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Quarterly Report 
June 30, 2020 

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 subsidiaries (Northwest FCS) for the three and six months ended June 30, 2020. These comments 
should be read in conjunction with the unaudited consolidated financial statements and related notes included in this report, as well as the 
2019 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 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:  

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

 Global health pandemics; 
 Economic fluctuations in the agricultural, rural infrastructure and farm-related business sectors;  
 Weather-related, disease and other adverse climatic or biological conditions that impact agricultural productivity and income;  
 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; 

 Actions taken by the Federal Reserve System in implementing monetary policy; 
 Actions taken by the U.S. government to manage U.S. fiscal policy, including tax reform; 
 Credit, interest rate and liquidity risk inherent in lending activities;  
 Transition from London Inter-bank Offered Rate (LIBOR) to an alternative index or indexes;  
 Changes in assumptions for determining the allowance for credit losses and fair value measurements;  
 Cybersecurity risks, including a failure or breach of operational or security systems or infrastructure, that could adversely affect 

business, financial performance and reputation;  
 Nonperformance by counterparties to derivative positions; 
 The resolution of legal proceedings and related matters; and 
 Industry outlooks for agricultural conditions and land values. 
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Business Overview 
In response to the coronavirus pandemic (COVID-19), Northwest FCS is offering a variety of solutions should customers experience 
significant financial disruption. Actions were taken to protect the health and safety of our employees and customers by limiting in-person 
contact. Additionally, Northwest FCS is currently unable to fully determine the extent of the impact on its business and customers in future 
periods; however, continues to monitor the situation and potential impacts. 
 
For additional information on the industries served by Northwest FCS, visit Industry Insights in the Resources section of 
www.northwestfcs.com. 
 
Results of Operations 
Net income for the three months ended June 30, 2020, was $71,355 compared to $67,194 for the same period of the prior year. Net income 
for the six months ended June 30, 2020, was $146,474 compared to net income of $133,272 for the same period of the prior year. The 
increase for the three and six month comparative periods was primarily due to an increase in net interest income and noninterest income, 
partially offset by an increase in the provision for credit losses.  
 
Net interest income was $90,059 for the three months ended June 30, 2020, compared to $82,183 for the same period of the prior year. Net 
interest income was $182,214 for the six months ended June 30, 2020, compared to $163,836 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:  
 

 
 

 
 
Information regarding the average daily balances and average rates earned and paid are presented in the following table: 
 

 

Change between the three months ended June 30, 2020 and 2019
Change in 

income/expense Change in rate Change in vo lume

Interest income on total loans (15,634)$           (26,323)$           10,689$             
Interest income on investment securities 539                    -                         539                    
Total interest income (15,095)$         (26,323)$         11,228$          
Total interest expense 22,971               31,402               (8,431)               
Net interest income 7,876$             5,079$             2,797$             

Change between the six months ended June 30, 2020 and 2019
Change in 

income/expense Change in rate Change in vo lume

Interest income on total loans (13,915)$           (33,771)$           19,856$             
Interest income on investment securities 685                    -                         685                    
Total interest income (13,230)$         (33,771)$         20,541$          
Total interest expense 31,608               44,818               (13,210)             
Net interest income 18,378$          11,047$          7,331$             

For the three months ended June 30, 2020 2019

Net interest income 90,059$                82,183$                 

Average balances:
Total loans 12,138,493$        11,305,354$          
Investment securities 503,599                -                             

Average interest earning assets 12,642,092$     11,305,354$       
Average interest bearing liabilities 10,350,303$     9,130,482$         

Net interest margin 2.87% 2.92%
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During the three and six months ended June 30, 2020, there was a provision for credit losses of $8,492 and $16,428, respectively. These are 
compared to a credit loss reversal of $61 for the three months ended June 30, 2019, and a provision for credit losses of $3,394 for the six 
months ended June 30, 2019. Refer to the Consolidated Balance Sheets section for an additional discussion on credit quality. 
 
Noninterest income for the three months ended June 30, 2020, was $28,594 compared to $25,644 for the same period for the prior year, an 
increase of $2,950 or 11.5 percent. Noninterest income for the six months ended June 30, 2020, was $60,191, which was an increase of 
$6,712 or 12.6 percent compared to $53,479 for the same period of the prior year. The increase for the three and six month comparative 
periods was primarily due an increase in loan and other fees and patronage income. 
 
Noninterest expense for the three months ended June 30, 2020, and 2019, was $38,752 and $40,354, respectively, a decrease of $1,602 or 
4.0 percent. Noninterest expense for the six months ended June 30, 2020, and 2019 was $79,398 and $80,037, respectively, a decrease of 
$639 or 0.8 percent.  
 
Financial Condition 
 
Investment Securities 
Northwest FCS 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 with the goal of ensuring that 
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. See Note 2 for additional information. 
 
Loan Portfolio 
Loans and accrued interest by type are presented in the following table: 
 

 

For the six months ended June 30, 2020 2019

Net interest income 182,214$              163,836$               

Average balances:
Total loans 12,085,685$        11,311,832$          
Investment securities 294,196                -                             

Average interest earning assets 12,379,881$     11,311,832$       
Average interest bearing liabilities 10,092,671$     9,133,658$         

Net interest margin 2.96% 2.92%

June 30, 2020 December 31, 2019 Change

Production agriculture:
Real estate mortgage 5,953,493$          5,737,000$          216,493$             
Production and intermediate-term 3,203,200            3,266,103            (62,903)                

Agribusiness:
Processing and marketing 1,276,399            1,492,281            (215,882)              
Loans to cooperatives 427,450               465,278               (37,828)                
Farm related business 259,935               246,477               13,458                 

Rural residential real estate 484,337               527,413               (43,076)                
Rural infrastructure:

Energy 259,739               229,238               30,501                 
Communications 106,515               58,409                 48,106                 
Water and waste disposal 80,619                 64,705                 15,914                 

Other:
Leases 68,630                 70,186                 (1,556)                  
Other 10,724                 11,491                 (767)                     

Total 12,131,041$     12,168,581$     (37,540)$           
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The loan portfolio is comprised of a wide array of commodities, which are summarized by concentration in the following table: 
 

 
 
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: 
 

 
 
Nonperforming assets at June 30, 2020, decreased by $1,512 compared to December 31, 2019. Nonaccrual loans decreased by $3,642 from 
December 31, 2019, and consists primarily of Dairy and Potato commodities. Accrual loans 90 days or more past due increased by $2,515 
from December 31, 2019, and were adequately secured and in the process of collection. Accruing restructured loan volume decreased by 
$385 compared to December 31, 2019. 
 
