











» Updated pipeline and trucking
technology is increasing accuracy and
efficiency for NCRA crude oil procurement.

supply and trading

ansas crude oil continues
to be the base supply to the
refinery, as it accounted for

approximately 64% of the crude oil
processed during the fiscal year.
According to the Kansas Geological
Survey, production in calendar year
2009 has increased to nearly 111,000
barrels per day.

The balance of NCRA’s feedstock
comes from outside of Kansas.
Medium sour crude oil from the Gulf
of Mexico and West Texas comprised
about 20% of the raw material slate
for the year. Ongoing successful
exploration in the Gulf of Mexico
will bring on new production that
will provide additional alternatives
for NCRA. Heavy sour crude oil
consumed at the refinery and

sourced from Canada and the U.S.
Rocky Mountain region made up
16% of the crude slate. The ability for
NCRA to access this barrel from its
wholly-owned pipeline connection to
Platte Pipeline at Holdrege, Nebraska
is extremely valuable in terms of
remaining competitive with upper
Midwest refineries.

To further strengthen our refining
economics, additional heavy sour
crude oil for refinery input can also
be sourced from Cushing, Oklahoma
and shipped on Osage and Jayhawk
pipelines to McPherson. With the
projected completion of the new
Keystone pipeline in late 2010,
NCRA is committed and well-
positioned to receive Canadian crude
oil at Cushing.

Natural gasoline for processing and
blending in the refinery continued

to be a valuable raw material input
this past year. NCRA’s proximity

to Conway, Kansas and its
underground storage facility allows
us to use natural gasoline to increase
the output of unleaded gasoline. This
past year the differential between
unleaded and natural gasoline was
once again favorable and comparable
to the prior fiscal year. The large
differentials contributed significantly
to our earnings.

The majority of refined products
from the refinery were sold as
pipeline shipments into the
NuStar and Magellan Pipelines.
Approximately 32% of NCRA's
products were loaded by trucks at
NCRA’s McPherson, Kansas and
Council Bluffs, Iowa terminals.

transportation

he Transportation Department
I plays a critical role in

supplying the McPherson
refinery with a reliable and consistent
supply of crude oil, while also
transporting refined products to
Council Bluffs for our Member-
Owners. We recognize the importance
of providing these services safely and
at a competitive cost.

In an effort to ensure organizational
alignment, six strategic priorities were
established this past year

to guide the Transportation
Department’s employees

goals and activities. These
priorities are Safety,

Regulatory Compliance,

Reliability, Operational

Excellence, Financial
Accountability, and Employee
Development. Organizational

changes were instituted in both
Jayhawk Pipeline and Crude Oil
Trucking to provide additional
emphasis to these priorities.

Kansas production, the base supply
for the refinery, is purchased from
various lease sites throughout
Kansas and transported by trucks
owned and operated by NCRA. This
production is then gathered from
satellite areas in central and western
Kansas and moved via Kaw and
Jayhawk pipelines to McPherson.
This base load of Kansas crude oil

is augmented by bulk crude oil
purchased from various locations
including the Gulf of Mexico,

West Texas, Canada, and Cushing,
Oklahoma. These bulk volumes
move through a network of pipelines
that eventually connect to Jayhawk
for delivery to the NCRA refinery.

As part of Transportation’s strategic

objective to provide long term access

to various crude sources, Jayhawk

completed the construction of Phase

1 of a new 16-inch pipeline from

El Dorado, Kansas to McPherson.
This new line provides
additional flexibility in
supplying crude oil to
McPherson from both
Canada and the Gulf
Coast.

<4 New 16-inch pipeline tie-in at
Halstead, Kansas.




» Employees of NCRA demonstrate a cooperative

spirit in their work and community involvement.

ncra and
consolidated
subsidiaries

)

FISCAL YEARS ENDED

*Adjusted 2007 to reflect adoption of FASB Staff Position No. AUG AIR-1 with cumulative effect for prior year’s of $24.6 million recorded in 2006

ending equities.

2009 2008 2007* 2006 2005 2004 2003 2002 2001 2000
%&ﬂ Financial
@ Net Sales $ 2,355,138,101 $ 3,641,381,764 $ 2,694,253,615 $ 2,379,277 421 $ 2,047,371,305 $ 1,444,076,939 $ 1,285,535,689 $ 962,444,327 $ 1,534,884,433 $ 2,075,299,139
Net Income 228,791,931 272,983,935 567,067,350 364,666,654 152,291,873 126,522,571 81,679,619 57,938,897 111,400,106 18,564,176
g Patronage Refunds 225,293,915 267,521,764 550,690,089 332,210,221 176,680,784 124,978,832 80,039,486 56,798,035 101,843,955 17,999,182
Working Capital 399,254,540 396,904,920 356,438,639 120,010,310 151,563,727 110,117,483 156,006,836 140,307,546 105,111,184 84,926,183
Property, Plant and Equipment, Net 667,167,338 543,183,421 531,305,734 542,904,775 490,198,414 373,008,716 260,803,041 232,040,136 233,097,887 239,228,711
> Minority Interest 959,308 1,271,826 828,378 1,128,966 608,534 442,489 311,034 0 0 57,250,946
Capital Additions 158,169,535 59,648,417 32,864,964 89,077,156 146,345,646 129,565,968 51,252,080 21,387,047 15,076,682 32,894,711
5 Total Assets 1,465,897,832 1,587,296,104 1,366,452,996 1,047,418,415 1,185,785,102 834,530,461 713,185,821 629,935,951 607,679,319 788,326,620
Long-Term Debt, Less Current Portion 62,500,000 75,000,000 88,000,000 103,000,000 118,500,000 9,000,000 12,000,000 16,556,154 20,668,462 28,780,770
@ Equities $ 915,909,818 $ 781,005,604 $ 744,737,755 $ 553,694,475* $ 531,962,028 $ 494,219,207 $ 429,392,238 $ 339,495,193 $ 330,705,961 $ 258,862,494
Return on Equities 25.0% 35.0% 76.1% 65.9%* 28.6% 25.6% 19.0% 17.1% 33.7% 7.2%
g&ﬂ Operations
@ Refined Product Sales
@ Barrels per year 32,472,108 30,924,014 32,272,312 29,313,983 33,794,528 33,320,679 34,966,379 33,140,373 41,316,113 63,833,935
Barrels per day 88,965 84,492 88,417 80,312 92,588 91,040 95,798 90,796 113,195 174,410
>4 Refinery Crude Runs
Barrels per year 31,083,229 29,191,226 29,733,077 26,188,792 29,478,746 28,630,789 30,252,281 28,838,644 38,040,836 60,566,298
@ Barrels per day 85,160 79,757 81,460 71,750 80,764 78,226 82,883 79,010 104,221 165,482
Products Pipeline Shipments
@ Barrels per year 4,664,757 4,574,256 5,147,564 4,579,313 5,407,685 5,757,137 5,673,828 5,128,245 3,780,659 4,417,358
ﬁﬂ Barrels per day 12,780 12,498 14,103 12,546 14,816 15,730 15,545 14,050 10,358 12,069
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consolidated financial statements

