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To Our Member Cooperatives,
Thank you for your continued membership and support of The Cooperative Finance Association!

2021 has been a year of near constant change, challenge, and opportunity. The agricultural marketplace con-
tinues to be disrupted by pandemic related issues, especially scarcity in labor and materials that are impact-
ing established supply chains. These and other factors have driven up prices of most products and require

additional financial liquidity in the marketplace.

CFA has responded to this challenge by expanding our existing funding relationships, insuring we are able
to meet today’s marketplace needs, and those in the future. As 2021 ends, we know the economic challenges
and opportunities aren’t over, and this environment may be the new normal for a while. CFA will continue
to assess the marketplace, adapting and adjusting programs and services to meet and exceed your expecta-

tions.

Certain milestones to highlight from the past year:

We began work on OUR NEW ON-LINE PLATFORM, which we expect to be available in July 2022, in time for
the 2023 crop year. This should provide significant improvements in ease of use and overall customer expe-

rience and provide the ability to access the system with any device.

This system will also more directly support cooperative portal concepts and e-commerce initiatives. We
make these changes to position CFA for future opportunities, while remaining committed to providing the

traditional service and support you expect from us.

TOTAL LOAN VOLUME GREW BY APPROXIMATELY 26% this past year, and commitments by 22%; this while our
credit quality improved over prior periods. Most of this growth was facilitated via increased loan volume
from our existing members, using the Simpli-Fi loan product as the primary finance tool in their market-
place. Given the challenges in our industry, we feel that this result is a significant accomplishment that

reflects hard work done by CFA staff and all our agent members.
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NET EARNINGS WERE ALSO 25% HIGHER THAN LAST YEAR, a very positive trend overall. We continue to manage CFA

to deliver quality products and services in the most efficient manner possible.

I am grateful for the continuing guidance and leadership of our Board of Directors, and thankful for our dedicated
management and staff who are working hard each day serving your financing needs. Even in these unprecedented
times CFA continues to move forward in products, services, and technology to remain a viable partner for your

cooperative.
Thank you again for your support. We look forward to serving your financing needs this upcoming year!

Respectfully,

Ko

Ross D. Johnson
PRESIDENT AND CEO
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Dear Stockholders,

The financial statements of The Cooperative Finance Association, Inc. (CFA) are prepared by management which is
responsible for their integrity and objectivity, including amounts that must necessarily be based on judgments and
estimates. The financial statements have been prepared in conformity with generally accepted accounting principles
appropriate in the circumstances. The financial statements, in the opinion of management, fairly present the finan-

cial condition and operating results of CFA.

To meet its responsibility for reliable financial information, management depends on the company’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 recog-
nize that the cost must be related to the benefits derived. The financial statements are audited by the independent
accounting firm of Mayer Hoffman McCann P.C., which has obtained a sufficient understanding of the internal
control structure to plan the audit and determine the nature, timing and extent of tests to be performed in accordance

with generally accepted auditing standards. CFA is also examined by its source of funding.

The Board of Directors has overall responsibility for CFA’s system of internal control and financial reporting. The
Board consults regularly with management and meets periodically with the independent auditors to review the

scope and results of their work.

Doy B, ey

Danny Posch Ross D. Johnson
CHAIRMAN OF THE BOARD PRESIDENT AND CEO
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WHAT WE DO

BECOME A MEMBER OF CFA

CFA offers a full range of financial products and ser-
vices to agricultural cooperatives and their customers.
Our membership-based services include operating and
term loans, single-purpose inventory financing, point-
of-sale production agriculture financing, and more.

BENEFITS OF WORKING WITH CFA

FLEXIBLE LOAN PRODUCTS: CFA offers a broad array of
flexible financial products specifically designed for the
agricultural industry. We make loans to meet the season-
al borrowing needs of the local farmers associated with
our member cooperatives.

COMPETITIVE INTEREST RATES: As a financial co-op,
our shareholders are our cooperative members. This
allows CFA the ability to provide competitive interest
rates, lower fees, one-on-one service and a convenient
approval and funding process.

MEMBERSHIP BENEFITS: Our members enjoy access to
our financial products, support from our experienced
staff, as well as patronage dividends from having own-
ership in CFA. Understanding our success is directly
tied to yours, we are fully committed to helping you
achieve long-term financial success.

As a cooperative, CFA is committed to the long-term
financial success of our members. From flexible loans
to hands-on support, we provide reliable products that
exceed expectations. Additionally, we give our members
the opportunity to offer custom production ag loans to
their member-owners in order to support their need for
additional funding for their farming enterprises.

ELIGIBILITY: CFA membership is exclusive to agricul-
tural cooperatives. To become a member, one must
purchase a Class A Common Stock share for $2,000.

PATRONAGE: CFA conducts the majority of its business
on a patronage basis. A substantial portion of our annual
earnings are returned to our members as a patronage
refund. The patronage refund consists of both cash and
Class B Common Stock.

BASE CAPITAL PLAN: CFA has established a Base Capital
Plan for the purpose of obtaining the equity capital
needed for its business. A minimal stock investment of
$2,000 is required for most financial commitments.

