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PAT CALHOUN
Chief Executive Officer

On behalf of the board, management
and staff of AgSouth Farm Credit, | am
pleased to present your 2017 Annual
Report, which reflects another year of
exceptional performance. Net earnings
of your cooperative were $55.3 million.
The cooperative’s loan volume grew
approximately 5 percent and member
equity exceeded $365 million. In keeping
with the cooperative principles that guide
your Association, your board has, for
the 30th consecutive year, declared a

patronage refund from 2017’s operations.

M O

Approximately $32.4 million of 2017’s
earnings were designated for this important
cooperative purpose. This represents
an increase of nearly $4 million over
the distribution declared in 2016. This
distribution, scheduled for March 2018,
is strong evidence of the tangible value of
doing business the cooperative way here

at AgSouth.
Our 2018 theme is “Connect - And

Discover the Possibilities.” We will connect
with the communities we serve. We will
connect with each other here at the
Association. Most importantly, however,
we will connect with you, our customers,
to bring you the products and services
needed for your success. We are hopeful
you will connect with us as well, be it at
a local branch, a community event or at
your annual meeting. We want to see you

and to hear from you!

The Association has made some transitions
in the past year, and those transitions will
continue into 2018. Long-time CFO, Lisa
Gunter, has announced her retirement at
the end of the first quarter. The Association
is extremely grateful to Lisa for her 36 plus
years of dedicated, exemplary service. We
have hired Bo Fennell to take the reins from
Lisa upon her retirement. Bo has more than

20 years of financial experience, most of

UR CEO

which were spent serving as a CFO. We
look forward to Bo’s service and are hopeful
that many of you will have the opportunity
to meet him in 2018.

| am pleased to report that your Association
is in excellent shape going into 2018. It is
well capitalized, has adequate reserves and
has an exceptional staff that is ready to help
you meet your financial needs. Whether
you’re in the market for a loan, a lease, an
insurance product or a residential mortgage,
our dedicated and trained employees are
eager to bring solid solutions to the table for

our members and prospective customers.

Finally, | want to thank you for your
business. Our members are the reason
we are here. Your decision to do business
with AgSouth is the foundation of our
strength and prosperity. | encourage you
to continue to use your cooperative and
to refer others to give them the same
opportunity to Connect — And Discover

the Possibilities of doing business
with AgSouth!

P~

Pat Calhoun
Chief Executive Officer
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LEADERSHIP TEAM
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AgSouth Farm Credit is led by a team of senior management and
directors with deep roots in agriculture and decades of financial and
agricultural experience. Our directors also have a strong connection
to AgSouth — all but the three outside appointed directors are
also customer-owners. You can count on our leadership team to
make sound decisions for the future of our organization and for

the generations of farmers to come. The possibilities are endless.

P. Craig Peebles J. Stacy Anderson Debbie W. Sikes
Chief Lending Officer  Chief Credit Officer Chief Compliance
36 years of service 14 years of service and Risk Officer

16 years of service

SENIOR MANAGEMENT

Pat Calhoun Alisa D. Gunter

Chief Executive Officer  Chief Financial Officer

29 years of service 36 years of service
Retiring 3/31/18

Wesley D. Sutton J. Theron Anderson
General Counsel Director of Secondary
16 years of service Market and Related Services

26 years of service
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ADDITIONAL SERVICES

AGSOUTH HAS OTHER SERVICES TO HELP YOU CONNECT AND DISCOVER EVEN MORE POSSIBILITIES OF MAKING

YOUR FINANCES WORK FOR YOU:

AccountAccess

Securely view your AgSouth Farm Credit
account details, balances and recent transactions
and even make payments and transfer funds
24 hours a day, 7 days a week through
AccountAccess. Sign up today under our

Member Services tab at AgSouthFC.com.

AgSouth Farm Credit Mobile
If you have or sign up for AgSouth’s

AccountAccess, you can now get our secure
and safe mobile app to keep up with the same
information. Just search for the “AgSouth
Farm Credit” app on your iPhone or Android
device. (Note: This product was formerly called

“Mobile Roots.”)

AGAware®

Our national award-winning program continues
to provide training to young, beginning,
small and under served farmers to help them
successfully start or take over a farming
operation. For information about our workshops,
visit our AGAware page on our website.

AutoDraft
AutoDraft automatically deducts payments

from your checking or savings account, whether
you have monthly, quarterly or annual payments,
helping protect your credit by making sure
your payments are made on time. You can

also schedule special principal payments
with Autodraft!

Crop Insurance

When Mother Nature takes its toll on your
crops, you don’t have to worry if you have
AgSouth behind you. And when you purchase
your crop insurance from AgSouth, you're
also included in our exclusive crop insurance
patronage pool. Since the crop insurance
patronage program began in 2004, AgSouth has
distributed $4,951,852 to our crop insurance
customers. That’s an average of 38.64 percent
of the profits we earn from the program.

Farm Credit EXPRESS

AgSouth works with participating dealers to
provide financing right in the dealership. Itisa
convenient way to get an equipment loan that
is serviced by your local branch office.

MEMBER REFERRAL PROGRAM

Referrals are our most effective and least
expensive method of growing our Association.
When you refer a new customer to AgSouth,
you win two ways!

1) You strengthen your Association and
the potential for larger patronage
distributions.

2) You receive your choice of $100 or a

free AgSouth jacket immediately.

Simply refer one of your connections to
AgSouth Farm Credit, and if your referral
results in a new business relationship (loan or
lease of $10,000 or more*), we'll mail you a
check for $100 or send you ajacket in your size.

FastCash

Use FastCash to withdraw funds from
your line of credit with a simple phone
call to your local office or through
AgSouthFC.com under Products & Services,
Member Services. We'll electronically transfer
funds from your line of credit to your checking

or savings account at no cost to you.

Leasing

Need new equipment or a building? Save
valuable time and money by leasing your
vehicles, buildings and equipment through
the Association. For the benefits of leasing,
go to the Products & Services tab at the top
of our home page and click to the Leasing tab.

Life Insurance

Protect what’s important to you — even if you're
not there to do it yourself — with life insurance
from AgSouth. Ask your loan officer about our

life insurance plans.

Connect to AgSouth and discover all

of the ways we can help you live the <t

life of your dreams. Open yourself up
to the possibilities!

* Home loans and other loans subject to RESPA are NOT
eligible for this promotion.
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REPORT OF MANAGEMENT

The accompanying Consolidated Financial Statements and
related financial information appearing throughout this annual
report have been prepared by management of AgSouth Farm
Credit, ACA (Association) in accordance with generally

accepted accounting principles appropriate in the circumstances.

Amounts which must be based on estimates represent the best
estimates and judgments of management. Management is
responsible for the integrity, objectivity, consistency, and fair
presentation of the Consolidated Financial Statements and
financial information contained in this report.

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

independent auditors, whose report appears elsewhere in this

annual report. The Association is also subject to examination
by the Farm Credit Administration.

The Consolidated Financial Statements, in the opinion of
management, fairly present the financial condition of the
Association. The undersigned certify that we have reviewed
the 2017 Annual Report of AgSouth Farm Credit, ACA, that
the report has been prepared under the oversight of the Audit
Committee of the Board of Directors and in accordance with all
applicable statutory or regulatory requirements, and that the
information contained herein is true, accurate, and complete to

the best of our knowledge and belief.

o Sl Vo f 2
1. [ e
William T. Robinson
Chairman of the Board

P~

Pat Calhoun
Chief Executive Officer

[l A Deonta

Alisa D. Gunter
Chief Financial Officer

March 13, 2018




REPOR
FINANCIAL REPORTING

The Association’s principal executives and principal financial
officers, or persons performing similar functions, are
responsible for establishing and maintaining adequate internal
control over financial reporting for the Association’s
Consolidated Financial Statements. For purposes of this report,
“internal control over financial reporting” is defined as a process
designed by, or under the supervision of the Association’s
principal executives and principal financial officers, or persons
performing similar functions, and effected by its Board of
Directors, management and other personnel, to provide
reasonable assurance regarding the reliability of financial
reporting information and the preparation of the Consolidated
Financial 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 reflect the transactions and
dispositions of the assets of the Association, (2) provide
reasonable assurance that transactions are recorded as necessary
to permit preparation of financial 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 management
and directors of the Association, and (3) provide reasonable
assurance regarding prevention or timely detection of
unauthorized acquisition, use or disposition of the Association’s
assets that could have a material effect on its Consolidated
Financial Statements.

