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Accountability Statement

We have the honour of presenting the 78th Annual Report of the Nova Scotia Farm Loan
Board covering thefiscal year ending March 31, 2010.

This report incor porates accountability reporting of the Nova Scotia Farm Loan Board for
the year ended March 31, 2010, and is prepared pursuant to the Section 12 of the
Agriculture and Rural Credit Act, 1989, as well as the Provincial Finance Act and
government policy and guidelines. These authorities require the reporting of outcomes
against the Board’s business plan information for the fiscal year 2009-2010. The reporting
of Board outcomes necessarily includes estimates, judgements and opinions by Board
management.

We acknowledge that this accountability report is the responsibility of management and the
Nova Scotia Farm Loan Board. The report is, to the extent possible, a complete and
accurate representation of outcomes relative to the goals and priorities set out in the
Board’sbusiness plansfor the year.

John M*Donell
Minister, Department of Agriculture

Leo Cox
Chairman

Cheryl Burgess
Chief Executive Officer
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Chief Executive Officer’s Report

The Nova Scotia Farm Loan Board promotes, encourages and supports agricultural and rural
business development through the provision of long-term, fixed interest rate loans and financial
counselling services. The Board is a Corporation of the Crown and is an integral part of the
Nova Scotia Department of Agriculture.

The Board works in close harmony with the Department of Agriculture and other departments
involved in the growth of rural Nova Scotia and will continue to assist in the delivery of
programs of benefit to the rural areas. The Board administers a New Entrants Program to
attract and support new farmers. Involvement in these initiatives allows the Board to capitalize
on opportunities for economic growth in the agricultural sector including, but not limited to,
new crop and livestock investments and new technologies including those in biotechnology,
value added activities, emerging and export markets, environmental improvements and agri-
tourism.

The strategic goalsfor the Board asidentified in the 2009-2010 business plan were:

® Ensureindustry accessto stable, cost effective long-term developmental credit

e Demonstrate sound financial administration, efficiency, responsibility in administration of
public funds, and accountability in the Board’s own oper ations.

The Board will continue to use the investment capital available to provide partnership
opportunities within the financial community. Financing the growth of rural Nova Scotia can
best be accomplished through partnerships with other lenders. The Board has traditionally
provided long-term financing at fixed, reasonable interest rates which has included financing of
commodities not traditionally covered by other lending agencies to provide the best available
sour ce of credit.

Interest rates, especially short term rates, have remained extremely low throughout the year as
a result of the recession and stimulus efforts by the Bank of Canada. The Board’'s loan
portfolio decreased during the year by $14.5 million with higher than usual loan payouts
especially early in the year, and relatively low demand for new loans until latein theyear. The
Board has traditionally offered long-term funding with lending terms matched to the loan
amortization. During the 2009-2010 year clients were also offered the option of 3 and 5 year
term lengths on loans of longer amortization, similar to those offered by commercial lenders.
L oan demand increased toward the end of the year and is expected to result in additional loans
during 2010-2011.

It is common for sectors within agriculture to experience cyclical fluctuations in price and
supply. Most hog producer s have left the industry and none of the remaining hog loans held by
the Board are performing. The Board’s provision for impaired loans increased approximately
$3.1 million primarily as a result of these difficulties which have reduced both opportunities for
success, and the expected realization value of security. The beef industry continues to struggle
with prices remaining low. Blueberry producers have been affected by significant declines in
prices.



Thirty-two new entrantsjoined the agricultural industry during the year and wer e approved for
grants through the New Entrants to Agriculture Program. The dairy and poultry industries
continue to be strong, with consistent returns generated under supply management with the
exception of the turkey sector which saw oversupply, reduced prices and reduced production.
The apple industry continues to work with new plantings and varieties to maintain markets.
Thewineindustry continuesits expansion and the Board has worked closely with individuals to
provide stable financing as opportunities are identified. The mink sector has benefited from
several yearsof strong market prices.

It has been a pleasure for me to present thisreport for the year ending March 31, 2010. The
Board has continued to provide developmental long-term lending programs, that are cost
effective and has helped to create opportunities. We, as a Board, look forward to continuing to
strengthen therural fabric of the province of Nova Scotia.

Cheryl Burgess
Chief Executive Officer



Board Operation Overview

Direct Loans

During its 78th year of operations the Board met on eleven occasions encompassing twenty-
three days. One hundred and fifty-three loan requests were approved during the 2009-2010
fiscal year. A total of 1,087 active loans (Farm and Timber) werein effect at March 31, 2010.

Interest rates on loans during the year were:

Amortlzatlonperlod. 1-5years 6-10years 11-15years | 16-20years | 21-25years | 26-30years

Effective dateq
Apr 1-June 30, 2009 4.25% 5.50% 6.45% 7.10% 7.55% 7.55%

July 1 - Sept 30, 2009 4.50% 5.95% 6.69% 7.14% 7.46% 7.58%

Oct 1 - Dec 31, 2009 3.34% 4.52% 5.16% 6.68% 7.06% 7.12%
Syr term 2.59% 3.24% 3.41% 3.50% 3.55% 3.58%
3yr term 1.82% 2.19% 2.71% 2.76% 2.80% 2.82%

Jan 1- Mar 31, 2010 3.72% 4.90% 5.53% 7.02% 7.30% 7.39%

Syr term 3.47% 4.01% 4.18% 4.26% 4.31% 4.35%

3yr term 2.45% 2.84% 3.45% 3.52% 3.55% 3.57%

Loansfor 5and 3 year term lengthsarerestricted to clients meeting additional risk criteria
Timber Loans
There were seven Timber Loan category loanson March 31, 2010 totalling $325,000.

