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Quarterly Report
September 30, 2022
Northwest Farm Credit Services, ACA

Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following commentary is a review of the consolidated financial condition and results of operations of Northwest Farm
Credit Services, an Agricultural Credit Association (ACA) and its wholly-owned subsidiaries (collectively referred to as
Northwest FCS) for the three and nine months ended September 30, 2022. These comments should be read in conjunction
with the unaudited consolidated financial statements and related notes included in this report, as well as the 2021 Annual
Report to Stockholders. Dollar amounts are in thousands unless otherwise noted.

Northwest FCS quarterly and annual reports to stockholders may be obtained free of charge on Northwest FCS’ website,
www.northwestfcs.com, or upon request at Northwest Farm Credit Services, ACA, P.O. Box 2515, Spokane, Washington
99220-2515, by telephone at (509) 340-5300, or toll free at (800) 743-2125. Additionally, the financial condition and results
of operations of CoBank, ACB (CoBank), may materially affect the risk associated with stockholder investments in Northwest
FCS. Stockholders of Northwest FCS may obtain copies of CoBank’s financial statements free of charge by accessing
CoBank’s website, www.cobank.com, or upon request at Northwest FCS.

The Consolidated Financial Statements were prepared under the oversight of the Audit Committee.

Forward-Looking Statements

Certain statements contained in this report that are not historical facts are forward-looking statements within the meaning
of the Private Securities Litigation Reform Act. Actual results may differ materially from those included in the forward-
looking statements that relate to plans, projections, expectations and intentions. Forward-looking statements are typically

” u » u ” u » u ” u ” u

identified by words such as “believe,” “expect,” “anticipate,” “intend,” “estimate,” “plan,” “project,” “may,” “will,”
“should,” “would,” “could” or similar expressions. Although it is believed that information expressed or implied in such
forward-looking statements is reasonable, no assurance can be given that such projections and expectations will be realized
or the extent to which a particular plan, projection, or expectation may be realized. These forward-looking statements are
based on current knowledge and are subject to various risks and uncertainties, including, but not limited to:

e Political (including trade policies), legal, regulatory, financial markets and economic conditions and developments
in the United States and abroad;

e Global health pandemics;

e Global conflicts;

e Economic fluctuations in the agricultural, rural infrastructure and farm-related business sectors;

e Weather-related, disease and other adverse climatic or biological conditions that impact agricultural productivity
and income;

e Changes in U.S. 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 the U.S. government,
other government-sponsored enterprises and other financial institutions;

e Actions taken by the Federal Reserve System in implementing monetary policy;

e Actions taken by the U.S. government to manage U.S. fiscal policy, including tax reform;

e Credit, interest rate and liquidity risk inherent in lending activities;

e Transition from London Inter-bank Offered Rate (LIBOR) to an alternative index or indexes;

e Changes in assumptions for determining the allowance for credit losses and fair value measurements;

e Cybersecurity risks, including a failure or breach of operational or security systems or infrastructure, that could

adversely affect business, financial performance and reputation;
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e Disruptive technologies impacting the banking and financial services industries or implemented by competitors
which negatively impact the ability to compete in the marketplace;

e Nonperformance by counterparties to derivative positions;

e The resolution of legal proceedings and related matters; and

¢ Industry outlook for agricultural conditions and land values.

Merger Activity

During the first quarter of 2022, the Boards of Directors of Northwest FCS and Farm Credit West, ACA, made a strategic
decision to enter into a non-binding Letter of Intent to pursue a merger of the two organizations. The consolidated
association would be headquartered in Spokane, Washington. Upon completion of the merger, the association would serve
over 23,000 customers in Alaska, Arizona, California, Idaho, Montana, Nevada, Oregon and Washington with expected total
assets over $28 billion. The merger has received approval from CoBank and preliminary approval from the Farm Credit
Administration. Customer-owners will vote on the merger in mid-November 2022. If stockholders approve the merger and
the Farm Credit Administration grants final approval, the merger would be effective no earlier than January 1, 2023.

Results of Operations

Net income for the three months ended September 30, 2022, was $88.0 million compared to $86.8 million for the same
period of the prior year. Net income for the nine months ended September 30, 2022, was $258.3 million compared to
$275.4 million for the same period of the prior year. The increase for the three month comparative periods was primarily
due to an increase in net interest income and an increase in noninterest income, partially offset by an increase in
noninterest expense. The decrease for the nine month comparative periods was primarily due to a provision for credit
losses compared to a credit loss reversal for the same period in the prior year and an increase in noninterest expense,
partially offset by an increase in net interest income and an increase in noninterest income. The increase in noninterest
expense for the three and nine months ended September 30, 2022, was primarily related to an increase in the insurance
fund premium assessment rate on Systemwide adjusted insured debt. The increase to the insurance fund premium
assessment rate was necessary in order to target the Farm Credit Insurance Fund (Insurance Fund) balance to the statutory
secure base amount of 2.0 percent. See Note 1 of the 2021 Annual Report to Stockholders for additional information.

Net interest income was $106.7 million for the three months ended September 30, 2022, compared to $102.5 million for
the same period of the prior year. Net interest income was $308.4 million for the nine months ended September 30, 2022,
compared to $291.3 million for the same period of the prior year. Influences on net interest income from changes in
effective rates on, and volume of, interest earning assets and interest bearing liabilities are presented in the following table:

Change between the three months ended September 30, 2022 and 2021 incomec/igj(r;iislg Change in rate  Change in volume
Interest income on total loans S 34,380 S 22,525 S 11,855
Interest income on investment securities 1,122 918 204
Total interest income S 35,502 $ 23,443 $ 12,059
Total interest expense (31,310) (27,900) (3,410)
Net interest income S 4,192 $ (4,457) $ 8,649
Change in
Change between the nine months ended September 30, 2022 and 2021 income/expense Change in rate  Change in volume
Interest income on total loans S 53,735 § 17,369 S 36,366
Interest income on investment securities 2,190 1,635 555
Total interest income S 55,925 §$ 19,004 $ 36,921
Total interest expense (38,871) (27,785) (11,086)
Net interest income S 17,054 $ (8,781) $ 25,835
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Information regarding the average daily balances and average rates earned and paid which impact net interest margin are

presented in the following table:

For the three months ended September 30,
Net interest income

Average balances:

Total loans

Investment securities
Average interest earning assets
Average interest bearing liabilities

Net interest margin

For the nine months ended September 30,
Net interest income

Average balances:

Total loans

Investment securities
Average interest earning assets
Average interest bearing liabilities

Net interest margin

2022
S 106,654

$ 14,116,392

503,260
$ 14,619,652
$ 12,055,052

2.89%

2022
S 308,355

S 14,004,616

462,132
$ 14,466,748
$ 11,944,315

2.85%

2021
S 102,462

$ 12,963,049

337,029
$ 13,300,078
$ 10,867,260

3.06%

2021
S 291,301

$ 12,801,105

303,069
$ 13,104,174
$ 10,714,310

2.97%

During the three and nine months ended September 30, 2022, there were provisions for credit losses of $1.9 million and
$4.4 million, respectively. These are compared to a provision for credit losses of $0.9 million and a credit loss reversal of
$21.1 million for the three and nine months ended September 30, 2021, respectively. Refer to the Loan Portfolio section
below for additional discussion on credit quality.

