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For most of agriculture the years leading up to 2009 were positive, which allowed producers the opportunity

Letter TO StOCkhOlderS WR EXLOG OLTXLGLW\ DQG VWUHQJWKHQ WKHLU ¢QDQFLDO SRVLW
producers to take inventory of their businesses and their assets to determine which ones are critical to their
long-term success and manage them well.

2009 was a year of unprecedented economic times for both the general economy and agriculture. The

economic downturn has impacted everyone in agriculture but has hit the dairy, nursery, and forest productsie volatility of 2008 continued throughout 2009 in commaodity prices and input costs. Producers in the

LOQGXVWULHV WKH KDUGHVW 1RUWKZHVW )&6 UHPDLQV ¢(QDQFLDORW NV RRIEWREY FROWWUQ X¥HW W R H KRR XDRWULW DQHE HIZW Q HQ KD Y H

2XU VWURQJ SRVLWLRQ KDV DOORZHG XV WR PDLQWDLQ FD SL Wk pladiwdrsthaVepéridyrhed defeV thdn ldverdge QuertrelpesVéeteRIGEAR Lhywé Rk midrginstgding H V

cover potential loan losses. forward appear to be returning to more normal levels. In the second half of 2009, the ethanol industry

began to turn around, and the dairy and poultry industries are returning to breakeven. The potato industry is
'"HVSLWH GLI(¢FXOW HFRQRPLF FRQGLWLRQV ZDV RQH RI W KpdgiRry W dddV itwibw dri€ed dull 8 B Mrgelb R, TWelddress itdd et lidWursédy ifilistries continue to
demonstrating the true value of our cooperative to our members. Our primary objective is to assure a relipbl@egatively impacted by declines in the housing industry.
DQG FRPSHWLWLYH VRXUFH RI ¢QDQFLQJ 7KLV EHFDPH PXFK PRUH WKDQ D VORJDQ LQ DV ZRUOGZLGH (QDQFLDO
markets collapsed and credit dried up. Through all of this, Northwest FCS continues to provide uninterrupfe@ H RI RXU DVVRFLDWLRQYV JUHDWHVW VWUHQJWKY LV WKH GLY
credit to our customers. LQ WKH ¢YH VWDWH WHUULWRU\ ZH VHUYH (DFK RI WKH WRS VHY

only 5.7 percent to 15.2 percent of the total portfolio, with dairy at 15.2 percent having the highest
Agriculture and Northwest FCS have not escaped the challenging effects of the economic downturn that concentration in the portfolio.
began in 2008. The impact to the association can be seen in the following chart.

2009 2008 2007
Net Income $106.1 million $124.4 million $114.1 million
Permanent Capital Ratio 12.2% 12.7% 14.7%
Loan Volume Owned $8.1 billion $7.9 billion $6.6 billion
Acceptable Credit Quality 92.5% 97.5% 98.7%
Delinquencies 1.5% 0.8% 0.6%

Every year, the board establishes business plan goals for each key area of the association as part of the
SODQQLQJ SURFHVV %HFDXVH RI WKH GLI{(FXOW FRQGLWLRQV
business plan targets. However, we are pleased to report net income of $106.1 million, a permanent capi

ratio of 12.2 percent (well above the regulatory limit of 7 percent) and delinquencies of 1.5 percent. Our I
volume grew 3.0 percent to $8.1 billion, the slowest rate of growth within the last decade. Where some ofj
this slowing was due to our plan to manage growth in order to maintain adequate levels of capital, part w
due to our customers making adjustments given the changing economic conditions.

Our adverse assets to risk funds (capital and allowance for credit losses) increased to 59.6 percent from
SHUFHQW DW \HDU HQG ,Q UHVSRQVH WR WKLV VLIJQL¢FDQ
to the allowance for credit losses methodology to enable the process to be more responsive to the curre
HFRQRPLF FRQGLWLRQV 7KH DVVRFLDWLRQ UHPDLQV LQ D VW
FRQWLQXH ZRUNLQJ ZLWK FXVWRPHUV H[SHULHQFLQJ ¢QDQFLD

