


Central Kentucky Agricultural Credit Association

CENTRAL KENTUCKY AGRICULTURAL CREDIT ASSOCIATION

2023 ANNUAL REPORT

Contents

Message from the PrESIAENL...........ccvvviieieieeeece ettt a e se st e e e s e saesesaenessenens 2-3
RePOIt Of MANAZEIMENL ........cvceeveiiiriieiiietitetietet ettt ettt sesesbe st be st eb et esessesessesesseseesessesassesessassesensesesesessensesanes 4
Consolidated Five-Year Summary of Selected Financial Data ............ccooeeiinirciiineieesecee e 5
Management’s Discussion & Analysis of Financial Condition & Results of Operations ..........c.ccccccceeeveeneee. 6-17
Disclosure Required by FCA REGUIALIONS ........c.ccveirieirriieiiieiieieieiereteeeetesteeesseesse e ssesessessesessesessesessesas 18-22
Report of the AUdit COMIMITEEE ......c.ceveieieieieeeieieieeeee ettt st et e st e tesbessessessessensensessessassessassessensensn 23
Report of Independent AUGILOLS ..........ecveeieirieirieirieieeeeeteee ettt et aeseese e sene et ensesessenes 24-25
Consolidated FINancial StateMENLS...........cccueirveirieirieiiieiieisieieetetee et esesse e s sessesaesesaesesaesessessesessesesseses 26-29
Notes to the Consolidated Financial Statements ............co.ceeieirieueininirieeiereieesse et es 30-50
Management

JONAthan T. NOE .....ocveirieieieieieeeeeet et ees President and Chief Executive Officer
Thomas B. Whitaker ..........ccoveeiniriieiereeic e Vice President and Chief Financial Officer
Richard MEdleY........oevevirieirieirieirieeiee e Vice President and Chief Lending Officer
SRANE TUIMET ..ottt ss e s e b e esessesessesasesenas Vice President and Chief Risk Officer

Board of Directors

JAMES ALVIN LYONS. ...euiitinieiiieiiieiieteeie ettt ettt s et ese et e e et e s ese s eseesenessenessenesseneeseneass Chairman
JOC IMLYETS ...ttt ettt ettt ettt ettt e b s b e st et e st e b e s ese e b esaeseseebesees e s et e saesesseseesase et ensesensesas Vice Chairman
Patrick Hig@INDOTNAIN .......cuiiiiiieieec ettt ettt sttt enene Director
James C Rankin IIL......coooueuciiiiiiiiiiiiccie ettt Director
L€ BIANATOT ..ottt bbbttt Director
MaAry-Lynn HINKEL ......cooiiuiiieee ettt ettt Director
DIAN GIIZSOM ...ttt ettt ettt se s bese s ese et es e et esses e st esesseseasaneesansesensesensenessensesersesessesessanens Director
1

2023 Annual Report



Central Kentucky Agricultural Credit Association

Message from the President

Challenges Ahead, Challenges Behind

How is it possible that another year has passed? 2023 seemed like a complete blur. Time flies when you are having fun,
but it also flies when you are busy! At Central Kentucky Ag Credit, we’ve been busy dealing with a whole host of
challenges over the last year. My message last year was about changing times, and we saw the impact of many of those
changes in 2023. There weren’t just staffing changes or our Admin and Lexington branch office move. We also saw big
changes that involved technology, interest rates, inflation, the real estate market, and many others. There were changes that
were the result of things going on throughout our country and our world that came home to central Kentucky and have as a
result, impacted us all. I can’t help but wonder if all this change is isolated, or we if should just expect this rate of change
going forward? Either way, while the last year was challenging in several different ways, it has given me some new
perspectives that I’d like to share.

For starters, a significant change in agriculture for our territory has come in the form of “foreign” buyers of farm real estate.
When I say “foreign”, I don’t necessarily mean buyers from other countries, although that is the case at times. [ am
describing buyers of land that are not from within the central Kentucky area. It has been amazing to see how often the
buyers of raw land and ag real estate are from different states, different parts of our own state, or even outside our country
in some cases. There seems to be a large migration of people from more urban areas where real estate and costs of living
are higher than those of the rural areas in our territory. This has driven land values up across the area because quite
honestly, they are willing to pay more for the land than most of us already living and operating here are. This change has
caused our farmers and our member-borrowers to look harder at how they might expand their own farms and operations.
For us as an Ag Lender, we’ve had to do some reevaluating as well. For example, we are reconsidering our marketing
methods, as we can no longer rely as heavily on our good name alone in reaching potential borrowers. We’re now focused
on how we can reach potential customers that aren’t from here and have never heard of us before. We’ve certainly been
challenged to adapt to a new dynamic in our market, and I’'m confident that our team will meet it head on.

We can all relate to this next challenge created by the national economy, and it is none other than inflation. I already
mentioned increased living costs. Well, much of that is the result of inflation that was on the rise at a rapid pace for most of
2023. To slow inflation, the Federal Reserve increased interest rates to “cool” the economy. We can argue about the
effectiveness of the rising interest rates on slowing inflation, but there is no doubt that it has created a difficult lending and
borrowing environment. For our farmers, profit margins have been decreased by increasing production and interest costs.
And as an ag lender, higher interest rates have slowed the demand for borrowing money. Interest rates have more than
doubled since their recent lows in 2020 and 2021. As a result, all business owners, farmers, and families alike must
consider more heavily than in recent years the total costs of borrowing money.

If that weren’t enough, we were also challenged by some very impactful technology changes which impacted every aspect
of our business. While we knew the changes were coming, the reality is that there will always be aspects of change that
you cannot prepare for. And that, is exactly what we have experienced over the last year. The Association updated and
replaced several systems in 2023, but the biggest of all was the replacement of our loan accounting system. This system
literally touches every other system that we use. Quite honestly, we had avoided the implementation of this new system for
a long time because we knew how far reaching it would be, but ultimately, we could wait no longer. I’m sure you all are
well aware of the speed at which technology is currently changing, and you either change with it or get left behind.
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Whether these challenges will soon pass, or are here to stay for the long run, this past year has given me great reassurance
that we can handle them here at Ag Credit. I’ve come to a greater realization of the value of being part of a true
cooperative. Being a part of the Farm Credit System, and affiliated with the AgFirst District, we have the support of a
nationwide organization that pulls together as one when faced with challenges. We are also made up of local member-
borrowers with a deep love for our Central Kentucky territory. This combination of local ownership and national support is
what allows us to have the best of both worlds. We aren’t left on an island to struggle through the challenges of our
national economy, nor are we so far removed that we can’t understand and manage through the challenges of our local
economies. Central Kentucky Ag Credit remains strong in a challenging environment and is here to provide you with a
reliable source of financing with the same customer service you have come to know.