+ AGSOUTH FARM CREDIT 2017 ANNUAL REPORT

T ON INTERNAL CONTROL OVER

The Association’s management has completed an assessment of
the effectiveness of internal control over financial reporting as
of December 31, 2017. In making the assessment, management
used the framework in Internal Control — Integrated
Framework (2013), promulgated by the Committee of
Sponsoring Organizations of the Treadway Commission,
commonly referred to as the “COSO” criteria.

Based on the assessment performed, the Association’s
management concluded that as of December 31, 2017, the
internal control over financial reporting was effective based
upon the COSO criteria. Additionally, based on this
assessment, the Association determined that there were no
material weaknesses in the internal control over financial
reporting as of December 31, 2017.

P~

Pat Calhoun
Chief Executive Officer

[l B etz

Alisa D. Gunter
Chief Financial Officer

March 13, 2018
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CONSOLIDATED FIVE-YEAR SUMMARY OF
SELECTED FINANCIAL DATA

December 31,

(dollars in thousands) 2017 2016 2015 2014 2013
Balance Sheet Data
Cash $ 4949 § 5,160 § 4191 $ 4976 § 7,061
Investment securities 5,533 7,057 8,395 8,713 7,193
Loans 1,710,098 1,631,945 1,557,881 1,499,004 1,496,553
Allowance for loan losses (14,815) (14,183) (13,099) (12,357) (11,648)
Net loans 1,695,283 1,617,762 1,544,782 1,486,647 1,484,905
Investments in other Farm Credit institutions 23,568 22,847 22,145 22,537 22,586
Other property owned 3,669 3,289 5,425 4,189 1,731
Other assets 67,839 66,868 66,242 67,871 70,660
Total assets $ 1,800,841 $ 1,722983 § 1,651,180 $ 1,594,933 § 1,594,136
Notes payable to AgFirst Farm Credit Bank* $ 1,405,074 $ 1,342,601 $ 1,286,760 $ 1,243,701 § 1,271,311
Accrued interest payable and other liabilities
with maturities of less than one year 30,276 41,682 39,801 44,595 37,048
Total liabilities 1,435,350 1,384,283 1,326,561 1,288,296 1,308,359
Protected borrower stock — 2 2 3 16
Capital stock and participation certificates 9,097 8,493 7,972 7,527 7,192
Retained earnings
Allocated 121,876 118,570 116,777 112,635 110,391
Unallocated 234,892 212,028 200,380 187,002 168,402
Accumulated other comprehensive income (loss) (374) (393) (512) (530) (224)
Total members' equity 365,491 338,700 324,619 306,637 285,777
Total liabilities and members' equity $ 1,800,841 $ 1,722983 § 1,651,180 $ 1,594,933 § 1,594,136
Statement of Income Data
Net interest income $ 59,050 $ 57,582  § 56,473 § 57,568  § 56,727
Provision for loan losses 2,738 1,072 1,232 262 1,974
Noninterest income (expense), net (1,049) (16,409) (15,379) (7,881) (4,853)
Net income $ 55,263 § 40,101 $ 39,862 § 49,425 $ 49,900
Key Financial Ratios
Rate of return on average:
Total assets 3.15% 2.40% 2.52% 3.14% 3.22%
Total members' equity 16.21% 12.21% 12.60% 16.82% 18.29%
Net interest income as a percentage of
average earning assets 3.49% 3.58% 3.71% 3.81% 3.83%
Net (chargeoffs) recoveries to average loans (0.125)% 0.001% (0.032)% 0.030% (0.081)%
Total members' equity to total assets 20.30% 19.66% 19.66% 19.23% 17.93%
Debt to members' equity (:1) 3.93 4.09 4.09 4.20 4.58
Allowance for loan losses to loans 0.87% 0.87% 0.84% 0.82% 0.78%
Permanent capital ratio 19.38% 20.55% 20.68% 20.00% 18.69%
Total surplus ratio b 20.01% 20.23% 19.53% 18.17%
Core surplus ratio i 16.11% 16.31% 15.86% 14.46%
Common equity tier 1 capital ratio 13.14% ww w ww *X
Tier 1 capital ratio 13.14% w i w *¥
Total regulatory capital ratio 20.10% o b o *4
Tier 1 leverage ratio 12.51% o b wx *H4
Unallocated retained earnings (URE) and
URE equivalents leverage ratio 12.32% wE *x wE X
Net Income Distribution
Estimated patronage refunds:
Cash $ 9,720 § 8,545 § 7,945 § 8976 § 8,521
Qualified allocated retained earnings — 1,339 515 533 759
Nonqualified allocated retained earnings 22,681 18,599 18,024 20,412 19,123

* General financing agreement is renewable on a one-year cycle. The next renewal date is December 31, 2018.
** Not applicable due to changes in regulatory capital requirements effective January 1, 2017.

A
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MANAGEMENT'S DISCUSSION & ANALYSIS OF FINANCIAL

CONDITION & RESULTS OFF OPER

(dollars in thousands, except as noted)

GENERAL OVERVIEW

The following commentary summarizes the financial condition
and results of operations of AgSouth Farm Credit, ACA,
(Association) for the year ended December 31, 2017 with
comparisons to the years ended December 31, 2016 and
December 31, 2015. This information should be read in
conjunction with the Consolidated Financial Statements, Notes
to the Consolidated Financial Statements and other sections in
this Annual Report. The accompanying Consolidated
Financial Statements were prepared under the oversight of the
Audit Committee of the Board of Directors. For a list of the
Audit Committee members, refer to the “Report of the Audit
Committee” reflected in this Annual Report. Information in
any part of this Annual Report may be incorporated by
reference in answer or partial answer to any other item of the
Annual Report.

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

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

extensive agricultural experience and knowledge of the market.

The Association obtains funding from AgFirst Farm Credit
Bank (AgFirst or Bank). The Association is materially
affected and shareholder investment in the Association could
be affected by the financial condition and results of operations
of the Bank. Copies of the Bank’s Annual and Quarterly
Reports are on the AgFirst website, www.agfirst.com, or may
be obtained at no charge by calling 1-800-845-1745, extension
2832, or writing Susanne Caughman, AgFirst Farm Credit
Bank, P. O. Box 1499, Columbia, SC 29202.

Copies of the Association’s Annual and Quarterly Reports are
also available upon request free of charge on the Association’s
website, www.agsouthfc.com, or by calling 1-912-489-4842,
extension 2663, or writing Alisa D. Gunter, CFO, P.O. Box
718, Statesboro, GA 30459. The Association prepares an
electronic version of the Annual Report, which is available on

+ AGSOUTH FARM CREDIT 2017 ANNUAL REPORT
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the Association’s website, within 75 days after the end of the
fiscal year and distributes the Annual Reports to shareholders
within 90 days after the end of the fiscal year. The Association
prepares an electronic version of the Quarterly report, which is
available on the Association’s website, within 40 days after the
end of each fiscal quarter, except that no report needs to be
prepared for the fiscal quarter that coincides with the end of the
fiscal year of the Association.