PRODUCTS AND SERVICES: Members have full access

to CFA’s wide range of financial products and services,
including commercial agribusiness loans and input fi-
nance loans. Additionally, our member cooperatives can
offer dedicated financing options to their customers.
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CHAIRMAN

Danny Posch,
Mid-Kansas Cooperative
307 West Cole Street
Moundridge, KS 67107
620-345-6328

SECRETARY

Tim Burress

River Valley Cooperative
254 East 90th Street
Davenport, IA 52806
563-285-1721

VICE CHAIRMAN
Tod Clark

Country Partners Cooperative

120 8th Street
Gothenburg, NE 69138
308-537-7141

TREASURER

Kevin Hartkemeyer
Top Ag Cooperative
702 S. Elevator Street
Okawville, IL 62271
618-243-5293

MEMBER

Frank Brenner
Countryside Cooperative
514 E. Main Street
Durand, WI 54736
715-672-8947

MEMBER

Joanna McClendon

Tennessee Farmers Cooperative
180 Old Nashville Highway
LaVergne, TN 37086
615-793-8581

MEMBER

Jeremy Wilhelm
Frontier Cooperative
3333 Landmark Circle
Lincoln, NE 68504
402-397-1800, Ext. 2006
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AUDITORS’ REPORT

Mayer Hoffman McCann P.C.

700 West 47th Street, Suite 1100 = Kansas City, MO 64112
Main: 816.945.5600 = Fax: 816.897.1280 = www.mhmcpa.com

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors

President’s Report 3
P The Cooperative Finance Association, Inc.

5 We have audited the accompanying financial statements of The Cooperative Finance Association, Inc., which
comprise the balance sheets as of August 31, 2021 and 2020, and the related statements of operations, capital
shares and equities, and cash flows for the years then ended, and the related notes to the financial statements.

Management’s Report

What We Do, Benefits of Working with CFA, Management’s Responsibility for the Financial Statements

Become a Member 6 , , ) ) i —_ .
Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design, implemen-

CFA Board Of Directors 7 tation, and maintenance of internal control relevant to the preparation and fair presentation of financial statements
that are free from material misstatement, whether due to fraud or error.

Auditors’ Report 8 Auditors’ Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our

Balance Sheets 9 audits in accordance with auditing standards generally accepted in the United States of America. Those standards

require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free from material misstatement.

Statements of Operations 10 An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of
. . the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
Statements of Ca pltal Shares and Eq uities 11 assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
Statements of Cash Flows 12 purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the reason-
ableness of significant accounting estimates made by management, as well as evaluating the overall presentation
Notes to Financial Statements 14 of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit

CFA’s Service Area 26 opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial posi-
READ MORE ON OUR WEBSITE tion of The Cooperative Finance Association, Inc. as of August 31, 2021 and 2020, and the results of its operations
« LOANS and its cash flows for the years then ended in accordance with accounting principles generally accepted in the

. INTEREST RATES United States of America.

« CONTACT US ?;14(?1 ’}j/%én&q ;‘?‘,E{:ﬂ'ﬁtw 0.

Kansas City, Missouri
October 22, 2021

‘KRESTON
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August 31, 2021 and 2020
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ASSETS 2021 2020
Loans $461,872,681 $450,831,127
Less allowance for loan losses 2,458,370 2,532,656
Net loans 459,414,311 448,298,471
Cash 962,128 611,423
Accrued interest receivable 10,004,542 7,143,904
Investment in CoBank 11,968,065 11,254,399
Other assets, net of accumulated depreciation and amortization of
$5,782,278in 2021 and $4,987,985 in 2020 2,505,961 2,776,188
$ 484,855,007 $ 470,084,385
LIABILITIES, CAPITAL SHARES, AND EQUITIES
Liabilities:
Credit facility $ 403,500,000 $394,000,000
Patronage refunds payable 4,835,036 3,599,876
Accrued interest payable 562,187 569,613
Other liabilities 4,687,338 4,465,660
Total liabilities 413,584,561 402,635,149
Capital shares and equities:
Class A common stock, $2,000 par value. Authorized 2,000
shares; issued and outstanding 182 and 179 shares at
August 31,2021 and 2020, respectively 364,000 358,000
Class B common stock, $100 par value. Authorized 1,000,000
shares; issued and outstanding 568,602 and 554,627 shares
at August 31,2021 and 2020, respectively 56,860,200 55,462,700
Capital credits 11,550 11,681
Patronage refunds for reinvestment 3,871,032 2,389,369
Paid-in capital 647,984 647,984
Earned surplus 9,515,680 8,579,502
Total capital shares and equities 71,270,446 67,449,236
$ 484,855,007 $ 470,084,385
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2021 2020
Interest income $ 20,465,903 $ 19,558,290
Interest expense 6,459,503 8,675,970
Net interestincome 14,006,400 10,882,320
Provision for loan losses 972,952 156,200
Credit insurance premium 579,670 494,291
Net interest income after provision for loan losses
and credit insurance premium 12,453,778 10,231,829
Noninterestincome:
Patronage refunds 3,139,022 2,791,651
Fee income 1,576,335 1,082,721
Total noninterest income 4,715,357 3,874,372
Noninterest expense:
Employee 4,211,999 4,093,108
Customer relations 167,001 232,090
Professional 1,400,811 639,210
Administrative and other 666,785 612,492
Depreciation and amortization 794,293 767,083
Total noninterest expense 7,240,889 6,343,983
Income before income taxes 9,928,246 7,762,218
Provision for income taxes 286,000 75,000
Net income $9,642,246 $7,687,218
Appropriation of netincome:
Patronage refunds $ 8,706,068 $ 5,989,245
Earned surplus 936,178 1,697,973
$9,642,246 $7,687,218