Jonathan T. Noe
Chief Executive Officer
March 7, 2024
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Report of Management

The accompanying consolidated financial statements and related financial information appearing throughout this annual
report have been prepared by management of Central Kentucky Agricultural Credit Association (Association) in
accordance with generally accepted accounting principles appropriate in the circumstances. Amounts which must be based
on estimates represent the best estimates and judgments of management. Management is responsible for the integrity,
objectivity, consistency, and fair presentation of the consolidated financial statements and financial information contained
in this report.

Management maintains and depends upon an internal accounting control system designed to provide reasonable assurance
that transactions are properly authorized and recorded, that the financial records are reliable as the basis for the preparation
of all financial statements, and that the assets of the Association are safeguarded. The design and implementation of all
systems of internal control are based on judgments required to evaluate the costs of controls in relation to the expected
benefits and to determine the appropriate balance between these costs and benefits. The Association maintains an internal
audit program to monitor compliance with the systems of internal accounting control. Audits of the accounting records,
accounting systems and internal controls are performed and internal audit reports, including appropriate recommendations
for improvement, are submitted to the Board of Directors.

The consolidated financial statements have been audited by independent auditors, whose report appears elsewhere in this
annual report. The Association is also subject to examination by the Farm Credit Administration.

The consolidated financial statements, in the opinion of management, fairly present the financial condition of the
Association. The undersigned certify that we have reviewed the 2023 Annual Report of Central Kentucky Agricultural
Credit Association, 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.

I

James Alvin Lyons
Chairman of the Board

Jonathan T. Noe
Chief Executive Officer

R —

Thomas B. Whitaker
Chief Financial Officer

March 7, 2024
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Consolidated Five - Year Summary of Selected

Financial Data

December 31,

(dollars in thousands) 2023 2022 2021 2020 2019
Balance Sheet Data
Cash $ 835 § 1,683 § 790 $ 2,009 $ 2,468
Loans 713,736 683,497 644,696 597,624 533,741
Allowance for loan losses (2,522) (4,417) (4,476) (4,637) (4,257)
Net loans 711,214 679,080 640,220 592,987 529,484
Equity investments in other Farm Credit institutions 12,749 9,695 6,657 6,873 7,106
Other assets 17,492 16,490 20,220 19,160 16,606
Total assets $ 742290 $ 706948 $§ 667,887 $ 621,029 $§ 555,664
Notes payable to AgFirst Farm Credit Bank * $ 588371 $§ 565,072 537,512 $ 506,250 § 452919
Accrued interest payable and other liabilities
with maturities of less than one year 10,090 9,380 10,575 8,642 7,192
Total liabilities 598,461 574,452 548,087 514,892 460,111
Capital stock and participation certificates 4,494 4,403 4,360 4,112 3,910
Retained earnings
Allocated 102,850 95,960 86,217 74,792 67,498
Unallocated 36,485 32,133 29,223 27,233 24,145
Total members' equity 143,829 132,496 119,800 106,137 95,553
Total liabilities and members' equity $ 742,290 § 706,948 $§ 667,887 $ 621,029 § 555,664
Statement of Income Data
Net interest income $ 18490 $ 16,700 $ 15467 $ 14461 $ 13,257
Provision for credit losses 770 — — 400 —
Noninterest income (expense), net (4,022) 714 6,228 1,610 (951)
Net income $ 13698 $ 17414 $§ 21,695 $ 15671 $§ 12,306
Key Financial Ratios
Rate of return on average:
Total assets 1.90% 2.53% 3.40% 2.69% 2.30%
Total members' equity 9.67% 13.83% 19.08% 15.58% 13.29%
Net interest income as a percentage of
average earning assets 2.65% 2.48% 2.48% 2.54% 2.55%
Net (chargeoffs) recoveries to average loans (0.009)% (0.009)% (0.026)% (0.004)% (0.004)%
Total members' equity to total assets 19.38% 18.74% 17.94% 17.09% 17.20%
Debt to members' equity (:1) 4.16 4.34 4.58 4.85 4.82
Allowance for loan losses to loans 0.35% 0.65% 0.69% 0.78% 0.80%
Permanent capital ratio 19.52% 19.06% 18.38% 17.46% 18.12%
Common equity tier 1 capital ratio 19.33% 18.92% 18.22% 17.29% 17.92%
Tier 1 capital ratio 19.33% 18.92% 18.22% 17.29% 17.92%
Total regulatory capital ratio 19.71% 19.61% 18.99% 18.11% 18.80%
Tier 1 leverage ratio** 18.12% 17.44% 16.74% 15.72% 15.99%
Unallocated retained earnings (URE) and
URE equivalents leverage ratio 17.51% 16.82% 16.31% 15.36% 15.62%
Net Income Distribution
Estimated patronage refunds:
Cash $ 4,992 § 4432 $ 7,737 $ 5285 8§ 4,161
Nonqualified retained earnings 6,894 9,295 10,684 7,298 6,242

* General financing agreement is renewable on a one-year cycle. The next renewal date is December 31, 2024.

** Tier 1 leverage ratio must include a minimum of 1.50% of URE and URE equivalents.
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Management’s Discussion & Analysis
of Financial Condition & Results of Operations

(dollars in thousands, except as noted)

GENERAL OVERVIEW

The following commentary summarizes the financial condition and results of operations of Central Kentucky Agricultural Credit
Association (Association) for the year ended December 31, 2023 with comparisons to the years ended December 31, 2022 and
December 31, 2021. This information should be read in conjunction with the Consolidated Financial Statements, Notes to the
Consolidated Financial Statements and other sections in this Annual Report. The accompanying consolidated financial statements were
prepared under the oversight of the Audit Committee of the Board of Directors. For a list of the Audit Committee members, refer to the
“Report of the Audit Committee” reflected in this Annual Report. Information in any part of this Annual Report may be incorporated by
reference in answer or partial answer to any other item of the Annual Report.

The Association is an institution of the Farm Credit System (System), which was created by Congress in 1916 and has served agricultural
producers for over 100 years. The System’s mission is to maintain and improve the income and well-being of American farmers,
ranchers, and producers or harvesters of aquatic products and farm-related businesses. The System is the largest agricultural lending
organization in the United States. The System is regulated by the Farm Credit Administration, (FCA), which is an independent safety
and soundness regulator.

The Association is a cooperative, which is owned by the members (also referred to throughout this Annual Report as stockholders or
shareholders) served. The territory of the Association extends across a diverse agricultural region of Kentucky. Refer to Note 1,
Organization and Operations, of the Notes to the Consolidated Financial Statements for counties in the Association’s territory. The
Association provides credit to farmers, ranchers, rural residents, and agribusinesses. Our success begins with our extensive agricultural
experience and knowledge of the market.

