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REPORT OF MANAGEMENT

The consolidated financial statements of Heritage Land Bank, ACA (Association) are prepared by management, who
are responsible for the statements’ 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 appropriate in the circumstances. Other financial
information included in the annual report is consistent with that in the consolidated financial statements.

To meet its responsibility for reliable financial information, management depends on the Farm Credit Bank of Texas’
and the Association’s accounting and internal control systems, which have been designed to provide reasonable, but
not absolute, assurance that assets are safeguarded and transactions are properly authorized and recorded. The systems
have been designed to recognize that the cost of controls must be related to the benefits derived. The consolidated
financial statements are audited by PricewaterhouseCoopers LLP, independent accountants, who conduct a review of
internal controls solely for the purpose of establishing a basis for reliance thereon in determining the nature, extent and
timing of audit tests applied in the audit of the consolidated financial statements in accordance with auditing standards
generally accepted in the United States of America. The Association is also examined by the Farm Credit
Administration.

The board of directors has overall responsibility for the Association’s systems of internal control and financial
reporting. The board consults regularly with management and reviews the results of the audits and examinations
referred to previously.

The undersigned certify that this annual report has been reviewed and prepared in accordance with all applicable

statutory or regulatory requirements, and that the information contained herein is true, accurate and complete to the
best of his or her knowledge or belief.

%% / L
William M. Tandy, Chief Executive Officer David Alders, Chairman, Board of Directors
March 4, 2011 March 4, 2011

%M

Jenny Sloan, Chief Financial Officer
March 4, 2011
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REPORT OF AUDIT COMMITTEE

The Audit Committee (Committee) is composed of four members of the board of directors of Heritage Land Bank, ACA. In 2010,
six committee meetings were held. The committee oversees the scope of Heritage Land Bank, ACA’s system of internal controls
and procedures, and the adequacy of management’s action with respect to recommendations arising from those auditing activities.
The Committee’s approved responsibilities are described more fully in the Audit Committee Charter, which is available on request
or on Heritage Land Bank, ACA’s website. The Committee approved the appointment of PricewaterhouseCoopers LLP for 2010.

Management is responsible for Heritage Land Bank, ACA’s internal controls and the preparation of the consolidated financial
statements in accordance with accounting principles generally accepted in the United States of America. The consolidated financial
statements are prepared under the oversight of the committee. PricewaterhouseCoopers LLP is responsible for performing an
independent audit of Heritage Land Bank, ACA’s consolidated financial statements in accordance with auditing standards generally
accepted in the United States of America and for issuing a report thereon. The committee’s responsibilities include monitoring and
overseeing the processes.

In this context, the Committee reviewed and discussed Heritage Land Bank, ACA’s audited consolidated financial statements for
the year ended December 31, 2010 with management and PricewaterhouseCoopers LLP. The Committee also reviews with
PricewaterhouseCoopers LLP the matters required to be discussed by Statement on Auditing Standards No. 114 (The Auditor’s
Communication With Those Charged With Governance), and both PricewaterhouseCoopers LLP and Heritage Land Bank, ACA’s
internal auditors directly provide reports on significant matters to the Committee.

The Committee discussed with PricewaterhouseCoopers LLP its independence from Heritage Land Bank, ACA. The Committee
also reviewed the non-audit services provided by PricewaterhouseCoopers LLP and concluded that these services were not
incompatible with maintaining the independent accountant’s independence. The Committee has discussed with management and
PricewaterhouseCoopers LLP such other matters and received such assurances from them as the Committee deemed appropriate.

Based on the foregoing review and discussions and relying thereon, the Committee recommended that the board of directors
include the audited consolidated financial statements in Heritage Land Bank, ACA’s Annual Report to Stockholders for the year
ended December 31, 2010.