10
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CLASSA CLASS B PATRONAGE TOTAL CAPITAL
COMMON COMMON CAPITAL  REFUNDS FOR PAID-IN EARNED SHARES AND
STOCK STOCK CREDITS  REINVESTMENT  CAPITAL SURPLUS EQUITIES
Balance at August 31,2019 $356,000 $52,926,100 $11,603  $2,524,184  $647,984 $6,881,529 $63,347,400
Appropriation of net income — — — — — 1,697,973 1,697,973
Patronage refunds allocated — 2,524,184 — 3,465,061 - — 5,989,245
Patronage refunds payable
in cash — — —  (3,599,876) — —  (3,599,876)
Equity exchange (10,000) 9,922 78 — — — —
Issuance of equities 12,000 2,494 — — — — 14,494
Balance at August 31,2020 $358,000 $55,462,700 $11,681 $2,389,369 $647,984 $8,579,502 $ 67,449,236
Appropriation of net income — — — — — 936,178 936,178
Patronage refunds allocated — 2,389,400 (31) 6,316,699 — — 8,706,068
Patronage refunds payable
in cash — — — (4,835,036) — — (4,835,036)
Redemption of equity — (1,000,000) — — — — (1,000,000)
Equity exchange (6,000) 6,100 (100) — — — —
Issuance of equities 12,000 2,000 — — — — 14,000
Balance at August 31, 2021 $364,000 $56,860,200 $11,550 $3,871,032 $647,984 $9,515,680 $71,270,446
11
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2021 2020
Cash flows from operating activities:
Net income $9,642,246 $7,687,218
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation and amortization 794,293 767,083
Provision for loan losses 972,952 156,200
Patronage refunds received in equities (713,666) (657,886)
Amortization of prepaid credit insurance premium 579,670 494,291
Changes in other assets and liabilities:
Accrued interest receivable and other assets (3,652,784) 532,685
Accrued interest payable and other liabilities 214,251 675,768
Net cash provided by operating activities 7,836,962 9,655,359
Cash flows from investing activities:
Net increase in loans (12,088,792) (48,070,619)
Payment of debt issuance costs (40,000) (40,000)
Purchase of software and equipment (271,589) (801,512)
Net cash used in investing activities (12,400,381) (48,912,131)
Cash flows from financing activities:
Net proceeds from credit facility 9,500,000 43,200,000
Payments of patronage refunds (3,599,876) (4,025,324)
Retirement of equities (1,000,000) -
Issuance of Class A and Class B common stock 14,000 14,494
Net cash provided by financing activities 4,914,124 39,189,170
Net increase (decrease) in cash 350,705 (67,602)
Cash at beginning of year 611,423 679,025
Cash at end of year $962,128 $611,423
Cash paid for interest and income taxes:
Interest $ 6,466,929 $9,216,696
Income taxes $260,719 $ 88,326
12
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NOTES TO FINANCIAL STATEMENTS

(1) SUMMARY OF ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
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(a)

Organization and Basis of Presentation

As a cooperative incorporated under the Kansas Cooperative Marketing Act, The Cooperative Finance Association,
Inc. (CFA) makes agricultural-related loans for the benefit of its stockholder members as patrons and equity holders
of CFA. A majority of the loans are to borrowers in the heartland of the United States and are secured by the agri-
cultural resources and production of that geographical region. Loans include those of a seasonal nature for operating
purposes and those of a term nature to finance property, plant and equipment. Accounting and reporting policies
conform with accounting principles generally accepted in the United States of America (GAAP).

Loans

Loans are recorded at their principal amount outstanding as CFA has the intent to hold until maturity. Interest
income is recorded on an accrual basis in accordance with the terms of the loans. Loans are evaluated regularly by
management and are generally placed on non-accrual status when the collection of interest or principal is 90 days or
more past due. When a loan is placed on non-accrual status, any interest previously accrued but not collected is re-
versed against current income. Payments received on non-accrual loans are applied to principal unless the remaining
principal balance has been determined to be fully collectible. Impaired loans are loans for which it is probable that
not all principal and interest will be collected according to the loans’ contractual terms.

CFA recognizes origination fees charged to borrowers for loans when collected and direct origination costs on loans
are recognized as incurred. As loan terms are generally less than 16 months, CFA’s accounting method for deferred
loan fees is not materially different from fees and expenses that would have been recognized under the provisions
of Financial Accounting Standard Board (FASB) Accounting Standards Codification (ASC) 310-20 “Nonrefundable
Fees and Other Costs.”

Allowance for Loan Losses

The allowance for loan losses is maintained at a level believed to be appropriate by management to provide for
probable loan losses inherent in the portfolio as of the balance sheet date. It consists of two components: a) the spe-
cific valuation allowance relates to loans with known credit quality deterioration that are classified as impaired and
the estimated discounted cash flows or collateral values are less than the respective loan’s outstanding balance, and
b) the general component relates to performing loans and is estimated based on a variety of factors, including his-
torical loan loss experience, portfolio quality and composition, current economic trends, and environmental factors.
The allowance is based on management’s evaluation of the loan portfolio, which generally considers loan types,
current payment trends, credit quality, analysis of impaired loans, the contractual provisions of credit enhancements,
specific industry conditions, general economic and political conditions, and other factors. Changes to the estimated
levels of the allowance are made through the provision for loan losses. Loan losses are recorded against the allow-
ance when management believes the loss is confirmed. Subsequent recoveries, if any, are added to the allowance.