consolidated balance sheets

at August 31, 2009 and 2008
($ in thousands)

ASSETS

Current assets:
Cash and cash equivalents
Accounts receivable
Notes receivable, related parties
Inventories

Other current assets
Total current assets

Investments

Property, plant and equipment, net

Prepaid pension cost and other assets
Total assets

LIABILITIES AND EQUITIES
Current liabilities:
Current portion of long-term debt
Book cash overdrafts
Accounts payable
Accrued expenses
Patronage refunds payable in cash
Total current liabilities

Long-term debt, less current portion
Accrued benefit and other liabilities
Deferred tax liabilities
Minority interest in subsidiary
Equities

Total liabilities and equities

2009

290,626
210,326

93,546
146,598

37,608

778,704

4,959
667,167

15,068

$12,500
5,323
326,977
30,672
3,978

T 379450

62,500
30,300
76,779
959
915,910

$ 1,465,898

The accompanying notes are an integral part of the consolidated financial statements.

2008

$ 22,676
497,585
299,060
157,180

40,320

1,016,821

6,006
543,183
21,286

$ 1,587,296

$ 13,000
10,321
543,709
38,163
14,723

619,916

75,000
26,338
83,765
1,271
781,006

$ 1,587,296

Net sales
Cost of sales
Gross margin

Distribution, marketing and administrative expenses
Interest income

Interest expense

Equity income from investments

Other expense, net

Minority interest in subsidiary (income) loss

Income before income taxes
Income tax expense
Net income

Distribution of net income:
Patronage refunds
Changes in unallocated surplus
Net income

consolidated statements of operations

for the years ended August 31, 2009 and 2008
(% in thousands)

2009

$ 2,355,138
2,112,393
242,745

17,204
(2,832)
830
(4,117)
(312)
10,773

231,972
3,180
$ 228,792

$ 225,294
3,498
$ 228,792

The accompanying notes are an integral part of the consolidated financial statements.

2008

$ 3,641,382
3,364,428
276,954

15,328
(13,568)
4,069
(5,019)

1,454

443

2,707

274,247
1,263
$ 272,984

$ 267,522
5462
$ 272,984




consolidated statements of equities and comprehensive income

for the years ended August 31, 2009 and 2008
($ in thousands)

Class A Class B Unallocated Accumulated Other
Common Common Patronage Surplus Comprehensive
Stock Stock Refunds (Deficit) Income Total
Balances, August 31, 2007 $1 $ 618,024 $ 154,121 $ (7,120) $ (20,288) $ 744,738
Final distribution of 2007 patronage 154,121 (154,121) —
Patrons’ equities retired (164,138) (164,138)
Pass through tax credits to owners (11,038) (11,038)
Comprehensive income:
Net income for the year 267,522 5,462 272,984
Pension liability adjustment, net of tax (8,035) (8,035)
Total comprehensive income 264,949
. Partial distribution of 2008 patronage 155,124 (155,124) —
consolidated statements of cash flows Cash patronage declared =505) 53509
for the years ended August 31, 2009 and 2008 Balances, August 31, 2008 1 763,131 58,893 (12,696) (28,323) 781,006
($ in thousands) Final distribution of 2008 patronage 58,893 (58,893) —
Patrons’ equities retired (22,076) (22,076)
. 2009 U Pass through tax credits to owners (1,697) (1,697)
Cash ﬂ.ows from operating activities: Comprehensive income:

Net income $ 228,792 $ 272,984 .

Adjustments to reconcile net income to net cash provided by operating activities: Net income for the year 228,792
Depreciation and amortization 46,004 47,858 Pension liability adjustment, net of tax 225,294 3,498 (25,056) (25,056)
Deferred income taxes 7,434 (5,186) Total comprehensive income 203,736
Minority interest in subsidiary (income) loss (312) 443 Partial distribution of 2009 patronage 164,322 (164,322) —
Income from equity investments (4,117) (5,019) Cash patronage declared (45,059) (45,059)
Distributions from equity investments 5168 3,625 Balances, August 31, 2009 $1 $964270 15913 $ (10,895) $ (53379) $ 915,910
Other, net (7) 35

Changes in assets and liabilities:
Accounts receivable 287,259 (273,062)
Inventories 10,582 34,749
Other current assets 3,927 (13,081)
Prepaid pension cost and other assets (34,399) 13,520
Accounts payable and accrued expenses (235,941) 222,889
Income tax payable = (617)
Accrued benefit and other liabilities 2,037 4,253
Net cash provided by operating activities 316,427 303,391

The accompanying notes are an integral part of the consolidated financial statements.

