BL-007 (Original # 245-OFA)
Disclosure of Financial Forecasts

March 2, 1990

To: The Chief Executive Officer
All Farm Credit System Institutions

From: Michael J. Powers, Director
Office of Financial Analysis

Subject:  Disclosure of Financial Forecasts

Background

Since enactment of the Agricultural Credit Act of 1987, several Farm Credit (FC)
institutions have expressed their desire to include prospective financial statements in
stockholder disclosures associated with corporate restructuring proposals. Since a
majority of the restructuring proposals developed under Title VI of the Farm Credit
Act of 1971, as amended (Act), will have a significant impact on the future operations,
financial strength, and capital adequacy of the constituent institutions involved, the
Farm Credit Administration (FCA) agrees that disclosure of prospective financial
information as a part of the disclosure materials would provide important information
relevant to the stockholders' voting decision.

Disclosure of Financial Forecasts to Stockholders

The FCA encourages FC institutions to disclose financial forecasts to stockholders
when submitting corporate restructuring proposals to stockholders pursuant to Title V11
of the Act, provided that the disclosure complies with the guidelines contained in
Accounting Bulletin No. 90-1 "Disclosure of Prospective Financial Statements to
Stockholders"” (Attachment A). The accounting bulletin requires the disclosure be
made in accordance with the "Guide for Prospective Financial Statements" issued by
the American Institute of Certified Public Accountants (AICPA Guide). The
accounting bulletin is effective immediately. Also attached is a checklist for
presentation and disclosure of financial forecasts to stockholders (Attachment B). The
checkilist is based on the AICPA Guide.

Disclosure of Financial Forecasts to the FCA

Financial forecasts prepared solely for use by the FCA in support of an institution's
restructuring proposal will be regarded as limited use financial forecasts. While we
encourage FC institutions to disclose financial forecasts to stockholders in accordance
with the AICPA Guide, at a minimum, the FCA requires FC institutions to file a limited
use financial forecast at the time the FCA's approval of a restructuring proposal is
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requested. In so doing, FC institutions should follow the FCA guidelines established in
its bookletter(s) and letters to FC institutions containing the instructions for submission
of restructuring proposals to the FCA. Such limited use financial forecasts should not
be disclosed to stockholders.

For filing of limited use financial forecasts with the FCA, FC institution should, at a
minimum, include: (1) dividers that clearly separate the limited use financial forecasts
from the disclosure documents to be submitted to stockholders; (2) prospective
financial statements of the resulting entity of the restructuring proposal, i.e., balance
sheet and income statement, covering at least 3 years of future operations in addition to
the current year (full year) financial statements; (3) permanent capital ratios for the
forecast period; and (4) summaries of significant assumptions used to develop the
forecast and accounting policies.

Financial assumptions may be disclosed in computer printout or electronic
spreadsheets, and disclosure of accounting policies may be accomplished by
cross-referencing to the information contained elsewhere in the documents submitted.
The FCA may require additional information to support the reasonableness of the
assumptions used in the forecast or "what if" scenarios, e.g., the best and/or the worse
cases, as considered necessary.

Guidelines for Disclosure of Forecasts to Stockholders vs. Disclosure of Forecasts to
the FCA

Financial forecasts prepared for disclosure to stockholders may not be appropriate for
filing with the FCA for limited use and vice versa. For instance, while a financial
forecast covering 1 full year of operations may be appropriate for disclosure to
stockholders, the forecast does not meet the FCA's requirement, i.e., a limited use
financial forecast must include at least a 3-year forecast period. We suggest that FC
institutions refer to the guidelines contained in the attached checklist for development
of limited use financial forecasts. The completed checklist is to be submitted to the
FCA regardless of whether the forecast is to be disclosed to stockholders or to the FCA
only.

Please direct any inquiries regarding this letter to the Financial Analysis and Standards
Division at (703) 883-4475.

Attachments
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Accounting Bulletin 90-1
Attachment A

Subject: Disclosure of Prospective Financial Statements to Stockholders

Statement of Accounting Policy

Farm Credit Administration (FCA) Regulation 621.3(b) requires each institution of the
Farm Credit System to "Prepare its financial statements and reports, . . . in accordance
with generally accepted accounting principles, except as otherwise directed by statutory
and regulatory requirements or otherwise required by the Farm Credit Administration."”
Though FCA regulations do not require disclosure of a financial forecast to
stockholders when submitting a restructuring proposal to stockholders for voting, the
FCA encourages Farm Credit (FC) institutions to disclose financial forecasts to
stockholders, provided that management has a reasonable basis for a forecast and the
forecast is prepared and presented in accordance with the "Guide for Prospective
Financial Statements" issued by the American Institute of Certified Public Accountants
(AICPA Guide). In addition, financial forecasts to be disclosed to stockholders may,
but are not required to, include an outside reviewer's report, provided such report
includes a disclosure of the reviewer's qualifications, the relationship of the reviewer to
the issuing institution, and the extent of the review.