Staff of the Farm L oan Board areresponsible for administrative detail with respect to receiving
applications, preparing documents, disbursing loans and maintaining loan records. Per sonnel of
the Department of Natural Resources carry out loan appraisals, prepare reportsand provide
recommendations on timber loan requests. I n addition, the Department of Natural Resour ces
supervisesrequeststo cut forest productsfrom land held as security for loans and establishes
stumpageratesfor material removed.

Farm Consolidation and Land Use

In the period 1965 to 1970, under the terms and conditions of ajoint Gover nment of Canada,
Province of Nova Scotia Agricultural and Rural Development Act (ARDA) project, properties
wer e purchased for leasing to enlarge commer cial farm operations. The administration of
propertiesunder aleaseisa continuing responsibility of the Board.
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ARDA lease accounts at March 31, 2010, had a net outstanding principal of $21,000. Four
accountsremain under this program.

Land Purchase and L ease (Land bank program)

This program wasinitiated during the 1974-75 fiscal year to assist industry by purchasing land
for lease back to farmers. The Nova Scotia Farm Loan Board administersthe leasing of these
properties.

In total, twenty-eight propertiesremain under thisprogram, with a total outstanding principal
at year-end of $565,000.

New Entrantsto Agriculture Program

Thisisthetenth year for thisprogram. The program isfunded by the Department of
Agricultureand administered by the Farm Loan Board. The objectiveisto encourage new
Nova Scotia farmersto purchase and develop successful farm operations. Fundsavailable
under this program will be extended to improve the viability of each farm operation askey
areasrequiring improvement are outlined by the new entrant in a business plan. Eligible
applicantsreceive a grant in the amount of interest paid on qualifying loansfor thefirst two
yearsto a maximum of $10,000 per year. During the 2009-2010 year, grants of $486,000 were
disbursed and 32 applications wer e accepted resulting in a commitment of $440,000 to be
disbursed over the following two years.

Lifelnsurance
The Farm Loan Board administersa creditor group lifeinsurancefor clients. The policy isheld

with the Sun Life Assurance Company of Canada. Total insurancein force at the end of 2009-
2010 was $110.6 million.



Results (Progress and Accomplishments)
Priority: Lending

e Provide $28 to $30 million of new loan capital to the agricultural and timber industriesin
the 2009-2010 fiscal year.

Result: 181 loan applications wer e approved during the year with total funds advanced of
$16.8 million. Principal repaymentswere $31.2 million. Short-term interest rates
declined morethan long-term rates. Credit availability from other lenderswas
strong. L oan advances wer e below the maximum $30 million authorized. Long
term lending needs appear to have been met. Clients have shown a preferencefor
short-term lending arrangements.

® Financial Counselling

Result: L oan officersmet with clientsto discuss lending needs and provide other financial
counselling, attended infor mation sessions and presented infor mation to meetings
of interest to theagricultural community.

® Timber Loans

Result: The Board maintained the existing loan program and offered lending to
agriculturally related forest ventures. It continuesto be available to modify
products and servicesto meet needs for growth and development within this
industry.

® Reporting

Result: Board staff continued to work with Department of Finance (CCC) staff to define
requirementsto improve client and administrative reporting during the year.

® Account Maintenance

Result: Arrearsincreased significantly to 5.1% of the portfolio at March 31, 2010 dueto
significant difficulties being experienced in the hog sector, along with continued
weakness in beef sector and an overall declinein the portfolio. Thefur and
blueberry sector also contributed a significant portion of arrears. Considerable
attention and staff time has been directed to assisting these clients and recovering
on accounts. The effects of anticipated future losses has been recognized in the
Board’s bad debt expense and provision for impairment. It will take sometimeto
resolve those accounts which are unableto continue. Five accountswere
submitted for write-off during the year, totalling $1,862,000 or 1.0% of theloan
portfolio. These aretheresult of shortfallsin security on unpaid loansin earlier
years,



Priority: Program Administration

® Administer a New Entrants Program in concert with the Nova Scotia Department of
Agriculture.

Result: In thetenth year of thisprogram, 32 new entrant grant applications wer e assisted,
including 5 inter-generational transfers. Approved grants of $440,000 over the
next two years (subject to budgetary authority) arewithin the annual budget
authority to date of $600,000. Actual disbursementsunder this program for 2009-
10 wer e $486,000, somewhat lessthan the budget authority of $600,000 because of
lower approvalsin the previoustwo years, lower interest chargesin some cases,
and thetiming of grant requests. Disbursements have fluctuated over the past ten
years, depending on demand, aver aging $564,000.



Actual/Budget Comparison - Loan Operating

Description 2009-2010 2009-2010 Change
Actual Budget
($000) ($ 000) ($ 000)
I nterest 9,426 10,980 (1,554)
Life Insurance program revenue* 295 542 (247)
Feerevenue and other income* 584 518 66
Total revenue 10,305 12,040 (1,735)
| nterest 9,264 9,920 (656)
Operating expenses* 1,288 1,394 (106)
Lifeinsurance program expense 465 321 144
Bad debt expense 4,664 - 4,664
Total expenses 15,681 11,635 4,046
I ncome (Deficit) before govt. (5,376) 405 (5,781)

contributions

Government contributions 5,376 (405) (5,781)

Net |ncome 0 0 0

See Financial Statementsfor complete financial information and notes.

Items marked * are budgeted as part of the Department of Agriculture estimates. Items
not marked are not identified in approved estimates at thislevel of detail but are
included in the Board’s annual business plan.

