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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
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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.

2009 ANNUAL REPOR‘[ 19



/ 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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NORTHWEST FARM CREDIT SERVICES,
Five-Year Summary of Selected Financial Data

(dollfars in thousands)

ACA

December 31, 2009 2008 2007 2006 2005
BALANCE SHEET DATA
Cash $ 87,172 $ 60,966 $ 79,319 $ 62,368 $ 3,448
Loans 8,122,932 7,884,852 6,571,850 5,780,710 5,112,483
Less: allowance for loan losses 96,000 48,000 33,000 29,000 44,067
Net Loans 8,026,932 7,836,852 6,538,850 5,751,710 5,068,416
Investment in CoBank, ACB 304,254 274,631 243,521 241,492 239,992
Other property owned, net 524 1,328 11 1,681 -
Deferred tax asset, net of valuation allowance 6,651 2,675 987 873 -
Other assets 153,911 149,748 158,293 151,992 149,150
Total assets $ 8,579,444 $ 8,326,200 $ 7,020,981 $ 6,210,116 $ 5,461,006
Obligations with maturities of one year or less $ 2,471,731 $ 2,631,691 $ 2,171,946 $ 1,549,346 $ 4,568,288
Obligations with maturities greater than one year 4,888,643 4,561,050 3,784,014 3,673,300 -
Total liabilities 7,360,374 7,192,741 5,955,960 5,222,646 4,568,288
Capital stock and participation certificates 12,762 12,410 11,833 11,424 11,256
Accumulated other comprehensive loss (29,097) (34,302) (8,595) (160) (11,906)
Unallocated retained earnings 1,235,405 1,155,351 1,061,783 976,206 893,368
Total members' equity 1,219,070 1,133,459 1,065,021 987,470 892,718
Total liabilities and members' equity $ 8,579,444 $ 8,326,200 $ 7,020,981 $ 6,210,116 $ 5,461,006
STATEMENT OF INCOME DATA
Net interest income $ 230,835 $ 192,001 $ 166,230 $ 154,872 $ 137,076
Provision for/(Reversal for) credit losses 79,381 19,239 5,090 (879) 6,848
Noninterest income 68,796 59,175 52,577 48,874 45,021
Noninterest expenses 116,517 101,565 96,862 95,744 79,995
Income tax(benefit)/provision (2,352) 5,998 2,728 (548) 3,797
Net income $ 106,085 $ 124,374 $ 114,127 $ 109,429 $ 91,457
KEY FINANCIAL RATIOS
FOR THE YEAR
Return on average assets 1.3% 1.6% 1.8% 1.9% 1.8%
Return on average members' equity 9.0% 11.2% 11.1% 11.7% 10.4%
Net interest income as a percentage of average
earning assets 2.9% 2.7% 2.7% 2.9% 2.9%
Net charge-offs as a percentage of average loans 0.4% 0.1% 0.0% 0.2% 0.1%
AT YEAR END
Members' equity as a percentage of total assets 14.2% 13.6% 15.2% 15.9% 16.3%
Debt as a ratio to members' equity 6.0:1 6.3:1 5.6:1 5.3:1 5.1:1
Allowance for loan losses as a
percentage of loans and interest 1.2% 0.6% 0.5% 0.5% 0.9%
Permanent capital ratio 12.2% 12.7% 14.7% 14.6% 16.7%
Core capital ratio 12.1% 12.3% 13.7% 13.3% 14.9%
Total surplus ratio 12.1% 12.5% 14.5% 14.4% 16.5%
OTHER
Loans serviced for other entities $ 1,617,814 $ 1,552,890 $ 1,319,726 $ 1,126,362 $ 801,514
Patronage dividends paid to members $ 26,031 $ 31,125 $ 28,550 $ 26,591 $ 29,842
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MANAGEM ENT’S DlSCUSSlON AND The year ended December 31, 2009, was a challenging year given the impacts of the downturn

in the global economy and the stress in a number of markets served by Northwest FCS. As a