Application of the Accounting Policy

This accounting bulletin is effective immediately and applies to all FC institutions'
prospective financial statements disclosed to stockholders in conjunction with
corporate restructuring proposals submitted to stockholders under Title VI of the Farm
Credit Act of 1971, as amended (Act).

Background

The Agricultural Credit Act of 1987 provided additional alternatives to the FC
institutions for corporate restructurings. A majority of the proposals developed under
the restructuring provisions (Title V1) of the Act will have a significant impact on the
operations, financial strength, and capital adequacy of the constituent institutions
involved. In order to provide meaningful information to stockholders such that they
may make an informed decision, several institutions have expressed their desire to
include prospective financial statements in their disclosure to stockholders. The FCA
agrees that disclosure of prospective financial information would be beneficial to
stockholders and, therefore, issues guidance to permit the institutions to disclose
financial forecasts, on a voluntary basis, to stockholders for restructuring proposals
developed under Title VII of the Act.

Please direct any inquiries regarding this accounting bulletin to the Financial Analysis

and Standards Division at (703) 883-4475.

John C. Moore, Jr., Deputy Chief
Financial Analysis and Standards Division Date: March 2, 1990
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Attachment B

Presentation and Disclosure of Financial Forecasts to Stockholders

in Accordance with the AICPA Guide for Prospective Financial Statements

(Name of the Reporting Entity)

GENERAL INFORMATION

1.

2.

Disclosure of Financial Forecasts to Stockholders

Farm Credit institutions (FCIs) may disclose prospective financial statements
(PFS) to stockholders, provided that the preparation and presentation of the
PFS meets the requirements of the "Guide for Prospective Financial
Statements™ issued by the American Institute of Certified Public Accountants
(AICPA Guide). Financial forecasts that are prepared for general use may be
presented to stockholders. Financial projections and partial presentations
should not be disclosed to stockholders, unless these presentations are included
in a financial forecast as a supplement to the forecast.

This checklist includes the presentation and disclosure requirements for
financial forecasts set forth in the AICPA Guide. References to the paragraph
numbers of the AICPA Guide and other authoritative literature are cited for
each line item.

The items with an asterisk (*) at the end of the question represent additional
items the FCA believes are necessary to adapt the AICPA Guide to adequately
portray the prospective operation of FCIs. FCIs' presentations of financial
forecasts should meet the minimum presentation guidelines detailed in the
AICPA Guide and include additional information required by the FCA.

Use of the "Comments" section on the last page of the checklist to bring
unusual matters to the attention of the FCA.

Import Terms—The terms used in this checklist have the same meaning as those
used in the AICPA Guide.

a.

Financial forecast—PFS that present, to the best of the responsible party's
knowledge and belief, an entity's expected financial position, results of
operation, and cash flows.

Financial projection—PFS that present, to the best of the responsible party's
knowledge and belief, given one or more hypothetical assumptions, an entity's
expected financial position, results of operation, and cash flows.

General use—Refers to the use of prospective financial statements by persons
with whom the responsible party is not negotiating directly, e.g., in an offering
statement of an entity's debt or equity interest.
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d. Hypothetical assumption—An assumption used in a financial projection to
present a condition or course of action that is not necessarily expected to occur,
but is consistent with the purpose of the projection.

e. Prospective financial statements—Refers to either financial forecasts or
financial projections, including the summaries of significant assumptions and
accounting policies. Pro forma financial statements and partial presentations
are not considered prospective financial statements.

f. Partial presentation—Presentations of prospective financial statements that
do not meet the minimum presentation guidelines of the AICPA Guide.

g. Responsible party—The person or persons who are responsible for the
assumptions underlying the PFS. The responsible party usually is
management.

