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REPORT OF MANAGEMENT

The consolidated financial statements of Alabama Farm Credit, ACA (Association) are prepared by management, who
is responsible for the statements’ integrity and objectivity, including amounts that must necessarily be based on
judgments and estimates. The consolidated financial statements have been prepared in conformity with accounting
principles generally accepted in the United States of America appropriate in the circumstances. Other financial
information included in the annual report is consistent with that in the consolidated financial statements.

To meet its responsibility for reliable financial information, management depends on the Farm Credit Bank of Texas’ and
the Association’s accounting and internal control systems, which have been designed to provide reasonable, but not
absolute, assurance that assets are safeguarded and transactions are properly authorized and recorded. The systems have
been designed to recognize that the cost of controls must be related to the benefits derived. The consolidated financial
statements are audited by PricewaterhouseCoopers LLP, independent accountants, who conduct a review of internal
controls solely for the purpose of establishing a basis for reliance thereon in determining the nature, extent and timing of
audit tests applied in the audit of the consolidated financial statements in accordance with auditing standards generally
accepted in the United States of America. The Association is also examined by the Farm Credit Administration.

The board of directors has overall responsibility for the Association’s systems of internal control and financial
reporting. The board consults regularly with management and reviews the results of the audits and examinations
referred to previously.

The undersigned certify that we have reviewed this annual report, that it has been prepared in accordance with all
applicable statutory or regulatory requirements, and that the information contained herein is true, accurate and complete
to the best of his or her knowledge or belief.

A \Ebhﬁ T’\:“\

K. Ben Gore, Chief Executive Officer/President Loyd Rutherford, Chairman, Board of Directors
March 11, 2016 March 11, 2016

K A Smnat. Mo . Gl

Karri H. Sumrall, Chief Financial Officer/Ex. Vice President John R. Adams, CPA, Chairman, Audit Committee
March 11, 2016 March 11, 2016
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REPORT OF AUDIT COMMITTEE

The Audit Committee (committee) is composed of John R. Adams, CPA, Larry Don McGee and Matthew Christjohn, DVM, who
are directors of Alabama Farm Credit, ACA. In 2015, six committee meetings were held. The committee oversees the scope of
Alabama Farm Credit, ACA’s system of internal controls and procedures, and the adequacy of management’s action with respect to
recommendations arising from those auditing activities. The committee’s approved responsibilities are described more fully in the
Audit Committee Charter, which is available on request or on Alabama Farm Credit, ACA’s website. The committee approved the
appointment of PricewaterhouseCoopers LLP for 2015.

Management is responsible for Alabama Farm Credit, ACA’s internal controls and the preparation of the consolidated financial
statements in accordance with accounting principles generally accepted in the United States of America. The consolidated financial
statements are prepared under the oversight of the committee. PricewaterhouseCoopers LLP is responsible for performing an
independent audit of Alabama Farm Credit, ACA’s consolidated financial statements in accordance with auditing standards
generally accepted in the United States of America and for issuing a report thereon. The committee’s responsibilities include
monitoring and overseeing the processes.

In this context, the committee reviewed and discussed Alabama Farm Credit, ACA’s audited consolidated financial statements for
the year ended December 31, 2015 (audited consolidated financial statements) with management and PricewaterhouseCoopers LLP.
The committee also reviews with PricewaterhouseCoopers LLP the matters required to be discussed by authoritative guidance “The
Auditor’s Communication With Those Charged With Governance,” and both PricewaterhouseCoopers LLP’s and Alabama Farm
Credit, ACA’s internal auditors directly provide reports on significant matters to the committee.

The committee discussed with PricewaterhouseCoopers LLP its independence from Alabama Farm Credit, ACA. The committee
also reviewed the nonaudit services provided by PricewaterhouseCoopers LLP and concluded that these services were not
incompatible with maintaining the independent accountant’s independence. The committee has discussed with management and
PricewaterhouseCoopers LLP such other matters and received such assurances from them as the committee deemed appropriate.

Based on the foregoing review and discussions and relying thereon, the committee recommended that the board of directors include

the audited consolidated financial statements in Alabama Farm Credit, ACA’s Annual Report to Stockholders for the year ended
December 31, 2015.