The allowance for credit losses at June 30, 2020, was $108,500 compared to $92,000 at December 31, 2019, primarily due to a qualitative 
adjustment related to COVID-19. Net recoveries for the three and six months ended June 30, 2020, were $7 and $72, respectively. Net 
recoveries for the three and six months ended June 30, 2019, were $61 and $106, respectively. 
 
Northwest FCS records estimated patronage distributions on an accrual basis. Cash patronage is allocated among customer-members based 
on their eligible average daily loan balance and is distributed in the first quarter for the previous calendar year’s activity. Northwest FCS 
Board of Directors has approved a mid-year 2020 cash patronage payment advance of 0.50% to customer-members who had eligible loan 
balances through June 30, 2020. These cash payments will be paid in August 2020 and will reduce patronage payable in the Consolidated 
Balance Sheets. After Northwest FCS’ 2020 full-year earnings are determined and contingent upon the approval of the Northwest FCS’ Board 
of Directors, the remaining cash patronage payable would be paid in February 2021. 
 
Liquidity and Funding Source 
Northwest FCS’ primary source of liquidity and funding is CoBank. The funding arrangement is governed by a general financing agreement. 
Northwest FCS is currently in compliance with this agreement, including repayment pursuant to the individual terms and conditions of each 

June 30, 2020 December 31, 2019

Fruit and tree nuts 11.4% 11.1%
Dairy 10.8% 11.4%
Forest Products 10.1% 10.4%
Cattle and livestock 9.5% 9.3%
Potatoes 7.3% 6.8%
Grains 6.5% 6.3%
Ag processing 6.2% 6.3%
Agricultural services 5.2% 6.1%
Other concentrations in aggregate 33.0% 32.3%

Total 100.0% 100.0%

June 30, 2020 December 31, 2019

Nonperforming assets: 
  Nonaccrual loans 61,482$                 65,124$                 
  Restructured accrual loans 10,627                   11,012                   
  Accrual loans 90 days or more past due 5,551                     3,036                     
Total impaired loans and interest 77,660$               79,172$               
Other property owned, net -                             -                             
Total nonperforming assets 77,660$               79,172$               

Nonaccrual loans to total loans and accrued interest 0.5% 0.5%
Impaired loans to total loans and accrued interest 0.6% 0.7%
Nonperforming assets to total loans and accrued interest 0.6% 0.7%
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debt obligation to CoBank. In response to the current environment surrounding COVID-19, Northwest FCS purchased $500,000 of US 
Treasury debt securities during the first half of the year for additional liquidity capacity.  
 
Capital Regulations 
Farm Credit Administration (FCA) regulations require Northwest FCS to maintain minimums for common equity tier 1, tier 1 capital, total 
capital, and permanent capital risk-based capital ratios. In addition, the FCA requires Northwest FCS to maintain minimums for non-risk-
adjusted ratios of tier 1 leverage and unallocated retained earnings and equivalents (UREE) leverage. At June 30, 2020, and December 31, 
2019, the capital and leverage ratios exceeded regulatory minimums, as shown in the following table. See Note 9 of the 2019 Annual Report 
to Stockholders for a more 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 six months ended June 30, 2020. 

 

                                                   
Phil DiPofi  
President and CEO 
August 7, 2020 
 

Tom Nakano     
EVP-Chief Administrative and Financial Officer 
August 7, 2020 
 

Greg Hirai 
Chair of the Board 
August 7, 2020 
 

 

                                                                                  June 30, 2020 December 31, 2019
Regulatory 
minimums

Capital 
conservation 

buffer

Total 
regulatory 
minimums 
with buffer

Risk-adjusted:
Common equity tier 1 ratio 17.6% 17.9% 4.5% 2.5% 7.0%
Tier 1 capital ratio 17.6% 17.9% 6.0% 2.5% 8.5%
Total capital ratio 18.4% 18.6% 8.0% 2.5% 10.5%
Permanent capital ratio 17.7% 18.0% 7.0% N/A 7.0%

Non-risk-adjusted:
Tier 1 leverage ratio 18.4% 19.4% 4.0% 1.0% 5.0%
UREE leverage ratio 19.7% 20.5% 1.5% N/A 1.5%
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NORTHWEST FARM CREDIT SERVICES, ACA

Consolidated Balance Sheets
(dollars in thousands) (unaudited)

June 30, 2020 D ecember 31, 2019

ASSETS
Cash  $                     3,193  $                   57,432 
Investment securities                     529,109                       15,322 

Loans               12,029,352               12,057,655 
Less: allowance for loan losses                       83,000 72,500 
   Net loans               11,946,352               11,985,155 

Accrued interest receivable                     105,056                     111,332 
Investment in CoBank, ACB                     406,071                     403,572 
Patronage receivable                       34,699                       67,760 
Investment in other Farm Credit Institutions                       53,097                       49,997 
Premises and equipment, net                       40,405                       38,068 
Other assets                       46,467                       45,209 

