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PART I—FINANCIAL INFORMATION

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”)

FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q (this “Report”) contains certain statements that are considered “forward-looking
statements” within the Securities Act of 1933, as amended, and the Securities Exchange Act of 1934, as amended. Forward-
looking statements, which are based on certain assumptions and describe our future plans, strategies and expectations, are
generally identified by our use of words such as “intend,” “plan,” “may,” “should,” “will,” “project,” “estimate,”
“anticipate,” “believe,” “expect,” “continue,” “potential,” “opportunity” and similar expressions, whether in the negative or
affirmative. All statements about future expectations or projections, including statements about loan volume, the
appropriateness of the allowance for loan losses, operating income and expenses, leverage and debt-to-equity ratios,
borrower financial performance, impaired loans, and sources and uses of liquidity, are forward-looking statements. Although
we believe that the expectations reflected in our forward-looking statements are based on reasonable assumptions, actual
results and performance may differ materially from our forward-looking statements due to several factors. Factors that could
cause future results to vary from our forward-looking statements include, but are not limited to, general economic
conditions, legislative changes including those that could affect our tax status, governmental monetary and fiscal policies,
demand for our loan products, lending competition, changes in the quality or composition of our loan portfolio, changes in
our ability to access external financing, changes in the credit ratings on our debt, valuation of collateral supporting impaired
loans, charges associated with our operation or disposition of foreclosed assets, technological changes within the rural
electric utility industry, regulatory and economic conditions in the rural electric industry, nonperformance of counterparties
to our derivative agreements, the costs and effects of legal or governmental proceedings involving us or our members and
the factors listed and described under “Item 1A. Risk Factors” in our Annual Report on Form 10-K for the fiscal year ended
May 31, 2019 (“2019 Form 10-K”). Except as required by law, we undertake no obligation to update or publicly release any
revisions to forward-looking statements to reflect events, circumstances or changes in expectations after the date on which
the statement is made.

99 <
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INTRODUCTION

National Rural Utilities Cooperative Finance Corporation (“CFC”) is a member-owned cooperative association incorporated
under the laws of the District of Columbia in April 1969. CFC’s principal purpose is to provide its members with financing
to supplement the loan programs of the Rural Utilities Service (“RUS”) of the United States Department of Agriculture
(“USDA”). CFC makes loans to its rural electric members so they can acquire, construct and operate electric distribution
systems, generation and transmission (“power supply”’) systems and related facilities. CFC also provides its members with
credit enhancements in the form of letters of credit and guarantees of debt obligations. As a cooperative, CFC is owned by
and exclusively serves its membership, which consists of not-for-profit entities or subsidiaries or affiliates of not-for-profit
entities. CFC is exempt from federal income taxes under Section 501(c)(4) of the Internal Revenue Code. As a member-
owned cooperative, CFC’s objective is not to maximize profit, but rather to offer members cost-based financial products and
services. CFC funds its activities primarily through a combination of public and private issuances of debt securities, member
investments and retained equity. As a Section 501(c)(4) tax-exempt, member-owned cooperative, we cannot issue equity
securities.

Our financial statements include the consolidated accounts of CFC, National Cooperative Services Corporation (“NCSC”),
Rural Telephone Finance Cooperative (“RTFC”) and subsidiaries created and controlled by CFC to hold foreclosed assets
resulting from defaulted loans or bankruptcy. NCSC is a taxable member-owned cooperative that may provide financing to
members of CFC, government or quasi-government entities which own electric utility systems that meet the Rural
Electrification Act definition of “rural” and for-profit and nonprofit entities that are owned, operated or controlled by, or
provide significant benefits to certain members of CFC. RTFC is a taxable Subchapter T cooperative association that
provides financing for its rural telecommunications members and their affiliates. CFC did not hold, and did not have any
subsidiaries or other entities that held, foreclosed assets as of August 31, 2019 or May 31, 2019. See “Item 1. Business—
Overview” in our 2019 Form 10-K for additional information on the business activities of each of these entities. Unless
stated otherwise, references to “we,” “our” or “us” relate to CFC and its consolidated entities. All references to members
within this document include members, associates and affiliates of CFC and its consolidated entities.
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Our principal operations are organized for management reporting purposes into three business segments: CFC, NCSC and
RTFC. Loans to members totaled $26,300 million as of August 31, 2019, of which 96% was attributable to CFC. We
generated total revenue, which consists of net interest income and fee and other income, of $88 million for the three months
ended August 31, 2019 (“current quarter”), compared with $72 million for the same prior-year period. The substantial
majority of our total revenue is attributable to CFC. We provide information on the financial performance of each of our
business segments in “Note 13—Business Segments.”

Management monitors a variety of key indicators to evaluate our business performance. The following MD&A is intended
to provide the reader with an understanding of our consolidated results of operations, financial condition and liquidity by
discussing the factors influencing changes from period to period and the key measures used by management to evaluate
performance, such as net interest income, net interest yield, loan growth, debt-to-equity ratio, credit quality metrics and also
non-GAAP measures. The MD&A section is provided as a supplement to, and should be read in conjunction with our
unaudited condensed consolidated financial statements and related notes in this Report, our audited consolidated financial
statements and related notes in our 2019 Form 10-K and additional information contained in our 2019 Form 10-K, including
the risk factors discussed under “Part [—Item 1A. Risk Factors,” as well as any risk factors identified under “Part [I—Item
1A. Risk Factors” in this Report.

SUMMARY OF SELECTED FINANCIAL DATA

Table 1 provides a summary of consolidated selected financial data for the three months ended August 31, 2019 and 2018,
and as of August 31, 2019 and May 31, 2019. In addition to financial measures determined in accordance with generally
accepted accounting principles in the United States (“GAAP”), management also evaluates performance based on certain
non-GAAP measures and metrics, which we refer to as “adjusted” measures. Certain financial covenant provisions in our
credit agreements are also based on non-GAAP financial measures. Our key non-GAAP financial measures are adjusted net
income, adjusted net interest income, adjusted interest expense, adjusted net interest yield, adjusted times interest earned
ratio (“adjusted TIER”) and adjusted debt-to-equity ratio. The most comparable GAAP measures are net income, net interest
income, interest expense, net interest yield, TIER and debt-to-equity ratio, respectively. The primary adjustments we make
to calculate these non-GA AP measures consist of (i) adjusting interest expense and net interest income to include the impact
of net periodic derivative cash settlements expense; (ii) adjusting net income, total liabilities and total equity to exclude the
non-cash impact of the accounting for derivative financial instruments; (iii) adjusting total liabilities to exclude the amount
that funds CFC member loans guaranteed by RUS, subordinated deferrable debt and members’ subordinated certificates; and
(iv) adjusting total equity to include subordinated deferrable debt and members’ subordinated certificates and exclude
cumulative derivative forward value gains and losses and accumulated other comprehensive income (“AOCI”). We believe
our non-GAAP adjusted measures, 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
evaluates performance based on these metrics, and certain financial covenants in our committed bank revolving line of
credit agreements and debt indentures are based on adjusted measures. See “Non-GAAP Financial Measures” for a detailed
reconciliation of these adjusted measures to the most comparable GAAP measures.



Table 1: Summary of Selected Financial Data®

Three Months Ended August 31,

(Dollars in thousands) 2019 2018 Change
Statement of operations:

TNEETEST TNCOIMIE ...ttt e e e e e e e e e eeeneeeeeeeeeenesae $ 290,015 § 278,491 4%
INEEIESt EXPEIISE ...vvevvreieeiieiieeieieeie et e et eteseeesaesaesreesaesseessesseessesseenseens (213,271) (210,231) 1
NEt INTETESE INCOMIE ... ...eeeeeieeieieeeeeie et e et e et e e e e e st e e e e e e seaeeesaaeeens 76,744 68,260 12
Fee and other NCOMEDY........ovoeeeeeeeeeeeeeeeeee e 10,941 3,911 180
TOtAl TEVEIUE ...ttt 87,685 72,171 21
Benefit (provision) for 10an 10SSES ..........cccceevevieieiriecieiicieceeceeveenee 30) 109 ok
Derivative gains (108S€5)™........c..ovuiveeieeeeeeeeeeeeeeeeeeeeee e eeee e (395,725) 7,183 ok
Unrealized gains (losses) on equity securities"...........cocovriurererereenenn. 1,620 (726) ok
OPErating XPeNSES™..........ouiveeeeeeeeeeeeeeeeee e (25,329) (23,205) 9
Other non-interest (€XpPense) INCOME.........c.ccveereereeereeeeereereereeeeereeneenes 7,179 (7,494) ok
Income (10ss) before INCOME taAXES ......c.ccceervieeerieeierieeiesieeieseereeeenens (324,600) 48,038 *ok
Income tax benefit (EXPENnSe).......cevvievueireerrierieeieereecreeeeere e 521 (60) ok
Net iNCOME (10SS)...uvvireriieeiiietieteeeeteeeet ettt ettt ettt eas et eaneseanenas $ (324,079) $ 47978 ok
Adjusted operational financial measures

Adjusted interest eXpense™ .............oo.oovoevoeeeeeeeeeeeeeeeee e $ (224,314) $ (223,060) 1
Adjusted net interest INCOME™ ..o 65,701 55,431 19
Adjusted net iNCome™ .............coooiveoieeeeeeeeeeeeeeee e 60,603 27,966 117
Selected ratios

Fixed-charge coverage ratio/TIER® ..........cooovioememeeeeeeeeeereseeseceeeeeese (0.52) 1.23  (175) bps
Adjusted TIER™ ... 1.27 1.13 14
Net nterest YIeld®. ... eeeeen 1.14% 1.04% 10
Adjusted net interest yield™ 7 ..o 0.97 0.85 12
Net charge-off rate™ ... eeeen 0.00 0.00 —



August 31,2019 May 31, 2019 Change

Balance sheet

Cash, cash equivalents and restricted cash...........cccooeevevieiiiiiciiieennne. $ 240,188 $ 186,204 29%
INVEStMENE SECUTTLICS ....veeviieeiieiiieveeeiee ettt ettt et e eve e 633,497 652,977 3)
L0ans t0 MEMBETS™.............coovuurveeriieeeieeseeeseee s 26,299,838 25,916,904 1
Allowance for 10an 10SSES.........cc..coieriieieeiieeiiecieee e (17,565) (17,535) —
L0ans t0 MEMDETS, NET........cccuiiiieieiieieeeeeee e aee e 26,282,273 25,899,369

TOTAL ASSEES.....eeeeiieeeeeeeeeee ettt e et e e e e e e teeeeeseeaaeeeesesareeesenans 27,578,756 27,124,372 2
Short-term DOITOWINGS........ccveivieiiirieiietieiiete ettt ettt et aeaeas 4,027,645 3,607,726 12
Long-term debt .......ccoooviiieiieieieieeee e 19,094,236 19,210,793 )
Subordinated deferrable debt............coovviiiiiiiiiiiieie e 985,981 986,020 —
Members’ subordinated CertifiCates..........oovvvvuviviivreeiieeeeieeeeeeeeeeeneeeen. 1,356,485 1,357,129 —
Total debt outStanding ...........c.cceeevieieiiieieiii e 25,464,347 25,161,668 1
Total HaDIES ....c.vcvveeieeieeieiiciieicetectect ettt aens 26,660,328 25,820,490 3
TOtal @QUILY ...ovivieiiceeeiectee ettt ettt 918,428 1,303,882 (30)
GUATANLEES V) .......oooooeo s 801,327 837,435 “)
Selected ratios period end

Allowance coverage ratio™)..........o.coimimoeeeeeeeeeeeeeeeee e 0.07% 0.07% —bps
Debt-to-eqUIty TAHOM) .. ....oeoeeeeeeeeeeeeee e 29.03 19.80 923
Adjusted debt-to-equity ratio™.............cooovooeeieeeeeeeeeeeeeeeeee e 5.84 5.73 11

** Calculation of percentage change is not meaningful.
(DCertain reclassifications have been made to prior periods to conform to the current period presentation.

@Consists of interest rate swap cash settlements income (expense) and forward value gains (losses). Derivative cash settlement amounts represent net
periodic contractual interest accruals related to derivatives not designated for hedge accounting. Derivative forward value gains (losses) represent
changes in fair value during the period, excluding net periodic contractual interest accruals, related to derivatives not designated for hedge accounting
and amounts reclassified into income related to the cumulative transition adjustment recorded in accumulated other comprehensive income as of June 1,
2001, as a result of the adoption of the derivative accounting guidance that required derivatives to be reported at fair value on the balance sheet.

G Consists of salaries and employee benefits and the other general and administrative expenses components of non-interest expense, each of which are
presented separately on our condensed consolidated statements of operations.

®See “Non-GAAP Financial Measures™ for details on the calculation of these non-GAAP adjusted measures and the reconciliation to the most comparable
GAAP measures.

) Calculated based on net income (loss) plus interest expense for the period divided by interest expense for the period. The fixed-charge coverage ratios
and TIER were the same during each period presented because we did not have any capitalized interest during these periods.

®)Calculated based on annualized net interest income for the period divided by average interest-earning assets for the period.
Dealculated based on annualized adjusted net interest income for the period divided by average interest-earning assets for the period.
®Calculated based on annualized net charge-offs (recoveries) for the period divided by average total outstanding loans for the period.

Oconsists of the outstanding principal balance of member loans plus unamortized deferred loan origination costs, which totaled $11 million as of both
August 31,2019 and May 31, 2019.

(1R eflects the total amount of member obligations for which CFC has guaranteed payment to a third party as of the end of each period. This amount
represents our maximum exposure to loss, which significantly exceeds the guarantee liability recorded on our consolidated balance sheets. See “Note 11
—Guarantees” for additional information.

DCalculated based on the allowance for loan losses at period end divided by total outstanding loans at period end.
U2Calculated based on total liabilities at period end divided by total equity at period end.



EXECUTIVE SUMMARY

Our primary objective as a member-owned cooperative lender is to provide cost-based financial products to our rural electric
members while maintaining a sound financial position required for investment-grade credit ratings on our debt instruments.
Our objective is not to maximize profit; therefore, the rates we charge our member-borrowers reflect our funding costs plus
a spread to cover our operating expenses, a provision for loan losses and earnings sufficient to achieve interest coverage to
meet our financial objectives. Our goal is to earn an annual minimum adjusted TIER of 1.10 and to maintain an adjusted
debt-to-equity ratio at approximately or below 6.00-to-1.

We are subject to period-to-period volatility in our reported GAAP results due to changes in market conditions and
differences in the way our financial assets and liabilities are accounted for under GAAP. Our financial assets and liabilities
expose us to interest-rate risk. We use derivatives, primarily interest rate swaps, as part of our strategy in managing this risk.
Our derivatives are intended to economically hedge and manage the interest-rate sensitivity mismatch between our financial
assets and liabilities. We are required under GAAP to carry derivatives at fair value on our consolidated balance sheet;
however, the financial assets and liabilities for which we use derivatives to economically hedge are carried at amortized
cost. Changes in interest rates and the shape of the swap curve result in periodic fluctuations in the fair value of our
derivatives, which may cause volatility in our earnings because we do not apply hedge accounting for our interest rate
swaps. As a result, the mark-to-market changes in our interest rate swaps are recorded in earnings. Because our derivative
portfolio consists of a higher proportion of pay-fixed swaps than receive-fixed swaps, we generally record derivative losses
when interest rates decline and derivative gains when interest rates rise. This earnings volatility generally is not indicative of
the underlying economics of our business, as the derivative forward fair value gains or losses recorded each period may or
may not be realized over time, depending on the terms of our derivative instruments and future changes in market conditions
that impact the periodic cash settlement amounts of our interest rate swaps. As such, management uses our adjusted non-
GAAP results to evaluate our operating performance. Our adjusted results include realized net periodic interest rate swap
settlement amounts but exclude the impact of unrealized forward fair value gains and losses. Our financial debt covenants
are also based on our non-GAAP adjusted results, as the forward fair value gains and losses related to our interest rate swaps
do not affect our cash flows, liquidity or ability to service our debt.

Financial Performance
Reported Results

We reported a net loss of $324 million for the current quarter, which resulted in a negative TIER of 0.52. In comparison, we
reported net income of $48 million and a TIER of 1.23 for the same prior-year quarter. The significant variance between our
reported results for the current quarter and the same prior-year period was primarily attributable to mark-to-market changes
in the fair value of our derivative instruments. Our debt-to-equity ratio increased to 29.03 as of August 31, 2019, from 19.80
as of May 31, 2019, due to the combined impact of an increase in debt to fund loan growth, an increase in derivative
liabilities and a decrease in equity resulting from our reported net loss of $324 million and the authorization by the CFC
Board of Directors in the current quarter to retire patronage capital of $63 million, which we returned to members in
September 2019.

The variance of $372 million between our reported net loss of $324 million for the current quarter and our reported net
income of $48 million for the same prior-year quarter was driven by a shift in derivative fair value changes of $403 million.
We recorded derivative losses of $396 million during the current quarter, due to decreases in the fair value of our pay-fixed
swaps resulting from a decline in interest rates across the swap curve, with medium- and longer-term interest rates
experiencing a steeper decline than short-term rates. The swap curve remained inverted, as short-term interest rates
continued to exceed medium- and longer-term interest rates as of the end of the current quarter. In comparison, we recorded
derivative gains of $7 million during the comparable prior-year quarter due to a net increase in the fair value of our pay-
fixed swaps resulting from a slight rise in medium and longer-term interest rates. Net interest income, which represented
88% and 95% of total revenue for both the current quarter and same prior-year quarter, increased $8 million, or 12%,
attributable to the combined impact of an increase in the net interest yield of 10 basis points, or 10%, to 1.14%, and an
increase in our average interest-earning assets of $833 million, or 3%. The increase in the net interest yield reflected the
combined impact of an increase in the average yield on interest-earning assets of 5 basis points to 4.30% and a reduction in
our average cost of funds of 4 basis points to 3.36%. The decrease in our average cost of funds was largely due to the
interest savings from the repayment of the 10.375% collateral trust bonds in fiscal year 2019 and the replacement of this
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debt with lower-cost funding, which more than offset an increase in the average cost of our short-term and variable-rate
funding.

Other factors affecting the variance between our current quarter results and the prior-year quarter include an increase in fee
income of $7 million due to higher prepayment fees during the current quarter, a gain of $8 million recorded in connection
with the July 22, 2019 sale of land and the absence of the loss of $7 million on the early redemption of $300 million of
10.375% collateral trust bonds recorded in the prior-year quarter.

Adjusted Non-GAAP Results

Our adjusted net income totaled $61 million and our adjusted TIER was 1.27 for the current quarter, compared with adjusted
net income of $28 million and adjusted TIER of 1.13 for the same prior-year quarter. Our adjusted debt-to-equity ratio
increased to 5.84 as of August 31, 2019, from 5.73 as of May 31, 2019, primarily attributable to an increase in debt to fund
loan growth.

The increase in adjusted net income of $33 million for the current quarter from the comparable prior-year quarter was
attributable to an increase in adjusted net interest income of $10 million, or 19%, the increase in fee income of $7 million
due to higher prepayment fees during the current quarter, the gain of $8 million recorded in connection with the sale of land
and the absence of the loss of $7 million on the early redemption of the collateral trust bonds recorded in the prior-year
quarter. The increase in adjusted net interest income of 19% was driven by an increase in the adjusted net interest yield

of 12 basis points, or 14%, to 0.97%, coupled with the increase in average interest-earning assets of 3%. The increase in the
adjusted net interest yield reflected the combined impact of an increase in the average yield on interest-earning assets of 5
basis points to 4.30% and a reduction in our adjusted average cost of funds of 8 basis points to 3.53%. This reduction also
was largely due to the interest savings from the repayment of the 10.375% collateral trust bonds in fiscal year 2019 and the
replacement of this debt with lower-cost funding, which more than offset an increase in the average cost of our short-term
and variable-rate funding.

See “Non-GAAP Financial Measures” for additional information on our adjusted measures, including a reconciliation of
these measures to the most comparable GAAP measures.

Lending Activity

Loans to members totaled $26,300 million as of August 31, 2019, an increase of $383 million, or 1%, from May 31, 2019.
CFC distribution loans, CFC power supply loans and RTFC loans increased by $329 million, $92 million and $6 million,
respectively, which was partially offset by a decrease in NCSC loans of $45 million. The increase in loans was driven by a
net increase in long-term loans of $479 million, which was offset by a net decrease in revolving line-of-credit loans of $96
million.

Long-term loan advances totaled $888 million during the current quarter, with approximately 73% of those advances for
capital expenditures by members and 19% for the refinancing of loans made by other lenders. In comparison, long-term loan
advances totaled $468 million during the prior-year quarter, with approximately 71% of those advances for capital
expenditures and 25% for refinancing of loans made by other lenders. CFC had long-term fixed-rate loans totaling $110
million that were scheduled to reprice during the current quarter. Of this total, $109 million repriced to a new long-term
fixed rate and $1 million was repaid in full. In comparison, CFC had long-term fixed-rate loans totaling $193 million that
were scheduled to reprice during the same prior-year quarter, of which $96 million repriced to a new long-term fixed rate,
$48 million repriced to a long-term variable rate and $49 million was repaid in full.

Credit Quality

The overall credit quality of our loan portfolio remained high as of August 31, 2019, as evidenced by our continued strong
credit performance metrics. We had no delinquent or nonperforming loans as of August 31, 2019, and we have not
experienced any loan defaults or charge-offs since fiscal year 2017. Outstanding loans to electric utility organizations
represented approximately 99% of total outstanding loan portfolio as of August 31, 2019, unchanged from May 31, 2019.
We historically have had limited defaults and losses on loans in our electric utility loan portfolio. We generally lend to
members on a senior secured basis, which reduces the risk of loss in the event of a borrower default. Of our total loans
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outstanding, 93% were secured and 7% were unsecured as of August 31, 2019, compared to 92% secured and 8% unsecured
as of May 31, 2019. The allowance for loan losses was $18 million as of both August 31, 2019 and May 31, 2019, and the
allowance coverage ratio was 0.07% as of each date.

Financing Activity

We issue debt primarily to fund growth in our loan portfolio. As such, our outstanding debt volume generally increases and
decreases in response to member loan demand. Total debt outstanding increased by $303 million, or 1%, to $25,464 million
as of August 31, 2019, from May 31, 2019, due to an increase in borrowings to fund the increase in loans to members. The
increase was primarily attributable to a net increase in member commercial paper, select notes and daily liquidity fund notes
totaling $519 million, which was partially offset by a net decrease in dealer commercial paper of $115 million, a net
decrease in Federal Agricultural Mortgage Corporation (“Farmer Mac”) notes payable of $92 million and a net decrease in
borrowings under USDA’s Guaranteed Underwriter Program (“Guaranteed Underwriter Program”) of $23 million.
Outstanding dealer commercial paper totaled $830 million as of August 31, 2019, below our targeted maximum threshold of
$1,250 million.

Outlook for the Next 12 Months

We currently expect that our net interest income, adjusted net interest income, tier, adjusted tier, net interest yield and
adjusted net interest yield will increase over the next 12 months, largely due to a projected decrease in our average cost of
funds and an increase in average interest-earning assets.

Long-term debt scheduled to mature over the next 12 months totaled $2,218 million as of August 31, 2019, consisting of
$2,071 million of fixed-rate debt at a weighted average cost of 2.35% and $147 million of variable-rate debt. We believe we
have sufficient liquidity from the combination of existing cash and cash equivalents, member loan repayments, committed
bank revolving lines of credit, committed loan facilities under the Guaranteed Underwriter Program, revolving note
purchase agreements with Farmer Mac and our ability to issue debt in the capital markets, to our members and in private
placements, to meet the demand for member loan advances and satisfy our obligations to repay long-term debt maturing
over the next 12 months. As of August 31, 2019, sources of liquidity readily available for access totaled $7,091 million,
consisting of (i) $231 million in cash and cash equivalents; (ii) up to $1,350 million available under committed loan
facilities under the Guaranteed Underwriter Program; (iii) up to $2,972 million available for access under committed bank
revolving line of credit agreements; (iv) up to $2,238 million available under a revolving note purchase agreement with
Farmer Mac, subject to market conditions; and (v) up to $300 million available under a committed revolving note purchase
agreement with Farmer Mac. On September 25, 2019, we received a commitment letter for the guarantee by RUS of a $500
million loan facility from the Federal Financing Bank under the Guaranteed Underwriter Program.

We believe we can continue to roll over outstanding member short-term debt of $3,198 million as of August 31, 2019, based
on our expectation that our members will continue to reinvest their excess cash in our commercial paper, daily liquidity fund
notes, select notes and medium-term notes. We expect to continue accessing the dealer commercial paper market as a cost-
effective means of satisfying our short-term liquidity needs. Although the intra-period amount of outstanding dealer
commercial paper may fluctuate based on our liquidity requirements, we intend to manage our short-term wholesale funding
risk by maintaining outstanding dealer commercial paper at an amount near or below $1,250 million for the foreseeable
future. We expect to continue to be in compliance with the covenants under our committed bank revolving line of credit
agreements, which will allow us to mitigate roll-over risk, as we can draw on these facilities to repay dealer or member
commercial paper that cannot be refinanced with similar debt.

While we are not subject to bank regulatory capital rules, we generally aim to maintain an adjusted debt-to-equity ratio at
approximately or below 6.00-to-1. Our adjusted debt-to-equity ratio was 5.84 as of August 31, 2019, below our targeted
threshold. Based on our projection of loan advances and adjusted equity over the next 12 months, we anticipate that our
adjusted debt-to-equity ratio will remain below our target threshold of 6.00-to-1.



CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of financial statements in accordance with GAAP requires management to make a number of judgments,
estimates and assumptions that affect the amount of assets, liabilities, income and expenses in the consolidated financial
statements. Understanding our accounting policies and the extent to which we use management’s judgment and estimates in
applying these policies is integral to understanding our financial statements. We provide a discussion of our significant
accounting policies under “Note 1—Summary of Significant Accounting Policies” in our 2019 Form 10-K.

