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MANAGEMENT’S DISCUSSION AND ANALYSIS 
 

 
RESULTS OF OPERATIONS 
 
Net interest income is the primary component of earnings for the Association and represents the difference 
between interest income and interest expense.  While both interest income and interest expense decreased 
during the first nine months in comparison to prior year due to the lower overall interest rate environment, 
net interest income increased by 30.9 percent for the nine months ending September 30, 2009.  Net interest 
income was $7,248,964 compared to $5,537,335 for the same period in 2008.  The increase is due to higher 
net interest margins that reflect greater risk and uncertainty in local credit markets and global financial 
markets.  Net interest income has also been enhanced by interest rate swap transactions that are utilized to 
stabilize and enhance interest income over the long term.  Positive results from these swaps are recorded as 
a decrease in interest expense.    
 
Noninterest income is comprised primarily of CoBank patronage and fees from loan, appraisal, and insurance 
services.  Noninterest income of $2,151,742 for the nine months ending September 30, 2009 is above the 
$1,918,386 for the same period in 2008.  The increase is attributable primarily to higher patronage income 
expected from CoBank and higher financial services income. 
 
Noninterest expense incurred during the first nine months totaled $4,524,406 compared to $4,361,062 for 
the same period in 2008.  This is an increase of 3.7 percent.  Almost all operating expenses are higher than 
prior year. 
 
Net income for the nine months ending September 30, 2009 is $3,405,782, compared to $2,750,065 for the 
same period in 2008.  This represents a 23.8 percent increase, and these earnings are above the 
Association’s 2009 financial plan. 
 
FINANCIAL CONDITION AND CAPITAL RESOURCES 
 
Total assets of $262,524,362 at September 30, 2009 compare to $261,917,057 at previous year-end.  The 
Association continues to see good lending activity and modest growth in loan volume.  Part of the company’s 
capital and risk management process includes significant loan participation activity with CoBank.  Sharing 
on-going loan balances with CoBank enables the Association to continue to provide customers with funding 
for their credit needs, while at the same time maintaining our own capital ratios at desired levels.  Loans 
sold at September 30, 2009 totaled $153,541,082, an increase of $21,304,678 from previous year-end.  
Total liabilities with CoBank have increased correspondingly to $213,019,648 to fund the change in loan 
volume net of loans sold. 
 
Capital stock changes are the result of changes in total loan volume.  Several years ago, the Board approved 
an aggressive plan to further reduce borrower stock to the minimum amounts permitted by regulation.  This 
minimum amount is 2 percent of the loan commitment or $1,000, whichever is less, on all loans with the 
same customer number.  Total stock outstanding at September 30, 2009 is $732,920 compared to $715,260 
at previous year-end.  
 
Allocated and unallocated surplus totals $5,189,265 and $41,582,867 respectively at September 30, 2009.  
During the first nine months, unallocated surplus increased by net income from operations of $3,405,782, 
offset by anticipated patronage refunds payable to our members.   
 
The Board of Directors declared a patronage dividend from 2008 earnings in the amount of $1,600,000.  
This patronage was distributed 50 percent in cash and 50 percent to allocated surplus.  The $800,000 cash 
portion was distributed to eligible members on March 24, 2009.  In July, the Board also declared a 
distribution of allocated surplus from 2002 earnings in the amount of $650,000.  This was distributed on 
September 4, 2009.     
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Changes in market value of the Association’s interest rate swap transactions during the period are accounted 
for as gains or losses in accumulated other comprehensive income.  The market value is an indication of 
what the transactions are worth if they were terminated at a point in time.  The change in market value at 
September 30, 2009 from December 31, 2008 is a decrease of $295,941.  The change in market value does 
not correspond directly to the overall profitability of the aggregate transactions. 
 
The net effect of these combined activities results in total members’ equity at September 30, 2009 of 
$47,488,985.  This is an increase of $1,871,683 over December 31, 2008.  The Association’s permanent 
capital ratio was 15.4 percent at September 30, 2009 up from 14.9 percent from previous year-end. 
 
