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Farm Credit of Southwest Florida, ACA
Management’s Discussion and Analysis

of Financial Condition and Results of Operations

(dollars in thousands)

The following commentary reviews the financial condition and
results of operations of Farm Credit of Southwest Florida,
ACA for the period ended June 30, 2006. The accompanying
consolidated financial statements were prepared under the
oversight of the Audit Committee of the Board of Directors.
These comments should be read in conjunction with the
consolidated financial statements, notes to the consolidated
financial statements and the 2005 Annual Report of the
Association.

LOAN PORTFOLIO

The Association provides funds to farmers, rural homeowners
and farm-related businesses for financing of short and
intermediate-term loans and long-term real estate mortgage
loans. The Association’s loan portfolio is diversified over a
range of agricultural commodities including citrus and cattle.
Farm size varies and many of the borrowers in the region
have diversified farming operations. This factor, along with
the numerous opportunities for non-farm income in the area,
somewhat reduces the level of dependency on any single
commodity.

The gross loan volume of the Association as of June 30, 2006,
was $269,505 a decrease of $7,113 as compared to $276,618
at December 31, 2005. Net loans outstanding at June 30,
2006, were $269,238 as compared to $276,435 at

December 31, 2005. Net loans accounted for 89.44 percent of
total assets at June 30, 2006, as compared to 95.09 percent of
total assets at December 31, 2005. The decrease in gross and
net loan volume during the reporting period is attributed
primarily to the Low Priced Loan Pool sell-back to AgFirst
Farm Credit.

There is an inherent risk in the extension of any type of credit.
Portfolio credit quality continues to be maintained at an
acceptable level, and credit administration remains
satisfactory. There is no non-accrual loan volume to report
for the second quarter ending June 30, 2006.

Association management maintains an allowance for loan
losses in an amount considered sufficient to absorb possible
losses in the loan portfolio based on current and expected
future conditions. The allowance for loan losses at June 30,
2006, was $267 compared to $183 at December 31, 2005, and
was considered by management to be adequate to cover
probable losses.

RESULTS OF OPERATIONS
For the three months ended June 30, 2006

Net income for the three months ended June 30, 2006, totaled
$1,864, as compared to $1,855 for the same period in 2005.
Net interest income increased $171 for the three months
ended June 30, 2006, as compared to the same period in
2005.

Non-interest income for the three months ended June 30,
2006, totaled $1,509, as compared to $1,400 for the same
period of 2005, an increase of $109. The increase is primarily
due to accrued earnings for patronage from other Farm
Credit Institutions and AgFirst Farm Credit Bank. Non-
interest expense for the three months ended June 30, 2006,
increased $216 compared to the same period of 2005. The
increase is due to the approved controllable operating costs
associated with the normal course of business and increased
Farm Credit System Insurance Corp premiums from previous
year.

For the six months ended June 30, 2006

Net income for the six months ended June 30, 2006, totaled
$3,491, as compared to $3,020 for the same period in 2005, an
increase of $471 over prior year. At June 30, 2006, net
interest income increased by $591 or 18.63 percent as
compared to June 30, 2005.

Noninterest income for the six months ended June 30, 2006,
totaled $2,765, as compared to $2,213 for the same period of
2005, an increase of $552. The increase is primarily the result
of Patronage based income from other Farm Credit
Institutions from Participations purchased and sold.
Noninterest expense for the six months ended June 30, 2006,
increased $524 compared to the same period of 2005. The
primary reasons for the increase in noninterest expense, is
attributed primarily to an increase in non-controllable
insurance premiums from the Farm Credit Insurance Corp
and an overall approved increase in total operating expenses.
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FUNDING SOURCES

The principal source of funds for the Association is the
borrowing relationship established with AgFirst Farm Credit
Bank (the Bank) through a General Financing Agreement.
The General Financing Agreement utilizes the Association’s
credit and fiscal performance as criteria for establishing a line
of credit on which the Association may draw funds. The Bank
advances funds to the Association in the form of notes
payable. The notes payable are segmented into variable rate
and fixed rate sections. The variable rate note is utilized by
the Association to fund variable rate loan advances and
operating funds requirements. The fixed rate note is used
specifically to fund fixed rate loan advances made by the
Association. The total notes payable to the Bank at June 30,
2006, was $245,965 as compared to $233,259 at December 31,
2005.

CAPITAL RESOURCES

Total members’ equity at June 30, 2006, decreased to $49,627
from the December 31, 2005, total of $51,767. The decrease is
primarily attributed to the change in the allocated equities
revolvement cycle.

Total capital stock and participation certificates were $1,102
on June 30, 2006, compared to $1,278 on December 31, 2005.
This decrease is attributed to protected borrower’s equity that
has been retired in the normal course of business.

Farm Credit Administration (FCA) regulations require all Farm
Credit institutions to maintain minimum permanent capital,
total surplus and core surplus ratios. These ratios are
calculated by dividing the Association’s permanent capital,
total surplus and core surplus as defined in FCA regulations,
by a risk-adjusted asset base. As of June 30, 2006, the
Association’s total surplus ratio and core surplus ratio were
16.10 percent and 12.26 percent, respectively, and the
permanent capital ratio was 16.31 percent. All three ratios
were well above the minimum regulatory ratios of 7.00
percent for permanent capital and total surplus ratios and
3.50 percent for the core surplus ratio.