We have identified certain accounting policies as critical because they involve significant judgments and assumptions about
highly complex and inherently uncertain matters, and the use of reasonably different estimates and assumptions could have a
material impact on our results of operations or financial condition. Our most critical accounting policies and estimates
involve the determination of the allowance for loan losses and fair value. We evaluate our critical accounting estimates and
judgments required by our policies on an ongoing basis and update them as necessary based on changing conditions.
Management has discussed significant judgments and assumptions in applying our critical accounting policies with the
Audit Committee of our board of directors. We provide additional information on our critical accounting policies and
estimates under “MD&A—Critical Accounting Policies and Estimates” in our 2019 Form 10-K. See “Item 1A. Risk
Factors” in our 2019 Form 10-K for a discussion of the risks associated with management’s judgments and estimates in
applying our accounting policies and methods.

RECENT ACCOUNTING CHANGES AND OTHER DEVELOPMENTS

Recent Accounting Changes

See “Note I—Summary of Significant Accounting Policies” for information on accounting standards adopted during the
current year, as well as recently issued accounting standards not yet required to be adopted and the expected impact of the
adoption of these accounting standards. To the extent we believe the adoption of new accounting standards has had or will
have a material impact on our consolidated results of operations, financial condition or liquidity, we also discuss the impact
in the applicable section(s) of this MD&A.

CONSOLIDATED RESULTS OF OPERATIONS

The section below provides a comparative discussion of our condensed consolidated results of operations between the three
months ended August 31, 2019 and 2018. Following this section, we provide a comparative analysis of our condensed
consolidated balance sheets as of August 31, 2019 and May 31, 2019. You should read these sections together with our
“Executive Summary—Outlook for the Next 12 Months” where we discuss trends and other factors that we expect will
affect our future results of operations.

Net Interest Income

Net interest income represents the difference between the interest income earned on our interest-earning assets, which
includes loans and investment securities, and the interest expense on our interest-bearing liabilities. Our net interest yield
represents the difference between the yield on our interest-earning assets and the cost of our interest-bearing liabilities plus
the impact from non-interest bearing funding. We expect net interest income and our net interest yield to fluctuate based on
changes in interest rates and changes in the amount and composition of our interest-earning assets and interest-bearing
liabilities. We do not fund each individual loan with specific debt. Rather, we attempt to minimize costs and maximize
efficiency by proportionately funding large aggregated amounts of loans.

Table 2 presents average balances for the three months ended August 31, 2019 and 2018, and for each major category of our
interest-earning assets and interest-bearing liabilities, the interest income earned or interest expense incurred, and the
average yield or cost. Table 2 also presents non-GAAP adjusted interest expense, adjusted net interest income and adjusted
net interest yield, which reflect the inclusion of net accrued periodic derivative cash settlements expense in interest expense.
We provide reconciliations of our non-GAAP adjusted measures to the most comparable GAAP measures under “Non-
GAAP Financial Measures.”



Table 2: Average Balances, Interest Income/Interest Expense and Average Yield/Cost

Three Months Ended August 31,

(Dollars in thousands) 2019 2018
Interest Average Interest Average
Average Income/ Yield/ Average Income/ Yield/

Assets: Balance Expense Cost Balance Expense Cost
Long-term fixed-rate toans™™ $ 23,358,728 $ 258,478 4.40% $ 22,695,516 $ 251,801 4.40%
Long-term variable-rate loans 993,105 9,756 3.91 1,071,550 9,381 3.47
Line of credit 10ans ...........cccoeevirrieenennccneenne 1,712,082 16,033 3.73 1,422,853 11,633 3.24
TDR 1080 .....ooooooo 11,786 206 695 12,552 218 6.89
Other income, net™................cooovvomerveerrere.. — (284) — — (325) —
Total 10ANS........cevvreeeiirieiecee e 26,075,701 284,189 4.34 25,202,471 272,708 4.29
Cash, time deposits and investment securities....... 768,763 5,826 3.01 809,409 5,783 2.83
Total interest-earning assets................................ $ 26,844,464 $ 290,015 4.30% $ 26,011,880 $ 278,491 4.25%
Other assets, less allowance for loan losses........... 605,697 726,260
TOtal @SSELS ....vevieeeeeiieieiecee e $ 27,450,161 $ 26,738,140
Liabilities:
Short-term bOrrOWINgS .........ccoeveeeuereeririeeeieieeine $ 3,513,191 § 22,822 2.58% $ 3,519,995 $ 19,419 2.19%
Medium-term NOteS........cecevvereerereeieeeieneerieeennes 3,571,967 32,076 3.57 3,757,196 32,410 342
Collateral trust bonds..........cccccoeveerirnecreneeene 7,385,085 65,381 3.52 7,474,361 77,705 4.12
Guaranteed Underwriter Program notes payable... 5,398,324 40,433 2.98 4,848,435 35,334 2.89
Farmer Mac notes payable...........cccceeveveerivrennnne. 3,031,600 25,074 3.29 2,790,527 21,111 3.00
Other notes payable.............c.ccoevvevevveveevveereereerenns 22,529 254 4.49 29,877 322 4.28
Subordinated deferrable debt..............ccccreireene 986,014 12,882 5.20 742,422 9,417 5.03
Subordinated certificates............cooueeveuieeeieevneennns 1,356,145 14,349 4.21 1,377,954 14,513 4.18
Total interest-bearing liabilities.......................... $ 25,264,855 $ 213,271 3.36% $ 24,540,767 $ 210,231 3.40%
Other liabilities..........cooeoiveieneiecececee 1,012,301 697,954
Total labilities .......coceeeeeerieeirieieeeeeeeeeeee e 26,277,156 25,238,721
Total @QUILY ....c.oovveeveveeeereceeeeceeeeeee e 1,173,005 1,499,419
Total liabilities and eqUity........c.cceevevververrerrerrennenne. m m
Net interest spread™® ..o, 0.94% 0.85%
Impact of non-interest bearing funding® ............. 0.20 0.19
Net interest income/net interest yield® ................. $ 76,744 1.14% $ 68,260 1.04%
Adjusted net interest income/adjusted net
interest yield:
Interest income $ 290,015 4.30% $ 278,491 4.25%
Interest EXPense........cceevveeeeriereerieniereeeee s 213,271 3.36 210,231 3.40
Add: Net accrued periodic derivative cash

settlement” ..o, 11,043 0.41 12,829 0.46
Adjusted interest expense/adjusted average cost® $ 224,314 3.53% $ 223,060 3.61%
Adjusted net interest spread(4) ................................ 0.77% 0.64%
Impact of non-interest bearing funding®™ .............. 0.20 0.21
Adjgsteg)net interest income/adjusted net interest

VIEId™ $ 65,701 0.97% $ 55,431 0.85%

Dinterest income on long-term, fixed-rate loans includes loan conversion fees, which are generally deferred and recognized as interest income using the

effective interest method.
(2)Troubled debt restructuring (“TDR”) loans.



@ onsists of late payment fees and net amortization of deferred loan fees and loan origination costs.

4 . . . . .

( )Net interest spread represents the difference between the average yield on total average interest-earning assets and the average cost of total average
interest-bearing liabilities. Adjusted net interest spread represents the difference between the average yield on total average interest-earning assets and
the adjusted average cost of total average interest-bearing liabilities.

B C e .

( )Includes other liabilities and equity.

©INet interest yield is calculated based on annualized net interest income for the period divided by total average interest-earning assets for the period.

mRepresents the impact of net accrued periodic interest rate swap settlements during the period. This amount is added to interest expense to derive non-
GAAP adjusted interest expense. The average (benefit)/cost associated with derivatives is calculated based on annualized net accrued periodic interest
rate swap settlements during the period divided by the average outstanding notional amount of derivatives during the period. The average outstanding
notional amount of interest rate swaps was $10,752 million and $10,955 million for the three months ended August 31, 2019 and 2018, respectively.

(S)Adjusted interest expense consists of interest expense plus net accrued periodic interest rate swap cash settlements expense during the period. Net
accrued periodic derivative cash settlements are reported on our condensed consolidated statements of operations as a component of derivative gains
(losses). Adjusted average cost is calculated based on annualized adjusted interest expense for the period divided by total average interest-bearing
liabilities during the period.

(9)Adjusted net interest yield is calculated based on annualized adjusted net interest income for the period divided by total average interest-earning assets
for the period.

Table 3 displays the change in net interest income between periods and the extent to which the variance is attributable to:

(i) changes in the volume of our interest-earning assets and interest-bearing liabilities or (ii) changes in the interest rates of
these assets and liabilities. The table also presents the change in adjusted net interest income between periods. Changes that
are not solely due to either volume or rate are allocated to these categories on a pro-rata basis based on the absolute value of
the change due to average volume and average rate.
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Table 3: Rate/Volume Analysis of Changes in Interest Income/Interest Expense

Three Months Ended August 31,

2019 versus 2018

Total Variance due to:"
(Dollars in thousands) Variance Volume Rate
Interest income:
Long-term fixed-rate 10ans...........c.cccoeeveeeevrieiecieeece e $ 6,677 $ 6,650 $ 27
Long-term variable-rate 10ans .............cccceevvervieviieeenieseenreenenns 375 (711) 1,086
Line of credit Loans.........cceiveuieeeeeeieeeeeeeeeeeeee e 4,400 2,326 2,074
Restructured 10ans ..........cooveeevieeiiiciiceiece e 12) a4 2
Other INCOME, NEL .....veiieeiieeeieeeeee et 41 — 41
TOtAl IOANS ....ooeiiiiciiieeeee e 11,481 8,251 3,230
Cash, time deposits and investment SECUTties ..............ccveveeuneane 43 (305) 348
INtEreSt INCOIME .....oeivviiiieiee e 11,524 7,946 3,578
Interest expense:
Short-term DOITOWINGS.........ccoveiierrieieieeieereeeeere e 3,403 90) 3,493
Medium-termm NOLES ......ccververeierrieieieeteeeeereseeseeseesseseenseseaenaeas (334) (1,682) 1,348
Collateral trust BONdS..........ccoeievuieeieeiiieie e (12,324) (1,138) (11,186)
Guaranteed Underwriter Program notes payable ............c.cccc..... 5,099 3,900 1,199
Farmer Mac notes payable............ccccvevvieieviiieenieeeie e 3,963 1,761 2,202
Other notes payable ..........ccoocerieeienieieeeee e (68) (80) 12
Subordinated deferrable debt.............cocovvviveiiiiiiiiiiieieeeeeeee 3,465 3,056 409
Subordinated Certificates ...........ovverieevreerieerieiie e (164) (269) 105
INEETESt EXPENSE ...eeevieniieeieeiie ettt ettt sre e 3,040 5,458 (2,418)
Net INterest INCOMEC.........eeeuveeeeeeeeeteeeeeeeeeeeeeeereeeeereeeereeeereeeens $ 8484 § 2,488 $ 5,996
Adjusted net interest income:
INLETESt INCOME ... $ 11,524 § 7,946 $ 3,578
INEETESt EXPENSE ...eevvieeiieeieeiie ettt ettt e seee e s beeeaee s 3,040 5,458 (2,418)
Net accrued periodic derivative cash settlements expense™...... (1,786) (272) (1,514)
Adjusted interest expensem ......................................................... 1,254 5,186 (3,932)
Adjusted net interest INCOME ..........ccvevvereerrereereereerrereesrennennens $ 10,270 $ 2,760 $ 7,510

( )The changes for each category of interest income and interest expense are divided between the portion of change attributable to the variance in volume
and the portion of change attributable to the variance in rate for that category. The amount attributable to the combined impact of volume and rate has
been allocated to each category based on the proportionate absolute dollar amount of change for that category.

( )For net accrued periodic derivative cash settlements, the variance due to average volume represents the change in derivative cash settlements resulting
from the change in the average notional amount of derivative contracts outstanding. The variance due to average rate represents the change in derivative
cash settlements resulting from the net difference between the average rate paid and the average rate received for interest rate swaps during the period.

@ See “Non-GAAP Financial Measures” for additional information on our adjusted non-GAAP measures.

Reported Net Interest Income

Reported net interest income of $77 million for the current quarter was up $8 million, or 12%, from the comparable prior-
year quarter, driven by an increase in the net interest yield of 10% (10 basis points) to 1.14%, coupled with an increase in
average interest-earning assets of 3%.
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* Net Interest Yield: The increase of 10 basis points in the net interest yield for the current quarter reflected the combined
impact of an increase in the average yield on interest-earning assets of 5 basis points to 4.30% and a decrease in the
average cost of funds of 4 basis points to 3.36%. The increase in the average yield on interest-earning assets was
attributable to higher rates on our line of credit and variable-rate loans due to the overall rise in short-term interest rates
during fiscal year 2019. Although medium- and longer-term interest rates experienced a steep decline during the current
quarter relative to the same prior-year quarter, the average yield on our long-term fixed rate loan portfolio remained
stable. The decrease in our average cost of funds was largely due to the interest cost savings from the repayment of the
$1 billion aggregate principal amount of the 10.375% collateral trust bonds in the first half of fiscal year 2019 and the
replacement of this debt with lower-cost funding. These amounts more than offset the increase in the average cost of our
short-term, variable-rate borrowings resulting from the rise in short-term interest rates during fiscal year 2019 and an
increase in the average cost of subordinated deferrable debt resulting from the issuance of $250 million of 5.50%
subordinated deferrable debt in May 2019.

* Average Interest-Earning Assets: The increase in average interest-earning assets of 3% during the current quarter was
driven by growth in average total loans of $873 million, or 3%, as members obtained advances to fund capital
investments and refinanced with us loans made by other lenders.

Adjusted Net Interest Income

Adjusted net interest income of $66 million for the current quarter was up $10 million, or 19%, from the comparable prior-
year quarter, driven by an increase in the adjusted net interest yield of 12 basis points, or 14%, to 0.97% and the increase in
average interest-earning assets of 3%.

* Adjusted Net Interest Yield: The increase in the adjusted net interest yield was primarily due to the combined impact of
an increase in the average yield on interest-earning assets of 5 basis points to 4.30% and a reduction in our adjusted
average cost of funds of 8 basis points to 3.53%. As noted above, the increase in the average yield on interest-earning
assets was attributable to higher rates on our line of credit and variable-rate loans due to the overall rise in short-term
interest rates during fiscal year 2019. The reduction in our adjusted average cost of funds was also largely attributable to
the interest cost savings from the repayment of the $1 billion aggregate principal amount of the 10.375% collateral trust
bonds and the replacement of this debt with lower-cost funding, as well as a reduction in net derivative cash settlements
expense amounts. Together these amounts more than offset the increase in the average cost of our short-term, variable-
rate borrowings resulting from the rise in short-term interest rates during fiscal year 2019 and the increase in the average
cost of subordinated deferrable debt resulting from the issuance of $250 million of 5.50% subordinated deferrable debt in
May 2019.

* Average Interest-Earning Assets: The increase in average interest-earning assets of 3% was driven by the growth in
average total loans of $873 million.

We include net accrued periodic derivative cash settlements during the period in the calculation of our adjusted average cost
of funds, which, as a result, also impacts the calculation of adjusted net interest income and adjusted net interest yield. Net
periodic derivative cash settlement expense totaled $11 million for the current quarter, down from $13 million for the same
prior-year quarter. See “Non-GAAP Financial Measures” for additional information on our adjusted measures, including a
reconciliation of these measures to the most comparable GAAP measures.

Provision for Loan Losses

Our provision for loan losses in each period is primarily driven by the level of allowance that we determine is necessary for
probable incurred loan losses inherent in our loan portfolio as of each balance sheet date. The allowance for loan losses was
$18 million as of both August 31, 2019 and May 31, 2019.

We recorded a provision for loan losses of less than $1 million for the current quarter. In comparison, we recorded a benefit
for loan losses of less than $1 million for the same prior-year quarter. The credit quality and performance statistics of our
loan portfolio remain strong. We had no payment defaults or charge-offs during the quarter, and no delinquent loans or
nonperforming loans in our loan portfolio as of August 31, 2019 or May 31, 2019.
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We provide additional information on our allowance for loan losses under “Credit Risk—Allowance for Loan Losses” and
“Note 5—Allowance for Loan Losses” of this Report. For a description of our methodology for determining the allowance
for loan losses, see “MD&A—Critical Accounting Policies and Estimates—Allowance for Loan Losses” and “Note 1—
Summary of Significant Accounting Policies—Allowance for Loan Losses” in our 2019 Form 10-K.

Non-Interest Income

Non-interest income consists of fee and other income, gains and losses on derivatives not accounted for in hedge accounting
relationships and unrealized gains and losses on equity securities.

Table 4 presents the components of non-interest income for the three months ended August 31, 2019 and 2018.

Table 4: Non-Interest Income

Three Months Ended August 31,

(Dollars in thousands) 2019 2018
Non-interest income:

Fee and other INCOME .......ovvevveeeeeeeeeeeeeeeeee e $ 10,941 $ 3911
Derivative gains (I0SS€S) .......cceevveriieiirieiiieerie et eee e (395,725) 7,183

Unrealized gains (losses) on equity securities .... 1,620 (726)
Total NON-INTETESt INCOME ........eeevveeereeereeeieeereeeereeeee e ereens $ (383,164) $ 10,368

The significant variance in non-interest income between periods was primarily attributable to changes in the net derivative
gains (losses) recognized in our condensed consolidated statements of operations. In addition, fee and other income
increased by $7 million due to higher prepayment fees during the current quarter.

Derivative Gains (Losses)

Our derivative instruments are an integral part of our interest rate risk management strategy. Our principal purpose in using
derivatives is to manage our aggregate interest rate risk profile within prescribed risk parameters. The derivative instruments
we use primarily include interest rate swaps, which we typically hold to maturity. In addition, we may on occasion use
treasury locks to manage the interest rate risk associated with debt that is scheduled to reprice in the future. The primary
factors affecting the fair value of our derivatives and derivative gains (losses) recorded in our results of operations include
changes in interest rates, the shape of the swap curve and the composition of our derivative portfolio. We generally do not
designate our interest rate swaps, which currently account for the substantial majority of our derivatives, for hedge
accounting. Accordingly, changes in the fair value of interest rate swaps are reported in our condensed consolidated
statements of operations under derivative gains (losses). However, we typically designate treasury locks as cash flow
hedges. We did not have any derivatives designated as accounting hedges as of August 31, 2019 or May 31, 2019.

We currently use two types of interest rate swap agreements: (i) we pay a fixed rate of interest and receive a variable rate of
interest (“pay-fixed swaps”); and (ii) we pay a variable rate of interest and receive a fixed rate of interest (“receive-fixed
swaps”). The interest amounts are based on a specified notional balance, which is used for calculation purposes only. The
benchmark variable rate for the substantial majority of the floating rate payments under our swap agreements is 3-month
London Interbank Offered Rate (“LIBOR”). As interest rates decline, pay-fixed swaps generally decrease in value and result
in the recognition of derivative losses, as the amount of interest we pay remains fixed, while the amount of interest we
receive declines. In contrast, as interest rates rise, pay-fixed swaps generally increase in value and result in the recognition
of derivative gains, as the amount of interest we pay remains fixed, but the amount we receive increases. With a receive-
fixed swap, the opposite results occur as interest rates decline or rise. Because our pay-fixed and receive-fixed swaps are
referenced to different maturity terms along the swap curve, different changes in the swap curve—parallel, flattening,
inversion or steepening—will also impact the fair value of our derivatives.

Table 5 presents the components of net derivative gains (losses) recorded in our results of operations. Derivative cash
settlements expense represents the net periodic contractual interest amount for our interest-rate swaps for the reporting
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period. Derivative forward value gains (losses) represent the change in fair value of our interest rate swaps during the
reporting period due to changes in expected future interest rates over the remaining life of our derivative contracts.

Table 5: Derivative Gains (Losses)

Three Months Ended August 31,

(Dollars in thousands) 2019 2018
Derivative gains (losses) attributable to:

Derivative cash settlements €Xpense ..........cccceevveeeerneeeenreenenens S (11,043) $ (12,829)
Derivative forward value gains (10SS€S) .........cceevvreveriercverienrennns (384,682) 20,012
Derivative gains (I0SSES).......ccuevvieiierieiiierieriereeeie et $ (395,725) $ 7,183

The net derivative losses of $396 million in the current quarter were attributable to a net decrease in the fair value of our
pay-fixed swaps resulting from a decline in interest rates across the swap curve, with medium- and longer-term interest rates
experiencing a steeper decline than short-term rates. The swap curve remained inverted, as short-term interest rates
continued to exceed medium- and longer-term interest rates as of the end of the current quarter, as depicted by the

August 31, 2019 and May 31, 2019 swap curves presented in the chart below.

The net derivative gains of $7 million in the same prior-year quarter were attributable to a net increase in the fair value of
our pay-fixed swaps resulting from a slight increase in medium-and long-term interest rates, as depicted by the
August 31, 2018 and May 31, 2018 swap curves presented in the below chart.

Our derivative portfolio consists of a higher proportion of pay-fixed swaps than receive-fixed swaps, with pay-fixed swaps
representing approximately 68% of the outstanding notional amount of our derivative portfolio as of both August 31, 2019
and May 31, 2019. The profile of our interest rate swap portfolio, however, may change as a result of changes in market
conditions and actions taken to manage exposure to interest rate risk. The average remaining maturity of our pay-fixed and
receive-fixed swaps was 18 years and four years, respectively, as of August 31, 2019. In comparison, the average remaining
maturity of our pay-fixed and receive-fixed swaps was 19 years and four years, respectively, as of August 31, 2018.

Derivative Cash Settlements

As indicated in Table 5 above, net periodic derivative cash settlement expense totaled $11 million and $13 million for the
three months ended August 31, 2019 and 2018, respectively. Table 6 displays, by swap agreement type, the average notional
amount outstanding and the weighted-average interest rate paid and received for derivative cash settlements during each
respective period.

Table 6: Derivative Cash Settlements Expense—Average Notional Amounts and Interest Rates

Three Months Ended August 31,

2019 2018
Average Weighted- Weighted- Average Weighted- Weighted-
Notional Average Average Notional Average Average
(Dollars in thousands) Balance Rate Paid Rate Received Balance Rate Paid Rate Received
Pay-fixed swaps.....c..cccceennene. $ 7,353,402 2.84% 2.39% $ 7,194,857 2.81% 2.32%
Receive-fixed swaps.............. 3,399,000 3.09 2.56 3,760,141 2.96 2.52
Total...cooeieieicieeee $10,752,402 2.92% 2.44%  $10,954,998 2.86% 2.39%
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Comparative Swap Curves

The chart below provides comparative swap curves as of the end of August 31, 2019, May 31, 2019, August 31, 2018 and
May 31, 2018.

Comparative Swap Curves

3.50%
2.92% 2.95%
3.00% 2.87%
'ol'.ocoo‘ eo oo 2.88% 2.91%
2.81%
2.50%
- =0 230%
2.09% - -
2.00% - 1.92¢%, _——__.-—
1.54%
1.50% 1.32% 1.38%
1.00%
0.50%
0.00% ‘ | ‘ ‘ |
3-month LIBOR 2-year swap rate 5-year swap rate 10-year swap rate 30-year swap rate

eeWee May3l,2018 =——fll=—— Aug3l,2018 = @ = May3l, 2019 == Aug 31,2019

Benchmark rates obtained from Bloomberg.
See “Note 9—Derivative Instruments and Hedging Activities” for additional information on our derivative instruments.
Non-Interest Expense

Non-interest expense consists of salaries and employee benefit expense, general and administrative expenses, gains and
losses on the early extinguishment of debt and other miscellaneous expenses.

Table 7 presents the components of non-interest expense recorded in results of operations for the three months ended
August 31, 2019 and 2018.
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Table 7: Non-Interest Expense

Three Months Ended August 31,

(Dollars in thousands) 2019 2018
Non-interest expense:

Salaries and employee benefits .........c.ccoeeveerieciieieciiiieieeeee, $ (12,942) §$ (12,682)
Other general and administrative €Xpenses ..........ccoceevvervrevennenns (12,387) (10,523)
Losses on early extinguishment of debt ...............cceevviiiienennnn. — (7,100)
Other non-interest (€Xpense) iNCOME.........c.cceerverreervereerreneennens 7,179 (394)
Total NON-INLErESt EXPENSE .....vvevieerireeeriereereeteereereeereeeee e eeneaeas S (18,150) $ (30,699)

Non-interest expense of $18 million for the current quarter decreased by $13 million, or 41%, from the same prior-year
quarter. The decrease was largely due to the gain of $8 million recorded in connection with the July 22, 2019 sale of land
and the absence of the loss of $7 million on the early redemption of $300 million of 10.375% collateral trust bonds in the
prior-year quarter.

Net Income (Loss) Attributable to Noncontrolling Interests

Net income (loss) attributable to noncontrolling interests represents 100% of the results of operations of NCSC and RTFC,
as the members of NCSC and RTFC own or control 100% of the interest in their respective companies. The fluctuations in
net income (loss) attributable to noncontrolling interests are primarily due to changes in the fair value of NCSC’s derivative
instruments recognized in NCSC’s earnings.

We recorded a net loss attributable to noncontrolling interests of $2 million for the current quarter. In comparison, we
recorded net income attributable to noncontrolling interests of less than $1 million for the same prior-year quarter.

CONSOLIDATED BALANCE SHEET ANALYSIS

Total assets of $27,579 million as of August 31, 2019 increased by $454 million, or 2%, from May 31, 2019, primarily due
to growth in our loan portfolio. Total liabilities of $26,660 million as of August 31, 2019 increased by $840 million, or 3%,
from May 31, 2019, primarily due to debt issuances to fund loan growth and an increase in our derivative liabilities,
attributable to a decrease in the fair value of our pay-fixed swaps. Total equity decreased by $385 million to $918 million as
of August 31, 2019, attributable to our reported net loss of $324 million during the three months ended August 31, 2019 and
the CFC Board of Directors authorization in the current quarter to retire patronage capital of $63 million.