Noninterest income for the three months ended September 30, 2022, was $35.4 million compared to $32.1 million for the
same period of the prior year, an increase of $3.3 million or 10.2 percent. The increase for the three month comparative
periods was primarily due to an increase in patronage income. Noninterest income for the nine months ended September
30, 2022, was $105.8 million compared to $95.1 million for the same period of the prior year, an increase of $10.8 million or
11.3 percent. The increase for the nine month comparative periods was primarily due to an increase in patronage income
and an increase in other noninterest income.

Noninterest expense for the three months ended September 30, 2022, and 2021, was $52.0 million and $46.5 million,
respectively, an increase of $5.5 million or 11.7 percent. Noninterest expense for the nine months ended September 30,
2022, and 2021, was $150.8 million and $131.0 million, respectively, an increase of $19.8 million or 15.1 percent. The
increase in noninterest expense for the three and nine month comparative periods was primarily due to increases in salaries
and employee benefits, other noninterest expenses, and the insurance fund premiums previously discussed.

Outlook

Macroeconomic and geopolitical uncertainties present Northwest FCS and its customers a number of unique opportunities
and challenges. While Northwest FCS cannot fully determine the longer-term impact of these on its customers and
business, it continues to monitor the situation and potential impacts.

For information on the industries served by Northwest FCS, visit Industry Insights in the Resources section of
www.northwestfcs.com.
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Financial Condition

Loan Portfolio
Loans and accrued interest by type are presented in the following table:

September 30, 2022 December 31, 2021 Change

Production agriculture:

Real estate mortgage S 7,302,054 S 7,003,397 S 298,657

Production and intermediate-term 3,449,733 3,331,925 117,808
Agribusiness:

Processing and marketing 1,798,618 1,572,896 225,722

Loans to cooperatives 515,367 522,960 (7,593)

Farm related business 387,248 315,425 71,823
Rural infrastructure:

Energy 292,723 298,893 (6,170)

Communications 191,408 158,523 32,885

Water and waste disposal 110,847 88,933 21,914
Rural residential real estate 296,031 339,364 (43,333)
Other:

Leases 59,787 72,263 (12,476)

Other 3,693 8,218 (4,525)
Total S 14,407,509 $ 13,712,797 $ 694,712

The loan portfolio is comprised of a wide array of commodities, which are summarized by concentration in the following
table:

September 30, 2022 December 31, 2021
Fruit and tree nuts 10.8% 11.1%
Dairy 10.6% 11.5%
Cattle and livestock 10.1% 10.0%
Forest products 8.3% 8.7%
Potatoes 6.7% 6.7%
Ag processing 6.3% 6.2%
Grains 6.1% 6.1%
Agricultural services 5.9% 5.4%
Other concentrations in aggregate 35.2% 34.3%
Total 100.0% 100.0%
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Impaired loan volume is comprised of nonaccrual loans, restructured loans, and accrual loans 90 days or more past due.
Nonperforming assets consist of impaired loans and other property owned. Comparative information regarding
nonperforming assets in the portfolio, including accrued interest where appropriate, are presented in the following table:

September 30, 2022 December 31, 2021
Nonperforming assets:
Nonaccrual loans S 41,068 S 49,526
Restructured accrual loans 2,149 4,964
Accrual loans 90 days or more past due 3,523 2,782
Total impaired loans and interest S 46,740 S 57,272
Other property owned, net — —
Total nonperforming assets S 46,740 $ 57,272
Nonaccrual loans to total loans and accrued interest 0.3% 0.4%
Impaired loans to total loans and accrued interest 0.3% 0.4%
Nonperforming assets to total loans and accrued interest 0.3% 0.4%

Nonperforming assets at September 30, 2022, decreased by $10.5 million compared to December 31, 2021. Nonaccrual
loans decreased by $8.5 million from December 31, 2021, and consist primarily of dairy and energy commodities. Accruing
restructured loan volume decreased by $2.8 million from December 31, 2021. Accrual loans 90 days or more past due
increased by $0.7 million from December 31, 2021, and were adequately secured and in the process of collection.

The allowance for credit losses at September 30, 2022, was $81.0 million compared to $76.5 million at December 31, 2021.
Net recoveries for the three months ended September 30, 2022 and 2021, were $68 thousand and $127 thousand,
respectively. Net recoveries for the nine months ended September 30, 2022, and 2021 were $58 thousand and $117
thousand, respectively.

At September 30, 2022, patronage receivable decreased by $25.6 million compared to December 31, 2021, from the receipt
of patronage, partially offset by amounts recorded related to the estimate of patronage receivable for the first nine months
of 2022.

At September 30, 2022, patronage payable decreased by $27.4 million compared to December 31, 2021, as a result of the
disbursement of patronage, partially offset by accruals recorded related to the estimate of patronage payable for the first
nine months of 2022.

Liquidity, Investment Securities and Funding Source

The primary source of Northwest FCS liquidity and funding is a direct loan from CoBank that is reported as a note payable to
CoBank, ACB in the Consolidated Balance Sheets. The funding arrangement is governed by a general financing agreement.
Northwest FCS is currently in compliance with this agreement, including repayment pursuant to the terms and conditions of
each debt obligation to CoBank and does not foresee issues with obtaining funding or maintaining liquidity and sensitivity
requirements.

Northwest FCS has two secondary sources of liquidity and funding, with the first being a Liquidity Investments Portfolio
managed by Northwest FCS. The Liquidity Investments Portfolio holds investment securities primarily to maintain a liquidity
reserve and to assist with interest rate risk management. In accordance with Board-approved policies, Northwest FCS
purchases high credit quality investment securities to ensure the investment portfolio is readily marketable and available to
serve as a source of liquidity in the event of disruption to Northwest FCS’ normal funding sources. Additional investment
securities information is in Note 2.

Northwest FCS’ other secondary source of liquidity and funding is through an uncommitted Federal Funds line of credit with

Wells Fargo Bank, N.A. The amount available through this line is $75.0 million and is intended to provide liquidity for
disaster recovery or other emergency situations. At September 30, 2022, no balance was outstanding on this line of credit.
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Capital Regulations
The Farm Credit Administration (FCA) sets minimum regulatory capital requirements. Northwest FCS exceeded the

regulatory minimums and capital conservation buffer amounts, where applicable, for all ratios. The following table sets

forth the regulatory capital ratio requirements and ratios:
Total regulatory minimums

September 30, 2022 December 31, 2021 Regulatory minimums with buffer
Risk-adjusted:
Common equity tier 1 ratio 17.3% 17.4% 4.5% 7.0%
Tier 1 capital ratio 17.3% 17.4% 6.0% 8.5%
Total capital ratio 17.8% 17.9% 8.0% 10.5%
Permanent capital ratio 17.4% 17.5% 7.0% 7.0%
Non-risk-adjusted:
Tier 1 leverage ratio* 18.4% 18.5% 4.0% 5.0%
UREE leverage ratio 18.4% 19.9% 1.5% 1.5%

*Must include the regulatory minimum requirement of at least 1.5 percent of UREE.
See Note 8 of the 2021 Annual Report to Stockholders for a complete description of these ratios.