Mo L Gl

John R. Adams, CPA, Chairman Larry Don McGee, Member
March 11, 2016 March 11, 2016

Matthew Christjohn, DVM, Member
March 11, 2016
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ALABAMA FARM CREDIT, ACA

FIVE-YEAR SUMMARY OF SELECTED CONSOLIDATED FINANCIAL DATA
(unaudited)
(dollars in thousands)

2015 2014 2013 2012 2011
Balance Sheet Data
Assets
Cash $ 42 3 85  § 18 8 27 % 388
Loans 624,847 560,348 487,033 445,769 413,847
Less: allowance for loan losses 3,782 3,775 2,697 3,326 2,311
Net loans 621,065 556,573 484,336 442,443 411,536
Investment in and receivable from
the Farm Credit Bank of Texas 10,275 8,982 8,171 7,752 7,193
Other property owned, net 1,454 1,503 2,998 3,414 3,143
Other assets 10,676 9,736 8,754 8,658 9,068
Total assets $ 6435512 $ 576,879 § 504277 $ 462294 § 431,328
Liabilities
Obligations with maturities
of one year or less $ 12,050 $ 11,195 § 9,965 §$ 8,494 §$ 8,043
Obligations with maturities
greater than one year 533,625 475,760 409,734 373,419 346,762
Total liabilities 545,675 486,955 419,699 381,913 354,805
Members' Equity
Capital stock and participation
certificates 2,416 2,263 2,088 2,671 2,524
Unallocated retained earnings 95,672 88,200 82,579 78,066 74,129
Accumulated other comprehensive loss (251) (539) (89) (356) (130)
Total members' equity 97,837 89,924 84,578 80,381 76,523
Total liabilities and members' equity $ 643512 $ 576,879 $ 504277 $ 462294 § 431,328
Statement of Income Data
Net interest income $ 19,204 $ 17,540 $ 16,171 $ 15,105 § 13,640
Provision for loan losses (198) (1,533) (514) (1,352) (1,561)
Income from the Farm Credit Bank of Texas 2,277 2,050 1,849 1,730 1,643
Other noninterest income 335 1,021 337 820 422
Noninterest expense (7,967) (7,003) (7,055) (7,030) (6,229)
Net income $ 13,651 $§ 12,075 § 10,788 § 9273 § 7,915
Key Financial Ratios for the Year
Return on average assets 2.2% 2.2% 2.1% 2.1% 1.9%
Return on average members' equity 14.0% 13.2% 12.6% 11.4% 10.2%
Net interest income as a percentage of
average earning assets 3.3% 3.4% 3.5% 3.5% 3.4%
Net charge-offs as a
percentage of average loans 0.0% 0.1% 0.2% 0.1% 0.2%
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ALABAMA FARM CREDIT, ACA

FIVE-YEAR SUMMARY OF SELECTED CONSOLIDATED FINANCIAL DATA

Key Financial Ratios at Year End

Members' equity as a percentage
of total assets

Debt as a percentage of
members' equity

Allowance for loan losses as
a percentage of loans

Permanent capital ratio

Core surplus ratio

Total surplus ratio

Net Income Distribution
Patronage dividends:
Cash

(unaudited)

(dollars in thousands)

2015 2014 2013 2012 2011
15.2% 15.6% 16.8% 17.4% 17.7%
557.7% 541.5% 496.2% 475.1% 463.7%
0.6% 0.7% 0.6% 0.7% 0.6%
16.8% 17.5% 18.8% 19.5% 20.3%
16.4% 17.0% 18.3% 18.8% 19.6%
16.4% 17.0% 18.3% 18.8% 19.6%
$ 6,455 $ 6,275 § 5334 § 4,929 3,637
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following commentary explains management’s assessment of the principal aspects of the consolidated financial condition and
results of operations of ALABAMA FARM CREDIT, ACA, including its wholly-owned subsidiaries, Alabama Farm Credit, PCA
and Alabama Farm Credit, FLCA (Association), for the years ended December 31, 2015, 2014 and 2013, and should be read in
conjunction with the accompanying consolidated financial statements. The accompanying financial statements were prepared under
the oversight of the Association’s audit committee.

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 humber of risks and uncertainties, many of which are beyond our control. These risks and
uncertainties include, but are not limited to:

» 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-related 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
 actions taken by the Federal Reserve System in implementing monetary policy.
Significant Events:

In March 2015, the Association paid patronage distributions in the amount of $6,455,041. This was an increase of $179,720, or 2.9
percent, compared to 2014. Also in December 2015, the Association accrued a $6,178,500 patronage distribution to its
stockholders. The payment resolution was approved in January 2016 and will be disbursed in March 2016. The Association was
able to return these funds to its members due to strong earnings over the past three years.

