Cooperative Finance
33" Cooperative
Future Leaders Conference
July 16, 2009

Presented by:
Robert Egerton, Eastern Division President
Agribusiness Banking Group

5"(7?,‘: Y

[ Y <
f (- j ¢ / 4 N |
g A E / /) / /
/ &L v
" X . Y, ’:_v‘ b / / ’/ / ? ’
/ Y i /
/

“ CO B A N K T f the Farm Credit System e;;@

COOPERATIVE. CONNECTED. COMMITTED.
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CoBank at a Glance

i

i

A leading financial services company serving agribusinesses and rural
utilities throughout the United States

Member of the Farm Credit System, a Government Sponsored
Enterprise with $215 billion of assets at March 31, 2009

Over $62 billion in assets at March 31, 2009; AA- rated by both S&P and
Fitch

Cooperatively owned

Headquartered in Denver, CO; regional offices and banking centers
throughout the country

Approximately 700 employees nationwide

15-17 member board with 12 elected directors from three regions
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The Farm Credit System

i Federally-chartered network of borrower-owned lending institutions
providing credit to agriculture and rural America

A 1 Agricultural Credit Bank (CoBank)
A 4 Farm Credit Banks
A90 Associations that serve as the nfr

i Government Sponsored Enterprise representing over one-third of all U.S.
agricultural lending

i $215 billion in assets and $28 billion in capital at March 31, 2009

i The Funding Corporation of the FCS issues debt for System institutions,
including CoBank

i Regulated and examined by the Farm Credit Administration, an
Independent safety and soundness regulator in the executive branch of the
U.S. government

i Strong political support for the S
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Ownership, Capital & Funding Flow

== | 0ans === Equity Debt Securities
| SyStsgt‘)‘;‘"de Federal Farm Credit Banks <& Other FCS
Investors Funding Corporation Banks
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CoBank/Farm Credit in the Northeast

i CoBank funds four Agricultural Credit Associations (ACAS) in the
Northeast - $3.9 billion in loans outstanding (8.7%).

A First Pioneer Farm Credit, ACA

A Farm Credit of Western New York, ACA
A Yankee Farm Credit, ACA

A Farm Credit of Maine, ACA

i Collectively they provide $3.2 billion in loans to 15,300 members
primarily in New England, New York, and New Jersey.

it CoBank paid $16.1 mm in patronage for 2008 to the four ACAs.
The four ACAs paid $34.7 mm in patronage dividends to their
customers.
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Lending Relationship

i Loans purchased from the NE ACAs

i Preferred partner

i Good for ACA T risk mitigation

i Good for CoBank T portfolio diversity and additional source of income/growth

i 68 loans with commitments of $450 MM

t Outstanding balance of $351MM

i« Paid ACAs $2.5 million in patronage o

i Buy $4.4B in total from Farm Credit entities plus an additional $7.7B from
commercial banks
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Lending Relationship (cont.)

it CoBank loans sold to NE ACAs
i Access to CoBankos Capit al Mar k et
i Sell a total of $13.4B in commitments ($7.7B outstanding) to

Farm Credit entities and $4B commercial banks ($1.5B

outstanding)

i $422 million in commitments and $253 million in outstanding
balances to NE ACAs

i Good for both parties T diversity and additional income

u PlusT CoBank finances the sale via the direct loan
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Total U.S. Agribusiness Lending 2007

Individuals and others
13%
Farm Credit System

Life Insuran
ife Insurance 37%

Companies
5%

Commercial Banks
45%

e

& COBANK



FCS Loan Portfolio Diversification ($ in thousands)

Other Livestock
1% _1 Other

4%
Cotton

1%

International

30 Cash Grain

12%

Biofuels
2%

Communication
—~
3% ¢ Cattle

9%

General Farm (Livestock)
3% Hogs_
3%

Ag Services & Fishing, 3%
Dairy

Poultry& S
y&Egg 7%

3%
General Farm (Crop)

4% —__Farm Supply/Marketing

5%
Energy & Water
6%

Foresty

Feld Cropj ‘ 7%

5% / \ \
Fruits, Nuts, Grains
Food Products Home Loans

7%

6% 6%

December 31, 2008

m Cash Grain $ 19,554
M Cattle $ 15,492
M Dairy $ 11,819
W Farm Supply/Marketing $ 7,448
M Foresty $ 10,955
M Fruits, Nuts, Grains $ 10,656
Il Home Loans $ 10,247
I1 Food Products $ 9,634
Il Feld Crops $ 9,008
Il Energy & Water $ 9,387
11 General Farm (Crop) $ 6,442
I Poultry&Eggs $ 5547
W Ag Services & Fshing $ 5,314
1 Hogs $ 4,444
W General Farm (Livestock) $ 4,150
I Communication $ 4,544
H Biofuels $ 2,975
I International $ 4,077
I Cotton $ 1,923
I Other Livestock $ 1624
Il Other $ 6,093

TOTAL $ 161,423
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Total Bank Outstandings by Industry

Other
13% Farm Supply, Grain,
Marketing
18%

LEC

5%
G&T
5%
Other System Associations
5% (

Wood, Paper Products
6%

International
10%

Other
8%
Fruits, Nuts, Vegetables

8%

Fish, Livestock, Poultry
6%

Dairy/

8% Distribution
8%

March 31, 2009
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High Level View

Types of rural cooperatives:
U Market your production

U Source your inputs

U Provide a service or product

U Telecommunications and energy

I
| To perform these functions well, co-ops must be well managed and |
| financially strong. |

I
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Financial strength is needed to withstand difficult market conditions and
provide the flexibility to make required investments and changes to the
business.
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High Level View

0

e

Understanding the
IS key for several reasons:

Knowing the financial condition of an
Important market, supplier or service provider.

Gauging the performance of your investment in the
cooperative.

Key to finding the right
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Balancing Act?

The unique nature of cooperatives requires
a balance between membert
those of the co-op itself.

What if the co-op paid more for your product
(or charged less for its services) and made less money itself?

What if the co-op paid out more of its profits as patronage each year?
Allocated equity vs. Unallocated equity.

What if the equity retirement program was too aggressive?

These are the important discussions that occur in the cooperative
boardroom and between the board and management.
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Three Fundamental Questions

u How is the business financed?

i How do we track its performance?

i How do we use financial information to manage/govern
the business?
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Types of Equity Plans

i Stock purchase 1 upfront capital
i Revolving equity programs

i Per-unit retains

i Base capital plans

i Other sources:

outside investors

retained earnings (unallocated)
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Into the Trenches

Financial statements are a key tool in helping cooperative
members evaluate financial performance and condition.

Informs them as they strive to strike the balance between the
needs of the members and the cooperative.

Other constraints on the financial strategy: Co e
IRS rules for cooperatives %
Market conditions

Member retention
Loan agreements and other contracts
Competition
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Into the Trenches

The basic components of financial statements:
1. Balance Sheet

2. Income Statement (Statement of Operations)
3. Statement of Cash Flow

3a. St atement of Member 6s Equ

Financial ratio analysis helps put the numbers in context and allows
trend and peer analysis. Financial ratios are the basis for certain
loan covenants (requirements in loan agreement).
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A status report

Balance Sheet (Snapshot/Picture)

Assets

CAT CL=WC
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