LIQUIDITY AND FUNDING SOURCES 
 
The primary source of liquidity and funding for the Association is a revolving line of credit with CoBank.  This 
note payable totaled $213,019,648 at September 30, 2009 down from $213,867,977 at December 31, 2008.  
This decrease corresponds with the Association’s change in loan assets as discussed elsewhere in this 
report.  The direct loan is repaid pursuant to, and is in compliance with, the terms and conditions of a 
General Financing Agreement with CoBank.  CoBank continues to maintain adequate access to debt-funding 
markets as a member of the Farm Credit System and maintains adequate liquidity in excess of minimum 
regulatory requirements.  The Association’s General Financing Agreement with CoBank continues to provide 
sufficient liquidity to meet the expected borrowing needs of our customers and fund operations. 
 
LOAN PORTFOLIO 
 
Total loan volume for loans originated and purchased by the Association as of September 30, 2009 is 
$397,980,206, an increase of $23,018,658 or 6.1 percent when compared to December 31, 2008 and an 
increase of $31,771,875 or 8.7 percent when compared to September 30, 2008.  The Association continues 
to see good lending activity with both new and existing borrowers in all segments of the business.  Loans 
participated with CoBank and other financial institutions total $153,541,082. 
 
The allowance for credit losses at September 30, 2009, is $2,277,685 or .9 percent of net loan volume.  The 
Association’s analysis of historical loan loss history, in addition to other potential risk of loss inherent in the 
portfolio, is the basis for any adjustment to reserve levels.  The provision of $910,673 during the first nine 
months is the result of management’s assessment of trends in loan volume and risk exposure within the 
portfolio. 
 
The Association’s overall acceptable credit quality on a net loan basis is 97.8 percent at September 30, 2009, 
which remains above the Association’s minimum goal for the year of 90 percent.  This compares to 98.7 
percent at December 31, 2008.  Many of the industries served by the Association are being impacted by 
current business and economic challenges, which is expected to contribute to a moderate decline in credit 
quality during the fourth quarter of 2009 and into 2010.  High risk assets consist of impaired loan volume, 
loans 90 days or more delinquent and other property owned.  These assets totaled $2,045,480 or .8 percent 
of net loan volume at September 30, 2009 and compares to $1,283,000 or .5 percent of net loan volume at 
previous year-end. 
 
These financial statements were prepared under the oversight of the Audit Committee of the Board of 
Directors. 
 
As always, comments and questions from stockholders are welcome. 
 
Raymond J. Nowak 
President and Chief Executive Officer 
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FARM CREDIT OF MAINE, ACA 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

September 30, 2009 
(Unaudited) 

 
 
NOTE 1 - Organization and Significant Accounting Policies 
 
A description of the organization and operations of Farm Credit of Maine, ACA (the Association), the 
significant accounting policies followed, and the financial condition and results of operations as of and for 
the year-ended December 31, 2008 are contained in the 2008 Annual Report to Stockholders.  These 
unaudited third quarter 2009 financial statements should be read in conjunction with the 2008 Annual 
Report to Stockholders. 
 
Effective January 1, 2009, the Association adopted the Financial Accounting Standards Board (FASB) 
guidance on “Disclosures about Derivative Instruments and Hedging Activities,” which amends and expands 
the disclosure requirements for derivative instruments and for hedging activities.  The guidance requires that 
an entity with derivative instruments shall disclose information to enable users of the financial statements to 
understand: 
 

a. How and why an entity uses derivative instruments 
b. How derivative instruments and related hedged items are accounted for under this 

Statement and related interpretations 
c. How derivative instruments and related hedged items affect an entity’s financial 

position, financial performance, and cash flows. 
 
The adoption of this guidance did not have an impact on the Association’s financial position, results of 
operations or cash flows; however, the derivative instruments disclosures have been expanded as disclosed 
in Note 7. 
 
Effective January 1, 2009, the Association adopted accounting guidance for fair value measurements of 
nonfinancial assets and nonfinancial liabilities.  The impact of adoption resulted in additional fair value 
disclosures but does not have an impact on our financial condition or results of operations. 
 