  Total assets  $           13,164,449  $           12,773,847 

LIABILITIES

Note payable to CoBank, ACB  $             9,911,373  $             9,639,982 
Advance conditional payments and other interest bearing liabilities                     335,538                     194,678 
Accrued interest payable                       32,218                       36,654 
Patronage payable                       76,073                     145,030 
Other liabilities                       74,639                       83,152 

  Total liabilities               10,429,841               10,099,496 

MEMBERS' EQUITY

Capital stock and participation certificates                       13,015                       12,830 
Less: capital stock and participation certificates receivable (Note 4)                     (13,015)                                 - 
Accumulated other comprehensive loss, net of tax                     (30,109)                     (32,786)
Unallocated retained earnings                 2,764,717                 2,694,307 

  Total members' equity                 2,734,608                 2,674,351 

  Total liabilities and members' equity  $           13,164,449  $           12,773,847 

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

Consolidated Statements of Income
(do llars in thousands) (unaudited)

2020 2019 2020 2019

NET INTEREST INCOME

Interest income  $         130,298  $      145,393  $    276,220  $    289,450 
Interest expense               40,239            63,210          94,006        125,614 

Net interest income               90,059            82,183        182,214        163,836 
Provision for credit losses (credit loss reversal)                 8,492                  (61)          16,428            3,394 

Net interest income after provision for credit losses (credit loss reversal)               81,567            82,244        165,786        160,442 

NONINTEREST INCOME
Patronage income               18,527            16,459          36,202          32,606 
Loan and other fees                 5,235              2,547            8,558            4,913 
Financially related services                 2,831              3,688            7,955            8,172 
Other noninterest income                 2,001              2,950            7,476            7,788 

Total noninterest income               28,594            25,644          60,191          53,479 

NONINTEREST EXPENSE
Salaries and employee benefits               23,408            22,972          46,134          45,733 
Purchased services                 7,757              6,551          14,635          12,887 
Occupancy and equipment expense                 2,524              2,519            5,006            5,251 
Insurance fund premium                 1,823              1,882            3,640            3,779 
Other noninterest expenses                 3,240              6,430            9,983          12,387 

Total noninterest expense               38,752            40,354          79,398          80,037 

Income before income taxes               71,409            67,534        146,579        133,884 
Provision for income taxes                      54                  340               105               612 

Net income  $           71,355  $        67,194  $    146,474  $    133,272 

The accompanying notes are an integral part o f these consolidated financial statements.

F o r the three mo nths ended       
June 30,

F o r the six mo nths ended      
June 30,
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NORTHWEST FARM CREDIT SERVICES, ACA

Consolidated Statements of Comprehensive Income

(do llars in thousands) (unaudited)

F o r the six mo nths ended June 30, 2020 2019

Net income  $          146,474  $          133,272 

Amortization of costs included in net periodic
pension cost, net of deferred income tax                     954                     934 

Net change in unrealized gain on investment securities                  1,723                          - 
Other comprehensive income, net of tax                  2,677                     934 

Comprehensive income  $          149,151  $          134,206 

The accompanying notes are an integral part o f these consolidated financial statements.

NORTHWEST FARM CREDIT SERVICES, ACA

Consolidated Statements of Changes in Members' Equity

(do llars in thousands) (unaudited)

F o r the six mo nths ended June 30, 2020 2019

Balance at beginning of period  $       2,674,351  $       2,529,313 

Comprehensive income              149,151              134,206 
Issuance of stock in exchange for customer stock receivable                     894                     719 
Release of customer stock receivable associated with retired stock                    (709)                    (709)
Less: capital stock and participation certificates receivable (Note 4)              (13,015)                          - 
Patronage              (76,064)              (68,383)

Balance at end of period  $       2,734,608  $       2,595,146 

The accompanying notes are an integral part o f 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, 2019, are contained in the 2019 Annual Report to Stockholders. These 
unaudited results for the three and six months ended June 30, 2020, should be read in conjunction with the 2019 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) 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, 2019, as contained in the 2019 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, 2020. Descriptions of the significant accounting 
policies are included in the 2019 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 banking industry. 
 
Recently Issued or Adopted Accounting Pronouncements  
The Coronavirus Aid, Relief, and Economic Security (CARES) Act, signed into law on March 27, 2020, includes optional temporary accounting 
relief for troubled debt restructurings (TDRs). The CARES Act states that a financial institution does not need to treat certain COVID-19 related 
loan modifications as TDRs under GAAP. To qualify, the loan must not have been more than 30 days past due as of December 31, 2019. The 
temporary accounting relief applies from March 1, 2020 to the earlier of 60 days after the national emergency terminates or December 31, 
2020. Northwest FCS has elected to apply this optional temporary accounting relief. 
 
In March 2020, the Financial Accounting Standards Board (FASB) issued guidance, Facilitation of the Effects of Reference Rate Reform on 
Financial Reporting. The guidance provides optional expedients and exceptions for applying generally accepted accounting principles to 
contracts, hedging relationships, and other transactions affected by reference rate reform. The guidance simplifies the accounting evaluation 
of contract modifications that replace a reference rate affected by reference rate reform and contemporaneous modifications of other 
contract terms related to the replacement of the reference rate. With respect to hedge accounting, the update allows amendment of formal 
designation and documentation of hedging relationships in certain circumstances which are the result of reference rate reform and provides 
additional expedients for different types of hedges, if certain criteria are met. The optional amendments are effective for all entities as of 
March 12, 2020, through December 31, 2022. Northwest FCS is currently evaluating the impact of adoption on its consolidated financial 
condition and results of operations.  
 