Audit Committee Members

Jerry Nelson, Chairman
Jack Pullen

George Hodges

David Alders

March 4, 2011
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HERITAGE LAND BANK, ACA

FIVE-YEAR SUMMARY OF SELECTED CONSOLIDATED FINANCIAL DATA
(unaudited)
(dollars in thousands)

2010 2009 2008 2007 2006
Balance Sheet Data
Assets
Investments — Held-to-Maturity $ 5288 $ -3 - 8 - 8 -
Loans 371,795 433,419 449,888 414,046 364,755
Less: allowance for loan losses (9,876) (2,931) (1,856) (904) (492)
Net loans 361,919 430,488 448,032 413,142 364,263
Investment in and receivable from
the Bank 7,979 8,557 8,192 7,234 6,049
Other property owned, net 8,813 943 - 419 42
Other assets 5,473 7,482 5,665 6,632 5,837
Total assets $ 389472 § 447470 $§ 461,889 § 427427 $§ 376,191
Liabilities
Obligations with maturities
of one year or less $ 1,268 § 5762 $ 5212 $ 4983 § 7,120
Obligations with maturities
greater than one year 329,413 371,182 390,398 360,054 313,963
Total liabilities 330,081 376,944 395,610 365,037 321,083
Members' Equity
Capital stock and participation
certificates 2,362 2,573 2,682 2,656 2,530
Allocated retained earnings 6,365 6,498 6,543 6,558 6,576
Unallocated retained earnings 49,742 61,032 56,597 52,632 46,002
Accumulated other comprehensive income 322 423 457 544 -
Total members' equity 58,791 70,526 66,279 62,390 55,108
Total liabilities and members' equity $ 389472 § 447470 $ 461,889 § 427427 $§ 376,191
Statement of Income Data
Net interest income S 10,998 $ 12,417 $§ 11,970 § 11,854 $ 10,241
(Provision for loan losses) or
loan loss reversal (18,306) (1,637) (2,967) (490) 15
Income from the Bank 2,828 2,673 2,110 1,953 1,767
Other noninterest income 960 960 1,433 1,380 1,537
Noninterest expense (7,770) (6,341) (5,928) (5,204) (5,092)
Net (loss) income $ (11,290) $ 8,072 § 6,618 § 9,493 § 8,468
Key Financial Ratios for the Year
Return on average assets -2.6% 1.8% 1.5% 2.4% 2.6%
Return on average members' equity -16.2% 11.8% 10.2% 16.1% 15.4%
Net interest income as a percentage of
average earning assets 2.7% 2.8% 2.7% 3.1% 3.2%
Net charge-offs (recoveries) as a
percentage of average loans 2.8% 0.1% 0.5% 0.0% 0.0%
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HERITAGE LAND BANK, ACA

FIVE-YEAR SUMMARY OF SELECTED CONSOLIDATED FINANCIAL DATA

(unaudited)
(dollars in thousands)
2010 2009 2008 2007 2006
Key Financial Ratios at Year End
Members' equity as a percentage
of total assets 15.1% 15.8% 14.3% 14.6% 14.6%
Debt as a percentage of
members' equity 562.5% 534.5% 596.9% 585.1% 569.7%
Allowance for loan losses as
a percentage of loans 2.7% 0.7% 0.4% 0.2% 0.1%
Permanent capital ratio 14.0% 14.1% 12.8% 13.3% 14.6%
Core surplus ratio 13.4% 13.5% 12.2% 12.7% 14.0%
Total surplus ratio 13.4% 13.5% 12.2% 12.7% 14.0%
Net Income Distribution
Patronage refunds:
Cash $ 3,771  $ 2,525 $ 3,047 439 $ 1,970
- - - 2,918

Allocated retained earnings -
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following commentary explains management’s assessment of the principal aspects of the consolidated financial condition and
results of operations of Heritage Land Bank, ACA, including its wholly-owned subsidiaries, Heritage Production Credit, PCA and
Heritage Land Bank, FLCA (Association) for the years ended December 31, 2010, 2009 and 2008, and should be read in
conjunction with the accompanying consolidated financial statements. The accompanying financial statements were prepared under
the oversight of the Association’s Audit Committee.