ANALYSIS OF FINANCIAL CONDITION result of recent declines in commodity prices and adverse economic conditions in agriculture,

our credit quality measures were negatively impacted. Throughout this crisis, however, we have
AND RESULTS OF OPERATIONS remained nancially sound allowing us to provide uninterrupted credit and nancially related

services to our customers.
The following commentary is a review of the financial condition and results of operations
of Northwest Farm Credit Services, an Agricultural Credit Association, and its wholly-owned Net income for the year ended December 31, 2009, totaled $106,085 compared to net income of
subsidiaries (Northwest FCS). The commentary should be read in conjunction with the ac ~ $124,374 for 2008.
companying financial statements and notes. Stockholder investments in Northwest FCS are
materially affected by the financial condition and results of operations of CoBank, ACB (Bank)Vhile earnings were down from recent years, and there remains stress in the portfolio, our
To obtain a free copy of the CoBank Annual Report to Stockholders, please contact us at capital position remained strong and at a level suf cient to allow for patronage distributions to
Northwest Farm Credit Services, ACA, P.O. Box 2515, Spokane, Washington 99220-2515, callfligible stockholders for the tenth consecutive year. In 2009 the Patronage Program returned

us at (509) 340-5300, or by accessing CoBank’s website at www.cobank.com. Dollar amount$26,031 and represented a return of approximately 35 basis points for the majority of our eligible
are in thousands unless otherwise stated. customers based on their average loan balances for 2009.

The financial statements were prepared under the oversight of the Audit Committee. Outlook
The following re ects the economic conditions for various key commodities and products:

Forward Looking Statements

Certain of the statements contained in this report that are not historical facts are forward-looking DAIRY: During the fourth quarter of 2009, dairy cow prices neared more historic levels reflecting

statements within the meaning of the Private Securities Litigation Reform Act. Our actual results improving industry conditions. In 2010, the U 5. dairy herd is projected to average 8.97 million

may differ materially from those included in the forward-looking statements that relate to plans, cows. A projected 2.5 percent decline for 2010 follows a 1.3 percent decline in 2009. This

S . . ) . . . ) tinued traction in the U.S.dairy herd lend ttoi i ilk kets. Milk
projections, expectations, and intentions. Forward-looking statements are typically identi ed by continued contraction in the airy herdlends support to improving mifikk markets. Vi

e e e o +e . production per cow, though, is forecast to increase to 20,950 pounds per cow, a 1.8 percent
words such as “believe,”“expect,”“anticipate,”“intend,” “estimate,”“plan,”“project,”“may,” “will,

. ) ) . ) year-over-year increase and marginally ahead of the 5-year trend increase. Dairy producers

“should,”“would,”“could” or similar expressions. Although we believe that the information . . o . .
. o ) ) are expected to increase milk volumes via improved per cow milk production rather than herd

expressed or implied in such forward-looking statements is reasonable, no assurance can be X X . .

expansion. Total 2010 U.S. milk production is forecast at 186.8 billion pounds, 0.7 percent less than

iven that such projections and expectations will be realized or the extent to which a particular
g pro] P P 2009 production. Prices for 2010 are projected to be at or near breakeven for many producers. It

plan, projection, or expectation may be realized. These forward-looking statements are based on is important to recognize that 2009 was very stressful for everyone involved in this industry and

current knowledge and are subject to various risks and uncertainties, including, but not limited unless milk prices continue to stabilize around $14.00/cwt the stress will persist in 2010,
to: uctuations in the agricultural, energy, international and leasing industry sectors; United
States and global economic conditions; sovereign or regulatory actions; the level of interest rateSe AT TLE: The recession has hurt the livestock industry and resulted in smaller herds

changes in assumptions underlying the valuations of nancial instruments; changes in estimates throughout the U.S. Northwest cattle herds, though, have remained constant or increased in

underlying the allowance for credit losses; economic conditions and credit performance of the iz, Domestically, beef demand in 2010 is expected to remain sluggish. In the near-term, gains in
loan portfolio, growth and seasonal factors; the effect of banking and nancial services reforms; demand are most likely to occur in exports of U.S. beef. Current fed cattle prices of $0.80 to $0.85
possible amendments to, and interpretations of, risk-based capital guidelines and reporting per pound are expected to extend through the first quarter of 2010.