Following is a discussion of changes in the major components of our assets and liabilities during the three months ended
August 31, 2019. Period-end balance sheet amounts may vary from average balance sheet amounts due to liquidity and
balance sheet management activities that are intended to manage liquidity requirements for the company and our market risk
exposure in accordance with our risk appetite.

Loan Portfolio

We offer long-term loans that provide borrowers the option to select fixed- and variable-rate loan advances and line of credit
loans. The substantial majority of loans in our portfolio represent fixed-rate advances under secured long-term facilities with
terms up to 35 years. Line of credit loans are typically variable-rate revolving facilities and are generally unsecured.

Loans Outstanding

Table 8 summarizes loans to members, by loan type and by member class, as of August 31, 2019 and May 31, 2019. As

indicated in Table 8, long-term fixed-rate loans accounted for 90% and 89% of loans to members as of August 31, 2019 and
May 31, 2019, respectively.
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Table 8: Loans Outstanding by Type and Member Class

August 31, 2019 May 31, 2019
(Dollars in thousands) Amount % of Total Amount % of Total Change
Loans by type:
Long-term loans:

Fixed-rate .....cccooevevieieirieieceeiens $ 23,677,234 90% $ 23,094,253 89% 3 582,981

Variable-rate..........coovveevevevneninnennn. 962,541 4 1,066,880 4 (104,339)
Total long-term loans...........c.ccoceeuennee. 24,639,775 94 24,161,133 93 478,642
Lines of credit.........cocovvveeeneiiicieeen. 1,648,824 6 1,744,531 7 (95,707)
Total loans outstanding........................ 26,288,599 100 25,905,664 100 382,935
Deferred loan origination costs ........... 11,239 — 11,240 — (1)
Loans to members..........ccc.coeeveeennn.n. $ 26,299,838 100% $ 25,916,904 100% $ 382,934
Loans by member class:
CFC:

Distribution .........ccoeceeevevieecieneeieinnns $ 20,484,460 78% $ 20,155,266 78% $ 329,194

Power supply ......ccceeevvriienininene 4,671,035 18 4,578,841 18 92,194

Statewide and associate..................... 84,212 — 83,569 — 643
CFC total ....ccoeveiieieieeeee e 25,239,707 96 24,817,676 96 422,031
NCSC..ooieeeeeeeeeeeeee e 697,791 3 742,888 3 (45,097)
RTFC oo 351,101 1 345,100 1 6,001
Total loans outstanding........................ 26,288,599 100 25,905,664 100 382,935
Deferred loan origination costs ........... 11,239 — 11,240 — (1)
Loans to members..........cccocoeveeennn.. $ 26,299,838 100% $ 25,916,904 100% $ 382,934

Loans to members totaled $26,300 million as of August 31, 2019, an increase of $383 million, or 1%, from May 31, 2019.
The increase was primarily due to an increase in CFC distribution loans, CFC power supply loans and RTFC loans of $329
million, $92 million and $6 million, respectively, which was partially offset by a decrease in NCSC loans of $45 million.

Long-term loan advances totaled $888 million during the three months ended August 31, 2019, with approximately 73% of
those advances for capital expenditures by members and 19% for the refinancing of loans made by other lenders. In
comparison, long-term loan advances totaled $468 million during the prior year three months ended August 31, 2018, with
approximately 71% of those advances for capital expenditures by members and 25% for refinancing of loans made by other
lenders.

We provide additional information on our loan product types in “Item 1. Business—Loan Programs” and “Note 4—Loans”
in our 2019 Form 10-K. See “Debt—Collateral Pledged” below for information on encumbered and unencumbered loans
and “Credit Risk Management” for information on the credit risk profile of our loan portfolio.

Loan Retention Rate

Table 9 presents a summary of the options selected by borrowers for CFC’s long-term fixed-rate loans that repriced, in
accordance with our standard loan repricing provisions, during the three months ended August 31, 2019 and fiscal year
2019. At the repricing date, the borrower has the option of (i) selecting CFC’s current long-term fixed rate for a term of
between one year and up to the final maturity of the loan; (ii) selecting CFC’s current long-term variable rate; or (iii)
repaying the loan in full.
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Table 9: Historical Retention Rate and Repricing Selection"

Three Months Ended Fiscal Year Ended
August 31, 2019 May 31, 2019

(Dollars in thousands) Amount % of Total Amount % of Total
Loans retained:

Long-term fixed rate selected ..........ccocovvviniiinnne $ 108,925 99% § 568,252 75%

Long-term variable rate selected...........cccocoovenen. 267 — 123,636 16
Total loans retained by CFC........ccocoevviviiiniinnne. 109,192 99 691,888 91
Loans repaid ........cccoovviiiniiniiiiiiiie 864 1 69,250 9
TOLAL et $ 110,056 100% S 761,138 100%

(I)Does not include NCSC and RTFC loans.

As shown in Table 9, of the loans that repriced during the three months ended August 31, 2019 and fiscal year 2019, the
substantial majority of borrowers selected a new long-term fixed or variable rate. The average retention rate, which is
calculated based on the election made by the borrower at the repricing date, was 96% for CFC loans that repriced during the
three fiscal year period ended May 31, 2019.

Debt

We utilize both short-term borrowings and long-term debt as part of our funding strategy and asset/liability interest rate risk
management. We seek to maintain diversified funding sources across products, programs and markets to manage funding
concentrations and reduce our liquidity or debt rollover risk. Our funding sources include a variety of secured and unsecured
debt securities in a wide range of maturities to our members and affiliates and in the capital markets.

Debt Outstanding

Table 10 displays the composition, by product type, of our outstanding debt as of August 31, 2019 and May 31, 2019. Table
10 also displays the composition of our debt based on several additional selected attributes.
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Table 10: Total Debt Outstanding

(Dollars in thousands) August 31, 2019 May 31, 2019 Change
Debt product type:
Commercial paper:
MEMDETS, AL PAL.....cvevevieieeiereeieeeeereeeee et $ 1,240,830 $ 1,111,795 $ 129,035
Dealer, net of diSCOUNtS ........cccvieevieeieeiierieeieecieeieeen 829,763 944,616 (114,853)
Total commercial PapPer........ccccveevereeeienieieeieie e 2,070,593 2,056,411 14,182
Select notes t0 MEMDETS........ccvevvvviiieeeieeiieeeeeee e 1,277,927 1,023,952 253,975
Daily liquidity fund notes to members..........c.ccoecverveenrennenne. 435,070 298,817 136,253
Medium-term notes:
MEMDETS, At PAT......ceviierereeeereeereieeeeereeereseeseesseeseesseens 662,263 625,626 36,637
Dealer, net of diSCOUNTS ........eeviviiiiiiiiiiiiiiiiee e 2,916,200 2,942,045 (25,845)
Total Medium-term NOLES ......eeeevvveeveiieeiieeeeeeeeeeeeeee e 3,578,463 3,567,671 10,792
Collateral trust bonds .........ccceeeveeviieciienieeiecreeeecee e 7,387,636 7,383,732 3,904
Guaranteed Underwriter Program notes payable................... 5,387,155 5,410,507 (23,352)
Farmer Mac notes payable .........ccccecvevvieieniieiienieeieneeeeeenes 2,962,478 3,054,914 (92,436)
Other notes payable.........ccocvvevieienieierieieceeeeeee e 22,559 22,515 44
Subordinated deferrable debt ..........ccoovveeeiieiieeiieiieiieeie, 985,981 986,020 (39)
Members’ subordinated certificates:
Membership subordinated certificates ............cccccvevenenne. 630,474 630,474 —
Loan and guarantee subordinated certificates .................. 504,841 505,485 (644)
Member capital SECUTILIES......ccvrerveerreriierieeieesie e 221,170 221,170 —
Total members’ subordinated certificates.........ccoovveevevvnnnee... 1,356,485 1,357,129 (644)
Total debt outstanding..............cceeeveveverreeverereeeeeeereeeeeeenenes $ 25,464,347 $ 25,161,668 $ 302,679
Security type:
Secured debt......covieiiiieicieeeee e 62% 63%
Unsecured debt.........oooveiiiieniiieieceeeeeee s 38 37
TOAL ..o 100% 100%
Funding source:
IMEIMDETS. ....c.vieeriieienreeieeie et eteetebeeteebe e e e eese s e ereesseeseenseens 20% 18%
Private placement:
Guaranteed Underwriter Program notes payable ............. 21 21
Farmer Mac notes payable ..........ccccoevveririeninienieeee 12 12
Total private placement............ccocevereiereecienieeeieeeeeeeees 33 33
Capital MArkets ........cceeieriiiieriieiese e 47 49
TOtal e e 100% 100%
Interest rate type:
Fixed-rate debt ..........ccooeeeiiiiiiieiiiieeeeeeeee e 76% 77%
Variable-rate debt........cccoccvivviiiniiiiiieieeceee e 24 23
TOLAL ettt 100% 100%
Interest rate type, including the impact of swaps:
Fixed-rate debt™) ..........coocovmiviieeeeeeeeeee e 91% 93%
Variable-rate debt'® ...........ccooviuiveeeeeeeeeeeeeseeeeeee e 9 7
TOAL ..o 100% 100%
Maturity classification:”
Short-term bOITOWINES .......covevvererierreieieieieeeeeeeeseeeeenene 16% 14%
Long-term and subordinated debt™® ................cccoocovvirinnnn. 84 86
0] 7Y TR 100% 100%
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D Includes variable-rate debt that has been swapped to a fixed rate, net of any fixed-rate debt that has been swapped to a variable rate.

@ Includes fixed-rate debt that has been swapped to a variable rate, net of any variable-rate debt that has been swapped to a fixed rate. Also includes
commercial paper notes, which generally have maturities of less than 90 days. The interest rate on commercial paper notes does not change once the note
has been issued; however, the interest rate for new commercial paper issuances changes daily.

® Borrowings with an original contractual maturity of one year or less are classified as short-term borrowings. Borrowings with an original contractual
maturity of greater than one year are classified as long-term debt.

@ Consists of long-term debt, subordinated deferrable debt and total members’ subordinated debt reported on the condensed consolidated balance sheets.
Maturity classification is based on the original contractual maturity as of the date of issuance of the debt.

Our outstanding debt volume generally increases and decreases in response to member loan demand. As outstanding loan
balances increased during the three months ended August 31, 2019, our debt volume also increased. Total debt outstanding
of $25,464 million as of August 31, 2019, increased by $303 million or 1%, from May 31, 2019, due to an increase in
borrowings to fund the increase in loans to members. The increase was primarily attributable to net increases in member
commercial paper, select notes and daily liquidity fund notes of $519 million, partially offset by a net decrease in
commercial paper sold through dealers of $115 million, a net decrease in Farmer Mac notes payable of $92 million and a net
decrease in borrowings under the Guaranteed Underwriter Program of $23 million.

On September 13, 2019, we provided notice to investors that we will redeem all $300 million outstanding principal amount
of our 2.30% collateral trust bonds due November 15, 2019 on October 15, 2019.

Member Investments

Debt securities issued to our members represent an important, stable source of funding. Table 11 displays outstanding
member debt, by debt product type, as of August 31, 2019 and May 31, 2019.

Table 11: Member Investments

August 31, 2019 May 31, 2019
(Dollars in thousands) Amount % of Total ¥ Amount % of Total ¥ Change
Commercial paper .........c..cccceeeveenenen. $ 1,240,830 60% $ 1,111,795 54% $ 129,035
Select NOtES.....c.vveveeeeeeeceeeeeeeceee e 1,277,927 100 1,023,952 100 253,975
Daily liquidity fund notes..................... 435,070 100 298,817 100 136,253
Medium-term notes .............coeveeenneenn. 662,263 19 625,626 18 36,637
Members’ subordinated certificates..... 1,356,485 100 1,357,129 100 (644)
Total outstanding member debt........... $ 4,972,575 $ 4,417,319 $ 555,256
Percentage of total debt outstanding.... 20% 18%

M Represents outstanding debt attributable to members for each debt product type as a percentage of the total outstanding debt for each debt product type.

Member investments totaled $4,973 million and accounted for 20% of total debt outstanding as of August 31, 2019,
compared with $4,417 million, or 18%, of total debt outstanding as of May 31, 2019. Over the last three fiscal years,
outstanding member investments as of the end of each quarterly reporting period have averaged $4,480 million.

Short-Term Borrowings

Short-term borrowings consist of borrowings with an original contractual maturity of one year or less and do not include the
current portion of long-term debt. Short-term borrowings totaled $4,028 million and accounted for 16% of total debt
outstanding as of August 31, 2019, compared with $3,608 million, or 14%, of total debt outstanding as of May 31, 2019.
See “Liquidity Risk” below and for “Note 6—Short-Term Borrowings” for information on the composition of our short-
term borrowings.
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Long-Term and Subordinated Debt

Long-term debt, defined as debt with an original contractual maturity term of greater than one year, primarily consists of
medium-term notes, collateral trust bonds, notes payable under the Guaranteed Underwriter Program and notes payable
under our note purchase agreement with Farmer Mac. Subordinated debt consists of subordinated deferrable debt and
members’ subordinated certificates. Our subordinated deferrable debt and members’ subordinated certificates have original
contractual maturity terms of greater than one year.

Long-term and subordinated debt totaled $21,437 million and accounted for 84% of total debt outstanding as of August 31,
2019, compared with $21,554 million, or 86%, of total debt outstanding as of May 31, 2019. We provide additional
information on our long-term debt below under “Liquidity Risk” and in “Note 7—Long-Term Debt” and “Note 8—
Subordinated Deferrable Debt.”

Collateral Pledged

We are required to pledge loans or other collateral in transactions under our collateral trust bond indentures, note purchase
agreements with Farmer Mac and bond agreements under the Guaranteed Underwriter Program. We are required to maintain
pledged collateral equal to at least 100% of the face amount of outstanding borrowings. However, as discussed below, we
typically maintain pledged collateral in excess of the required percentage. Under the provisions of our committed bank
revolving line of credit agreements, the excess collateral that we are allowed to pledge cannot exceed 150% of the
outstanding borrowings under our collateral trust bond indentures, Farmer Mac note purchase agreements or the Guaranteed
Underwriter Program. In certain cases, provided that all conditions of eligibility under the different programs are satisfied,
we may withdraw excess pledged collateral or transfer collateral from one borrowing program to another to facilitate a new
debt issuance.

Table 12 displays the collateral coverage ratios as of August 31, 2019 and May 31, 2019 for the debt agreements noted
above that require us to pledge collateral.

Table 12: Collateral Pledged

Requirement/Limit
Actual®
Committed Bank
Debt Revolving Line of
Indenture Credit Agreements
Debt Agreement Minimum Maximum August 31,2019 May 31, 2019
Collateral trust bonds 1994 indenture...................... 100% 150% 116% 118%
Collateral trust bonds 2007 indenture...................... 100 150 114 117
Guaranteed Underwriter Program notes payable .... 100 150 114 114
Farmer Mac notes payable............ccccceeverrreierrrnnnnnn. 100 150 127 123
Clean Renewable Energy Bonds Series 2009A........ 100 150 106 112

O Calculated based on the amount of collateral pledged divided by the face amount of outstanding secured debt.

Of our total debt outstanding of $25,464 million as of August 31, 2019, $15,746 million, or 62%, was secured by pledged
loans totaling $18,635 million. In comparison, of our total debt outstanding of $25,162 million as of May 31, 2019, $15,858
million, or 63%, was secured by pledged loans totaling $18,877 million. Total debt outstanding on our condensed
consolidated balance sheet is presented net of unamortized discounts and issuance costs. However, our collateral pledging
requirements are based on the face amount of secured outstanding debt, which does not take into consideration the impact of
net unamortized discounts and issuance costs.

Table 13 displays the unpaid principal balance of loans pledged for secured debt, the excess collateral pledged and
unencumbered loans as of August 31, 2019 and May 31, 2019.
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Table 13: Unencumbered Loans

(Dollars in thousands) August 31,2019 May 31, 2019
Total loans outstanding' .............c.coooomeoereeeeeeeeeeeeee e $ 26,288,599 $ 25,905,664
Less: Loans required to be pledged for secured debt @ ................. (16,021,569) (16,137,357)
Loans pledged in excess of requirement @® __._.................. (2,613,083) (2,739,248)
Total pledged 1oans............ccoevveeeriieieniieieeeeeee e (18,634,652) (18,876,605)
Unencumbered 10anS .........coooueiiieeieiiieeeeeeeeeeee et $ 7,653,947 $ 7,029,059
Unencumbered loans as a percentage of total loans........................ 29% 27%

M Represents the unpaid principal amount of loans as of the end of each period presented and excludes unamortized deferred loan origination costs of $11
million as of both August 31, 2019 and May 31, 2019.

@ Reflects unpaid principal balance of pledged loans.

) Excludes cash collateral pledged to secure debt. If there is an event of default under most of our indentures, we can only withdraw the excess collateral
if we substitute cash or permitted investments of equal value.

As displayed above in Table 13, we had excess loans pledged as collateral totaling $2,613 million and $2,739 million as of
August 31, 2019 and May 31, 2019, respectively. We typically pledge loans in excess of the required amount for the
following reasons: (i) our distribution and power supply loans are typically amortizing loans that require scheduled principal
payments over the life of the loan, whereas the debt securities issued under secured indentures and agreements typically
have bullet maturities; (ii) distribution and power supply borrowers have the option to prepay their loans; and (iii) individual
loans may become ineligible for various reasons, some of which may be temporary.

We provide additional information on our borrowings, including the maturity profile, below in “Liquidity Risk.” Refer to
“Note 4—Loans—Pledging of Loans” for additional information related to pledged collateral. Also refer to “Note 5—Short-
Term Borrowings,” “Note 7—Long-Term Debt,” “Note 8—Subordinated Deferrable Debt” and “Note 9—Members’
Subordinated Certificates” in our 2019 Form 10-K for a more detailed description of each of our debt product types.

Equity

Table 14 presents the components of total CFC equity and total equity as of August 31, 2019 and May 31, 2019.
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Table 14: Equity

(Dollars in thousands) August 31,2019 May 31, 2019 Change
Membership fees and educational fund:

Membership fEes.........ccvevivviriieriercieeeeeeeeeeee e $ 970 $ 969 $ 1

Educational fund...........c.oooveoieiiiiiiiciceeeceeece e 1,706 2,013 (307)
Total membership fees and educational fund.............cceevveviennnnnennn 2,676 2,982 (306)
Patronage capital allocated.............cccoevveeieiiiiieviiicciceece e, 797,756 860,578 (62,822)
Members’ Capital TESCTVE........cvvieverreeiierieeeereeeeereesieeeeeesaesseeenens 759,097 759,097 —
Total allocated eqUILY........ccocvveeuieieeeeiecie ettt 1,559,529 1,622,657 (63,128)
Unallocated net income (loss):

Prior year-end cumulative derivative forward value losses'"..... (348,965) (30,831) (318,134)

Current year derivative forward value losses'” ............cc.cco.c...... (382,762) (318,134) (64,628)

Clirrent H$riod-end cumulative derivative forward value

OSSES  1.veuveuveneeneeneententeseeseeneeteeteebeebe et e teabe et et et et et eneeneeneeaeenes (731,727) (348,965) (382,762)

Other unallocated Net INCOME ........oeevivvvuviiieeiiiiiieee e 63,530 3,190 60,340
Unallocated net 10SS.......cvevvieieiiieiiiiieiieeceeeeee e (668,197) (345,775) (322,422)
CFC retained eqUity.......ccoocveeeerieeieneeieseeie e 891,332 1,276,882 (385,550)
Accumulated other comprehensive income..............cccoeveeveeveneennens (114) (147) 33
Total CEFC @QUILY .vovvevveeieeieiieiieiieiiete ettt ettt ess e ese e 891,218 1,276,735 (385,517)
Noncontrolling iNtErests .........cccovevvereerierierrieeereeeesre e 27,210 27,147 63
TOtAl @QUILY ..o $ 918,428 $ 1,303,882 $  (385,454)

(1) Represents derivative forward value gains (losses) for CFC only, as total CFC equity does not include the noncontrolling interests of the variable interest
entities NCSC and RTFC, which we are required to consolidate. See “Note 13—Business Segments” for the statements of operations for CFC.

Total equity decreased by $385 million to $918 million as of August 31, 2019, attributable to our reported net loss of $324
million during the three months ended August 31, 2019 and the CFC Board of Directors authorization in the current quarter
to retire patronage capital of $63 million.

In July 2019, the CFC Board of Directors authorized the allocation of fiscal year 2019 adjusted net income as follows: $97
million to members in the form of patronage capital; $71 million to the members’ capital reserve; and $1 million to the
cooperative educational fund. The amount of patronage capital allocated each year by CFC’s Board of Directors is based on
non-GAAP adjusted net income, which excludes the impact of derivative forward value gains (losses). We provide a
reconciliation of our adjusted net income to our reported net income and an explanation of the adjustments below in “Non-
GAAP Financial Measures.”

In July 2019, the CFC Board of Directors also authorized the retirement of patronage capital totaling $63 million, consisting
of $48 million, which represented 50% of the patronage capital allocation for fiscal year 2019, and $15 million, which
represented the portion of the allocation from fiscal year 1994 net earnings that has been held for 25 years pursuant to the
CFC Board of Directors policy. This amount was returned to members in cash in September 2019. The remaining portion of
the amount allocated for fiscal year 2019 will be retained by CFC for 25 years under current guidelines adopted by the CFC
Board of Directors in June 2009.

The CFC Board of Directors is required to make annual allocations of adjusted net income, if any. CFC has made annual
retirements of allocated net earnings in 39 of the last 40 fiscal years; however, future retirements of allocated amounts are
determined based on CFC’s financial condition. The CFC Board of Directors has the authority to change the current practice
for allocating and retiring net earnings at any time, subject to applicable laws. See “Item 1. Business—Allocation and
Retirement of Patronage Capital” of our 2019 Form 10-K for additional information.
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OFF-BALANCE SHEET ARRANGEMENTS

In the ordinary course of business, we engage in financial transactions that are not presented on our condensed consolidated
balance sheets, or may be recorded on our condensed consolidated balance sheets in amounts that are different from the full
contract or notional amount of the transaction. Our off-balance sheet arrangements consist primarily of guarantees of
member obligations and unadvanced loan commitments intended to meet the financial needs of our members.

Guarantees

We provide guarantees for certain contractual obligations of our members to assist them in obtaining various forms of
financing. We use the same credit policies and monitoring procedures in providing guarantees as we do for loans and
commitments. If a member defaults on its obligation, we are obligated to pay required amounts pursuant to our guarantees.
Meeting our guarantee obligations satisfies the underlying obligation of our member systems and prevents the exercise of
remedies by the guarantee beneficiary based upon a payment default by a member. In general, the member is required to
repay any amount advanced by us with accrued interest, pursuant to the documents evidencing the member’s reimbursement
obligation. Table 15 displays the notional amount of our outstanding guarantee obligations, by guarantee type and by
company, as of August 31, 2019 and May 31, 2019.

Table 15: Guarantees Outstanding

(Dollars in thousands) August 31, 2019 May 31, 2019 Change
Guarantee type:
Long-term tax-exempt bonds ..............ccccceeee. $ 311,590 $ 312,190 $ (600)
Letters of Credit......oooveuvieiiiveeieieeeeeeeeeeee e 342,831 379,001 (36,170)
Other guarantees ............cccceeeevveeeeeeeeesneenenns 146,906 146,244 662
TOtal ..o $ 801,327 § 837435 § (36,108)
Company:
CFC et $ 789,988 § 827,344 § (37,356)
NCSC e 9,765 8,517 1,248
RTFC ...t 1,574 1,574 —
TOtAL ..o $ 801,327 § 837435 § (36,108)

Of the total notional amount of our outstanding guarantee obligations of $801 million and $837 million as of August 31,
2019 and May 31, 2019, respectively, 55% as of both periods, were secured by a mortgage lien on substantially all of the
assets and future revenue of our member cooperatives for which we provide guarantees.

In addition to providing a guarantee on long-term tax-exempt bonds issued by member cooperatives totaling $312 million as
of August 31, 2019, we also were the liquidity provider on $247 million of those tax-exempt bonds. As liquidity provider,
we may be required to purchase bonds that are tendered or put by investors. Investors provide notice to the remarketing
agent that they will tender or put a certain amount of bonds at the next interest rate reset date. If the remarketing agent is
unable to sell such bonds to other investors by the next interest rate reset date, we have unconditionally agreed to purchase
such bonds. We were not required to perform as liquidity provider pursuant to these obligations during the three months
ended August 31, 2019 or the prior fiscal year.

We had outstanding letters of credit for the benefit of our members totaling $343 million as of August 31, 2019. These
letters of credit relate to obligations for which we may be required to advance funds based on various trigger events
specified in the letter of credit agreements. If we are required to advance funds, the member is obligated to repay the
advance amount and accrued interest to us. In addition to these letters of credit, we had master letter of credit facilities in
place as of August 31, 2019, under which we may be required to issue letters of credit to third parties for the benefit of our
members up to an additional $57 million as of August 31, 2019. All of our master letter of credit facilities as of August 31,
2019 were subject to material adverse change clauses at the time of issuance. Prior to issuing a letter of credit under these
facilities, we confirm that there has been no material adverse change in the business or condition, financial or otherwise, of
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the borrower since the time the loan was approved and that the borrower is currently in compliance with the letter of credit
terms and conditions.

Table 16 presents the maturities for each of the next five fiscal years and thereafter of the notional amount of our
outstanding guarantee obligations of $801 million as of August 31, 2019.

Table 16: Maturities of Guarantee Obligations

Maturities of Guarantee Obligations

Outstanding
(Dollars in thousands) Amount 2020 2021 2022 2023 2024 Thereafter
Guarantees.................... $ 801,327 $ 131,542 § 198,625 §$ 30,757 $ 158,934 § 32,528 §$ 248,941

We recorded a guarantee liability of $14 million as of both August 31, 2019 and May 31, 2019, respectively, for our
guarantee and liquidity obligations associated with our members’ debt. We provide additional information about our
guarantee obligations in “Note 11—Guarantees.”