Forward-Looking Information:

This annual information statement contains 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 “anticipates,” “believes,”
“could,” “estimates,” “may,” “should,” “will” or other variations of these terms are intended to identify the forward-looking
statements. These statements are based on assumptions and analyses made in light of experience and other historical trends, current
conditions and expected future developments. However, actual results and developments may differ materially from our
expectations and predictions due to a number of risks and uncertainties, many of which are beyond our control. These risks and
uncertainties include, but are not limited to:

* political, legal, regulatory and economic conditions and developments in the United States and abroad;

» economic fluctuations in the agricultural, rural utility, international and farm-related business sectors;

* weather-related, disease-related, and other adverse climatic or biological conditions that periodically occur that impact
agricultural productivity and income;

» changes in United States government support of the agricultural industry; and

» actions taken by the Federal Reserve System in implementing monetary policy.

Significant Events

The association underwent an examination by the Farm Credit Administration (FCA) in 2010. The examination cited serious
management and credit weaknesses. These weaknesses included an inadequate loan portfolio management system, unreliable risk
identification procedures and unsatisfactory credit administration practices. Board governance through policy direction and
oversight of management, as well as the Association’s system of internal controls also were deemed inadequate for the risk profile
of the Association. As a result, the Association was placed under the special supervision of the Office of Examination of FCA.

Under special supervision, the Association was required to undertake specific corrective actions. These actions included properly
identifying risk in the loan portfolio, strengthening the allowance for loan loss analysis and improving portfolio management
through policy changes and loan servicing practices. The board was also directed to develop an action plan for addressing
weaknesses in the internal audit and credit review functions and to complete a board governance study. Further, the board was to
establish a compliance committee to coordinate, monitor and apprise the board of compliance with the requirements of the
supervisory letter. The board and management immediately took action by hiring a third party to conduct a comprehensive review
of its loan portfolio, revising the allowance for loan loss analysis, making appropriate changes to policies and procedures and hiring
a consultant to perform a board governance study. It was the opinion of the board and management that material compliance with
these requirements had been accomplished by the timeline outlined by FCA.

However, in December 2010, FCA determined that the Association’s response to the findings of an independent board governance
study was inadequate. At this time, the board of directors entered into a supervisory agreement with FCA. This agreement outlined
new requirements for the board of directors and management. The board is committed to fully satisfying all requirements of the
FCA and remediating the underlying causes of the conditions which led to the supervisory agreement. See further discussion
regarding the agreement in Note 15 to the consolidated financial statements, “Supervisory Agreement with the Farm Credit
Administration,” included in this annual report.

While the Association’s earnings were strong in 2009, the credit quality of the loan portfolio was steadily deteriorating as the
economy weakened. The deterioration in credit quality has led to losses in a number of large loans within the Association’s loan
portfolio and the addition of reserves to the allowance for loan losses. Consequently, these items have significantly affected the
Association’s earnings in 2010 which resulted in a violation of the Return on Assets (ROA) covenant in the general financing
agreement with the Farm Credit Bank of Texas (the Bank). The Bank has issued a limited waiver for 2011 effective through
January 31, 2012 related to not achieving this minimum standard subject to the Association meeting other designated conditions.
All other conditions/covenants of the general financing agreement remain in full force and effect. It is management's opinion that
compliance with the limited waiver issued for 2011 will be maintained.
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In December 2010, the Association received a direct loan patronage of $1,777,310 from the Bank, representing 50 basis points on
the average daily balance of the Association’s direct loan with the Bank as compared to 40 basis points in 2009 and 30 basis points
in 2008. During 2010, the Association received $246,081 in patronage payments from the Bank, based on the Association’s stock
investment in the Bank. Also, the Association received a capital markets patronage of $804,795 from the Bank, representing 65
basis points on the Association’s average balance of participations in the Bank’s patronage pool program.