Significant variations from Budget:

e Interest Revenue and Expense: The active loan portfolio has declined by $16.8 million
during theyear; interest ratesfor new and refinanced loans are down significantly; and a
larger proportion of loans have been identified as being impaired and therefore not interest
accruing.

e |Insurance Revenue: Fluctuates annually depending on death claims. Claimsfor 2009-10
wer e above the expected aver age the amount built into the budget for insurance.

e Operating Expenses. Below authority dueto reduced program expenditures.

e Bad Debt Expense: Formerly covered by Department of Finance authority, no allocation was
included in Department of Agriculture Estimates for 2009-10. The 2009-10 business plan
anticipated a $500,000 expense. The bad debt expense was higher than anticipated dueto
continued wor sening of expected recoveriesin the hog sector and difficultiesin other sectors.
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Actual/Budget Comparison - Capital Funds

Description 2009-2010 2009-2010 Change
Actual Budget
($ 000) ($000) ($ 000)
Opening principal 193,542 192,914 628
Funds advanced 16,766 30,000 (13,234)
Principal repayments (29,354) (21,000) (8,354)
Written off (1,862) (1,800) (62)
Advanced principal at year - 179,092 200,114 (21,022)
end
Allowance for impair ment (22,431) (19,933) (2,498)
Net principal at year-end 156,661 180,181 (23,520)

Significant variations from Budget:
e Opening principal: Budget Projectionsarefinal beforetheyear in progressiscomplete and
have been subject to adjustment.

e Fundsadvanced: Loan demand hasbeen low during 2009-10, picking up only latein the

year. Repaymentswerevery strong in thefirst three quarterswith clients accessing short
term fundsfrom commercial lenders.

Actual/Budget Comparison - Grant Programs

Description 2009-2010 2008-2009 Change
Actual Budget
($ 000) ($ 000) ($ 000)
New Entrants Grants 486 600 (114)
Disbursed

Significant variations from Budget:

e Actual disbursementsare down based on prior year approvalsand actual interest costson
approved loans. Approvalsarefor atwo year grant. Year-to-year fluctuationsin approvals
may ar e dependent on grant applications accepted in the two previousyears.
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Nova Scotia Farm L oan Board

Financial Statements
March 31, 2010
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PRICEWATERHOUSE(COPERS

PricewaterhouseCoopersLLP
Chartered Accountants

710 Prince Street, PO Box 632
Truro, Nova Scotia

Canada B2N 5E5

Telephone +1 (902) 895 1641
Facsimile +1 (902) 893 0460

July 5, 2010

Auditors Report

Tothe Members of the L egislative Assembly; and
TotheMinister of Agriculture

We have audited the balance sheet of Nova Scotia Farm Loan Board (the “Board”) asat March
31, 2010 and the statements of operations and equity for the year then ended. These financial
statements aretheresponsibility of the Boar d’s management. Our responsibility isto expressan
opinion on these financial statements based on our audit.

Except as explained in the following paragraphs, we conducted our audit in accordance with
Canadian generally accepted auditing standards. Those standar ds require that we plan and
perform an audit to obtain reasonable assurance whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosuresin thefinancial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, aswell as evaluating
the overall financial statement presentation.

We wer e appointed auditors of the Board during the current year. The previousyear’sfinancial
statements wer e audited by the office of the Auditor General who expressed an opinion that
included a reservation in their report dated May 25, 2009, that they were not ableto determine
whether any adjustments might be necessary to the provision for loan impairment, or tothe
amount dueto the Province of Nova Scotia and deficit. We were unableto satisfy ourselvesthat
the opening balances for the current year’s assets and liabilities wer e free of material
misstatement and are not able to determine what the effect of these misstatements, if any, would
have on the operating results of the current year, which could be material.

The Government of Nova Scotia has the ability to incur expenses on behalf of the Board, which
may not have been charged to the Board; ther efore, the completeness of the expenses of the
Board are not susceptible to satisfactory audit verification. Accordingly, our verification of these
expenses was limited to the amounts recor ded in therecords of the Board and we were not able
to determine whether any adjustments might be necessary to expenses, and are unableto

deter mine what the effect of the adjustmentswould have on operating results of the current year,
which could be material.

“PricewaterhouseCoopers’ refersto PricewaterhouseCoopersLLP, an Ontario limited liability partnership, or, asthe context
reguires, the Pricewater houseCooper s global network or other member firms of the network, each of which isa separate legal entity.



PRICEAVATERHOUSE( QOPERS

In our opinion, except for the effect of adjustments, if any, which might have been determined
had we been able to satisfy our selves concer ning opening balances and the completeness of
expensesreferred toin the preceding paragraphs, these financial statements present fairly, in all
material respects, the balance sheet of the Board asat March 31, 2010 and theresultsof its
operationsfor the year then ended in accordance with Canadian generally accepted accounting
principles.

%WW&@@M LLAP

Chartered Accountants



Nova Scotia Farm Loan Board

Balance Sheet
Asat March 31, 2010

(in thousands of dollars)

2010 2009
$ $
Assets

Cash and cash equivalents (note 3) 1,410 1,611
Interest and other receivables, net (note 4) 2,695 3,451
L oansreceivable (note 5) 152,573 168,477
Real estate, net (note 6) 4,088 4,745
160,766 178,284

Liabilities
Dueto the Province of Nova Scotia 1,765 1,611
Advances from the Province of Nova Scotia (note 8) 159,001 176,673
160,766 178,284
Equity — —
160,766 178,284

Commitments (note 15)
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Nova Scotia Farm Loan Board

Statement of Operations
For theyear ended March 31, 2010

(in thousands of dollars)

Revenue

Interest on loans

Lifeinsurance operations, net (note 11)
L oan processing and other fees

Expenses

Inter est

Lifeinsurance program expense, net (note 11)
Operating expenses (note 10)

Bad debt (note 7)

Deficit before government contributions

Government contributions (note 12)

15

2010 2009
$ $
9,426 10,802
— 222

584 218
10,010 11,242
9,264 9,749
170 —
1,288 1,263
4,664 4,763
15,386 15,775
(5,376) (4,533)
5,376 4,533




Nova Scotia Farm Loan Board

Statement of Equity
For theyear ended March 31, 2010

(in thousands of dollars)

Equity — Beginning of year
Deficit before government contributions
Government contributions (note 12)

Equity — End of year

16

2010
$

(5,376)
5,376

2009
$

(4,533)
4,533




Nova Scotia Farm Loan Board

Notesto Financial Statements
For theyear ended March 31, 2010

(in thousands of dollars)

1

Authority

Nova Scotia Farm Loan Board (“the Board”) providesloansto the agriculture and forestry sector for
farms operating in rural Nova Scotia.