Unadvanced Loan Commitments

Unadvanced loan commitments represent approved and executed loan contracts for which funds have not been advanced to
borrowers. Our line of credit commitments include both contracts that are subject to material adverse change clauses and
contracts that are not subject to material adverse change clauses, while our long-term loan commitments are typically
subject to material adverse change clauses.

Table 17 displays the amount of unadvanced loan commitments, which consist of line of credit and long-term loan
commitments, as of August 31, 2019 and May 31, 2019.

Table 17: Unadvanced Loan Commitments

August 31, 2019 May 31, 2019

(Dollars in thousands) Amount % of Total Amount % of Total Change
Line of credit commitments:

Conditional™ ...........coooerveerreereeeee e $ 4,909,566 38% $ 4,845,306 37% $ 64,260

Unconditional® ..............coovveerveerioerieniensinens 3,003,647 23 2,943,616 22 60,031
Total line of credit unadvanced commitments......... 7,913,213 61 7,788,922 59 124,291
Total long-term loan unadvanced commitments'"... 5,140,530 39 5,448,636 41 (308,106)
Total unadvanced loan commitments....................... $13,053,743 100% $13,237,558 100% $ (183,815)

mRepresents amount related to facilities that are subject to material adverse change clauses.
(2)Represents amount related to facilities that are not subject to material adverse change clauses.

Table 18 presents the amount of unadvanced loan commitments, by loan type, as of August 31, 2019 and the maturities of
the commitment amounts for each of the next five fiscal years and thereafter.

Table 18: Notional Maturities of Unadvanced Loan Commitments

Notional Maturities of Unadvanced Loan Commitments

Available
(Dollars in thousands) Balance 2020 2021 2022 2023 2024 Thereafter
Line of credit loans...... $ 7,913,213 § 609,206 $4,128,566 $ 485,285 $1,364,426 $1,055,813 § 269,917
Long-term loans........... 5,140,530 306,460 665,361 1,295,466 1,080,699 1,634,791 157,753
Total.....ccvveeveeieeiienne $13,053,743 $ 915,666 $4,793,927 $1,780,751 $2,445,125 $2,690,604 S$ 427,670
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Unadvanced line of credit commitments accounted for 61% of total unadvanced loan commitments as of August 31, 2019,
while unadvanced long-term loan commitments accounted for 39% of total unadvanced loan commitments. Unadvanced
line of credit commitments are typically revolving facilities for periods not to exceed five years and generally serve as
supplemental back-up liquidity to our borrowers. Historically, borrowers have not drawn the full commitment amount for
line of credit facilities, and we have experienced a very low utilization rate on line of credit loan facilities regardless of
whether or not we are obligated to fund the facility where a material adverse change exists. Our unadvanced long-term loan
commitments generally have a five-year draw period under which a borrower may advance funds prior to the expiration of
the commitment. We expect that the majority of the long-term unadvanced loan commitments of $5,141 million will be
advanced prior to the expiration of the commitment.

Because we historically have experienced a very low utilization rate on line of credit loan facilities, which account for the
majority of our total unadvanced loan commitments, we believe the unadvanced loan commitment total of $13,054 million
as of August 31, 2019 is not necessarily representative of our future funding requirements.

Unadvanced Loan Commitments—Conditional

The majority of our line of credit commitments and all our unadvanced long-term loan commitments include material
adverse change clauses. Unadvanced loan commitments subject to material adverse change clauses totaled $10,050 million
and $10,294 million as of August 31, 2019 and May 31, 2019, respectively, and accounted for 77% and 78%, respectively,
of the combined total of unadvanced line of credit and long-term loan commitments as of both August 31, 2019 and May 31,
2019. Prior to making advances on these facilities, we confirm that there has been no material adverse change in the
borrower’s business or condition, financial or otherwise, since the time the loan was approved and confirm that the borrower
is currently in compliance with loan terms and conditions. In some cases, the borrower’s access to the full amount of the
facility is further constrained by use of proceeds restrictions, imposition of borrower-specific restrictions, or by additional
conditions that must be met prior to advancing funds. Since we generally do not charge a fee for the borrower to have an
unadvanced amount on a loan facility that is subject to a material adverse change clause, our borrowers tend to request
amounts in excess of their immediate estimated loan requirements.

Unadvanced Loan Commitments—Unconditional

Unadvanced loan commitments not subject to material adverse change clauses at the time of each advance consisted of
unadvanced committed lines of credit totaling $3,004 million and $2,944 million as of August 31, 2019 and May 31, 2019,
respectively. For contracts not subject to a material adverse change clause, we are generally required to advance amounts on
the committed facilities as long as the borrower is in compliance with the terms and conditions of the facility.

Syndicated loan facilities, where the pricing is set at a spread over a market index rate as agreed upon by all of the
participating financial institutions based on market conditions at the time of syndication, accounted for 90% of
unconditional line of credit commitments as of August 31, 2019. The remaining 10% represented unconditional committed
line of credit loans, for which any new advance would be made at rates determined by us.

Table 19 presents the maturities for each of the next five fiscal years and thereafter of the notional amount of unconditional
committed lines of credit not subject to a material adverse change clause as of August 31, 2019.

Table 19: Maturities of Notional Amount of Unconditional Committed Lines of Credit

Notional Maturities of Unconditional Committed Lines of Credit
Available

(Dollars in thousands) Balance 2020 2021 2022 2023 2024 Thereafter
Committed lines of credit.. $ 3,003,647 $ 260,886 $ 478,489 $171,875 $1,166,687 $ 811,510 $ 114,200

See “MD&A—Off-Balance Sheet Arrangements” in our 2019 Form 10-K for additional information on our off-balance
sheet arrangements.
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RISK MANAGEMENT

Overview

We face a variety of risks that can significantly affect our financial performance, liquidity, reputation and ability to meet the
expectations of our members, investors and other stakeholders. As a financial services company, the major categories of risk
exposures inherent in our business activities include credit risk, liquidity risk, market risk and operational risk. These risk
categories are summarized below.

*  Credit risk is the risk that a borrower or other counterparty will be unable to meet its obligations in accordance with
agreed-upon terms.

»  Liquidity risk is the risk that we will be unable to fund our operations and meet our contractual obligations or that we
will be unable to fund new loans to borrowers at a reasonable cost and tenor in a timely manner.

*  Market risk is the risk that changes in market variables, such as movements in interest rates, may adversely affect the
match between the timing of the contractual maturities, re-pricing and prepayments of our financial assets and the related
financial liabilities funding those assets.

*  Operational risk is the risk of loss resulting from inadequate or failed internal controls, processes, systems, human error
or external events. Operational risk also includes compliance risk, fiduciary risk, reputational risk and litigation risk.

Effective risk management is critical to our overall operations and to achieving our primary objective of providing cost-
based financial products to our rural electric members while maintaining the sound financial results required for investment-
grade credit ratings on our rated debt instruments. Accordingly, we have a risk-management framework that is intended to
govern the principal risks we face in conducting our business and the aggregate amount of risk we are willing to accept,
referred to as risk appetite, in the context of CFC’s mission and strategic objectives and initiatives. We provide information
on our risk management framework in our 2019 Form 10-K under “Item 7. MD&A—Risk Management—Risk Management
Framework.”

CREDIT RISK

Our loan portfolio, which represents the largest component of assets on our balance sheet, and guarantees account for the
substantial majority of our credit risk exposure. We also engage in certain non-lending activities that may give rise to credit
and counterparty settlement risk, including the purchase of investment securities and entering into derivative transactions to
manage interest rate risk. Our primary credit exposure is to rural electric cooperatives that provide essential electric services
to end-users, the majority of which are residential customers. We also have a limited portfolio of loans to not-for-profit and
for-profit telecommunication companies. We provide a discussion of our credit risk management processes and activities in
our 2019 Form 10-K under “Item 7. MD&A—Credit Risk—Credit Risk Management.”

Loan Portfolio Credit Risk

Below we provide information on the credit risk profile of our loan portfolio, including security provisions, loan
concentration, credit performance and our allowance for loan losses.

Security Provisions

Except when providing line of credit loans, we generally lend to our members on a senior secured basis. Long-term loans
are generally secured on parity with other secured lenders (primarily RUS), if any, by all assets and revenue of the borrower
with exceptions typical in utility mortgages. Line of credit loans are generally unsecured. In addition to the collateral
pledged to secure our loans, distribution and power supply borrowers also are required to set rates charged to customers to
achieve certain specified financial ratios.
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Table 20 presents, by loan type and by company, the amount and percentage of secured and unsecured loans in our loan
portfolio as of August 31, 2019 and May 31, 2019. Of our total loans outstanding, 93% were secured and 7% were
unsecured as of August 31, 2019. In comparison, of our total loans outstanding, 92% were secured and 8% were unsecured
as of May 31, 2019.

Table 20: Loan Portfolio Security Profile

August 31, 2019

(Dollars in thousands) Secured % of Total Unsecured % of Total Total
Loan type:
Long-term loans:

Long-term fixed-rate loans................ $ 23,273,849 98% $ 403,385 2% $ 23,677,234

Long-term variable-rate loans........... 956,066 99 6,475 1 962,541
Total long-term loans................cuuee..... 24,229,915 98 409,860 2 24,639,775
Line of credit loans..............ccccvveenneee. 128,830 8 1,519,994 92 1,648,824
Total loans outstanding'"..................... $ 24,358,745 93 $ 1,929,854 7 $26,288,599
Company:
CFCieeeeeeee e $ 23,402,979 93% $ 1,836,728 7% $ 25,239,707
NCSC..oooeeeeeeeeeeeeeee e 621,700 89 76,091 11 697,791
RTFC ..o 334,066 95 17,035 5 351,101
Total loans outstanding".................... $ 24,358,745 93  $ 1,929,854 7 $26,288,599

May 31,2019

(Dollars in thousands) Secured % of Total Unsecured % of Total Total
Loan type:
Long-term loans:

Long-term fixed-rate loans................ $ 22,674,330 98% $ 419,923 2% $ 23,094,253

Long-term variable-rate loans........... 1,058,434 99 8,446 1 1,066,880
Total long-term loans............c.cccvenenne. W 98 4—28,369 2 m
Line of credit loans.........c...ccovveveennenne. 121,741 7 1,622,790 93 1,744,531
Total loans outstanding'".................... $ 23,854,505 92 $ 2,051,159 8 $25905,664
Company:
CFCieeeeeee e $ 22,861,414 92% $ 1,956,262 8% $ 24,817,676
NCSC..ooiveeeeeeeeee e 664,618 89 78,270 11 742,888
RTFC .o 328,473 95 16,627 5 345,100
Total loans outstanding'".................... $ 23,854,505 92 $ 2,051,159 8  $25905,664

M Represents the unpaid principal amount of loans as of the end of each period presented and excludes deferred loan origination costs of $11 million as of
both August 31,2019 and May 31, 2019.

As part of our strategy in managing our credit risk exposure, we entered into a long-term standby purchase commitment
agreement with Farmer Mac in fiscal year 2016. Under this agreement, we may designate certain loans to be covered under
the commitment, as approved by Farmer Mac, and in the event any such loan later goes into payment default for at least 90
days, upon request by us, Farmer Mac must purchase such loan at par value. The outstanding principal balance of loans
covered under this agreement totaled $602 million as of August 31, 2019, compared with $619 million as of May 31, 2019.
No loans have been put to Farmer Mac for purchase pursuant to this agreement. Our credit exposure is also mitigated by
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long-term loans guaranteed by RUS. Guaranteed RUS loans totaled $152 million and $154 million as of August 31, 2019
and May 31, 2019, respectively.

Credit Concentration

Concentrations may exist when there are amounts loaned to borrowers engaged in similar activities or in geographic areas
that would cause them to be similarly impacted by economic or other conditions or when there are large exposures to single
borrowers. As a tax-exempt, member-owned finance cooperative, CFC’s principal focus is to provide funding to its rural
electric utility cooperative members to assist them in acquiring, constructing and operating electric distribution systems,
power supply systems and related facilities. Because we lend primarily to our rural electric utility cooperative members, we
have a loan portfolio subject to single-industry and single-obligor concentration risks. Outstanding loans to electric utility
organizations represented approximately 99% of our total outstanding loan portfolio as of August 31, 2019, unchanged from
May 31, 2019. Although our organizational structure and mission results in single-industry concentration, we serve a
geographically diverse group of electric and telecommunications borrowers throughout the United States, with a total of 900
borrowers located in 49 states as of August 31, 2019. Loans to borrowers in Texas accounted for 16% and 15% of total loans
outstanding as of August 31, 2019 and May 31, 2019, respectively, representing the largest concentration of outstanding
loans to borrowers and the largest number of borrowers in any one state.

Single-Obligor Concentration

Table 21 displays the outstanding loan exposure for the 20 largest borrowers, by company, as of August 31, 2019 and

May 31, 2019. The 20 borrowers with the largest exposure consisted of 10 distribution systems, nine power supply systems
and one NCSC associate as of both August 31, 2019 and May 31, 2019. The largest total exposure to a single borrower or
controlled group represented approximately 2% of total loans outstanding as of both August 31, 2019 and May 31, 2019.

Table 21: Loan Exposure to 20 Largest Borrowers

August 31, 2019 May 31, 2019

(Dollars in thousands) Amount % of Total Amount % of Total Change
By company:

CFC et $ 5,474,333 21% $ 5,369,879 21% § 104,454

NCSC e 245,898 1 245,559 1 339
Total loan exposure to 20 largest borrowers.......... 5,720,231 22 5,615,438 22 104,793
Less: Loans covered under Farmer Mac standby

purchase commitment...............c..cooevvnenne. (313,110) 1) (360,012) (1) 46,902

Net loan exposure to 20 largest borrowers............ $ 5,407,121 21% $ 5,255,426 21% § 151,695

Although CFC has been exposed to single-industry and single-obligor concentrations since inception in 1969, we
historically have experienced limited defaults and very low credit losses in our electric loan portfolio. The likelihood of
default and loss for our electric cooperative borrowers, which account for 99% of our outstanding loans as of August 31,
2019, has been low due to several factors. First, as discussed above, we generally lend to our members on a senior secured
basis. Second, electric cooperatives typically are consumer-owned, not-for-profit entities that provide an essential service to
end-users, the majority of which are residential customers. Third, electric cooperatives face limited competition, as they tend
to operate in exclusive territories not serviced by public investor-owned utilities. Fourth, the majority operate in states where
electric cooperatives are not subject to rate regulation. Thus, they are able to make rate adjustments to pass along increased
costs to the end customer without first obtaining state regulatory approval, allowing them to cover operating costs and
generate sufficient earnings and cash flows to service their debt obligations. Finally, they tend to adhere to a conservative
business strategy model that has historically resulted in a relatively stable, resilient operating environment and overall strong
financial performance and credit strength for the electric cooperative network.
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Credit Quality

Assessing the overall credit quality of our loan portfolio and measuring our credit risk is an ongoing process that involves
tracking payment status, the internal risk ratings of our borrowers, troubled debt restructurings, nonperforming and impaired
loans, charge-offs and other indicators of credit risk. We monitor and subject each borrower and loan facility in our loan
portfolio to an individual risk assessment based on quantitative and qualitative factors. Internal risk ratings and payment
status trends are indicators, among others, of the probability of borrower default and level of credit risk in our loan portfolio.

The overall credit quality of our loan portfolio remained high, as evidenced by our strong credit performance metrics,
including low levels of criticized exposure. As displayed in Table 20 above, 93% and 92% of our total outstanding loans
were secured as of August 31, 2019 and May 31, 2019, respectively. We had no delinquent or nonperforming loans as of
August 31, 2019 and May 31, 2019. In addition, we had no loan defaults or charge-offs during the three months ended
August 31, 2019.

Borrower Risk Ratings

Our borrower risk ratings are intended to align with banking regulatory agency credit risk rating definitions of pass and
criticized classifications, with loans classified as criticized further classified as special mention, substandard or doubtful.
Pass ratings reflect relatively low probability of default, while criticized ratings have a higher probability of default. Loans
with borrowers classified as criticized totaled $198 million, or 0.75%, of total loans outstanding as of August 31, 2019. Of
this amount, $175 million, was classified as substandard. In comparison, loans with borrowers classified as criticized totaled
$202 million, or 0.78%, of total loans outstanding as of May 31, 2019. Of this amount, $176 million was classified as
substandard. We did not have any loans classified as doubtful as of August 31, 2019 or May 31, 2019. See ‘“Note 4—Loans”
for a description of each of the risk rating classifications.

Troubled Debt Restructurings

We actively monitor problem loans and, from time to time, attempt to work with borrowers to manage such exposures
through loan workouts or modifications that better align with the borrower’s current ability to pay. A loan restructuring or
modification of terms is accounted for as a troubled debt restructuring (“TDR?”) if, for economic or legal reasons related to
the borrower’s financial difficulties, a concession is granted to the borrower that we would not otherwise consider. TDR
loans generally are initially placed on nonaccrual status, although in many cases such loans were already on nonaccrual
status prior to modification. Interest accrued but not collected at the date a loan is placed on nonaccrual status is reversed
against earnings. These loans may be returned to performing status and the accrual of interest resumed if the borrower
performs under the modified terms for an extended period of time, and we expect the borrower to continue to perform in
accordance with the modified terms. In certain limited circumstances in which a TDR loan is current at the modification
date, the loan may remain on accrual status at the time of modification.

Table 22 presents the carrying value of loans modified as TDRs and the performance status as of August 31, 2019 and May
31, 2019. Our last modification of a loan that met the definition of a TDR occurred in fiscal year 2017. Although TDR loans
may be returned to performing status if the borrower performs under the modified terms of the loan for an extended period
of time, TDR loans are considered individually impaired.
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Table 22: Troubled Debt Restructured Loans

August 31, 2019 May 31, 2019
Carrying % of Total Loans Carrying % of Total Loans
(Dollars in thousands) Amount Outstanding Amount Outstanding
TDR loans:

CFC . $ 5,755 0.02% $ 6,261 0.03%
RTFC. ..o, 5,467 0.02 5,592 0.02
Total TDR loans..........cccceveveenenieieieenenn $ 11,222 0.04% S 11,853 0.05%

Performance status of TDR loans:
Performing TDR loans..........c.cccocveuneeee. $ 11,222 0.04% $ 11,853 0.05%

As indicated in Table 22 above, we did not have any TDR loans classified as nonperforming as of August 31, 2019 or
May 31, 2019.

Nonperforming Loans

In addition to TDR loans that may be classified as nonperforming, we also may have nonperforming loans that have not
been modified as a TDR loan. We classify such loans as nonperforming at the earlier of the date when we determine: (i)
interest or principal payments on the loan is past due 90 days or more; (ii) as a result of court proceedings, the collection of
interest or principal payments based on the original contractual terms is not expected; or (iii) the full and timely collection of
interest or principal is otherwise uncertain. Once a loan is classified as nonperforming, we generally place the loan on
nonaccrual status. Interest accrued but not collected at the date a loan is placed on nonaccrual status is reversed against
earnings. We have not had any loans classified as nonperforming other than TDR loans, since the fiscal year ended May 31,
2014.

Net Charge-Offs

Charge-offs represent the amount of a loan that has been removed from our consolidated balance sheet when the loan is
deemed uncollectible. Generally the amount of a charge-off is the recorded investment in excess of the fair value of the
expected cash flows from the loan, or, if the loan is collateral dependent, the fair value of the underlying collateral securing
the loan. We report charge-offs net of amounts recovered on previously charged off loans. We had no loan defaults or
charge-offs during the three months ended August 31, 2019 and 2018.

Historical Loan Losses

In its 50-year history, CFC has experienced only 16 defaults, of which 10 resulted in no loss and six resulted in cumulative
historical net charge-offs of $86 million for our electric utility loan portfolio. Of this amount, $67 million was attributable to
electric utility power supply cooperatives and $19 million was attributable to electric distribution cooperatives. We discuss
the reasons loans to electric utility cooperatives, our principal lending market, typically have a relatively low risk of default
above under “Credit Concentration.”

In comparison, since RTFC’s inception in 1987, we have had 15 defaults and cumulative net charge-offs attributable to
telecommunication borrowers totaling $427 million, the most significant of which was a charge-off of $354 million in fiscal
year 2011. This charge-off related to outstanding loans to Innovative Communications Corporation (“ICC”), a former RTFC
member, and the transfer of ICC’s assets in foreclosure to Caribbean Asset Holdings, LLC.

Outstanding loans to electric utility organizations totaled $25,937 million and accounted for 99% of our total outstanding
loan portfolio as of August 31, 2019, while outstanding RTFC telecommunications loans totaled $351 million and accounted

for 1% of our total outstanding loan portfolio as of August 31, 2019.

We provide additional information on the credit quality of our loan portfolio in “Note 4—Loans.”
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Allowance for Loan Losses

The allowance for loan losses represents management’s estimate of probable losses inherent in our loan portfolio as of each
balance sheet date. We determine the allowance based on borrower risk ratings, historical loss experience, specific problem
loans, economic conditions and other pertinent factors that, in management’s judgment, may affect the risk of loss in our
loan portfolio.

Table 23 summarizes changes in the allowance for loan losses for the three months ended August 31, 2019 and 2018, and
provides a comparison of the allowance by company as of August 31, 2019 and May 31, 2019.

Table 23: Allowance for Loan Losses

Three Months Ended August 31,

(Dollars in thousands) 2019 2018
Beginning balance.............c.ceueieeeveveiieecceieeeeee e $ 17,535  § 18,801
Provision (benefit) for loan 10SSes..........cccceevvevieieriecieieerieeinns 30 (109)
Ending balance ...........ccceevevevevieiieieieeeeeeeeeeeeee e $ 17,565 § 18,692
August 31,2019 May 31,2019

Allowance for loan losses by company:

CFC ettt $ 12,962 § 13,120

NCSC ettt 2,077 2,007

RTFC ..ottt 2,526 2,408
TOtaL...oieiiieic s $ 17,565 $ 17,535

Allowance coverage ratios:
Total loans outstanding' ..............coocoovvoveeeeeeeeeeeeeeeeeena. $ 26,288,599 $ 25,905,664
Percentage of total loans outstanding .............ccccceeveevvvevennnnnen. 0.07% 0.07 %

M Represents the unpaid principal amount of loans as of the end of each period presented and excludes unamortized deferred loan origination costs of $11
million as of both August 31, 2019 and May 31, 2019.

Our allowance for loan losses was $18 million as of August 31, 2019, relatively unchanged from May 31, 2019. The
allowance coverage ratio was 0.07% as of both August 31, 2019 and May 31, 2019. We had no loans classified as
nonperforming as of August 31, 2019 or May 31, 2019. We experienced no charge-offs during the three months ended
August 31, 2019 and 2018. Loans designated as individually impaired totaled $11 million and $12 million as of August 31,
2019 and May 31, 2019, respectively, and the specific allowance related to those loans totaled $1 million as of both August
31,2019 and May 31, 2019.

See “MD&A—-Critical Accounting Policies and Estimates—Allowance for Loan Losses” and “Note 1 —Summary of
Significant Accounting Policies” in our 2019 Form 10-K for additional information on the methodology for determining our
allowance for loan losses and the key assumptions. See “Note 4—Loans” of this Report for additional information on the
credit quality of our loan portfolio.

Counterparty Credit Risk
We are exposed to counterparty credit risk related to the performance of the parties with which we enter into financial
transactions, primarily for derivative instruments, cash and time deposit accounts and our investment security holdings. To

mitigate this risk, we only enter into these transactions with financial institutions with investment-grade ratings. Our cash
and time deposits with financial institutions generally have an original maturity of less than one year.
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We manage our derivative counterparty credit risk by monitoring the overall credit worthiness of each counterparty based on
our internal counterparty credit risk scoring model; using counterparty-specific credit risk limits; executing master netting
arrangements; and diversifying our derivative transactions among multiple counterparties. We also require that our
derivative counterparties be a participant in one of our committed bank revolving line of credit agreements. Our active
derivative counterparties had credit ratings ranging from Aa2 to Baa2 by Moody’s Investors Service (“Moody’s”) and from
AA- to BBB+ by S&P Global Inc. (“S&P”) as of August 31, 2019. Our largest counterparty exposure, based on the
outstanding notional amount, represented approximately 23% of the total outstanding notional amount of derivatives as of

both August 31, 2019 and May 31, 2019.
Credit Risk-Related Contingent Features

Our derivative contracts typically contain mutual early-termination provisions, generally in the form of a credit rating
trigger. Under the mutual credit rating trigger provisions, either counterparty may, but is not obligated to, terminate and
settle the agreement if the credit rating of the other counterparty falls below a level specified in the agreement. If a
derivative contract is terminated, the amount to be received or paid by us would be equal to the prevailing fair value, as
defined in the agreement, as of the termination date.

Our senior unsecured credit ratings from Moody’s and S&P were A2 and A, respectively, as of August 31, 2019. Both
Moody’s and S&P had our ratings on stable outlook as of August 31, 2019. Table 24 displays the notional amounts of our
derivative contracts with rating triggers as of August 31, 2019, and the payments that would be required if the contracts were
terminated as of that date because of a downgrade of our unsecured credit ratings or the counterparty’s unsecured credit
ratings below A3/A-, below Baal/BBB+, to or below Baa2/BBB, below Baa3/BBB-, or to or below Ba2/BB+ by Moody’s
or S&P, respectively. In calculating the payment amounts that would be required upon termination of the derivative
contracts, we assumed that the amounts for each counterparty would be netted in accordance with the provisions of the
counterparty's master netting agreements. The net payment amounts are based on the fair value of the underlying derivative
instrument, excluding the credit risk valuation adjustment, plus any unpaid accrued interest amounts.