FORWARD LOOKING INFORMATION

This annual information statement contains forward-looking
statements. These statements are not guarantees of future
performance and involve certain risks, uncertainties and
assumptions that are difficult to predict. Words such as
“anticipates,” “believes,” “could,” “estimates,” “may,”
“should,” “will,” or other variations of these terms are intended
to identify the forward-looking statements. These statements
are based on assumptions and analyses made in light of
experience and other historical trends, current conditions, and
expected future developments. However, actual results and
developments may differ materially from our expectations and
predictions due to a number of risks and uncertainties, many of
which are beyond our control. These risks and uncertainties
include, but are not limited to:

29 ¢

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

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

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

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

» actions taken by the Federal Reserve System in
implementing monetary policy.

AGRICULTURAL OUTLOOK

The following United States Department of Agriculture
(USDA) analysis provides a general understanding of the U.S.
agricultural economic outlook. However, this outlook does not
take into account all aspects of the Association’s business.
References to USDA information in this section refer to the
U.S. agricultural market data and are not limited to
information/data in the AgFirst District.




Management's Discussion & Analysis of Financial Condition & Results of Operations (continued) (dollars in thousands, except as noted)

The February 2018 USDA forecast estimates 2017 farmers’ net
cash income, which is a measure of the cash income after
payment of business expenses, at $96.9 billion, up $2.9 billion
from 2016 and down $9.0 billion from its 10-year average of
$105.9 billion. The increase in net cash income in 2017 was
primarily due to increases in livestock receipts of $12.5 billion
and cash farm-related income of $1.8 billion, partially offset by
a decrease in crop cash receipts of $4.7 billion and an increase
in cash expenses of $5.1 billion.

The February 2018 USDA outlook for the farm economy, as a
whole, forecasts 2018 farmers’ net cash income to decrease to
$91.9 billion, a $5.0 billion decrease from 2017, and $14.0
billion below the 10-year average. The forecasted decrease in
farmers’ net cash income for 2018 is primarily due to an
expected increase in cash expenses of $3.0 billion and decrease
in crop and livestock receipts of $2.0 billion.

The following table sets forth the commodity prices per bushel
for certain crops, by hundredweight for hogs, milk, and beef
cattle, and by pound for broilers and turkeys from

December 31, 2014 to December 31, 2017:

Commodity 12/31/17 12/31/16 12/31/15 12/31/14
Hogs $48.60 $43.10 $42.80 $64.30
Milk $17.20 $18.90 $17.30 $20.40
Broilers $0.50 $0.48 $0.47 $0.58
Turkeys $0.53 $0.74 $0.89 $0.73
Corn $3.23 $3.32 $3.65 $3.79
Soybeans $9.30 $9.64 $8.76 $10.30
Wheat $4.51 $3.90 $4.75 $6.14
Beef Cattle $118.00 $111.00 $122.00 $164.00

The USDA’s income outlook varies depending on farm size
and commodity specialties. The USDA classifies all farms
into four primary categories: small family farms (gross cash
farm income (GCF]I) less than $350 thousand), midsize family
farms (GCFI between $350 thousand and under $1 million),
large-scale family farms (GCFI of $1 million or more), and
nonfamily farms (principal operator or individuals related to
the operator do not own a majority of the business).
Approximately 99 percent of U.S. farms are family farms and
the remaining 1 percent is nonfamily farms. The family farms
produce 90 percent of the value of agricultural output and the
nonfamily farms produce the remaining 10 percent of
agricultural output. The small family farms represent about 90
percent of all U.S. farms, hold 51 percent of farm land operated
by farms and account for 23 percent of the value of production.
Approximately 68 percent of production occurs on 9 percent of
family farms classified as midsize or large-scale.

According to the USDA February 2018 forecast, farm sector
equity (assets minus debt) is expected to rise 1.6 percent in
2018 to nearly $2.7 trillion. Farm sector assets are expected to
rise 1.6 percent to $3.1 trillion in 2018, while farm sector debt
is expected to rise 1.0 percent to $388.6 billion. Farm real
estate accounts for about 84 percent of farm sector assets and
the 2018 forecast anticipates a 2.1 percent increase in real
estate values, continuing its long-term upward trend since the
late 1980s.

Two measures of the financial health of the agricultural sector
used by the USDA are the farm sector’s debt-to-asset and debt-
to-equity ratios. These ratios are forecast to move slightly
downward in 2018 to 12.6 percent and 14.4 percent from 12.7
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percent and 14.5 percent in 2017. These ratios remain well
below the all-time highs of over 20 percent experienced during
the 1980s.

As estimated by the USDA in February 2018, the System’s
market share of farm business debt (defined as debt incurred by
those involved in on-farm agricultural production) increased
slightly to 40.9 percent at December 31, 2016 (the latest
available data), as compared with 40.6 percent at December 31,
2015.

In general, agriculture, during the past several years,
experienced favorable economic conditions driven by high
commodity and livestock prices and increased farmland values
during this period. To date, the Association’s financial results
have remained favorable as a result of these favorable
agricultural conditions. Production agriculture, however,
remains a cyclical business that is heavily influenced by
commodity prices and various other factors. In a prolonged
period of less favorable economic conditions in agriculture,
including extensive and extended drought conditions, and
without sufficient government support programs, including
USDA-sponsored crop insurance programs, the Association’s
financial performance and credit quality measures would likely
be negatively impacted.

Conditions in the general economy remain more volatile given
the state of the global economy. Any negative impact from
these less favorable conditions should be lessened by geographic
and commodity diversification and the influence of off-farm
income sources supporting agricultural-related debt. However,
agricultural borrowers who are more reliant on off-farm income
sources may be more adversely impacted by a weakened general
economy.

ECONOMIC CONDITIONS

Both the Georgia and South Carolina regions of AgSouth’s
territory finished 2017 with good results with respect to yields
from most major crops grown within the region. Prices
remained slightly weak on corn and cotton with cotton showing
late year price improvement. Peanut prices for the 2017 crop
Were very strong.

Crop harvest is considered complete across Georgia and South
Carolina for corn, peanuts, cotton and soybeans. Corn for grain
production for 2017 totaled 87.3 million bushels, with 43.1
million in Georgia and 44.2 million in South Carolina, down 28
percent and 1 percent, respectively from 2016 production.

Corn yields per acre were up in both states over the 2016 crop
at 176 bushels versus 165 bushels in Georgia and 136 bushels
versus 127 bushels in South Carolina. Cotton production is
estimated to be up in both states with South Carolina up 88
percent to 470,000 bales, and Georgia up 3 percent to 2.25
million bales. The 2016 crop in South Carolina was heavily
damaged by the hurricane, thus crop production increased
significantly in 2017. Peanut production set records in both
states at 3.61 billion pounds in Georgia and 472 million pounds
in South Carolina after both states planted record high acreage.
Both states also had record high soybean yields, though
Georgia’s production was down 13 percent due to less acres
planted, and South Carolina’s production was up 18 percent
over last year. Tobacco production in 2017 was down 7




percent in Georgia and up 2 percent in South Carolina over
2016.

Winter wheat seeded acres is up in Georgia by 31 percent to
210,000, and down by 33 percent in South Carolina to 60,000
acres. The United States 2018 winter wheat crop is estimated
to be 32.6 million acres which is relatively unchanged from
2017.

Growing conditions within most of the AgSouth territory is
considered good at this point in early 2018, with moderate
drought and cold temperature stress. Topsoil and subsoil
moisture at the end of November was down in both states, with
topsoil moisture at 69 percent in South Carolina and 41 percent
in Georgia, and subsoil moisture at 73 percent in South
Carolina and 49 percent in Georgia. Both states were rated
adequate in both topsoil and subsoil moisture levels; however,
additional rains in December and snow in early January have
increased the moisture ratings.