In August 2018, the FASB issued guidance, Customer’s Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement 
That Is a Service Cost. The guidance aligns the requirements for capitalizing implementation costs incurred in a hosting arrangement that is a 
service contract with the requirements for capitalizing implementation costs incurred to develop or obtain internal-use software (and hosting 
arrangements that include an internal-use software license). The accounting for the service element of a hosting arrangement that is a 
service contract is not affected by this guidance. This guidance became effective for interim and annual periods beginning after December 
15, 2019. The guidance also requires an entity (customer) to expense the capitalized implementation costs of a hosting arrangement that is a 
service contract over the term of the hosting arrangement. It further specifies where to present expense and payments in the financial 
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statements. Northwest FCS adopted this guidance on a prospective basis on January 1, 2020. The adoption of this guidance did not have a 
material impact on Northwest FCS’ financial condition, results of operations, or financial statement disclosures. 
 
In August 2018, the FASB issued guidance, Disclosure Framework — Changes to the Disclosure Requirements for Defined Benefit Plans. The 
guidance modifies the disclosure requirements for employers that sponsor defined benefit pension or other postretirement plans. This 
guidance becomes effective for fiscal years ending after December 15, 2020. Early adoption is permitted. The guidance is to be applied on a 
retrospective basis for all periods. The adoption of this guidance will not impact Northwest FCS’ financial condition or its results of operations 
but will impact the annual employee benefit plan disclosures.  
 
In June 2016, the FASB issued guidance, Measurement of Credit Losses on Financial Instruments. The guidance 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 becomes effective for interim and annual periods beginning after December 15, 2020, with early application 
permitted. In November 2019, the FASB issued an update that amends the mandatory effective date for this guidance for certain institutions. 
As a result of the change, the new credit loss standard becomes effective for interim and annual reporting periods beginning after December 
15, 2022, with early adoption permitted. Northwest FCS qualifies for the delay in the adoption date. 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’ system, data requirements, guidance interpretation and related 
accounting policy decisions and consideration of relevant internal processes and controls.  
 
NOTE 2 – Investment Securities 
A summary of the amortized cost and fair value of investment securities available-for sale is as follows:  
 

 
 

 
 
The following table is a summary of the contractual maturity, fair value, amortized cost and weighted average yield of investments available-
for-sale at June 30, 2020: 
 

 
 
 
 
 
 
 

June 30, 2020 Amortized cost
Gross unrealized 

gains
Gross unrealized 

losses Fair value

U.S. Treasury debt securities 527,346$         1,763$             -$                 529,109$      

Total 527,346$      1,763$           -$               529,109$   

December 31, 2019 Amortized cost
Gross unrealized 

gains
Gross unrealized 

losses Fair value

U.S. Treasury debt securities 15,282$           40$                  -$                 15,322$        

Total 15,282$         40$                 -$               15,322$      

June 30, 2020 In one year or less One to  five years Total 

U.S. Treasury debt securities 
Amortized cost 502,081$             25,265$               527,346$          
Fair value 502,580$             26,529$               529,109$          

Weighted average yield 0.37% 1.58% 0.43%

Contractual M aturity
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NOTE 3 – Loans and Allowance for Credit Losses 
 
A summary of loans follows: 
 

 
 
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:  
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

June 30, 2020 December 31, 2019

Real estate mortgage 5,881,603$            5,659,839$            
Production and intermediate-term 3,183,057              3,243,531              
Agribusiness 1,957,011              2,195,455              
Rural residential real estate 482,652                 525,790                 
Rural infrastructure 446,079                 351,661                 
Other 78,950                   81,379                   
Total loans 12,029,352$       12,057,655$       

June 30, 2020
Participations 

purchased Participations so ld
Participations 

purchased Participations so ld
Participations 

purchased Participations so ld

Real estate mortgage 526,113$           631,300$           11$                    -$                       526,124$           631,300$           
Production and intermediate-term 639,963             3,695,134         279                    -                         640,242             3,695,134         
Agribusiness 916,440             669,622             15,394               7,500                 931,834             677,122             
Rural infrastructure 446,079             -                         -                         -                         446,079             -                         
Other 68,264               -                         -                         -                         68,264               -                         

Total 2,596,859$     4,996,056$     15,684$          7,500$             2,612,543$     5,003,556$     

Farm Credit institutions Non- Farm Credit institutions Total

December 31, 2019
Participations 

purchased Participations so ld
Participations 

purchased Participations so ld
Participations 

purchased Participations so ld

Real estate mortgage 498,613$           608,998$           29$                    3$                      498,642$           609,001$           
Production and intermediate-term 607,058             3,144,724         506                    -                         607,564             3,144,724         
Agribusiness 989,627             777,729             3,000                 10,481               992,627             788,210             
Rural infrastructure 351,661             -                         -                         -                         351,661             -                         
Other 69,935               -                         -                         -                         69,935               -                         

Total 2,516,894$     4,531,451$     3,535$             10,484$          2,520,429$     4,541,935$     

Farm Credit institutions Non- Farm Credit institutions Total
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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: 
 

 
 
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: 
 
 Acceptable – assets are expected to be fully collectible and represent the highest quality. 
 Other assets especially mentioned (OAEM) – assets are currently collectible but exhibit some potential weakness. 
 Substandard – assets exhibit some serious weakness in repayment capacity, equity and/or collateral pledged on the loan. 
 Doubtful – assets exhibit similar weaknesses to substandard assets; however, doubtful assets have additional weaknesses in existing 

factors, conditions and values that make collection in full highly questionable. 
 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:  
 

 
 

June 30, 2020 December 31, 2019

Nonaccrual loans:
     Real estate mortgage 24,479$                 25,303$                 
     Production and intermediate-term 22,210                   23,124                   
     Agribusiness 8,780                     11,030                   
     Rural residential real estate 2,621                     2,094                     
     Other 3,392                     3,573
Total nonaccrual loans 61,482$               65,124$               