instructions; the ability of states to adopt more extensive consumer privacy protections

through legislation or regulation; the resolution of legal proceedings and related matters; and FOREST PRODUCTS: Lumber and panel prices improved in the second half of 2009, driven by
nonperformance by counterparties to derivative positions. thin inventories and mill curtailments. Lumber prices, while higher, remain at or near breakeven
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levels for most producers. Costs for mills have trended downward from a log and energy
perspective, providing support to producers’ margins. Tree farm operations will continue to feel
stress until log prices improve. Log prices have seen limited increase in response to the depletion
of log inventories, but sustainable log price improvements must be supported by increased
demand for fiber by milling operations. The outlook for forestland values in 2010 will be
influenced by the sustainability of log price improvements, expectations of near-term recovery in
residential construction to support long-term housing starts near 1.5 million, continued patience
of existing investors,and demand by new investors for the forestland asset class. This segment of
the portfolio is well-collateralized.

WHEAT: Northwest harvests were followed with planting conditions drier than normal in most
areas. Winter wheat emergence in many areas was delayed until mid-October rains. Winter
wheat stands entered winter smaller than normal, but with adequate to above average moisture,
producers are cautiously optimistic for no to limited winter weather damage. Wheat sales are
ahead of last year’s pace. Many producers believe current prices are strong relative to supply
and demand fundamentals. Looking to 2010, producers’ forecasted budgets include tighter
margins. Increasingly, producers are matching significant input ‘pre-buys’ with forward contracts
and proactive grain marketing as a best practice in profit margin management. Real estate sales
activity and prices in dryland grain areas are slow to steady. Overall,land prices have remained
stable, with a small premium reported in some areas for the best ground.

POTATOES: The 2009 potato crop in Idaho indicates excellent yields and quality. Year-over-
year potato production in this area was up 13 percent, boosted by higher potato acres and
record yields. Conversely, potato acres and quality were down in Washington, and share a
common struggle with Idaho in declining prices. Reflecting the affects of an early season frost,
variability in Washington potato quality is significant, with variation by locale, farmer, and field.
Downward pressure in potato markets has the industry’s attention. Faced with abundant potato
supplies, processors are exercising increased scrutiny in their evaluation of potato quality. Many
customers had contracts in 2009 and 2010 contracts have not been established at this time.

APPLES: Recent estimates indicate that the 2009/2010 fresh apple crop will be below the third
quarter forecast. Besides harvesting fewer bins than expected this fall, which may be due to
more aggressive field culling, some in the industry believe that quality issues will continue to
shrink the volume of the crop as packing progresses. Assisted by retail prices geared to move
product, warehouses made timely adjustments to the shipping pace to get potential problem
fruit out of storage early. With increased movement of apples early in the season, most of the
damaged fruit is out of the pipeline. Accordingly, some packers are slowing movement, expect-
ing that prices will rebound early in 2010 as higher quality fruit is pulled from storage. Even

at a more sedate pace of movement, the industry is in good position to work though all of the
fruit by the end of the 2009/2010 season. Overall, fruit size is larger than the 2008/2009 crop

and should contribute to higher prices. Challenges for the Northwest this season include lower
packouts, a larger national apple crop, and continued uncertainty around the viability of key

export markets, including Taiwan and Mexico.

NURSERY: The outlook for 2010 will likely mirror the sluggish sales environment experienced
by most producers in 2009. The nursery industry may be in the final phase of what has been
the worst economic downturn in many years. Consumer confidence must improve in order

to stimulate spending and spur plant sales. It is expected to gain momentum in the third and

fourth quarters of 2010.

HAY: The slide in Pacific Northwest hay prices bottomed in August, following an uptick in milk
prices. Interest in hay, particularly by dairies in Central California and Washington, continues

to increase. With larger milk checks, more dairies are coming into the hay market, and pent

up demand should continue to accelerate hay movement and bolster prices. The weakened
financial position of dairies means that most are still buying hay on an as-needed basis. Increased
demand notwithstanding, a significant amount of hay stocks were still in Northwest growers’
hands at the end of December. Dairies are very light on winter hay inventories, and rebuilding of
stocks is likely to be a slow process. Hay growers are reluctant to extend credit to dairies, even to

long-time customers, but continue to make deals for extended movement.

ETHANOL: The ethanol industry, which represents less than 1 percent of our portfolio, has
enjoyed a strong production environment in late 2009. Ethanol margins are as strong as they have
been in well over two years, and most plants will see strong net incomes in the fourth quarter of
2009. The economics of voluntary blending have helped ethanol producers, and spot prices have

generally been strong.