The Association obtains funding from AgFirst Farm Credit Bank (AgFirst or Bank). The Association is materially affected and
shareholder investment in the Association may be materially affected by the financial condition and results of operations of the Bank.
Copies of the Bank’s Annual and Unaudited Quarterly Reports are on the AgFirst website, www.agfirst.com, or may be obtained at no
charge by calling 1-800-845-1745, extension 2764, or writing Matthew Miller, AgFirst Farm Credit Bank, P. O. Box 1499, Columbia,
SC 29202.

Copies of the Association’s Annual and Unaudited Quarterly reports are also available upon request free of charge on the Association’s
website, www.agcreditonline.com, or by calling 1-859-253-3249, extension 608, or writing Thomas B. Whitaker, Central Kentucky
Agricultural Credit Association, P. O. Box 4100, Lexington, KY 40544-4100. The Association prepares an electronic version of the
Annual Report, which is available on the website, within 75 days after the end of the fiscal year and distributes the Annual Reports to
shareholders within 90 days after the end of the fiscal year. The Association prepares an electronic version of the Quarterly report, which
is available on the internet, within 40 days after the end of each fiscal quarter, except that no report needs to be prepared for the fiscal
quarter that coincides with the end of the fiscal year of the Association.

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:

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

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

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

e  changes in United States government support of the agricultural industry and the Farm Credit System, as a government-
sponsored enterprise, as well as investor and rating-agency reactions to events involving other government-sponsored
enterprises and other financial institutions; and

e actions taken by the Federal Reserve System in implementing monetary policy.
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CRITICAL ACCOUNTING POLICIES

The financial statements are reported in conformity with accounting principles generally accepted in the United States of America. Our
significant accounting policies are critical to the understanding of our results of operations and financial position because some
accounting policies require us to make complex or subjective judgments and estimates that may affect the value of certain assets or
liabilities. We consider these policies critical because management must make judgments about matters that are inherently uncertain. For
a complete discussion of significant accounting policies, see Note 2, Summary of Significant Accounting Policies, of the Notes to the
Consolidated Financial Statements. The following is a summary of certain critical policies.

o Allowance for credit losses — The allowance for credit losses represents the estimated current expected credit losses over the
remaining contractual life of financial assets measured at amortized cost and certain off-balance sheet credit exposures. The ACL
takes into consideration relevant information about past events, current conditions and reasonable and supportable macroeconomic
forecasts of future conditions. The contractual term excludes expected extensions, renewals and modifications unless the extension
or renewal options are not unconditionally cancellable. The ACL is increased through provisions for loan losses and loan recoveries
and is decreased through allowance reversals and loan charge-offs. The ACL is determined according to generally accepted
accounting principles and is based on a periodic evaluation of the loan portfolio by management in which numerous factors are
considered, including current production and economic conditions, loan portfolio composition, collateral value, portfolio quality and
prior loan loss experience.

Significant individual loans are evaluated based on the borrower’s overall financial condition, resources, and payment record, the
prospects for support from any financially responsible guarantor, and, if appropriate, the estimated net realizable value of any
collateral. The ACL encompasses various judgments, evaluations and appraisals with respect to the loans and their underlying
security that, by nature, contains elements of uncertainty and imprecision. Changes in the agricultural economy and their borrower
repayment capacity will cause these various judgments, evaluations and appraisals to change over time. Accordingly, actual
circumstances could vary from the Association’s expectations and predictions of those circumstances.

Management considers the following factors in determining and supporting the levels of ACL: the concentration of lending in
agriculture, combined with uncertainties in farmland values, commodity prices, exports, government assistance programs, regional
economic effects and weather-related influences. Changes in the factors considered by management in the evaluation of losses in the
loan portfolios could result in a change in the allowance for loan losses and could have a direct impact on the provision for loan
losses and the results of operations.

e Valuation methodologies — Management applies various valuation methodologies to assets and liabilities that often involve a
significant degree of judgment, particularly when liquid markets do not exist for the particular items being valued. Quoted market
prices are referred to when estimating fair values for certain assets for which an observable liquid market exists, such as most
investment securities. Management utilizes significant estimates and assumptions to value items for which an observable liquid
market does not exist. Examples of these items include impaired loans, other property owned, pension and other postretirement
benefit obligations, and certain other financial instruments. These valuations require the use of various assumptions, including,
among others, discount rates, rates of return on assets, repayment rates, cash flows, default rates, costs of servicing and liquidation
values. The use of different assumptions could produce significantly different results, which could have material positive or negative
effects on the Association’s results of operations.

ECONOMIC CONDITIONS

The agricultural economy of the territory serviced by the Association is very diverse. It is comprised of a significant beef concentration,
as well as equine and grain. The cattle industry experienced record prices in 2023 as the U.S. cow herd contracted due to significant
drought in the southern plains. There are no signs of herd expansion occurring, therefore there is optimism going into Spring of 2024 for
beef producers as cattle numbers nationwide are down, driving up demand and prices. The equine industry is performing well. The
grain market has been steady and has returned to more normalized prices. Overall, 2023 proved to be a profitable year for grain
producers in our territory as they experienced excellent yields. The outlook for 2024 will be modest returns as the commodity price
outlook appears to be just above break-even levels given normal yields.

Farm size varies and many borrowers in the region have diversified farming operations. This factor, along with numerous opportunities
for non-farm employment in the area, significantly impacts the level of dependency on any given commodity. Farm real estate values are
strong throughout the territory.

The Association’s primary competition continues to come from several banks and one System institution. There has been little change in
our market base over the past year. Continued efforts are being made to expand services, increase public knowledge of our services and
streamline our current delivery of products to enhance our existing portfolio.
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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 through numerous product types. The diversification of the Association loan volume by
type for each of the past three years is shown below.

December 31,
Loan Type 2023 2022 2021
(dollars in thousands)

Real estate mortgage $ 517,712 72.54% $ 497,391 7277% $ 453,888 70.40 %
Production and intermediate-term 170,861 23.94 162,989 23.85 170,704 26.48
Rural residential real estate 10,688 1.50 9,332 1.37 9,257 1.44
Processing and marketing 5,652 0.79 5,289 0.77 2,221 0.34
Communication 993 0.14 - - - -
Water and Waste Disposal 792 0.11 - - - -
Farm-related business 7,038 0.98 8,496 1.24 8,626 1.34

Total $ 713,736 100.00% $ 683,497 100.00%  $ 644,696 100.00 %

While we make loans and provide financial related services to qualified borrowers in the agricultural and rural sectors and to certain
related entities, our loan portfolio is diversified.