In May 2009, the FASB issued guidance, “Subsequent Events,” which sets forth general standards of 
accounting for and disclosure of events that occur after the balance sheet date but before financial 
statements are issued or are available to be issued.  There are two types of subsequent events: the first 
type consists of events or transactions that provide additional evidence about conditions that existed at the 
balance sheet date (recognized subsequent events) and the second type consists of events that provide 
evidence about conditions that did not exist at the balance sheet date but arose after that date 
(nonrecognized subsequent events).  Recognized subsequent events should be recognized in the financial 
statements since the conditions existed at the date of the balance sheet.  Nonrecognized subsequent events 
are not recognized in the financial statements since the conditions arose after the balance sheet date but 
before the financial statements are issued or are available to be issued.  This guidance, which includes a 
required disclosure of the date through which an entity has evaluated subsequent events, was effective for 
interim or annual periods ending after June 15, 2009. 
 
The accompanying financial statements contain all adjustments necessary for a fair presentation of the 
interim financial condition and results of operations and conform with generally accepted accounting 
principles and prevailing practices within the banking industry.  The results of operations for the nine month 
period ended September 30, 2009 are not necessarily indicative of the results to be expected for the full 
year. 
 
 



NOTE 2 - Allowance for Credit Losses 
 
The following table presents an analysis of the allowance for credit losses as of September 30: 
 

2009 2008

Balance at beginning of quarter 1,816,960$      1,137,552$      
Provision for losses 460,053          113,199          
Charge-offs 0 52,658             
Recoveries 672                0
Balance at end of quarter 2,277,685$      1,198,093$      

 
 
The following table presents information concerning impaired loans as of September 30: 
 

2009 2008

Impaired loans with related allowance 2,031,938$      1,564,529$      
Impaired loans with no related allowance 0 0
Total impaired loans 2,031,938       1,564,529       

Allowance on impaired loans 264,386$         56,426$           

 
 
The following table summarizes impaired loan information for the nine months ended September 30: 
 

2009 2008

Average impaired loans 1,278,217$      1,163,032$      

Interest income recognized on impaired loans 67,106$           21,657$           

 
 
NOTE 3 - Capital 
 
In accordance with the Farm Credit Act, the Association’s Capitalization Bylaws and Capitalization Plan, each 
borrower, as a condition of borrowing, shall purchase at the time the loan is made, Class B Stock for 
agricultural loans or Class B Participation Certificates for country home and farm related business loans. 
 
All stock and participation certificates are retired at the discretion of the Board of Directors after considering 
the Association’s Capitalization Plan as well as regulatory and other requirements. 
 
The Farm Credit Administration (“FCA”) governs capital adequacy for Farm Credit System (“System”) 
institutions and has established a 7 percent ratio requirement of total surplus to risk-adjusted assets and a 
3.5 percent ratio requirement of core surplus to risk-adjusted assets for System institutions.  Only the 
portion of surplus the Association is allowed to count under its allotment agreement with CoBank, ACB 
("CoBank") is included in total surplus.  Core surplus is net of the Association’s total investment in CoBank.  
As of September 30, 2009, the Association is in compliance with these FCA capital adequacy requirements. 
 
The Association continues to maintain a strategic business goal to return a portion of its earnings for 2009 to 
the membership as a patronage dividend.  The patronage is being accrued on a monthly basis and is based 
on the patronage estimate in the 2009 financial plan.  The actual patronage for 2009 will depend on 
financial results for the year as a whole. 
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NOTE 4 - Income Taxes 
 
There were no significant changes in the composition or valuation of tax assets/liabilities during the first nine 
months of 2009. 
 
NOTE 5 – Fair Value Measurements  
 
Authoritative guidance defines fair value as the exchange price that would be received for an asset or paid 
to transfer a liability in the principal or most advantageous market for the asset or liability.  See Note 2 to 
the 2008 Annual Report to Stockholders for a more complete description. 
 
Assets and liabilities measured at a fair value on a recurring basis at September 30, 2009 are summarized 
below: 
 

Level 1 Level 2 Level 3 Total Fair Value
Assets:
Interest Rate Swaps $ 0 $ 623,235 $ 0 $ 623,235
  Total assets $ 0 $ 623,235 $ 0 $ 623,235

Liabilities:
Interest Rate Swaps $ 0 $ 6,481 $ 0 $ 6,481
  Total liabilities $ 0 $ 6,481 $ 0 $ 6,481

Fair Value Measurement Using

 
 
Assets and liabilities measured at a fair value on a non-recurring basis at September 30, 2009 for each of 
the fair value hierarchy values are summarized below: 
 