Loan Portfolio:

The Association makes and services loans to farmers, ranchers, rural homeowners and certain farm-related businesses. The
Association’s loan volume consists of long-term farm mortgage loans, production and intermediate-term loans, and farm-related
business loans. These loan products are available to eligible borrowers with competitive variable, fixed, adjustable and prime-based
interest rates. Loan maturities range from one to 30 years, with annual operating loans comprising the majority of the commercial
loans and 15- to 25-year maturities comprising the majority of the mortgage loans. Loans serviced by the Association offer several
installment payment cycles, the timing of which usually coincides with the seasonal cash-flow capabilities of the borrower.

The composition of the Association’s loan portfolio, including principal less funds held of $371,795,379, $433,419,024 and
$449.,887,810 as of December 31, 2010, 2009 and 2008, respectively, is described more fully in detailed tables in Note 4 to the
consolidated financial statements, “Loans and Allowance for Loan Losses,” included in this annual report.

Purchase and Sales of Loans:

During 2010, 2009 and 2008, the Association was participating in loans with the Bank and other District associations. As of December
31, 2010, 2009 and 2008, these participations totaled $30,865,289, $37,561,100 and $48,179,179, or 8.3 percent, 8.7 percent and 10.7
percent of loans, respectively. Included in these amounts is a participation purchased from an entity outside the District of $901,889,
$918,241 and $945,494, or 0.2 percent, 0.2 percent and 0.2 percent of loans, respectively. The Association has also sold participations
of $160,791,829, $166,177,105 and $135,512,702 as of December 31, 2010, 2009 and 2008, respectively.

During the first quarter of 2010, the Association converted $6,962,712 of mortgage loans for a Federal Agricultural Mortgage
Corporation (Farmer Mac) guaranteed mortgage-backed security that previously were covered under the Long-Term Standby
Commitment to Purchase Agreements with Farmer Mac. No gain or loss was recognized in the financial statements upon
completion of the exchange transactions since the loans were at market rate, already guaranteed by Farmer Mac, and the servicing
fee adequately compensates us for the cost of service. The Association’s intent is to hold the investment until maturity and therefore
will carry it at amortized cost. The Association continues to service the loans included in those transactions. These investments in
guaranteed securities are included in this report’s Consolidated Balance Sheet as Investments — Held-to-Maturity at an amortized
cost balance of $5,287,512 million at December 31, 2010.

Risk Exposure:
High-risk assets include nonaccrual loans, loans that are past due 90 days or more and still accruing interest, formally restructured

loans and other property owned, net. The following table illustrates the Association’s components and trends of high-risk assets
serviced for the prior three years as of December 31:

2010 2009 2008
Amount % Amount % Amount %

Nonaccrual $ 25,082,733 73.7% § 13,912,630 86.6% § 15,147,104 94.6%
90 days past due and still

accruing interest 55,140 0.2% 1,212,029 7.5% 859,545 5.4%
Formally restructured 88,128 0.2% - 0.0% - 0.0%
Other property owned, net 8,813,064 25.9% 943,000 5.9% - 0.0%

Total $ 34,039,065 100.0% $ 16,067,659 100.0% $ 16,006,649 100.0%

At December 31, 2010, 2009 and 2008, loans that were considered impaired were $25,137,873, $15,124,659 and $16,006,649,
representing 6.8 percent, 3.5 percent and 3.76 percent of loan volume, respectively. Impaired loans consist of all high-risk assets
except other property owned, net. The increase in 2010 is related to problem loans that were identified due to the borrower’s
stressed financial condition or delinquent installments. Management uses fair collection practices and attempts to work with
customers that are financially stressed which may include modifying loan terms on credits to maximize the borrower’s ability to
repay. Despite these efforts, the weakened economic environment and real estate market continued to negatively affect the
borrower’s financial condition. Consequently, the Association experienced a rise in nonaccrual loans which at times has resulted in
charge-offs or the acquisition of property as the Association was forced to foreclose on collateral to repay the borrower’s debt.