The geographic distribution of the loan volume by branch/operating unit for the past three years is as follows:

December 31,

Branch/Operating Unit 2023 2022 2021
Lebanon 26.07% 25.66% 27.81%
Lexington 21.81 21.25 21.12
Paris 16.49 16.77 15.57
Danville 13.71 13.76 13.16
Stanford 7.98 8.58 8.59
Richmond 6.98 7.35 7.77
Frankfort 6.62 6.53 5.87
Participations Purchased 0.34 0.10 0.11

100.00% 100.00 % 100.00 %

Commodity and industry categories are based upon the Standard Industrial Classification system published by the federal government.
The system is used to assign commodity or industry categories based upon the largest agricultural commodity of the customer.

The major commodities in the Association loan portfolio are shown below. The predominant commodities are beef cattle, row crops,
horses, and hay/pasture, which constitute approximately 84 percent of the entire portfolio.

December 31,

Commodity Group 2023 2022 2021
(dollars in thousands)
Beef Cattle $ 280,773 39% $ 278,407 41% $ 238851 37%
Row Crops 120,150 17 107,991 16 102,991 16
Horses 100,729 14 92,857 13 95,572 15
Hay/Pasture 99,205 14 92,543 13 87,081 14
Tobacco 15,356 2 18,402 3 20,213 3
Ag Services 12,477 2 11,436 2 14,619 2
Rural Home 10,566 1 8,013 1 7,747 1
Dairy 895 1 6,352 1 6,938 1
Other 73,585 10 67.496 10 70,684 11
Total $ 713,736 100% $ 683,497 100% $ 644,696 100%

Repayment ability is closely related to the commodities produced by our borrowers, and increasingly, the off-farm income of borrowers.
The Association’s loan portfolio contains a concentration of beef cattle, horse producers, row crop producers and hay/pasture producers.
Although a large percentage of the loan portfolio is concentrated in these commodities, many of these operations are diversified within
their enterprise, reducing overall risk exposure. Demand for beef, prices of field grains, and international trade are some of the factors
affecting the price of these commodities. At December 31, 2023, the Association’s total commitments to its ten largest borrowers was
$62,866, representing 8.81 percent of total loans. The concentration of large loans has increased somewhat over the past several years.
The agricultural enterprise mix of these loans however is diversified and similar to that of the overall portfolio. The risk in the portfolio
associated with commodity concentration and large loans is reduced by the range of diversity of enterprises in the Association’s territory,
the borrowers’ ability to supplement borrowings with non-farm income, and the level of guarantees obtained on the portfolio.

The increase in gross loan volume for the twelve months ended December 31, 2023, is primarily attributed to increases in both
production and farm real estate loans. The Association has attracted some large real estate loans over the past few years in addition to
normal business. The short-term portfolio, which is heavily influenced by operating-type loans, normally reaches a peak balance in
November and declines in the winter months as commodities are marketed and proceeds are applied to repay the operating loans.
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During 2023, the Association continued activity in the selling of loan participations within and outside of the System. This provides a
means for the Association to spread credit concentration risk.

The main commodity type in the Participations Purchased portfolio is cattle which accounts for 63.37% of the portfolio. While these
participations help spread total portfolio concentration, they also possess unique risks that include exposure to general economic trends,
changes in government policy and counterparty risk. The Association manages this risk through routine monitoring, borrowing base
reporting and policy driven portfolio limits. Counterparty risks on the entire Participations Purchased portfolio are reduced by the
inclusion of System institutions as the lead lender in 48.42% of the portfolio.

December 31,
Loan Participations: 2023 2022 2021
(dollars in thousands)

Participations Purchased

— FCS Institutions $ 2,687 $ 824 $ 865
— Other Institutions 2,862 2,982 2,942
Participations Sold
— FCS Institutions (84,019) (85,651) (82,111)
— Other Institutions (18,482) (14,706) (13,776)
Total $ (96,952) $§ (96,551) $ (92,080)

The Association did not have any loans sold with recourse, retained subordinated participation interests in loans sold, or interests in pools
of subordinated participation interests for the period ended December 31, 2023.

The Association sells qualified long-term mortgage loans into the secondary market. For the period ended December 31, 2023, the
Association originated and sold into the secondary market loans totaling $4,929.

To mitigate risk of loan losses, the Association may enter into guarantee arrangements with certain GSEs, including the Federal
Agricultural Mortgage Corporation (Farmer Mac), and state or federal agencies. These guarantees generally remain in place until the
loans are paid in full or expire and give the Association the right to be reimbursed for losses incurred or to sell designated loans to the
guarantor in the event of default (typically four months past due), subject to certain conditions.

At December 31, 2023, the guaranteed balance of designated loans under these agreements was $71,088.

CREDIT RISK MANAGEMENT

Credit risk arises from the potential inability of an obligor to meet its repayment obligation. As part of the process to evaluate the
success of a loan, the Association continues to review the credit quality of the loan portfolio on an ongoing basis. With the approval of
the Association Board of Directors, the Association establishes underwriting standards and lending policies that provide direction to loan
officers. Underwriting standards include, among other things, an evaluation of:

e  Character — borrower integrity and credit history

e  Capacity — repayment capacity of the borrower based on cash flows from operations or other sources of income
e  Collateral — protection for the lender in the event of default and a potential secondary source of repayment

e  Capital — ability of the operation to survive unanticipated risks

e  Conditions — intended use of the loan funds

The credit risk management process begins with an analysis of the borrower’s credit history, repayment capacity, and financial position.
Repayment capacity focuses on the borrower’s ability to repay the loan based upon cash flows from operations or other sources of
income, including non-farm income. Real estate loans must be collateralized by first liens on the real estate (collateral). As required by
FCA regulations, each institution that makes loans on a collateralized basis must have collateral evaluation policies and procedures. Real
estate mortgage loans may be made only in amounts up to 85 percent of the original appraised value of the property taken as collateral or
up to 97 percent of the appraised value if guaranteed by a state, federal, or other governmental agency. The actual loan to appraised
value when loans are made is generally lower than the statutory maximum percentage. Appraisals are required for loans of more than one
hundred thousand dollars. In addition, each loan is assigned a credit risk rating based upon the underwriting standards. This credit risk
rating process incorporates objective and subjective criteria to identify inherent strengths, weaknesses, and risks in a particular
relationship.

We review the credit quality of the loan portfolio on an ongoing basis as part of our risk management practices. Each loan is classified
according to the Uniform Classification System, which is used by all Farm Credit System institutions. Below are the classification
definitions.

e Acceptable — Assets are expected to be fully collectible and represent the highest quality.
e  Other Assets Especially Mentioned (OAEM) — Assets are currently collectible but exhibit some potential weakness.
e  Substandard — Assets exhibit some serious weakness in repayment capacity, equity, and/or collateral pledged on the loan.
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e Doubtful — Assets exhibit similar weaknesses to substandard assets. However, doubtful assets have additional weaknesses in
existing facts, conditions and values that make collection in full highly questionable.
e  Loss — Assets are considered uncollectible.