3. Documentation—Though the terms "financial forecast" and "financial projection”
are defined in the AICPA Guide, it is ambiguous as to what constitutes a forecast or
a projection. It is sometimes difficult to determine whether one or more
assumptions used to develop the prospective financial statements represents a
course of action that is expected to occur or a hypothetical condition. Therefore,
each issuing institution must ensure that it maintains appropriate documents to
support the reasonableness of the assumptions used in the forecast and such
documents shall be subject to review by the FCA.

4. Submission of Checklist and Financial Forecast—Each financial forecast
submitted to the FCA shall be accompanied by a completed transmittal sheet and
the presentation and disclosure checklist.

5. Evaluation Criteria—FCA's evaluation and approval of financial forecasts for
disclosure to stockholders will be made based upon the requirements set forth in
the AICPA Guide. The FCA may require the responsible party to submit
additional information to support the reasonableness of the underlying assumptions
of the forecast. And upon the request of the FCA, the responsible party must
demonstrate to the FCA that the preparation of the institution's forecast meets the
following requirements:

a. Financial forecasts are prepared in good faith.
b. Financial forecasts are prepared with appropriate care by qualified personnel.
c. Financial forecasts are prepared using appropriate accounting principles.

d. The process used to develop financial forecasts provides for seeking out the
best information that is reasonably available at the time.

e. The information used in preparing financial forecasts is consistent with the
plans of the entity.
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f.  Key factors are identified as a basis for assumptions.
g. Assumptions used in preparing financial forecasts are appropriate.

h. The process used to develop financial forecasts provides the means to
determine the relative effect of variations in the major underlying assumptions.

i. The process used to develop financial forecasts provides adequate
documentation of both the financial forecasts and the process used to develop
them.

j. The process used to develop financial forecasts includes, where appropriate,
the regular comparison of the financial forecasts with attained results.

k. The process used to prepare financial forecasts includes adequate review and
approval by the responsible party at the appropriate levels of authority.
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TRANSMITTAL SHEET

Farm Credit District

Requested action for which the forecast is prepared:

Disclosure of the forecast to stockholders: Yes No

Forecast completed by: Tel: ()

Prospective period ending:

Completion date of the forecast:

Name of the requesting Farm Credit institution(s):

CEO Name: Telephone: ()
Street Address:

Mailing Address:

City, State, Zip:

County:

CEO Name: Telephone: (__)
Street Address:

Mailing Address:

City, State, Zip:

County:

CEO Name: Telephone: ()
Street Address:

Mailing Address:
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City, State, Zip:

County:

CEO Name:

Street Address:

Telephone: ()

Mailing Address:

City, State, Zip:

County:
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CHECKLIST

Indicate Y (yes), N (no), or N/A (not applicable). And, if applicable, include the page
number or other index number where the information is presented. Explanations must
be provided for each question answered with an "N" in the Comments section at the
end of the checklist.

TITLE

1.

Does the title of the forecast describe the nature of the presentation and
include the word "forecast” or "forecasted," e.g., "Forecasted Balance
Sheet" or "Statement of Forecasted Income?" (AICPA Guide 400.05)

Does the title indicate the prospective period covered and use the word
"ending" to indicate its prospective nature, e.g., "Year Ending 199X?" (*)

If a historical statement also is presented, does the title indicate the
historical presentation and describe the period covered with the word
"ended,"” e.g., "Year Ending December 31, 19X1 (Forecasted), and Year
Ended December 31, 19X0 (Historical)?" (*)

PRESENTATION

4.

If a forecast and a projection (included as a supplement to the forecast) are
presented together, or if prospective and historical information are presented
together, is each column clearly labeled? (Note: For general use, a
projection may supplement a forecast provided it does not extend beyond
the forecast period.) (AICPA Guide 210.05, 400.20, and 400.34)

If a presentation of a financial forecast is made for other than a single-point
estimate (i.e., as a range), is there a clear indication that the presentation
does not necessarily represent the best or worst possible alternatives?
(AICPA Guide 400.21)

Does the presentation cover at least one full year of normal operations?
(AICPA Guide 400.32)

If long-term results are important to the presentation: (AICPA Guide
400.33)

a. have enough future periods been presented to demonstrate the long-term
results, or

b. if not practical, does the presentation include a description of the
potential effect of such results?