United States ethanol output capacity stood at almost 12.5 billion gallons a year at the start of 2009,
according to the Energy Information Administration. But, with capacity outstripping demand, only
about 10.6 billion gallons of capacity was in operation at the start of the year. This position has
reversed during 2009 and with current ethanol margins, supply would outpace present demand

with the 10 percent blend wall currently imposed.

COUNTRY HOME LOANS: We continue to offer consumer purpose mortgages to rural
home owners, lifestyle farmers, and full time farmers. Portfolio characteristics such as loan
to value, credit bureau score, and debt ratios are stronger than industry averages. The
performance of this portfolio has been strong relative to the industry, and we continued to
have low delinquency rates throughout 2009. Falling real property values in our key market
areas combined with continued high unemployment may pressure delinquency and default

rates during 2010.
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Much like the residential market, rural real estate values increased at a rapid pace over the As of December 31, 2009, nonaccrual loans that were current as to principal and interest

last decade with our 2009 sales data indicating an 8.9 percent average annual increase for the installments totaled $198,161 representing 73.2 percent of the nonaccrual loan portfolio compared
10-year period (2000-2009) for all classes of land. Since the nancial crisis in late 2008, buyers to $64,112 representing 78.7 percent of the nonaccrual loan portfolio at December 31, 2008, and
have become more cautious, leading to a drop in the number of sales occurring as both buyers $18,920 representing 82.0 percent of the nonaccrual loan portfolio at December 31, 2007.

and sellers are waiting to see what happens to land values. Even with the limited number of )
Allowance for Credit Losses

The allowance for credit losses is comprised of the allowance for loan losses and the reserve

sales that have occurred, there is evidence that recreational and rural home properties have

decreased in value in many areas of the Northwest, while productive agriculture land continued ) ) ) ) )
for unfunded lending commitments. The allowance for credit losses is our best estimate of

the amount of probable losses inherent in our loan portfolio at the balance sheet date. The

to report stable land values.

. allowance for credit losses is determined based on a periodic evaluation of the loan portfolio
Loan Portfolio . . . . . .

and unfunded lending commitments, which generally considers types of loans, credit quality,
Our volume continued to grow during 2009, however at a much slower pace. Gross loans and specific industry conditions, general economic and political conditions, and changes in the

accrued interest for the past three years are presented in the following table: character, composition, and performance of the portfolio, among other factors.

For the Year Ended 2009 2008 2007 - . . . . L
i . We utilize historical charge-off rates for various pools as a factor in determining the allow
Performing loans and interest $ 7,895,232 $ 7,870,353 S 6,617,431 ) ) )
ance for loan loss. Effective the third quarter of 2009, we completed a review of our allow
ance for credit loss methodology. This review was undertaken to determine if the existing
Restructured loans 31,759 13,431 17,115 . . . . i
o methodology was responsive enough given the rapid market changes seen in specific
Other high-risk loans 5,095 3,937 2,801 ) ) )
agriculture sectors. Based on this study, we refined the methodology to better reflect current
Nonaccrual loans 270,641 81,461 23,075 B ] ) ] ] ) ]
. X . market conditions and risks inherent in the portfolio. The refinement in the allowance meth
Total high-risk loans and interest 307,495 98,829 42,991 ) - ) ) ) )
odology will not have a significant impact on the level of our risk bearing capacity, generally
X referred to as “risk funds” (as defined by FCA regulation).
Gross loans and interest $ 8,202,727 $ 7,969,182 $ 6,660,422
o . In accordance with generally accepted accounting principles, we have maintained a-con
High-risk loans to gross loans and interest 3.7% 1.2% 0.6% . . ] .
. tingency loss on unfunded commitments. The contingency loss reflects our best estimate
Nonaccrual loans to gross loans and interest 3.3% 1.0% 0.3%

of losses inherent in lending commitments made to customers but not yet disbursed upon.
Factors such as the likelihood of disbursements and the likelihood of losses given disburse
ment were utilized in determining this contingency. This reserve is reported as a liability on
the balance sheet and totaled $7,000 at December 31, 2009, 2008, and 2007.