The following table presents selected statistics related to the credit quality of loans including accrued interest at December 31.

Credit Quality 2023 2022 2021
Acceptable & OAEM 99.66% 99.64% 99.41%
Substandard 0.34% 0.36% 0.58%
Doubtful/Loss 0.00% 0.00% 0.01%
Total 100.00% 100.00% 100.00%

Nonperforming Assets

The Association’s loan portfolio is divided into performing and high-risk categories. The Administrative Office Credit Department
monitors and works with loans classified as high-risk. The high-risk assets, including accrued interest, are detailed in the following
table:

December 31,
High-risk Assets 2023 2022 2021
(dollars in thousands)
Nonaccrual loans $ 872 $ 1,009 $ 1,569
Restructured loans - 1,479 1,741
Accruing loans 90 days past due 319 - -
Total high-risk loans 1,191 2,488 3,310
Other property owned - - -
Total high-risk assets $ 1,191 § 2,488 $ 3,310
Ratios
Nonaccrual loans to total loans 0.12% 0.15% 0.24%
High-risk assets to total assets 0.16% 0.35% 0.50%

Nonaccrual loans represent all loans where there is a reasonable doubt as to the full collection of principal and/or future interest accruals
under the contractual terms of the loan. In substance, nonaccrual loans reflect loans where the accrual of interest has been suspended.
Nonaccrual loans decreased $137 or 13.58 percent in 2023. This decrease resulted primarily from the reinstatement of accounts to
accrual status along with charge offs. Of the $872 in nonaccrual volume at December 31, 2023, $523 or 59.98 percent, compared to
30.23 percent and 14.60 percent at December 31, 2022 and 2021, respectively, was current as to scheduled principal and interest
payments, but did not meet all regulatory requirements to be transferred into accrual status.

Loan restructuring is available to financially distressed borrowers. Restructuring of loans occurs when the Association grants a
concession to a borrower based on either a court order or good faith in a borrower’s ability to return to financial viability. The
concessions can be in the form of a modification of terms or rates, a compromise of amounts owed, or deed in lieu of foreclosure. Other
receipts of assets and/or equity to pay the loan in full or in part are also considered restructured loans. The type of alternative financing
structure chosen is based on minimizing the loss incurred by both the Association and the borrower.
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Allowance for Loan Losses

The allowance for loan losses at each period end was considered by Association management to be adequate to absorb current expected
credit losses existing in and inherent to its loan portfolio.

The following table presents the activity in the allowance for loan losses for the most recent three years.

Year Ended December 31,
Allowance for Loan Losses Activity: 2023 2022 2021
(dollars in thousands)
Balance at beginning of year $ 4417 $ 4,476 $ 4,637
Cumulative effect of change in
accounting principle (2,585) - -
Charge-offs:
Real Estate Mortgage 17) - -
Production and intermediate-term 45) (64) (163)
Total charge-offs (62) (64) (163)
Recoveries:
Production and intermediate-term 1 5 2
Total recoveries 1 5 2
Net (charge-offs) recoveries (61) (59) (161)
Provision for (reversal of allowance
for) loan losses 751 — —
Balance at end of year $ 2,522 $ 4417 $ 4,476
Ratio of net (charge-offs) recoveries
during the period to average loans
outstanding during the period (0.009)% (0.009)% (0.026)%

The net loan charge-offs were primarily associated with charge-offs taken on one loan account. The decrease in the allowance for loan
losses was associated with the net loan charge-ofts taken during the year, and no provision made to loan reserves.

The allowance for loan losses by loan type for the most recent three years is as follows.

December 31,
Allowance for Loan Losses by Type 2023 2022 2021
(dollars in thousands)

Real estate mortgage $ 1,752 $ 3,668 $ 3,672
Production and intermediate-term 684 678 748
Agribusiness 43 43 30
Communication 4 - -
Energy and Water/Waste Disposal 3 - -
Rural residential real estate 36 28 26

Total loans $ 2522 § 4417 § 4476

The allowance for loan losses as a percentage of loans outstanding and as a percentage of certain other credit quality indicators is shown
below:

Allowance for Loan Losses December 31,

as a Percentage of: 2023 2022 2021
Total loans 0.35% 0.65% 0.69%
Nonperforming loans 211.75% 177.53% 135.23%
Nonaccrual loans 289.22% 437.76% 285.28%

Please refer to Note 3, Loans and Allowance for Credit Losses, of the Notes to the Consolidated Financial Statements, for further
information concerning the allowance for loan losses.

RESULTS OF OPERATIONS
Net Interest Income

Net interest income was $18,490, $16,700 and $15,467 in 2023, 2022 and 2021, respectively. Net interest income is the difference
between interest income and interest expense. Net interest income is the principal source of earnings for the Association and is impacted
by volume, yields on assets and cost of debt. The effects of changes in average volume and interest rates on net interest income over the
past three years are presented in the following table:
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Volume* Rate Total

12/31/23 - 12/31/22

Interest income $ 1,168 $ 5,290 $ 6,458
Interest expense 461 4,207 4,668
Change in net interest income $ 707 $ 1,083 $ 1,790
12/31/22 - 12/31/21

Interest income $ 1,628 $ 2,534 $ 4,162
Interest expense 365 2,564 2,929
Change in net interest income $ 1,263 $ (30) $ 1,233

* Volume variances can be the result of increased/decreased loan volume or from changes in the percentage composition of assets
and liabilities between periods.

Noninterest Income

Noninterest income for each of the three years ended December 31 is shown in the following table:

Percentage
For the Year Ended Increase/(Decrease)
December 31, 2023 2022

Noninterest Income 2023 2022 2021 2022 2021

(dollars in thousands)
Loan fees $ 818 $ 916 $ 4,193 (10.70)% (78.16)%
Patronage refund from other Farm Credit Institutions 5,216 8,365 11,663 (37.64) (28.27)
Gains (losses) on sales of rural home loans 11 74 103 (85.14) (27.73)
Gains (losses) from sales of premises and equipment, net - 1,407 20 (100.00) 6,899.57
Gains (losses) on other transactions 2) - - -
Insurance Fund refunds - - - - -
Other noninterest income 2 6 9 (66.67) (29.94)
Total noninterest income $ 6,045 $ 10,768 $ 15,988 (43.86)% (32.64)%

Regarding patronage refunds received from other Farm Credit Institutions, the Association received $5,216 in a patronage refund and no
special distribution from the Bank for the year ended December 31, 2023, compared to $5,186 and $3,144 for 2022, and $4,534 and
$7,129 for 2021.