The Board isa provincial agency and operates under the authority of the Agriculture and Rural Credit
Act and the Forests Act (for timber loans).

Principal in loans outstanding islimited by regulation to $200 million. Maximum advancesto be
disbursed in any given year, is established through the annual budgeting process. For the year ended
Mar ch 31, 2010, maximum new advances wer e $30 million, of which $16.8 million was advanced. The
Board received loan principal repayments of $31.2 million during the year.

Loansin excess of $2 million and any loan write-offs require approval by Governor in Council.

Capital management

Asan agency of the Province of Nova Scotia, the Board does not maintain its own capital. Operationsare
funded by capital contributionsfrom the Province.

Significant accounting policies
Cash

The Board operates as an agency of the Province of Nova Scotia. All cash isreceived and disbur sed
through accounts managed centrally by the Province.

Cash reported consists of funds held by Sun Life Assurance Company of Canada in relation to the
Board’'s Creditor Group Life Insurance Program.

Statement of cash flows

Except for funds held by theinsurance carrier, the Board holds no cash. Disbursementsaredrawn and
receipts are deposited to accounts managed by the Province. A statement of cash flows hasnot been
provided because disclosurein the balance sheet and statement of operationsis consider ed adequate.
Loansreceivable

L oansreceivable arethe principal portion of loans outstanding, net of the provision for loan impair ment.

Loans are classified asimpaired when, in management’s opinion, thereisno longer reasonable assurance
of the collection of the full amount of principal and interest.

17



Nova Scotia Farm Loan Board

Notesto Financial Statements
For theyear ended March 31, 2010

(in thousands of dollars)

3

Significant accounting policies (continued)
Provision for loan impairment

The provision for loan impair ment r epresents management’s best estimate of losses due to impaired
loansin the Board’s portfolio. The provision isdetermined based on management’sidentification and
evaluation of the problem accounts and estimated losses that exist in the remaining portfolio. These
judgements areinfluenced by the composition and quality of the portfolio, general economic conditions,
and conditions affecting specific commodities, aswell asthe Board policy to act as a patient lender,
providing additional time for repayment wher e full future repayment appearsreasonable.

The Board records a specific provision based on aloan-by-loan review. Impaired loans are valued at the
lower of their recorded investment or the estimated net realizable amount of their underlying security.

In addition, the Board records a general provision equal to 0.8% of the portfolio not included in the
specific reserve. Thisisan estimate of probable but unidentifiable losses based on areview of historic
loan write-offs on an industry sector basis.

Real estate

Real estate acquired through foreclosure and held for saleisinitially recorded at the lower of the
recorded investment in the foreclosed loan and the estimated fair value based on the resale value of the
security held, less disposal costs.

Net operating costsincurred on real estate held for sale are added to the carrying value of the property.
Therelated provision isused to adjust the carrying value to net realizable value, resulting in inclusion of
these costsin bad debt expensesif the carrying value exceeds net realizable value.

The Board also holdsland purchased under a Provincial “Landbank” program and under a Federal-
Provincial “ Agriculture and Rural Development Agreement” (“ARDA”). Both of these programs have
ceased to exist; however, existing properties and leases continue with renewable five-year terms.
Property acquired under these programsisvalued at cost less the unamortized value of the Federal
contribution to the ARDA program. The Federal contribution isamortized to other income when
related propertiesare sold. Leaseclientsareentitled to purchasetherelated property at itsoriginal
purchase cost.

Revenue recognition
Interest incomeisrecorded on an accrual basis until such timeasaloan isclassified asimpaired. The
loan revertsto an accrual statuswhen all provisionsfor impairment arereversed and the ultimate

collection of the principal interest isreasonably assured.

All loan related feesare reported asrevenuein the period in which they were ear ned.

18



Nova Scotia Farm Loan Board

Notesto Financial Statements
For theyear ended March 31, 2010

(in thousands of dollars)

3

Significant accounting policies (continued)
Financial instruments

TheBoard isrequired to designateitsfinancial instrumentsinto one of the following five categories: (i)
held for trading; (ii) available for sale; (iii) held to maturity; (iv) loans and receivables; or (v) other
financial liabilities. All financial instrumentsareto beinitially measured at fair value. Financial
instruments classified as held-for-trading or available for sale are subsequently measured at fair value
with any changein fair valuerecorded in the statement of operationsor other comprehensive income.
All other financial instruments are measured at amortized cost using the effective inter est method.

TheBoard’sfinancial instruments consist of cash, accrued interest and other accounts receivable, loans
receivable and accounts payable. With the exception of loansreceivable, which have been designated as
loans and receivables, the Board’sfinancial instruments have been designated as held for trading.
Transaction costsrelated to loansarerecorded as part of the total amount outstanding. The carrying
value of loans receivable approximatesits net realizable value. The Board holdsall loansto maturity.