Generally, CFA’s borrowers are financially dependent on the U.S. agricultural economy. Although management
believes it has reasonable credit policies, the credit risk in CFA’s portfolio can be difficult to assess because of

13
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uncertainties related to economic conditions, collateral values, and estimated future cash flows on loans that become
impaired. Therefore, the allowance for loan losses is inherently subjective and is susceptible to revision as facts and
circumstances change.

. d) Cash
President’s Report 3 ( . . . e . . .
P Cash consists of cash on hand and demand deposits with financial institutions. At times, CFA maintains deposits in
, financial institutions in excess of federally insured limits. Management monitors the soundness of these financial
Management’s Report 5 S . a1 _
institutions and believes CFA’s risk is negligible.
What We Do, Benefits of Working with CFA, (e) Investmentin CoBank
Become a Member 6 The investment in CoBank is required to be maintained in order to retain borrowing availability. The investment is
recorded at cost and increased by patronage refunds received in the form of equity and reduced by equity redemp-
CFA Board Of Directors 7 tions. There is no available market for the investment but it may be redeemed at the discretion of CoBank. CFA pe-
riodically evaluates the carrying amounts of the investment for impairment and has determined that no impairment
Auditors’ Report 8 occurred during the years ended August 31, 2021 or 2020.
(f) Other Assets
Balance Sheets 9
OTHER ASSETS CONSISTED OF THE FOLLOWING AS OF AUGUST 31,2021 AND 2020:
Statements of Operations 10 2021 2020
Statements of Capital Shares and Equities 11 Deferred financing costs $ 226,060 $ 513,459
Other assets and prepaid items 1,293,750 753,874
Statements of Cash Flows 12
Software and equipment 986,151 1,508,855
Notes to Financial Statements 14 Total $ 2,505,961 $ 2,776,188
CFA's Service Area 26 CFA has incurred $1,456,456 in financing costs, which are amortized on a straight-line basis over the remain-
ing term of the financing agreement. Software and equipment are carried at cost and amortized/depreciated on a
READ MORE ON OUR WEBSITE st.raigh.tline basis over their estimated useful liYes, generally three years for software costs meeting no impairment
- LOANS triggering event and three to five years for equipment.
+ INTEREST RATES (g) Transfers of Financial Assets

* CONTACT US Transfers of financial assets are accounted for as sales when control over the assets has been surrendered. Control
over transferred assets is deemed to be surrendered when (1) the assets have been isolated from CFA and are put
presumptively beyond the reach of the transferor and its creditors, even in bankruptcy or other receivership, (2)
the transferee obtains the right (free of conditions that constrain it from taking advantage of that right) to pledge or
exchange the transferred assets, and (3) CFA does not maintain effective control over the transferred assets through
an agreement to repurchase them before their maturity or the ability to unilaterally cause the holder to return specific
assets.

CFAFS.COM | ANNUAL REPORT 2021 14
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(h)

Income Taxes

CFA operates as a cooperative which is not exempt from Federal and state income taxes and, therefore, is subject to
taxes on all income not paid or allocated to patrons. Deferred income taxes are recognized for the tax consequences
of “temporary differences,” as adjusted for anticipated patronage refunds by applying enacted statutory tax rates
applicable to future years to differences between the financial statement carrying amounts and the tax basis of
existing assets and liabilities. Deferred income taxes are not significant as CFA expects to pay or distribute substan-
tially all future income to its patrons.

Use of Estimates

Management of CFA has made a number of estimates and assumptions relating to the reporting of assets and
liabilities and the disclosure of contingent assets and liabilities and the reported amounts of revenues and expenses
during the reporting period to prepare these financial statements in conformity with GAAP. Actual results could
differ from those estimates.

(2) LOANS AND ALLOWANCE FOR LOAN LOSSES

CFA’s loan portfolio consists of two segments representing loans to agriculture related entities primarily located in
the Midwest.

LOANS SUMMARIZED BY CONTRACTUAL MATURITIES AS OF AUGUST 31,2021 AND 2020 ARE AS FOLLOWS:

2021 2020

AGRIBUSINESS:

Maturing within one year $ 15,303,846 $19,182,087

Maturing one to five years 2,407,160 2013,500

Maturing five to ten years — 5,869,932

Maturing after ten years = 761,600
PRODUCTION AGRICULTURE:

Maturing within one year 436,029,501 422,164,351

Maturing one to five years 7,766,347 440,331

Maturing after ten years 365,827 399,326

Balance at end of year $ 461,872,681 $450,831,127
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The agribusiness portfolio focuses on loans provided to cooperative associations who are either stockholders or entities
sponsored by stockholders of CFA. Loans maturing within one year are primarily comprised of operating and grain loans
that provide financing for seasonal inventory and receivables and are typically secured by those assets. Loans maturing
after one year are generally provided for plant and equipment needs and permanent working capital and are typically se-
cured by all of the assets of the borrower. Multiple lines of credit with a single borrower are typically crosscollateralized.
During the fiscal years ended August 31, 2021 and 2020, interest income of $1,524,479 and $2,573,161 respectively was
earned on the agribusiness portfolio.