Certification
The undersigned certify that they have reviewed this report and 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 their knowledge and belief. There were no material changes in the internal control over financial reporting during the

three and nine months ended September 30, 2022.

U9 Daf g\ W%N

Phil DiPofi Tom Nakano Nathan Riggers
President and CEO EVP-Chief Administrative and Chair of the Board
Financial Officer
November 9, 2022 November 9, 2022

November 9, 2022
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NORTHWEST FARM CREDIT SERVICES, ACA
Consolidated Balance Sheets

(dollars in thousands) (unaudited)

ASSETS
Cash
Investment securities

Loans
Less: allowance for loan losses
Net loans

Accrued interest receivable

Investment in CoBank, ACB

Patronage receivable

Investment in Farm Credit System Entities
Premises and equipment, net

Other assets

Total assets

LIABILITIES
Note payable to CoBank, ACB
Advance conditional payments and other interest bearing liabilities
Accrued interest payable
Patronage payable
Other liabilities

Total liabilities
MEMBERS' EQUITY
Capital stock and participation certificates
Less: capital stock and participation certificates receivable (Note 4)
Accumulated other comprehensive loss, net of tax
Unallocated retained earnings

Total members' equity

Total liabilities and members' equity

The accompanying notes are an integral part of these consolidated financial statements.
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September 30, 2022

December 31, 2021

S 20,691 §$ 55,287
540,308 422,301
14,261,817 13,610,719
63,000 60,000
14,198,817 13,550,719
147,404 103,704

419,844 444,046

69,396 94,986

83,857 73,983

52,940 48,194

33,621 33,897

S 15,566,878 S 14,827,117
$ 11,749,033 $ 11,040,740
492,981 526,948

36,959 24,138

137,596 165,030

75,442 80,830
12,492,011 11,837,686
13,525 13,480

(13,525) (13,480)

(65,438) (30,191)
3,140,305 3,019,622
3,074,867 2,989,431

$ 15,566,878 S 14,827,117




NORTHWEST FARM CREDIT SERVICES, ACA
Consolidated Statements of Income

(dollars in thousands) (unaudited)

For the three months ended September 30,

For the nine months ended September 30,

2022 2021 2022 2021
NET INTEREST INCOME
Interest income S 169,161 S 133,659 S 443,791 S 387,866
Interest expense 62,507 31,197 135,436 96,565
Net interest income 106,654 102,462 308,355 291,301
Provision for credit losses (credit loss reversal) 1,932 873 4,442 (21,117)
Net interest income after provision for credit
losses (credit loss reversal) 104,722 101,589 303,913 312,418
NONINTEREST INCOME
Patronage 23,226 21,071 71,439 64,041
Financially related services 5,287 5,322 13,887 13,062
Loan and other fees 3,040 2,835 10,169 10,245
Other noninterest income 3,836 2,888 10,341 7,727
Total noninterest income 35,389 32,116 105,836 95,075
NONINTEREST EXPENSE
Salaries and employee benefits 28,074 26,063 80,160 73,983
Purchased services 8,291 7,796 23,931 22,262
Insurance fund premiums 5,182 3,689 15,563 11,173
Occupancy and equipment 2,805 2,603 9,338 7,758
Other noninterest expenses 7,636 6,377 21,851 15,842
Total noninterest expense 51,988 46,528 150,843 131,018
Income before income taxes 88,123 87,177 258,906 276,475
Provision for income taxes 156 374 638 1,035
Net income S 87,967 S 86,803 S 258,268 S 275,440

The accompanying notes are an integral part of these consolidated financial statements.
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NORTHWEST FARM CREDIT SERVICES, ACA
Consolidated Statements of Comprehensive Income

(dollars in thousands) (unaudited)

For the nine months ended September 30, 2022 2021
Net income S 258,268 S 275,440
Amortization of costs included in net periodic
pension cost, net of deferred income tax 1,123 1,189
Net change in unrealized loss on investment securities (36,370) (1,878)
Other comprehensive loss, net of tax (35,247) (689)
Comprehensive income S 223,021 $ 274,751
The accompanying notes are an integral part of these consolidated financial statements.
NORTHWEST FARM CREDIT SERVICES, ACA
Consolidated Statements of Changes in Members' Equity
(dollars in thousands) (unaudited)
For the nine months ended September 30, 2022 2021
Balance at beginning of period S 2,989,431 S 2,804,908
Comprehensive income 223,021 274,751
Issuance of stock in exchange for customer stock receivable 1,230 1,485
Release of customer stock receivable associated with retired stock (1,185) (1,285)
Less: capital stock and participation certificates receivable (Note 4) (45) (200)
Patronage (137,585) (121,301)
Balance at end of period S 3,074,867 S 2,958,358

The accompanying notes are an integral part of these consolidated financial statements.
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NORTHWEST FARM CREDIT SERVICES, ACA

Notes to Financial Statements (unaudited)

NOTE 1 - Organization and Significant Accounting Policies

Organization

A description of the organization and operations of Northwest FCS, the significant accounting policies followed, and the
financial condition and results of operations as of and for the year ended December 31, 2021, are contained in the 2021
Annual Report to Stockholders. These unaudited results for the three and nine months ended September 30, 2022, should
be read in conjunction with the 2021 Annual Report to Stockholders.

The accompanying unaudited financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of America (GAAP) and prevailing practices within the financial services industry for interim
financial information. Accordingly, they do not include all of the disclosures required by GAAP for annual financial
statements and should be read in conjunction with the audited financial statements as of and for the year ended
December 31, 2021, as contained in the 2021 Annual Report to Stockholders.

In the opinion of management, the unaudited financial information is complete and reflects all adjustments, consisting of
normal recurring adjustments, necessary for the fair statement of results for the interim period. The preparation of financial
statements in accordance with GAAP requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results could differ from those estimates. The
Consolidated Income Statements for interim periods are not necessarily indicative of the results to be expected for the full
year ending December 31, 2022. Descriptions of the significant accounting policies are included in the 2021 Annual Report
to Stockholders. In the opinion of management, these policies and the presentation of the interim financial condition and
results of operations conform with GAAP and prevailing practices within the financial services industry.

Recently Issued or Adopted Accounting Pronouncements

In March 2022, the Financial Accounting Standards Board (FASB) issued updated guidance, Troubled Debt Restructurings
and Vintage Disclosures. The guidance eliminates the accounting guidance for troubled debt restructurings (TDRs) by
creditors while enhancing disclosure requirements for certain loan refinancings and restructurings when a borrower is
experiencing financial difficulty. The creditor will have to apply the guidance to determine whether a modification results in
a new loan or a continuation of an existing loan. In addition to the TDR guidance, the update requires public business
entities to disclose current period gross write-offs by year of origination for financing receivables and net investments in
leases within the scope of the credit losses standard. These amendments will be effective for Northwest FCS at the time of
adoption of the measurement of credit losses on financial instruments standard on January 1, 2023.