2009 ANNUAL REPOR‘I 15



Northwest FCS’ Strategic Priorities Patronage Program Highlights
Agricultural producers continue to express concern about their lenders. Do lenders have adequate capitafdbDibe tenth consecutive year, the board has authorized patronage distributions to eligible stockholders.
WKH\ KDYH WKH UHVRXUFHY DJULFXOWXUH QHHGV ZKHG WP MKKRKWXH LW DY FDWOUMRHDLAH\S R QW R QW UW R VW HQV VIXQ PRBIHI'XDWH HDU
willing to lend? soundness purposes, it is also important to return a portion of our earnings to those we serve. For 2009,

we returned patronage of approximately $26 million. For the majority of our customers, this represents
‘H DUH SOHDVHG WR VD\ WKDW 1RUWKZHVW )&6 UHPDLQV LQ D 3% peRéendottied & érade Gailg RanlbslanéeQNVe Hrelpleased t& ptdvid® phthonage FoRoBristockholders
was $106.1 million, our permanent capital was 12.2 percent, and we returned approximately $26 milioniDbV D EHQH¢ W RI SDUWLFLSDWLQJ LQ D VXFFHVVIXO FRRSHUDWLY'
patronage to eligible stockholders. Our board and management have remained true to our core values astbokholders and the association as we compete in the marketplace.
SURPLVH WR VHUYH UXUDO $PHULFD DV D VWDEOH ¢(QDQFLDO VRXUFH LQ D UDSLGO\ FKDQJLQJ ODQGVFDSH

Five Board Members Retire
For a number of years, the board and management at Northwest FCS have pursued multiple strategiestg RK@ORZLQJ WKH GLUHFWRU HOHFWLRQV ¢(YH ERDUG PHPEHUYV
advantage of opportunities as they occurred and as market conditions changed. During 2009 the focus viagectors. Art Lee of New Plymouth, Idaho, was elected to the board in 1996 and is a past board chair.
on the following strategies: /IXWKHU +RUVOH\ RI 0OLGODQG 2UHJRQ KDV EHHQ RQ WKH ERDUG

Rl 7DQJHQW 2UHJRQ KDV EHHQ RQ WKH ERDUG VLQFH 0ODUO|
ODQDJH DQG FRQWURO JURZWK = QRW WR H[FHHG SHUFH @a¥ appointed to the board as an Outside Director in 2003 and has been chair of the audit committee. In
(YDOXDWH OHYHOV DQG PDQDJHPHQW RI FDSLWDO addition to those retiring at the end of their term, Brad Foster of Holladay, Utah, a board member since
ODLQWDLQ D VRXQG ULVN PDQDJHPHQW SKLORVRSK\ 2006 resigned to pursue a personal opportunity. On behalf of the board, management and stockholders, we
ODLQWDLQ RSHUDWLRQDO DQG ¢(QDQFLDO LQWHJULW\ DW WAWHD @ NJEKBW W/ 8 WR HY VIRRQ DO WAHYWHD QG %UDG IRU WKHLU OHDGHL
(YDOXDWH PDUJLQV DQG SUR¢{WDELOLW\ the Farm Credit System.
/HYHUDJH WHFKQRORJ\ DQG FRQWLQXDOO\ LPSURYH RQJRLQJ SURFHVVHV
ODLQWDLQ H[FHSWLRQDO OHDGHUVKLS DQG ERDUG JRYHUCDRank Partnership
Our growing partnership with CoBank is a continued component of Northwest FCS’ market presence and

In addition, the board in 2009 revised its committee structure to provide more proactive governance to thee UVW FODVV (¢QDQFLDO VHUYLFHV 7KH FRPELQDWLRQ RI 1RUWKZ]I
association. The committees are: Audit, Compensation, Governance, Risk, Strategic Opportunities, and ReputdidhD QG DORQJ ZLWK &R%DQNYJVY QDWLRQDO SUHVHQFH DQG ¢QDQF

better serve our customers. An example is the enhanced cash management programs now available for our

H H+ +H+ +H+ H+ H

Looking Ahead customers to better manage their funds and investments.
While thinking long term, the board and management are very focused on the next 12 to 24 months because
of the elevated credit risk within the portfolio and will review and implement strategies to: In conclusion, 2009 was a challenging year highlighted by volatility, uncertainty, and stress within
DJULFXOWXUH DOVR ZDV DQ RSSRUWXQLW\ IRU RXU DVVRFLDV
i (VWDEOLVK ORQJ WHUP FDSLWDO OHYHO WDUJHWYV IRU W Ka$ vizNas RémobsthateRe@dershiptaidl dahintitmeqt Fold s rdis®y (priovidingl depérdable sbukde & H [ L
could exist in the portfolio FRPSHWLWLYH (QDQFLQJ $V ZH FRQWLQXH WR IDFH FKDOOHQJLQ
HIHFXWH RXU VWUDWHJILF SULRULWLHY DQG FRQWLQXH YWHR HQKDC