As of the end of November, pasture was rated 63 percent fair to
excellent. Again, much needed rain received in December and
January is expected to improve this rating in the next National
Agricultural Statistics Service report.

Hatcheries in the United States set 225 million eggs in
incubators during the week of December 30, 2017. This is 2
percent higher for the same week one year ago. Domestic
broiler growers placed 178 million chicks for meat production
for the week ending December 30, 2017 which is slightly lower
than the same week in 2016. Both Georgia and South
Carolina’s chick placements were up the week of December 30,
2017 over last year with Georgia and South Carolina placing
29.9 million and 4.8 million chicks, respectively. Profit
margins remain favorable primarily due to lower feed costs.
The poultry concentration of AgSouth remains the highest
commodity concentration repaid from agricultural income in
the service area.

Southeast average pine sawtimber and chip-n-saw stumpage
prices were down in the fourth quarter of 2017, while hardwood
sawtimber and both pine and hardwood pulpwood prices were
up for the quarter. Pine sawtimber and chip-n-saw prices
continued a downward slide after showing signs of
improvement in the third quarter of 2017. Pine sawtimber
remains below $25 per ton for the seventh consecutive quarter
and chip-n-saw below $17 per ton for the fifth consecutive
quarter.

Pulpwood prices were up in the fourth quarter. Pine pulpwood
increased for the second quarter in a row while hardwood pulp
posted its largest quarter to quarter gain in more than three
years. Hardwood sawtimber prices were also up more than $1
from a quarter ago. Southeast pine sawtimber ($23.59/ton) and
chip-n-saw ($16.59/ton) were both down when comparing
quarter to quarter and year to year. Hardwood sawtimber
($31.45/ton) was up quarter to quarter, but down compared to a
year ago.
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Pine and hardwood lumber prices were both up in the fourth
quarter of 2017. The December monthly average of Random
Lengths Southern Pine Composite at $416/mbf is up over 6
percent quarter to quarter and over 3 percent year to year. The
December Hardwood Review US Kiln Dried Hardwood
Lumber Index at $1,363/mbf is up $30, or over 2 percent,
quarter to quarter and up $112, or over 9 percent from a year
ago.

According to the United States Census, total housing starts are
projected to be over 1.12 million units in 2017. This is a 3
percent increase compared to 2016 and the highest since 2007.
Total housing starts in the South were at 560,700 units through
the end of November which is up 3 percent or 15,200 units as
compared to the same time period in 2016. Nationally,
remodeling and improvement expenditures should be in excess
of $190 billion in 2017, which is up 18 percent compared to
2016, and is a new record high level.

The Conference Board Consumer Confidence Index decreased
in December following a modest increase in November. The
index in December was 122.1 (1985=100), down from 128.6 in
November. The November number was a 17 year high for this
index. The Conference Board stated the decline in confidence
was fueled by a less optimistic outlook for business and job
prospects in the coming months. The December number is still
strong compared to historical indexes.

The Conference Board Leading Economic Index for the United
States increased less than one half of one percent in November
to 130.9 (2010=100) following a 1.2 percent increase in
October, and a slight increase in September. The Conference
Board noted this indicates solid economic growth which will
continue into the first half of 2018.

The Unemployment Rate for year-ending 2017 in both Georgia
and South Carolina declined over 2016. South Carolina was at
4.1 percent as of December 2017, which is a decline over the
4.3 percent at December 2016. The trend, however, is up
slightly from October 2017 and November 2017 when the rate
was 3.9 percent and 4.0 percent, respectively. Georgia was at
4.4 percent as of December 2017, which is a decline over the
5.5 percent at December 2016, and slight increase over October
and November rates of 4.3 percent each. The United States
Unemployment Rate in December was 4.1 percent for the third
consecutive month, and a 0.6 percent decrease from December
2016.

With the economy improving and growing conditions pointing
to favorable results, the Association is positioned for another
good year in 2018.
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LOAN PORTFOLIO

The Association provides funds to farmers, rural homeowners, and farm-related businesses for financing of short- and intermediate-term
loans and long-term real estate mortgage loans through numerous product types.

The diversification of the Association loan volume by type for each of the past three years is shown in the table below. See Note 3, Loans
and Allowance for Loan Losses in the Notes to the Financial Statements for information on these classification revisions.

December 31,

Loan Type 2017 2016 2015
(dollars in thousands)

Real estate mortgage $ 1,308,602 76.52% $ 1,263,320 77.41% $ 1,240,201 79.61%
Production and intermediate-term 307,691 18.00 288,968 17.71 253,321 16.26
Processing and marketing 15,763 92 10,168 .62 4,644 .30
Farm-related business 16,477 .96 12,706 .78 6,344 40
Rural residential real estate 61,100 3.57 55,432 3.40 50,996 3.28
Other 465 .03 1,351 .08 2,375 .15

Total $ 1,710,098 100.00% $ 1,631,945 100.00% $ 1,557,881  100.00%

While we make loans and provide financially related services to qualified borrowers in the agricultural and rural sectors and to certain
related entities, our loan portfolio is diversified. The geographic distribution of the loan volume by branch for the past three years is as

follows:

Branch 12/31/17 12/31/16 12/31/15
Aiken 2.08% 2.03% 2.30%
Allendale 2.88 2.96 3.40
Anderson 6.38 6.37 6.33
Batesburg 5.99 6.11 6.37
Baxley 3.67 3.96 4.00
Blackshear 5.56 5.01 5.14
Camden 3.34 3.24 3.12
Carrollton 2.60 242 2.31
Corporate 44 81 .70
Douglas 7.08 6.59 6.12
Greenville 4.74 4.66 4.74
Griffin 1.53 1.74 1.66
Jesup 1.66 1.73 1.59
Laurens 5.71 5.92 535
Madison 9.89 9.81 10.37
Orangeburg 4.15 3.96 3.56
Rock Hill 4.12 4.64 4.67
Spartanburg 3.97 3.99 4.01
St. Matthews 1.51 1.54 1.59
Statesboro 7.17 6.86 7.03
Summerville 3.83 3.83 3.42
Sylvania 1.72 1.57 1.36
Thomaston 3.29 3.14 2.75
Vidalia 3.15 3.08 3.25
Walterboro 2.93 2.89 3.24
SAM .61 1.14 1.62
100.00 % 100.00 % 100.00 %

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

The major commodities in the Association loan portfolio are shown below. Repayment ability is closely related to the commodities
produced by our borrowers, and increasingly, the off-farm income of borrowers. The predominant commodities are timber processing
and related forest products; broilers; eggs; turkeys; feed grains, soybeans and hay; horses; cotton; beef cattle and pasture; sod, nursery and
horticulture; peanuts; blueberries, fruits and nuts. These commodities constitute approximately 87 percent of the entire portfolio.
Although a large percentage of the loan portfolio is concentrated in these enterprises, many of these operations are diversified within their
enterprise and/or with crop production which reduces overall risk exposure.