In June 2016, the FASB issued guidance, Measurement of Credit Losses on Financial Instruments. The guidance, commonly
referred to as CECL, replaces the current incurred loss impairment methodology with a methodology that reflects expected
credit losses and requires consideration of a broader range of reasonable and supportable information to inform credit loss
estimates. For public business entities that are not U.S. Securities and Exchange Commission filers this guidance, as updated
and amended in November 2019, becomes effective for interim and annual reporting periods beginning after December 15,
2022, with early adoption permitted. Northwest FCS continues to evaluate the impact this guidance will have on its financial
statements upon adoption, which will be partially dependent on the composition of its portfolio and asset quality at the
adoption date, as well as economic conditions and forecasts at the time of adoption. Implementation efforts are underway
and include the development and testing of Northwest FCS’ systems, data requirements, guidance interpretation and
related accounting policy decisions and consideration of relevant internal processes and controls.

In January 2021, the FASB issued an update to Reference Rate Reform whereby certain derivative instruments may be
modified to change the rate used for margining, discounting or contract price alighment. An entity may elect to apply the
new amendments on a full retrospective basis as of any date from the beginning of an interim period that includes or is
subsequent to March 12, 2020, or on a prospective basis to new modifications from any date within an interim period that
includes or is subsequent to the date of the update, up to the date that financial statements are available to be issued.
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These amendments do not apply to contract modifications made or new hedging relationships entered into after December
31, 2022, and existing hedging relationships evaluated for effectiveness in periods after December 31, 2022. Northwest FCS

is evaluating the impact of adoption and expects minimal impact to its consolidated financial condition and results of
operations.

NOTE 2 - Investment Securities

The following is a summary of investments held for maintaining a liquidity reserve and managing interest rate risk and are
classified as available-for-sale:

Gross unrealized Gross unrealized
September 30, 2022 Amortized cost gains losses Fair value
U.S. Treasury debt securities S 580,388 S — S (40,080) S 540,308
Total S 580,388 S — S (40,080) S 540,308
Gross unrealized Gross unrealized
December 31, 2021 Amortized cost gains losses Fair value
U.S. Treasury debt securities S 426,012 S 591 S (4,302) $ 422,301
Total S 426,012 $ 591 $ (4,302) S 422,301

The following table is a summary of the contractual maturity, fair value, amortized cost and weighted average yield of
investments available-for-sale at September 30, 2022:

Contractual maturity

September 30, 2022 In one year or less One to five years Five to ten years Total
U.S. Treasury debt securities
Amortized cost S 74,568 S 427,117 S 78,703 $ 580,388
Fair value S 72,922 S 399,481 S 67,905 S 540,308
Weighted average yield 0.73% 1.46% 1.36% 1.41%

The following table shows investment securities by gross unrealized losses and fair value, aggregated by investment
category and length of time that the securities have been in a continuous unrealized loss position at September 30, 2022.
The continuous loss position is based on the date the unrealized loss was first identified.

Less than 12 months Greater than 12 Months
September 30, 2022 Fair value Unrealized losses Fair value Unrealized losses
U.S. Treasury debt securities S 235,675 S (13,582) $ 304,633 S (26,498)
Total $ 235,675 $ (13,582) $ 304,633 $ (26,498)

As of September 30, 2022, Northwest FCS expects to collect all principal and interest on its investment securities.
Northwest FCS does not intend to sell the securities in unrealized loss positions, nor is it likely that Northwest FCS will be

required to sell such securities, for regulatory, liquidity or other purposes, before an anticipated recovery of its cost basis
occurs.
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NOTE 3 — Loans and Allowance for Credit Losses

A summary of loans follows:

September 30, 2022

Real estate mortgage S 7,197,465 S
Production and intermediate-term 3,422,809
Agribusiness 2,689,512
Rural infrastructure 593,885
Rural residential real estate 295,053
Other 63,093
Total loans S 14,261,817 S

December 31, 2021

6,926,476
3,316,291
2,404,311
545,149
338,374
80,118
13,610,719

Northwest FCS may purchase or sell participation interests with other parties in order to diversify risk, manage loan volume
and comply with FCA regulations. The following tables present information regarding participations purchased and sold.
Participations purchased volume in the tables exclude syndications and purchases of other interests in loans:

Farm Credit institutions Non- Farm Credit institutions Total
Participations Participations Participations Participations Participations Participations
September 30, 2022 purchased sold purchased sold purchased sold
Real estate mortgage S 630,892 S 665173 S — S — S 630,892 S 665,173
Production and intermediate-term 869,581 4,239,758 3 — 869,584 4,239,758
Agribusiness 1,275,278 1,086,530 2,397 = 1,277,675 1,086,530
Rural infrastructure 593,885 — — — 593,885 —
Other 59,420 = = = 59,420 =
Total $ 3,429,056 S 5,991,461 $ 2,400 $ — $3,431,456 $ 5,991,461
Farm Credit institutions Non- Farm Credit institutions Total
Participations Participations Participations Participations Participations Participations
December 31, 2021 purchased sold purchased sold purchased sold
Real estate mortgage S 628320 S 694,485 S - S — S 628320 S 694,485
Production and intermediate-term 688,383 3,480,621 10 — 688,393 3,480,621
Agribusiness 1,101,912 1,015,247 2,462 5,000 1,104,374 1,020,247
Rural infrastructure 545,149 — — — 545,149 —
Other 71,937 = = = 71,937 =
Total $ 3,035,701 $ 5,190,353 $ 2,472 $ 5,000 $ 3,038,173 $ 5,195,353
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Nonperforming assets consist of impaired loans and other property owned. The nonperforming assets, including related

accrued interest where applicable, are as follows:

Nonaccrual loans:
Real estate mortgage
Production and intermediate-term
Agribusiness
Rural infrastructure
Rural residential real estate
Other

Total nonaccrual loans

Restructured accrual loans:
Real estate mortgage
Production and intermediate-term
Rural residential real estate

Total restructured accrual loans

Accrual loans 90 days or more past due:
Real estate mortgage
Production and intermediate-term
Rural residential real estate
Total accrual loans 90 days or more past due

Total impaired loans
Other property owned
Total nonperforming assets

September 30, 2022

18,420 $
13,542
158
8,000
948
41,068 $
783 ¢
622
744
2,149 $
3,307 S
107
109
3,523 $
46,740 $
46,740 $

December 31, 2021

20,787
18,837
333
7,999
1,482
88

49,526

1,133
2,992

839
4,964

2,782

2,782

57,272

57,272

One credit quality indicator utilized by Northwest FCS is the FCA Uniform Loan Classification System that categorizes loans

into five categories. The categories are defined as follows:
e Acceptable — assets are expected to be fully collectible and represent the highest quality.

e  Other assets especially mentioned (OAEM) — assets are currently collectible but exhibit some potential weakness.
e Substandard — assets exhibit some serious weakness in repayment capacity, equity and/or collateral pledged on the

loan.

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

e Loss—assets are considered uncollectible.