Noninterest Expense

Noninterest expense for each of the three years ended December 31 is shown in the following table:

Percentage
For the Year Ended Increase/(Decrease)
December 31, 2023 2022

Noninterest Expense 2023 2022 2021 2022 2021

(dollars in thousands)
Salaries and employee benefits $ 6577 $ 5734 § 5576 14.70 % 2.83 %
Post-retirement benefits 748 830 1,206 (9.88) (31.18)
Occupancy and equipment expense 441 476 361 (7.35) 31.96
Insurance Fund premium 922 982 725 (6.11) 3543
(Gains) losses on other property owned, net - - - - -
Other operating expense 1,348 2,035 1,870 (33.76) 8.85
Total noninterest expense $ 10,036 $ 10,056 § 9,738 (0.20)% 3.28 %

Salaries and employee benefits increased in 2023, as compared with 2022, primarily due to increased costs associated with additional
staffing, merit increases, bonuses, and health insurance. Post-retirement benefits decreased $82 or 9.88 percent in 2023 as compared
with 2022. The primary reason for the decrease in post-retirement benefits was a decrease in pension expense due to an increase in the
discount rate used to calculate the pension expense. Refer to Note 9, Employee Benefit Plans, of the Notes to the Consolidated Financial
Statements, for further information concerning postretirement benefit expenses.

Occupancy and equipment expense decreased $35 or 7.35 percent in 2023 as compared with 2022. This decrease is primarily associated
with reduced depreciation expense caused by the sale of office space. Insurance Fund premiums decreased $60 or 6.11 percent for the
twelve months ended December 31, 2023, compared to the same period of 2022 due primarily to flatter growth in the size of the
Association’s notes payable with AgFirst and a decrease in the insurance premium rates. Other operating expenses decreased $687 or
33.76 percent in 2023 as compared with 2022. The decrease is primarily associated with a reduction in several expense items including
travel expense, net nonaccrual expense, public and member relations, guarantee loan fees, and professional services expense.
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Income Taxes

The Association recorded a provision for income taxes of $31 for the year ended December 31, 2023, as compared to a benefit of $2 for
2022 and a provision of $22 for 2021. Refer to Note 2, Summary of Significant Accounting Policies, Income Taxes, of the Notes to the
Consolidated Financial Statements, for more information concerning Association income taxes.

Key Results of Operations Comparisons

Key results of operations comparisons for each of the twelve months ended December 31 are shown in the following table:

For the 12 Months Ended
Key Results of Operations Comparisons 12/31/23 12/31/22 12/31/21

Return on average assets 1.90% 2.53% 3.40%
Return on average members’ equity 9.67% 13.83% 19.08%
Net interest income as a percentage

of average earning assets 2.65% 2.48% 2.48%
Net (charge-offs) recoveries

to average loans (0.009)%  (0.009)% (0.026)%

The primary factors influencing the decreases in return on average assets and return on members’ equity were proportionately smaller
increases in association net earnings than the increase in assets and members’ equity.

Key factors in the growth of net income for future years will be continued improvement in net interest and noninterest income along with
a moderate increase in operating expenses and additional provisions made for loan losses. Our goal is to generate earnings sufficient to
fund operations, adequately capitalize the Association, and achieve an adequate rate of return for our members. To meet this goal, the
agricultural economy must continue to remain healthy and the Association must meet certain objectives. These objectives are to attract
and maintain high quality loan volume priced at competitive rates and to manage credit risk in our entire portfolio, while efficiently
meeting the credit needs of our members.

LIQUIDITY AND FUNDING SOURCES
Liquidity and Funding

The principal source of funds for the Association is the borrowing relationship established with the Bank through a General Financing
Agreement (GFA). The GFA utilizes the Association’s credit and fiscal performance as criteria for establishing a line of credit on which
the Association may draw funds. The Bank advances the funds to the Association, creating notes payable (or direct loans) to the Bank.
The Bank manages interest rate risk through direct loan pricing and asset/liability management. The notes payable are segmented into
variable rate and fixed rate components. 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.
Association capital levels effectively create a borrowing margin between the amount of loans outstanding and the amount of notes
payable outstanding. This margin is commonly referred to as “Loanable Funds.” Interest rates on both variable and fixed rate notes
payable are generally established loan-by-loan based on the Bank’s marginal cost of funds, capital position, operating costs and return
objectives. In the event of prepayment of any portion of a fixed rate advance, the Association may incur a prepayment penalty in
accordance with the terms of the GFA, which will be included in interest expense. The interest rate is periodically adjusted by the Bank
based upon an agreement between the Bank and the Association.

The weighted average interest rates on the variable rate notes were 8.61 percent for SOFR-based loans, 8.83 percent for Prime-based
loans, and the weighted average remaining maturities were 4.3 years and 1.4 years, respectively, at December 31, 2023. The weighted
average interest rate on the fixed rate and adjustable rate mortgage (ARM) notes payable which are match funded by the Bank was 5.19
percent and the weighted average remaining maturity was 15.8 years at December 31, 2023. The weighted average interest rate on all
interest-bearing notes payable was 3.70 percent and the weighted average remaining maturity was 14.2 years at December 31, 2023.

Gross notes payable consist of approximately -8.17 percent variable rate and 108.17 percent fixed rate portions, representing a match-
funding of the Association’s loan volume at December 31, 2023. Notes Payable to the Bank, as reflected on the Consolidated Balance
Sheets, also includes a credit which reduces the notes payable balance and corresponding interest expense. The weighted average
maturities described above are related to matched-funded loans. The Direct Note itself has an annual maturity as prescribed in the GFA.

Total notes payable to the Bank at December 31, 2023, was $588,371 as compared to $565,072 at December 31, 2022 and $537,512 at
December 31, 2021. The increase of 4.12 percent compared to December 31, 2022, and the increase of 5.13 percent at December 31,
2022 compared to December 31, 2021, were attributable to the loan growth in the Association. The average volume of outstanding notes
payable to the Bank was $576,722 and $557,391 for the years ended December 31, 2023 and 2022, respectively. Refer to Note 6, Notes
Payable to AgFirst Farm Credit Bank, of the Notes to the Consolidated Financial Statements, for additional information concerning the
Association’s notes payable.
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Liquidity management is the process whereby funds are made available to meet all financial commitments including the extension of
credit, payment of operating expenses and payment of debt obligations. The Association receives access to funds through its borrowing
relationship with the Bank and from income generated by operations. The liquidity policy of the Association is to manage cash balances
to maximize debt reduction and to increase loan volume. As borrower payments are received, they are applied to the Association’s note
payable to the Bank. The Association's participation in investments and secondary market programs provides additional liquidity.
Sufficient liquid funds have been available to meet all financial obligations. There are no known trends likely to result in a liquidity
deficiency for the Association.