In December 2015, the Association received a direct loan patronage of $2,112,809 from the Bank, representing 42 basis points on
the average daily balance of the Association’s direct loan with the Bank. During 2015, the Association received $163,705 in
patronage payments from the Bank, based on the Association’s stock investment in the Bank.

During 2015, the Association has recognized charge-offs of $180,422 and $3,409 in recoveries. Also during 2015, the Association
acquired five properties through foreclosure proceedings or deed in lieu of foreclosure, with a net carrying value of $1,502,708 and
sold five properties and one partial property with a net carrying value of $1,396,883. At December 31, 2015, the Association held
six properties totaling $1,453,743, net of allowance, in Other Property Owned on the balance sheet.

At a July 2013 Special Stockholders Meeting, the Association’s stockholders approved an amendment to the Association’s
capitalization bylaws addressing the amount of stock a borrower must purchase as a condition of borrowing from the Association.
The change affected the range within which the board of directors is authorized to set the stock requirement, and also the manner in
which the stock requirement is calculated.

In August 2013, the board of directors approved a stock reduction to equalize the stock of all borrowers to the lesser of 2 percent of
the aggregate amount of all of the stockholder’s loans or $1,000. The stock reduction was paid in September 2013, in the amount of
$782,125. Further details are discussed in Note 9, “Capital,” to the consolidated financial statements included in this annual report.

On July 9, 2012 the Farm Credit Administration granted the name change of Federal Land Bank of North Alabama, FLCA, which is
a subsidiary of Alabama Farm Credit, ACA, to Alabama Farm Credit, FLCA, effective July 1, 2012. The Association charter and the
title of the Articles of Association were properly amended to reflect the change.
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For more than 26 years, the Association has continued to provide its members with quality financial services. The board of directors
and management remain committed to maintaining the financial integrity of the Association while offering competitive loan products
that meet the financial needs of agricultural producers.

Loan Portfolio:

The Association makes and services loans to farmers, ranchers, rural homeowners and certain farm-related businesses. The
Association’s loan volume consists of long-term farm mortgage loans, production and intermediate-term loans, and farm-related
business loans. These loan products are available to eligible borrowers with competitive variable, fixed, adjustable, LIBOR-based
and prime-based interest rates. Loan maturities range from one to 30 years, with annual operating loans comprising the majority of
the commercial loans and 20- to 30-year maturities comprising the majority of the mortgage loans. Loans serviced by the
Association offer several installment payment cycles, the timing of which usually coincides with the seasonal cash-flow capabilities
of the borrower.

The composition of the Association’s loan portfolio, including principal less funds held of $624,846,651, $560,348,482 and
$487,032,576 as of December 31, 2015, 2014 and 2013, respectively, is described more fully in detailed tables in Note 3 to the
consolidated financial statements, “Loans and Allowance for Loan Losses,” included in this annual report. The Association was able
to show an increase in total loan volume of $64,498,169 or 11.5 percent as compared to 2014. These increases are the result of the
Association expanding its PCA loan growth, an increase in capital markets activity, an overall improvement of economic and
financial markets and increased demand within the Association’s territory.

The Association’s largest commodity concentration in its loan portfolio continues to be poultry, which is approximately 49.6 percent
or $310,104,890. The industry is presently stable with market prices for poultry remaining stable and feed cost leveling off. This has
resulted in the integrators showing marginal profits for the year. Production in 2016 should remain steady as markets both in the states
and overseas continue to show signs of sufficient poultry meat supplies. Some integrators are offering new grower contracts in order
to meet their market demands, with egg and chick placements in Alabama increasing slightly each week. Overall credit quality has
improved and the industry remained relatively consistent within the market throughout the year. The Association has $95,438,492, or
30.8 percent guaranteed, which helps to reduce loss exposure in this commodity. Poultry farm sales during 2015 have been few in
number, but a sufficient demand remains in the marketplace. Most integrators did some expansion in 2015 due to a decrease in feed
costs (i.e. corn and soybeans) and better market conditions for poultry. Projections for poultry are that the market will remain
relatively stable to improving in the coming year. This is due primarily to the export markets expanding (i.e. Cuba) improving along
with higher price meat from hogs and cattle causing more demand for less expensive poultry. The Association continues to experience
some isolated concerns in its portfolio as evidenced by some due date changes to better match the individual growers’ batch sales.
Management feels that this loan servicing is probably due to changes in the poultry markets where integrators are adjusting their bird
size as the market dictates.