Management estimates

Generally accepted accounting principles require management to make estimates and assumptionsthat
affect thereported amounts of assets, liabilities and disclosur e of contingent liabilities at the date of the
financial statementsand the reported amounts of revenues and expenses during the reporting period. By
their nature, asdescribed in note 5, these estimates ar e subject to measurement uncertainty and any
changesin those estimates could have an impact on theresults of future period financial statements.

Future accounting changes
International Financial Reporting Standards (“IFRS")

In February 2008, the Canadian Accounting Standar ds Board announced that Canadian generally
accepted accounting principles (* GAAP”) for publicly accountable enterprises will bereplaced by IFRS
for fiscal yearsbeginning on or after January 1, 2011. Based on an analysis performed by the Province of
Nova Scotia, the Board is not required to adopt IFRSfor the year ended March 31, 2012. TheBoard is
currently in the process of selecting the appropriate GAAP and as such, the futur e accounting changes at
thistime are unknown.

Interest and other receivables (net)

2010 2009

$ $

Interest receivable 2,122 2,209
Accrued interest 1,626 1,913
Other charges 290 280
4,038 4,402

Less: Provisionsfor impairment 1,343 951
2,695 3,451
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Nova Scotia Farm Loan Board

Notesto Financial Statements
For theyear ended March 31, 2010

(in thousands of dollars)

5 Loansreceivable

a) Allowancefor impaired loans

The allowance for impaired loansis management’s best estimate of the lossthat the Board islikely
toincur from impaired loans. Loans are considered impaired when ther e has been a deterioration
in credit quality to the extent the Board no longer hasreasonable assurance of timely collection of
the full amount of principal and interest. The allowanceiscomprised of two components, the
specific allowance for individually identified impaired loans and a general allowance for impaired
loans.

The specific allowance for individually identified impair ed loans was established based upon a
review of alarge sample of impaired loans. Primary factors consider ed in estimating the specific
allowance on individual loans wer e the security pledged and the financial condition of the borrower
and/or, where applicable, guarantors.

The general allowance for impaired loansis management’s best estimate of thelossthat islikely to
be experienced on loansthat were not impaired at the year-end. For specific types of loans
considered to be higher risk, the general allowance was deter mined by estimating, based on
management’sjudgment and recent experience, the per centage of the unimpaired loans by loan type
that islikely to becomeimpaired and then applying the aver age estimated lossratio on similar types
of impaired loansthat wereindividually reviewed.

2010 2009
Allowance Allowance
Impaired for Impaired for
loans impairment loans impair ment
$ $ $ $
Specific allowance 47,865 14,624 32,228 13,000
General allowance — 989 - 1,102
47,865 15,613 32,228 14,102

Significant judgment was exer cised by management in making these estimates. Assuch, actual
losses that occur on loans outstanding at March 31, 2010 will differ from these estimates and the
differences could be material. Management estimatesthat the actual realization of impaired loans
could result in significant variance from the estimated amounts.
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Nova Scotia Farm Loan Board

Notesto Financial Statements
For theyear ended March 31, 2010

(in thousands of dollars)

5 Loansreceivable (continued)

b) Continuity of allowance for impaired loans

2010 2009
$ $
Allowance for impaired loans — Beginning of year 14,725 11,469
Add: Provision for impaired loans 4,133 3,256
Less. Loanswritten-off (1,902) -
Allowance for impaired loans— End of year 16,956 14,725
Provision on principal 15,613 14,102
Provision for interest 1,343 623
16,956 14,725
6 Real estate (net)
2010 2009
$ $
Real estate held for long-term use

Land bank 565 671
Agriculture and Rural Development Agreement (“ARDA™) 21 21
Less. Federal government share of ARDA properties (10) (11)

Property used by Nova Scotia Agricultural College and
Community Pastures 1,004 876
1,580 1,557
Real estate held for sale 2,508 3,188
4,088 4,745
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Nova Scotia Farm Loan Board

Notesto Financial Statements
For theyear ended March 31, 2010

(in thousands of dollars)

6

Real estate (net) (continued)
Real estate held for resale

The assets held for sale, comprising land, buildings and equipment, have been written-down to estimated
realizable value. Realizable value was estimated by management, utilizing external appraisalsfor the
land and buildings, based on the expected selling prices, net of estimated closing costs.

Real estate held for resale has been written down from the original loan amounts as follows:

2010 2009
$ $
Original funds advanced 9,326 9,407
Less: Write-down to net realizable value (6,818) (6,219)
Real estate held for sale 2,508 3,188
Bad debt expenses
2010 2009
$ $
Bad debt expensesinclude:
Provision for impaired loans 4,133 3,256
Write-down of real estate held for resale (net of interest
provision) 531 1,507
4,664 4,763

Advances from the Province of Nova Scotia

Advances are provided by the Province of Nova Scotia to fund loansissued by the Farm L oan Board.
Interest expenseis calculated in accor dance with a Memorandum of Under standing with the Nova Scotia
Department of Finance (note 9).

Interest expense

Since April 1, 1998, a Memorandum of Under standing (“MOU”) between the Board and the Nova Scotia
Department of Finance hasformalized the Board’s funding arrangement. Under the MOU
arrangement, the Board estimates projected lending requirementson a quarterly basis. The Nova Scotia
Department of Finance arrangestherequested financing for termsrequested and providesthisfinancing
totheBoard at interest ratesrelated to thetermsand volumesrequested. Funding is maintained to
cover theBoard’sinvestment in loansreceivableand in real estate. The Board tracksthe draws
arranged with the Nova Scotia Department of Finance and computestheinterest cost based on the terms
of thesedraws. Actual financing costsareincluded asinterest costs of the Province.
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Nova Scotia Farm Loan Board

Notesto Financial Statements
For theyear ended March 31, 2010

(in thousands of dollars)

10 Operating expenses

11

2010 2009

$ $

Payroll 1,034 1,052
Suppliesand services 94 61
Travel 50 56
Professional services/special services 69 61
Training and development 11 9
Equipment and other 30 24
1,288 1,263

Financial instruments and risk management

(i)

(i)

Fair value of financial instruments
Financial instruments

The carrying value of cash, accrued interest and other accountsreceivable and accounts payable
approximate their fair value because of their short term-to-maturity.