The production agriculture portfolio focuses on loans to agricultural producers, almost all of which are sponsored by
stockholders of CFA (Local Associations). Sponsored loans are designed to provide Local Associations with an effective
and flexible tool to provide credit support for their marketing efforts in selling crop inputs such as fertilizer, seed, and
crop protectants and nutrients. These loans are made to members of the Local Associations to fill short and intermediate
term credit needs. Sponsored loans provide funding for production needs primarily for crops and to a limited extent, live-
stock production activities and are typically secured by the resultant production and blanket liens against borrower assets.
Loans maturing after one year generally provide financing for equipment, facilities, and permanent working capital and
are typically secured by the land, equipment, and real property of the borrower. Multiple lines of credit with a single
borrower are typically cross-collateralized. During the fiscal years ended August 31, 2021 and 2020, interest income of
$18,941,424 and $16,985,129, respectively was earned on the production agriculture portfolio.

CFA uses the following five-tiered classification system to rate all loans by credit risk.
» Acceptable — assets are expected to be fully collectible and represent the highest quality,

» Special Mention — assets are currently collectible but exhibit some potential weakness,

» Substandard — assets exhibit some serious weakness in repayment capacity, equity,
and/or collateral pledged on the loan,

¢ Doubtful — assets exhibit similar weakness to substandard assets; however, doubtful assets
have additional weaknesses in existing factors, conditions and values that make collection in
full highly questionable, and

¢ Loss — assets are considered uncollectible.
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A SUMMARY OF LOANS AND RELATED ALLOWANCE FOR LOAN LOSSES FOLLOWS:

2021 2020
PRINCIPAL  ALLOWANCE PRINCIPAL ALLOWANCE
AGRIBUSINESS: AGRIBUSINESS:
Acceptable $17,711,005 $19,706 Acceptable $21,094,078 $23,791
Special Mention - - Special Mention 2,763,050 27,631
Substandard - - Substandard 3,969,990 -
Doubtful — —
PRODUCTION AGRICULTURE: PRODUCTION AGRICULTURE:
Acceptable 435,597,671 668,840 Acceptable 412,584,260 943,749
Special Mention - - Special Mention 835,312 2,844
Substandard 5,491,562 197,696 Substandard 7,179,660 250,116
Doubtful 3,072,443 1,572,128 Doubtful 2,404,777 1,284,525
Balance at end of year $461,872,681 $2,458,370 Balance atend of year  $450,831,127  $2,532,656

Two credit enhancement programs mitigate production agricultural credit risk. The first is a contractual relationship be-
tween CFA and the Local Associations who act as agents in the origination of loans to their patrons. The Local Associa-
tions generally assume a portion of the risk of loss on these loans on a pro-rata basis up to a maximum per their individu-
al contract.

AS OF AUGUST 31, 2021 AND 2020,
THE FOLLOWING PRINCIPAL BALANCES WERE SUBJECT TO GUARANTEES BY LOCAL ASSOCIATIONS:

2021 2020
PRINCIPAL SUBJECT TO GUARANTEE:
0% $ 55,898,270 $29,192,285
20% to 50% 372,910,066 355,470,140
100% 12,550,839 19,666,668
Balance at end of year $441,359,175 $404,329,093

Secondly, CFA maintains a credit insurance policy intended to mitigate bad debt losses related to production agricultural
loans. The policy includes the following provisions:

* The claim period extends 24 months after the end of the policy.
* The insurance covers 90% of losses, including certain accrued interest.
* The loss limit is $10 million.
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Substantially all of the production agricultural portfolio is covered under the insurance contract. As of August 31, 2021
and 2020, the prepaid premium of $925,628 and $681,177, respectively is classified with other assets on the balance
sheets and is being amortized over a 24-month period. The credit enhancement provided by the insurance contract is con-
sidered in estimating the expected credit losses in the production agricultural portfolio as management has determined
that the contract is not separately exercisable from the loan advances.

CFA has entered into Master Non-Recourse Loan Participation Agreements with Local Associations and Farm Credit
Associations whereby CFA and these associations may offer to sell to the other party participations in loans made or
owned by the other. CFA generally sells participation interests under these arrangements and does so primarily as a part
of its risk management and in light of its loan concentration policy. The outstanding principal portion of participated
loans sold under of these arrangements ($149,052,307 and $31,531,563 as of August 31, 2021 and 2020, respectively) is
not included on CFA’s balance sheets nor is the interest income related thereto included in the accompanying statements
of operations.

CFA does not generally provide significant financing on a fixed-rate basis except on the occasion of a very short dura-
tion. As such, almost all loans outstanding carry a variable rate that adjusts with changes in the prevailing interest rate
markets.

Generally, CFA classifies loans greater than 90 days past due as nonaccrual loans and reverses all accrued interest
receivable on these loans. When loans are in nonaccrual status, any payments received are applied against the principal
balance. Until the principal balance has been fully recovered, no interest income is recognized.

Substandard and Doubtful loans are considered impaired based on significant delays in anticipated collection of principal
and interest. Management evaluates potential impairment of these loans by comparing collateral values or present value
of expected future cash flows against the loans’ carrying amounts. A specific valuation allowance is established equal to
the difference that the carrying amount exceeds the expected future cash flows or collateral values. Management’s eval-
uation of impairment of Substandard and Doubtful loans includes any available credit enhancements. Loans are charged
off when collection efforts are exhausted.

INFORMATION ABOUT IMPAIRED AND NONACCRUAL LOANS AS OF AUGUST 31 1S AS FOLLOWS:

2021 2020

Impaired loans with a specific valuation allowance $ 8,564,005 $ 9,584,437
Impaired loans without a specific valuation allowance S — $ 3,969,990
Valuation allowance related to impaired loans $ 1,769,824 S 1,534,641
Average balance of impaired loans $ 9,074,221 $10,678,981
Nonaccrual loans at August 31 $ 8,564,005 $ 9,584,437
Cumulative foregone interest on nonaccrual loans S 574,251 S 713,937
Loans past due more than 90 days and still accruing S 2,240 $ —
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There were no material commitments to lend additional funds to debtors whose loans were identified as impaired as of
August 31, 2021 or 2020.