Cash flows from investing activities:
Acquisitions of property, plant and equipment (158,170) (59,648)
Proceeds from disposal of property, plant and equipment 61 56
Proceeds from notes receivable, related parties 1,799,240 2,512,076
Payments on notes receivable, related parties (1,593,726) (2,753,636)

Other, net 3) )
Net cash provided by (used in) investing activities 47 402 (301,161)

report of independent auditors

To the Board of Directors and Members of National
Cooperative Refinery Association:

States of America. Those standards require that we plan
and perform the audit to obtain reasonable assurance
about whether the financial statements are free of
material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the
accounting principles used and significant estimates
made by management, and evaluating the overall
financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

wa L LP

Cash flows from financing activities:
Payments on long-term debt (13,000) (15,000)
Patronage refunds and dividends paid in cash (55,805) (77,312)
Patrons’ equities retired (22,076) (164,138)

Changes in book cash overdrafts (4,998) (1,926)

Net cash used in financing activities (95,879) (258,376)

In our opinion, the accompanying consolidated
balance sheets and the related consolidated statements
of operations, of cash flows and of equities and
comprehensive income present fairly, in all material
respects, the financial position of National Cooperative
Refinery Association and its subsidiaries (NCRA) at
August 31, 2009 and 2008, and the results of their
operations and their cash flows for the years then ended
in conformity with accounting principles generally
accepted in the United States of America. These
financial statements are the responsibility of NCRA’s

Net increase (decrease) in cash and cash equivalents 267,950 (256,146)
Cash and cash equivalents at beginning of year 22,676 278,822

Cash and cash equivalents at end of year $ 290,626 $ 22676

Supplemental cash flow information:
Cash paid during the year:
Interest (net of amount capitalized) 1,111 $ 4,370
Income taxes, net 5,604 $ 7,819

Significant non-cash financing activities:
Distribution of pass through tax benefit
Acquisitions of property, plant & equipment accrued not yet paid

The accompanying notes are an integral part of the consolidated financial statements.

(1,697)
11,718

$  (11,038)

management. Our responsibility is to express an opinion
on these financial statements based on our audits. We
conducted our audits of these statements in accordance
with auditing standards generally accepted in the United

PricewaterhouseCoopers LLP
Minneapolis, Minnesota
October 19, 2009
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notes to consolidated financial statements

1. Summary of Significant Accounting Policies:

Organization:

National Cooperative Refinery Association (NCRA) is organized and
operates on a cooperative basis as a supply source of refined petroleum
products for its member cooperatives and their affiliated local farm
supply cooperatives throughout the Central United States. NCRA's
member cooperatives consist of the following: CHS, Inc. (74.429 percent
ownership), Growmark, Inc. (18.616 percent ownership) and MFA Oil
Company (6.955 percent ownership) (the “Member-Owners”).

NCRA computes patronage distributions based on earnings for financial
statement purposes rather than amounts reportable for federal income
tax purposes. A minimum of 20 percent of the patronage refund is paid
in cash with the balance distributed in the form of Class B common
stock. Patronage losses are allocated to the patrons at the discretion of
the Board of Directors.

NCRA sells the majority of its products to its three Member-Owners.
Sales to Member-Owners represented 98.4% and 98.0% for 2009 and
2008, respectively.

Consolidation:

The consolidated financial statements include the accounts of NCRA and
all of its wholly-owned and majority-owned subsidiaries. The effects of
all intercompany transactions have been eliminated.

Cash Equivalents and Short-Term Investments:

Cash equivalents include highly liquid investments with maturities

of three months or less at the date of acquisition. Investments with
maturities in excess of three months at date of acquisition are classified
as short-term or long-term investments based on the remaining
maturities.

Restricted Cash and Other Current Assets:

Restricted cash of $9.9 million and $8.9 million is included in other
current assets in the consolidated balance sheets at August 31, 2009 and
2008, respectively. This restricted cash is related to the land owner’s
share of oil or gas proceeds from numerous Kansas oil and gas leases.

NCRA has an investment in the Columbia Strategic Cash Portfolio (the
fund) totalling $1.9 million and $6.9 million at August 31, 2009 and

2008. In December 2007, Bank of America Corporation announced that it
planned to liquidate the fund because of losses tied to the collapse of the
subprime-mortgage market. As a result, NCRA agreed to a liquidation
plan, whereby Bank of America would make disbursements to NCRA
over a period of time based on the net asset value of the shares at the
time of the disbursement. As of August 31, 2009 and 2008, the carrying
value of this investment was equal to fair value. Total losses incurred
related to the fund during the years ended August 31, 2009 and 2008
were $0.6 million and $0.5 million. This investment has been classified
in other current assets in the accompanying consolidated balance sheet
as of August 31, 2009 and 2008, respectively. Subsequent to August 31,
2009, the $1.9 million balance was collected in cash.

Inventories:

Inventories are valued at the lower of cost or market. The cost of refined
products and crude oil is determined on the last-in, first-out (LIFO)
method; all other inventories are valued at average cost.

Derivative Instruments and Hedging Activities:

Commodity trading in petroleum futures and option contracts is a
natural extension of cash market trading. The commodity futures and
option markets have underlying principles of increased liquidity and
longer trading periods than the cash market. Hedging is one method of
reducing exposure to the price risk inherent in the petroleum business.
Typically, trading is conducted to manage price risk for near-term supply
requirements. NCRA’s use of futures and option contracts reduces the
effects of price volatility, thereby protecting against adverse short-term
price movements, while somewhat limiting the benefits of short-term
price movements.

Statement of Financial Accounting Standards (SFAS) No. 161,
“Disclosures about Derivative Instruments and Hedging Activities, an
Amendment of SFAS No. 133", was required to be adopted for interim
and annual periods beginning after November 15, 2008. Therefore,
NCRA adopted SFAS No. 161 during our second quarter of fiscal 2009.
As SFAS No. 161 is only disclosure related, it did not have an impact on
NCRA's financial position, results of operations or cash flows.

NCRA derivative instruments consist primarily of commodity and
forward contracts. These contracts are economic hedges of price risk,
but are not designated or accounted for as hedging instruments for
accounting purposes. These contracts are recorded on the Consolidated
Balance Sheets at fair values as discussed in Footnote 10, Fair Value
Measurements.

As of August 31, 2009, NCRA had the following outstanding contracts:

Number of
Barrels
(in thousands)
Derivative contracts 200
Forward sales contracts 200
OTC contracts 100
Total 500

As of August 31, 2009, the gross fair values of NCRA derivative assets,
included in other current assets, were as follows:

Gross Fair
Values
(in thousands)
$1,518
Forward sales contracts 51
OTC contracts
Total $2,712

Derivative contracts

For the year ended August 31, 2009, the gain (loss) recognized in the
consolidated statements of operations for derivatives was as follows:

Amount of
Location of Gain (Loss)
Gain (Loss) (in thousands)
Derivative contracts Cost of sales $ (2,877)
Forward sales contracts Cost of sales (16,025)

OTC contracts Cost of sales 7172

Total $ (11,730)

Investments:

Investments in cooperatives are stated at cost, plus patronage refunds
received in the form of capital stock and other equities. Patronage
refunds received are included in other income, net in the consolidated
statement of operations. Other investments in companies in which
NCRA has significant ownership and influence, but not control, are
included in the consolidated financial statements under the equity
method of accounting.