The Board is exposed to financial risk that arises from the credit quality of the individuals and
entitiesto which it providesloan services. Credit risk arises from the possibility that the individuals
and entitiesto which the Board providesloan services may experience financial difficulty and be
unableto fulfill their obligations.

The Board hasrecorded a provision for potential credit losses after an extensive review of the loan
portfolio by management. Dueto the number of factorswhich would affect the fair value of the loan
portfolio, including the credit rating of the borrower and the related risk premium, interest rates
and valuation of the security; it isnot practical to determinethe fair value of thisfinancial asset with
sufficient reliability.

Risk management

Credit risk

Therisk that clients may not pay amounts owing on loans and lease accounts, resulting in alossto
the Board, is managed through an initial assessment of the client’s ability to pay, and by review and
follow-up of delinquent accounts by loan officers. In casesin which theclient isunableto make

payments, dueto cyclical industry or other temporary difficulties, it isthe Board’s policy to work
with theclient on an individual basisto provide time for recovery.
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Nova Scotia Farm Loan Board

Notesto Financial Statements
For theyear ended March 31, 2010

(in thousands of dollars)
11 Financial instruments and risk management (continued)
(i) Risk management (continued)
Credit risk (continued)

Thetotal of loansat March 31, 2010 is $168,186 (2009 - $182,579). The majority of loansare
secured primarily by real property using mortgage of Agreement of Sale (providing rightssimilar to
amortgage). Dairy and poultry loans are generally also secured by an irrevocable assignment of
production quota. Collateral security may also be provided by equipment, livestock or chattels. Itis
not practical to determine the maximum exposur e to credit risk dueto the cost associated in
determining thefair value of security and collateral security on unimpaired loans.

All clientsareinvolved in agriculturein Nova Scotia. Involvement in processing islimited to on-
farm processing. Regulations provide that loans must not exceed 90% of security value without
approval by the Board. Collateral held for security isassigned a value by the loan officer
considering the loan based on known transactions of similar property, with additional infor mation
provided by property assessments and exter nal assessments, wher e available.

The Board adjuststhe provision for impairment to recognize management’s estimate of recoveries
on impaired accounts. Impairment isprimarily identified by review of arrears, refinanced loans
and accountsin sectors experiencing difficulty. A total of $2,413 wasissued in refinanced loans
during 2009-2010 to clients with significant arrears.

Liquidity risk

The Province of Nova Scotia providesfunding and cash management servicestotheBoard. Thereis
norisk that fundswill be unavailable to meet lending commitments except to the extent of legidative
and budgetary limitations on spending authority asidentified in note 1.

Interest raterisk

In order to mitigatetherisk that future changesin interest rates may affect net interest revenue, the
Board attemptsto match terms of loans offered with those of funds drawn through the Province.

All loans provide for an optional 10% repayment at any time during each calendar year and an
optional full repayment on each 5 year anniversary. All loansare contracted for the full term of
their amortization which may range from 1to 30 years. Fundsdrawn through the Province provide
for 10% annual and 5 year full optional repayments.
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Nova Scotia Farm Loan Board

Notesto Financial Statements
For theyear ended March 31, 2010

(in thousands of dollars)
11 Financial instruments and risk management (continued)
(i) Risk management (continued)

Loansreceivable (net)

Thefollowing schedule sets out the scheduled maturities of the financial assetsas at March 31, 2010,

together with the weighted average interest rates being earned on the financial assets.

2010 2009
Under 1 year 1-5years Over Syears Total Total
$ $ $ $ $
Farm loans 8,602 39,189 71,479 119,270 149,969
Timber loans 86 137 102 325 382
8,688 39,326 71,581 119,595 150,351
Aver age effective
annual interest
rate 6.02% 5.51% 6.04%
Add: Principal
receivable on
impaired loans
(excluded from
above) 48,591 32,228
Total principal 168,186 182,579
Less: Provision for loan
impairment (15,613) (14,102)
152,573 168,477

Lifeinsurancerisk

The Board requiresborrowersto participatein a group lifeinsurance program administered by the
Board unlessthe borrower has arranged alter native lifeinsurance coverage. The net annual gain or
loss under contract with the insurance provider (premium revenuelessthe cost of lifeinsurance
claims) to a maximum of $250 on any claim, plus administrative costs, are costs or revenues of the

Board and may vary from year to year.

12 Government contributions

Expensesfor theyear ended March 31, 2010 wer e paid by the Department of Agriculture on behalf of

theBoard. Interest expenseon funds borrowed to makeloansis an expense of the Nova Scotia

Department of Finance. Accordingly, these expenses areincluded in Government Contributionsin the

Statement of Operations.
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For theyear ended March 31, 2010

(in thousands of dollars)

13

14

15

Related party transactions

TheBoard isrelated to all other departments, agencies, board and commissions of the Province of Nova
Scotia. The Nova Scotia Department of Financeisthe sole sour ce of funding for loans (see note 1).
Property, used by the Nova Scotia Agricultural Collegeis property purchased by the Board for college
use and will eventually betransferred to another government department. Transactionswith other
provincial entities were entered into in the normal cour se of business.

