are typically observable in the marketplace. Such services
incorporate prepayment assumptions and underlying asset-
backed collateral information to generate cash flows that are
discounted using appropriate benchmark interest rate curves
and volatilities. Third-party valuations also incorporate
information regarding broker/dealer quotes, available trade
information, historical cash flows, credit ratings, and other
market information. Such valuations represent an estimated
exit price, or price to be received by a seller in active markets
to sell the investment securities to a willing participant.
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Level 3

Level 3 inputs to the valuation methodology are unobservable
and supported by little or no market activity. Valuation is
determined using pricing models, discounted cash flow
methodologies, or similar techniques, and could include
significant management judgment or estimation. Level 3
assets and liabilities also could instrument whose price has
been adjusted based on dealer quoted pricing that is different
than the third-party valuation or internal model pricing.

Level 3 assets at March 31, 2010 include impaired loans
which represent the fair value of certain loans that were
evaluated for impairment under FASB guidance. The fair
value was based upon the underlying collateral since these
were collateral-dependent loans. 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, these fair value
measurements fall within Level 3 of the hierarchy. When the
value of the collateral, less estimated costs to sell, is less than
the principal balance of the loan, a specific reserve is
established.

Other property owned is classified as a Level 3 asset at
March 31, 2010. The fair value for other property owned is
based upon the collateral value. Costs to sell represent
transaction costs and are not included as a component of the
fair value of other property owned. Level 3 liabilities at
March 31, 2010 include standby letters of credit whose
market value is internally calculated based on information
that is not observable either directly or indirectly in the
marketplace.

Assets and Liabilities Measured at Fair Value on a
Recurring Basis

The following table presents the assets and liabilities that are
measured at fair value on a recurring basis at March 31, 2010
and December 31, 2009 for each of the fair value hierarchy
levels:

March 31, 2010

Total
Level Level Level Fair
1 2 3 Value
Assets:
Investments available-
for-sale (ABSs) N - S 25519 § - S 25,519
Total Assets S - 3 25519 $ - S 25,519
Liabilities:
Standby letters
of credit S - S - S 1§ 1
Total Liabilities S - S - S 11 S 11
December 31, 2009
Total
Level Level Level Fair
1 2 3 Value
Assets:
Investments available-
for-sale (ABSs) S - $ 27742 § - S 27,142
Total Assets S - S 27042 § - 3§ 27,142
Liabilities:
Standby letters
of credit $ - S - S 15§ 15
Total Liabilities S - $ - S 15 § 15

The following table presents the changes in Level 3 assets
and liabilities measured at fair value on a recurring basis for
the three months ended March 31, 2010 and 2009. The
Association had no transfers of assets or liabilities into or out
of Level 1 or Level 2 during the first three months of 2010
and 2009.

Standby
Letters
Of Credit
Balance at January 1, 2010 S 15
Total gains or (losses)
realized/unrealized:
Included in earnings -
Included in other
comprehensive loss -
Purchases, sales, issuances
and settlements, net @)
Transfers in and/or out of level 3 -
Balance at March 31, 2010 S 11
Standby
Letters
Of Credit
Balance at January 1, 2009 S 40
Total gains or (losses)
realized/unrealized:
Included in earnings -
Included in other
comprehensive loss -
Purchases, sales, issuances
and settlements, net -
Transfers in and/or out of level 3 -
Balance at March 31, 2009 S 40
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Assets and Liabilities Measured at Fair Value on a
Non-recurring Basis

Assets and liabilities measured at fair value on a non-
recurring basis at March 31, 2010 and December 31, 2009 for
each of the fair value hierarchy values are summarized below:

March 31, 2010

Total YTD Total

Level Level Level Fair Gains

1 2 3 Value (Losses)
Assets:
Impaired

Loans $ - $ - $ m2m § m2m § (294)
Other
Property

Owned $ = S = S 1,188 $ 1,188 S (200)

December 31, 2009

Total YTD Total

Level Level Level Fair Gains

1 2 3 Value (Losses)
Assets:
Impaired

Loans $ - S - S 479 S 479 $ (2,283)
Other
Property

Owned S - S - S 1,285 S 1,285 S (872)

NOTE 7 — DISCLOSURES ABOUT FAIR VALUE OF
FINANCIAL INSTRUMENTS

The following table presents the carrying amounts and fair
values of the Association’s financial instruments at March 31,
2010 and December 31, 2009.