Property, Plant and Equipment and Other Assets:

Property, plant and equipment are stated at cost. Expenditures for
maintenance and repairs and minor renewals are expensed, while costs
of major renewals and betterments are capitalized. Depreciation is
provided on the straight-line method by charges to operations at rates
based upon the expected useful lives of individual or groups of assets
ranging in years from three years to forty years. The cost and related
accumulated depreciation of assets sold or otherwise disposed of are
removed from the related accounts and resulting gains or losses are
reflected in operations.

Other assets include various intangible assets totalling $1.8 million at
August 31, 2009 and 2008, respectively, which are being amortized on
a straight line basis over 10 years. The accumulated amortization totals
$0.7 million and $0.5 million at August 31, 2009 and 2008, respectively.

NCRA periodically reviews property, plant and equipment and other
long-lived assets in order to assess recoverability based on projected
income and related cash flows on an undiscounted basis. Should the
sum of the related, expected future net cash flows be less than the
carrying value, an impairment loss would be recognized. An impairment
loss would be measured as the amount by which the carrying value of
the asset exceeds the fair value of the asset.

NCRA has asset retirement obligations with respect to certain of

its refinery assets due to various legal obligations to clean and/or
dispose of various component parts of the refinery at the time they are
retired. However, these component parts can be used for extended and
indeterminate periods of time as long as they are properly maintained
and/or upgraded. It is NCRA'’s practice and current intent to maintain
its refinery assets and continue making improvements to those assets
based on technological advances. As a result, NCRA believes that

its refinery has indeterminate life for purposes of estimating asset
retirement obligations because dates or ranges of dates upon which
NCRA would retire refinery assets cannot reasonably be estimated at
this time. When a date or range of dates can reasonably be estimated for
the retirement of any component part of a refinery, NCRA estimates the
cost of performing the retirement activities and records a liability for the
fair value of that cost using established present value techniques.

Fair Value of Financial Instruments:

SFAS No. 107, “Disclosures about Fair Value of Financial Instruments”,
requires disclosure of the fair value of all financial instruments to which
NCRA is a party. All financial instruments are carried at amounts that
approximate estimated fair value, except for certain investments in
cooperatives and other entities (see Note 4) and long-term debt (see
Note 6).

Revenue Recognition:

Revenues are recognized as products are shipped, primarily with FOB
shipping point terms.

Income Taxes:

NCRA is a non-exempt agricultural cooperative. NCRA is subject to tax
on its net income from non-patronage sources and any undistributed
patronage earnings. Deferred income taxes reflect the impact of
temporary differences between the amounts of assets and liabilities
recognized for financial reporting purposes and such amounts
recognized for tax purposes at each year-end, based on enacted tax laws
and statutory tax rates applicable to the periods in which the differences
are expected to affect taxable income. Valuation allowances are
established when necessary to reduce deferred tax assets to the amounts
expected to be realized. Income tax expense (benefit) is the tax payable
(refundable) for the period and the change during the period in deferred
tax assets and liabilities.

Comprehensive Income:

NCRA is required to report and display comprehensive income (defined
as the change in equity of a business enterprise during a period from
sources other than those resulting from investments by owners and

distributions to owners) in accordance with SFAS No. 130, “Reporting
Comprehensive Income”. Comprehensive income for 2009 and 2008
is disclosed within the Consolidated Statements of Equities and
Comprehensive Income.

Use of Estimates:

The preparation of NCRA’s consolidated financial statements in
conformity with accounting principles generally accepted in the

United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities and the reported amounts
of revenues and expenses during the period. Actual results could differ
from those estimates.

Recent Accounting Pronouncements:

In June 2009, the FASB issued SFAS No. 168, “FASB Accounting
Standards Codification”(“Codification”) as the single source of
authoritative nongovernmental GAAP to be launched on July 1, 2009.
The Codification does not change current GAAP, but is intended to
simplify user access to all authoritative GAAP by providing all the
authoritative literature related to a particular topic in one place. All
existing accounting standard documents will be superseded and all
other accounting literature not included in the Codification will be
considered nonauthoritative. The Codification is effective for NCRA
in the annual report for fiscal year 2010. As the Codification is only
disclosure related, it will not have an impact on NCRA's financial
position, results of operations or cash flows.

In December 2008, the FASB issued FSP SFAS No. 132(R)-1, “Employer’s
Disclosures About Postretirement Benefit Plan Assets,” which expands
the disclosure requirements about fair value measurements of
postretirement medical plans, and other funded postretirement plans.
This FSP is effective for fiscal years ending after December 15, 2009, with
early adoption permitted. As FSP SFAS No. 132(R)-1 is only disclosure
related, it will not have an impact on our financial position, results of
operations or cash flows.

In December 2007, the FASB issued FAS No. 160, “Noncontrolling
Interest in Consolidated Financial Statements”, an amendment of ARB
No. 51 (FAS 160), which amends ARB No. 51 to establish accounting
and reporting standards for the noncontrolling interest in a subsidiary
and for the deconsolidation of a subsidiary. The standard is effective
for NCRA on September 1, 2009, the first day of fiscal year 2010. NCRA
is currently evaluating the impact of adopting FAS 160 on NCRA'’s
consolidated statements of financial position, results of operations and
cash flows.

In May 2009, the FASB issued FAS No. 165, “Subsequent Events” (FAS
165), which establishes general standards of accounting and disclosure
for events that occur after the balance sheet date but before the financial
statements are issued. This new standard was effective for interim or
annual financial periods ending after June 15, 2009 and did not have

a material impact on the consolidated financial position or results of
operations. The Company has evaluated subsequent events through
October 19, 2009, which is the date the financial statements were issued.
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2. Accounts Receivable and Notes Receivable, Related Party:

As described in Note 1, NCRA'’s net sales are primarily to its three Member-Owner cooperatives. Accounts receivable at August 31, 2009 and 2008
includes $98.3 million and $209.0 million, respectively, due from NCRA’s Member-Owners.

