14555 o A9 B s e =
T

SR b A R b

B
|













MESSAGE

from the Chairman of the Board and

the Chief Executive Officer

Your association and its customer-owners faced
numerous challenges during 2007, including extremely
dry weather, a sub-prime mortgage market meltdown,
falling real estate prices and skyrocketing farm input
costs. However, these challenges created a number of
opportunities, and your association worked diligently to
take advantage of them.

Net income for 2007 was $14.0 million and return on
assets was 2.15%, compared to $13.9 million and 2.25%
in 2006. Net income and return on assets for both 2006
and 2007 were positively impacted by the accrual and
receipt of one-time income tax settlements with the
Commonwealth of Virginia and the State of Maryland.
Excluding these non-recurring gains, net income and
return on assets for 2006 and 2007 were $13.1 million
and 2.11%, and $13.2 million and 2.02%, respectively.

Loan quality and loan performance remained sound
throughout 2007 despite the severe drought that
impacted much of our territory. Performance was helped
by a strong regional economy, crop insurance, our
diversified loan portfolio, improved commodity prices,
and the continued sound operational and financial
management of our customers. In September, we
communicated our association’s commitment to work
with customers whose operations have been adversely
affected by the drought. It now appears that our worst
fears will not be realized, with damage from the dry
weather being isolated and manageable in most cases.

Despite a slowing real estate market and assisted

by increasing farm input costs, loan volume growth
continued during 2007 with outstanding loan volume
ending the year at $639.5 million, a 4.03% increase over
the previous year end. Average 12-month outstanding
loan principal increased 4.72% over 2006.

One of the unique and tangible benefits of doing business
with a customer-owned cooperative is that we return our
profits to the people who use our services. Our favorable
operating results and strong capital position allowed
your board of directors to approve a substantial cash
patronage refund again this year. In May of 2008, an
estimated $6.9 million, or approximately 16% of interest
earned, will be distributed to customers who had loans
during 2007. This represents an increase of almost 7%
from the previous year. At today’s Prime rate (6.00%),
this refund reduces your effective cost of borrowing by
almost 1%. Over $46 million has been returned to our
customers since we began a patronage refund in 1998.

Overly liberal lending in the housing mortgage market
came to a head in 2007, taking its toll on the credit and
stock markets, real estate prices, several large financial
institutions, and the general economy. Your association
has been spared any direct adverse impact because

we do not originate or invest in sub-prime mortgages.
While the jury is still out on the final economic toll, one
positive outcome thus far has been lower interest rates,
creating several opportunities. First, in anticipation

of reduced short term interest rates and in an effort to

Greg B. Farmer, President and Chigf
Executive Qfficer; and Clarke E. Fox,
Chairman of the Board of Directors.
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