Level 1 Level 2 Level 3 Total Fair Value
Assets:
Nonaccrual loans $ 0 $ 0 $ 2,031,938 $ 2,031,938
  Total assets $ 0 $ 0 $ 2,031,938 $ 2,031,938

Liabilities:
Nonaccrual loans $ 0 $ 0 $ 0 $ 0
  Total liabilities $ 0 $ 0 $ 0 $ 0

Fair Value Measurement Using

 
 
Valuation Techniques 
 
As more fully discussed in Note 1 to the 2008 Annual Report to Stockholders, authoritative 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 represent a brief 
summary of the valuation techniques used for the related Association’s assets and liabilities: 
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Derivatives 
 
Exchange-traded derivatives valued using quoted prices are classified within Level 1 of the valuation 
hierarchy.  However, few classes of derivative contracts are listed on an exchange; thus, the majority of the 
Association’s 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 basic interest rate swaps and options and credit default swaps.  Derivatives that are valued based 
upon models with significant unobservable market parameters and that are normally traded less actively or 
have trade activity that is one way are classified within Level 3 of the valuation hierarchy.  
 
Nonaccrual Loans 
 
For certain loans evaluated for impairment under SFAS No. 114, the fair value is based upon the underlying 
collateral since the loans were collateral dependent loans for which real estate is the collateral.  These loans 
are generally classified as Level 3.  When the value of the real estate, less estimated costs to sell, is less 
than the principal balance of the loan, a specific reserve is established. 
 
NOTE 6 - Employee Benefit Plans 
 
The following table summarizes the components of net periodic benefit costs for the nine months ended 
September 30: 
 

2009 2008 2009 2008

Service cost $ 0 $ 0 $ 3,305 $ 1,917
Interest cost 69,613 54,027 2,093 1,594
Expected return on plan assets (114,026) (96,765) 0 0
Amortization of prior service costs 3,709 1,509 (12,748) (12,748)
Amortization of net (gain) loss 1,751 0 3,374 2,568
Net periodic benefit cost $ (38,953) $ (41,229) $ (3,976) $ (6,669)

Pension Benefits Other Benefits

 
As of September 30, 2009, $60,501 of contributions have been made to the Association’s pension plan.  The 
Association presently anticipates contributing an additional $60,499 to fund its pension plan in 2009 for a 
total of $121,000. 
 
NOTE 7 – Derivative Financial Instruments and Hedging Activities 
 
Effective January 1, 2009, the Association adopted guidance, “Disclosures about Derivative Instruments and 
Hedging Activities,” which amends and expands the disclosure requirements for derivative instruments and for 
hedging activities previously required. 
 
The Association enters into derivatives, particularly interest rate swaps, to stabilize net interest income on 
variable priced loan assets, to the degree they are funded with equity.  Under interest rate swap arrangements, 
the Association agrees with other parties (CoBank) to exchange, at specified intervals, payment streams 
calculated on a specified notional principal amount, with at least one stream based on a specified floating rate 
index.  Please see the 2008 Annual Report to Shareholders, Note 2 and Note 14, for a complete description. 
 
NOTE 8 – Subsequent Events 
 
The Association has evaluated subsequent events through November 5, 2009, which is the date the financial 
statements were available to be issued. 
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Since all Shareholders’ investments in the Association are materially affected by the financial condition and 
results of operations of CoBank, a copy of CoBank’s annual and quarterly reports are available upon request at 
no charge.  If so desired, a copy may be picked up, or one of the following offices can arrange to have a copy 
mailed: 
     

Farm Credit of Maine, ACA 
 
615 Minot Avenue 26 Rice Street 
Auburn, ME  04210 Suite 1 
784-0193 Presque Isle, ME  04769 
800-831-4230 764-6431 
 800-831-4640 

  
 
The undersigned certify that this report has been prepared in accordance with all applicable statutory and 
regulatory requirements and that the information contained herein is true, accurate, and complete to the 
best of his knowledge and belief.  The financial statements in the opinion of management fairly present the 
financial condition of the institution except as otherwise noted. 
 

         

     
        
Raymond J. Nowak     Andrew N. Grant 
President and Chief Executive Officer   Vice President, Chief Financial Officer and Treasurer 
 
 

   
 
Hank E. McPherson     Donald P. White 
Board of Directors, Chair    Board of Directors 

Audit Committee, Chair 
 
 
November 5, 2009 
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