NCRA routinely enters into buy/sell contracts associated with crude oil. These contracts are used to facilitate the company’s crude oil purchasing
activity and supply requirements. Physical delivery occurs for each side of the transaction, and the risk and reward of ownership are evidenced by
title transfer, assumption of environmental risk, transportation scheduling, credit risk, and risk of non-performance by the counterparty. As a result,
NCRA accounts for these buy/sell transactions net in cost of sales in the Consolidated Statement of Operations. On August 31, 2009 and 2008, NCRA
has $107.6 million and $266.2 million, respectively in accounts receivable, as well as $191.6 million and $330.5 million, respectively, in accounts payable
related to these buy/sell transactions.

NCRA loans excess funds to certain of its Member-Owners. Amounts advanced under these arrangements are due within a maximum of 31 days with
interest at a rate equal to the greater of the then applicable Federal short-term rate (semi-annual compounding) and the short-term investment rate
then available to NCRA. The rate was 0.83 percent and 2.52 percent at August 31, 2009 and 2008, respectively. Amounts due to NCRA under these note
arrangements at August 31, 2009 and 2008 are $93.5 million and $299.1 million, respectively and are included in notes receivable, related parties in the
Consolidated Balance Sheets. Notes receivable, related parties are collateralized by the Member-Owner’s common stock. Interest income under these
note arrangements totalled $2.2 million and $11.5 million during the years ended August 31, 2009 and 2008, respectively.

3. Inventories:
Inventories at August 31, 2009 and 2008 are as follows:

2009 2008
(% in thousands)
Crude oil and refined products $ 117,688 $ 130,164
Materials and supplies 28,910 27,016

$ 146,598 $157,180

All of our crude oil and refined products are stated at LIFO and all materials and supplies are stated at average cost. If the first-in, first-out (FIFO)
method of accounting for inventories had been used by NCRA, crude oil and refined products would have been higher than the reported amount by
$115.9 million and $269.6 million at August 31, 2009 and 2008, respectively.

During 2009, inventory quantities were reduced. This reduction resulted in liquidation of LIFO inventory quantities carried at higher costs prevailing
in prior years as compared with the cost of 2009 purchases, the effect of which increased cost of sales sold by approximately $5.3 million.

As of August 31,2009 and 2008, NCRA held in storage 1,375,568 and 1,306,007 gallons, respectively, of refined products owned by its Member-
Owners. Storage fees from Member-Owners totalled $270,204 and $188,185 in 2009 and 2008, respectively, which were included in cost of sales on the
Consolidated Statement of Operations.

4. Investments:

Investments at August 31, 2009 and 2008 are as follows:

2009 2008
(% in thousands)

Investments in cooperatives,
on cost method $ 602 $ 599

Other investments, on equity method -

Osage Pipe Line

Company, LLC (50%) 4,357 5407

$4,959 $ 6,006

Investments in cooperatives have no quoted market prices and,
as such, it is not practicable to estimate their fair value.

5. Property, Plant and Equipment, Net:

Major classes of property, plant and equipment at August 31, 2009
and 2008 are as follows:

2009 2008

(% in thousands)
Land $ 5224 $ 4237
Building 25,303 22,764
Equipment 1,025,810 978,636
Office and other 2,212 1,832
Construction in progress 174,939 57,304
1,233,488 1,064,773
Less accumulated depreciation 566,321 521,590

$ 667,167 $ 543,183

On September 1, 2008, NCRA changed its accounting method for the costs of turnarounds from the accrual method to the deferral method. Turnarounds
are the scheduled and required shutdowns of refinery processing units for significant overhaul and refurbishment. Under the deferral accounting
method, the costs of turnarounds are deferred when incurred and amortized on a straight-line basis over the period of time estimated to lapse until the
next turnaround occurs. The new method of accounting for turnarounds was adopted in order to adhere to FASB Staff Position (“FSP”) No. AUG AIR-1
“Accounting for Planned Major Maintenance Activities” which prohibits the accrual method of accounting for planned major maintenance activities.
These deferred costs totalling $6.8 and $14.4 million at August 31, 2009 and 2008, respectively, are included in NCRA'’s Consolidated Balance Sheets in
other assets. Amortization expenses are included in cost of goods sold in NCRA'’s Consolidated Statements of Operations.

6. Long-Term Debt:

NCRA maintains a master credit agreement with CoBank (the CoBank agreement). Under the CoBank agreement, NCRA is allowed to borrow up to
$15 million with interest, determined at NCRA’s option, at the prime rate, an adjusted rate based on the London Interbank Offered Rate (LIBOR) or
CoBank’s overnight borrowing rate. The CoBank agreement is a one year revolving loan and expires December 16, 2009. A $300,000 letter of credit was
outstanding at August 31, 2009. There was $14.7 million of the unused line of credit available at August 31, 2009.

Long-term debt at August 31, 2009 and 2008 is as follows:

Interest rates 2009 2008
(% in thousands)

CHS, Inc. (related party) 10 year unsecured term

loan, payable in equal semi-annual installments

through 2015 5.25% $ 75,000 $ 87,500
CoBank 10 year unsecured term loan, payable in

equal quarterly installments through 2009 6.48% — 500
Total long-term debt 75,000 88,000
Less current portion of long-term debt 12,500 13,000
Long-term debt, less current portion $ 62,500 $ 75,000

Restrictive covenants under the CoBank agreement have requirements related to maintaining minimum working capital and other financial ratios.

Based on quoted market prices for the same or similar issues, the fair value of long-term debt was above book value at August 31, 2009 by
approximately $2.0 million and below book value at August 31, 2008 by approximately $0.7 million, respectively. This difference is due to the CHS, Inc.
10 year term loan entered into in February 2005.