Table 24: Rating Triggers for Derivatives

Notional Payable Due Receivable Net (Payable)/

(Dollars in thousands) Amount From CFC Due to CFC Receivable
Impact of rating downgrade trigger:

Falls below A3/A-" ..o $ 50,460 $ (10,748) $ — 3 (10,748)

Falls below Baal/BBB+............c..cuveuvneee. 6,989,288 (471,249) — (471,249)

Falls to or below Baa2/BBB “................... 558,159 (20,778) — (20,778)

Falls below Baa3/BBB- 221,473 (14,759) — (14,759)
Total ..ovveiicieecee e $ 7,819,380 $ (517,534) $ — $ (517,534)

M Rating trigger for CFC falls below A3/A-, while rating trigger for counterparty falls below Baal/BBB+ by Moody’s or S&P, respectively.
@ Rating trigger for CFC falls to or below Baa2/BBB, while rating trigger for counterparty falls to or below Ba2/BB+ by Moody’s or S&P, respectively.

We have outstanding notional amount of derivatives with one counterparty subject to a ratings trigger and early termination
provision in the event of a downgrade of CFC’s senior unsecured credit ratings below Baa3, BBB- or BBB- by Moody’s,
S&P or Fitch Ratings Inc. (“Fitch”), respectively, which is not included in the above table, totaling $165 million as of
August 31, 2019. These contracts were in an unrealized loss position of $41 million as of August 31, 2019.

The aggregate fair value amount, including the credit valuation adjustment, of all interest rate swaps with rating triggers that
were in a net liability position was $543 million as of August 31, 2019. There were no counterparties that fell below the
rating trigger levels in our interest swap contracts as of August 31, 2019. If a counterparty has a credit rating that falls below
the rating trigger level specified in the interest swap contract, we have the option to terminate all derivatives with the
counterparty. However, we generally do not terminate such agreements prematurely because our interest rate swaps are
critical to our matched funding strategy to mitigate interest rate risk.

See “Item 1A. Risk Factors” in our 2019 Form 10-K for additional information about credit risk related to our business.
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LIQUIDITY RISK

We define liquidity as the ability to convert assets into cash quickly and efficiently, maintain access to readily available
funding and rollover or issue new debt, under both normal operating conditions and periods of CFC-specific and/or market
stress, to ensure that we can meet borrower loan requests, pay current and future obligations and fund our operations on a
cost-effective basis. Our primary sources of liquidity include cash flows from operations, member loan repayments,
committed bank revolving lines of credit, committed loan facilities under the Guaranteed Underwriter Program, revolving
note purchase agreements with Farmer Mac and our ability to issue debt in the capital markets, to our members and in
private placements. We provide a discussion of our liquidity risk-management framework and activities undertaken to
manage liquidity risk in our 2019 Form 10-K under “Item 7. MD&A—Liquidity Risk—Liquidity Risk Management.”

Available Liquidity
As part of our strategy in managing liquidity risk and meeting our liquidity objectives, we seek to maintain a substantial
level of on-balance sheet and off-balance sheet sources of liquidity that are readily available for access to meet our near-

term liquidity needs. Table 25 presents the sources of our available liquidity as of August 31, 2019 and May 31, 2019.

Table 25: Available Liquidity

August 31,2019 May 31, 2019

(Dollars in millions) Total Accessed Available Total Accessed Available
Cash and cash equivalents ............ccccocoeeerereererennene. $ 231 § — $ 231 § 178 § — 3 178
Committed bank revolvin}% line of credit

agreements—unsecured"” ..............ocoovruriueennnnn. 2,975 3 2,972 2,975 3 2,972
Guaranteed Underwriter Program committed

facilities—secured®.........cooooomrriirerrinrienn. 7,298 5,948 1,350 7,298 5,948 1,350
Farmer Mac revolving note purchase agreementj

dated March 24, 2011, as amended—secured® .. 5,200 2,962 2,238 5,200 3,055 2,145
Farmer Mac revolving note purchase agreement,

dated July 31, 2015, as amended—secured ........ 300 — 300 300 — 300
TOtaAl ..o $16,004 $ 8913 $ 7,091 $15951 $ 9,006 $ 6,945

(DThe committed bank revolving line of credit agreements consist of a three-year and a five-year line of credit agreement. The accessed amount of $3
million as of both August 31, 2019 and May 31, 2019, relates to letters of credit issued pursuant to the five-year line of credit agreement.

@The committed facilities under the Guaranteed Underwriter Program are not revolving.

(3)Avai1abi1ity subject to market conditions.

We believe we have sufficient liquidity from the available on- and off-balance sheet liquidity sources presented above in
Table 25 and our ability to issue debt to meet demand for member loan advances and satisfy our obligations to repay long-
term debt maturing over the next 12 months.

Borrowing Capacity Under Current Facilities

Following is a discussion of our borrowing capacity and key terms and conditions under our revolving line of credit
agreements with banks and committed loan facilities under the Guaranteed Underwriter Program and revolving note
purchase agreements with Farmer Mac.

Committed Bank Revolving Line of Credit Agreements—Unsecured

Our committed bank revolving lines of credit may be used for general corporate purposes; however, we generally rely on
them as a backup source of liquidity for our member and dealer commercial paper. We had $2,975 million of commitments
under committed bank revolving line of credit agreements as of August 31, 2019. Under our current committed bank
revolving line of credit agreements, we have the ability to request up to $300 million of letters of credit, which would result
in a reduction in the remaining available amount under the facilities.
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Table 26 presents the total commitment, the net amount available for use and the outstanding letters of credit under our
committed bank revolving line of credit agreements as of August 31, 2019. We did not have any outstanding borrowings
under our bank revolving line of credit agreements as of August 31, 2019.

Table 26: Committed Bank Revolving Line of Credit Agreements

August 31, 2019

Letters of
Total Credit Net Available for Annual
(Dollars in millions) Commitment Outstanding Advance Maturity Facility Fee ®
3-year agreement ................. $ 1,440 $ — 8 1,440 November 28, 2021 7.5 bps
S-year agreement................. 1,535 3 1,532 November 28, 2023 10 bps
Total ..cc.ooeeiiieieece $ 2,975  $ 3 8 2,972

( )Fac111ty fee based on CFC’s senior unsecured credit ratings in accordance with the established pricing schedules at the inception of the related agreement.

Our committed bank revolving line of credit agreements do not contain a material adverse change clause or rating triggers
that would limit the banks’ obligations to provide funding under the terms of the agreements; however, we must be in
compliance with the covenants to draw on the facilities. We have been and expect to continue to be in compliance with the
covenants under our committed bank revolving line of credit agreements. As such, we could draw on these facilities to repay
dealer or member commercial paper that cannot be rolled over. See “Financial Ratios and Debt Covenants” below for
additional information, including the specific financial ratio requirements under our committed bank revolving line of credit
agreements.

Guaranteed Underwriter Program Committed Facilities—Secured

Under the Guaranteed Underwriter Program, we can borrow from the Federal Financing Bank and use the proceeds to make
new loans and refinance existing indebtedness. As part of the program, we pay fees, based on outstanding borrowings
supporting the USDA Rural Economic Development Loan and Grant program. The borrowings under this program are
guaranteed by RUS.

We had up to $1,350 million available for access under the Guaranteed Underwriter Program as of August 31, 2019. Of this
amount, $600 million is available for advance through July 15, 2022 and $750 million is available for advance through July
15, 2023. On September 25, 2019, we received a commitment letter for the guarantee by RUS of a $500 million loan facility
from the Federal Financing Bank under the Guaranteed Underwriter Program.

We are required to pledge eligible distribution system loans or power supply system loans as collateral in an amount at least
equal to the total outstanding borrowings under the Guaranteed Underwriter Program. See “Consolidated Balance Sheet
Analysis—Debt—Collateral Pledged” and “Note 4—Loans” for additional information on pledged collateral.

Farmer Mac Revolving Note Purchase Agreements—Secured

As indicated in Table 25, we have two revolving note purchase agreements with Farmer Mac, which together allow us to
borrow up to $5,500 million from Farmer Mac. Under our first revolving note purchase agreement with Farmer Mac, dated
March 24, 2011, as amended, we can borrow, subject to market conditions, up to $5,200 million at any time through January
11, 2022, and such date shall automatically extend on each anniversary date of the closing for an additional year, unless
prior to any such anniversary date, Farmer Mac provides us with a notice that the draw period will not be extended beyond
the remaining term. This revolving note purchase agreement allows us to borrow, repay and re-borrow funds at any time
through maturity, as market conditions permit, provided that the outstanding principal amount at any time does not exceed
the total available under the agreement. Each borrowing under the note purchase agreement is evidenced by a pricing
agreement setting forth the interest rate, maturity date and other related terms as we may negotiate with Farmer Mac at the
time of each such borrowing. We may select a fixed rate or variable rate at the time of each advance with a maturity as
determined in the applicable pricing agreement. We had outstanding secured notes payable totaling $2,962 million and
$3,055 million as of August 31, 2019 and May 31, 2019, respectively, under the Farmer Mac revolving note purchase
agreement of $5,200 million. The available borrowing amount totaled $2,238 million as of August 31, 2019.
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Under our second revolving note purchase agreement with Farmer Mac, dated July 31, 2015, as amended, we can borrow up
to $300 million at any time through December 20, 2023 at a fixed spread over LIBOR. This agreement also allows us to
borrow, repay and re-borrow funds at any time through maturity, provided that the outstanding principal amount at any time
does not exceed the total available under the agreement. Prior to the maturity date, Farmer Mac may terminate the
agreement upon 30 days written notice to us on periodic facility renewal dates, the first of which was January 31, 2019.
Subsequent facility renewal dates are on each June 20 or December 20 thereafter until the maturity date. We may terminate
the agreement upon 30 days written notice at any time. We did not have any outstanding notes payable under this revolving
note purchase agreement with Farmer Mac as of August 31, 2019. Under the terms of the first revolving note purchase
agreement with Farmer Mac described above, the $5,200 million commitment will increase to $5,500 million in the event
the second revolving note purchase agreement is terminated.

Pursuant to both Farmer Mac revolving note purchase agreements, we are required to pledge eligible distribution system or
power supply system loans as collateral in an amount at least equal to the total principal amount of notes outstanding. See
“Consolidated Balance Sheet Analysis—Debt—Collateral Pledged” and “Note 4—Loans” for additional information on
pledged collateral.

Short-Term Borrowings and Long-Term and Subordinated Debt

Additional funding is provided by short-term borrowings and issuances of long-term and subordinated debt. We rely on
short-term borrowings as a source to meet our daily, near-term funding needs. Long-term and subordinated debt represents
the most significant component of our funding. The issuance of long-term debt allows us to reduce our reliance on short-
term borrowings and effectively manage our refinancing and interest rate risk.

Short-Term Borrowings

Our short-term borrowings consist of commercial paper, which we offer to members and dealers, select notes and daily
liquidity fund notes offered to members, and bank-bid notes and medium-term notes offered to members and dealers.

Table 27 displays the composition, by funding source, of our short-term borrowings as of August 31, 2019 and May 31,
2019. Member borrowings accounted for 79% of total short-term borrowings as of August 31, 2019, compared with 74% of
total short-term borrowings as of May 31, 2019.

Table 27: Short-Term Borrowings—Funding Sources

August 31,2019 May 31, 2019
% of Total % of Total
Amount Short-Term Amount Short-Term
(Dollars in thousands) Outstanding Borrowings Outstanding Borrowings
Funding source:
IMEIMDETS ...t $ 3,197,882 79% $ 2,663,110 74%
Capital marketS.........cccoevevieieciieeeiiceeie e 829,763 21 944,616 26
TOtAL . $ 4,027,645 100% $ 3,607,726 100%
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Table 28 displays the composition, by product type, of our short-term borrowings as of August 31, 2019 and May 31, 2019.

Table 28: Short-Term Borrowings

August 31,2019 May 31, 2019
% of Total % of Total
Amount Debt Amount Debt

(Dollars in thousands) Outstanding Outstanding Outstanding Outstanding
Short-term borrowings:
Commercial paper:

Commercial paper to dealers, net of discounts........ $ 829,763 3% $ 944,616 4%

Commercial paper to members, at par.........c..c..c..... 1,240,830 5 1,111,795 4
Total commercial paper...........cccoeveevvieeevreeeenreeeenee 2,070,593 8 2,056,411 8
Select notes to0 MEMDETS .......ccoovvuviieeiiiiiieeeeeirieeeeenne 1,277,927 5 1,023,952 4
Daily liquidity fund notes to members........................ 435,070 2 298,817 1
Medium-term notes sold to members..............cc.ccu..... 244,055 1 228,546 1
Total short-term borrowings............ceeceeeveeeenreereenenne. $ 4,027,645 16% $ 3,607,726 14%

Our short-term borrowings totaled $4,028 million and accounted for 16% of total debt outstanding as of August 31, 2019,
compared with $3,608 million, or 14% of total debt outstanding as of May 31, 2019. Of the total commercial paper, $830
million, or 3% of total debt outstanding, was issued to dealers as of August 31, 2019, compared with $945 million, or 4% of
total debt outstanding, that was issued to dealers as of May 31, 2019. Our intent is to manage our short-term wholesale
funding risk by maintaining outstanding dealer commercial paper at an amount below $1,250 million for the foreseeable
future.

Long-Term and Subordinated Debt

In addition to access to private debt facilities, we also issue debt in the public capital markets. Pursuant to Rule 405 of the
Securities Act, we are classified as a “well-known seasoned issuer.” In September 2019, we filed a new shelf registration
statement for our collateral trust bonds under which we can issue an unlimited amount of collateral trust bonds until
September 2022. See “Item 7. MD&A—Liquidity Risk” in our 2019 Form 10-K for additional information on our shelf
registration statements with the SEC.

As discussed in “Consolidated Balance Sheet Analysis—Debt,” long-term and subordinated debt totaled $21,437 million
and accounted for 84% of total debt outstanding as of August 31, 2019, from $21,554 million, or 86%, of total debt
outstanding as of May 31, 2019. Table 29 summarizes long-term and subordinated debt issuances and repayments during the
three months ended August 31, 2019.

Table 29: Issuances and Repayments of Long-Term and Subordinated Debt”

Three Months Ended August 31,2019
(2)

(Dollars in thousands) Issuances Repayments Change
Long-term and subordinated debt activity:
Guaranteed Underwriter Program notes payable....... $ —  $ 23,352 § (23,352)
Farmer Mac notes payable ..........ccccecvvereninicncnenne. — 92,436 (92,436)
Medium-term notes sold to members........................ 94,256 73,128 21,128
Medium-term notes sold to dealers............c..ceennee.. — 26,835 (26,835)
Members’ subordinated certificates ............cccccueneee.. 1,289 1,933 (644)
TO AL e $ 95,545 $§ 217,684 $ (122,139)

1 . . .
M Amounts exclude unamortized debt issuance costs and discounts.

@ Repayments include principal maturities, scheduled amortization payments, repurchases and redemptions.
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Table 30 summarizes the scheduled amortization of the principal amount of long-term debt, subordinated deferrable debt
and members’ subordinated certificates as of August 31, 2019.

Table 30: Principal Maturity of Long-Term and Subordinated Debt

Amount
(Dollars in thousands) Maturing M % of Total
Fiscal year ending:
May 31, 2020 .o $ 1,439,826 7%
May 31, 2021 ..ooriiiiiiiieieieeeeeeeeee 1,940,594 9
May 31,2022 ..oooiiiieieeieeeeeee e 1,958,673 9
May 31,2023 ..ooiiieeeeeeeeeee e 1,193,854 6
May 31,2024 ..ot 1,092,535 5
Thereafter.....ccoovvvvviivvviiiiiiiiieeeeeeeeeee 13,811,167 64
TOtal ..ooeeveeie et $ 21,436,649 100%

DExcludes $0.05 million in subscribed and unissued member subordinated certificates for which a payment has been received. Member loan subordinated
certificates totaling $253 million amortize annually based on the unpaid principal balance of the related loan.

We provide additional information on our financing activities above under “Consolidated Balance Sheet Analysis—Debt.”
Investment Portfolio

In addition to our primary sources of liquidity discussed above, we have an investment portfolio, which totaled $633 million
and $653 million as of August 31, 2019 and May 31, 2019, respectively, composed of equity securities and held-to-maturity
investment securities. The decrease in our investment portfolio of $20 million during the current quarter was primarily
attributable to the redemption by Farmer Mac of its Series B non-cumulative preferred stock on June 12, 2019, ata
redemption price of $25.00 per share, plus any declared and unpaid dividends through and including the redemption date.
The amortized cost of our investment in the Farmer Mac Series B non-cumulative preferred stock was $25 million as of the
redemption date, which equaled the per share redemption price.

Our investment portfolio is unencumbered and structured so that the securities generally have active secondary or resale
markets under normal market conditions. The objective of the portfolio is to achieve returns commensurate with the level of
risk assumed subject to CFC’s investment policy and guidelines and liquidity requirements. While we have structured our
investment portfolio to remain adequately liquid to serve as a contingent supplemental source of liquidity for unanticipated
liquidity needs, we have the positive intent and ability to hold to maturity investment securities classified as held to
maturity. As such, we have classified them as held to maturity on our condensed consolidated balance sheets. Our held-to-
maturity investment securities totaled $570 million and $565 million as of August 31, 2019 and May 31, 2019, respectively.
The average contractual maturity and weighted average coupon of our held-to-maturity investment securities was three
years and 2.94%, respectively, as of August 31, 2019.

Pursuant to our investment policy and guidelines, all fixed-income debt securities, at the time of purchase, must be rated at
least investment grade and on stable outlook based on external credit ratings from at least two of the leading global credit
rating agencies, when available, or the corresponding equivalent, when not available. Securities rated investment grade, that
is those rated Baa3 or higher by Moody’s or BBB- or higher by S&P or BBB- or higher by Fitch, are generally considered
by the rating agencies to be of lower credit risk than non-investment grade securities. We have the positive intent and ability
to hold these securities to maturity.

We provide additional information on our investment securities in “Note 3—Investment Securities.”
Projected Near-Term Sources and Uses of Liquidity

As discussed above, our primary sources of liquidity include cash flows from operations, member loan repayments,
committed bank revolving lines of credit, committed loan facilities, short-term borrowings and funds from the issuance of
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long-term and subordinated debt. Our primary uses of liquidity include loan advances to members, principal and interest
payments on borrowings, periodic settlement payments related to derivative contracts, and operating expenses.

Table 31 below displays our projected sources and uses of cash from debt and investment activity, by quarter, over the next
six quarters through the quarter ending February 28, 2021. Our assumptions also include the following: (i) the estimated
issuance of long-term debt, including collateral trust bonds and private placement of term debt, is based on maintaining a
matched funding position within our loan portfolio with our bank revolving lines of credit serving as a backup liquidity
facility for commercial paper and on maintaining outstanding dealer commercial paper at an amount below $1,250 million;
(i1) long-term loan scheduled amortization payments represent the scheduled long-term loan payments for loans outstanding
as of August 31, 2019, and our current estimate of long-term loan prepayments, which the amount and timing of are subject
to change; (iii) other loan repayments and other loan advances primarily relate to line of credit repayments and advances;
(iv) long-term debt maturities reflect scheduled maturities of outstanding term debt for the periods presented; and (v) long-
term loan advances reflect our current estimate of member demand for loans, the amount and timing of which are subject to
change.

Table 31: Projected Sources and Uses of Liquidity from Debt and Investment Activity"

Projected Sources of Liquidity Projected Uses of Liquidity
Anticipated Total Long- Total Other
Long- Long-Term Projected Long-Term Term Other Projected Sources/

(Dollars in Term Debt Loan ) Other Loar}3 Sources of Debt 4 Loan Loan 5 Uses of (Uses) o &
millions) Issuance Repayments( ) Repayments ) Liquidity Maturities”®  Advances Advances® Liquidity Liquidity )
2QFY2020.. § 265 § 341 § 118 $§ 724 § 773 ' $ 510 $ 8 § 1,291 § 573
3Q FY 2020.. 690 320 76 1,086 650 508 — 1,158 59
4Q FY 2020 .. 90 312 9 411 235 208 — 443 (20)
1Q FY 2021 .. 620 336 — 956 564 302 — 866 (69)
2QFY2021.. 420 315 — 735 504 322 — 826 70
3QFY2021.. 320 308 — 628 314 320 — 634 11)
Total............. $ 2,405 $ 1,932 §$ 203 $§ 4540 $ 3,040 $§ 2,170 $ 8 $ 5218 § 602

O The dates presented represent the end of each quarterly period through the quarter ending February 28, 2021.

@ Anticipated long-term loan repayments include scheduled long-term loan amortizations, anticipated cash repayments at repricing date and sales.
@ Other loan repayments include anticipated short-term loan repayments.

@ Long-term debt maturities also include medium-term notes with an original maturity of one year or less and expected early redemptions of debt.
©) Other loan advances include anticipated short-term loan advances.

6 . . . . .
© Includes net increase or decrease to dealer commercial paper, member commercial paper and select notes, and purchases and maturity of investments.

As displayed in Table 31, we currently project long-term advances of $1,528 million over the next 12 months, which we
anticipate will exceed anticipated loan repayments over the same period of $1,309 million by approximately $219 million.
The estimates presented above are developed at a particular point in time based on our expected future business growth and
funding. Our actual results and future estimates may vary, perhaps significantly, from the current projections, as a result of
changes in market conditions, management actions or other factors.

Credit Ratings

Our funding and liquidity, borrowing capacity, ability to access capital markets and other sources of funds and the cost of
these funds are partially dependent on our credit ratings. Rating agencies base their ratings on numerous factors, including
liquidity, capital adequacy, industry position, member support, management, asset quality, quality of earnings and the
probability of systemic support. Significant changes in these factors could result in different ratings. Table 32 displays our
credit ratings as of August 31, 2019. During fiscal year 2019, Moody’s and S&P affirmed our ratings and outlook. On
September 24, 2019, Fitch also affirmed our ratings and outlook. Our credit ratings as of August 31, 2019 are unchanged
from May 31, 2019, and as of the date of the filing of this Report.
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Table 32: Credit Ratings

August 31,2019

Moody’s S&P Fitch
Long-term issuer credit rating'" ...... A2 A A
Senior secured debt?....................... Al A A+
Senior unsecured debt®................... A2 A A
Subordinated debt.............coccvennen. A3 BBB+ BBB+
Commercial paper ............ccccevenenee. P-1 A-1 F1
OUtlook ......veveieiieieeee e Stable Stable Stable

() Based on our senior unsecured debt rating.
@ Applies to our collateral trust bonds.

® Applies to our medium-term notes.

In order to access the commercial paper markets at attractive rates, we believe we need to maintain our current commercial
paper credit ratings of P-1 by Moody’s, A-1 by S&P and F1 by Fitch. In addition, the notes payable to the Federal Financing
Bank and guaranteed by RUS under the Guaranteed Underwriter Program contain a provision that if during any portion of
the fiscal year, our senior secured credit ratings do not have at least two of the following ratings: (i) A3 or higher from
Moody’s, (ii) A- or higher from S&P, (iii) A- or higher from Fitch or (iv) an equivalent rating from a successor rating agency
to any of the above rating agencies, we may not make cash patronage capital distributions in excess of 5% of total patronage
capital. See “Credit Risk—Counterparty Credit Risk—Credit Risk-Related Contingent Features” above for information on
credit rating provisions related to our derivative contracts.

Financial Ratios

Our debt-to-equity ratio increased to 29.03 as of August 31, 2019, from 19.80 as of May 31, 2019, due to the combined
impact of an increase in debt to fund loan growth, an increase in derivative liabilities and a decrease in equity resulting from
our reported net loss of $324 million and the authorization by the CFC Board of Directors in the current quarter to retire
patronage capital of $63 million. We returned the patronage capital to members in September 2019.

Our adjusted debt-to-equity ratio increased to 5.84 as of August 31, 2019, from 5.73 as of May 31, 2019, primarily
attributable to an increase in debt outstanding to fund loan growth. We provide a reconciliation of our adjusted debt-to-
equity ratio to the most comparable GAAP measure and an explanation of the adjustments below in “Non-GAAP Financial
Measures.”

Debt Covenants

As part of our short-term and long-term borrowing arrangements, we are subject to various financial and operational
covenants. If we fail to maintain specified financial ratios, such failure could constitute a default by CFC of certain debt
covenants under our committed bank revolving line of credit agreements and senior debt indentures. We were in compliance
with all covenants and conditions under our committed bank revolving line of credit agreements and senior debt indentures
as of August 31, 2019.

As discussed above in “Summary of Selected Financial Data,” the financial covenants set forth in our committed bank
revolving line of credit agreements and senior debt indentures are based on adjusted financial measures, including adjusted
TIER. We provide a reconciliation of adjusted TIER and other non-GAAP measures disclosed in this Report to the most
comparable GAAP measures and an explanation of the adjustments below in “Non-GAAP Financial Measures.”
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MARKET RISK

Interest rate risk represents our primary source of market risk. Interest rate risk is the risk to current or anticipated earnings
or equity arising primarily from movements in interest rates. This risk results from differences between the timing of cash
flows on our assets and the liabilities funding those assets. The timing of cash flows of our assets is impacted by re-pricing
characteristics, prepayments and contractual maturities. Our interest rate risk exposure is primarily related to the funding of
the fixed-rate loan portfolio. We provide a discussion of how we manage interest rate risk in our 2019 Form 10-K under
“Item 7. MD&A—Market Risk—Market Risk Management.”

Future of LIBOR

In 2017, the United Kingdom’s Financial Conduct Authority (“FCA”), which regulates the LIBOR index, announced that
the FCA intends to stop requesting banks to submit the rates required to calculate LIBOR after 2021. Management has
formed a cross-functional LIBOR working group to identify CFC’s exposure, assess the potential risks related to the
transition from LIBOR to a new index and develop a strategic transition plan. The LIBOR working group has performed an
initial assessment of all of the CFC’s LIBOR dependent contracts and financial instruments and the systems, models and
processes that may be impacted. The LIBOR working group will closely monitor and assess developments with respect to
the phasing out of LIBOR and provide regular reports to the Chief Financial Officer and the CFC Board of Directors. We
discuss the risks related to the uncertainty as to the nature of potential changes or other reforms associated with the
transition away from and expected replacement of LIBOR as a benchmark interest rate in in our 2019 Form 10-K under
“Item 1A. Risk Factors.”