Pension and post-retirement benefits

All full-time employees of the Board ar e entitled to receive pension benefits pursuant to the provisions of
a pension plan established under the Public Service Superannuation Act. The plan isfunded by equal
employee and employer contributions. The employer’scontributionsareincluded in the Board’'s
operating expenses. The Public Service Superannuation Fund is administered by the Province of Nova
Scotia and any unfunded liability, aswell as other obligationsrelated to post-retirement benefitsare the
responsibility of the Province. It isnot anticipated that any such future costs would be allocated to the
Board.

Commitments

TheBoard will hold interest ratesfor ninety daysfor any client from the date of receipt of aloan
application. Asof March 31, 2010, the Board has authorized loans of $9.7 million which had not been
disbur sed.

26



Measuring Our Performance

Thefollowing sections provideresults of performance measuresidentified in the Board’'s
Business Plan for 2009-2010.

CoreBusinessAreal: Lending

Thisisthe primary focus of the Board. Although lending activitiesaddressall three of the
strategic goals, lending most directly bearsupon ensuring accessto stable, cost effective
long-term developmental credit. The following measures provide an indication of the
Board’s successin pursuit of this goal:

Measure|-1: Income (befor e gover nment contributions) as a per centage of the
average active loan balance. Fiscal year (April 1 - March 31) measure.

What thismeasuretellsus:
By comparing net incometo the size of the loan portfolio, this measure provides an
indication of the Board’ s efficiency assuming stable inter est margins and costs.

Wherewe are now:
Baseyear:  1998-99: 0.1%
2007-08: -4.3%
2008-09: -2.4%
2009-10: -3.3%

Expected losses required recognition through an increase in the provision for impaired
loans and bad debt expense ($4,664,000). Accountsin the mink, beef, and blueberry sectors
showed signs of weakness.

Where do we want to be?
Target 2009-2010: L oss of $750,000 or -0.4% of the average loan portfolio

Thelarger than planned lossin 2009-2010 was caused account difficulties as noted
above, driven by pricesand market conditions. This hasbeen a difficult year in some
sectors as noted above for both producersand processors.

Board Net Income as % of Avg Loan Portfolio

1.00%
0.00%

-1.00%

-2.00%
-3.00%

-4.00%

_5000/0 1 1 1 1 1 1 1 1 1 1 1
1999/2000 2001/2002 2003/04 2005/06 2007/08 2009/10
2000/2001 2002/2003 2004/05 2006/07 2008/09
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Measurel-2: Farm Loan Board loans as a per centage of total Nova Scotia Farm Debt
Thismeasureisbased on calendar year data (Jan 1 - Dec 31)

What thismeasuretells us:
Proportion of Nova Scotia farm debt provided by the Farm Loan Board. Thisisan
indication of the Board’ s ability to meet industry needs. Total reported farm debt
hasincreased significantly in recent years, with most of the increased debt being
provided by commercial and other lenders. Thisincreasein debt and debt
availability has reduced the proportion of loans held by the Boar d without
necessarily changing the need being met by the Board. {Reporting on thismeasureis
for the previous calendar year, based on Statistics Canada data}

Wherewearenow: (calendar years)
2000: 36.9% Baseyear
2007: 27.5% Statistics Canada (includes annual revisions)
2008: 25.6% “
2009: 22.9%

Farm credit requirementsremained strong in most sectors, however many clients
have taken loans with commer cial lendersto take advantage of unusually low short-
term interest. Duringthelatter part of the 2009 calendar year (continuing into 2010)
anumber of large clients paid out their long-term loanswith the Board resulting in a
decreasein Board lending. Much of the percentage change istheresult of increases
in total debt to other lenders.

Wher e do we want to be?
Target calendar 2010: 25.0%
The Board’sintention has been to maintain its availability to the agricultural and
timber industries. Changesto lending termswer e introduced during 2009-2010 to
better meet client needs. The affect of these changeswill only begin to bereflected in
2010 calendar results. The Board’sfocusremainson long term lending and feelsthat
it ismeeting its mandate regardless of theincrease in commercial lending to
agriculture.
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Measurel-3: Arrears (>$100) as a percent of the value of all accounts

Measured at end of fiscal year (March 31)

What this measuretells us:

This measure provides an indication of Client Success overall. It also measuresthe
performance of the Boar d’ s policies and proceduresfor monitoring arrears and
assisting clientsin difficulty. Arrearsasmeasured at March 31 of each year.

Use of thismeasureisabalancing act. Strict limitation of arrears conflictswith the
intent of the Board to act as a patient lender for clientsand sectorsfacing cyclical or
other temporary downturns.

Wherewe are now:
Base: March 2001: 2.1%
Mar ch 2008: 2.8%
M ar ch 2009: 3.4%
Mar ch 2010: 5.1% on original basis, or 6.2% new basis

Original statisticsomitted arrearson loans classified as ‘in default’ and in process of
collection on security. The new basisincludesall arrearsregardless of account
status. A number of loan payouts by strong clientstransferring to short-term loans
have limited the portfolio size and reduced the aver age strength of clients remaining.
Difficulties experienced by hog producers, most of whom have now ceased
production, aswell asclientsin the mink, beef and blueberry sectors have
contributed to high arrears.

Where do we want to be?

Target Mar 2010: 4.5% or less

Increased arrearsareaconcern to the Board and client. Client contact and arrears
follow-up are being pursued to ensur e delinquent accounts ar e brought up to date
where possible. At the sametime, the economic downturn will affect many clients
and the Board continues to recognize the difficulty faced by some sectors and work
with borrowersfor the best long term resolution even if that does not result in an
immediatereduction in arrears.