December 31,

Commodity Group 2017 2016 2015
(dollars in thousands)
Timber, Forest Products $ 627,863 37% $ 607,249 37% $ 578,952 37 %
Broilers 217,556 13 207,051 13 193,109 13
Cotton 138,317 8 122,930 8 121,496 8
Beef Cattle, Pasture 130,877 8 132,248 8 125,445 8
Feed Grains, Soybeans & Hay 122,620 7 114,319 7 115,104 7
Horses 70,402 4 72,066 5 66,879 4
Blueberries, Fruits & Nuts 61,379 4 60,325 4 57,723 4
Rural Home 59,724 3 53,902 3 48,117 3
Landlords 47,347 3 43,536 3 38,191 3
Other 41,094 3 36,354 2 32,056 2
Peanuts 37,571 2 27,110 2 29,054 2
Timber Processing & Harvesting 35,235 2 35,429 2 35,251 2
Sod, Nursery, & Horticulture 26,332 2 22,097 1 19,767 1
Vegetables & Tomatoes 20,631 1 21,595 1 20,717 1
Dairy 20,400 1 22,443 1 22,635 1
Onions 15,473 1 16,188 1 18,383 1
Turkeys 14,759 1 16,029 1 14,263 1
Tobacco 10,637 - 10,218 1 9,790 1
Eggs 8,178 - 7,073 - 6,784 1
Hogs 3,203 - 3,783 - 4,165 -
Total $ 1,710,098 100%  $ 1,631,945 100 % $ 1,557,881 100 %

The Association holds a concentration of large loans, but the
agricultural enterprise mix of these loans is diversified and
similar to that of the overall portfolio. The risk in the portfolio
associated with commodity concentration and large loans is
reduced by the range of diverse farming operations in the
Association’s territory.

Loan volume increased to $1,710,098 from $1,631,945
between December 31, 2016 and December 31, 2017. The
increase of $78,153, or 4.79 percent, for the twelve months
ended December 31, 2017, is primarily attributed to an
increase in draws on operating funds, an increase in term loans
originated, and the closing of several large transactions during
the year. Loan volume increased from $1,557,881 at
December 31, 2015 to $1,631,945 at December 31, 2016. This
was an increase of $74,064 or 4.75 percent between those two
reporting periods.

The short-term portfolio, heavily influenced by seasonal
operating-type loans, normally reaches a peak balance in
August and rapidly declines into the first quarter of the next
year as commodities are marketed and proceeds are applied to
repay operating loans.

During 2017, the Association activity in the purchasing of loan
participations outside the System increased. The purchase of
participation loans increased between the periods ended
December 31, 2016 and December 31, 2017 by 53.75 percent
or $1,447. This includes purchases from both Farm Credit
System (FCS) Institutions and Non-FCS Institutions. The
increase is attributed to new participations purchased offset by
normal payments and payoffs of participations purchased
during the reporting period.
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Loans sold decreased 24.68 percent or $87,843 from $355,882
to $268,039 between the periods ended December 31, 2016
and December 31, 2017. The decrease in sold loans is linked
to several large participated transactions paying down or
liquidating during the year. Selling participations in larger
credits provides a means for the Association to spread credit
risk, concentration risk and realize interest and fee income,
which may strengthen the capital position. Between the same
periods in 2015 and 2016, loans sold increased 20.32 percent.

December 31,

Loan Participations 2017 2016 2015
(dollars in thousands)
Participations Purchased
— FCS Institutions $ 636 $ 911  § 1,137
Participations Purchased
— Non-FCS Institutions 3,503 1,781 2,202
Participations Sold (268,039) (355,882) (295,778)

Total $ (263,900) $ (353,190) $ (292,439)

The Association did not have any loans sold with recourse,
retained subordinated participation interests in loans sold, or
interests in pools of subordinated participation interests for the
period ended December 31, 2017.

The Association sells qualified long-term mortgage loans into
the secondary market. For the period ended December 31,
2017, the Association originated loans for resale totaling
$148,399, which were sold into the secondary market. For the
years ended December 31, 2016 and 2015, loans sold into the
secondary market totaled $139,926 and $132,398, respectively.
At December 31, 2017, there was $3,375 classified as loans
held for sale on the Association’s balance sheet. The increase
in loans sold from 2016 to 2017 is the result of a more
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favorable housing market within the Association’s territory and
an increase in the number of originators. The increase in loans
sold between 2015 and 2016 was due to the lower interest rate
environment, an increase in refinancing activity, and an
increase in the number of originators.

The Association also participates in the Farmer Mac Long -
Term Stand By program. Farmer Mac was established by
Congress to provide liquidity to agricultural lenders. At
December 31, 2017, the Association had loans totaling $6,281
which were 100 percent guaranteed by Farmer Mac. The
Association additionally originated portions of loans that are
guaranteed by the United States Department of Agriculture.
These loans are held for the purposes of reducing interest rate
risk and managing surplus short-term funds as allowable under
FCA regulations. During the years ended December 31, 2017,
2016, and 2015 the balance of these loans, including the
unamortized premium, was $170,175, $167,863, and $162,383,
respectively.

MISSION RELATED INVESTMENTS

In October 2005, the FCA authorized AgFirst and the
Associations to make investments in Rural America Bonds
under a three-year pilot period and the program was extended.
Rural America Bonds may include debt obligations issued by
public and private enterprises, corporations, cooperatives, other
financing institutions, or rural lenders where the proceeds
would be used to support agriculture, agribusiness, rural
housing, or economic development, infrastructure, or
community development and revitalization projects in rural
areas. Examples include investments that fund value-added
food and fiber processors and marketers, agribusinesses,
commercial enterprises that create and maintain employment
opportunities in rural areas, community services, such as
schools, hospitals, and government facilities, and other
activities that sustain or revitalize rural communities and their
economies. The objective of this pilot program is to help meet
the growing and diverse financing needs of agricultural
enterprises, agribusinesses, and rural communities by
providing a flexible flow of money to rural areas through bond
financing.

These bonds may be classified as Loans or Investments on the
Consolidated Balance Sheets depending on the nature of the
investment. As of December 31,2017, 2016 and 2015 the
Association had $6,353, $7,917 and, $10,265 respectively, in
Rural America Bonds. At December 31, 2017, $5,533 of the
$6,353 is presented on the Consolidated Balance Sheet as
Investment Securities. The remaining bonds in the amount of
$820 are classified as Loans on the Consolidated Balance
Sheets.

Effective December 31, 2015, the FCA concluded each pilot
program approved as part of the Investment in Rural America
Bonds program. Institutions participating in such programs
may continue to hold its investment through the maturity dates
of the investments, provided the institution continues to meet
all approval conditions. Although the pilot programs have
concluded, the FCA can consider future requests on a case-by-
case basis.
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RISK MANAGEMENT

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

e  Character — borrower integrity and credit history

e  Capacity — repayment capacity of the borrower based
on cash flows from operations or other sources of
income

e  Collateral — protection for the lender in the event of
default and a potential secondary source of
repayment

e  Capital — ability of the operation to survive
unanticipated risks

e  Conditions — intended use of the loan funds

The credit risk management process begins with an analysis of
the borrower’s credit history, repayment capacity, and
financial position. Repayment capacity focuses on the
borrower’s ability to repay the loan based upon cash flows
from operations or other sources of income, including non-
farm income. Real estate loans must be collateralized by first
liens on the real estate (collateral).

As required by FCA regulations, each institution that makes
loans on a collateralized basis must have collateral evaluation
policies and procedures. Real estate mortgage loans may be
made only in amounts up to 85 percent of the original
appraised value of the property taken as collateral or up to 97
percent of the appraised value if guaranteed by a state, federal,
or other governmental agency. The actual loan to appraised
value when loans are made is generally lower than the
statutory maximum percentage. Appraisals are required for
loans of more than $250. In addition, each loan is assigned a
credit risk rating based upon the underwriting standards. This
credit risk rating process incorporates objective and subjective
criteria to identify inherent strengths, weaknesses, and risks in
a particular relationship.

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

= Acceptable — Assets are expected to be fully collectible
and represent the highest quality.

= Other Assets Especially Mentioned (OAEM) — 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 weaknesses to
substandard assets. However, doubtful assets have
additional weaknesses in existing facts, conditions and
values that make collection in full highly questionable.

=  Loss— Assets are considered uncollectible.




