








HERITAGE LAND BANK, ACA
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

NOTE 1 — ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES:

The Heritage Land Bank, ACA (Agricultural Credit Association), referred to as the Association, is a member-owned cooperative that
provides credit and credit-related services to or for the benefit of eligible borrowers/stockholders for qualified agricultural purposes.
The Association serves the counties of Dallas, Tarrant, Collin, Hunt, Rockwall, Smith, Henderson, Rusk, Cherokee, Anderson,
Nacogdoches, Panola, Sabine, Angelina, San Augustine, and Shelby in the state of Texas. The Association is a lending institution of
the Farm Credit System (the System), which was established by Acts of Congress to meet the needs of American agriculture.

Effective January 1, 2010, the Association adopted Financial Accounting Standards Board (FASB) guidance on “Fair Value
Measurements and Disclosures,” which is to improve disclosures about fair value measurements by increasing transparency in
financial reporting. The guidance will provide for a greater level of disaggregated information and more robust disclosures of
valuation techniques and inputs to fair value measurements. The adoption of this guidance had no impact on the Association’s
financial condition and results of operations but resulted in additional disclosures.

In June 2009, the FASB issued guidance on “Accounting for Transfers of Financial Assets,” which amends 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 January 1, 2010. This statement must be applied to transfers occurring on or after the effective date.
Additionally, 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 standards) should be evaluated for consolidation by
reporting entities in accordance with the applicable consolidation guidance. If the evaluation results in consolidation, the reporting
entity should apply the transition guidance provided in the pronouncement that requires consolidation. The Association reviewed its
loan participation agreements to ensure that participations would meet the requirements for sales treatment and not be required to be
consolidated. 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 January 1, 2010. The Association reviewed transactions that are included in the scope of this guidance
and determined that the impact of adoption on January 1, 2010 was immaterial to its financial condition and results of operations.

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, except for the inclusion of a
statement of cash flows. Generally accepted accounting principles require a business enterprise that provides a set of financial
statements reporting both financial position and results of operations to also provide a statement of cash flows for each period for
which results of operations are provided. In regulations issued by FCA, associations have the option to exclude statements of cash
flows in interim financial statements. Therefore, the Association has elected not to include a statement of cash flows in these
consolidated financial statements.

The consolidated financial statements comprise the operations of the ACA and its wholly-owned subsidiaries. The preparation of

these consolidated financial statements requires the use of management’s estimates. The results for the quarter and the six months
ended June 30, 2010, are not necessarily indicative of the results to be expected for the year ended December 31, 2010.

10




NOTE 2 — INVESTMENTS Held to Maturity:

A summary of the amortized cost and fair value of the Farmer Mac Agricultural Mortgage Backed Security is as follows:

June 30, 2010

Gross Unrealized Gross Unrealized Weighted
Amortized Cost Gains Losses Fair Value Average Yield
Mortgage-backed securities 6,697,164 230,620 - 6,927,784 5.61%

NOTE 3 — ALLOWANCE FOR LOAN LOSSES:

The allowance for loan losses is maintained at a level considered adequate by management to provide for estimated losses inherent in
the loan portfolio. The allowance is based on a periodic evaluation of the loan portfolio by management in which numerous factors
are considered, including economic conditions, loan portfolio composition and prior loan loss experience. An analysis of the
allowance for loan losses follows:

June 30, June 30,
2010 2009
Balance at beginning of quarter $ 2,952,990 $ 1,774,887
Provision for loan losses 1,108,265 327,135
Charge-offs (715,663) (15,925)
Recoveries 2,467 2,181
Balance at end of quarter 3 3,348,059 $ 2,088,278

Impaired loans include nonaccrual loans and loans that are past due 90 days or more and still accruing interest. The following table
presents information concerning impaired loans:

June 30, June 30,
2010 2009
Impaired loans with related allowance $ 9,698,551 $ 5,822,711
Impaired loans with no related allowance 11,092,366 9,261,226
Total impaired loans $ 20,790917 § 15,083,937
Allowance on impaired loans $ 2,622,050 $ 1,659,000
Average impaired loans $ 17,448,754 $ 14,393,343
Interest income on impaired loans for the quarter $ 60,462 $ 77,343

NOTE 4 — CAPITAL:

The Association’s board of directors has established a Capital Adequacy Plan (Plan) that includes the capital targets that are
necessary to achieve the institution's capital adequacy goals as well as the minimum permanent capital standards. The Plan monitors
projected patronage distributions, equity retirements and other actions that may decrease the Association’s permanent capital. In
addition to factors that must be considered in meeting the minimum standards, the board of directors also monitors the following
factors: capability of management; quality of operating policies, procedures, and internal controls; quality and quantity of earnings;
asset quality and the adequacy of the allowance for losses to absorb potential loss within the loan portfolios; sufficiency of liquid
funds; needs of an institution's customer base; and any other risk-oriented activities. At least quarterly, management reviews the
Association's goals and objectives with the board.

NOTE 5 — INCOME TAXES:

Heritage Land Bank, ACA and its subsidiary are subject to federal and certain other income taxes. The Associations are eligible to
operate as cooperatives that qualify for tax treatment under Subchapter T of the Internal Revenue code. Under specified conditions,
the Associations can exclude from taxable income amounts distributed as qualified patronage refunds in the form of cash, stock or
allocated surplus. Provisions for income taxes are made only on those earnings that will not be distributed as qualified patronage
refunds. No provision for income taxes was recorded as of June 30, 2010.

Deferred taxes are recorded at the tax effect of all temporary differences based on the assumption that such temporary differences are
retained by the institution and will therefore impact future tax payments. A valuation allowance is provided against deferred tax
assets to the extent that it is more likely than not (over 50 percent probability), based on management’s estimate, that they will not be
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realized. For the six months ended June 30, 2010, and 2009 the Association carries a deferred tax asset of $1,425,500 and $931,502
respectively, with a full valuation allowance recorded against the asset each year. The subsidiary, Heritage Land Bank, FLCA, is
exempt from federal and other income taxes as provided in the Farm Credit Act of 1971.

NOTE 6 — FAIR VALUE MEASUREMENTS:

Authoritative guidance defines fair value as the exchange price that would be received for an asset or paid to transfer a liability in the
principal or most advantageous market for the asset or liability. See Note 2 to the 2009 Annual Report to Stockholders for a more
complete description.

Assets and liabilities measured at fair value on a non-recurring basis for each of the fair value hierarchy values are summarized
below:

June 30, 2010 Fair Value Measurement Using Total Fair
Assets: Level 1 Level 2 Level 3 Value
Loans $ - $ - $ 7,076,501 $ 7,076,501
Other property owned - - 4,528,489 4,528,489
December 31, 2009 Fair Value Measurement Using Total Fair
Assets: Level 1 Level 2 Level 3 Value
Loans $ - $ - $ 5,169,388 $ 5,169,388
Other property owned - - 954,399 954,399

Valuation Techniques

As more fully discussed in Note 2 to the 2009 Annual Report to Stockholders, authoritative guidance establishes a fair value
hierarchy, which requires an entity to maximize the use of observable inputs and minimize the use of unobservable inputs when
measuring fair value. The following represent a brief summary of the valuation techniques used for the Associations’ assets and
liabilities. For a more complete description, see Notes to the 2009 Annual Report.

Loans

For certain loans evaluated for impairment under authoritative guidance, the fair value is based upon the underlying collateral since
the loans were collateral dependent loans where substantially all of the Association’s impaired loans are secured by real estate. 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

Other property owned is generally classified as Level 3. The fair value is based upon the collateral value, which is generally
determined using appraisals or other indications based on comparable sales of similar properties. Costs to sell represent transaction
costs and are not included as a component of the asset’s fair value.

NOTE 7— EMPLOYEE BENEFIT PLANS:

The Association previously disclosed in its financial statements for the year ended December 31, 2009, that it expected to contribute
$34,983 to its postretirement benefit plan in 2010, As of June 30, 2010, $11,290 of contributions has been made. The Association
presently anticipates contributing an additional $9,496 to fund its postretirement benefit plan in 2010 for a total of $20,786. The
unfunded accumulated benefit obligation related to this plan at June 30, 2010 was $694,323.

NOTE 8 — COMMITMENTS AND CONTINGENT LIABILITIES:

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

NOTE 9 — SUBSEQUENT EVENTS:

The Association has evaluated subsequent events through August 10, 2010, which is the date the financial statements were issued.
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