The following tables show loans and related accrued interest classified under the FCA Uniform Loan Classification System as
a percentage of total loans and related accrued interest by loan type:

September 30, 2022

Real estate mortgage

Production and intermediate-term
Agribusiness

Rural infrastructure

Rural residential real estate

Other

Total

Acceptable
97.3%
94.8%
94.4%
98.7%
97.6%
95.4%
96.2%
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OAEM
1.3%
2.4%
5.5%
0.0%
0.6%
0.6%
2.3%

Substandard/
doubtful

1.4%
2.8%
0.1%
1.3%
1.8%
4.0%
1.5%

Total
100.0%
100.0%
100.0%
100.0%
100.0%
100.0%
100.0%



Substandard/

December 31, 2021 Acceptable OAEM doubtful Total
Real estate mortgage 96.7% 1.8% 1.5% 100.0%
Production and intermediate-term 94.0% 2.7% 3.3% 100.0%
Agribusiness 97.4% 2.4% 0.2% 100.0%
Rural infrastructure 98.5% 0.0% 1.5% 100.0%
Rural residential real estate 96.8% 0.9% 2.3% 100.0%
Other 95.8% 0.5% 3.7% 100.0%
Total 96.3% 2.0% 1.7% 100.0%
The following tables provide an aging analysis of past due loans and accrued interest:
) Recorded
investment
90+ days and
30-89 days 90+ days Total accruing
September 30, 2022 Current loans past due past due past due Total interest *
Real estate mortgage $ 7,285,654 S 11,490 S 4,910 S 16,400 S 7,302,054 S 3,307
Production and intermediate-term 3,426,004 20,999 2,730 23,729 3,449,733 107
Agribusiness 2,690,400 10,675 158 10,833 2,701,233 —
Rural infrastructure 586,978 — 8,000 8,000 594,978 —
Rural residential real estate 293,406 2,469 156 2,625 296,031 109
Other 63,480 — — - 63,480 —
Total $14,345922 § 45633 S 15954 S 61,587 $14,407,509 S 3,523

*The recorded investment in the receivable is the face amount increased or decreased by applicable accrued interest and unamortized premium, discount,
finance charges, or acquisition costs and may also reflect a previous direct write-down of the investment.

Recorded

investment

90+ days and

30-89 days 90+ days past Total accruing

December 31, 2021 Current loans past due due past due Total interest *
Real estate mortgage $6,953,326 S 44,080 S 5991 S 50,071 $ 7,003,397 S —
Production and intermediate-term 3,300,701 21,649 9,575 31,224 3,331,925 2,782
Agribusiness 2,407,490 3,791 = 3,791 2,411,281 =
Rural infrastructure 538,350 — 7,999 7,999 546,349 —
Rural residential real estate 338,884 480 — 480 339,364 —
Other 80,393 88 — 88 80,481 —
Total $13,619,144 S 70,088 $ 23,565 $ 93,653 $13,712,797 $ 2,782

*The recorded investment in the receivable is the face amount increased or decreased by applicable accrued interest and unamortized premium, discount,
finance charges, or acquisition costs and may also reflect a previous direct write-down of the investment.
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Additional impaired loan information, including related accrued interest where applicable, is as follows:

Interest
Unpaid income
Recorded principal Related Average  recognized on
September 30, 2022 investment * balance ** allowance impaired loans impaired loans
Impaired loans with a related allowance for loan
losses:
Real estate mortgage S - S — S ) 45 § —
Production and intermediate-term 2,981 3,190 813 2,736 =
Agribusiness — — — 104 —
Rural infrastructure 8,000 8,000 2,000 8,000 —
Rural residential real estate — — — — —
Other — — — — —
Total impaired loans with a related allowance $ 10,981 $ 11,190 $ 2,813 S 10,885 $ —
Impaired loans with no related allowance for loan
losses:
Real estate mortgage S 22510 S 24,245 S — $ 22,076 S 868
Production and intermediate-term 11,290 15,191 — 15,205 747
Agribusiness 158 156 — 168 51
Rural infrastructure — — — 1,966 =
Rural residential real estate 1,801 1,803 — 28 205
Other — — — — 5
Total impaired loans with no related allowance S 35759 $§ 41395 $ — $ 39443 § 1,876
Total impaired loans:
Real estate mortgage S 22510 S 24,245 S - $ 22121 § 868
Production and intermediate-term 14,271 18,381 813 17,941 747
Agribusiness 158 156 — 272 51
Rural infrastructure 8,000 8,000 2,000 9,966 =
Rural residential real estate 1,801 1,803 - 28 205
Other — — — — 5
Total impaired loans S 46,740 $§ 52,585 $ 2,813 S 50,328 $ 1,876

*The recorded investment in the receivable is the face amount increased or decreased by applicable accrued interest and unamortized premium, discount,
finance charges and acquisition costs and may also reflect a previous direct write-down on the investment. The recorded investment may be less than the
unpaid principal balance as payments on non-cash basis nonaccrual loans reduce the recorded investment.

**Unpaid principal balance represents the recorded principal balance of the loan.
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December 31, 2021

Impaired loans with a related allowance for loan
losses:
Real estate mortgage

Production and intermediate-term
Agribusiness

Rural infrastructure

Rural residential real estate

Other

Total impaired loans with a related allowance

Impaired loans with no related allowance for loan

losses:
Real estate mortgage

Production and intermediate-term
Agribusiness

Rural infrastructure

Rural residential real estate

Other

Total impaired loans with no related allowance

Total impaired loans:
Real estate mortgage
Production and intermediate-term
Agribusiness
Rural infrastructure
Rural residential real estate
Other

Total impaired loans

Recorded
investment *

398
3,039
160
7,999

11,596

21,522
21,572
173
2,321
88

45,676

21,920
24,611
333
7,999
2,321
88

57,272 $

Unpaid
principal
balance **

405
3,000
160
7,999

11,564

22,541
25,747
179
2,404
87

50,958

22,946
28,747
339
7,999
2,404
87

62,522

$

Related
allowance

537

2,000

2,547

537

2,000

2,547

Average
impaired loans

S 2,197
2,531

130

4,695

213

8

S 9,774

S 24,199
24,200
1,068

667

2,605

475

$ 53214

S 26,396
26,731
1,198

5,362

2,818

483

S 62,988

Interest
income
recognized on
impaired loans

$ —
$ —
S 1,163
1,069

186

241

36

S 2,695
S 1,163
1,069

186

241

36

S 2,695

*The recorded investment in the receivable is the face amount increased or decreased by applicable accrued interest and unamortized premium, discount,
finance charges and acquisition costs and may also reflect a previous direct write-down on the investment. The recorded investment may be less than the

unpaid principal balance as payments on non-cash basis nonaccrual loans reduce the recorded investment.