The following table re ects activity within the nonaccrual loan portfolio:

For the Year Ended 2009 2008 2007

Beginning balance 5 LAl 5 23,075 $ 38,190 The allowance for loan losses (AFLL) doubled from $48,000 at December 31, 2008, to $96,000
Transfer from accrual status 273814 76,155 2,981 at December 31, 2009. The allowance for loan losses increased $15,000 from $33,000 at De
LT S E U] SE (EUL) @771) (1291 cember 31,2007, to $48,000 at December 31, 2008.

Recoveries 5474 1,654 1,608

Charge-offs (36,855) (5893) (1,698) Specific loan loss reserves at December 31, 2009, 2008, and 2007 totaled $52,270, $8,684, and
Transfers to other property owned (825) (1,129) (51) $3,662, respectively. The increase in the specific loan loss reserve is primarily due to increased
Repayments, net (21,600) (9630) (36,664) stress in specific accounts within the dairy and ethanol industries.

Ending balance S 270,641 S 81,461 S 23,075

Coverage of the AFLL, as a percentage of certain key loan categories, is presented in the next table:
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December 31, 2009 2008 2007 Net income for 2008 was higher than net income in 2007. As illustrated in the previous table, there

AFLL as a precentage of were signi cant changes in the components of net income. Net interestincome was higher than
Gross loans 1.2% 0.6% 0.5% the previous year due to a signi cant increase in loan volume and an increase of .11 percentin
Nonaccrual loans 35.5% 58.9% 143.0% the interest rate spread. Also contributing to the net interest income was a higher level of earning
High-risk loans 31.2% 48.6% 76.8% assets funded by capital although the rate of return on that capital was lower than the rate of

return earned in the previous year. Other factors positively impacting net income when compared

Results of Operations to the previous year were increases in patronage dividends received of $1,521, nancially related

Our net income for the year ended December 31,2009, was $106,085, compared to $124,374 forS
and employee bene ts of $948. Financially related services were higher primarily due to increased

ervices of $2,851, miscellaneous income of $1,773, and reductions of purchased services of $1,936

2008 and $114,127 for 2007. The following table provides detail of changes in the components
) insurance services income. Miscellaneous income was higher primarily due to increased mineral
of our net income.
royalty income. Factors negatively impacting net income when compared to the previous year

December 31, 2009 Versus 2008 2008 Versus 2007 were the provision for credit losses and higher operating expenses. In 2008, there was a provision
Increase in net interest income $ 38,834 $ 25,771 for credit losses of $19,239 whereas in 2007 there was a provision for credit losses of $5,090,
(Increase) in provision for loan losses (60,142) (14,149) resulting in a decrease in income of $14,149. Operating expenses included increases in salaries
Increase in noninterest income 9,621 6,598 of $5,028, Farm Credit System Insurance Corporation premiums of $1,385, credit enhancement
(Increase) in operating expenses (14,992) (5,345) premiums of $1,122, and cost of space of $995. Salaries were higher than in the previous year due
Decrease in other noninterest expenses 40 642 to normal annual salary increases and incentive payments related to the signi cant increase in loan
Decrease (Increase) in provision for income taxes 8,350 (3,270) volume. The Farm Credit System Insurance Corporation premiums were also higher due to the
signi cant increase in loan volume.
Total (decrease) increase in netincome S (18,289) S 10,247

Information regarding the average daily balances and average rates earned and paid on our

Net income for 2009 was lower than net income in 2008. As illustrated in the previous table, there portfolio during 2009, 2008, and 2007 are presented in the following table:

were signi cant changes in the components of net income. The decline primarily resulted from
For the Year Ended 2009 2008 2007

increases in the provision for loan losses of $60,142. These increases were primarily due to credit . .
P $ P y Net interest income § 230835 $ 192,001 $ 166230

deterioration in agricultural sectors that continue to be impacted by volatility in commodity prices
including dairy, poultry, swine, cattle and ethanol. Another signi cant factor negatively impacting Average balances
net income when compared to the previous year was higher operating expenses of $14,992.