Heritage Land Bank, ACA—2010 Annual Report
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Except for the relationship between installment due date and seasonal cash-flow capabilities of the borrower, the Association is not
affected by any seasonal characteristics. The majority of Association borrowers have the availability of nonfarm income sources for
repayment which mitigates some of the factors that would affect other agricultural lenders. To help mitigate and diversify credit
risk, the Association has implemented more restrictive lending standards and employed practices including securitization of loans,
obtaining credit guarantees, and engaging in loan participations.

Allowance for Loan Losses:

The following table provides relevant information regarding the allowance for loan losses as of, or for the year ended, December 31:

2010 2009 2008
Allowance for loan losses $ 9,876,094 $ 2,930,579 $ 1,856,351
Provision for loan losses 18,305,758 1,636,993 2,966,448
Loans charged off (11,540,351) (581,349) (2,020,908)
Recoveries 180,108 18,584 6,956
Allowance for loan losses to total loans 2.7% 0.7% 0.4%
Allowance for loan losses to nonaccrual loans 39.4% 21.1% 12.3%
Allowance for loan losses to impaired loans 39.3% 19.4% 11.6%
Net charge-offs to average loans 2.8% 0.1% 0.5%

The allowance for loan losses is maintained based upon estimates that consider the general financial strength of the agricultural
economy, loan portfolio composition, credit administration and the portfolio’s prior loan loss experience. Impaired loans are
evaluated on an individual basis for potential loss exposure. Because of the increase in nonaccrual loans, reserves were added to the
allowance for loan losses through its provision for loan losses to cover for the decline in market values on collateral securing loans
relative to the loan amount outstanding. Based upon ongoing risk assessment and the allowance for loan losses procedures outlined
above, the allowance for loan losses of $9,876,094, $2,930,579 and $1,856,351 at December 31, 2010, 2009 and 2008,
respectively, is considered adequate by management to compensate for inherent losses in the loan portfolio at such dates.

Results of Operations

For the Twelve Months Ended December 31,
($ in thousands)

2010 2009 $ Change % Change 2009 2008 § Change % Change
Net Interest Income $ 10,998 $ 12,417 $ (1,419 -114% | $ 12,417 $ 11,970 $ 447 3.7%
Provision for Loan Losses (18,306) (1,637) (16,669)  1018.3% (1,637) (2,967) 1,330 -44.8%
Noninterest Income 3,788 3,633 155 4.3% 3,633 3,543 90 2.5%
Noninterest Expense (7,770) (6,341) (1,429) 22.5% (6,341) (5,928) (413) 7.0%
Net (Loss) Income $ (11,290) $ 8,072 $(19,362) -2399% | $ 8,072 § 6,618 $ 1,454 22.0%
Return on Average Assets -2.64 1.77 4.41) -249.2% 1.77 1.48 0.29 19.6%
Return on Average Equity -16.18 11.78 (27.96)  -237.4% 11.78 10.25 1.53 14.9%

For the year ended December 31, 2010, the Association incurred a net loss of 11,289,928 as compared to net income of $8,072,350
for the year ended December 31, 2009, reflecting a decrease of $19,362,278, or 239.9 percent. The net loss is primarily due to the
provision for loan losses in 2010 of $18,305,758. The Association’s net income for the year ended December 31, 2009 as compared
to December 31, 2008 increased $1,453,911, or 22.0 percent. The increase in 2009 was mainly due to the reduction in the provision
for loan losses of $1,329,455.

Net interest income for 2010, 2009 and 2008 was $10,998,173, $12,417,455 and $11,969,744, reflecting a decrease of $1,419,282,
or 11.4 percent, for 2010 versus 2009 and an increase of $447,711, or 3.7 percent, for 2009 versus 2008. Net interest income is the
principal source of earnings for the Association and is impacted by volume, yields on assets and cost of debt.