Matched Funding Objective

Our funding objective is to manage the matched funding of asset and liability repricing terms within a range of adjusted total
assets (calculated by excluding derivative assets from total assets) deemed appropriate by the Asset Liability Committee
based on the current environment and extended outlook for interest rates. We refer to the difference between fixed-rate loans
scheduled for amortization or repricing and the fixed-rate liabilities and equity funding those loans as our interest rate gap.
Our primary strategies for managing our interest rate risk include the use of derivatives and limiting the amount of fixed-rate
assets that can be funded by variable-rate debt to a specified percentage of adjusted total assets based on market conditions.
We provide our members with many options on loans with regard to interest rates, the term for which the selected interest
rate is in effect and the ability to convert or prepay the loan. Long-term loans generally have maturities of up to 35 years.
Borrowers may select fixed interest rates for periods of one year through the life of the loan. We do not match fund the
majority of our fixed-rate loans with a specific debt issuance at the time the loans are advanced. We fund the amount of
fixed-rate assets that exceed fixed-rate debt and members’ equity with short-term debt, primarily commercial paper.

Interest Rate Gap Analysis

As part of our asset-liability management, we perform a monthly interest rate gap analysis that provides a comparison
between the timing of cash flows, by year, for fixed-rate assets scheduled for amortization and repricing and for fixed-rate
liabilities and members’ equity maturing. This gap analysis is a useful tool in measuring, monitoring and mitigating the
interest rate risk inherent in the funding of fixed-rate assets with variable-rate debt and also helpful in assessing liquidity
risk.

Table 33 displays the scheduled amortization and repricing of fixed-rate assets and outstanding fixed-rate liabilities and
equity as of August 31, 2019. We exclude variable-rate loans from our interest rate gap analysis, as we do not consider the
interest rate risk on these loans to be significant because they are subject to repricing at least monthly. Loans with variable
interest rates accounted for 10% and 11% of our total loan portfolio as of August 31, 2019 and May 31, 2019, respectively.
Fixed-rate liabilities include debt issued at a fixed rate, as well as variable-rate debt swapped to a fixed rate using interest
rate swaps. Fixed-rate debt swapped to a variable rate using interest rate swaps is excluded from the analysis because it is
used to match fund our variable-rate loans. With the exception of members’ subordinated certificates, which are generally
issued with extended maturities, and commercial paper, our liabilities have average maturities that closely match the
repricing terms (but not the maturities) of our fixed-rate loans.
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Table 33: Interest Rate Gap Analysis

Two Two
Years Years Five Years 10 Years
Prior to 6/1/20 to 6/1/22 to 6/1/24 to 6/129 to  6/1/39 and
(Dollars in millions) 5/31/20 5/31/22 5/31/24 5/31/29 5/31/39 Thereafter Total
Asset amortization and repricing .........c..cocceveenene $1,307 $3,365 $2,863 $ 5,819 $7,267 $ 3,483 $ 24,104
Liabilities and members’ equity:
Long-term debt " ., $1,628  $3,708  $2,448  $6,183  $4911  $1,994  § 20,872
Subordinated 51e3ferrable debt and subordinated
certificates™®) oo 10 40 412 611 154 811 2,038
Members’ equity @ .........oocoovieeiereeeeeeen, 55 21 28 111 308 927 1,450
Total liabilities and members’ equity ..........c..c...... $1,693 $3,769 $2,888 $ 6,905 $5,373 $ 3,732 $ 24,360
GAP P oo $(386) $ (404) $ (25 $(1,086) $1,894 $ (249) $ (256)
Cumulative Zap ...cccecevverveeeirenieieceeseseeeeeeeniene (386) (790) (815) (1,901) ) (256)
Cumulative gap as a % of total assets ................... 1.400% (2.860)% (2.960)% (6.89% (0.03)%  (0.93)%
Cumulative gap as a % of adjusted total assets® .. (1.40) (2.87) (2.96) (6.91) (0.03) (0.93)

Dincludes long-term fixed-rate debt and the net impact of our interest rate swaps.
@ The maturity presented for debt is based on the call date.
(3)Represents the amount of subordinated deferrable debt and subordinated certificates allocated to fund fixed-rate assets.

(4)Represents the portion of members’ equity and loan loss allowance allocated to fund fixed-rate assets. See Table 38: Members’ Equity below under
“Non-GAAP Financial Measures” for a reconciliation of total CFC equity to members’ equity.

©®)Calculated based on the amount of assets scheduled for amortization and repricing less total liabilities and members’ equity funding those assets.
(6)Adjusted total assets represents total assets reported in our condensed consolidated balance sheets less derivative assets.

When the amount of the cash flows related to fixed-rate assets scheduled for amortization and repricing exceeds the amount
of cash flows related to the fixed-rate debt and equity funding those assets, we refer to the difference, or gap, as
“warehousing.” When the amount of the cash flows related to fixed-rate assets scheduled for amortization and repricing is
less than the amount of the cash flows related to the fixed-rate debt and equity funding those assets, we refer to the gap as
“prefunding.” The amount of the gap is an indication of our interest rate and liquidity risk exposure. Our goal is to maintain
an unmatched position related to the cash flows for fixed-rate financial assets within a targeted range of adjusted total assets.

Because the substantial majority of our financial assets are fixed-rate, amortizing loans and these loans are primarily funded
with bullet debt and equity, our interest rate gap analysis typically reflects a warehouse position. When we are in a
warehouse position, we utilize some short-term borrowings to fund the scheduled amortization and repricing of our financial
assets. However, we limit the extent to which we fund our long-term, fixed-rate loans with short-term, variable-rate debt
because it exposes us to higher interest rate and liquidity risk.

We typically are in a warechouse position. However, as indicated above in Table 33, we were in a prefunded position of $256
million as of August 31, 2019, down from a prefunded position of $798 million as of May 31, 2019. In the second half of
fiscal year 2019, we had an opportunity to issue longer-term debt at an attractive coupon rate due to favorable market
conditions. We took advantage of that opportunity, which resulted in our current prefunded position. We do not expect to
maintain this prefunded position for an extended period, as we expect to continue to fund long-term fixed-rate loans in the
future.
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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 2019 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 three months ended August 31, 2019 and 2018. 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 August 31,

(Dollars in thousands) 2019 2018
INEETEST EXPENSE ...ovevveeeeeeeeeeteee ettt ettt te et te et re et eae et easetenseaensetean s $ (213,271) § (210,231)
Include: Derivative cash settlements eXpense............oceeveecvereerveeeennenns (11,043) (12,829)
Adjusted INTEreSt EXPENSE .....cuvivvierierieriereeereereeeteeeeeteeeeeteeaeereeereereeereens $ (24314) $ (223,060)
NEE INEEIESE TICOIMIE ..ottt eeee e eeeesereeeeeeeeeeeneeseeeeane $ 76,744  $ 68,260
Include: Derivative cash settlements eXpense .........c.cceeveeveereeeeereennnne. (11,043) (12,829)
Adjusted net interest iNCOME .........covveverveeiireeiireeiereeeereeeree ettt $ 65,701 $ 55,431
Net INCOME (L0SS)...vicviirieeiiciieeeite ettt ettt e eae et eaaeereas $  (324,079) $ 47,978
Exclude: Derivative forward value gains (10SS€s) ........cccccvevververvieeennnns (384,682) 20,012
Adjusted NEt INCOME .........coeviieeieeeeeieeeeeeeeeeee et $ 60,603 $ 27,966

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 expense 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 months ended August 31, 2019 and 2018.

Table 35: TIER and Adjusted TIER

Three Months Ended August 31,
2019 2018
TIER Y ettt e e e 0.52) 1.23

Adjusted TIER @) ..o 1.27 1.13
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(OTER is calculated based on our net income (loss) plus interest expense for the period divided by interest expense for the period.
(Z)Adjusted TIER is calculated based on adjusted net income (loss) 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 our total liabilities and total equity and the amounts used to calculate our
adjusted debt-to-equity ratio as of August 31, 2019 and May 31, 2019. As indicated in Table 36 , 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) August 31,2019 May 31, 2019
Total HaDIItIES ....eeveevieeieiieii ettt $ 26,660,328 $ 25,820,490
Exclude:

Derivative Habilities. ........oovviiiiiiiiiiie et 820,872 391,724

Debt used to fund loans guaranteed by RUS .........cccooiiiiiiiiinee 152,218 153,991

Subordinated deferrable debt............ccveeeveiiiiiiiieeiiiceee e 985,981 986,020

Subordinated CErtifiCates ..........oovviiiiiiiiiiiiieeeeeeeee e 1,356,485 1,357,129
Adjusted total Habilities..........coeeruerierieieieieieeeeeeee e $ 23,344,772 § 22,931,626
TOtAl EQUILY «..eeveevietieteeteeteete ettt st $ 918,428 § 1,303,882
Exclude:

Prior fiscal year-end cumulative derivative forward value losses...... (354,704) (34,974)

Current year derivative forward value 10SSes .........ccccovevvevrieienneennnnne. (384,682) (319,730)

Accumulated other comprehensive income attributable to

derivatives" .........coooocoriiiri e 2,459 2,571

Include:

Subordinated deferrable debt..........ooovvvviiiiiiiiiiiiiiiiee s 985,981 986,020

Subordinated Certificates ..........coveriieiierieecieecieeiee e e 1,356,485 1,357,129
Adjusted total EQUILY.......coeverieeeriieeieietieeeeeetee ettt $ 3,997,821 $ 3,999,164

M Represents AOCI related to derivatives. See “Note 10—Equity” for the components of AOCI.

Table 37 displays the calculations of our debt-to-equity and adjusted debt-to-equity ratios as of August 31, 2019 and
May 31, 2019.

Table 37: Debt-to-Equity Ratio

August 31, 2019 May 31, 2019
Debt-to-equity a0 ) .....o.ioiieee e 29.03 19.80
Adjusted debt-to-equity ratio @............cooeveeeeeeeeeeeeeeeeee e 5.84 5.73

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 as of the end of the period divided by adjusted total equity as of the end of the period.

Members’ Equity

Members’ equity represents equity attributable to CFC members. Table 38 provides a reconciliation of members’ equity to
total CFC equity as of August 31, 2019 and May 31, 2019.
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Table 38: Members’ Equity

(Dollars in thousands) August 31, 2019 May 31, 2019
Members’ equity:
TOtal CFC €QUILY «..vovvevieeetieeetieeteeeeteeeete ettt ettt ettt eneaeas $ 891,218 § 1,276,735
Excludes:
Accumulated other comprehensive 10SS ........coocvevvveeniecienieeeiee (114) (147)
Current period-end cumulative derivative forward value losses......... (731,727) (348,965)
SUDLOTALL....eciiciieii ettt ettt ettt ettt erae et (731,841) (349,112)
MEMDBDETS” ©QUILY ...vevvenveeeieiieeieiietesteeteeeeeaeseeesseseaesseensesseensesseensesseenseans S 1,623,059 $ 1,625,847
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NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)
Three Months Ended August 31,

(Dollars in thousands) 2019 2018
INTETESt INCOME ...ttt $ 290,015 $ 278,491
INLETESt EXPEIISE...eeeuvieeiieiieeieeiie et etteeteerieeeve e e eaeeaeeseaeenaeesnsen (213,271) (210,231)
Net interest inCOME..................cccoeieiiiiiiiiie e 76,744 68,260

Benefit (provision) for loan 10SSEs ..........ccceeevevieciireeriiiieieenens 30) 109
Net interest income after benefit (provision) for loan losses.......... 76,714 68,369
Non-interest income:

Fee and other INCOME ............oooveviviiiieiieeceee e 10,941 3,911

Derivative gains (I0SSES) .....c.coeevvierieiiieieeiieeeeie et (395,725) 7,183

Unrealized gains (losses) on equity securities............ccccverveenens 1,620 (726)
Total non-interest income ........................ccccoooiiiiiiiiiiiceeee . (383,164) 10,368
Non-interest expense:

Salaries and employee benefits ...........cceveeeviieiecieeecrieienenen, (12,942) (12,682)

Other general and administrative €Xpenses............ceceeeveeveeneene. (12,387) (10,523)

Losses on early extinguishment of debt..............cccoveeiiiiiiinnnn, — (7,100)

Other non-interest (€Xpense) INCOME ..........c.evververreeverreenennenns 7,179 (394)
Total non-interest eXPense.............c.ccceeevievieeciierieeie e e (18,150) (30,699)
Income (loss) before iNCOME taXES........ccueevveeeeiecrieeieeereeereeereeeeneen (324,600) 48,038
Income tax benefit (€XPense) ........ccvvvevreeeevrieeeiieeieereeeeere e 521 (60)
Net income (10SS).........c..ooieeiieiiiiiieceeeie ettt (324,079) 47,978
Less: Net (income) loss attributable to noncontrolling interests..... 1,657 (13)
Net income (loss) attributable to CFC.....................c.ccovveeien. $ (322,422) $ 47,965

See accompanying notes to condensed consolidated financial statements.
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NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(UNAUDITED)
Three Months Ended August 31,

(Dollars in thousands) 2019 2018
Net income (I0SS).........ccoeeviiiiiiiiieiie ettt s eeve e $ (324,079) $ 47,978
Other comprehensive income (loss):

Unrealized gains on cash flow hedge ..........cccooeeivvieiiniiiinie, — 24

Reclassification of derivative gains to net income..............c.cceenneeee.. (112) (119)

Defined benefit plan adjustments ............cccceeveierieieneecene e, 145 131
Other comprehensive income (10SS) .......cceeveveecierrieriieieieceeie e, 33 36
Total comprehensive income (10SS)...............cccoevieeeiienieeiieenieeie e, (324,046) 48,014
Less: Total comprehensive (income) loss attributable to

NONCONtrolling INLEIESS .......evveeieriieiereeiece et 1,657 13)

Total comprehensive income (loss) attributable to CFC................... $ (322,389) $ 48,001

See accompanying notes to condensed consolidated financial statements.
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NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

(UNAUDITED)
(Dollars in thousands) August 31, 2019 May 31, 2019
Assets:
Cash and cash equivalents ...........ccoeceeririeriiieni e $ 231,050 $ 177,922
ReStrICtEd CASN.....vviiiiiieeieeeeee e 9,138 8,282
Total cash, cash equivalents and restricted cash..........ccccooeervreienininnncnn. 240,188 186,204
Investment securities:
EQUILY SECUITHIES .vevvevieeieiieiieteeie ettt ettt ere s e s s e 63,922 87,533
Debt securities held-to-maturity, at amortized COSt.........cccveevevreereennnnne. 569,575 565,444
Total INVESTMENT SECUTILIES ....vvvveiiiiiiiiieeeieieeeee et e e e e e e e eeaaaes 633,497 652,977
L0aNS 10 MEMDETS.......vvviiiiiiiiiiiee ettt e e e eaaae e e e e ssnnees 26,299,838 25,916,904
Less: Allowance for 10an 10SS€S.......c.c.cccvveviieiieniiecieeieeceeeeecee e (17,565) (17,535)
Loans to MEMDETS, NET........ccueeevureeeerieeeieeeeeeeeeeeeeeeeeeeeaee e et e eeaeeeeeaeeeas 26,282,273 25,899,369
Accrued Interest reCeiVabIe .......cccvevivviiieiieeie e 133,119 133,605
Other TECEIVADIES ......vviiieeiieeeeeee et 35,878 36,712
FIXEA ASSELS, TET....c.uueiiiieiieieeieeeeeee ettt e e e e e e eaee e 121,692 120,627
DETIVALIVE @SSEES ..eeiiiureiieeiieeeriieeeeeeeteeeeeeeeeeeeeeeeeareeeeessisteessessnsseeessssnnnes 85,533 41,179
(011 1<7 g L1 £ TR 46,576 53,699
TOLAL ASSCES ...t e et ee e e e e e eee e eeaeeeneeneeas $ 27,578,756 $ 27,124,372
Liabilities:
Accrued interest payable .........coceoiiiiiiiiee e $ 209931 § 158,997
Debt outstanding:
Short-term DOTTOWINGS ......eeveiveeieieieieeiieieeetete ettt eeseeeaeeneas 4,027,645 3,607,726
Long-term debt.......c.ccieieriieieeieie e s 19,094,236 19,210,793
Subordinated deferrable debt ............ooovviiiiiiiiiiiiiieeeeeeeeee e 985,981 986,020
Members’ subordinated certificates:
Membership subordinated certificates ...........cccoeeeeveevencenencenenen. 630,474 630,474
Loan and guarantee subordinated certificates............cccceeevereeiennne 504,841 505,485
Member capital SECUTIIES .....co.evvervirrerierririenieieeeieeeeeene e 221,170 221,170
Total members’ subordinated certificates..........cceeeveeveeiiievieenieecieenn. 1,356,485 1,357,129
Total debt OULStANAING .....cc.eevieiieiieiieieceee e 25,464,347 25,161,668
Patronage capital retirement payable............cccoovvveeeriiieniieieneeieceeieins 61,102 —
Deferred INCOME ......ocoiiiiiiiiieeeeeee et 55,614 57,989
Derivative HabIlItIEs ......vvviiiiiieiiieeieeceeeee et 820,872 391,724
Other HHADIIIES .. ..eovvieeieeeee ettt ene e 48,462 50,112
Total labilities................c.oooiieiiiiiii s 26,660,328 25,820,490
Equity:
CFC equity:
Retained SQUILY .o.veevveriieeieiieieeeeee ettt ereere e 891,332 1,276,882
Accumulated other comprehensive inCOme ..........ccooceevereererienieeienns (114) (147)
TOtal CEFC ©QUILY .veeuvevieieiieieeiieieeeere et te e sae st saeseessessaessesssenseennenseens 891,218 1,276,735
Noncontrolling INEIESS ........ccvieeeriieieriieierie ettt ees 27,210 27,147
TOtal €QUILY.......c.cooiiiiiieie e 918,428 1,303,882
Total liabilities and equity................ccoccoeviriiiinieneeee e $ 27,578,756 $ 27,124,372

See accompanying notes to condensed consolidated financial statements.
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(Dollars in thousands)
Balance as of May 31, 2019...
Net 10SS wovveviveiiieiiiiicieeene

Other comprehensive income.

Patronage capital retirement...

Balance as of August 31,
2019

Balance as of May 31, 2018...

Cumulative effect from
adoption of new accounting
standard ......ccoevveeeiieeniienieens

Balance as of June 1, 2018.....
Net iNCOME -veevveeneeeereenieenns
Other comprehensive income.

Patronage capital retirement...

Balance as of August 31,
2018

NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

(UNAUDITED)
Membership Accumulated
Fees and Patronage Members’  Unallocated CFC Other Total Non-
Educational Capital Capital Net Income Retained Comprehensive CFC controlling Total
Fund Allocated Reserve (Loss) Equity Income (Loss) Equity Interests Equity
$ 2,982 $ 860,578 $ 759,097 $ (345,775) $1,276,882 § (147) $1,276,735 $ 27,147 $ 1,303,882
— — — (322,422) (322,422) — (322,422) (1,657) (324,079)
— — — — — 33 33 — 33
— (62,822) — — (62,822) — (62,822) — (62,822)
(306) — — — (306) — (306) 1,720 1,414
$ 2676 379775 $ 759097 $ (668,197) 3 $91332 8 (114 § 891218 § 27210 § 918428
$ 2,945 § 811,493 § 687,785 $ (36,434) $1,465,789 $ 8,544 $1,474333 § 31,520 § 1,505,853
— — — 8,794 8,794 (8,794) — — —
2,945 811,493 687,785 (27,640) 1,474,583 (250) 1,474,333 31,520 1,505,853
— — — 47,965 47,965 — 47,965 13 47,978
— — — — — 36 36 — 36
— (47,507) — — (47,507) — (47,507) — (47,507)
(336) — — — (336) — (336) 552 216
$ 2,609 $ 763986 $ 687,785 $ 20,325 §$1,474,705 $ (214) 81,474,491 § 32,085 §$ 1,506,576

See accompanying notes to condensed consolidated financial statements.
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NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)
Three Months Ended August 31,
(Dollars in thousands) 2019 2018
Cash flows from operating activities:
NEt INCOME (L0SS)...viuvieuiierieiiitieiti ettt ettt ettt e e b e steesseereesbeeteesseeseesseersesseesaeseessereas $ (324,079) $ 47,978
Adjustments to reconcile net income to net cash provided by operating activities:
Amortization of deferred 10an fees ..........cocvieviiviiciiiiciiiececceeeee e (2,332) (2,609)
Amortization of debt issuance costs and deferred charges .............ccccveeveviieiennns 2,357 3,003
Amortization of discount on long-term debt............cccoevvivieviiiieiiiieieiceeee 2,626 2,802
Amortization of issuance costs for bank revolving lines of credit...............cenue.n. 1,268 1,328
Depreciation and amortiZation............cc.eeeeriieeerieeienieeeeseeseeseereseeseeeesseeseesseens 2,374 2,230
Provision (benefit) for 0an 10SSES ..........ccvevvieieriieiiiiicieceee et 30 (109)
Loss on early extinguishment of debt............cccooieviiiiiiiiiiiiiiceceeeeeee — 7,100
Gain on sale Of 1and .........c.ooooviiiiiiiiicc e (7,713) —
Unrealized 10SSes 0N €QUILY SECUIILIES ..viovvevievieiieeieitieierie et enens (1,620) 726
Derivative forward value (2ains) l0SSES......c.ccvveviieiiriierierieeieieerese et 384,682 (20,012)
Changes in operating assets and liabilities:
Accrued INterest TECEIVADIE .........uviiiiieiieiii e 485 3,099
Accrued Interest PaAYable........c.ociiiieiiiiieieieeeee s 50,934 56,614
Deferred INCOME. ........eieeeieieieeieeee ettt ettt ettt ere et eveeereeeanas 43) 398
OBRET ..ttt ettt sttt e st e st e st et e e bt e bt et e besaebetennens (9,160) (20,818)
Net cash provided by operating activities..........cceovereerereereniereeee e 99,809 81,730
Cash flows from investing activities:
AdVanCeS 0N JOANS, TIET .........eeiiieiiiiiiieeee ettt ettt e et eeeaaeeeeaeeeeaeeas (382,936) (3,942)
Investment in fIXed @SSELS......c.ccvirieriiiieiiiierie ettt ettt re e sre s saeenne e 3,087) (4,253)
Proceeds from sale Of 1and............oooviiiiiiiiiiiieee s 21,618 —
Net proceeds from time dEPOSILS .......coveiveeruieieriieierieeieete ettt eae e eeae e — 100,000
Proceeds from redemption of equity SECUIILIES .......coovevuerierierieiieieiieeeeeeeeeeiee 25,000 —
Purchases of held-to-maturity debt SECUTITHES . .......ccveierieierieiecieeeeee e (23,650) (40,684)
Proceeds from maturities of held-to-maturity debt securities...........cccceeeereerrreenennne 19,533 7,339
Net cash provided by (used in) iINVesting acCtiVities .........ceeeververeereerierierreriereernenens (343,522) 58,460
Cash flows from financing activities:
Proceeds from short-term borrowings, Net ..........ccooeeevereeriereerieneeeeeee e 355,750 29,246
Proceeds from short-term borrowings with original maturity greater than 90 days... 679,062 296,242
Repayments of short term-debt with original maturity greater than 90 days............. (614,892) (328,262)
Proceeds from issuance of long-term debt, net of discount and issuance costs ......... 94,256 349,509
Payments for retirement of long-term debt...........coccoeiiviiiiiiiiiiee (215,751) (395,284)
Payments made for early extinguishment of debt............coccoviriiiiiiiiieiineee — (7,100)
Payments for issuance costs for subordinated deferrable debt............cccceeeeiieienne (84) —
Proceeds from issuance of members’ subordinated certificates ........ccocvvevivvueeeeeennns 1,289 471
Payments for retirement of members’ subordinated certificates .............cccceeceeeennne (1,933) (2,378)
Payments for retirement of patronage capital............occoeeeiiiiireiieiiieeeeeeee — (46,956)
Net cash provided by (used in) financing activities...........ecevverevreereriererieseeeeeene 297,697 (104,512)
Net increase in cash, cash equivalents and restricted cash.........................c.c.cceee. 53,984 35,678
Beginning cash, cash equivalents and restricted cash......................cocooininirninnn. 186,204 238,824
Ending cash, cash equivalents and restricted cash.......................ccooonviriiniinincnnn. S 240,188 $ 274,502
Supplemental disclosure of cash flow information:
Cash Paid fOr INTETEST........cviieriieriietieieteeieteitete ettt ev ettt b e b seebessebessesessenis $ 155,330 $ 148,063

See accompanying notes to condensed consolidated financial statements.
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NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Company

National Rural Utilities Cooperative Finance Corporation (“CFC”) is a member-owned cooperative association incorporated
under the laws of the District of Columbia in April 1969. CFC’s principal purpose is to provide its members with financing
to supplement the loan programs of the Rural Utilities Service (“RUS”) of the United States Department of Agriculture
(“USDA”). CFC makes loans to its rural electric members so they can acquire, construct and operate electric distribution
systems, generation and transmission (“power supply”) systems and related facilities. CFC also provides its members with
credit enhancements in the form of letters of credit and guarantees of debt obligations. As a cooperative, CFC is owned by
and exclusively serves its membership, which consists of not-for-profit entities or subsidiaries or affiliates of not-for-profit
entities. CFC is exempt from federal income taxes.

Basis of Presentation and Use of Estimates

The accompanying unaudited interim condensed consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States (“GAAP”). The preparation of financial statements in
conformity with GAAP requires management to make estimates and assumptions that affect the reported amounts and
related disclosures during the period. Management’s most significant estimates and assumptions involve determining the
allowance for loan losses and the fair value of financial assets and liabilities. Actual results could differ from these
estimates. We believe these financial statements reflect all adjustments of a normal, recurring nature that are, in the opinion
of management, necessary for the fair presentation of the results for the interim period. The results of operations for interim
periods are not necessarily indicative of results for the entire fiscal year. Certain reclassifications have been made to prior
periods to conform to the current presentation.