Agricultural income has been stable to improving over the past few years, with fairly good growing conditions and commodity prices.
Some downward pressure on row crop commodity prices has been noted in 2015 and projected into the 2016 growing season. Weather
conditions for 2015 had above average moisture and improved over those experienced in the 2014 crop year. Fairly normal conditions
existed throughout the Association’s territory for the majority of the year. Cattle producers continued to see good demand and adequate
prices, during 2015, due to overall fewer cattle in inventory, compared to historical averages. Profits from cattle operations have resulted
in limited effect on the Association’s loan portfolio, with mainly an increased demand for livestock loans.

Timber markets in 2015 continued to be soft, due to the decreased demand from the housing market. Indicators for 2016 are for
timber prices to improve with industry leaders projecting increased demand for wood products in 2016. A closed sawmill in the
northeast part of the Association’s territory was purchased by some Canadian investors and reopened in 2014. This has shown a slight
improvement for our land timber markets.

Overall land values have remained fairly stable in most all areas of the Association’s territory based on the current economic climate.
The agricultural economy, in general for the area, remained stable in 2015. Favorable weather conditions and average commodity
prices have had a positive effect in stabilizing the farm economy for the year. The Association’s credit quality grew to 99.4 percent
non-adverse loan volume at 2015 year end, compared to 99.2 and 98.8 percent non-adverse loan volume at year-end 2014 and 2013,
respectively. We will continue to work with our borrowers as all market segments make corrections with minimal restructuring.

Alabama Farm Credit, ACA—2015 Annual Report
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Purchase and Sales of Loans:

During 2015, 2014 and 2013, the Association was participating in loans with other lenders. As of December 31, 2015, 2014 and
2013, these participations totaled $21,108,906, $11,858,089 and $10,707,869, or 3.4 percent, 2.1 percent and 2.2 percent of loans,
respectively. There were no participations purchased from entities outside the district during the years ended December 31, 2015,
2014 and 2013. The increase in volume in 2015 is due to the Association purchasing 8 new participations in addition to refinancing
of or draws on existing lines of credit during the year. The Association has not sold any participations as of December 31, 2015,
2014 and 2013.

Risk Exposure:

High-risk assets include nonaccrual loans, loans that are past due 90 days or more and still accruing interest, formally restructured
loans and other property owned, net.

The following table illustrates the Association’s components and trends of high-risk assets serviced for the prior three years as of
December 31:

2015 2014 2013
Amount % Amount % Amount %
Nonaccrual $ 2,339,527 475% $ 2,691,423 51.8% $ 1,901,977 27.9%
Formally restructured 966,385 21.0% 999,367 19.3% 1,913,965 28.1%
Other property owned, net 1,453,743 31.5% 1,502,644 28.9% 2,998,355 44.0%
Total $ 4,759,655 100.0% $ 5,193,434 100.0% $ 6,814,297 100.0%

High risk assets decreased in 2015 by $433,780, or 8.4 percent, as compared to 2014. During 2015, 13 loans totaling $2,540,893
were moved to nonaccrual status while five loans totaling $1,502,708 were moved to other property owned and eight loans totaling
$777,133 were reinstated to accrual status as a result of their compliance with terms of their new loan agreement.

At December 31, 2015, 2014 and 2013, loans that were considered impaired were $3,305,912, $3,690,790 and $3,815,942,
representing 0.5 percent, 0.7 percent and 0.8 percent of loan volume, respectively. Impaired loans consist of all high-risk assets
except other property owned, net.

The Association had five properties in Other Property Owned at the beginning of 2015. During 2015, the Association acquired five
other properties from various counties in north Alabama. The Association disposed of four properties and two partial tracts of
property during 2015 resulting in a net loss of $156,531. At December 31, 2015, the Association held six properties with a carrying
value of $1,453,743, net of allowance, which consisted of approximately 188.0 acres of land.

Counterparty risk is continually monitored by management of the Association. The Association’s primary counterparty risk comes
from the poultry integrators with which its borrowers are associated and participation loans. Because the Association’s portfolio has
approximately a 49.6 percent concentration in poultry, it mitigates inherent risks in poultry and the integrators by heavy utilization
of government guarantees. Also, the Association’s lending territory has multiple integrators, which would minimize the risk of
counterparty failure or lack of performance. Management analyzes the financial position and performance of these integrators by
regularly gathering updated financials and other reports that are made available to the public. The Association, in the normal course
of business, has participation loans with other farm credit associations and farm credit banks.