Heritage Land Bank, ACA—2010 Annual Report
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The effects of changes in average volume and interest rates on net interest income over the past three years are presented in the
following tables:

(8 in thousands)

2010 2009 $ Change % Change 2009 2008 $ Change % Change
Average loan volume $406,827  $443,250 ($36,423) -8.2% $443,250 $435,897 $7,353 1.7%
Average investments 5,047 - 5,047 100.0% - - - 0.0%
Average direct loan 355,373 383,332 (27,959) -1.3% 383,332 378,811 4,521 1.2%
Yield on assets 5.51% 6.00% -0.48% -8.1% 6.00% 6.79% -0.79% -11.6%
Cost of direct note 3.30% 3.70% -0.40%  -10.8% 3.70% 4.65% -0.95% -20.4%
Interest rate spread 2.21% 2.30% -0.09% -8.2% 2.30% 2.14% 0.16% 7.5%
2010 vs. 2009 2009 vs. 2008
Increase (decrease) due to Increase (decrease) due to
($ in Thousands) ($ in Thousands)
Volume Rate Total Volume Rate Total
Interest Income $ (1,882) $ (1,996) S (3,878) $ 499 § (34493) $ (2,994)
Interest Expense (1,034) (1,425) (2,459) 210 (3,651) (3,441)
Net Interest Income $ 849 $ (571) $ (1,419 $ 28 § 158 $ 447

Net interest income decreased by $1,419,282, or 11.4 percent, compared to 2009, due to the decline in average loan volume of
$36.4 million and a decrease in the interest spread of 8 basis points resulting in reduced interest earnings of $849,000 and
$571,000, for 2010 and 2009, respectively. The decrease in loan volume is attributable to the slowing demand for new loan
financing, the collection of loans in default, and the normal principal pay down of loans. The decrease in interest spread is related
to the cost of holding nonearning assets which include nonaccrual loans and other property owned. The increase in net interest
income in 2009 is due to the increase in average loan volume of $7.4 million resulting in $289,000 of additional net interest income
and the higher interest rate spread of 16 basis points resulting in $158,000 of additional net interest income. The spread increase is
attributable to the reduced cost of funding in 2009.

In 2010, the Association implemented authoritative accounting guidance that requires loan origination fees and costs to be
capitalized and amortized over the life of the loans as an adjustment to yield. The resulting adjustment to loan yield for 2010 was
an increase of $983.

Noninterest income for 2010 increased by $154,769, or 4.3 percent, compared to 2009, due primarily to an increase in the
patronage received from the Bank of $154,913. The higher patronage from the Bank is related to an increase of 10 basis points
paid on the Association’s average direct note payable. Fee income decreased $442,380 primarily because of the reduction in new
loan financing and the implementation of authoritative accounting guidance requiring the capitalization and amortization of loan
origination fees and costs during 2010 for loans closed in 2010 resulting in the capitalization of $276,005 in origination fees, which
will be amortized over the life of the loans as an adjustment to yield in net interest income (as stated in above paragraph). This
decrease was offset by the $442,155 in refund distributions of excess reserves from prior years from the Farm Credit System
Insurance Corporation (FCSIC or Insurance Fund). The distributions from the FCSIC included reserves it held in excess of its
secure base amount in 2003 which had been previously allocated to its Allocated Insurance Reserves Accounts, and also included
reserves in excess of its secure base amount in 2009 which were likewise allocated. The 2008 Farm Bill amended the Farm Credit
Act and simplified the formula for payments from the Allocated Insurance Reserves Accounts to allow more immediate distribution
of excess Insurance Fund balances to System Banks.

Noninterest income for 2009 increased by $89,476, or 2.5 percent, compared to 2008, due primarily to an increase in the patronage
from the Bank of $563,048 offset some by a decrease in fee income of $409,653. The higher patronage from the Bank is related to
an increase of 10 basis points paid on the Association’s average direct note payable and an increase in the capital markets pool
patronage because of the higher average loan volume held in that pool by the Bank. The decrease in fee income is because of the
reduction in new loan activity.

The Association was not immune from the duress experienced throughout the general economy and the weakened real estate
market. Portfolio credit quality declined and as a result provisions for loan losses were recorded for $18,305,758 in 2010,
$1,636,993 in 2009 and $2,966,448 in 2008. The majority of the provisions for each year is comprised of specific reserves on loans
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considered impaired at year end. These reserves were recorded due to the loan balances being greater than the recovery value of the
collateral underlying the loans.