If there is a significant start-up period, has it been presented separately?
(AICPA Guide 400.32)

Have the name, form, and equity components of an entity yet to be formed
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10.

been disclosed (or if they have not been decided, has that fact been
disclosed)? (AICPA Guide 400.32)

Acre the following minimum financial statement elements disclosed (this
requirement would be met if these items can be derived from the financial
statements or the notes): (AICPA Guide 400.06)

a.

b.

interest income and gross loan volume?
interest expense or net interest margin?
allowance for loan losses and provision for loan losses? (*)
unusual or infrequently occurring items?
other operating expenses? (*)

provision for income taxes?
extraordinary items?

income before taxes?

net income?

permanent capital ratio? (*)

significant changes in cash flows?

significant changes in permanent capital? (*)

DISCLOSURE ON FACE OF STATEMENTS

11. Does each page of the presentation contain a reference such as "See
accompanying summaries of significant assumptions and accounting
policies?" (AICPA Guide 400.10)

12.

Is a summary of significant assumptions presented? (AICPA Guide 400.22)

ASSUMPTIONS

13.

14.

a.

Is the basis or rationale for the assumptions disclosed? (AICPA Guide

400.22)
Is there an introduction to the summary of assumptions that does the
following:

indicates the assumptions disclosed are not all-inclusive? (AICPA
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b. states that the assumptions were based on the responsible party's
judgment at the time the prospective information was prepared?
(AICPA Guide 400.28)

c. describes what the presentation is intended to present? (AICPA Guide
400.28)

d. indicates the date of preparation of the presentation? (AICPA Guide
400.11)

e. includes a caveat that the prospective results may not be attained?

f. includes a statement that the responsible party does not intend to update
the presentation (optional)? (AICPA Guide 400.38)

____g. ifthe presentation is a range, includes a statement that the responsible
party expects the results to fall within the range although there can be
no assurance that they will? (AICPA Guide 400.30)

15. Are the following types of assumptions disclosed:

a. particularly sensitive assumptions, noting that they are particularly
sensitive? (AICPA Guide 400.24)

b. assumptions about anticipated conditions, if there is a reasonable
possibility that they will be significantly different from current
conditions, if not reasonably apparent? (AICPA Guide 400.23)

c. significant implicit assumptions that current conditions will prevail,
e.g., continued absence of war, natural disasters, and so on (disclosure is
needed only if there is a reasonable possibility that the current
conditions will not prevail)? (AICPA Guide 400.26)

d. other significant matters deemed important? (AICPA Guide 400.23)

16. Are hypothetical assumptions in a projection disclosed and identified as
hypothetical? (if applicable, see item No. 4) (AICPA Guide 400.23P)

17. Is there an indication of which hypothetical assumptions, if any, are
improbable? (if applicable, see item No. 4) (AICPA Guide 400.23P)

18. If an updated prospective presentation is issued, is the reason for updating
disclosed in the summary of significant assumptions? (AICPA Guide
400.38)

ACCOUNTING PRINCIPLES AND POLICIES

19. Are significant accounting policies disclosed? (AICPA Guide 400.12)

20. Is the prospective presentation prepared on the same basis of accounting
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21.

22.

23.

24.

Comments:

expected to be used for the historical financial statements? (AICPA Guide
400.15)

If not:

a. Are the results of operations and cash flows in the prospective
presentation reconciled with the results that would have been obtained
using the basis for historical statements? or

b. If such a reconciliation would not be useful, have the principal
differences between the two bases been described?

If the presentation is a forecast, are the accounting principles used the same
as those expected to be used in the historical statements covering the
prospective period? (AICPA Guide 400.13)

If the presentation includes a projection (see item No. 4) and the accounting
principles used are not the same as those expected to be used in the
historical statements covering the prospective period: (AICPA Guide
400.13P)

a. Is the use of the different principles disclosed? (Differences between
two principles may also be reconciled and disclosed.)

b. s the use of different principles consistent with the purpose of the
presentation?

If the prospective statement gives the effect of a change in accounting
principles from a principle used in prior-period historical financial
statements, is the change properly reported as would be required in
historical statements? (AICPA Guide 400.16)

If a forecast is accompanied by an outside reviewer's report, are the
reviewer's qualifications, the relationship of the reviewer to the issuing
entity, and the extent of the review disclosed? (Optional)
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BL-009 REVISED (Original # 260-OE)
Farm Credit Bank and Association Appointed Directors