The accompanying financial statements should be read in conjunction with the audited consolidated financial statements,
and related notes thereto, included in CFC’s Annual Report on Form 10-K for the fiscal year ended May 31, 2019 (“2019
Form 10-K”). Refer to “Note 1—Summary of Significant Accounting Policies” in our 2019 Form 10-K for a discussion of
our significant accounting policies.

Principles of Consolidation

The accompanying condensed consolidated financial statements include the accounts of CFC, variable interest entities
(“VIEs”) where CFC is the primary beneficiary and subsidiary entities created and controlled by CFC to hold foreclosed
assets. CFC did not have any entities that held foreclosed assets as of August 31, 2019 or May 31, 2019. All intercompany
balances and transactions have been eliminated. National Cooperative Services Corporation (“NCSC”) and Rural Telephone
Finance Cooperative (“RTFC”) are VIEs that are required to be consolidated by CFC. NCSC is a taxable member-owned
cooperative that may provide financing to members of CFC, government or quasi-government entities which own electric
utility systems that meet the Rural Electrification Act definition of “rural,” and for-profit and nonprofit entities that are
owned, operated or controlled by, or provide significant benefits to certain members of CFC. RTFC is a taxable Subchapter
T cooperative association that provides financing for its rural telecommunications members and their affiliates. Unless stated
otherwise, references to “we,” “our” or “us” relate to CFC and its consolidated entities.

Restricted Cash
Restricted cash, which consists primarily of member funds held in escrow for certain specifically designed cooperative

programs, totaled $9 million and $8 million as of August 31, 2019 and May 31, 2019, respectively.
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Assets Held for Sale

On March 14, 2018, CFC entered into a purchase and sale agreement (“the agreement”), which was subsequently amended,
for the sale of a parcel of land, consisting of approximately 28 acres, located in Loudoun County, Virginia. We designated
the property, which had a carrying value of $14 million, as held for sale and reclassified it from fixed assets, net to other
assets on our consolidated balance sheet. On July 22, 2019, we closed on the sale of the land and received net proceeds of
$22 million, resulting in a gain of $8 million on the sale of this property, which is reported in other non-interest income
(expense) on our condensed consolidated statements of operations.

Interest Income

The following table presents interest income, by interest-earning asset category, for the three months ended August 31, 2019
and 2018.

Three Months Ended August 31,

(Dollars in thousands) 2019 2018

Interest income by interest-earning asset type:
Long-term fixed-rate 10ans™ .........cccoocvveeenvervnerncrvecinncns $ 258,478 § 251,801
Long-term variable-rate loans...........cccccoeeververeerieniennen. 9,756 9,381
Line of credit 10ans ...........ccccoeeviiivieeiiieeeeeee e 16,033 11,633
TDR 10a05P ..o 206 218
Other income, Net® ..o, (284) (325)
TOtal IOANS.....coieeiieiiieieee et 284,189 272,708
Cash, time deposits and investment securities............... 5,826 5,783

Total INtErest INCOME ......eevuveeeeeeeeeeeeeeeeeeeeeeeeee e $ 290,015 $ 278,491

(DIncludes loan conversion fees, which are generally deferred and recognized as interest income using the effective interest method.
@ Troubled debt restructured (“TDR”) loans.

@) Consists of late payment fees, commitment fees and net amortization of deferred loan fees and loan origination costs.

Deferred income of $56 million and $58 million as of August 31, 2019 and May 31, 2019, respectively, consists primarily of
deferred loan conversion fees totaling $50 million and $52 million, respectively. Deferred loan conversion fees are
recognized in interest income using the effective interest method.

Interest Expense

The following table presents interest expense, by debt product type, for the three months ended August 31, 2019 and 2018.
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Three Months Ended August 31,
(Dollars in thousands) 2019 2018
(H®@)

Interest expense by debt product type:

Short-term bOrTOWINGS............c.vvevveeierireeceeeeere e $ 22,822 § 19,419
Medium-tEIM NOLES ....oeevvveiieiieeeieie et 32,076 32,410
Collateral trust bonds..........ccceeeeveevieeciieiieecieecie e, 65,381 77,705
Guaranteed Underwriter Program notes payable .............. 40,433 35,334
Farmer Mac notes payable..........cccoeverieienerceenieeneeene 25,074 21,111
Other notes payable.........cccvecvevvieviiieeieceeieceee e 254 322
Subordinated deferrable debt...........cccoevieviieiieiiieiien, 12,882 9,417
Subordinated certificates ........oooovvvvviiivviiiiieeieeeeeeee e 14,349 14,513
Total INtEreSt EXPENSE........vvrvverererrereceereererereeesesessrseseesenas $ 213,271 § 210,231

M Includes amortization of debt discounts and debt issuance costs, which are generally deferred and recognized as interest expense using the effective
interest method. Issuance costs related to dealer commercial paper, however, are recognized as interest expense immediately as incurred.

@ Includes fees related to funding arrangements, such as up-front fees paid to banks participating in our committed bank revolving line of credit
agreements. Depending on the nature of the fee, amounts may be deferred and recognized as interest expense ratably over the term of the arrangement or
recognized immediately as incurred.

Recent Accounting Changes and Other Developments
Accounting Standards Adopted in Fiscal Year 2020
Derivatives and Hedging—Targeted Improvements to Accounting for Hedging Activities

In August 2017, the FASB issued ASU 2017-12, Derivatives and Hedging—Targeted Improvements to Accounting for
Hedging Activities, which expands the types of risk management strategies that qualify for hedge accounting treatment to
more closely align the results of hedge accounting with the economics of certain risk management activities and simplifies
certain hedge documentation and assessment requirement. It also eliminates the concept of separately recording hedge
ineffectiveness and expands disclosure requirements. The guidance is effective for public entities for fiscal years beginning
after December 15, 2018, including interim periods within those years. Early adoption is permitted in any interim period or
fiscal year before the effective date. We adopted this guidance on June 1, 2019. Hedge accounting is elective, and we
currently apply hedge accounting on a limited basis, specifically when we enter into treasury rate lock agreements. The
adoption of this guidance did not have an impact on our consolidated financial statements or cash flows. If we continue to
elect not to apply hedge accounting to our interest rate swaps, the guidance will not have an impact on our consolidated
financial statements or cash flows.

Receivables—Nonrefundable Fees and Other Cost

In March 2017, the FASB issued ASU 2017-08, Receivables—Nonrefundable Fees and Other Costs, which shortens the
amortization period for the premium on certain callable debt securities to the earliest call date rather the maturity date. The
guidance is applicable to any individual debt security, purchased at a premium, with an explicit and noncontingent call
feature with a fixed price on a preset date. The guidance does not impact the accounting for purchased callable debt
securities held at a discount. The guidance is effective for public entities in fiscal years beginning after December 15, 2018,
including interim periods within those fiscal years. We adopted this guidance on June 1, 2019. The adoption of this guidance
did not have a material impact on our consolidated financial statements or cash flows.
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Leases

In February 2016, the FASB issued ASU 2016-02, Leases, which provides new guidance that is intended to improve
financial reporting about leasing transactions. The new guidance requires the recognition of a right-of use asset and lease
liability on the consolidated balance sheet by lessees for those leases classified as operating leases under previous guidance.
It also requires new disclosures to help investors and other financial statement users better understand the amount, timing,
and uncertainty of cash flows arising from leases. The guidance is effective for fiscal years and interim periods within those
fiscal years beginning after December 15, 2018. We adopted this guidance on June 1, 2019. The adoption of this guidance
did not have a material impact on our consolidated financial statements or cash flows.

Accounting Standards Issued But Not Yet Adopted

Fair Value Measurement—Changes to the Disclosure Requirements for Fair Value Measurement

In August 2018, the FASB issued ASU 2018-13, Fair Value Measurement—Changes to the Disclosure Requirements for
Fair Value Measurement, which eliminates, adds and modifies certain disclosure requirements for fair value measurements
as part of its disclosure framework project. The guidance is effective for public entities for fiscal years beginning after
December 15, 2019, including interim periods within those years. Early adoption is permitted in any interim period or fiscal
year before the effective date. The guidance is effective for us beginning June 1, 2020. We do not expect that the adoption of
this guidance will have a material impact on our consolidated financial statements or cash flows.

Financial Instruments—Credit Losses: Measurement of Credit Losses on Financial Instruments

In June 2016, the FASB issued ASU 2016-13, Financial Instruments—Credit Losses: Measurement of Credit Losses on
Financial Instruments, which replaces the existing incurred credit loss model and establishes a single credit loss framework
based on a current expected credit loss model for financial assets carried at amortized cost, including loans and held-to-
maturity debt securities. The current expected loss model requires an entity to estimate credit losses expected over the life of
the credit exposure upon initial recognition of that exposure when the financial asset is originated or acquired, which will
generally result in earlier recognition of credit losses. The guidance also amends the other-than-temporary model for
available-for-sale debt securities by requiring the use of an allowance, rather than directly reducing the carrying value of the
security. The new guidance also requires expanded credit quality disclosures. The new guidance is effective for fiscal years
and interim periods within those fiscal years, beginning after December 15, 2019. This guidance is effective for us on June
1, 2020. While early adoption is permitted, we do not expect to elect that option. We are continuing to evaluate the impact of
the guidance on our consolidated financial statements, including assessing and evaluating assumptions and models to
estimate losses. Upon adoption of the guidance on June 1, 2020, we will be required to record a cumulative effect
adjustment to retained earnings for the impact as of the date of adoption. The impact will depend on our portfolio
composition and credit quality at the date of adoption, as well as forecasts at that time.

NOTE 2—VARIABLE INTEREST ENTITIES

NCSC and RTFC meet the definition of a VIE because they do not have sufficient equity investment at risk to finance their
activities without financial support. CFC is the primary source of funding for NCSC and the sole source of funding for
RTFC. Under the terms of management agreements with each company, CFC manages the business operations of NCSC and
RTFC. CFC also unconditionally guarantees full indemnification for any loan losses of NCSC and RTFC pursuant to
guarantee agreements with each company. CFC earns management and guarantee fees from its agreements with NCSC and
RTFC.

NCSC and RTFC creditors have no recourse against CFC in the event of a default by NCSC and RTFC, unless there is a
guarantee agreement under which CFC has guaranteed NCSC or RTFC debt obligations to a third party. The following table
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provides information on incremental consolidated assets and liabilities of VIEs included in CFC’s condensed consolidated
financial statements, after intercompany eliminations, as of August 31, 2019 and May 31, 2019.

(Dollars in thousands) August 31,2019 May 31, 2019

Total loans outstanding...............cc.ceveveruereererrnnnnnes $ 1,048,892 § 1,087,988
Other @SSETS....ccvviiieeiee e 10,074 10,963
TOLAL ASSELS....nvveeeeeeeeeeeeeeeee et eeeee e eeeeeeeeeeeean $ 1,058,966 $ 1,098,951
Long-term debt ........c.cocveveieriieriieiieeeeeeee e $ 6,000 $ 6,000
Other Habilities ..........ooovviiiiiiiieieeeceeeceee e 36,878 33,385
Total [Habilities .......cccevvrieieirieeieieieieieeee e $ 42,878 §$ 39,385

The following table provides information on CFC’s credit commitments to NCSC and RTFC, and its potential exposure to
loss as of August 31, 2019 and May 31, 2019.

(Dollars in thousands) August 31, 2019 May 31, 2019
CFC credit commitments................ooeveeevveeeeneeeinnnnn. $ 5,500,000 $ 5,500,000
Outstanding commitments:
Borrowings payable to CFC™V............cooovvvivernann. 1,019,103 1,059,629
Credit enhancements:
CFC third-party guarantees..............ccoevrevernennen. 11,339 10,091
Other credit enhancements ...........cccccoeeveeevneennnee 16,171 14,251
Total credit enhancements®.............cocooveeveererrnnn. 27,510 24,342
Total outstanding commitments ..............cccceevennenen. 1,046,613 1,083,971
CFC available credit commitments ...............cc.ecu.... $ 4,453,387 $ 4,416,029

M Borrowings payable to CFC are eliminated in consolidation.
2 . .
@ Excludes interest due on these instruments.

CFC loans to NCSC and RTFC are secured by all assets and revenue of NCSC and RTFC. CFC’s maximum potential
exposure, including interest due, for the credit enhancements totaled $29 million as of August 31, 2019. The maturities for
obligations guaranteed by CFC extend through 2031.

NOTE 3—INVESTMENT SECURITIES

We currently hold investments in equity and debt securities. We record purchases and sales of our investment securities on a
trade-date basis. The accounting and measurement framework for investment securities differs depending on the security
type and the classification.

Equity Securities

The following table presents the fair value of our equity securities, all of which had readily determinable fair values, as of
August 31, 2019 and May 31, 2019.
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(Dollars in thousands) August 31, 2019 May 31, 2019
Equity securities at fair value:
Farmer Mac—Series A, B and C non-cumulative preferred stock....... $ 58,166 $ 82,445
Farmer Mac—class A common StOCK .........cceevvueeeviieieeiee e 5,756 5,088
Total equity securities at fair value ...........ccocceeceevieciiniecienieieeeee e, $ 63,922 $ 87,533

We recognized net unrealized gains on our investments in equity securities of $2 million for the three months ended
August 31, 2019. We recognized net unrealized losses on our investments in equity securities of $1 million during the three
months ended August 31, 2018. These unrealized amounts are reported as a component of non-interest income on our
condensed consolidated statements of operations.

On June 12, 2019, Farmer Mac redeemed its Series B non-cumulative preferred stock at a redemption price of $25.00 per
share, plus any declared and unpaid dividends through and including the redemption date. The amortized cost of our
investment in the Farmer Mac Series B non-cumulative preferred stock was $25 million as of the redemption date, which
equaled the per share redemption price.

Debt Securities

We currently classify and account for our investments in debt securities as held to maturity because we have the positive
intent and ability to hold these securities to maturity. If we acquire debt securities that we may sell prior to maturity in
response to changes in our investment strategy, liquidity needs, credit risk mitigating considerations, market risk profile or
for other reasons, we would classify such securities as available for sale. We report debt securities classified as held to
maturity on our condensed consolidated balance sheets at amortized cost. Interest income, including amortization of
premiums and accretion of discounts, is generally recognized over the contractual life of the securities based on the effective
yield method.

Pursuant to our investment policy guidelines, all fixed-income debt securities, at the time of purchase, must be rated at least
investment grade and on stable outlook based on external credit ratings from at least two of the leading global credit rating
agencies, when available, or the corresponding equivalent, when not available. Securities rated investment grade, that is
those rated Baa3 or higher by Moody’s Investors Service (“Moody’s”) or BBB- or higher by S&P or BBB- or higher by
Fitch Ratings Inc. (“Fitch”), are generally considered by the rating agencies to be of lower credit risk than non-investment
grade securities.
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Amortized Cost and Fair Value of Debt Securities

The following tables present the amortized cost and fair value of our debt securities and the corresponding gross unrealized
gains and losses, by classification category and major security type, as of August 31, 2019 and May 31, 2019.

August 31,2019
Gross Gross
Amortized Unrealized Unrealized
(Dollars in thousands) Cost Gains Losses Fair Value
Debt securities held-to-maturity:
Certificates of dePOSit ......c.ccceevverierieriere e $ 6,123 § 2 3 — 3 6,125
Commercial PAPET ........c.eccvevveeriiiieiiieeie et 5,950 — — 5,950
U.S. agency debt SECUTItIeS ......c.eceeveeeierireierieeiereeeee e 4,563 201 — 4,764
Corporate debt SECUTIHIES. .......ccvevvieieiieieieeie e 481,914 9,426 (219) 491,121
Commercial MBS:
AEIICY ettt ettt ettt et s aeeennas 7,243 473 — 7,716
NON-AZEICY ..o eeeeteete et etesee e seese e seeseesseesaeseens 3,453 — Q)] 3,448
Total commercial MBS ........c..ccooiiiiiieeceeeeeeeeeee e 10,696 473 A) 11,164
U.S. state and municipality debt securities ..........c..ccccrerennee 9,606 520 — 10,126
Foreign government debt securities ...........ccocvevvevreeerieenenen. 1,257 58 — 1,315
Other ABS™W ... 49,466 448 A3 49,911
Total debt securities held-to-maturity............cceceeeveeeenreeeennnnne. $ 569575 § 11,128 § (227) $ 580,476
May 31, 2019
Gross Gross
Amortized Unrealized Unrealized
(Dollars in thousands) Cost Gains Losses Fair Value
Debt securities held-to-maturity:
Certificates of depOSIt .........ooveveveveieeeeereeeeeeeeeeeeee e, $ 1,000 $ — 3 — 3 1,000
Commercial PAPET ........c.ecevivueeviieieieeeeeie ettt 12,395 — — 12,395
U.S. agency debt SECUTItIeS ......c..ceevveeeerrieierieeeesieeeeseeeaeneees 3,207 108 — 3,315
Corporate debt SECUTTHIES........ccvivveeeieirieiecreceie e 478,578 4,989 (912) 482,655
Commercial MBS:
AENCY .ttt ettt ettt s e e raenanas 7,255 291 — 7,546
NON-AZENCY ..vvieniieeiit ettt ettt ettt s seeesebeesaeeennes 3,453 — N 3,446
Total commercial MBS ...........ccoooviiiiiiiieiececeeeeeceee e 10,708 291 ) 10,992
U.S. state and municipality debt securities ..............ccccvervennen. 9,608 352 — 9,960
Foreign government debt securities ...........ccoeeeevveveeceecreennennen. 1,254 42 — 1,296
Other ABS™Y) ... 48,694 290 (48) 48,936
Total debt securities held-to-maturity............c.cccovevveeeeecenennn. $ 565444 §$ 6,072 $ (967) $ 570,549

O Consists primarily of securities backed by auto lease loans, equipment-backed loans, auto loans and credit card loans.
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Debt Securities in Gross Unrealized Loss Position

An unrealized loss exists when the fair value of an individual security is less than its amortized cost basis. The following
table presents the fair value and gross unrealized losses for debt securities in a gross loss position, aggregated by security
type, and the length of time the securities have been in a continuous unrealized loss position as of August 31, 2019 and

May 31, 2019. The securities are segregated between investments that have been in a continuous unrealized loss position for
less than 12 months and 12 months or more based on the point in time that the fair value declined below the amortized cost

basis.

August 31,2019

Unrealized Loss Position

Unrealized Loss Position

Less than 12 Months 12 Months or Longer Total
Gross Gross Gross
Unrealized Unrealized Unrealized
(Dollars in thousands) Fair Value Losses Fair Value Losses Fair Value Losses
Debt securities held-to-maturity:
Corporate debt securities.............ccceeeevernennnn. $ 50,895 $ (75) $ 45,650 $§ (144) $ 96,545 §$§ (219)
Commercial MBS, non-agency...................... 3,447 Q) — — 3,447 Q)
Other ABS™) ... — — 7,909 3) 7,909 3)
Total debt securities held-to-maturity............... $ 54342 §$ 80) $ 53,559 $ (147) $107,901 $ (227)
May 31, 2019
Unrealized Loss Position Unrealized Loss Position
Less than 12 Months 12 Months or Longer Total
Gross Gross Gross
Unrealized Unrealized Unrealized
(Dollars in thousands) Fair Value Losses Fair Value Losses Fair Value Losses
Debt securities held-to-maturity:
Commercial paper®...........coccoovveveveereennan.. $ 2683 $ — 3 — 3 — $ 2,688 $ —
Corporate debt securities...........cccceeverreennnns 45,999 (198) 164,086 (714) 210,085 912)
Commercial MBS, non-agency.................... 1,996 4) 1,448 3) 3,444 (7
Other ABS™) ..., 1,982 (4) 13,840 (44) 15,822 (48)
Total debt securities held-to-maturity ............... $ 52,665 § (206) $179.374 $§  (761) $232,039 §  (967)

(MConsists primarily of securities backed by auto lease loans, equipment-backed loans, auto loans and credit card loans.

@ Unrealized losses on the commercial paper investments are less than $1,000.
Other-Than-Temporary Impairment

We conduct periodic reviews of all securities with unrealized losses to evaluate whether the impairment is other than
temporary. The number of individual securities in an unrealized loss position was 84 as of August 31, 2019. We have
assessed each security with gross unrealized losses included in the above table for credit impairment. As part of that
assessment, we concluded that the unrealized losses are driven by changes in market interest rates rather than by adverse
changes in the credit quality of these securities. Based on our assessment, we expect to recover the entire amortized cost
basis of these securities, as we do not intend to sell any of the securities and have concluded that it is more likely than not
that we will not be required to sell prior to recovery of the amortized cost basis. Accordingly, we currently consider the
impairment of these securities to be temporary.
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Contractual Maturity and Yield

The following table presents, by major security type, the remaining contractual maturity based on amortized cost and fair
value of our held-to-maturity investment securities as of August 31, 2019 and May 31, 2019. Because borrowers may have
the right to call or prepay certain obligations, the expected maturities of our investments may differ from the scheduled

contractual maturities presented below.

August 31, 2019
Due>1Year Due>S5 Years
Due in 1 Year through 5 through 10 Due >10
(Dollars in thousands) or Less Years Years Years Total
Amortized cost:
Certificates of deposit........cccoecveveeriererienrrieieeenn $ 5,123 $ 1,000 $ —  $ — $ 6,123
Commercial Paper...........cccecveeeeviieeenieeeeie e 5,950 — — — 5,950
U.S. agency debt Securities..........ccocerervverereeennrnne. — 2,682 1,881 — 4,563
Corporate debt SECUTItIES .......ceevvrereeriereereeieerennnn 61,766 408,037 12,111 — 481,914
Commercial MBS:
AGENCY vttt — 2,078 5,165 — 7,243
NON-AZENCY vttt — — — 3,453 3,453
Total commercial MBS..........cooovivviiiiiieieee, — 2,078 5,165 3,453 10,696
U.S. state and municipality debt securities .......... — 9,606 — — 9,606
Foreign government debt securities ..................... — 1,257 — — 1,257
Other ABS™ ....cooiieies e — 49,466 — — 49,466
TOtal .o $ 72,839 $474,126 $ 19,157 $§ 3,453  $569,575
Fair value:
Certificates of deposit.........ccoveeveieieeeieeciiciecnenen, $ 5,125 $ 1,000 $ —  $ — $ 6,125
Commercial Paper...........cceeeveeieviieeerieceerieeeeieeeeen 5,950 — — — 5,950
U.S. agency debt Securities...........ccceevveereeereereenene. — 2,811 1,953 — 4,764
Corporate debt SECUTIIES .......cceevvrreerreeeeieieeereens 61,784 416,655 12,682 — 491,121
Commercial MBS:
AZENCY ottt ettt — 2,210 5,506 — 7,716
NON-AZENCY ..viiiieeeiieiieeie ettt — — — 3,448 3,448
Total commercial MBS ..........cc.ccooviviieiiiiiecieen — 2,210 5,506 3,448 11,164
U.S. state and municipality debt securities .......... — 10,126 — — 10,126
Foreign government debt securities ..................... — 1,315 — — 1,315
Other ABS™Y ..o, — 49,911 — — 49,911
TOtAL ..o $ 72,859 $484,028 $§ 20,141 § 3,448 $580,476
Weighted average coupon® .............ccooveveeeerereeuennn. 2.32% 3.03% 3.00% 3.02% 2.94%
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May 31, 2019
Due>1Year Due>S5 Years
Due in 1 Year through 5 through 10 Due >10
(Dollars in thousands) or Less Years Years Years Total
Amortized cost:
Certificates of deposit ..........c.ceeevevevereieeeeeiereenane, $ — $ 1,000 $ — 3 — $ 1,000
Commercial Paper...........cceevieeeviieeeeieeeeee e 12,395 — — — 12,395
U.S. agency debt SeCUrities ...........ceevereecverreevennnnns — 2,678 529 — 3,207
Corporate debt SECUTIties........coeeevieeeerrereereeerenenen. 51,923 414,788 11,867 — 478,578
Commercial MBS:
AZENCY vttt re e — 310 6,945 — 7,255
NON-AZENCY ..evvieniieeiieiie ettt et — — — 3,453 3,453
Total Commercial MBS .........ccooovviiiiiiiieeeeeeee. — 310 6,945 3,453 10,708
U.S. state and municipality debt securities........... — 9,608 — — 9,608
Foreign government debt securities...................... — 1,254 — — 1,254
Other ABS™ ... 510 45,730 2,454 — 48,694
TOtal. i $ 64,828 $475368 $§ 21,795 $ 3,453  $565,444
Fair value:
Certificates of deposit ........c.c.cevevevevereeeeeierereeae, $ — $ 1,000 $ — 3 — $ 1,000
Commercial Paper........c..cceeeveeeeviieeenieeeere e 12,395 — — — 12,395
U.S. agency debt Securities ...........coeeverereeerreecrennnnns — 2,769 546 — 3,315
Corporate debt SECUTIICS........cceevvieeeiieeiereeeeeeeeenn 51,818 418,606 12,231 — 482,655
Commercial MBS:
AZENCY vttt ettt ettt ettt st ae e — 317 7,229 — 7,546
NON-AZENCY ..enevieiieeiiieiie ettt — — — 3,446 3,446
Total commercial MBS ............ccoooivviiiiiiiieeeee, — 317 7,229 3,446 10,992
U.S. state and municipality debt securities........... — 9,960 — — 9,960
Foreign government debt securities...................... — 1,296 — — 1,296
Other ABS™.......oviiiriireeieee e 509 45916 2,511 — 48,936
TOtal .o s $§ 64,722 $479864 $§ 22517 $ 3,446 $570,549
Weighted average coupon®............ccooeeervveeerinnerereeens 2.08% 3.10% 3.07% 3.26% 2.98%

Deonsists primarily of securities backed by auto lease loans, equipment-backed loans, auto loans and credit card loans.
(2)Calculated based on the weighted average coupon rate, which excludes the impact of amortization of premium and accretion of discount.