Average interest earning assets $ 7,886,822 $ 7208723 $ 6,056,290
This increase was attributable to higher employee bene ts of $11,083 and statutory insurance Average interest bearing liabilities $ 7101440 $ 6402755 $ 5345401
fund premiums assessed by the Farm Credit System Insurance Corporation of $3,083. Employee
bene t costs increased primarily due to increases in de ned bene t pension expenses resulting Average yields and rates
from a decrease in the expected return on pension plan assets and to increased amortization Interest earning asset yield 5239 6.08% 7.42%
of past actuarial plan losses. Our net interest income was higher than the previous year due to Rate paid on interest bearing liabilities 2.56% 3.84% 5.29%
an increase of .43 percent in spread in response to evolving credit risk and market conditions. Interest rate spread 2.67% 2.24% 2.13%
Also contributing to the net interest income was an increase in average earning assets when Net interest margin (interest income as a
compared to 2008. Noninterest income increased $9,621 due to increased premiums driven by percentage of average earning assets) 2.93% 2.66% 2.74%

higher commodity prices and overall growth in our insurance related services of $5,924, patronage
dividends of $3,219, and loans fees of $2,498. Income tax expense was $8,350 lower than in the In uences on net interest income from changes in effective rates on, and volume of, interest-earning
previous year due primarily due to the losses incurred in our short term lending portfolio. assets and interest-bearing liabilities between the years ended December 31, 2009, and 2008 and
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between the years ended December 31,2008, and 2007 are presented in the following table:

Change Between December 31,2009 and 2008
Total interest income
Total interest expense

Net interest income

Change Between December 31,2008 and 2007
Total interest income
Total interest expense

Net interest income

Change inc/Exp

3 (25,399)
64,233
$ 38,834

Change inc/Exp

$ (11,097)
36,868
$ 25,771

Change in Rate

$ (66,609)
91,088
$ 24,479

Change in Rate

$ (96,573)
92,841
$ (3,732)

Change in Volume

3 41,210
(26,855)
$ 14,355

Change in Volume

$ 85,476
(55,973)
$ 29,503

and exposures will not adversely impact our earnings and capital. Our overall objective is to
develop appropriately priced and structured loan products for our customers’bene t and fund
these products with a blend of retained earnings and debt obligations

The interest rate gap analysis shown in the following table presents a comparison of interest-
earning assets and interest-bearing liabilities in de ned time segments at December 31, 2009.
The interest rate gap analysis is a static indicator for how we are positioned by comparing the
volume of our assets and liabilities that reprice at various time periods in the future. The value of
this analysis can be limited given other factors such as the differences between interest rate indi
ces on loans and the underlying funding, the relative changes in the levels of interest rates over
time, and nancial features included in loans and the respective funding that can impact future

earnings and market value.

Liquidity and Funding Sources

The primary source of our liquidity and funding is a direct loan from CoBank which is reported as
“Notes payable” on the Consolidated Balance Sheet. As described in Note 7 to the Consolidated
Financial Statements, “Note Payable to CoBank, ACB,” this direct loan is governed by a general
nancing agreement and is collateralized by a pledge of substantially all of our assets and is also Floating rate loans
subject to regulatory borrowing limits. The general nancing agreement includes nancial and
credit metrics that if not maintained can result in increases to our funding costs. The general
nancing agreement also requires us to comply with Farm Credit Administration regulations
regarding liquidity. To meet this requirement, we are allocated a share of CoBank’s total liquid asset: Nonaccrual loans
We are currently in compliance with the general nancing agreement and do not foresee signi cant
issues with obtaining funding or maintaining liquidity.

We have a secondary source of liquidity and funding through a line of credit with Bank of America. Total interest earning assets
A portion of the line of credit is used to support letters of credit issued on Industrial Revenue Bonds.
This portion of the line of credit is for $55,000 with $31,625 committed at December 31, 2009. The
remaining portion of the line of credit is for $70,000 and is intended to provide liquidity for disaster
recovery or other emergency situations. At December 31, 2009, no balances were outstanding on
this portion of the line of credit.