Except for the relationship between installment due date and seasonal cash-flow capabilities of the borrower, the Association is not
affected by any seasonal characteristics. The factors affecting the operations of the Association are the same factors that would
affect any agricultural real estate lender.

To help mitigate and diversify credit risk, the Association has employed practices including credit guarantees and engaging in loan
participations. At December 31, 2015, the Association had approximately $100.0 million, or 16.0 percent, of its portfolio that had
guarantees with the Farm Service Agency (FSA) or the Small Business Administration (SBA).

Alabama Farm Credit, ACA—2015 Annual Report
8



Allowance for Loan Losses:

The following table provides relevant information regarding the allowance for loan losses as of, or for the year ended, December 31:

2015 2014 2013
Allowance for loan losses $ 3,781,484 $ 3,775210 $ 2,697,084
Allowance for loan losses to total loans 0.6% 0.7% 0.6%
Allowance for loan losses to nonaccrual loans 161.6% 140.3% 141.8%
Allowance for loan losses to impaired loans 114.4% 102.3% 70.8%
Net charge-offs to average loans 0.0% 0.1% 0.2%

The allowance is based on a periodic evaluation of the loan portfolio by management in which numerous factors are considered,
including economic conditions, loan portfolio composition, collateral value, portfolio quality, current production conditions and
economic conditions, and prior loan loss experience. Management considers the following factors in determining and supporting the
level of allowance for loan losses: the concentration of lending in agriculture, combined with uncertainties associated with farmland
values, commodity prices, exports, government assistance programs, regional economic effects and weather-related influences.

Based upon ongoing risk assessment and the allowance for loan losses procedures outlined above, the allowance for loan losses of
$3,781,484, $3,775,210 and $2,697,084 at December 31, 2015, 2014 and 2013, respectively, is considered adequate by
management to compensate for inherent losses in the loan portfolio at such dates. The $6,274 increase compared to 2014 is
primarily due to the increase in general allowance due to the Association’s increased outstanding loan volume offset by a decrease in
the participation stress analysis based on the decrease in the five-year loss trend. It is management’s assertion that the allowance
coverage is adequate based on historical losses, portfolio stress testing, risk analysis, mitigation of losses due to having first lien real
estate with minimal to no price appreciation and, as mentioned above, having approximately $100.0 million, or 16.0 percent, of its
portfolio that had guarantees with the FSA or the SBA.

Results of Operations:

The Association’s net income for the year ended December 31, 2015, was $13,651,051 as compared to $12,075,167 for the year
ended December 31, 2014, reflecting an increase of $1,575,884, or 13.1 percent. The Association’s net income for the year ended
December 31, 2013 was $10,788,391. Net income increased $1,286,776, or 11.9 percent, in 2014 versus 2013. The primary
increase in net income during 2015 and 2014 was the result of increased average loan volume offset by a slight decrease in spreads
and a small increase in cost of funds charged by the Bank, which yielded higher net interest income. These spreads have been on the
decline since 2013 and are expected to continue to decrease slightly in 2016. The increase in net income for 2014 was also
attributable to an increase in gains on sales of other property owned and Association-owned property.

Net interest income for 2015, 2014 and 2013 was $19,204,162, $17,540,377 and $16,170,812, respectively, reflecting increases of
$1,663,785, or 9.5 percent, for 2015 versus 2014 and $1,369,565, or 8.5 percent, for 2014 versus 2013. 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 three years are presented in the following tables:

2015 2014 2013
Awerage Average Average
Balance Interest Balance Interest Balance Interest
Loans $588,397,488 $29,064925 $ 522463801 $ 26155423 $ 462437484 $ 23,722,592
Interest-bearing liabilities 503,214,733 9,860,763 443,684,851 8,615,046 389,214,446 7,551,780
Impact of capital $ 85,182,755 $ 78,778,950 $ 73,223,038
Net interest income $19,204,162 $ 17,540,377 $ 16,170,812
2015 2014 2013
Awerage Yield Average Yield Average Yield
Yield on loans 4.9% 5.0% 5.1%
Total yield on interest-
earning assets 4.9% 5.0% 5.1%
Cost of interest-bearing
liabilities 2.0% 1.9% 1.9%
Interest rate spread 2.9% 3.1% 3.2%
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2015 vs. 2014 2014 vs. 2013