Quoted market prices are generally not available for certain
System financial instruments, as described below.
Accordingly fair values are based on judgments regarding
anticipated cash flows, future expected loss experience,
current economic conditions, risk characteristics of various
financial instruments, and other factors. These estimates
involve uncertainties and matters of judgment, and therefore
cannot be determined with precision. Changes in
assumptions could significantly affect the estimates.

The estimated fair values of the Association’s financial
instruments are as follows:

March 31, 2010 December 31, 2009

Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
Financial assets:
Cash S 26 $ 26 S 2,575 $ 2,575

Loans, net of allowance $317,986 $ 322532 S 331,114 $ 338,247

Investment securities $ 34221 $ 33581 $ 34992 § 33,966

Tobacco Buyout SIIC $ 46,817 S 50509 S 59302 $ 63,060

Financial liabilities:
Notes payable to
AgFirst

Farm Credit Bank $357,455 $ 363,141 $ 388508 $ 398,426

A description of the methods and assumptions used to
estimate the fair value of each class of the Association’s
financial instruments for which it is practicable to estimate that
value follows:

A. Cash: The carrying value is primarily a reasonable
estimate of fair value.

B. Loans: Because no active market exists for the
Association’s loans, fair value is estimated by discounting
the expected future cash flows using the Association’s
current interest rates at which similar loans would be
made to borrowers with similar credit risk. Discount rates
are based on the Bank’s loan rates as well as
management estimates.

For purposes of determining fair value of accruing loans,
the loan portfolio is segregated into pools of loans with
homogeneous characteristics based upon repricing and
credit risk. Expected future cash flows and interest rates
reflecting appropriate credit risk are separately
determined for each individual pool.

Fair value of loans in a nonaccrual status is estimated to
be the carrying amount of the loan less specific
reserves.

The carrying value of accrued interest approximates its
fair value.

C. Investment Securities: For asset-backed securities, fair
value is primarily based upon prices obtained from a third
party valuation service. See Note 6 for further
information. For mission related investments, fair value is
determined by discounting the expected future cash flows
using appropriate interest rates for similar assets.

D. Investment in AgFirst Farm Credit Bank and Other
Farm Credit Institutions: Estimating the fair value of the
Association’s investment in the Bank and Other Farm
Credit Institutions is not practicable because the stock is
not traded. The net investment is a requirement of
borrowing from the Bank and is carried at cost plus
allocated equities in the accompanying Consolidated
Balance Sheets. The Association owns 3.17 percent of the
issued stock of the Bank as of March 31, 2010 net of any
reciprocal investment. As of that date, the Bank’s assets
totaled $30.1 billion and shareholders’ equity totaled $1.7
billion. The Bank’s earnings were $117 million during the
first three months of 2010.

In addition, the Association has an investment of $1,124
related to other Farm Credit institutions.
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E. Notes Payable to AgFirst Farm Credit Bank: The
notes payable are segregated into pricing pools according
to the types and terms of the loans (or other assets) which
they fund. Fair value of the notes payable is estimated by
discounting the anticipated cash flows of each pricing
pool using the current rate that would be charged for
additional borrowings. For purposes of this estimate it is
assumed the cash flow on the notes is equal to the
principal payments on the Association’s loan receivables
plus accrued interest on the notes payable. This
assumption implies that earnings on the Association’s
interest margin are used to fund operating expenses and
capital expenditures.

F. Commitments to Extend Credit: The estimated market
value of off-balance-sheet commitments is minimal since
the committed rate approximates current rates offered for
commitments with similar rate and maturity
characteristics and since the related credit risk is not
significant.

G. Tobacco Buyout SIIC: Fair value is determined by
discounting the expected future cash flows using current
interest rates for similar assets.

NOTE 8 - REGULATORY ENFORCEMENT MATTERS

During the first quarter of 2010, the FCA entered into a
written agreement with the Association. The written
agreement requires the Association to take corrective actions
with respect to certain areas of its operations, including
capital, portfolio management, and asset quality.

NOTE 9 - SUBSEQUENT EVENTS

The Association has evaluated subsequent events and has
determined there are none requiring disclosure through
May 7, 2010, which is the date the financial statements were
issued.
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