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

Credit Quality 2017 2016 2015

Acceptable & OAEM 98.91% 98.31% 98.19%

Substandard/Doubtful/Loss 1.09% 1.69% 1.81%
Total 100.00% 100.00% 100.00%

The increase in Acceptable and OAEM percentage of volume
can be linked to the continued workout of distressed assets and
the growth in Acceptable and OAEM volume. Workouts can
include payments and paydowns that result in moving the asset
back to an acceptable quality or restructuring of the credit.

The Association recognizes that there may be situations where
borrowers need to sell assets to repay debt. While the
underlying collateral may not be the sole repayment source, in
some cases, borrowers have been attempting to sell collateral
in order to pay down or liquidate their debt to the Association.

Nonperforming Assets

The Association’s loan portfolio is divided into performing and
nonperforming categories. A Special Assets Management
Department is responsible for servicing loans classified as
nonperforming. The nonperforming assets, including accrued
interest, are detailed below:

Year Ended December 31,

Nonperforming Assets 2017 2016 2015
(dollars in thousands)

Nonaccrual loans $ 14978 § 17,143 $ 10,693
Restructured loans 6,863 7,910 9,659
Accruing loans 90 days past due — — -
Total nonperforming loans 21,841 25,053 20,352
Other property owned 3,669 3,289 5,425
Total nonperforming assets $ 25510 § 28,342 $ 25777
Ratios
Nonaccrual loans to total loans 88% 1.05% 0.69%
Nonperforming assets as a
percentage of total loans and other
property owned 1.49% 1.73% 1.65%

Nonaccrual loans represent all loans where there is a
reasonable doubt as to the collection of principal and/or future
interest accruals under the contractual terms of the loan. In
substance, nonaccrual loans reflect loans where the accrual of
interest has been suspended. Nonaccrual loans decreased
$2,165 or 12.63 percent in 2017. This decrease is the result of
loans moving through the distressed collection process and
includes several large accounts. Of the $14,978 in nonaccrual
volume at December 31, 2017, $6,634 or 44.29 percent,
compared to 28.88 percent and 43.15 percent at December 31,
2016 and 2015, respectively, was current as to scheduled
principal and interest payments, but did not meet all regulatory
requirements to be transferred into accrual status.

Loan restructuring is available to financially distressed
borrowers. Restructuring of loans occurs when the Association
grants a concession to a borrower based on either a court order
or good faith in a borrower’s ability to return to financial
viability. The concessions can be in the form of a modification
of terms or rates, a compromise of amounts owed, or deed in
lieu of foreclosure. Other receipts of assets and/or equity to
pay the loan in full or in part are also considered restructured
loans. The type of alternative financing structure chosen is
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based on minimizing the loss incurred for both the Association
and the borrower. Restructured loans decreased in 2017 from
$7,910 at December 31, 2016 to $6,863 at December 31, 2017.
The decrease is the result of fewer customers requiring formal
restructure to satisfy debt payment and normal payments and
payoffs of loans in restructured status.

The schedule below shows the number and book value of other
property owned for the years ending December 31, 2017, 2016,
and 2015.

December 31,

Other Property Owned 2017 2016 2015
(dollars in thousands)

Number of Properties 6 3 9

Book Value of Properties $ 3,669 $ 32890 $ 5,425

During the fiscal year, 7 properties with a book value of
$1,123 were added to the portfolio and 4 dispositions,
excluding partial sales, were processed through the normal
course of business. Total sales price of other property owned
was $337. The write-downs and losses on the sale, net of
gains, of other property owned totaled $406 during the
reporting period and expenses totaled $59. Total net loss
realized for the period ending December 31, 2017 was $465.

The increase in the balance of other property owned from
December 2016 to December 2017 is the result of acquisitions
exceeding sales and write-downs of real estate and other
collateral during the process. In some cases the acquisitions
were through foreclosure and others through a deed in lieu of
foreclosure process. The Association is currently marketing all
other property owned for sale. Please see our website at
www.agsouthfc.com and click on Property For Sale.

Allowance for Loan Losses

The allowance for loan losses at each period end was
considered by Association management to be adequate to
absorb probable losses existing in and inherent to its loan
portfolio. The allowance for loan losses is prepared according
to generally accepted accounting principles.

Year Ended December 31,
Allowance for Loan Losses Activity 2017 2016 2015
(dollars in thousands)
Balance at beginning of year $ 14,183 $ 13,099 $ 12,357
Charge-offs:
Real estate mortgage (2,102) (171) (958)
Production and intermediate-term (252) (87) (122)
Agribusiness - - -
Rural residential real estate (67) (25) (11)
Other - - -
Total charge-offs (2,421) (283) (1,091)
Recoveries:
Real estate mortgage 154 150 485
Production and intermediate-term 137 122 89
Agribusiness 4 4 5
Rural residential real estate - - 1
Other 20 19 21
Total recoveries 315 295 601
Net (charge-offs) recoveries (2,106) 12 (490)
Provision for (reversal of allowance
for) loan losses 2,738 1,072 1,232
Balance at end of year $ 14815 $ 14,183 $ 13,099
Ratio of net (charge-offs) recoveries
during the period to average loans
outstanding during the period (0.125)% 0.001% (0.032)%
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The net loan charge-offs and recoveries were primarily
associated with real estate mortgage and production and
intermediate term loans. There was no specific trend in the
charge-offs or recoveries recognized.

The provision for loan losses increased the Allowance for Loan
Losses account by $2,738 during 2017. Analysis of the
Allowance account is completed on a quarterly basis and
reviewed by the Association’s Asset/Liability Committee which
is comprised of members of Senior Management and other
selected staff members. The increase was necessary to keep the
Allowance for Loan Losses at a sufficient level to absorb any
expected future losses. While the trend in reduction of high risk
loans is positive, without further improvement in the general
economy, additional losses are possible.

December 31,

Allowance for Loan Losses by Type 2017 2016 2015
(dollars in thousands)

Real estate mortgage $ 11,213 $ 11,297 $ 10,369

Production and intermediate-term 2,797 2,271 2,177

Agribusiness 280 178 92

Rural residential real estate 521 426 423

Other 4 11 38
Total allowance $ 14,815 $ 14,183 $ 13,099

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

Allowance for Loan Losses December 31,

as a Percentage of 2017 2016 2015
Total loans 87% 7% .84%
Nonperforming loans 67.83% 56.61% 64.36%
Nonaccrual loans 98.91% 82.73% 122.50%

Given the possibility of portfolio growth and other potential
losses, management has determined that the current level of
allowance is adequate.

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

RESULTS OF OPERATIONS
Net Interest Income

Net interest income before the provision for loan loss was
$59,050, $57,582, and $56,473 in 2017, 2016 and 2015,
respectively. Net interest income is the difference between
interest income and interest expense. Net interest income is the
principal source of earnings for the Association and is impacted
by volume, yields on assets and cost of debt. The effects of
changes in average volume and interest rates on net interest
income over the past two years are presented in the following
table:

Change in Net Interest Income:

Volume* Rate Total
(dollars in thousands)

12/31/17 - 12/31/16

Interest income $ 4762 § 1,024 $ 5,786
Interest expense 1,817 2,501 4318
Change in net interest income $ 2945 § (1477) $ 1,468
12/31/16 - 12/31/15

Interest income $ 5049 $§ (1,242) § 3,807
Interest expense 1,937 761 2,698
Change in net interest income $ 3,112 § (2,003) § 1,109

%

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

Noninterest Income

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

Percentage
For the Year Ended Increase/(Decrease)
December 31, 2017/ 2016/

Noninterest Income 2017 2016 2015 2016 2015

(dollars in thousands)
Loan fees $ 3344 $ 3244 $ 3,070 3.08% 5.67%
Fees for financially related services 1,823 1,908 1,767 (4.45) 7.98
Patronage refund from other Farm Credit Institutions 25,611 20,884 19,374 22.63 7.79
Gains (losses) on sales of rural home loans, net 1,986 2,013 1,843 (1.34) 9.22
Gains (losses) on sales of premises and equipment, net 256 287 228 (10.80) 25.88
Gains (losses) on other transactions (1,228) (149) (88) 724.16 69.32
Other noninterest income 133 119 121 11.76 (1.65)
Total noninterest income $ 31,925 § 28,306 $§ 26315 12.79% 7.57%

Loan fees increased $100 or 3.08 percent when comparing the
reporting periods 2017 to 2016. The increase is the result of
fee collections on some large accounts and an increase in fees
collected on both portfolio and loans sold in the secondary
market. Loan fees increased $174 or 5.67 percent between the
periods ending December 31, 2015 and December 31, 2016.