In December 2006, NCRA entered into an agreement with the City of McPherson, Kansas related to its ultra-low sulfur fuel assets (cost of
approximately $325 million). The City of McPherson issued $325 million of Industrial Revenue Bonds (“IRBs”) which were transferred to NCRA as
consideration in a financing agreement between the City of McPherson and NCRA related to the ultra-low sulfur fuel assets. The term of the financing
obligation is ten years, at which time NCRA has the option of extending the financing obligation or purchasing the assets for a nominal amount. NCRA
has the right at anytime to offset the financing obligation to the City of McPherson against the Industrial Revenue Bonds. NCRA tendered $324 million
of the bonds on March 15, 2007 and a certificate for the remaining $1 million principal amount of the bonds was reissued. No cash was exchanged or

is anticipated to be exchanged in the transaction. Due to the structure of the agreement, the financing obligation and the IRBs are shown net in the
consolidated financial statements.

Interest expense totalled $4.4 million and $5.1 million for the years ended August 31, 2009 and 2008, respectively. Interest capitalized for construction
in progress was $3.6 million for year ended August 31, 2009, and $1.0 million for year ended August 31, 2008.

The aggregate maturities of long-term debt at August 31, 2009 are as follows:

(% in thousands)
2010 $ 12,500
2011 12,500
2012 12,500
2013 12,500
2014 12,500
Thereafter 12,500

$ 75,000

7. Income Taxes:

The provisions for income taxes for the years ended
August 31, 2009 and 2008 are as follows:

2009 2008
($ in thousands)
Current provision (benefit) $ (4,254) $ 6,449
Deferred provision (benefit) 7434 (5,186)
$ 3,180 $ 1,263




Deferred tax assets and liabilities at August 31, 2009 and 2008 consist of the following:

2009 2008
($ in thousands)

Deferred tax assets:
Inventory valuation reserves $ 6,911 $ 6,934
Net operating loss carryforward 9,478 —
State tax credits 14,568 22,085
Investments 2,370 2,117
Other 544 4,080

84,743 66,565
Deferred tax liabilities:
Turnaround accruals (2,774) (5,831)
Property, plant and equipment (100,320) (103,045)
Prepaid pension benefit cost (39,916) (23,844)
Other (5,310) (1,439)

(148,320) (134,159)

Do e —_—
Net deferred tax liability $ (67.879) $ (75.857)

As of August 31, 2009, NCRA has generated $23.3 million federal and state net operating loss carryforwards for income tax purposes. As of August 31,
2008, NCRA's federal and state net operating loss carryforwards for income tax purposes were fully utilized. NCRA’s state tax credit carryforwards
for income tax are approximately $22.4 million and $22.1 million as August 31, 2009, and 2008. During fiscal year 2009, NCRA reduced its valuation
reserve against the state tax credits earned from $8.3 million 2008 to $4.3 million in 2009. A portion of the credits will begin to expire in 2011 and the
valuation reserve represents NCRA’s estimate of credits that will expire unused.

At August 31, 2009, deferred tax assets of $8.8 million and deferred tax liabilities of $76.8 million are included in other current assets and deferred
tax liabilities, respectively. As of August 31, 2008, deferred tax assets of $7.8 million and deferred tax liabilities of $83.8 million were included in other
current assets and deferred tax liabilities, respectively.

NCRA elected to pass through $1.7 million and $11.0 million of tax benefits attributable to the expenditures associated with Ultra-Low Sulfur Diesel
compliance to its Member-Owners during the fiscal year ending August 31, 2009 and 2008, respectively. This pass through results in these amounts
being unavailable to NCRA for tax purposes in the future and thus results in a future tax liability as the assets are depreciated for financial statement
purposes. The deferred tax liability associated with these transactions is included in the deferred tax liabilities for property, plant and equipment.

As of September 1, 2007, NCRA has adopted FASB Interpretation No. 48, “ Accounting for Uncertainty in Income Taxes, an interpretation of FASB
Statement No. 109” (FIN 48). FIN 48 clarifies the accounting for income taxes recognized in an enterprise’s financial statements and prescribes a
recognition threshold and measurement attribute for financial statement recognition and measurement of a tax position taken or expected to be taken
in a tax return. This Interpretation also provides related guidance on derecognition, classification, interest and penalties, accounting in interim periods
and disclosure. FIN 48 has no financial impact for NCRA for either fiscal year 2009 or 2008.

The reconciliation of the statutory federal income tax rate to the effective tax rate for the years ended August 31, 2009 and 2008 is as follows:

2009 2008
Statutory federal income tax rate 35.0% 35.0%
State and local income taxes, net of federal income tax benefit 5.6% 5.6%
Patronage earnings (39.3)% (39.7)%
State tax credits (0.2)% (0.2)%
Change in valuation allowance (0.5)% (0.4)%
Other, net, primarily adjustments of prior year items 0.8% 0.2%
Effective tax rate 1.4% 0.5%

8. Equities:
Common and Preferred Stock:

There are 100 shares of Class A common stock authorized at a par value of $100 each, of which nine shares were issued and outstanding at August 31,
2009 and 2008. During fiscal 2009, authorized Class B Common Stock was increased from 10,000,000 to 17,000,000 shares at a par value of $100 each,

of which 9,642,697 and 7,631,307 shares were issued and outstanding at August 31, 2009 and 2008, respectively. The authorized Class C common stock
consists of 300,000 shares at a par value of $100 each of which none were issued or outstanding at August 31, 2009 or 2008.

Voting rights are limited to holders of Class A and Class B common stock, with stockholders entitled to one vote for each registered share. No
dividends may be paid on any class of common stock. The Class B and Class C common stock may be retired at the discretion of the Board of Directors.

The authorized preferred stock consists of 140,000 shares at a par value of $25 each. There were no preferred stock shares issued or outstanding at
August 31, 2009 or 2008.
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9. Retirement Plans:

NCRA has two qualified defined benefit pension plans covering substantially all employees. Assets of the plans consist principally of equity and fixed
income securities. NCRA also has an unfunded non-qualified supplemental executive retirement plan as well as a split dollar plan that it considers

in Other Postretirement Benefits. Benefits are based on years of service. NCRA’s policy is to annually fund the net periodic pension expense, if any.

In addition, NCRA has two plans which provide defined benefit life and health care benefits for employees and certain retired employees (together,
referred to as the “Plans”). The Plans are contributory, based on years of service and family status, with retiree contributions adjusted annually.