December 15, 2006

To: Chairman, Board of Directors
Each Farm Credit Bank and Association

From: Nancy C. Pellett
Chairman and Chief Executive Officer

Subject: Farm Credit Bank and Association Appointed Directors

Congress recognized that, in a cooperative, a board of directors needs the authority to appoint a limited
number of directors. In 1987, Congress added to the Farm Credit Act of 1971, as amended (Act), the
authority for Farm Credit banks and associations to appoint directors, including at least one director who
has no affiliation with the Farm Credit System (outside director). Congress explained that directors
appointed under this authority are intended to provide an independent perspective and some additional

expertise in appropriate areas. In January 2006, FCA issued a final rulemaking addressing the
governance of Farm Credit banks and associations. In this rulemaking, the eligibility, term of office,
number and selection of outside directors was addressed in § 611.220 of FCA regulations and the
definition of “outside director” was provided in FCA regulation § 619.9235." The rule is silent, however,
on the eligibility, term of office, number and selection of other appointed directors.

Background

FCA believes it is permissible under the Act for Farm Credit bank and association boards of directors to
appoint stockholders to serve as directors (other appointed directors), except that associations may only
appoint voting stockholders under sections 2.1 and 2.11 of the Act. The overarching objectives in
selecting outside directors and other appointed directors is to enhance and strengthen the governance of
the institution as well as to enhance the capacity of the board of directors to represent the interests and
concerns of the institution’s owner-borrowers. Consistent with these objectives, bank and association
boards may appoint directors for specific public policy purposes, such as facilitating diversity or
acquiring needed skills. In considering the selection of other appointed directors, each bank and
association should balance the desire for optimum size boards against the identified need to add certain
skills or improve diversity.

FCA believes that the authority to appoint directors, when used appropriately, does not impinge on
corporate democracy or jeopardize the status of a Farm Credit bank or association as a cooperative. FCA
emphasizes that stockholders in a cooperative have the right to vote for directors, and, therefore, use of
director appointments is, by necessity, limited. Accordingly, FCA recently established a requirement that
each Farm Credit bank and association board must consist of at least 60 percent stockholder-elected
directors.” Bank and association boards should carefully consider the overriding cooperative principle of
stockholder control and should not treat the regulatory 60 percent stockholder-elected director
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requirement as a maximum requirement.

Policy on Appointing Directors

FCA expects each Farm Credit bank and association board to develop and adopt a policy that formalizes
compliance with the appointed director provisions of the Act by addressing the purpose for, and the
search and selection processes of, appointing directors to the board. The policy should describe the
appointment process and explain how the appointed director(s) add diversity or skills to the board,
thereby strengthening the board’s governance. To facilitate identifying the skills needed on the board of
directors, each bank and association is required, under § 611.210(a), to establish a written policy
identifying desirable director qualifications. This requirement is applicable to all director positions. As a
result, banks and associations must make a reasonable effort to appoint outside directors and other

appointed directors who have some or all of those desired qualifications.4

All directors have the same fiduciary responsibilities to each institution’s stockholders, regardless of how
they are selected. All directors must also have the same voting rights, and related responsibilities and
duties, and be subject to the same rules and requirements, including requirements on pledges of
confidentiality, disclosures, and conflicts of interest. Therefore, outside directors and other appointed
directors have full voting rights on all matters that come before the board of directors. Accordingly, no
director sitting on the board at the time of the vote should be denied the opportunity to vote on the

appointment of additional directors.’

The policy should also address the removal procedures developed pursuant to § 611.220(b). Although §
611.220(b) requires Farm Credit banks and associations to establish and maintain procedures for the
removal of outside directors, institutions may find the procedures appropriate for all appointed directors.
The FCA believes that the term of office’ and basis for removal should be the same for all directors
serving on the institution’s board. In addition, an outside director must be removed if the director
becomes an officer, employee, stockholder, or agent of any Farm Credit institution or a director of
another Farm Credit institution. FCA encourages institutions to amend their bylaws to address an
appointed director's length of service and basis for removal.

Conflicts of Interest

Appointed directors must be willing and able to assume the responsibilities, exercise the authority, and
comply with the same regulatory requirements, including standards of conduct and conflicts of interest, as
stockholder-elected directors. Appointed directors are subject to FCA standards-of-conduct (Part 612)
regulations and disclosure regulations (Part 620). Farm Credit institution boards must exercise diligence
in the selection of appointed directors to avoid any conflicts of interest, whether actual or perceived, and
to ensure that such individuals can function in a totally impartial manner. Selection of appointed directors
who have ongoing business or borrowing relationships with the institution demands increased caution to
ensure compliance with applicable regulations. Boards of directors that are engaged in merger
discussions should avoid using their appointment authority to transition the boards just because they
cannot agree on a governance plan for the continuing institution.