Accruing restructured loans:
     Real estate mortgage 1,336$                   1,575$                   
     Production and intermediate-term 8,128                     8,247                     
     Rural residential real estate 1,163                     1,190                     
Total accruing restructured loans 10,627$               11,012$               

Accruing loans 90 days or more past due:
     Real estate mortgage 747$                       -$                           
     Production and intermediate-term 4,214                     3,036                     
     Rural residential real estate 590                         -                             
Total accruing loans 90 days or more past due 5,551$                 3,036$                 

Total impaired loans 77,660$               79,172$               
Other property owned, net -                             -                             
Total nonperforming assets 77,660$               79,172$               

June 30, 2020 Acceptable OAEM
Substandard/

doubtful Total

Real estate mortgage 94.5% 2.7% 2.8% 100.0%
Production and intermediate-term 92.1% 3.2% 4.7% 100.0%
Agribusiness 95.7% 2.7% 1.6% 100.0%
Rural residential real estate 95.9% 1.4% 2.7% 100.0%
Rural infrastructure 94.9% 1.6% 3.5% 100.0%
Other 91.5% 3.0% 5.5% 100.0%
Total 94.2% 2.7% 3.1% 100.0%
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The following tables provide an aging analysis of past due loans and accrued interest: 

 
Note: 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. 
 

 
Note: 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. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

December 31, 2019 Acceptable OAEM  
Substandard/

doubtful Total

Real estate mortgage 93.9% 3.1% 3.0% 100.0%
Production and intermediate-term 91.4% 3.1% 5.5% 100.0%
Agribusiness 96.2% 2.3% 1.5% 100.0%
Rural residential real estate 96.4% 1.1% 2.5% 100.0%
Rural infrastructure 95.4% 0.0% 4.6% 100.0%
Other 92.3% 1.9% 5.8% 100.0%
Total 93.8% 2.8% 3.4% 100.0%

June 30, 2020 Current loans
30-89 days 

past due
90+ days
past due

Total    
past due Total

Recorded 
investment 

90+ days and 
accruing interest

Real estate mortgage 5,937,624$         10,001$          5,868$            15,869$          5,953,493$         747$                
Production and intermediate-term 3,160,273           26,656            16,271            42,927            3,203,200           4,214              
Agribusiness 1,960,761           1,731              1,292              3,023              1,963,784           -                      
Rural residential real estate 481,154               1,765              1,418              3,183              484,337              590                  
Rural infrastructure 446,873               -                      -                      -                      446,873              -                      
Other 74,841                 4,513              -                      4,513              79,354                -                      
Total 12,061,526$    44,666$        24,849$        69,515$        12,131,041$    5,551$          

December 31, 2019 Current loans
30-89 days 

past due
90+ days
past due

Total    
past due Total

Recorded 
investment 

90+ days and 
accruing interest

Real estate mortgage 5,722,312$         11,368$          3,320$            14,688$          5,737,000$         -$                    
Production and intermediate-term 3,226,051           32,211            7,841              40,052            3,266,103           3,036              
Agribusiness 2,203,173           55                    808                  863                  2,204,036           -                      
Rural residential real estate 524,095               3,004              314                  3,318              527,413              -                      
Rural infrastructure 352,352               -                      -                      -                      352,352              -                      
Other 78,723                 2,954              -                      2,954              81,677                -                      
Total 12,106,706$    49,592$        12,283$        61,875$        12,168,581$    3,036$          
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Additional impaired loan information, including related accrued interest where applicable, is as follows:  

 

*Unpaid principal balance represents the recorded principal balance of the loan. 
 

 

*Unpaid principal balance represents the recorded principal balance of the loan. 

 

June 30, 2020
Recorded 

investment
Unpaid principal 

balance *
Related 

allowance
Average 

impaired loans

Interest income 
recognized on 
impaired loans

Impaired loans with a related allowance for loan losses:
     Real estate mortgage -$                  -$                  -$                  -$                  -$                  
     Production and intermediate-term 1,916            2,008            1,010            1,301            -                    
     Agribusiness 5,604            6,665            698               5,814            -                    
     Rural residential real estate -                    -                    -                    -                    -                    
     Other -                    -                    -                    -                    -                    
Total impaired loans with a related allowance 7,520$        8,673$        1,708$        7,115$        -$                 

Impaired loans with no related allowance for loan losses:
     Real estate mortgage 26,562$        27,390$        -$                  28,533$        946$             
     Production and intermediate-term 32,636          36,962          -                    32,338          2,602            
     Agribusiness 3,176            3,206            -                    3,325            6                   
     Rural residential real estate 4,374            4,432            -                    3,729            158               
     Other 3,392            3,397            -                    3,467            63                 
Total impaired loans with no related allowance 70,140$      75,387$      -$                 71,392$      3,775$        

Total impaired loans:
     Real estate mortgage 26,562$        27,390$        -$                  28,533$        946$             
     Production and intermediate-term 34,552          38,970          1,010            33,639          2,602            
     Agribusiness 8,780            9,871            698               9,139            6                   
     Rural residential real estate 4,374            4,432            -                    3,729            158               
     Other 3,392            3,397            -                    3,467            63                 
Total impaired loans 77,660$      84,060$      1,708$        78,507$      3,775$        

December 31, 2019
Recorded 

investment
Unpaid principal 

balance *
Related 

allowance
Average 

impaired loans

Interest income 
recognized on 
impaired loans

Impaired loans with a related allowance for loan losses:
     Real estate mortgage -$                  -$                  -$                  -$                  -$                  
     Production and intermediate-term 889               853               782               4,042            -                    
     Agribusiness 6,843            7,440            1,460            7,246            -                    
     Rural residential real estate -                    -                    -                    262               -                    
     Other -                    -                    -                    -                    -                    
Total impaired loans with a related allowance 7,732$        8,293$        2,242$        11,550$      -$                 