The Association had no lines of credit outstanding from third party financial institutions as of December 31, 2023.
Funds Management

The Bank and the Association manage assets and liabilities to provide a broad range of loan products and funding options, which are
designed to allow the Association to be competitive in all interest rate environments. The primary objective of the asset/liability
management process is to provide stable and rising earnings, while maintaining adequate capital levels by managing exposure to credit
and interest rate risks.

Demand for loan types is a driving force in establishing a funds management strategy. The Association offers fixed, adjustable and
variable rate loan products that are marginally priced according to financial market rates. Variable rate loans may be indexed to market
indices such as the Prime Rate or the Secured Overnight Financing Rate (SOFR). Adjustable rate mortgages are indexed to U.S.
Treasury Rates. Fixed rate loans are priced based on the current cost of System debt of similar terms to maturity.

The majority of the interest rate risk in the Association’s Consolidated Balance Sheets is transferred to the Bank through the notes
payable structure. The Bank, in turn, actively utilizes funds management techniques to identify, quantify, and control risk associated
with the loan portfolio. The Association utilizes differential pricing for its loans based on credit risk, length of maturity, service cost, and
market variables, thereby giving the Association the ability in large part to control its interest rate margins. Net interest income as a
percentage of average earning assets was 2.65% for 2023, 2.48% for 2022, and 2.48% for 2021. The increase in net interest income as a
percentage of average earning assets for 2023 as compared to the previous year is primarily due to a increase in interest rates and weak
loan growth in 2023.

Relationship with the Bank
In both financial and non-financial areas, the Association has a materially interdependent relationship with the Bank.

The Association’s statutory obligation to borrow only from the Bank is discussed in Note 6, Notes Payable to AgFirst Farm Credit Bank,
of the Notes to the Consolidated Financial Statements in this annual report.

The Bank’s ability to require additional capital contributions from the Association is discussed in Note 4, Investment in Other Farm
Credit Institutions, included in this annual report.

The Bank’s role in mitigating the Association’s exposure to interest rate risk is described in the “Liquidity and Funding” section of this
Management’s Discussion and Analysis and in Note 6, Notes Payable to AgFirst Farm Credit Bank, included in this annual report.

The Association receives a patronage refund from the Bank which it records on an accrual basis.

In addition to the financial relationships described, the Association may act as a service provider to the Bank on certain participation
loans that the Association has sold to the Bank. The Bank also provides operational assistance to the Association in many areas
including cash management, accounting and reporting, human resources, computer networks and technology.

CAPITAL RESOURCES

Capital serves to support asset growth and provide protection against unexpected credit and interest rate risk and operating losses. Capital
is also needed for future growth and investment in new products and services.

The Association Board of Directors establishes, adopts, and maintains a formal written capital adequacy plan to ensure that adequate
capital is maintained for continued financial viability, to provide for growth necessary to meet the needs of members/borrowers, and to
ensure that all stockholders are treated equitably. There were no material changes to the capital plan for 2020 that would affect minimum
stock purchases or would have an effect on the Association’s ability to retire stock and distribute earnings.

Total members’ equity at December 31, 2023, increased 8.55 percent to $143,829 from the December 31, 2022, total of $132,496. At
December 31, 2022, total members’ equity increased 10.60 percent from the December 31, 2021 total of $119,800. The increases were
primarily attributed to net income, partially offset by cash patronage paid.
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Total capital stock and participation certificates were $4,494 on December 31, 2023, compared to $4,403 on December 31, 2022 and
$4,360 on December 31, 2021. The increase was primarily attributed to an increase in borrower purchases of stock and participation
certificates.

FCA regulations require all Farm Credit institutions to maintain minimum levels of several regulatory capital and leverage ratios.
Effective January 1, 2017, the regulatory capital requirements for System Banks and Associations were modified. The new regulations
ensure that the System’s capital requirements are comparable to the Basel III framework and the standardized approach that the federal
banking regulatory agencies have adopted. New regulations replaced total surplus and core surplus ratios with common equity tier 1
(CET1), tier 1 capital, and total capital risk-based capital ratios, as well as a tier 1 leverage ratio and an unallocated retained earnings
equivalents (UREE) leverage ratio. The permanent capital ratio remains in effect. The capital ratios are calculated by dividing various
levels of capital by a risk-adjusted asset base

The following sets forth the regulatory capital ratios:

Capital Minimum Requirement . .
Minimum Consel:*vation with Cagital Capital Ratios as of

Ratio Requirement Buffer* Conservation Buffer 2023 2022 2021
Risk-adjusted ratios:

CET]1 Capital Ratio 4.5% 2.5% 7.0% 19.33% 18.92% 18.22%

Tier 1 Capital Ratio 6.0% 2.5% 8.5% 19.33% 18.92% 18.22%

Total Capital Ratio 8.0% 2.5% 10.5% 19.71% 19.61% 18.99%

Permanent Capital Ratio 7.0% % 7.0% 19.52% 19.06% 18.38%
Non-risk-adjusted:

Tier 1 Leverage Ratio ** 4.0% 1.0% 5.0% 18.12% 17.44% 16.74%

UREE Leverage Ratio 1.5% % 1.5% 17.51% 16.82% 16.31%

* Capital conservation buffers became fully effective January 1, 2020.
** The Tier 1 Leverage Ratio must include a minimum of 1.50% of URE and URE equivalents.

If the capital ratios fall below the minimum regulatory requirements, including the buffer amounts, capital distributions (equity
redemptions, dividends, and patronage) and discretionary senior executive bonuses are restricted or prohibited without prior FCA approval.

Risk-adjusted assets have been defined by FCA regulations as balance sheet assets and off-balance sheet commitments adjusted by
various percentages, depending on the level of risk inherent in the various types of assets. Calculation of permanent capital ratio risk-
adjusted assets includes the allowance for loan losses as a deduction from risk-adjusted assets. This differs from the other risk-based
capital calculations. The leverage ratios are calculated by dividing various types of capital by total regulatory assets (not risk-adjusted).
For all periods represented, the Association exceeded the minimum regulatory standard for all of the ratios.

The increase in the Association’s regulatory capital ratios for December 31, 2023 was attributed to increased retained earnings from net
income. There are no trends, commitments, contingencies, or events that are likely to affect the Association’s ability to meet regulatory
minimum capital standards and capital adequacy requirements.

See Note 7, Members’ Equity, of the Consolidated Financial Statements, for further information concerning capital resources.

