NON-GAAP FINANCIAL MEASURES

In addition to financial measures determined in accordance with GAAP, management evaluates performance based on
certain non-GAAP measures, which we refer to as “adjusted” measures. We provide a discussion of each of these non-
GAAP measures in our 2018 Form 10-K under “Item 7. MD&A—Non-GAAP Measures.” Below we provide a
reconciliation of our adjusted measures to the most comparable GAAP measures in this section. We believe our non-GAAP
adjusted metrics, which are not a substitute for GAAP and may not be consistent with similarly titled non-GAAP measures
used by other companies, provide meaningful information and are useful to investors because management uses these
metrics to compare operating results across financial reporting periods, for internal budgeting and forecasting purposes, for
compensation decisions and for short- and long-term strategic planning decisions. In addition, certain of the financial
covenants in our committed bank revolving line of credit agreements and debt indentures are based on our adjusted
measures.

Statements of Operations Non-GAAP Adjustments
Table 34 provides a reconciliation of adjusted interest expense, adjusted net interest income and adjusted net income to the
comparable GAAP measures for the three and six months ended November 30, 2018 and 2017. The adjusted amounts are

used in the calculation of our adjusted net interest yield and adjusted TIER.

Table 34: Adjusted Financial Measures — Income Statement

Three Months Ended November 30, Six Months Ended November 30,

(Dollars in thousands) 2018 2017 2018 2017
INLETESt EXPENSE ...ttt eeeae e $ (204,166) $ (195,170) $ (414,397) $ (387,901)
Include: Derivative cash settlements.................coceveneen.. (11,805) (19,635) (24,634) (39,857)
Adjusted interest EXPense.........o.eeveeveereeveereeireereenreereenne. $ (215971) § (214,805) $ (439,031) $ (427,758)
Net INEEreSt TNCOIME «..eeeveeeeeeeeeeeeeeeeeee e eeeee e eeeeeeeeeens $ 77,087 $ 70,653 $ 145347 § 143,837
Include: Derivative cash settlements................ccccveneen. (11,805) (19,635) (24,634) (39,857)
Adjusted net interest inCOME...........cocvevvveerreeirreerirennne. $ 65,282 $ 51,018 $ 120,713 $§ 103,980
NEt INCOME ...ttt $ 119,726 $ 178,723 $ 167,704 § 187,738
Exclude: Derivative forward value gains........................ 75,148 145,228 95,160 119,252
Adjusted Nt INCOME.......c.ccvevuieieirieieereeieere et S 44,578 $ 33,495 $ 72,544 §$ 68,486

We consider the cost of derivatives to be an inherent cost of funding and hedging our loan portfolio and, therefore,
economically similar to the interest expense that we recognize on debt issued for funding. We therefore include derivative
cash settlements in our adjusted interest expense and exclude the unrealized forward value of derivatives from our adjusted
net income.

TIER and Adjusted TIER

Table 35 presents our TIER and adjusted TIER for the three and six months ended November 30, 2018 and 2017.

Table 35: TIER and Adjusted TIER

Three Months Ended November 30, Six Months Ended November 30,
2018 2017 2018 2017
TIER ) e 1.59 1.92 1.40 1.48
Adjusted TIER @ .....oooioieeeeeeeeeeeeeeees 1.21 1.16 1.17 1.16




M 1R is calculated based on net income plus interest expense for the period divided by interest expense for the period.

@ Adjusted TIER is calculated based on adjusted net income plus adjusted interest expense for the period divided by adjusted interest expense for the
period.

Debt-to-Equity and Adjusted Debt-to-Equity

Table 36 provides a reconciliation between the liabilities and equity used to calculate the debt-to-equity ratio and the
adjusted debt-to-equity ratio as of November 30, 2018 and May 31, 2018. As indicated in the table below, subordinated debt
is treated in the same manner as equity in calculating our adjusted-debt-to-equity ratio.

Table 36: Adjusted Financial Measures — Balance Sheet

(Dollars in thousands) November 30, 2018 May 31, 2018
Total Habilities .....c.ccvevuiieieiieieciieieeeeeeere e $ 25,202,620 $ 25,184,351
Exclude:
Derivative Habilities.....c...oovvvveiiiiiiiiiieieeiee e 255,112 275,932
Debt used to fund loans guaranteed by RUS............cc..c.c.. 157,593 160,865
Subordinated deferrable debt............cceevevvireviririiiieieeeeene. 742,480 742,410
Subordinated Certificates ...........ovvuvriiviiiieiieiieeeeeeeeeeeee e 1,376,689 1,379,982
Adjusted total Habilities.........ccceeverieieiiieieice e $ 22,670,746 $ 22,625,162
TOLAL EQUILY ..vveeeeeeieeieirieiei ettt $ 1,627,138 § 1,505,853
Exclude:
Prior year-end cumulative derivative forward value losses.... (34,974) (340,976)
Current year cumulative derivative forward value gains........ 95,160 306,002
Accumulated other comprehensive income D e, 2,800 1,980
Include:
Subordinated certificates ..........cccevvieveerieeciiecieecee e, 1,376,689 1,379,982
Subordinated deferrable debt............cccvevvvviiiviiiiiiiiieeeeee, 742,480 742,410
Adjusted total EqUILY......ccererereeeieeeeee e S 3,683,321 § 3,661,239

O Represents the AOCI related to derivatives. See “Note 10—Equity” for a breakout of our AOCI components.

Table 37 displays the calculations of our debt-to-equity and adjusted debt-to-equity ratios as of November 30, 2018 and
May 31, 2018.

Table 37: Debt-to-Equity Ratio

November 30, 2018 May 31, 2018
Debt-to-equity 1atio ... 15.49 16.72
Adjusted debt-to-equity ratio @ ..o, 6.15 6.18

O Calculated based on total liabilities as of the end of the period divided by total equity as of the end of the period.
@ Calculated based on adjusted total liabilities at period end divided by adjusted total equity at period end.

Members’ Equity

Table 38 provides a reconciliation of members’ equity to total CFC equity as of November 30, 2018 and May 31, 2018.



Table 38: Members’ Equity

(Dollars in thousands) November 30, 2018 May 31, 2018
Members’ equity:
Total CFC @qQUILY ...ooueeuieeieeieieeieeiesie e $ 1,594,588 $ 1,474,333
Excludes:

Accumulated other comprehensive income.............cccceevenennees 832 8,544

Current year-end cumulative derivative forward value gains

(JOSSES) vttt ettt ettt ettt ettt ne s enens 63,431 (30,831)
SUBLOAL.....eeeeeee e 64,263 (22,287)
MEMDETS” EUILY ...eccvveevieiiiieiiieeie et eete et ereereeseae e e e saaeeveesaaeenseas 3 1,530,325 §$ 1,496,620
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