Institutions are reminded that 8 611.310, which prohibits a person from serving as a director if that person
was a salaried officer or employee of any Farm Credit bank or association at any time during the previous
year, applies to all directors, including appointed directors. Banks and associations might use a similar
cooling-off period prior to appointing any individual who unsuccessfully sought a stockholder -elected
seat on the board in a recent election. Use of this type of a cooling-off period further preserves the
cooperative principles on which the Farm Credit System is formed by honoring the voting stockholders’
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decision not to elect the individual as a director in that election cycle.

Use of the Term “Director”

We are aware that some institutions have used terms such as “Associate Director” or “Director Emeritus”
even though the designated individual does not have the same rights, duties, and responsibilities as other
directors. Use of an honorific containing the term “director” creates confusion for stockholders,
employees, and the FCA as to the person’s responsibilities and whether the person is subject to FCA rules
on director qualifications, training, conflicts of interest, disclosures, and reporting. Therefore, we
discourage institutions from using the term “director” for anyone not having a director’s full
responsibilities.

If a Farm Credit bank or association board desires to include positions that are not full directorships, the
board should use an alternate title, such as “advisor to the board.” If an institution decides to retain
“director” in titles for positions that are not full directorships, then the institution should make it clear to
all stockholders, employees, and the FCA what the limitations of the position are, as well as ensure the
confidentiality of proprietary information that may be shared with individuals occupying such positions.

For further information on director conduct and responsibilities, please refer to the handbook titled The
Director's Role available on FCA’s website at www.fca.gov. Any comments or questions on this
communication should be addressed to Andrew D. Jacob, Director, or Gary Van Meter, Deputy Director,
in the Office of Regulatory Policy at (703) 883-4414, Farm Credit Administration, 1501 Farm Credit
Drive, McLean, Virginia 22102-5090, or by e-mail to jacoba@fca.gov or vanmeterg@fca.gov.

1Congres.s “believed it would be prudent for all boards to have a disinterested, objective member . . ..”
133 Cong. Rec. S. 16831 (December 1, 1987).

“12 C.F.R. 619.9235 defines “outside director” as “[a] member of a board of directors selected or
appointed by the board, who is not a director, officer, employee, agent, or stockholder of any Farm Credit
System institution.”

*12 C.F.R. 611.220(3)(2).

‘12 C.F.R. 611.220(a)(1).

“The only exception is that an appointed director cannot vote in his or her own selection and removal.
"Certain events, such as mergers, consolidations, or mid-term board vacancies, may cause a temporary

difference in the terms of office for all directors; however, these events would apply to all directors
whether elected or appointed.

Copy to:  The Chief Executive Officer
Each Farm Credit Bank and Association
Federal Farm Credit Banks Funding Corporation
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BL-010 (Original # 271-OE)
Farmers Home Administration (FmHA) Guaranteed Loans -- Capitalization of Interest

October 16, 1990

To: The Chief Executive Officer
All Farm Credit Institutions

From: David C. Baer, Director
Office of Examination

Subject:  Farmers Home Administration (FmHA) Guaranteed Loans—Capitalization of Interest

During the course of certain Farm Credit institution (FCI) examinations, Farm Credit Administration
examiners have found that provisions in notes on FmHA-guaranteed loans permit the compounding of
interest. We requested the FmHA to review those provisions and inform us of any impact on the validity
of the guarantee.

The FmHA has responded that all guaranteed loans governed by Lender Agreements revised May 16,
1983, and later, are void if the promissory note provides for the payment of interest on interest.

The two examples that FmHA reviewed and indicated would void the guarantee are shown below:

1. COMPOUNDING AT MATURITY-DEFAULT INTEREST. If all or any part of this total amount
due under this Note or any installment thereof is not paid at maturity, whether maturity occurs by
reason of acceleration or otherwise, then at the Association's option, all remaining accrued interest
shall be added to the past due principal balance. After maturity, the outstanding principal balance,
including compounded interest, if any, shall bear interest at the default rate.

2. ADDITIONAL AGREEMENTS AND OBLIGATIONS OF PARTIES. The borrowers, endorsers,
sureties, guarantors, and all other persons who may become liable for all or any part of the
indebtedness evidenced hereby severally agree to the following:

"That if this Note is placed in the hands of an attorney for collection or to protect or enforce any of
the Association's 