PATRONAGE PROGRAM

Prior to the beginning of any fiscal year, the Association’s Board of Directors, by adoption of a resolution, may establish a Patronage
Allocation Program to distribute to borrowers on a patronage basis all or any portion of its available patronage sourced consolidated net
earnings. This resolution provides for the application of net earnings in the manner described in the Association’s Bylaws. This includes
the setting aside of funds to increase surplus to meet minimum capital adequacy standards established by FCA Regulations, to increase
surplus to meet Association capital adequacy standards to a level necessary to support competitive pricing at targeted earnings levels, and
for reasonable reserves for necessary purposes of the Association. After excluding net earnings attributable to (a) purchase money
mortgages and sales contracts, (b) participation loans purchased, (c) loans specified in advance as non-patronage, (d) the Association’s
defined benefit retirement plan income, (e) extraordinary income resulting from a change in accounting procedure, and (f) other non-
patronage income as allowed by law, including lease income, the remaining consolidated net earnings are eligible for allocation to
borrowers. Refer to Note 7, Members’ Equity, of the Notes to the Consolidated Financial Statements, for more information concerning
the patronage allocations. The Association declared total patronage allocations of $11,886 in 2023, $13,727 in 2022, and $18,421 in
2021. Of those amounts, the Association declared a cash patronage payable of $4,992 in 2023, $4,432 in 2022 and $7,737 in 2021. The
remaining patronage allocations were in the form of allocated retained earnings.
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YOUNG, BEGINNING AND SMALL (YBS) FARMERS AND RANCHERS PROGRAM

The Association’s mission is to provide financial services to agriculture and the rural community, which includes providing credit to
Young*, Beginning** and Small*** farmers.

*  Young farmers are defined as those farmers, ranchers, producers or harvesters of aquatic products who are age 35 or younger as of
the date the loan is originally made.

**  Beginning farmers are defined as those farmers, ranchers, producers or harvesters of aquatic products who have 10 years or less
farming or ranching experience as of the date the loan is originally made.

*#% Small farmers are defined as those farmers, ranchers, producers or harvesters of aquatic products who normally generate less than
$250 in annual gross sales of agricultural or aquatic products at the date the loan is originally made.

Because of the unique needs of these individuals, and their importance to the future growth of the Association, the Association has
established annual marketing goals to increase our market share of loans to YBS farmers. Specific marketing plans have been developed
to target these groups, and resources have been designated to help ensure YBS borrowers have access to a stable source of credit. Actual
program results in 2023 were 100% of program goals or better for young, beginning and small farmers.

The following table outlines the loan volume and number of YBS loans in the loan portfolio for the Association.

As of December 31, 2023

Number of Loans Amount of Loans

Actual Goal Actual Goal
Young 1,312 1,350 $112,535 $110,000
Beginning 1,487 1,380 160,278 135,000
Small 5,093 5,075 379,231 355,000

Note: For purposes of the above table, a loan could be classified in more than one category, depending upon the
characteristics of the underlying borrower.

The 2017 USDA-NASS Ag census data has been used as a benchmark to measure penetration of the Association’s marketing efforts.
The census data indicated that within the Association’s chartered territory (counties) there were 24,713 reported farmers of which by
definition 2,600 or 10.52 percent were Young, 7,066 or 28.59 percent were Beginning, and 23,477 or 95.00 percent were Small.
Comparatively, as of December 31, 2023, the demographics of the Association’s agricultural portfolio contained 3,427 farmers, of which
by definition 685 or 19.99 percent were Young, 872 or 25.44 percent were Beginning, and 2,608 or 76.10 percent were Small.

In addition to our marketing strategies, in 2023 the Association utilized the following strategies and outreach programs:

=  Support of 4H, FFA and young farmer organizations through sponsorships and donations.

=  Offering loan guarantees and interest rate subsidies through Preferred Lender Programs with Farm Services Administration
(FSA).

= FSA Loan Guarantee Fee Subsidy Program.

= Reduced Rate Coordination Programs with the Kentucky Agricultural Finance Corporation.

= Utilizing the Central Kentucky Ag Start Program, a program developed in collaboration with a Young Farmers Advisory
Council.

The Association met its 2023 qualitative goals in coordination of programs, FSA Guarantee Loan Volume, Reduced Rate Coordination
Program, and statewide youth program advertising and sponsorships.

The Business Analyst and the Marketing Specialist coordinate the Association’s efforts for YBS programs. The Association includes
YBS goals in the annual strategic plan, and reports on those goals and achievements to the Board of Directors on a quarterly basis.

Demographics

The Association has used the 2017 USDA-NASS Ag Census as our source of demographic data for the counties in our territory. There
are several differences in the methods by which the demographic and YBS Farmer data is presented. Young farmers are defined by the
FCA as 35 years old or less. The USDA-NASS Ag Census demographic stratification breaks at 34 years old, which was used to compare
to FCA’s definition. Beginning farmers are defined by the FCA as having 10 years or less farming experience. There is no measurement
matching this definition in the USDA-NASS Ag Census; however the census does identify farmers on their current farm less than 10
years. That statistic may include beginning farmers, but may also include experienced farmers who have recently changed farmsteads.
As with the case of the Young information, the Beginning information in the USDA-NASS Ag Census is not an exact comparison to the
FCA definition, but will be utilized as the best comparison available. The FCA Small definition matches with the USDA-NASS Ag
Census delineation of farm entities with sales of less than $250 thousand. Other data differences: The farmers experience is as of the
date of the USDA-NASS Ag Census, while the Association data is compiled as to the date the loan was made. Small farmers is by each
individual farm entity from the USDA-NASS Ag Census data, while the Association data is compiled as of the date of the loan and
represents the total value of sales of closely related entities rather than individual entities. The USDA-NASS Ag Census data reflects all
farms whether they use debt or not. While the statistical results of the USDA-NASS Ag Census do not match the FCA definitions
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exactly and there are timing issues, they do provide a consistent source of measurement with which to assess Association targets and
goals.

REGULATORY MATTERS

On February 8, 2024, the FCA approved a final rule to amend its regulatory capital requirements to define and establish risk-weightings
for High Volatility Commercial Real Estate (HVCRE) exposures by assigning a 150% risk-weighting to such exposures, instead of the
current 100%. The rule would further align the FCA's risk-weightings with federal banking regulators and recognizes the increased risk
posed by HVCRE exposures. The final rule excludes certain acquisition, development and construction loans that do not present as much
risk and therefore do not warrant the risk weight for HVCRE. In addition, the final rule adds an exclusion for loans originated for less
than $500,000. The final rule will become effective on January 1, 2025.

On October 12, 2023, the Farm Credit Administration approved a final rule governing the Farm Credit System's service to young,
beginning, and small (YBS) farmers and ranchers. The rule requires banks that fund the direct-lender associations to annually review and
approve the association YBS programs. The rule also requires a direct-lender association to enhance the strategic plan of its YBS
program. The strategic plan must contain specific elements that will be evaluated as part of a rating system to measure year-over-year
internal progress, which would allow the Farm Credit Administration to compare the success of the direct-lender association's YBS
program. The final rule became effective on February 1, 2024.

On October 5, 2023, the Farm Credit Administration approved a final rule on cyber risk management that requires each System
insti