**Unpaid principal balance represents the recorded principal balance of the loan.
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A summary of changes in the allowance for loan losses is as follows:

Production and Rural
Real estate intermediate- Rural residential
mortgage term  Agribusiness infrastructure  real estate Other Total
Allowance for loan losses:

Balance at June 30, 2022 S 19,543 S 19,293 § 15,629 S 4,746 S 1,141 $ 1,648 $ 62,000
Charge-offs (1) (45) — = (1) = (47)
Recoveries 2 113 — — — — 115
(Loan loss reversal) provision for loan

losses (197) 2,277 (826) (129) (115) (78) 932
Balance at September 30, 2022 $ 19,347 $ 21,638 S 14,803 S 4617 S 1,025 $ 1,570 $ 63,000
Allowance for loan losses:

Balance at December 31, 2021 S 18,566 S 22,065 § 11,987 S 4,107 $ 1,333 $ 1,942 $ 60,000
Charge-offs (2) (116) — — (2) — (119)
Recoveries 5 172 — — — — 177
Provision for loan losses (loan loss

reversal) 778 (483) 2,816 510 (307) (372) 2,942
Balance at September 30, 2022 $ 19,347 S 21,638 $ 14,803 S 4,617 $ 1,025 S 1,570 $ 63,000
Ending balance: Allowance individually
evaluated for impairment S — S 813 S — S 2,000 S — S — S 2,813
Ending balance: Allowance collectively
evaluated for impairment * 19,347 20,825 14,803 2,617 1,025 1,570 60,187
Balance at September 30, 2022 $ 19,347 S 21,638 S 14,803 S 4617 $ 1,025 S 1,570 $ 63,000

*Balances include amounts related to accrual loans 90 days or more past due.
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Allowance for loan losses:

Balance at June 30, 2021
Charge-offs
Recoveries

Provision for loan losses (loan loss
reversal)

Balance at September 30, 2021

Allowance for loan losses:
Balance at December 31, 2020
Charge-offs
Recoveries

(Loan loss reversal) provision for loan
losses

Balance at September 30, 2021

Ending balance: Allowance individually
evaluated for impairment

Ending balance: Allowance collectively
evaluated for impairment *

Balance at September 30, 2021

Real estate
mortgage

S 16,977

1

994

$ 17,972

S 20,934

(2)
4

(2,964)

$ 17,972

17,972
$ 17,972

Production and

intermediate- Rural
term Agribusiness infrastructure

S 22,942 S 12,414 S 4,014
124 — —

(166) (708) 203

S 22,900 S 11,706 $ 4,217
S 29,865 $ 17,404 S 2,992
(59) (2) (2)

169 — 7

(7,075) (5,696) 1,220

$ 22,900 $ 11,706 $ 4,217
$ 225§ 7 $ 2,000
22,675 11,699 2,217

$ 22,900 $ 11,706 $ 4,217

*Balances include amounts related to accrual loans 90 days or more past due.

The recorded investment in loans, including accrued interest, is as follows:

Rural

residential

real estate Other Total
S 1,657 $ 1,996 $ 60,000
2 — 127

16 34 373

S 1,675 S 2,030 $ 60,500
S 2,038 $ 2,267 S 75,500
= = (65)

2 - 182

(365) (237) (15,117)

$ 1,675 $ 2,030 $ 60,500

S - $  — S 2232

1,675 2,030 58,268
$ 1,675 $ 2,030 $ 60,500

Production and Rural
Real estate intermediate- Rural  residential real
mortgage term  Agribusiness infrastructure estate Other Total
Recorded investment in loans
outstanding:
Ending balance: Loans
individually evaluated for
impairment S 19,203 S 14,164 § 158 § 8,000 $ 1,692 §$ — S 43,217
Ending balance: Loans
collectively evaluated for
impairment * 7,282,851 3,435,569 2,701,075 586,978 294,339 63,480 14,364,292
Balance at September 30, 2022 $7,302,054 $ 3,449,733 $2,701,233 $ 594,978 $ 296,031 S 63,480 S 14,407,509

*Balances include amounts related to accrual loans 90 days or more past due.
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Production and Rural
Real estate intermediate- Rural  residential real
mortgage term  Agribusiness infrastructure estate Other Total

Recorded investment in loans
outstanding:

Ending balance: Loans

individually evaluated for
impairment S 21,920 § 21,829 S 333 S 7,999 $ 2,321 S 88 S 54,490

Ending balance: Loans
collectively evaluated for
impairment * 6,981,477 3,310,096 2,410,948 538,350 337,043 80,393 13,658,307

Balance at December 31, 2021 $7,003,397 $ 3,331,925 $2,411,281 $ 546,349 $ 339,364 $80,481 $13,712,797

*Balances include amounts related to accrual loans 90 days or more past due

Northwest FCS maintains a contingency reserve for unfunded lending commitments, which reflects its best estimate of
losses inherent in lending commitments made to customers but not yet disbursed. The reserve for unfunded lending
commitments is a component of the allowance for credit losses and is included in other liabilities in the Consolidated
Balance Sheets. The provision or reversal for unfunded lending commitments is included within the provision for credit
losses in the Consolidated Statements of Income. A summary of changes in the reserve for unfunded lending commitments

is as follows:

Three months ended September 30, 2022 2021
Balance at June 30, S 17,000 S 17,000
Provision for unfunded lending commitments 1,000 500
Balance at September 30, S 18,000 $ 17,500
Nine months ended September 30, 2022 2021
Balance at January 1, S 16,500 S 23,500
Provision (reversal) for unfunded lending commitments 1,500 (6,000)
Balance at September 30, 3 18,000 S 17,500

The following table presents information regarding TDRs, including accrued interest:

Three months ended September 30, 2022 2021
Pre-modification Post-modification Pre-modification Post-modification
outstanding recorded outstanding recorded outstanding recorded outstanding recorded
investment investment investment investment
Troubled debt restructurings:
Production and intermediate-term S — S — S 742 S 743
Total S ) — S 742 $ 743

Note: Pre-modification represents the recorded investment prior to restructuring and post-modification represents the recorded investment immediately
following the restructuring. The recorded investment is the face amount of the receivable increased or decreased by applicable accrued interest and
unamortized premium, discount, finance charges, or acquisition costs and may also reflect a previous direct write-down of the investment.

Nine months ended September 30, 2022 2021
Pre-modification Post-modification Pre-modification Post-modification
outstanding recorded outstanding recorded outstanding recorded outstanding recorded
investment investment investment investment

Troubled debt restructurings:

Production and intermediate-term S - S - S 742 S 743
Total S ) - S 742 S 743
Note: Pre-modification represents the recorded investment prior to restructuring and post-modification represents the recorded investment immediately

following the restructuring. The recorded investment is the face amount of the receivable increased or decreased by applicable accrued interest and
unamortized premium, discount, finance charges, or acquisition costs and may also reflect a previous direct write-down of the investment.
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The following table presents information regarding TDRs that occurred within the previous 12 months and for which there
was a subsequent payment default during the period:

September 30, 2022 September 30, 2021

Trouble debt restructurings that subsequently defaulted:
Production and intermediate-term S 208 S —
Total S 208 S —

The following tables provide information on outstanding TDRs, including accrued interest. These loans are included as
impaired loans in the impaired loans tables.