Noninterest expenses include operating expenses that consist primarily of salaries, employee benefits and purchased services.
Expenses for purchased services may include administrative services, marketing, information systems, accounting and loan
processing, among others. Noninterest expenses increased in 2010 by $1,429,000 or 23 percent. The increase in 2010 is related to
the loss recognized on other property owned of $2,569,432 offset some by the decrease in operating expenses of $1,140,432. The
loss consists of expenses such as taxes and insurance, depreciation in property value while the property was held and selling costs
of the properties. The decrease in operating expenses is primarily due to a reduction in salaries and benefits of $635,085 and
insurance fund premiums of $553,601. The decrease in salaries consists of a reduction in employee and incentive compensation as
well as the implementation of authoritative accounting guidance requiring the capitalization and amortization of loan origination
fees and costs during 2010 for loans closed in 2010 as stated above. The capitalized costs consisted of salaries and benefits totaling
$256,012 related to the origination of these loans. The decrease in premiums to the Insurance Fund was a result of a decrease in the
premium rates from 20 basis points in 2009 to 5 basis points in 2010. The increase in noninterest expenses in 2009 of $412,731 or
7 percent is primarily due to an increase in pension costs of $519,000 included in salaries and employee benefits.

For the year ended December 31, 2010, the Association’s return on average assets was -2.6 percent, as compared to 1.8 percent and
1.5 percent for the years ended December 31, 2009 and 2008, respectively. For the year ended December 31, 2010, the
Association’s return on average members’ equity was -16.2 percent, as compared to 11.8 percent and 10.3 percent for the years
ended December 31, 2009 and 2008, respectively. The decrease in both returns in 2010 is attributable to the net loss recognized by
the Association related to the provision for loan losses and loss on other property owned.

Because the Association depends on the Bank for funding, any significant positive or negative factors affecting the operations of
the Bank would have a similar effect on the operations of the Association.

Liquidity and Funding Sources:

The interest rate risk inherent in the Association’s loan portfolio is substantially mitigated through the funding relationship with the
Bank. The Bank manages interest rate risk through its direct loan pricing and asset/liability management process.

The primary source of liquidity and funding for the Association is a direct loan from the Bank. The outstanding balance of
$328,506,973, $370,113,541 and $388,967,769 as of December 31, 2010, 2009 and 2008, respectively, is recorded as a liability on
the Association’s balance sheet. The note carried a weighted average interest rate of 3.10 percent, 3.39 percent and 4.22 percent at
December 31, 2010, 2009 and 2008, respectively. The indebtedness is collateralized by a pledge of substantially all of the
Association’s assets to the Bank and is governed by a financing agreement. The decrease in note payable to the Bank and related
accrued interest payable since December 31, 2009, is due to a reduction in loan volume of $61.6 million related to the slowing
demand for new loan financing accompanied by the normal principal pay down of loans. The Association’s own funds, which
represent the amount of the Association’s loan portfolio funded by the Association’s equity, were $48,607,028, $63,341,706 and
$60,924,522 at December 31, 2010, 2009 and 2008, respectively. The maximum amount the Association may borrow from the
Bank as of December 31, 2010, was $361,266,973 as defined by the general financing agreement.

The general financing agreement outlines covenants that the Association is required to maintain. The Association was in violation
of the Return on Assets (ROA) covenant as of December 31, 2010. The Bank issued a limited waiver effective through January 31,
2012 of the covenant subject to the Association meeting other designated conditions. All other conditions/covenants of the general
financing agreement remain in full force and effect.

At December 31, 2010, the Association’s adversely classified loans to risk fund’s ratio of 55 percent exceeded a standard of 50 percent
set out in the general financing agreement with the Bank. Although the ratio exceeded the standard, the Association was not in default.
Association management submitted a plan showing actions to be taken to reduce this ratio, and the plan was approved by the Bank.