ACTIVITY IN THE ALLOWANCE FOR LOAN LOSSES DURING 2021 AND 2020 IS AS FOLLOWS:

Production
Agribusiness Agriculture Total
Balance at August 31,2019 $ 266,965 $3,678,076 $ 3,945,041
Provision for loan losses (215,543) 371,743 156,200
Charge-offs — (1,568,585) (1,568,585)
Recoveries - — —
Balance at August 31, 2020 $51,422 $2,481,234 $ 2,532,656
Provision for loan losses (31,716) 1,004,668 972,952
Charge-offs — (1,084,949) (1,084,949)
Recoveries — 37,711 37,711
Balance at August 31, 2021 $19,706 $ 2,438,664 $ 2,458,370

CFA’s borrowers are financially dependent on the agricultural economy and therefore their ability to fulfill their obliga-
tions to CFA is influenced by numerous factors beyond their control, including the economic and environmental condi-
tions of their respective geographic regions, international trade policies, volatility in commodity markets, and govern-
mental regulations.

Management exercises significant judgment when evaluating the effects of qualitative factors on the amount of the
allowance for loan losses. Such judgments are heavily affected by management’s outlook for the agriculture economy
and commodity prices that have a direct effect on collateral margins and the ability of borrowers to perform on their loan
obligations. Due to the level of uncertainty inherent in the allowance for loan loss estimate, a significant portion of the
allowance is attributable to environmental factors.

(3) INVESTMENT IN COBANK

As a customer of CoBank, CFA is required to maintain an investment in CoBank through an ownership interest equal to
a target equity level set annually by CoBank’s board of directors. Investments in stock are obtained through direct pur-
chases of stock and patronage refunds received in the form of equity. To the extent that CFA’s equity in CoBank exceeds
the target, the excess is repurchased by CoBank for cash. Retirements under the CoBank capital plan are redeemed at
cost and begin in the year following the year when the credit facility is paid in full, and continue over an 11-year period,
subject to board approval. As one of the banks of the Farm Credit System, a nationwide system of cooperatively owned
banks and associations established by an Act of the United States Congress subject to the provisions of the Farm Credit
Act of 1971, as amended, a substantial portion of CoBank’s business is dependent on the agribusiness economic sector.
As of August 31, 2021 and 2020, CFA held $11,968,065 and $11,254,399 investment in CoBank respectively.
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INFORMATION RELATED TO CFA’S PATRONAGE REFUND RECEIVED FROM COBANK IS AS FOLLOWS:

2021 2020
Patronage Refunds:
CoBank:
Cash portion $2,425,356 $2,133,765
Equity portion 713,666 657,886
Total for the year $3,139,022 $2,791,651

(4) RELATED PARTY TRANSACTIONS

As required by CFA’s Bylaws, the board of directors is comprised of members who are directors, officers or board
members of CFA’s voting shareholders. As a group, the shareholder members that board members are affiliated with held
10% of the common stock and capital credits, representing 13% of the voting power and were responsible for 16% of the
interest income for the year ended August 31, 2021. As of August 31, 2020, sharecholder members that the then current
board members were affiliated with held 9% of the common stock and capital credits, representing 11% of the voting
power and were responsible for 15% of the interest income. As of August 31, 2021 and 2020, CFA had loan commit-
ments outstanding of $0 and $5,500,000 with outstanding balances of $0 and $0 respectively, to the member cooperatives
affiliated with board members.

Within the production agriculture program which lends directly to agriculture producers, the Local Associations affiliated
with members of CFA’s board of directors sponsored $262,600,000 and $145,000,000 of commitments as of August 31,
2021 and 2020, respectively.

As part of their marketing strategies, various Local Associations enter into interest rate subsidy agreements on certain
production agricultural loans in which they agreed to pay a portion of the loans’ interest. Amounts included in interest
income from subsidy agreements totaled $6,670,800 and $4,345,235 in 2021 and 2020, respectively. Amounts receivable
under the agreements were $4,843,961 and $2,581,305 as of August 31, 2021 and 2020, respectively.

In addition, as an agricultural finance cooperative, CFA exists primarily for the purpose of accessing and delivering fi-
nancing to its stockholders. During the years ended August 31, 2021 and 2020, 99.9% of all interest income was derived
from loans made directly to or sponsored by CFA stockholders.

Management believes that all loans entered into during 2021 and 2020 were made at an arm’s length basis.
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(5) FINANCING AGREEMENTS

As of August 31, 2021, CFA’s credit facility agreement with a syndication of lenders led by CoBank provided CFA with
a $410,000,000, five-year revolving facility maturing on April 17, 2022 and a $20,000,000, six-year revolving facility
maturing April 17, 2027.

The credit agreement was arranged to provide variable rate funding for loans to CFA borrowers based on a credit quality
dictated advance rate and cost of funds and is secured by all such borrower notes. As of August 31, 2021 and 2020, the
amount outstanding under this credit agreement was $403,500,000 and $394,000,000, respectively, with an interest rate
as of August 31, 2021 of 1.59%. At August 31, 2021 and 2020, CFA had pledged loans with an outstanding balance of
$461,872,681 and $450,831,127, respectively.