The changes in benefit obligations and plan assets for the years ended August 31, 2009 and 2008 ($ in thousands) are as follows:

Qualified Non-Qualified Other Postretirement
Pension Benefits Pension Benefits Benefits
2009 2008 2009 2008 2009 2008

Changes in benefit obligations:

Benefit obligations at beginning of year $ 114,661 $ 112,049 $ 1,259 $ 1,021 $ 15,214 $ 13,882
Service cost 4,717 4,880 90 72 793 866
Interest cost 7,889 7,229 110 74 1,567 964
Benefits paid (6,981) (5,728) (42) 1) (613) (410)
Actuarial loss (gain) 1,483 51 330 166 (705) (307)
Assumption changes 20,976 (3.820) 176 (73) 2,186 219

Benefit obligations at end of year $ 142,745 $114,661 $ 1,923 $ 1,259 $ 18,442 $ 15214

Changes in plan assets:

Fair value of plan assets at beginning of year $ 118,872 $ 129,322 $  — $ — $ — $ —
Actual return on plan assets (10,905) (8,021) — — — —
NCRA contributions 45,700 3,299 42 1 613 410
Benefits paid (6,981) (5.728) (42) 1) (613) (410)

Fair value of plan assets at end of year $ 146,686 $118,872 $ — $ — $ — $ —

Funded status $ 3941 $ 4211 $ (1,923) $ (1,259) $ (18,442) $ (15,214)

The accumulated benefit obligation for NCRA’s two qualified pension benefit plans was $118.9 million and $96.8 million at August 31, 2009,
and 2008, respectively.

Qualified Non-Qualified Other Postretirement
Pension Benefits Pension Benefits Benefits

Amounts recognized in the consolidated balance sheets ($ in thousands) as of August 31, 2009 and 2008:

2009 2008 2009 2008 2009 2008
Prepaid pension cost and other assets $ 5,404 $ 5,029 $  — $ — $ — $ —
Accrued expenses — — (1) (42) (918) (762)
Accrued benefit and
other liabilities (1,463) (818) (1.922) (1,217) (17,524) (14,452)
Net amounts recognized $ 3941 $ 4211 $(1,923) $ (1,259) $(18,442) $(15,214)

Amounts recognized in accumulated other comprehensive loss ($ in thousands) consist of:

2009 2008 2009 2008 2009 2008
Net actuarial loss $ 82,264 $ 41,932 $ 1,005 $ 566 $ 4,795 $ 3,400
Prior service cost (credit) 334 379 (243) (276) (136) (153)
Transition obligation — — — — 825 1,027
Total $ 82,598 $ 42,311 $ 762 $ 290 $ 5484 $ 4274

NCRA's pension plans weighted-average asset allocations at August 31, 2009 and 2008
by asset category are as follows:

Plan Assets at August 31
_2009_ _2008_
Asset category
Fixed income securities 18% 25%
Equity securities 64% 70%
Cash 17% —
Other investments _ 1% _ 5% Rt
Total ~100% ~100% |
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It is the intention of the Plans’” Administration Committee to allow their external Investment Managers full discretion within the scope of the Investment
Policy Statement to redirect investments within each of the assets classes. The Plans’ target allocation percentages are 30% in fixed income securities, and
70% in equity securities. The portfolio strategy seeks total return over a long-term basis.

Qualified Non-Qualified Other Postretirement
Pension Benefits Pension Benefits Benefits

Weighted average assumptions used to determine the benefit obligations as of the end of the year:

2009 2008 2009 2008 2009 2008
Discount rate 5.65% 7.00% 5.65% 7.00% 5.65% 7.00%
Rate of increase in
compensation levels 3.5-4.5% 3.5-4.5% 3.5-4.5% 3.5-4.5% n/a n/a
Weighted average assumptions used to
determine the net periodic benefit cost:

2009 2008 2009 2008 2009 2008
Discount rate 7.00% 6.25% 7.00% 6.25% 7.00% 6.25%
Rate of increase in compensation levels 3.5-4.5% 3.5-4.5% 3.5-4.5% 3.5-4.5% n/a n/a
Expected long-term rate of return on assets 8.0% 9.0% n/a n/a n/a n/a

NCRA bases the discount rate assumption primarily on the results of a cash flow matching analysis, which matches the future cash outflows for each
major plan to a yield curve comprised of high quality bonds. Benefit payments are discounted at the rates on the curve and a single discount rate
specific to the plan is determined. The expected return on plan assets assumption reflects historical plan returns and long-run inputs from a range of
advisors for capital market returns, inflation, bond yields and other variables, adjusted for specific aspects of our investment strategy. The assumption
is based on consideration of all inputs, with a focus on long-term trends to avoid short-term market influences. Assumptions are not changed unless
structural trends in the underlying economy are identified, our asset strategy changes, or there are significant changes in other inputs. The salary
growth assumption reflects our long-term actual experience, outlook and assumed inflation.

For measurement purposes, a 6.5 percent (for all retirees) annual rate of increase in the per capita cost of covered health care was assumed for the year
ended August 31, 2009, compared to 8.5 percent for the year ended August 31, 2008. For fiscal 2009, the rates were assumed to decrease to an ultimate rate of
5 percent. Increasing the assumed health care cost trend rate by one percentage point in each year would increase the other postretirement benefit obligation
at August 31, 2009 by approximately $2 million and the related expense for the year ended August 31, 2008 by approximately $0.3 million. Decreasing the
assumed health care cost trend rate by one percentage point in each year would decrease the other postretirement benefit obligation at August 31, 2009 by
approximately $1.7 million and the related expense for the year ended August 31, 2009 by approximately $0.2 million.