7.0%

6.0%

5.0%

4.0%

3.0%

2.0%

1.0%

0.0%

Arrears as % of loan balance

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Fiscal year end - March 31 of Year
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Client satisfaction based on client surveys

What thismeasuretellsus:
Thismeasures providesthe client’s view of services provided and may identify areas
for improvement.

Wherewe are now:
Per centage Good to Excellent:
Baseyear: 2000-01: 92%
2007-08: 88.5%
2008-09: 94.1%
2009-10: 97.9%

Wher e do we want to be?
Target 2009-10: 90% or above
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CoreBusiness Area ll: Programs Administration

The Board administer s loan-based assistance programs on behalf of the Department of
Agricultureallowing it to take advantage of systems and information already in placeto
deliver programs efficiently and to support credit based goals of the Board.

Measurell-1: Number of approved applicationsto the New Entrant Program
What thismeasuretellsus:

Thismeasureindicates therelevance of the program by measuring take-up by
qualified applicants.

Wherewe are now:
Baseyear:  2000-01: 48
2007-08: 31
2008-09: 22
2009-10: 32

Wher e do we want to be?
Target 2009-2010: 35-50

Approvalsarelimited by the number of valid applicationsreceived.
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Measure l1-2: Proportion of New Entrantswho remain in agriculture after 5years

What thismeasuretellsus:
M easur es the success of new entrantsto agricultur e helped by this program.

Where we are now:
2007-08 95% (9 new entrantswho started since Apr 2003 have
discontinued)
2008-09: 95% (9 new entrantswho started since Apr 2004 have
discontinued)
2009-10: 93% (9 new entrantswho started since Apr 2005 have
discontinued)

Wher e do we want to be?:
80% or more
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Tablel

Loan Principal approved and in place by County, 2009-2010 fiscal year

Approved thisyear

Total Loan Principal Not in

County Default
# $ (*000) % $ (*000) %

Annapolis 7 692 2.7% 7,075 4.2%
Antigonish 9 343 1.4% 7,524 4.5%
CapeBreton 5 263 1.0% 2,257 1.3%
Colchester 41 4,407 | 17.5% 23,510 14.0%
Cumberland 7 318 1.3% 12,925 7.7%
Digby 5 535 2.1% 7,849 4.7%
Guysbor ough 1 84 0.3% 1,836 1.1%
Halifax 7 323 1.3% 6,145 3.7%
Hants 16 4,061 | 16.1% 13,281 7.9%
I nverness 7 338 1.3% 3,357 2.0%
Kings a7 7,279 28.9% 64,147 38.1%
Lunenburg 12 1,169 | 4.6% 9,971 5.9%
Pictou 14 4,100 | 16.3% 5,403 3.2%
Queens 1 593 2.4% 0 0.0%

0.0% 0.0%
Victoria, Richmond 3 710 2.8% 2,906 1.7%
Yarmouth and
Shelburne
(Combined dueto
small number of loan
requests)
Total Loans 182 25,215 | 100.0% 168,186 100.0%
Timber Board 0 0 325
(incl in above)

34




Value of loans approved during the year by County

2009/10 Fiscal Year
($Thousands)

Lun.

1,169
46%

13%

Principal of all loans at year-end by County
March 31, 2010

($ Thousands)

Annapolis
7075
4.2%

Antigonish
7524
4.5%
Cape Breton
2,257
1.3%

8,309

Lunenburg
9,971
5.9%

Colchester

23,510
14.0%

Cumberland
12,925
Kings 7.7%
64,147
38.1%
Digby
7,849
4.7%
Guysbomugh

1,836
11%

Halifax

6,145

Inverness 3.7%

3,357
2.0%

Hants

13,281
7.9%
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Table?2

Loan Principal approved and in place by Commodity, 2009-2010 fiscal year

Approved thisyear

L oan principal outstanding at year end

Commaodity _
Un- Impaire In Total
impaired d Default | Portfoli
o]

# | $('000) | % $('000) | $(‘000) | $('000) | $ (*000) %
Dairy 36| 6,700| 26.6 40,087 1,011 O 41,098 | 232
Poultry 22| 3542 | 140 23,622 2,699 52| 26,373 | 14.9
Hogs 2 800 | 32 433 | 13,316 6,678 | 20,427 | 115
Beef 22 1,235| 4.9 7,460 4,573 1,357 13,390| 7.5
Vegetable 11 1,756 | 7.0 8,474 331 296 9101 | 51
and other
crops
Blueberries 22| 2474| 9.8 6,046 4,033 28 | 10,107 | 5.7
Greenhouse 6| 2037| 81 5,495 5,142 235| 10872| 6.1
Fur 18 2495 | 9.9 4,439 7,274 58 11,771 6.6
Apples 8 1,966 | 7.8 6,060 1,251 0 7311 | 4.1
Other fruit 9 615 | 24 4,006 1,640 183 5829 | 33
Timber and 2 20| 0.1 383 1,611 0 1,994 | 1.1
forestry
Other 24| 1575| 6.2 13,090 5,710 439 | 19,239 | 10.9
Total Loans | 182 | 25,215| 100.0 | 119,595 | 48,591 9,326 | 177,512 | 100.0
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Value of loans approved by Commodity

2009/10 Fiscal Year
($Thousands)

Dairy

Fur

2495
9.9%

Greenhouse
2037
81%
Poulry
3542
140%

Blueberries
2474

98%
\Vegetables &Other Crops

1235
49%
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Principal of loans (not in default) by Commodity

March 31, 2010
($ Thousands)

Other
18,800
11.2%

Timber
1,994
1.2%
Other Fruit

Dairy

Fur
11,713
7.0%
Greenhouse
10,637
6.3% Poutry
26,321
15.6%
Blueberries

Vegetables & Other Crops
8,805
5.2%

12,033
7.2%
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