Fees for financially related services decreased $85 or 4.45
percent from December 31, 2016 to December 31, 2017. Fees
from financially related services includes fees from leasing,
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crop insurance and life insurance. Fees earned from leasing
transactions decreased in 2017, but this decrease was offset by
commissions earned on the sale of crop insurance by
Association staff. The Association also earns commission on
the sale of some life insurance which increased slightly
between the two reporting periods. Between the reporting
periods ended December 31, 2015 and December 31, 2016,
fees for financially related services increased by $141 to
$1,908 from $1,767.




There was a 22.63 percent or $4,727 increase in patronage
refund from other Farm Credit Institutions between the periods
ended December 31, 2016 and December 31, 2017. In 2017,
the Association earned $12,023 in patronage refund and
$13,279 in a special distribution from AgFirst. In 2016, the
Association earned $11,775 in a patronage refund and $8,178
in a special distribution, compared to $10,577 in a patronage
refund and $8,178 in a special distribution for 2015. The
amount of patronage refund is based upon the notes payable
balance with AgFirst. The amount of the special distribution,
if any, is determined by the AgFirst Farm Credit Bank Board
of Directors and may or may not reoccur in future years.

For the period ended December 31, 2017, the Association
earned $309 in patronage refund from other Farm Credit
Institutions other than AgFirst. This compares to $931 and
$619 for the periods ended December 31, 2016 and
December 31, 2015, respectively. The decrease in patronage
from other Farm Credit Institutions is partially attributable to
the decrease in loans sold to other Farm Credit entities other
than AgFirst who may or may not pay the same level of
patronage received from AgFirst.

Gains on the sales of rural home loans in the secondary market
totaled $1,986 for the period ended December 31, 2017. This
was a decrease of $27 or 1.34 percent from the period ended
December 31, 2016. The decrease is the result of a decrease in
the yield premium earned on loans sold between the two
reporting periods which was necessary to meet competition.
For the period ended December 31, 2016, gains totaled $2,013.
Gains increased between December 31, 2015 and December 31,
2016 by $170 or 9.22 percent.

Gains on the sales of premises and equipment decreased $31 or
10.80 percent between December 31, 2016 and December 31,
2017. A gain of $162 in 2017 was generated from the sale of
the Spartanburg branch building when the branch staff
relocated to the former Administrative office at 101 North
Town Drive, Spartanburg, South Carolina. In 2016, the
Association sold an office building in Carrollton, Georgia, that
resulted in the majority of the gain in that reporting period. In
both 2017 and 2016, gains from the sales of automobiles and
other miscellaneous furniture and equipment are included in
the $256 and $287, respectively. Net gains on the sales of
premises and equipment totaled $228 for the periods ending
December 31, 2015.

Losses on other transactions includes losses related to crop
insurance offset by gains on Rabbi Trust plans held for certain
retirees. This line item also includes payment of a settlement
amount for a disputed claim and includes the expense to fund
the allowance for loan losses for unused commitments. The
change from December 31, 2016 to December 31, 2017 was
from a loss of $149 to a loss of $1,228. Between

December 31, 2015 and December 31, 2016, the line item
moved from a loss of $88 to a loss of $149.

Other noninterest income increased $14 from $119 at
December 31, 2016 to $133 at December 31, 2017. This line
item includes recovery amounts from allocated surplus for some
borrowers in default and volume incentives earned from AgFirst
for secondary market loans sold. Other noninterest income
decreased from $121 in 2015 to $119 in 2016.

Noninterest Expense

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

Percentage
For the Year Ended Increase/(Decrease)
December 31, 2017/ 2016/

Noninterest Expense 2017 2016 2015 2016 2015

(dollars in thousands)
Salaries and employee benefits $ 22033 $ 23292 $ 21,879 (5.41)% 6.46%
Postretirement benefits (384) 8,450 8,870 (104.54) (4.74)
Occupancy and equipment 2,272 2,469 2,251 (7.98) 9.68
Insurance Fund premiums 1,888 2,024 1,458 (6.72) 38.82
(Gains) losses on other property owned, net 465 688 414 (32.41) 66.18
Other operating expenses 6,694 7,182 6,822 (13.98) 14.07
Total noninterest expense $ 32968 $ 44705 § 41,694 (26.25)% 7.22%

Salaries and employee benefits decreased $1,259 or 5.41
percent in 2017, as compared with 2016, and increased $1,413
or 6.46 percent when comparing 2016 to 2015. The decrease
between the 2017 and 2016 reporting periods was primarily
due to a lower amount of accrued incentive for the year. The
Association has an incentive plan for full-time employees and
the accruals for potential payout of incentive for 2017 were
$819 less than 2016 accrued incentive. The incentive plan is
comprehensive and requires achievement in several key
measures both at the individual and total Association level
before participation.

The increase in salaries and employee benefits between 2015
and 2016 was due to hirings necessary to replace employees
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currently eligible to retire or nearing eligibility status. The
additional staff level increases both salary and benefit
expenses.

Postretirement benefits decreased by $8,834 or 104.54 percent.
During 2017, the method of recording expenses for the
Association’s defined benefit pension plan and other
postretirement benefit plan was modified. This change resulted
in the reduction of Other Assets of $8,053 and the reduction of
Other Liabilities by $15,193 on the Association’s Balance
Sheets, and a corresponding reduction of postretirement benefit
costs on the Association’s Statements of Income of $7,140.

See Note 9, Employee Benefit Plans, for more information
concerning postretirement benefit expenses.




Management's Discussion & Analysis of Financial Condition & Results of Operations (continued) (dollars in thousands, except as noted)

The decrease in postretirement benefits between the 2015 and
2016 reporting periods can also be tied to the changing staff
levels and a number of employees retiring.

Occupancy and equipment expense decreased $197 between
the reporting periods ended December 31, 2017 and
December 31, 2016. The decrease of 7.98 percent is the result
of reduced maintenance and utility costs between the two
reporting periods. The consolidation of staff into one building
in Spartanburg, South Carolina, generated some savings. The
increase of $218 between December 31, 2015 and

December 31, 2016 is the result of higher general operating
and maintenance costs. In 2016, building projects were
completed in Carrollton, Vidalia and Orangeburg which
resulted in some furniture and equipment items being expensed
because they did not reach the threshold set for a depreciable
asset. While the Association is currently working on a
building project in Statesboro, no items have been expensed at
this point in the construction process.

Insurance Fund premiums decreased $136 or 6.72 percent for
the twelve months ended December 31, 2017, compared to the
same period of 2016. Between 2015 and 2016, the Insurance
Fund premium increased 38.82 percent or $566. The Farm
Credit System Insurance Corporation (FCSIC) sets the
premium and the Association’s increase in loan volume and a
decrease in the premium resulted in a decrease in the insurance
expense in the 2017 reporting period. Nonaccrual loans and
other-than-temporary impaired investments are assessed a
higher premium rate.