Asset/Liability Management

In the normal course of lending activities, we are subject to interest rate risk. Our asset/liability
management objective is monitored and managed within interest rate risk limits designed to
target reasonable stability to net interest income over an intermediate planning horizon and to
preserve a relatively stable market value of equity over the long-term. Mismatches and exposure
in interest rate repricing and indices of assets and liabilities can arise from product structures,

December 31,2009 0to6  7Monthsto 1.6 Years to Over5.5
Months 1.5Years 5.5Years Years Total
Interest Earnings Assets
$ 35184838 S 7884 § 2381 § - § 3528753
Adjustable rate loans 351,860 321,320 245,231 - 918,411
Fixed rate loans, prepayable 130,970 194,264 437,618 358,739 1,121,591
Fixed rate loans 181,597 324,398 999,152 977,824 2,482,971
218,464 34,785 17,392 - 270,641
Advanced conditional payments (165,486) - - - (165,486)
Other asset adjustments (33,949) - - - (33,949)
$ 4,201,944 $882651 $1,701,774 $ 1,336,563 $ 8,122,932
Interest Bearing Liabilities
Floating rate debt $ 3885395 $ 175000 $ - S - $ 4,060,395
Floating rate debt, capped 11,700 32,000 - - 43,700
Fixed rate debt, callable 115,000 104,000 161,000 69,000 449,000
Fixed rate debt 291,200 429,700 924,743 1,008,400 2,654,043
Excess advanced conditional payments 43,464 - - - 43,464
Other liability adjustments (6,565) - - - (6,565)
Total interest bearing liabilities $ 4,340,194 $ 740,700 $ 1,085,743 $ 1,077,400 $ 7,244,037
Interest rate sensitivity gap $ (138250) $141951 $ 616,031 $ 259,163 $ 878,895

customer activity, capital re-investment, and liability management. While we actively manage in
terest rate risk within the policy limits approved by the Board of Directors through the strategies

established by the Asset/Liability Committee (ALCO), there is no assurance that these mismatche&siven some of the inherent weaknesses with interest rate gap analysis, simulation models are
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used to develop additional interest rate sensitivity measures and estimates. The assumptions Members’ Equity

used to produce anticipated results are periodically reviewed and the models are tested to help We have a capitalization objective to build and retain adequate capital for our continued

ensure reasonable performance. Various simulations are produced for net interest income and nancial viability and to provide for growth necessary to meet the needs of our customers on

the market value of equity. These simulations help us assess interest rate risk and make-adjust competitive terms. In assessing the amount of capital needed, we take into account credit risk,

ments as needed to the products we offer and the related funding strategies. funding and interest rate risks, contingent and off-balance sheet liabilities and other cendi
tions warranting additional capital. As part of our capitalization plan we evaluate the nancial

Our interest rate risk management Board policy establishes limits for changes in net interest inbene ts and costs of using credit default swap and other transactions. These transactions

come and market value sensitivities. These limits are measured and reviewed by ALCO monthBrotect us against credit losses and enhance our capital ratios. These transactions amortize

and reported to the Board of Directors at least quarterly. The Board policy limits for net intereslown so their nancial bene ts diminish over time.

income and the market value of equity are a negative 15 percent change given a parallel and

instantaneous shock of interest rates up and down of 2 percent. If the three-month Treasury 1otal members’ equity increased $85,611 (7.6 percent) from December 31, 2008, to December

bill interest rate is less than 4 percent, then the down shock is equal to one-half of the three- 31, 2009. The increase in our capital was primarily due to earnings of $106,085. A decrease in

month Treasury rate. The general nancing agreement with CoBank also uses these simulatior®ccUmulated other comprehensive loss of $5,205 and patronage dividends in the amount of

results to assess our interest rate risk position and whether corrective action is necessary. $26,031 partially offset the increase in capital.

The following ratios and percentages illustrate the trend of our capital base over the last three years:
December 31,2009

-2% -1% 1% 2% December31, 2009 2008 2007
Change in net interest income N/A N/A -1.44% -2.21% Debt to members’ equity 6.0:1 6.3:1 56:1
Change in market value of equity N/A N/A -1.89% -4.35% Members'equity as a percent of gross loans 15.0% 14.4% 16.2%
Members'equity as a percent of total assets 14.2% 13.6% 15.2%
December 31,2008
-2% -1% 1% 2% Our permanent capital ratio, as determined by Farm Credit Administration regulations, was 12.2
Change in net interest income N/A N/A -0.76% -1.75% percent at December 31, 2009, compared to 12.7 percent at the end of 2008 and 14.7 percent
Change in market value of equity N/A N/A -1.45% -3.62% at the end of 2007. The regulatory minimum permanent capital ratio is 7.0 percent. Our core
surplus ratio, as determined by Farm Credit Administration regulations, was 12.1 percent at
December 31,2007 December 31, 2009, compared to 12.3 percent at the end of 2008 and 13.7 percent at the end of
2% 1% 1% 2% 2007. The regulatory minimum core surplus ratio is 3.5 percent. Our total surplus ratio was 12.1
Change in net interest income -2.94% -1.19% 0.95% 1.75% percent at December 31, 2009, compared to 12.5 percent at the end of 2008 and 14.5 percent at
Change in market value of equity -1.36% 0.13% -1.36% -3.30%