The current credit agreement includes restrictive covenants that require total capital shares and equities plus the allow-
ance for loan losses (Risk Funds) to be no less than $62,000,000 and the maintenance of a ratio of total loans to Risk
Funds of not greater than 6 to 1. In addition, the credit agreement limits individual customer commitment concentration
by CFA to 15% of Risk Funds (25% for short-term special circumstance exceptions) and provides for a 50% and 100%
limitation of adverse (i.e., the principal balance of loans classified as Substandard, Doubtful and Loss) and criticized
loans (i.e., the principal balance of loans classified as Special Mention, Substandard, Doubtful and Loss), respectively, to
Risk Funds. CFA was in compliance with all restrictive covenants of the credit agreement as of August 31, 2021.

(6) INCOME TAXES

THE PROVISION FOR INCOME TAXES FOR THE YEARS ENDED AUGUST 31, 2021 AND 2020 CONSISTS OF THE FOLLOWING:

2021 2020

Current income tax expense:
Federal $233,000 $60,500
State 53,000 14,500
Provision for income taxes $ 286,000 $ 75,000
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The provision for income taxes differs from the federal income tax expense computed by applying statutory rates to pre-
tax income for the years ended August 31, 2021 and 2020.

THE TAX PROVISION COMPONENTS CONSIST OF THE FOLLOWING:

2021 2020
Federal tax at statutory rate $2,084,932 $1,630,666
Patronage refund deduction (1,828,274) (1,257,745)
Allowance for loan losses (15,600) (296,601)
State income tax 12,024 3,262
Other, net 32,918 (4,582)
Provision for income taxes $ 286,000 $ 75,000

The tax effects of temporary differences that give rise to deferred taxes are not significant at August 31, 2021 or 2020 as
substantially all profits are expected to be paid through patronage refunds.

(7) COMMITMENTS AND CONTINGENT LIABILITIES

On August 31, 2021 and 2020, CFA had outstanding commitments to originate loans of $862,558,959 and $828,299,912,
respectively. In connection with these outstanding commitments to originate loans, CFA has sold loan commitments of
$233,312,162 and $72,237,584 as of August 31, 2021 and 2020, respectively, under its Master Non-Recourse Loan Par-
ticipation Agreements. Loan commitments generally have fixed expiration dates or other termination clauses. Because

a significant amount of the commitments is expected to expire without being drawn, the total commitment amounts do
not necessarily represent future cash requirements. Management monitors seasonal liquidity needs to manage cash flow
requirements and participation relationships. A large portion of outstanding commitments to originate loans relate to
seasonal borrowing needs of CFA borrowers for the last agricultural production cycle and are expected to expire without
further draws. For the remaining commitments, management anticipates seasonal loan originations and adjusts its credit
facility and loan participation agreements to meet expected loan originations. At August 31, 2021 and 2020, CFA had
available borrowing capacity of $26,500,000 and $26,000,000, respectively, under its existing credit agreements, subject
to available collateral.

CFA leases certain premises and equipment, all of which were classified as operating leases. The rent expense under such
arrangements amounted to $183,206 and $182,276 as of August 31, 2021 and 2020, respectively.

A SUMMARY OF THE MINIMUM LEASE COMMITMENTS FOLLOWS:
Year Ending August 31,

2022 $168,386 2025 161,974
2023 165,302 2026 164,258
2024 161,664  After 13,704

Total $ 835,288
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(8) CAPITAL SHARES AND EQUITIES

Class A common stockholders are entitled to one vote per share plus one additional vote for each share of Class B com-
mon stock. Class B common stock is nonvoting except when the stockholder owns a share of Class A common stock.
Holders of Class A common stock who do not conduct business with CFA in a 24-month period or who have failed to
meet their financial commitments to CFA may have their Class A common stock converted into Class B common stock
or capital credits of equal par value by the board of directors. In addition, subject to board approval, capital credits and
Class B shares can be converted into Class A shares.

For the year ended August 31, 2021, 6 Class A shares and 20 Class B shares were issued for cash. In addition, 3 Class
A shares were converted into 61 Class B shares and no Class B shares were converted into Class A shares. For the year
ended August 31, 2020, 6 Class A shares and 20 Class B shares were issued for cash. In addition, 7 Class A shares were
converted into 143 Class B shares and 35 Class B shares were converted into 2 Class A shares.

CFA has established a Base Capital Plan under which patrons provide
capital (common stock and/or capital credits) in amounts determined in
accordance with their relative usage of CFA products. The Base Capital

. . , BASE CAPITAL PERCENT OF
Plan as approved by the board of directors establishes a patron’s annual REQUIREMENT CASH PATRONAGE
capital requirement using an 8.5% capitalization rate based on the pa- Less than 80% 50%
tronjs high cr.edit of the then current agd pre.ceding '[W(.) ﬁ.sc.al years (Base 80% to 100% 80%
Capital Requirement or BCR). The satisfaction of the individual patron’s e T

BCR is then used to determine the cash portion of patronage refunds. The
table, shown to the right, details the percent of cash patronage refunds
paid to patrons based on their BCR rate for the years ended August 31,
2021 and 2020.

Patronage refunds for the year ended August 31, 2021 were $8,706,068, consisting of $4,835,036 to be paid in cash and
$3,871,032 in CFA equities. Patronage refunds reflected for the year ended August 31, 2020 were $5,989,245, consisting
0f $3,599,876 paid in cash and $2,389,369 in CFA equities. Patronage refunds to be paid in CFA equities are identified
as patronage refunds for reinvestment in the statement of capital shares and equities until the equities are allocated to
individual stockholders. The equity portion of patronage dividends is paid in Class B common stock with capital credits
issued for fractional shares.