Components of net periodic benefit cost for the years ended August 31, 2009 and 2008 ($ in thousands) are as follows:

Qualified Non-Qualified Other Postretirement
Pension Benefits Pension Benefits Benefits
2009 2008 2009 2008 2009 2008

Service cost $4,717 $ 4,880 $ 90 $ 72 $ 793 $ 866
Interest cost 7,889 7,229 110 74 1,567 964
Expected return on plan assets (9,407) (11,528) — — — —
Amortization of transition obligation — — — — 202 288
Other amortization 2,484 1,740 _ 34 28 614 202
$ 5,683 $2,321 $234 $174 $3,176 $2,320

The amounts in accumulated other comprehensive income (loss) that are expected to be recognized as components of net expense (income) during the
next year are as follows ($ in thousands):

Qualified Non-Qualified Other Postretirement
Pension Benefits Pension Benefits Benefits
Amortization of net loss $ 5,307 $ 73 $213
Amortization of prior service cost (credit) 45 (33) 17)
Amortization of transition obligation — e 202
Total change in other comprehensive income $ 5,352 $ 40 $ 398

NCRA expects to contribute approximately $3 million for the qualified and non-qualified pension benefit plans in the 2010 fiscal year. NCRA expects to
contribute approximately $900,000 into the other postretirement benefit plans during 2010.

The following benefit payments ($ in thousands), which reflect expected future service, as appropriate, are expected to be paid:

Qualified Non-Qualified Other Postretirement
Pension Benefits Pension Benefits Benefits
2010 $ 6,503 $ 1 $ 918
2011 6,632 1 1,014
2012 7,891 6 1,098
2013 8,733 6 1,132
2014 8,770 6 1,210
2015 through 2019 56,454 3,681 6,853

In addition to the benefits described above, NCRA has other contributory defined contribution benefit plans covering substantially all employees.
Total contributions by NCRA to these plans were $1.4 million for the year ended August 31, 2009 and $1.3 million for the year ended August 31, 2008.

10. Fair Value Measurements:

Effective September 1, 2008, NCRA partially adopted SFAS No. 157, “Fair Value Measurements” as it relates to financial assets and liabilities. FSP No.
157-2, “Effective Date of SFAS No. 157” delays the effective date of SFAS No. 157 for all non-financial liabilities that are not remeasured at fair value

on a recurring basis until years beginning after November 15, 2008, NCRA'’s fiscal 2010. SFAS No. 157 defines fair value, establishes a framework for
measuring fair value in accordance with accounting principles generally accepted in the United States of America, and expands disclosures about fair
value measurements. SFAS No. 157 also eliminates the deferral of gains and losses at inception associated with certain derivative contracts whose

fair value was not evidenced by observable market data and requires the impact of this change in accounting for derivative contracts be recorded as a
cumulative effect adjustment to the opening balance of retained earnings in the year of adoption. NCRA did not have any deferred gain or losses at the
inception of derivative contracts and therefore no cumulative adjustment to the opening balance of retained earnings was made upon adoption.

The three-level valuation hierarchy established in SFAS No. 157 is based upon the transparency of inputs to the valuation of an asset or liability as of
the measurement date. The three levels are defined as follows:

Level 1 - inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or liabilities in active markets. These assets include
our exchange traded derivative contracts.

Level 2 - inputs to the valuation methodology include quoted prices for similar assets and liabilities in active markets, and inputs that are observable
for the asset or liability, either directly or indirectly, for substantially the full term of the financial instrument. These assets include forward commodity
sales contracts and other OTC derivatives whose value is determined with inputs that are based on exchange traded prices, adjusted for location
specific inputs that are primarily observable in the market or can be derived principally from, or corroborated by, observable market data.

Level 3 - inputs to the valuation methodology are unobservable and significant to the fair value
measurement. These assets include certain enhanced cash fund short-term investments closed

due to credit-market turmoil. = i
Description Level 1 Level 2 Level 3
Derivative contracts $1,518
Forward sales contracts $ 51
OTC contracts 1,143
Short-term investments 1,932
$1,518 $1,194 1,932

The table below represents NCRA's reconciliation of short term investments, measured at fair
value on a recurring basis, using significant unobservable inputs (Level 3). This was carried at
fair value prior to adoption of SFAS No. 157 and reflects assumptions a marketplace participant
would use at August 31, 2009.

Level 3 Instruments
Short-Term Investments

(in thousands)
Balance, September 1, 2008 $ 6,900
To’Fal losses (realized /_unrealized) o ' (643)
included in marketing, general and administrative expense
Purchases, issuances and settlements (4,325)
Transfer in (out) of Level 3 —
Balance, August 31, 2009 $ 1,932

SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities”, provides
entities with an option to report financial assets and liabilities and certain other items at fair
value, with changes in fair value reported in earnings, and requires additional disclosures related
to an entity’s election to use fair value reporting. It also requires entities to display the fair value
of those assets and liabilities for which the entity has elected to use fair value on the face of the
balance sheet. SFAS No. 159 was effective for us on September 1, 2008, and NCRA made no
elections to measure any assets or liabilities at fair value, other than those instruments already
carried at fair value.

A Safety is the number one
priority for NCRA. Photos
on financial pages show
scenes of grass roots safety
culture meetings. Refining
employees at all levels are
involved in proposing and
implementing positive
change.

11. Commitments and Contingencies:

NCRA is subject to various environmental laws and regulations incident to its normal
operations. These laws generally provide for control of pollutants released into the environment
and require responsible parties to undertake remediation of hazardous waste disposal sites.
Penalties may be imposed for noncompliance, for which $0.4 million was accrued for August
31,2009 and August 31, 2008. At August 31, 2009, NCRA remediation liabilities of $0.6 million
and $5.6 million were recorded in current liabilities-accrued expenses and accrued benefit and
other liabilities, respectively, in the consolidated balance sheet. At August 31, 2008, NCRA
remediation liabilities of $0.7 million and $6.6 million were recorded in current liabilities-
accrued expenses and accrued benefit and other liabilities, respectively, in the consolidated
balance sheet. Although NCRA maintains a program designed to prevent and detect such environmental releases promptly, it is presently not possible
to estimate the ultimate amount of all remediation costs that might be incurred or the penalties that may be imposed.

NCRA is involved as a defendant in various lawsuits, claims and disputes which are in the normal course of NCRA'’s business. While the resolution
of any of the above matters may have an impact on NCRA'’s consolidated financial results for a particular reporting period, management believes any
such matters will not have a material adverse effect on the consolidated financial position of NCRA.

NCRA has entered into a transportation services agreement to transport crude oil from Hardesty, Alberta to Cushing, Oklahoma for a ten year term
beginning in 2011. The agreement requires NCRA to pay a specific tariff regardless if crude oil is shipped or not.
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