Increase (decrease) due to Increase (decrease) due to
Volume Rate Total Volume Rate Total
Interest income - loans $ 3,300,772 $ (391,270) $ 2,909,502 $ 3,079,281 $ (646,450) $ 2,432,831
Interest expense 1,155,892 89,825 1,245,717 1,056,889 6,377 1,063,266
Net interest income $ 2,144,880 $ (481,095) $ 1,663,785 $ 2,022,392 $ (652,827) $ 1,369,565

Interest income for 2015 increased by $2,909,502, or 11.1 percent, compared to 2014, primarily due to an increase in average loan
volume as a result of the active lending environment during 2015, 2014 and 2013. This increase was offset by a slight decrease in
loan yields. Interest expense for 2015 increased by $1,245,717, or 14.5 percent, compared to 2014, again due to the increase in
average loan volume and a slight increase in interest rates on the Association’s direct note with the Bank. The interest rate spread
decreased by -8 basis points to 2.98 percent in 2015 from 3.06 percent in 2014, primarily due to the competitive market for loan
pricing within the Association territory. The interest rate spread decreased by -13 basis points to 3.06 percent in 2014 from 3.19
percent in 2013, again, due to the competitive market.

Noninterest income for 2015 decreased by $459,103, or 15.0 percent, compared to 2014, due primarily to the Association recording
a net gain on sales of other property owned in 2014 in the amount of $696,812 compared to no net gains recorded on sales of other
property owned in 2015. Additionally, there was a decrease in net gains on sales of premises and equipment as compared to 2014.
These decreases are offset by an increase in patronage income from the Bank in the amount of $226,340, or 11.0 percent, as
compared to 2014. Patronage income from the Bank was paid out at 42 basis points based on the Association’s average note
balance of $503,214,733.

Noninterest income for 2014 increased by $885,461, or 40.5 percent, compared to 2013, due primarily to gains on sales of other
property owned and equipment and an increase in patronage income from the Bank. The Association sold its ownership in a
participation loan for a net gain of $1,227,063 which, along with other property sales, was offset by acquired property expenses for a net
gain on the sale of other property owned of $696,812. Patronage income from the Bank was paid out at 43 basis points on the
Association’s average note balance of $443,632,909. This is an increase in patronage income of $200,815, or 10.9 percent, over 2013.

Provisions for loan losses decreased by $1,334,915, or 87.1 percent, compared to 2014, due primarily to a decrease in the
participation stress analysis and a decrease in the five-year loss trend, offset by an increase in general allowance due to the
Association’s increased outstanding loan volume. The Association’s risk factors used in the calculation of the allowance were based
on a conservative review of high-risk assets, actual loss history, delinquencies and an estimate of expected and inherent losses over
the next 12 to 18 months.

Operating expenses consist primarily of salaries, employee benefits and purchased services. Expenses for purchased services may
include administrative services, marketing, information systems, accounting and loan processing, among others. The increase in
operating expenses of $963,713, or 13.8 percent, in 2015 as compared to 2014, was primarily due to an increase in salaries and
employee benefits, travel, occupancy and equipment, FCSIC premiums and the Association recording a net loss on sales of other
property owned. The increase in salaries and employee benefits is due to the addition of two credit analysts, a collateral evaluator
and an administrative assistant position in 2015 due to Association needs. The increase in travel is due primarily to increased travel
for training of new Association staff. The Association also expanded two offices, which resulted in an increase in occupancy and
equipment. The increase in FCSIC premiums is a result of an increase in the premium base from 12 basis points in 2014 to 13 basis
points in 2015. Authoritative accounting guidance requiring the capitalization and amortization of loan origination fees and costs
resulted in the capitalization of $1,160,317, $1,276,259 and $964,945 for 2015, 2014 and 2013, respectively, in origination costs,
which will be amortized over the life of the loans as an adjustment to yield in net interest income. The capitalized costs consisted of
salaries and benefits totaling $1,188,480 related to the origination of loans.

The $51,115 decrease in operating expenses in 2014 compared to 2013 was primarily due to a decrease in salaries and employee
benefits, purchased services, travel and other noninterest expenses. This decrease was offset by an increase in directors’ expenses,
occupancy and equipment, advertising, public and member relations, supervisory and exam expense, FCSIC premiums and business
insurance premiums. The decrease in salaries and benefits was primarily due to the Association experiencing employee resignations
and retirements resulting in a period of time where salaries were not incurred and due to increased capitalized loan origination fees
reducing the amount of salaries and benefits expen