The Association took in and disposed of several pieces of other
property owned in 2017. Subsequently, the Association
recorded $465 in net losses on other property owned. The
losses recorded were from the need to write-down asset values
to match new and more current appraisals and sales of the
owned assets offset by minimal gains. This line item also
includes expenses on other property owned as well. This
compares to losses of $688 for the period ended December 31,
2016. For the period ended December 31, 2015, the
Association had recorded losses of $414.

Other operating expenses decreased $1,088 or 13.98 percent
between December 31, 2016 and December 31, 2017. Other
operating expense includes purchased services, travel, training,
advertising, public and member relations, communications,
directors, supervisory and examination, and all other expenses
not detailed above necessary to operate the Association. In
2016 the Association recognized its centennial year of service
with increased advertising and public and member relation
events. The centennial expenses did not recur in 2017.
Training expenses were also lower in the 2017 reporting period
compared to 2016 as staff changes and workloads prevented
some employees from participating in some training sessions.
Comparing other operating expenses for the period ended
December 31, 2016 to December 31, 2015, other operating
expenses increased $960 or 14.07 percent.

Income Taxes

The Association recorded a provision for income taxes of $6 for
the year ended December 31, 2017, as compared to a provision

of $10 for 2016 and a provision of $0 for 2015. Refer to Note 2,
Summary of Significant Accounting Policies, of the Notes to the
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Consolidated Financial Statements, for more information
concerning Association income taxes.

Key Results of Operations Comparisons

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

Key Results of Operations For the 12 Months Ended

Comparisons 12/31/17 12/31/16 12/31/15
Return on average assets 3.15% 2.40% 2.52%
Return on average members’ equity 16.21% 12.21% 12.60%
Net interest income as a percentage

of average earning assets 3.49% 3.58% 3.71%
Net (charge-offs) recoveries

to average loans (0.125)% 0.001% (0.032)%

The return on average assets and return on members’ equity
increased in 2017 when compared to 2016. The increase in
earnings resulted in a higher return on average assets. The
increase in the return on members’ equity ratio is also due to the
substantial increase in earnings.

The decrease in the percentage of net interest income to
average earning assets is due to the increase in average earning
assets between the two reporting periods. Average earning
assets increased from $1,608,118 to $1,690,708 between 2016
and 2017 as a result of growth in the portfolio.

The percentage of net charge-offs and recoveries to average
loans was less than one percent in the 2017 reporting period,
and the Association’s charge-offs exceeded the total amount of
recoveries. The decision to take a charge-off for financial
purposes is made by tenured staff that specializes in handling
distressed loan situations.

A key factor in the growth of net income for future years will
be continued improvement in net interest and noninterest
income. Our goal is to generate earnings sufficient to fund
operations, adequately capitalize the Association, and achieve
an adequate rate of return for our members. To meet this goal,
the agricultural economy must continue the improvement
shown in recent years and the Association must meet certain
objectives. These objectives are to attract and maintain high
quality loan volume priced at competitive rates and to manage
credit risk in our entire portfolio, while efficiently meeting the
credit needs of our members.

LIQUIDITY AND FUNDING SOURCES
Liquidity and Funding

The principal source of funds for the Association is the
borrowing relationship established with the Bank through a
General Financing Agreement (GFA). The GFA utilizes the
Association’s credit and fiscal performance as criteria for
establishing a line of credit on which the Association may
draw funds. The Bank advances the funds to the Association,
creating notes payable (or direct loans) to the Bank. The Bank
manages interest rate risk through direct loan pricing and
asset/liability management. The notes payable are segmented
into variable rate and fixed rate components. The variable rate
note is utilized by the Association to fund variable rate loan
advances and operating funds requirements. The fixed rate




note is used specifically to fund fixed rate loan advances made
by the Association. Association capital levels effectively
create a borrowing margin between the amount of loans
outstanding and the amount of notes payable outstanding. This
margin is commonly referred to as “Loanable Funds.”

Total notes payable to the Bank at December 31, 2017, was
$1,405,074 as compared to $1,342,601 at December 31, 2016
and $1,286,760 at December 31, 2015. The increase of
$62,473 or 4.65 percent comparing December 31, 2017 to
December 31, 2016 was attributable to the higher balance of
loans outstanding. When comparing December 31, 2016 to
December 31, 2015, total notes payable increased $55,841 or
4.34 percent.

The average volume of outstanding notes payable to the Bank
was $1,380,476 and $1,312,595 for the years ended
December 31, 2017 and 2016, respectively. Refer to Note 6,
Debt, of the Notes to the Consolidated Financial Statements,
for weighted average interest rates and maturities, and
additional information concerning the Association’s notes
payable.

Liquidity management is the process whereby funds are made
available to meet all financial commitments including the
extension of credit, payment of operating expenses, and
payment of debt obligations. The Association receives access to
funds through its borrowing relationship with the Bank and from
income generated by operations. The liquidity policy of the
Association is to manage cash balances to maximize debt
reduction and to increase loan volume. As borrower payments
are received, they are applied to the Association’s note payable
to the Bank. The Association's participation in the Farmer Mac,
investments, and other secondary market programs provides
additional liquidity. Sufficient liquid funds have been available
to meet all financial obligations. There are no known trends
likely to result in a liquidity deficiency for the Association.

The Association had no lines of credit from third party financial
institutions as of December 31, 2017, 2016 and 2015.

Funds Management

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

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

The majority of the interest rate risk in the Association’s
Consolidated Balance Sheets is transferred to the Bank through
the notes payable structure. The Bank, in turn, actively utilizes
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funds management techniques to identify, quantify and control
risk associated with the loan portfolio.

Relationship with the Bank

The Association’s statutory obligation to borrow only from the
Bank is discussed in Note 6, Debt, of the Notes to the
Consolidated Financial Statements in this Annual Report.

The Bank’s ability to access capital of the Association is
discussed in Note 4, Investments, of the Notes to the
Consolidated Financial Statements.

The Bank’s role in mitigating the Association’s exposure to
interest rate risk is described in the “Liquidity and Funding
Sources” section of this Management’s Discussion and
Analysis and in Note 6, Debt, included in this Annual Report.

The Bank also provides key services related to payroll and
human resource processing and accounting services. In the
area of technology, the Bank provides the backroom services
including mainframe and network server applications. These
applications include network communications, loan
origination, loan accounting and disaster recovery. Some
services include a specific fee structure, while others are
incorporated into the Bank’s funding formula.

CAPITAL RESOURCES

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

The Association’s Board of Directors establishes, adopts, and
maintains a formal written capital adequacy plan to ensure that
adequate capital is maintained for continued financial viability,
to provide for growth necessary to meet the needs of
members/borrowers, and to ensure that all stockholders are
treated equitably. The 2017 Capitalization Plan incorporates
the new regulatory capital ratios as required by the FCA.
There are no other changes that would affect minimum stock
purchases or would have an effect on the Association’s ability
to retire stock and distribute earnings.

Total members’ equity at December 31, 2017, increased
$26,791 or 7.91 percent to $365,491 from the December 31,
2016 total of $338,700. At December 31, 2016, total
members’ equity increased 4.34 percent from the

December 31, 2015 total of $324,619. The increase was
primarily attributed to earnings, both allocated and
unallocated, in excess of revolvement of allocated earnings and
the decision to retain a level of patronage source earnings to
build capital.

Total capital stock and participation certificates and protected
borrower stock were $9,097 on December 31, 2017, compared
to $8,495 on December 31, 2016 and $7,974 on December 31,
2015. The increase was attributed to purchases of stock
associated with new borrowing entities exceeding the
liquidations of stock in the normal course of business.

Effective January 1, 2017, the regulatory capital requirements
for System Banks and associations were modified. The new
regulations ensure that the System’s capital requirements are



















































































































