the end of 2007. The regulatory minimum total surplus ratio is 7.0 percent. Management is not
aware of any reasons why our regulatory capital requirements would not be met in 2010.

L 0, * * "
The up and down shocks re ected in the above table are based on parallel and instantaneous /(035 )8&45 3 $3&% 5 4 & 37 $ &4 $

interest rate movements of 1 and 2 percent. Due to extremely low short-term interest rates
in 2008 and 2009, the 1 and 2 percent parallel and instantaneous downward shock scenarios

Yoy B Rmek — V0 B o

Jay B. Penick Tom Nakano Bruce Nelson
As of December 31, 2009, all interest rate risk-related measures were within approved policy President and CEO Executive VP-CFO and CIO Chair of the Board
March 3,2010 March 3,2010 March 3,2010

limits and guidelines.
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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors and Stockholders
of Northwest Farm Credit Services:

In our opinion, the accompanying consolidated balance sheets and the related consolidated
statements of income, of changes in members’ equity and of cash ows present fairly, in

all material respects, the nancial position of Northwest Farm Credit Services, ACA and its
subsidiaries (the Association) at December 31, 2009, 2008 and 2007, and the results of their
operations and their cash ows for each of the three years in the period ended December
31,2009, in conformity with accounting principles generally accepted in the United

States of America. Also in our opinion, the Association maintained, in all material respects,
effective internal control over nancial reporting as of December 31, 2009, based on criteria
established ininternal Control - Integrated Frameworkissued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). The Association’s management is
responsible for these consolidated nancial statements, for maintaining effective internal control
over nancial reporting and for its assessment of the effectiveness of internal control over
nancial reporting, included in the Report on Internal Control over Financial Reporting appearing
in the Association’s 2009 Annual Report to Stockholders. Our responsibility is to express an
opinion on these nancial statements and on the Association’s internal control over nancial
reporting based on our integrated audit. We conducted our integrated audit in accordance with
generally accepted auditing standards established by the Auditing Standards Board (United

A company'’s internal control over nancial reporting includes those policies and procedures that
(i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly re ect

the transactions and dispositions of the assets of the companyp(dvide reasonable assurance
that transactions are recorded as necessary to permit preparation of nancial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures

of the company are being made only in accordance with authorizations of management and
directors of the company; and (iiprovide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have
a material effect on the nancial statements.

Because of its inherent limitations, internal control over nancial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are
subject to the risk that controls may become inadequate because of changes in conditions, or
that the degree of compliance with the policies or procedures may deteriorate.

M@@p@w LR
March 3,2010

States) and in accordance with the standards of the Public Company Accounting Oversight Board

(United States). Those standards require that we plan and perform the integrated audit to obtain
reasonable assurance about whether the nancial statements are free of material misstatement
and whether effective internal control over nancial reporting was maintained in all material
respects. Our integrated audit of the nancial statements included examining, on a test basis,
evidence supporting the amounts and disclosures in the nancial statements, assessing the
accounting principles used and signi cant estimates made by management, and evaluating the
overall nancial statement presentation. Our integrated audit of internal control over nancial
reporting included obtaining an understanding of internal control over nancial reporting,
assessing the risk that a material weakness exists, and testing and evaluating the design and
operating effectiveness of internal control based on the assessed risk. Our integrated audit also
included performing such other procedures as we considered necessary in the circumstances.
We believe that our integrated audit provided a reasonable basis for our opinion.

A company’s internal control over nancial reporting is a process designed to provide reasonable
assurance regarding the reliability of nancial reporting and the preparation of nancial
statements for external purposes in accordance with generally accepted accounting principles.
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