Impaired loans with no related allowance for loan losses:
     Real estate mortgage 26,878$        27,939$        -$                  30,533$        1,340$          
     Production and intermediate-term 33,518          37,531          -                    27,911          1,164            
     Agribusiness 4,187            6,078            -                    13,258          26                 
     Rural residential real estate 3,284            3,437            -                    4,401            328               
     Other 3,573            3,584            -                    3,679            241               
Total impaired loans with no related allowance 71,440$      78,569$      -$                 79,782$      3,099$        

Total impaired loans:
     Real estate mortgage 26,878$        27,939$        -$                  30,533$        1,340$          
     Production and intermediate-term 34,407          38,384          782               31,953          1,164            
     Agribusiness 11,030          13,518          1,460            20,504          26                 
     Rural residential real estate 3,284            3,437            -                    4,663            328               
     Other 3,573            3,584            -                    3,679            241               
Total impaired loans 79,172$      86,862$      2,242$        91,332$      3,099$        
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A summary of changes in the allowance for loan losses is as follows: 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Real estate 
mortgage

Production and 
intermediate-term Agribusiness

Rural residential 
real estate

Rural 
infrastructure Other Total

Allowance for loan losses:
Balance at March 31, 2020 21,632$          30,195$                   19,786$         2,147$          3,227$         1,513$            78,500$             

Charge-offs (1)                    (24)                           -                     -                    -                   -                      (25)                     
Recoveries 3                      30                            -                     -                    -                   -                      33                      
Provision for loan losses (loan loss reversal) 2,405              3,540                       (1,932)            203                51                 225                 4,492                 

Balance at June 30, 2020 24,039$        33,741$                17,854$       2,350$        3,278$       1,738$          83,000$          

Balance at December 31, 2019 18,832$          29,024$                   18,402$         2,097$          2,587$         1,558$            72,500$             
Charge-offs (7)                    (47)                           -                     (1)                  -                   -                      (55)                     
Recoveries 16                    108                          -                     3                    -                   -                      127                    
Provision for loan losses (loan loss reversal) 5,198              4,656                       (548)               251                691               180                 10,428               

Balance at June 30, 2020 24,039$        33,741$                17,854$       2,350$        3,278$       1,738$          83,000$          

Ending balance: Allowance individually 
evaluated for impairment -$                    1,010$                     698$               -$                  -$                 -$                    1,708$               
Ending balance: Allowance collectively 
evaluated for impairment 24,039            32,731                     17,156           2,350            3,278           1,738              81,292               

Balance at June 30, 2020 24,039$        33,741$                17,854$       2,350$        3,278$       1,738$          83,000$          

Real estate 
mortgage

Production and 
intermediate-term Agribusiness

Rural residential 
real estate

Rural 
infrastructure Other Total

Allowance for loan losses:
Balance at March 31, 2019 20,064$          29,668$                   22,152$         2,707$          2,897$         1,012$            78,500$             

Charge-offs (11)                  (121)                         -                     -                    -                   -                      (132)                   
Recoveries 40                    152                          -                     -                    -                   -                      192                    
Provision for loan losses (loan loss reversal) 1,779              (1,247)                     (1,090)            (176)              147               27                   (560)                   

Balance at June 30, 2019 21,872$        28,452$                21,062$       2,531$        3,044$       1,039$          78,000$          

Balance at December 31, 2018 20,955$          30,871$                   20,715$         2,693$          1,751$         1,015$            78,000$             
Charge-offs (11)                  (122)                         (9)                   -                    -                   -                      (142)                   
Recoveries 49                    183                          -                     16                  -                   -                      248                    
Provision for loan losses (loan loss reversal) 879                  (2,480)                     356                 (178)              1,293           24                   (106)                   

Balance at June 30, 2019 21,872$        28,452$                21,062$       2,531$        3,044$       1,039$          78,000$          

Ending balance: Allowance individually 
evaluated for impairment -$                    448$                        3,275$           7$                  -$                 -$                    3,730$               
Ending balance: Allowance collectively 
evaluated for impairment 21,872            28,004                     17,787           2,524            3,044           1,039              74,270               

Balance at June 30, 2019 21,872$        28,452$                21,062$       2,531$        3,044$       1,039$          78,000$          
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The recorded investment in loans, including accrued interest, is as follows: 
 

 
 
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 on the Consolidated Balance Sheets. The provision or reversal for unfunded 
lending commitments is included within the provision for credit losses or credit loss reversal on the Consolidated Statements of Income. A 
summary of changes in the reserve for unfunded lending commitments is as follows: 
 

 
 

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

 
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. 
 
 
 
 
 
 

Real estate 
mortgage

Production and 
intermediate-term Agribusiness

Rural residential 
real estate

Rural 
infrastructure Other Total

Recorded investment in loans outstanding:
Ending balance: Loans individually 
evaluated for impairment 25,815$          30,338$                   8,780$           3,784$          -$                 3,392$            72,109$             
Ending balance: Loans collectively 
evaluated for impairment 5,927,678       3,172,862               1,955,004      480,553        446,873       75,962            12,058,932       

Balance at June 30, 2020 5,953,493$  3,203,200$           1,963,784$ 484,337$    446,873$   79,354$       12,131,041$  

Recorded investment in loans outstanding:
Ending balance: Loans individually 
evaluated for impairment 26,878$          31,371$                   11,030$         3,284$          -$                 3,573$            76,136$             
Ending balance: Loans collectively 
evaluated for impairment 5,710,122       3,234,732               2,193,006      524,129        352,352       78,104            12,092,445       

Balance at December 31, 2019 5,737,000$  3,266,103$           2,204,036$ 527,413$    352,352$   81,677$       12,168,581$  

Three months ended June 30, 2020 2019

Balance at March 31, 21,500$                        20,000$                        
Provision for unfunded lending commitments 4,000                            500                                
Balance at June 30, 25,500$                      20,500$                      

Six months ended June 30, 2020 2019

Balance at January 1, 19,500$                        17,000$                        
Provision for unfunded lending commitments 6,000                            3,500                            
Balance at June 30, 25,500$                      20,500$                      

Three months ended June 30,

Pre-modification 
outstanding 

recorded investment

Post-modification 
outstanding 

recorded investment

Pre-modification 
outstanding 

recorded investment

Post-modification 
outstanding 

recorded investment

Troubled debt restructurings:
Production and intermediate-term 21$                         21$                         -$                           -$                           

Total 21$                       21$                       -$                          -$                          

2020 2019
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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. 
 