Loans modified as  TDRs in nonaccrual

September 30, 2022 TDRs status
Real estate mortgage S 11,568 S 10,785
Production and intermediate-term 10,588 9,966
Rural residential real estate 744 —
Total S 22,900 $ 20,751

Loans modified as  TDRs in nonaccrual

December 31, 2021 TDRs status
Real estate mortgage S 12,364 S 11,230
Production and intermediate-term 17,454 14,462
Rural residential real estate 839 —
Total S 30,657 S 25,692

NOTE 4 - Capital

Capital Stock and Participation Certificates

In accordance with the Farm Credit Act and Northwest FCS’ capitalization bylaws, each borrower is required to acquire
capital stock or participation certificates in Northwest FCS as a condition of borrowing. Borrowers acquire ownership of
capital stock or participation certificates at the time the loan is made. Borrowers are not currently required to make a cash
investment to acquire capital stock or participation certificates; however, their obligation to pay for the capital stock or
participation certificates is maintained as an interest free obligation with Northwest FCS. The capital stock and participation
certificates are at-risk investments as described in the Northwest FCS capitalization bylaws. Northwest FCS retains a first
lien on common stock or participation certificates owned by its borrowers. Stock is retired in accordance with Northwest
FCS bylaws and only if Northwest FCS is in compliance with its capital adequacy requirements. Borrowers are responsible
for payment of the cash investment upon demand by Northwest FCS. Capital stock and participation certificates receivable
are included within members’ equity in the Consolidated Balance Sheets under a contra account titled ‘Less: capital stock
and participation certificates receivable (Note 4)’. This has no impact on the capital stock or participation certificates owned
by Northwest FCS’ borrowers, as borrowers retain all rights afforded to them by the Farm Credit Act.
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Accumulated Other Comprehensive (Loss) Income

The following tables present the activity in the accumulated other comprehensive (loss) income, net of tax by component:

Pension and other
benefit plans, net of tax

Balance at June 30, 2022 S (25,731)
Other comprehensive loss before reclassifications —

Amounts reclassified from accumulated other

comprehensive loss (income) 373
Net current period other comprehensive income (loss) $ 373
Balance at September 30, 2022 S (25,358)

Pension and other
benefit plans, net of tax

Balance at December 31, 2021 S (26,481)
Other comprehensive loss before reclassifications —

Amounts reclassified from accumulated

other comprehensive loss (income) 1,123
Net current period other comprehensive income (loss) $ 1,123
Balance at September 30, 2022 S (25,358)

Pension and other
benefit plans, net of tax

Balance at June 30, 2021 S (28,160)
Other comprehensive loss before reclassifications —
Amounts reclassified from accumulated other

comprehensive loss 396
Net current period other comprehensive income (loss) $ 396
Balance at September 30, 2021 S (27,764)

Pension and other
benefit plans, net of tax

Balance at December 31, 2020 S (28,953)
Other comprehensive loss before reclassifications —
Amounts reclassified from accumulated

other comprehensive loss 1,189
Net current period other comprehensive income (loss) $ 1,189
Balance at September 30, 2021 S (27,764)
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Unrealized (losses)/gains on

$

investment securities, net
(26,004)

(13,986)

(90)

(14,076)

(40,080)

Unrealized (losses)/gains on

$

investment securities, net
(3,710)

(36,280)

(90)

(36,370)

(40,080)

Unrealized (losses)/gains on

$

investment securities, net
(94)
(632)

(632)

(726)

Unrealized gains/(losses) on

$

investment securities, net
1,152
(1,878)

(1,878)

(726)

Accumulated other
comprehensive (loss)
income, net of tax

(51,735)

(13,986)
283

(13,703)

(65,438)

Accumulated other
comprehensive (loss)
income, net of tax

(30,191)
(36,280)

1,033
(35,247)
(65,438)
Accumulated other

comprehensive (loss)
income, net of tax

(28,254)

(632)
396

(236)

(28,490)

Accumulated other
comprehensive (loss)
income, net of tax

(27,801)

(1,878)
1,189

(689)

(28,490)



The following table represents amounts reclassified from accumulated other comprehensive (loss) income, net of tax, to the

Consolidated Statements of Income:

For the three months ended September 30,

Location of (losses) gains recognized in
Consolidated Statements of Income

Amount reclassified from accumulated
other comprehensive (loss) income

Unrealized gains (losses) on investment securities

available-for-sale, net:
Gain on sales, net

Pension and other benefit plans:
Amortization of net actuarial loss
Deferred tax

Total reclassifications

For the nine months ended September 30,

Other noninterest income

Salaries and employee benefits  $

Provision for income taxes

Location of losses (gains) recognized in
Consolidated Statements of Income

2022 2021

90 —
(378) $ (401)

5 5
S (283) $ (396)

Amount reclassified from accumulated
other comprehensive (loss) income

Unrealized gains (losses) on investment securities

available-for-sale, net:
Gain on sales, net

Pension and other benefit plans:
Amortization of net actuarial loss
Deferred tax

Total reclassifications

NOTE 5- Fair Value Measurements

Other noninterest income

Salaries and employee benefits

Provision for income taxes

2022 2021
90 -

$ (1,137) $ (1,203)
14 14

$ (1,033) $ (1,189)

Accounting guidance defines fair value as the exchange price that would be received for an asset or paid to transfer a
liability in an orderly transaction between market participants in the principal or most advantageous market for the asset or
liability. See Note 2 of the 2021 Annual Report to Stockholders for a more complete description.

Assets and liabilities measured at fair value on a recurring basis for each of the fair value hierarchy values are summarized

in the following tables:

September 30, 2022

Assets:
Investment securities
Derivative assets

Rural Business Investment Companies
(RBICs)

Total assets

Liabilities:
Derivative liabilities
Total liabilities

Classification in the
Consolidated Balance Sheets

Investment securities
Other assets

Other assets

Other liabilities
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Fair value measurement using

$

Level 1

Level 2 Level 3 Total fair value

$ 540,308 S ) 540,308
— 8,426 8,426
$540,308 S 8,426 $ 548,734
$ 3,365 S - S 3,365
$ 3365 §$ - $ 3,365



e e Fair value measurement usin
Classification in the g

December 31, 2021 Consolidated Balance Sheets Level 1 Level 2 Level 3 Total fair value
Assets:
Investment securities Investment securities  $ — $422,301 S — $ 422,301
Derivative assets Other assets = 4,040 = 4,040
Rural Business Investment Companies
(RBICs) Other assets — — 5,877 5,877
Total assets S — $426,341 S 5877 S 432,218

There were no liabilities as of December 31, 2021.

Assets measured at fair value on a non-recurring basis for each of the fair value hierarchy values are summarized in the
following table:

Fair value measurement using

Level 1 Level 2 Level 3 Total fair value
Assets:
Nonaccrual loans
September 30, 2022 $ — 3 — 3 8,375 $ 8,375
December 31, 2021 $ — 3 — 3 9,374 $ 9,374

Valuation Techniques

As more fully discussed in Note 2 of the 2021 Annual Report to Stockholders, accounting guidance establishes a fair value
hierarchy, which requires an entity to maximize the use of observable inputs and minimize the use of unobservable inputs
when measuring fair value. The following represents a brief summary of the valuation techniques used for Northwest FCS’
assets and liabilities.