Equity may be redeemed at the discretion of the board of directors based on its assessment of CFA’s capital needs. Equity
is redeemed at cost plus any patronage received in the form of equity. Equity retirements of $1,000,000 and $0 were
approved by the board and paid during the years ended August 31, 2021 and 2020, respectively.

Paid-in capital of $647,984 represents the excess of the par value over the book value of equities exchanged when CFA
was recapitalized on December 1, 1993.
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(9) EMPLOYEE BENEFIT PLANS

CFA is one of approximately 350 employers that contribute to the Coop Retirement Plan, EIN 01-0689331, Plan Number
001, (Co-op Plan), which is a defined benefit plan constituting a “multiple employer plan” under the Internal Revenue
Code of 1986, as amended, and a “multiemployer plan” under the FASB Accounting Standards Master Glossary. The
risks of participating in these multiemployer plans are different from single-employer plans as follows:

a) Assets contributed to the multiemployer plan by one employer may be used to provide benefits to employees of
other participating employers;

b) If a participating employer stops contributing to the plan, the unfunded obligations of the plan may be borne by
the remaining participating employers; and

c) If CFA chooses to stop participating in the multiemployer plan, CFA may be required to pay the Co-op Plan an
amount based on the underfunded status of the Co-op Plan, referred to as a withdrawal liability.

CFA’s contributions for the years ended August 31, 2021 and 2020 were $254,909 and $294,139, respectively, constitut-
ing its total contribution to the multiemployer plan and represented less than 5% of total contributions to the Co-op Plan
as indicated in the Co-op Plan’s most recently available annual report (Form 5500). Plan level information is included
in the Form 5500 and therefore is available in the public domain. There have been no significant changes that affect the
comparability of the 2021 and 2020 contributions.

This plan covers employees of CFA who work a minimum of 1,000 hours per year and is funded by contributions from
CFA and its employees. Normal retirement benefits payable under this plan are based on years of service and the em-
ployee’s average compensation during the highest four of the employee’s last ten years of eligible employment. Under
the Co-op Plan, participating employers are allowed to annually elect a retirement benefit accrual rate for their eligible
employees. CFA elected a 1.75% annual benefit accrual rate for the years ended August 31, 2021 and 2020.

CFA adopted The Restated Thrift/Profit Sharing Plan for Cooperatives in 2004. Generally, eligible employees may elect
to contribute up to 80% of their earnings under this plan subject to IRS limitations. CFA will match up to 50% of the
first 6% of each employee’s earnings contributed to the plan. Employees vest in CFA’s contribution after three years of
service with distributions generally being made at retirement, disability, death or termination of employment whichev-
er comes first. For the years ended August 31, 2021 and 2020, CFA’s contributions amounted to $84,755 and $83,845,
respectively, to this plan.

CFA has established a comprehensive wage plan under which certain employees are eligible to receive a supplemental
cash bonus that is generally based on the employee’s duties and responsibilities and CFA’s operating results. Distribu-
tions are made annually after the close of each fiscal year. For the years ended August 31, 2021 and 2020, CFA charged
$990,000 and $650,000 (to include related benefit accruals), respectively, against income under this plan.
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(10) FAIRVALUE MEASUREMENT

CFA generally does not record any of its assets or liabilities at fair value on a recurring basis. Occasionally, some assets
and liabilities are subject to fair value adjustment under certain circumstances on a nonrecurring basis. When fair value
adjustments are required by GAAP, CFA estimates fair value in accordance with FASB ASC 820-10 “Fair Value Mea-
surements.” Fair value measurements involve various valuation techniques and assume that the transactions would occur
between market participants in the most advantageous market. The standard establishes a fair value hierarchy and pri-
oritizes the inputs into valuation techniques used to measure fair value into three broad levels: 1) Level 1 inputs consist
of unadjusted quoted prices in active markets for identical assets and liabilities that CFA has the ability to access at the
measurement date; 2) Level 2 inputs include quoted prices in active markets for similar assets or liabilities and inputs
that are derived principally from or corroborated by observable market data by correlation or other means; and 3) Level
3 inputs are unobservable and are used if there is little, if any, market activity for the asset or liability at the measure-
ment date. Level 3 inputs include internally developed pricing models and discounted cash flow methodologies. By their
nature, Level 3 inputs require significant management judgment.

GAAP requires the maximization of observable inputs when calculating fair value for assets and liabilities. Loans are not
recorded at fair value on a recurring basis. However, nonrecurring fair value adjustments are recorded on certain loans to
reflect impairments that are based on management’s assessment of the collectible cash flows or the respective loan col-
lateral value, which are considered a Level 3 input. At August 31, 2021 and 2020, CFA had impaired loans of $8,564,005
and $13,554,427 that were impaired by an estimated $1,769,824 and $1,534,641, respectively.

(11) SUBSEQUENT EVENTS

Subsequent to August 31, 2021, management executed an amendment to the CoBank credit facility that enables CFA

to borrower an additional $20 million subject to available collateral. The amendment, which increased the facility to
$450,000,000, expires December 31, 2021. No other significant matters were identified by management as of October
22,2021, which is the date the financial statements were available to be issued, for disclosure or adjustment to the finan-
cial statements.
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CFA’S SERVICE AREA
STATES WITH ACTIVE LOANS
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