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:  
 

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

 
 

 
 
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 Northwest FCS financial performance. Borrowers are responsible for payment of the cash investment upon demand by Northwest 
FCS. Effective January 1, 2020, due to a change in the regulatory interpretation, capital stock and participation certificates receivable will be 
included within members’ equity on the Consolidated Balance Sheets under a new contra account titled ‘Less: capital stock and participation 
certificates receivable (Note 4)’. This change has no impact on the capital stock or participation certificates owned by Northwest FCS’s borrowers, 
as borrowers retain all rights afforded to them by the Farm Credit Act. 
 
 

Six months ended June 30,

Pre-modification 
outstanding 

recorded investment

Post-modification 
outstanding 

recorded investment

Pre-modification 
outstanding 

recorded investment

Post-modification 
outstanding 

recorded investment

Troubled debt restructurings:
Production and intermediate-term 239$                       239$                       -$                           -$                           

Total 239$                     239$                     -$                          -$                          

2020 2019

June 30, 2020 June 30, 2019

Troubled debt restructurings that subsequently defaulted:
   Production and intermediate-term 10,707$              -$                        
Total 10,707$           -$                      

June 30, 2020
Loans modified as 

TDRs
TDRs in nonaccrual 

status 

Real estate mortgage 14,235$                 12,899$                 
Production and intermediate-term 25,197                   17,069                   
Agribusiness 5,683                     5,683                     
Rural residential real estate 1,163                     -                             
Total 46,278$               35,651$               

December 31, 2019
Loans modified as 

TDRs
TDRs in nonaccrual 

status 

Real estate mortgage 14,473$                 12,898$                 
Production and intermediate-term 25,634                   17,387                   
Agribusiness 6,619                     6,619                     
Rural residential real estate 1,190                     -                             
Total 47,916$               36,904$               
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Other Accumulated 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 o f tax

Unrealized gains/(losses) 
on investment securities

Accumulated other 
comprehensive (loss) 

income, net o f tax

Balance at March 31, 2020 (32,338)$                     2,166$                        (30,172)$                     
Other comprehensive loss before reclassifications -                                  (403)                            (403)                             
Amounts reclassified from accumulated 
    other comprehensive loss 466                             -                                  466                              

Net current period other comprehensive income 466$                         (403)$                        63$                            

Balance at June 30, 2020 (31,872)$                  1,763$                      (30,109)$                   

Pension and other benefit 
plans, net o f tax

Unrealized gains on 
investment securities

Accumulated other 
comprehensive (loss) 

income, net o f tax

Balance at December 31, 2019 (32,826)$                     40$                             (32,826)$                     
Other comprehensive income before reclassifications 20                               1,723                          1,743                           
Amounts reclassified from accumulated
    other comprehensive loss 934                             -                                  934                              

Net current period other comprehensive income 954$                         1,723$                      2,677$                       

Balance at June 30, 2020 (31,872)$                  1,763$                      (30,109)$                   

Pension and other benefit 
plans, net o f tax

Unrealized gains on 
investment securities

Accumulated other 
comprehensive (loss) 

income, net o f tax

Balance at March 31, 2019 (30,824)$                     -$                                (30,824)$                     
Other comprehensive income before reclassifications -                                  -                                  -                                   
Amounts reclassified from accumulated
    other comprehensive loss 461                             -                                  461                              

Net current period other comprehensive income 461$                         -$                               461$                          

Balance at June 30, 2019 (30,363)$                  -$                               (30,363)$                   

Pension and other benefit 
plans, net o f tax

Unrealized gains on 
investment securities

Accumulated other 
comprehensive (loss) 

income, net o f tax

Balance at December 31, 2018 (31,297)$                     -$                                (31,297)$                     
Other comprehensive income before reclassifications 5                                 -                                  5                                  
Amounts reclassified from accumulated
    other comprehensive loss 929                             -                                  929                              

Net current period other comprehensive income 934$                         -$                               934$                          

Balance at June 30, 2019 (30,363)$                  -$                               (30,363)$                   
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The following table represents amounts reclassified from accumulated other comprehensive (loss) income, net of tax, to the Consolidated 
Statements of Income: 
 

 
 

 
 
NOTE 5– Fair Value Measurements 
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 2019 
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: 
 

 
 

 
 
 
 

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

For the three months ended June 30, 2020 2019

Pension and other benefit plans:
Amortization of net actuarial loss Salaries and employee benefits (473)$                 (469)$                 
Deferred tax Provision for income taxes 7                        8                        

Total reclassifications (466)$              (461)$              

Amount reclassified from accumulated 
other comprehensive (loss) income

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

For the six months ended June 30, 2020 2019

Pension and other benefit plans:
Amortization of net actuarial loss Salaries and employee benefits (945)$                 (938)$                 
Deferred tax Provision for income taxes 11                      9                        

Total reclassifications (934)$              (929)$              

Amount reclassified from accumulated 
other comprehensive loss

Fair value measurement using

June 30, 2020
Classification on the 

Consolidated Balance Sheets Level 1 Level 2 Level 3 Total fair value

Assets:
Investment securities Investment securities -$                       529,109$           -$                       529,109$           
Derivative assets Other assets -                         16,939               -                         16,939               
Rural Business Investment Companies (RBICs) Other assets -                         -                         2,252                 2,252                 