Investment Securities

Where quoted prices are available in an active market, available-for-sale securities would be classified as level 1. If quoted
prices are not available in an active market, the fair value of securities is estimated using quoted prices for similar securities
received from pricing services or discounted cash flows. Generally, these securities would be classified as Level 2. This
would include U.S. Treasury, U.S. agency and certain mortgage-backed-securities. Where there is limited activity or less
transparency around inputs to the valuation, the securities are classified as Level 3. The estimated fair values of investment
securities also appear in Note 2.

Derivative Assets and Liabilities

Exchange-traded derivatives valued using quoted prices would be classified within the fair value Level 1 hierarchy. However,
few classes of derivative contracts are listed on an exchange; thus, the derivative positions are valued using internally
developed models that use as their basis readily observable market parameters and are classified within the fair value Level
2 of the valuation hierarchy. Such derivatives include interest rate swaps. The models used to determine the fair value of
derivative assets and liabilities use an income approach based on observable market inputs, including the LIBOR curves and
volatility assumptions about future interest rate movements.

RBICs

The RBICs facilitate equity and debt investments in agriculture-related businesses that create growth and job opportunities
in rural America. These investments are not publicly traded and book value approximates their fair value. As a result, RBICs
are classified within fair value Level 3 hierarchy and are included in other assets in the Consolidated Balance Sheets.

Nonaccrual Loans

For certain nonaccrual loans, it is assumed that collection will result from the disposition of the underlying collateral. Fair
value of these loans is estimated to equal the aggregate net realizable value of the underlying collateral. When the net
realizable value of collateral exceeds the legal obligation for a particular loan, the legal obligation was used for evaluating
fair values of the respective loans. The carrying value of accrued interest receivable was assumed to approximate its fair
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value. As a result, certain nonaccrual loans are classified within the fair value Level 3 hierarchy and are included in loans in
the Consolidated Balance Sheets.

NOTE 6 — Derivative Instruments and Hedging Activities

Risk Management Objectives and Strategies

Northwest FCS maintains an overall risk management strategy that incorporates the use of derivative financial instruments
to minimize significant unplanned fluctuations in earnings that are caused by interest rate volatility. See Note 15 of the
2021 Annual Report to Stockholders for additional information.

Uses of Derivatives

To achieve risk management objectives and satisfy the financing needs of its borrowers, Northwest FCS executes derivative
transactions with CoBank. Derivatives (interest rate swaps) are used to manage liquidity and the interest rate risk arising
from maturity and repricing mismatches between assets and liabilities. Under interest rate swap arrangements, Northwest
FCS agrees to exchange with CoBank, at specified intervals, interest payment streams calculated on a specified notional
amount, with at least one interest payment stream based on a specified floating-rate index. Northwest FCS uses receive-
fixed, pay-floating interest rate swaps with payment obligations tied to specific indices.

The notional amounts of derivatives and related activity of derivatives are shown in the following tables:

Activity in the notional amounts of receive-
fixed swap derivative financial instruments

December 31, 2021 S 140,000
Additions 100,000
Maturities (2,000)

September 30, 2022 S 238,000

Activity in the notional amounts of receive-
fixed swap derivative financial instruments

December 31, 2020 S 390,000
Additions —
Maturities (100,000)

September 30, 2021 S 290,000

Accounting for Derivative Instruments and Hedging Activities

Northwest FCS records derivatives as assets or liabilities at fair value in the Consolidated Balance Sheets. Northwest FCS
records changes in the fair value of a derivative in current period earnings. For fair value hedge transactions that hedge
changes in the fair value of assets or liabilities, changes in the fair value of the derivative will generally be offset in the
Consolidated Statements of Income by changes in the hedged item’s fair value attributable to the risk being hedged.

Fair Value Hedges

The notional amount of the fair value hedging activity relates to receive-fixed, pay-floating swaps to align Northwest FCS
equity positioning with its overall risk management strategy. Northwest FCS includes the gain or loss on the hedged items in
the same line item (interest expense) as the offsetting loss or gain on the related interest rate swaps.
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The following amounts were recorded in the balance sheet related to fair value hedges:

Carrying amount of the hedged item
September 30, 2022 December 31, 2021

Note payable to CoBank, ACB S 234,610 S 144,066

Cumulative amount of fair value hedging adjustment
included in the carrying amount of the hedged item

September 30, 2022 December 31, 2021
Note payable to CoBank, ACB S (3,390) S 4,066

Summary of Derivative Instruments and Hedging Activities
A summary of the impact of derivative financial instruments in the Consolidated Balance Sheets is shown in the following

tables:
Fair value of derivative financial instruments

September 30, 2022 Derivative assets (1)  Derivative liabilities (2)
Receive-fixed swaps S — S 3,365
Total derivatives designated as hedging instruments S — S 3,365

(1) Derivative assets are included in other assets in the Consolidated Balance Sheets.
(2) Derivative liabilities are included in other liabilities in the Consolidated Balance Sheets.

Fair value of derivative financial instruments

December 31, 2021 Derivative assets (1) Derivative liabilities (2)
Receive-fixed swaps S 4,040 S —
Total derivatives designated as hedging instruments S 4,040 $ —

(1) Derivative assets are included in other assets in the Consolidated Balance Sheets.
(2) Derivative liabilities are included in other liabilities in the Consolidated Balance Sheets.

A summary of the impact of derivative financial instruments in the Consolidated Statement of Income is shown in the

following tables:

Effect of fair value hedge accounting in the Consolidated
Statement of Income

For the nine months ended September 30, 2022 Interest income Interest expense
Total amount of line items presented in Consolidated Statement of
income S 443,791 S (135,436)

Gain (loss) on fair value hedge relationships:
Receive-fixed swaps:

Recognized on derivatives S — 8 (7,405)
Recognized on hedged items — 7,456
Net income recognized on fair value hedges S — S 51

Page 26



Effect of fair value hedge accounting in the Consolidated

Statement of Income
For the nine months ended September 30, 2021 Interest income Interest expense
Total amount of line items presented in Consolidated Statement of
income S 387,866 S (96,565)
Gain (loss) on fair value hedge relationships:
Receive-fixed swaps:
Recognized on derivatives $ - S (5,721)
Recognized on hedged items — 5,725
Net income recognized on fair value hedges S — S 4

Counterparty Credit Risk

The use of derivatives for risk management introduces counterparty credit risk. Generally, when the fair value of a
derivative contract is positive, Northwest FCS is exposed to credit risk. Northwest FCS has an International Swaps and
Derivatives Association, Inc. agreement with CoBank, which meets the definition of a Qualifying Master Netting Agreement
per FCA Regulations and requires the net settlement of covered contracts. Collateral is not exchanged between Northwest
FCS and CoBank. Notwithstanding netting provisions, derivative assets and liabilities are not offset in the accompanying
Consolidated Balance Sheets.

NOTE 7 — Subsequent Events

Northwest FCS has evaluated subsequent events through November 9, 2022, the date the financial statements were issued
or available to be issued, and determined there are no other items to disclose.
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