The liquidity policy of the Association is to manage cash balances to maximize debt reduction and to increase accrual loan volume.
This policy will continue to be pursued during 2011. As borrower payments are received, they are applied to the Association’s note
payable to the Bank.

The Association will continue to fund its operations through direct borrowings from the Bank, capital surplus from prior years and
borrower stock. It is management’s opinion that funds available to the Association are sufficient to fund its operations for the
coming year.
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Capital Resources:

The Association’s capital position remains strong, with total members’ equity of $58,790,690, $70,525,373 and $66,279,167 at
December 31, 2010, 2009 and 2008, respectively. Under regulations governing minimum permanent capital adequacy and other
capitalization issues, the Association is required to maintain a minimum adjusted permanent capital of 7.0 percent of risk-adjusted
assets as defined by the FCA. The permanent capital ratio measures available at-risk capital relative to risk-adjusted assets and off-
balance-sheet contingencies. The ratio is an indicator of the institution's financial capacity to absorb potential losses beyond that
provided in the allowance for loss accounts. The Association’s permanent capital ratio at December 31, 2010, 2009 and 2008 was
14.0 percent, 14.1 percent and 12.8 percent, respectively. The core surplus ratio measures available core surplus capital relative to
risk-adjusted assets and off-balance-sheet contingencies. The ratio is an indicator of the quality of capital that exists to maintain
stable earnings and financial strength. The Association’s core surplus ratio at December 31, 2010, 2009 and 2008 was 13.4 percent,
13.5 percent and 12.2 percent, respectively, which is in compliance with the FCA’s minimum ratio requirement of 3.5 percent. The
total surplus ratio measures available surplus capital relative to risk-adjusted assets and off-balance-sheet contingencies. The ratio
is an indicator of the reserves existing to protect borrowers’ investments in the Association. The Association’s total surplus ratio at
December 31, 2010, 2009 and 2008 was 13.4 percent, 13.5 percent and 12.2 percent, respectively, which is in compliance with the
FCA’s minimum ratio requirement of 7.0 percent.

In 2010, 2009 and 2008, the Association paid patronage distributions of $3,770,942, $2,524,824 and $3,046,832, respectively. Due
to the net loss and deterioration in credit quality of the loan portfolio, the board of directors elected not to declare a patronage
distribution in 2010. In the future, as the Association experiences improvement in credit quality and earnings, the board of
directors is committed to returning earnings back to its members. See Note 8 to the consolidated financial statements, “Members’
Equity,” included in this annual report, for further information.

Relationship With the Bank:

The Association’s statutory obligation to borrow only from the Bank is discussed in Note 7 to the consolidated financial statements,
“Note Payable to the Bank,” included in this annual report.

The Bank’s ability to access capital of the Association is discussed in Note 2 to the consolidated financial statements, “Summary of
Significant Accounting Policies,” included in this annual report, within the section “Capital Stock Investment in the Bank.”

The Bank’s role in mitigating the Association’s exposure to interest rate risk is described in the section “Liquidity and Funding
Sources” of Management’s Discussion and Analysis and in Note 7 to the consolidated financial statements, “Note Payable to the
Bank,” included in this annual report.

The Bank provides computer systems to support the critical operations of all District associations. In addition, each association has
operating systems and facility-based systems that are not supported by the Bank. As disclosed in Note 11 to the consolidated
financial statements, “Related Party Transactions,” included in this annual report, the Bank provides many services that the
Association can utilize, such as administrative, marketing, information systems and accounting services. Additionally, the Bank
allocates District expenses to the associations, such as the Farm Credit System Insurance Corporation insurance premiums.

Summary:

Over the past 93 years, regardless of the state of the agricultural economy, your Association’s board of directors and management,
as well as the board of directors and management of the Bank, have been committed to offering their borrowers a ready source of
financing at a competitive price. With its strong capital position, oversight of the board of directors and leadership of senior
management, the Association will maintain its current position as a leader of agricultural financing in its chartered territory. Your
continued support will be critical to