¥ Focus on association earnings
t ,PSURYH SRUWIROLR PDQDJHPHQW WRROV LQFOXGLQJ H Q Ksekyaudoryeynpysinessw Hv wL Q J

¥ Continue to build the next generation of employees through training and mentoring to effectively work

with customers in times of stress B P ‘Z

¥ Capitalize on opportunities to identify and evaluate future business opportunities

ORQLWRU DQG XQGHUVWDQG WKH LPSDFW RI MWJHN@DWHRBWLR@WOXGLQJ WKH JHQHUDOB“']ICI; esI§nP\

President and CEO Chair of the Board
¥ Continued development of board governance and leadership ODUFK ODUFK

and key alliance partners
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/ 035 )8 & 45 3. $ 3 & % * 5 4 & 3 7 * $ & 4 " $ ‘Independent auditors and the internal auditors have full and free access to the Audit Commit

tee, with or without the presence of management, to discuss the adequacy of the internalcon

REPORT OF MANAGEMENT trol structure for nancial reporting and any other matters that they believe should be brought

to the attention of the committee.

The nancial statements of Northwest Farm Credit Services, ACA (Northwest FCS) are prepared

by management, who is responsible for their integrity and objectivity, including amounts that The undersigned certify that the 2009 Annual Report to Stockholders has been prepared in

must be necessarily based on judgments and estimates. The nancial statements have been accordance with all applicable statutory or regulatory requirements and that the information

prepared in conformity with accounting principles generally accepted in the United States of contained herein is true, accurate, and complete to the best of our knowledge.
America. The nancial statements, in the opinion of management, fairly present the nancial

condition of Northwest FCS. Other nancial information included in the 2009 Annual Report to

Stockholders is consistent with that in the nancial statements. %d‘a- B P l.w Q ,4 % %@,x/

Jay B. Penick Tom Nakano Bruce Nelson
To meet their responsibility for reliable nancial information, management depends on North ~ President and CEO Executive VP-CFO and CIO Chair of the Board
March 3,2010 March 3,2010 March 3,2010

west FCS’ accounting and internal control systems, which have been designed to provide rea
sonable, but not absolute, assurances that assets are safeguarded and transactions are properly
authorized and recorded. The systems have been designed to recognize that the cost must be
related to the bene ts derived. To monitor compliance, the internal audit staff performs audits

of the accounting records, reviews accounting systems and internal controls, and recommends
improvements as appropriate. The nancial statements are audited by PricewaterhouseCoo
pers LLP, independent auditors, who, as part of the audit process, also conduct an audit of
internal controls to obtain a suf cient understanding of the internal control structure in order

to establish a basis for reliance thereon in determining the nature, extent, and timing of proce
dures applied to the audit of the nancial statements. Northwest FCS is also examined by the

Farm Credit Administration.

The Chief Executive Of cer, as delegated by the Northwest FCS Board of Directors, has overall
responsibility for Northwest FCS’ system of internal controls and nancial reporting. The Board
has delegated signi cant responsibility to the Audit Committee, which is comprised entirely

of directors who are independent of Northwest FCS’ management. The Audit Committee is
responsible for recommending to the Board the selection of independent auditors. It meets
periodically with management, the independent auditors, and the internal auditors to ensure
that they are carrying out their responsibilities. The Audit Committee is also responsible for
performing an oversight role by reviewing and monitoring the nancial, accounting, and audit

ing procedures of Northwest FCS in addition to reviewing Northwest FCS’ nancial reports. The
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MANAGEMENT'S ANNUAL REPORT
ON INTERNAL CONTROL OVER
FINANCIAL REPORTING