NOTE: Shareholder investment in the Association could be
affected by the financial condition and results of operations of
AgFirst Farm Credit Bank. Copies of AgFirst's annual and
quarterly reports are available upon request free of charge by
calling 1-800-845-1745, ext. 378, or writing AgFirst Farm
Credit Bank, P.O. Box 1499, Columbia, SC 29202. Information
concerning AgFirst Farm Credit Bank can also be obtained at
their website, www.agfirst.com. Copies of the Association’s
annual and quarterly reports are also available upon request
free of charge by calling 1-800-307-5677 ext. 141, or writing:
Lori Langfang, Controller, Farm Credit of Southwest Florida,
ACA 330 N. Brevard Ave 34266, or accessing the website,
www.farmcreditswfl.com. The Association prepares a
quarterly report within 45 days after the end of each fiscal
quarter, except that no report need be prepared for the fiscal
quarter that coincides with the end of the fiscal year of the
institution.
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Farm Credit of Southwest Florida, ACA
Consolidated Balance Sheets

June 30, December 31,
(dollars in thousands) 2006 2005
(unaudited) (audited)
Assets
Cash $ - $ 466
Investment securities, held to maturity 17,850 —
Loans 269,505 276,618
Less: allowance for loan losses 267 183
Net loans 269,238 276,435
Accrued interest receivable 3,044 1,494
Investment in other Farm Credit institutions 4,998 4,638
Premises and equipment, net 1,026 938
Prepaid retirement expense 2,482 2,673
Due from AgFirst Farm Credit Bank 1,384 3,179
Other assets 999 876
Total assets $ 301,021 $ 290,699
Liabilities
Notes payable to AgFirst Farm Credit Bank $ 245,965 $ 233,259
Accrued interest payable 1,273 1,038
Patronage refund payable 17 1,724
Other liabilities 4,140 2,912
Total liabilities 251,395 238,933
Commitments and contingencies
Members' Equity
Protected borrower equity 536 622
Capital stock and participation certificates 566 656
Retained earnings
Allocated 21,114 25,257
Unallocated 27,410 25,231
Total members' equity 49,626 51,766
Total liabilities and members' equity $ 301,021 $ 290,699

The accompanying notes are an integral part of these financial statements.
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Farm Credit of Southwest Florida, ACA
Consolidated Statements of Income

(unaudited)
For the three months For the six months
ended June 30, ended June 30,

(dollars in thousands) 2006 2005 2006 2005
Interest Income
Loans $ 5308 $ 378 $ 10492 $ 7,296
Investment securities 200 — 265 —

Total Interest Income 5,508 3,785 10,757 7,296
Interest Expense
Notes payable to AgFirst Farm Credit Bank 3,714 2,162 6,993 4,123
Net interest income 1,794 1,623 3,764 3,173
Provision for (reversal of allowance for) loan losses 7 (43) 74 (63)
Net interest income after provision for
(reversal of allowance for) loan losses 1,787 1,666 3,690 3,236
Noninterest Income
Loan fees 205 536 306 614
Equity in earnings of other Farm Credit institutions 1,219 789 2,334 1,498
Gains (losses) on other property owned, net 1 1 3 3
Other noninterest income 84 73 122 98

Total noninterest income 1,509 1,399 2,765 2,213
Noninterest Expense
Salaries and employee benefits 868 777 1,789 1,574
Occupancy and equipment 95 75 184 153
Insurance Fund premium 96 22 191 45
Other operating expenses 367 336 788 656

Total noninterest expense 1,426 1,210 2,952 2,428
Income before income taxes 1,870 1,855 3,503 3,021
Provision (benefit) for income taxes 6 — 12 1
Net income $ 184 $ 185 $ 3491 $ 3,020

The accompanying notes are an integral part of these financial statements.
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Farm Credit of Southwest Florida, ACA
Consolidated Statements of Changes in

Members' Equity

(unaudited)
Capital
Protected Stock and Retained Earnings Total
Borrower Participation Members'

(dollars in thousands) Capital Certificates Allocated Unallocated Equity

Balance at December 31, 2004 $ 936 $ 666 $ 25445 $§ 23093 $ 50,140
Net income 3,020 3,020
Protected borrower equity retired (250) (250)
Capital stock/participation certificates issued 33 33
Capital stock/participation certificates retired (79) (79)
Retained earnings retired (3,444) (3,444)
Distribution adjustment 59 (91) (32)
Balance at June 30, 2005 $ 686 $ 620 $ 22060 $ 26,022 $ 49,388
Balance at December 31, 2005 $ 622 $ 656 $ 25257 $ 25231 $ 51,766
Net income 3,491 3,491
Protected borrower equity retired (86) (86)
Capital stock/participation certificates issued 39 39
Capital stock/participation certificates retired (129) (129)
Retained earnings retired (4,995) (4,995)
Distribution adjustment 852 (1,312) (460)
Balance at June 30, 2006 $ 536 $ 566 $ 21114 $ 27410 $ 49,626

The accompanying notes are an integral part of these financial statements.
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