Total assets -$                     546,048$        2,252$             548,300$        

Liabilities:
Derivative liabilities Other liabilities -$                       -$                       -$                       -$                       

Total liabilities -$                     -$                     -$                     -$                     

Fair value measurement using

December 31, 2019
Classification on the 

Consolidated Balance Sheets Level 1 Level 2 Level 3 Total fair value

Assets:
Investment securities Investment securities -$                       15,322$             -$                       15,322$             
Derivative assets Other assets -                         6,924                 -                         6,924                 
Rural Business Investment Companies (RBICs) Other assets -                         -                         1,275                 1,275                 

Total assets -$                     22,246$          1,275$             23,521$          

Liabilities:
Derivative liabilities Other liabilities -$                       22$                    -$                       22$                    

Total liabilities -$                     22$                  -$                     22$                  
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Assets measured at fair value on a non-recurring basis for each of the fair value hierarchy values are summarized in the following table: 
 

 
 
Valuation Techniques 
As more fully discussed in Note 2 of the 2019 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 
Investment securities are classified within Level 2 as they are determined by a third-party pricing service that uses valuation models to 
estimate current market prices. Inputs and assumptions related to these models are typically observable in the marketplace. Such models 
incorporate prepayment assumptions and underlying collateral information to generate cash flows that are discounted using appropriate 
benchmark interest rate curves and volatilities. These third-party valuation models also incorporate information regarding non-binding 
broker/dealer quotes, available trade information, historical cash flows, credit ratings, and other market information. 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 Level 1 of the valuation 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 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 curve 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.  
 
Nonaccrual Loans 
For 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 value. As a result, nonaccrual loans are classified within the fair value Level 3 
hierarchy.  
 
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 16 of the 2019 Annual Report to 
Stockholders for additional information.  
 
 
 

Level 1 Level 2 Level 3 Total fair value

Assets:
Nonaccrual loans

June 30, 2020 -$                    -$                    6,519$            6,519$               
December 31, 2019 -$                    -$                    10,717$          10,717$             

Fair value measurement using
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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 interest rate swaps where fixed-rate interest is received and floating-rate interest is paid 
with payment obligations tied to specific indices.  
 
The notional amounts of derivatives and related activity of derivatives are shown in the following tables: 
 

 

 

 

 
Accounting for Derivative Instruments and Hedging Activities 

Northwest FCS records derivatives as assets or liabilities at their fair value in the Consolidated Balance Sheets. Northwest FCS records 
changes in the fair value of a derivative in current period earnings or accumulated other comprehensive income (loss), depending on the use 
of the derivative and whether it qualifies for hedge accounting. 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 on the Consolidated Statements of Income by changes 
in the hedged item’s fair value attributable to the risk being hedged. 
 
Fair-Value Hedges 
The majority of the notional amount of the fair value hedging activity relates to entering into receive-fixed, pay-floating interest rate swaps 
primarily to synthetically convert non-callable fixed-rate debt to floating-rate debt for liquidity management purposes. For the remaining fair 
value hedges, Northwest FCS enters into receive-fixed, pay-floating swaps to align its 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. The following amounts were recorded on the balance sheet related to fair value hedges: 
 

 
 
 
 
 

Receive fixed swaps Total

December 31, 2019 615,000$                         615,000$                        
Additions -                                       -                                      
Maturities (25,000)                           (25,000)                           
Terminations -                                       -                                      

June 30, 2020 590,000$                      590,000$                      

Activity in the notional amounts of derivative financial 
instruments

Receive fixed swaps Total

December 31, 2018 556,000$                         556,000$                        
Additions 59,000                             59,000                            
Maturities -                                       -                                      
Terminations -                                       -                                      

June 30, 2019 615,000$                      615,000$                      

Activity in the notional amounts of derivative financial 
instruments

June 30, 2020 December 31, 2019 June 30, 2020 December 31, 2019

Note payable to CoBank, ACB 606,972$               621,949$               16,972$                 6,949$                   

Carrying amount o f the hedged item

Cumulative amount o f fair value hedging 
adjustment included in the carrying amount o f 

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

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

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

 
 

 
 
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 Securities Dealer Association 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 August 7, 2020, the date the financial statements were issued or available to be 
issued, and determined there are no other items to disclose.  

June 30, 2020 Derivative assets (1 ) Derivative liabilities (2)

Receive fixed swaps 16,939$               -$                              

Total derivatives designated as hedging instruments 16,939$             -$                            

Fair value of derivative financial instruments

December 31, 2019 Derivative assets (1 )  Derivative liabilities (2) 

Receive fixed swaps 6,924$                 22$                           

Total derivatives designated as hedging instruments 6,924$               22$                         

Fair value of derivative financial instruments

For the six months ended June 30, 2020 Interest income Interest expense Net interest income

Total amount of line items presented in 
   Consolidated Statement of Income 276,220$                      (94,006)$                      182,214$                      

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

Recognized on derivatives -$                                  10,037$                        10,037$                        
Recognized on hedged items -                                    (10,023)                        (10,023)                        

Net expense recognized on fair value hedges -$                                14$                             14$                             

Effect o f fair value hedge accounting on the Consolidated Statement o f Income

For the six months ended June 30, 2019 Interest income Interest expense Net interest income

Total amount of line items presented in 
   Consolidated Statement of Income 289,450$                      (125,614)$                    163,836$                      

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

Recognized on derivatives -$                                  11,716$                        11,716$                        
Recognized on hedged items -                                    (11,672)                        (11,672)                        

Net income recognized on fair value hedges -$                                44$                             44$                             

Effect o f fair value hedge accounting on the Consolidated Statement o f Income
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