Management of Northwest Farm Credit Services, ACA and its wholly-owned subsidiaries
(Northwest FCS) is responsible for establishing and maintaining adequate internal control
over nancial reporting for Northwest FCS’ consolidated nancial statements. For purposes
of this report, “internal control over nancial reporting”is de ned as a process designed by or
under the supervision of Northwest FCS’ principal executives and principal nancial of cers,
or persons performing similar functions, and effected by its board of directors, management
and other personnel, to provide reasonable assurance regarding the reliability of nancial
reporting information and the preparation of the consolidated nancial statements for

external purposes in accordance with accounting principles generally accepted in the

United States of America and includes those policies and procedures that: (1) pertain to the

maintenance of records that in reasonable detail accurately and fairly re ect the transactions

and dispositions of the assets of Northwest FCS, (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of nancial information in

accordance with accounting principles generally accepted in the United States of America,

and that receipts and expenditures are being made only in accordance with authorizations of

‘Additionally, based on this assessment, Northwest FCS determined that there were no material
weaknesses in the internal control over nancial reporting as of December 31, 2009.

Northwest FCS’ independent auditors, PricewaterhouseCoopers LLP, who audit Northwest FCS’
consolidated nancial statements, has issued a report on the effectiveness of internal control

over nancial reporting. See Report of Independent Auditors.

Yoy BOnek 12\ B Ul

Jay B. Penick Tom Nakano Bruce Nelson
President and CEO Executive VP-CFO and CIO Chair of the Board
March 3,2010 March 3,2010 March 3,2010

management and directors of Northwest FCS, and (3) provide reasonable assurance regarding

prevention or timely detection of unauthorized acquisition, use or disposition of Northwest

FCS’ assets that could have a material effect on its consolidated nancial statements.

Northwest FCS’ management has completed an assessment of the effectiveness of internal
control over nancial reporting as of December 31, 2009. In making the assessment,
management used the framework in Internal Control—Integrated Framework, promulgated
by the Committee of Sponsoring Organizations of the Treadway Commission, commonly

referred to as the “COSO" criteria.

Based on the assessment performed, Northwest FCS concluded that as of December 31, 2009,

the internal control over nancial reporting was effective based upon the COSO criteria.
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/ 035 )8 & 45 3. $ 3 & % * 5 4 & 37 * $ & 4 " $ 'Based on the foregoing review and discussions, and relying thereon, the Audit Committee

recommended that the Board of Directors include the audited nancial statements in the annual

REPORT OF AUDIT COMMITTEE report as of and for the year ended December 31, 2009.

The Audit Committee is composed of six members of the Northwest FCS Board of Directors. In
2009, the Audit Committee met three times in person and participated in several conference W
calls. The Audit Committee oversees the scope of Northwest FCS’ internal audit program,
) ) ) Marlis Petersen Spawn
the independence of the outside auditors, the adequacy of Northwest FCS’ system of ) . )
Chair of the Audit Committee

internal controls and procedures, and the adequacy of management’s action with respect to
March 3,2010

recommendations arising from those auditing activities. In addition, the Audit Committee

approved the appointment of PricewaterhouseCoopers, LLP (PwC) as our independent auditors

for 2009. The Audit Committee’s responsibilities are described more fully in the Internal Controls e\ Eggers

Policy and the Audit Committee Operating Statement. Dave Hedlin
Kevin Riel

Management is responsible for internal controls and the preparation of the nancial statements Don Wirth

in accordance with accounting principles generally accepted in the United States of America. Bruce Nelson

PwC is responsible for performing an independent audit of the nancial statements in

accordance with generally accepted auditing standards in the United States of America and to

issue their report based on the audit. The Audit Committee’s responsibilities include monitoring

and overseeing these processes.

In this context, the Audit Committee reviewed and discussed the audited nancial statements
for the year ended December 31, 2009, with management. The Audit Committee also reviewed
with PwC the matters required to be discussed by Statement on Auditing Standards No. 114,
as amended (Communication with Audit Committees), and both PwC and the internal auditors

directly provided reports on signi cant matters to the Audit Committee.

The Audit Committee received the written disclosures and the letter from PwC in accordance
with Independence Standards Board Standard No. 1 (Independence Discussion with Audit
Committees), and discussed with PwC its independence. The Audit Committee requires

prior approval of all non-audit services provided by PwC. In 2009, PwC was engaged for tax
compliance work. The Audit Committee has discussed with management and PwC such other

matters and received such assurances from them as the Audit Committee deemed appropriate.
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