The average contractual maturity and weighted average coupon of our held-to-maturity investment securities was three

years and 2.94%, respectively, as of August 31, 2019. The average credit rating of these securities, based on the equivalent
lowest credit rating by Moody’s, S&P and Fitch was A2, A and A, respectively, as of August 31, 2019.
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Realized Gains and Losses

We did not sell any of our debt securities during the three months ended August 31, 2019, and therefore have not recorded
any realized gains or losses. In connection with Farmer Mac’s early redemption of its Series B non-cumulative preferred
stock, we recorded a realized loss on equity securities of $0.2 million for the three months ended August 31, 2019.

NOTE 4—LOANS

Loans, which are classified as held for investment, are carried at the outstanding unpaid principal balance net of
unamortized loan origination costs. The following table presents the outstanding principal balance of loans to members,
including deferred loan origination costs, and unadvanced loan commitments by loan type and member class, as of
August 31, 2019 and May 31, 2019.

August 31, 2019 May 31, 2019
Loans Unadvanced Loans Unadvanced

(Dollars in thousands) Outstanding Commitments” Outstanding Commitments™”
Loan type:
Long-term loans:

FIXEA TALC. vt eeeenes $ 23,677,234 $ — $ 23,094253 § —

Variable 1ate .......ccceveeeeerieieeieeeeeee e 962,541 5,140,530 1,066,880 5,448,636
Total long-term 10ans..........ccocceceeverveneniencne 24,639,775 5,140,530 24,161,133 5,448,636
Lines of credit......eveiivveevieeiiiiiiieiieeeeeee e 1,648,824 7,913,213 1,744,531 7,788,922
Total loans outstanding...........c.cceeevvereeiennene 26,288,599 13,053,743 25,905,664 13,237,558
Deferred loan origination COsts .............ccueu.... 11,239 — 11,240 —
Loans to members...........coooveeveeeeieeeeieeeeeeeenn. $ 26,299,838 $ 13,053,743 $§ 25,916,904 $§ 13,237,558
Member class:
CFC:

Distribution ........ceevveeeveenieeiienie e $ 20,484,460 $ 8,568,888 $ 20,155266 § 8,773,018

Power Supply.....ccccevveeenieieieeeeeee 4,671,035 3,456,266 4,578,841 3,466,680

Statewide and associate...........ccoevveeeeeennnen.. 84,212 168,564 83,569 165,687
Total CFC ..o 25,239,707 12,193,718 24,817,676 12,405,385
NCSC et 697,791 575,888 742,888 552,840
RTFC .ot 351,101 284,137 345,100 279,333
Total loans outstanding...........c.cceeevvereeienncne 26,288,599 13,053,743 25,905,664 13,237,558
Deferred loan origination COStS .............ccueuee.. 11,239 — 11,240 —
Loans to members...........cooveeveeeeieeeeieceeeeene. $ 26,299,838 $ 13,053,743 $§ 25,916,904 $§ 13,237,558

1 . . . . . .
( )The interest rate on unadvanced loan commitments is not set until an advance is made; therefore, all long-term unadvanced loan commitments are
reported as variable-rate. However, the borrower may select either a fixed or a variable rate when an advance on a commitment is made.
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Unadvanced Loan Commitments
Unadvanced loan commitments represent approved and executed loan contracts for which funds have not been advanced to
borrowers. The following table summarizes the available balance under unadvanced loan commitments as of August 31,

2019 and the related maturities by fiscal year and thereafter by loan type:

Notional Maturities of Unadvanced Loan Commitments

Available
(Dollars in thousands) Balance 2020 2021 2022 2023 2024 Thereafter
Line of credit loans... $ 7,913,213 § 609,206 §4,128,566 $ 485,285 $1,364,426 $1,055,813 § 269,917
Long-term loans ....... 5,140,530 306,460 665,361 1,295,466 1,080,699 1,634,791 157,753
Total......c.ccvenee. $ 13,053,743 $ 915,666 $4,793,927 $1,780,751 $2,445,125 $2,690,604 $ 427,670

Unadvanced line of credit commitments accounted for 61% of total unadvanced loan commitments as of August 31, 2019,
while unadvanced long-term loan commitments accounted for 39% of total unadvanced loan commitments. Unadvanced
line of credit commitments are typically revolving facilities for periods not to exceed five years. Unadvanced line of credit
commitments generally serve as supplemental back-up liquidity to our borrowers. Historically, borrowers have not drawn
the full commitment amount for line of credit facilities, and we have experienced a very low utilization rate on line of credit
loan facilities regardless of whether or not we are obligated to fund the facility where a material adverse change exists.

Our unadvanced long-term loan commitments have a five-year draw period under which a borrower may advance funds
prior to the expiration of the commitment. We expect that the majority of the long-term unadvanced loan commitments of
$5,141 million will be advanced prior to the expiration of the commitment.

Because we historically have experienced a very low utilization rate on line of credit loan facilities, which account for the
majority of our total unadvanced loan commitments, we believe the unadvanced loan commitment total of $13,054 million
as of August 31, 2019 is not necessarily representative of our future funding cash requirements.

Unadvanced Loan Commitments—Conditional

The substantial majority of our line of credit commitments and all of our unadvanced long-term loan commitments include
material adverse change clauses. Unadvanced loan commitments subject to material adverse change clauses totaled $10,050
million and $10,294 million as of August 31, 2019 and May 31, 2019, respectively. Prior to making an advance on these
facilities, we confirm that there has been no material adverse change in the business or condition, financial or otherwise, of
the borrower since the time the loan was approved and confirm that the borrower is currently in compliance with loan terms
and conditions. In some cases, the borrower’s access to the full amount of the facility is further constrained by the
designated purpose, imposition of borrower-specific restrictions or by additional conditions that must be met prior to
advancing funds.

Unadvanced Loan Commitments—Unconditional

Unadvanced loan commitments not subject to material adverse change clauses at the time of each advance consisted of
unadvanced committed lines of credit totaling $3,004 million and $2,944 million as of August 31, 2019 and May 31, 2019,
respectively. As such, we are required to advance amounts on these committed facilities as long as the borrower is in

compliance with the terms and conditions of the facility.

The following table summarizes the available balance under unconditional committed lines of credit, and the related
maturities by fiscal year and thereafter, as of August 31, 2019.
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Notional Maturities of Unconditional Committed Lines of Credit
Available

(Dollars in thousands) Balance 2020 2021 2022 2023 2024 Thereafter

Committed lines of credit....  $3,003,647 $260,886 $478,489  $171,875 $1,166,687 $811,510  $114,200

Loan Sales

We transfer, from time to time, loans to third parties under our direct loan sale program. We sold CFC loans with
outstanding balances totaling $20 million, at par for cash, during the three months ended August 31, 2019. We did not have
any loan sales during the three months ended August 31, 2018. We recorded immaterial losses upon the sale of these loans,
attributable to the unamortized deferred loan origination costs associated with the transferred loans.

Pledging of Loans

We are required to pledge eligible mortgage notes in an amount at least equal to the outstanding balance of our secured debt.
The following table summarizes our loans outstanding as collateral pledged to secure our collateral trust bonds, Clean
Renewable Energy Bonds, notes payable to Farmer Mac and notes payable under USDA’s Guaranteed Underwriter Program
(“Guaranteed Underwriter Program”) and the amount of the corresponding debt outstanding as of August 31, 2019 and May
31, 2019. See “Note 6—Short-Term Borrowings” and “Note 7—Long-Term Debt” for information on our borrowings.

(Dollars in thousands) August 31, 2019 May 31, 2019

Collateral trust bonds:

2007 indenture:
Distribution system mortgage NOLES ...........ceerververuerierienierieeeeeenenennens $ 8,557,299 §$ 8,775,231
RUS-guaranteed loans qualifying as permitted investments.................. 133,129 134,678
Total pledged collateral..........cccccueiriririnininineeeeeeceeee $ 8,690,428 $ 8,909,909
Collateral trust bonds outstanding ............ccecereevenieriniieneneneeee e, 7,622,711 7,622,711

1994 indenture:

Distribution system mortgage NOLES ..........ceevereerereerereereeieenreeeenneens $ 46,522 $ 47,331

Collateral trust bonds outstanding ............cceceeeevieeieriieveenieeieneeee e, 40,000 40,000
Farmer Mac:

Distribution and power supply system mortgage notes..............cce.vee... $ 3,760,219 $ 3,751,798

Notes payable outstanding...........cocceeeerereneneneneneneeeeeeeeceeee e 2,962,478 3,054,914

Clean Renewable Energy Bonds Series 2009A:

Distribution and power supply system mortgage notes...........c..cccuenee.e. $ 9,799 $ 10,349
CaSH e 802 415
Total pledged collateral..........cccccooiiiiininiininininccccceee $ 10,601 $ 10,764
Notes payable outstanding.........ccccecevererererenenenenieeieeeeeeeeceenes 9,225 9,225

Federal Financing Bank:
Distribution and power supply system mortgage notes.......................... $ 6,127,684 $ 6,157,218
Notes payable outStanding...........ccevvvevverierierieresieeseee e 5,387,155 5,410,507
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Credit Concentration

Concentrations may exist when there are amounts loaned to borrowers engaged in similar activities or in geographic areas
that would cause them to be similarly impacted by economic or other conditions or when there are large exposures to single
borrowers. As a tax-exempt, member-owned finance cooperative, CFC’s principal focus is to provide funding to its rural
electric utility cooperative members to assist them in acquiring, constructing and operating electric distribution systems,
power supply systems and related facilities. We serve electric and telecommunications members throughout the United
States, with a total of 900 borrowers located in 49 states as of August 31, 2019. Loans to borrowers in Texas accounted for
approximately 16% and 15% of total loans outstanding as of August 31, 2019 and May 31, 2019, respectively, representing
the largest concentration of outstanding loans to borrowers and the largest number of borrowers in any one state.

Because we lend primarily to our rural electric utility cooperative members, we have a loan portfolio subject to single-
industry and single-obligor concentration risks. Loans outstanding to electric utility organizations represented
approximately 99% of total loans outstanding as of August 31, 2019, unchanged from May 31, 2019. The remaining loans
outstanding in our portfolio were to RTFC members, affiliates and associates in the telecommunications industry. The
outstanding loan exposure for our 20 largest borrowers was 22% as of both August 31, 2019 and May 31, 2019. The 20
largest borrowers consisted of 10 distribution systems, nine power supply systems and one NCSC associate as of both
August 31, 2019 and May 31, 2019. The largest total outstanding exposure to a single borrower or controlled group
represented approximately 2% of total loans outstanding as of both August 31, 2019 and May 31, 2019.

As part of our strategy in managing our credit exposure, we entered into a long-term standby purchase commitment
agreement with Farmer Mac during fiscal year 2016. Under this agreement, we may designate certain long-term loans to be
covered under the commitment, subject to approval by Farmer Mac, and in the event any such loan later goes into payment
default for at least 90 days, upon request by us, Farmer Mac must purchase such loan at par value. The aggregate unpaid
principal balance of designated and Farmer Mac approved loans was $602 million and $619 million as of August 31, 2019
and May 31, 2019, respectively. Under the agreement, we are required to pay Farmer Mac a monthly fee based on the
unpaid principal balance of loans covered under the purchase commitment. No loans had been put to Farmer Mac for
purchase, pursuant to this agreement, as of August 31, 2019. Also, we had long-term loans totaling $152 million and $154
million as of August 31, 2019 and May 31, 2019, respectively, guaranteed by RUS.

Credit Quality

Assessing the overall credit quality of our loan portfolio and measuring our credit risk is an ongoing process that involves
tracking payment status, charge-offs, troubled debt restructurings, nonperforming and impaired loans, the internal risk
ratings of our borrowers and other indicators of credit risk. We monitor and subject each borrower and loan facility in our
loan portfolio to an individual risk assessment based on quantitative and qualitative factors. Internal risk ratings and
payment status trends are indicators, among others, of the probability of borrower default and level of credit risk in our loan
portfolio.

Borrower Risk Ratings

As part of our credit risk management process, we monitor and evaluate each borrower and loan in our loan portfolio and
assign internal borrower and loan facility risk ratings based on quantitative and qualitative assessments. Our borrower risk
ratings are intended to assess probability of default. Each risk rating is reassessed annually following the receipt of the
borrower’s audited financial statements; however, interim risk-rating downgrades or upgrades may occur as a result of
significant developments or trends. Our borrower risk ratings are intended to align with banking regulatory agency credit
risk rating definitions of pass and criticized classifications, with criticized divided between special mention, substandard and
doubtful. Pass ratings reflect relatively low probability of default, while criticized ratings have a higher probability of
default. Following is a description of each rating category.
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* Pass: Borrowers that are not experiencing difficulty and/or not showing a potential or well-defined credit weakness.

» Special Mention: Borrowers that may be characterized by a potential credit weakness or deteriorating financial condition
that is not sufficiently serious to warrant a classification of substandard or doubtful.

» Substandard: Borrowers that display a well-defined credit weakness that may jeopardize the full collection of principal
and interest.

* Doubtful: Borrowers that have a well-defined credit weakness or weaknesses that make full collection of principal and
interest, on the basis of currently known facts, conditions and collateral values, highly questionable and improbable.

Loans to borrowers in the pass, special mention and substandard categories are generally considered not to be individually
impaired and are included in the loan pools for determining the collective reserve component of the allowance for loan
losses. Loans to borrowers in the doubtful category are considered to be impaired and are therefore individually assessed for
impairment in determining the specific reserve component of the allowance for loan losses.

The following tables present total loans outstanding, by member class and borrower risk rating category, based on the risk
ratings used in the estimation of our allowance for loan losses as of August 31, 2019 and May 31, 2019. For purposes of
these tables and for determining the allowance for loan losses, loans to borrowers that are supported by a full guarantee of
repayment by the parent company are grouped in the same risk rating category of the guarantor parent company, rather than
the risk rating category of the subsidiary borrower.

August 31,2019

(Dollars in thousands) Pass Special Mention Substandard Doubtful Total
CFC:

Distribution ..........ccccc....... $ 20,354,654 $ 8,222 § 121,584 §$ — $ 20,484,460

Power supply......cccevevennene 4,623,131 — 47,904 — 4,671,035

Statewide and associate..... 69,212 15,000 — — 84,212
CFC total .....coevvervenieieneee 25,046,997 23,222 169,488 — 25,239,707
NCSC..iiieeeeeeeee 697,791 — — — 697,791
RTFC ..o 345,634 — 5,467 — 351,101
Total loans outstanding........ $ 26,090,422 $ 23,222 $ 174,955 $ — $ 26,288,599

May 31, 2019

(Dollars in thousands) Pass Special Mention Substandard Doubtful Total
CFC:

Distribution ..........ccceueeee. $ 20,022,193 § 10,375 % 122,698 $ — $ 20,155,266

Power supply......cccceccvenene 4,530,708 — 48,133 — 4,578,841

Statewide and associate..... 68,569 15,000 — — 83,569
CFC total ...c.ccveveiiiiicene 24,621,470 25,375 170,831 — 24,817,676
NCSC..ooiieieeeeee, 742,888 — — — 742,888
RTFC ..ot 339,508 — 5,592 — 345,100
Total loans outstanding........ $ 25,703,866 $ 25375 $ 176,423  $ — $§ 25,905,664

The substantial majority of the loans in the substandard category are attributable to loans to one electric distribution
cooperative borrower and its subsidiary totaling $169 million and $171 million as of August 31, 2019 and May 31, 2019,
respectively. The electric distribution cooperative owns and operates a distribution and transmission system. Several years
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ago, it established a subsidiary to deploy retail broadband service in underserved rural communities. Although the borrower
has experienced financial difficulties due to recent net losses and liquidity constraints, the borrower and its subsidiary are
current with regard to all principal and interest payments and have never been delinquent. The borrower, which operates in a
territory that is not rate-regulated, recently increased its electric and broadband rates and has begun taking other actions to
improve its financial performance and liquidity. All of the loans outstanding to this borrower were secured under our typical
collateral requirements for long-term loan advances as of August 31, 2019. We currently expect to collect all principal and
interest amounts due from the borrower and its subsidiary. Accordingly, the loans outstanding to this borrower and its
subsidiary were not deemed to be impaired as of August 31, 2019.

Payment Status of Loans

The following tables present the payment status of loans outstanding by member class as of August 31, 2019 and May 31,
2019. As indicated in the table, we did not have any past due loans as of either August 31, 2019 or May 31, 2019.

August 31,2019

90 Days or
30-89 Days More Total Total Loans Nonaccrual

(Dollars in thousands) Current Past Due Past Due V Past Due Outstanding Loans
CFC:

Distribution ........cceceeeeennee $20,484,460 $ — $ — $ — $20,484,460 $ —

Power supply . 4,671,035 — — — 4,671,035 —

Statewide and associate... 84,212 — — — 84,212 —
CFEC total .coceeevveeeienenne 25,239,707 — — — 25,239,707 —
NCSC ..ooviiiiiiiiiiccieee 697,791 — — — 697,791 —
RTFC ..o 351,101 — — — 351,101 —
Total loans outstanding ...... $26,288,599 $ — S — 3 —  $26,288599 $ —
Percentage of total loans.... 100.00% —% —% —% 100.00% —%

May 31, 2019
90 Days or
30-89 Days More Total Total Loans Nonaccrual

(Dollars in thousands) Current Past Due Past Due Past Due Outstanding Loans
CFC:

Distribution.......ccceceeeenes $ 20,155,266 $ — 3 — 3 —  $20,155,266 $ —

Power supply .....cccceeunenee. 4,578,841 — — — 4,578,841 —

Statewide and associate .. 83,569 — — — 83,569 —
CFC total .ceveeeeeieeiieeeae 24,817,676 — — — 24,817,676 —
NCSC ..ooiiiiiiiiiiieciiieee 742,888 — — — 742,888 —
RTFC ..o 345,100 — — — 345,100 —
Total loans outstanding...... $25,905,664 $ — 3 — 3 —  $25905,664 $ —
Percentage of total loans ... 100.00% —% —% —% 100.00% —%

O All loans 90 days or more past due are on nonaccrual status.
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Troubled Debt Restructurings

We did not have any loans modified as TDRs during the three months ended August 31, 2019. The following table provides
a summary of loans modified as TDRs in prior periods, the performance status of these loans and the unadvanced loan
commitments related to the TDR loans, by member class, as of August 31, 2019 and May 31, 2019.

August 31, 2019 May 31, 2019
Loans % of Total Unadvanced Loans % of Total Unadvanced

(Dollars in thousands) Outstanding Loans Commitments Outstanding Loans Commitments
TDR loans:
Performing TDR loans:

CFC/Distribution...........c.cceuenee $ 5,755 0.02% $ — 5 6,261 0.03% $ —

RTFC ..o 5,467 0.02 — 5,592 0.02 —
Total performing TDR loans........ 11,222 0.04 — 11,853 0.05 —
Total TDR loans.........c.ccoevrvenenee. $ 11,222 0.04% $ — $ 11,853 0.05% $ —

We did not have any TDR loans classified as nonperforming as of August 31, 2019 or May 31, 2019. TDR loans classified
as performing as of August 31, 2019 and May 31, 2019 were performing in accordance with the terms of their respective
restructured loan agreement and on accrual status as of the respective reported dates. One borrower with a TDR loan also
had two line of credit facilities as of both August 31, 2019 and May 31, 2019. One line of credit facility for $6 million as of
both August 31, 2019 and May 31, 2019, is restricted for fuel purchases only. Outstanding loans under this facility totaled $1
million and $3 million as of August 31, 2019 and May 31, 2019, respectively, and were classified as performing as of each
respective date. The other line of credit facility for $2 million as of both August 31, 2019 and May 31, 2019, provides bridge
funding for electric work plan expenditures in anticipation of receiving RUS funding. Outstanding loans under this facility
totaled $1 million as of both August 31, 2019 and May 31, 2019, respectively, and were classified as performing.

Nonperforming Loans

In addition to TDR loans that may be classified as nonperforming, we also may have nonperforming loans that have not
been modified as a TDR. We did not have any loans classified as nonperforming as of either August 31, 2019 or May 31,
2019.

We had no foregone interest income for loans on nonaccrual status during the three months ended August 31, 2019 and
2018.

Impaired Loans

The following table provides information on loans classified as individually impaired as of August 31, 2019 and May 31,
2019.

August 31, 2019 May 31, 2019
Recorded Related Recorded Related

(Dollars in thousands) Investment Allowance Investment Allowance
With no specific allowance recorded:

CFC ..o $ 5755 $ — S 6,261 $ —
With a specific allowance recorded:

RTFC ..o 5,467 989 5,592 1,021
Total impaired 10ans ............ccccoeveerrerirrerenene. $ 11,222 $ 989 § 11,853  $ 1,021
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The following table presents, by company, the average recorded investment for individually impaired loans and the interest
income recognized on these loans for the three months ended August 31, 2019 and 2018.

Three Months Ended August 31,

2019 2018 2019 2018
(Dollars in thousands) Average Recorded Investment Interest Income Recognized
CFC .t $ 6,239 $ 6,504 $ 137 § 142
RTFC ..o 5,547 6,048 69 76
Total impaired 10ans ............ccccoeveerveeierenenene. $ 11,786 $ 12,552  $ 206 $ 218

Net Charge-Offs

Charge-offs represent the amount of a loan that has been removed from our consolidated balance sheet when the loan is
deemed uncollectible. Generally the amount of a charge-off is the recorded investment in excess of the fair value of the
expected cash flows from the loan, or, if the loan is collateral dependent, the fair value of the underlying collateral securing
the loan. We report charge-offs net of amounts recovered on previously charged off loans. We had no loan defaults or
charge-offs during the three months ended August 31, 2019 and 2018.

NOTE 5—ALLOWANCE FOR LOAN LOSSES

We maintain an allowance for loan losses that represents management’s estimate of probable losses inherent in our loan
portfolio as of each balance sheet date. Our allowance for loan losses consists of a collective allowance for loans in our
portfolio that are not individually impaired and a specific allowance for loans identified as individually impaired. The
allowance for loan losses is reported separately on the consolidated balance sheet, and the provision for loan losses is
separately reported on our condensed consolidated statements of operations.

The following tables summarize changes, by company, in the allowance for loan losses as of and for the three months ended
August 31, 2019 and 2018.

Three Months Ended August 31,2019

(Dollars in thousands) CFC NCSC RTFC Total

Balance as of May 31,2019 ........cccovveieiieienns S 13,120 $ 2,007 $ 2408 $ 17,535
Provision (benefit) for loan losses..............coc...... (158) 70 118 30
Balance as of August 31, 2019 ........c.cccveveevvennns S 12,962 $ 2,077 $ 2,526 $ 17,565

Three Months Ended August 31, 2018

(Dollars in thousands) CFC NCSC RTFC Total
Balance as of May 31, 2018 ...........c.coocvevevenennnn. $ 12,300 $ 2,082 $ 4,419 $ 18,801
Provision (benefit) for loan losses.............cecu.... 208 (70) (247) (109)
Balance as of August 31, 2018 .........cccoeeiirieinne $ 12,508 $ 2,012 $ 4,172 $ 18,692

The following tables present, by company, the components of our allowance for loan losses and the recorded investment of
the related loans as of August 31, 2019 and May 31, 2019.
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August 31, 2019

(Dollars in thousands) CFC NCSC RTFC Total
Ending balance of the allowance:

Collective allowance ...........cccevvveveveeeveveeennenn. $ 12,962 2,077 S 1,537 $ 16,576

Specific allowance...........cccceveeeeneeienieirenenne — — 989 989
Total ending balance of the allowance................ $ 12,962 2,077 $ 2,526 $ 17,565
Recorded investment in loans:

Collectively evaluated loans............ccccceervennnns $ 25,233,952 697,791 S 345,634 $ 26,277,377

Individually evaluated loans...........ccccceeeennnee. 5,755 — 5,467 11,222
Total recorded investment in loans..................... $ 25,239,707 697,791 $ 351,101 $ 26,288,599
Total recorded investment in loans, net™ ........... $ 25,226,745 695,714 $ 348,575 $ 26,271,034
Allowance coverage ratio:
Allowance as a percentage of total recorded

investment in 1oans..........c...ccceeeveeeeeecveeeneeene.. 0.05% 0.30% 0.72% 0.07%
May 31, 2019

(Dollars in thousands) CFC NCSC RTFC Total
Ending balance of the allowance:

Collective alloWance ..........cooeveeeeeeeeceeeeeeeennnn $ 13,120 2,007 $ 1,387  $ 16,514

Specific allowance..........ccccoeeveevenecenenencnnenne. — — 1,021 1,021
Total ending balance of the allowance................ $ 13,120 2,007 $ 2,408 $ 17,535
Recorded investment in loans:

Collectively evaluated loans...........ccccceeeeuennee. $ 24811,415 742,888 $ 339,508 $ 25,893,811

Individually evaluated loans...........cccccveeeennennen. 6,261 — 5,592 11,853
Total recorded investment in loans..................... $ 24,817,676 742,888 $ 345,100 $ 25,905,664
Total recorded investment in loans, net".......... $ 24,804,556 740,881 $ 342,692 $ 25,888,129
Allowance coverage ratio:
Allowance as a percentage of total recorded

investment in 10ans..............ccceeevveeerecveeeneeenen. 0.05% 0.27% 0.70% 0.07%

(DExcludes unamortized deferred loan origination costs of $11 million as of both August 31, 2019 and May 31, 2019.

As noted above in “Note 4-Loans,” we did not have any loans classified as nonperforming as of either August 31, 2019 or

May 31, 2019.

In addition to the allowance for loan losses, we also maintain a reserve for unadvanced loan commitments at a level
estimated by management to provide for probable losses under these commitments as of each balance sheet date, which was

less than $1 million as of both August 31, 2019 and May 31, 2019.
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NOTE 6—SHORT-TERM BORROWINGS

Short-term borrowings consist of borrowings with an original contractual maturity of one year or less and do not include the
current portion of long-term debt. Our short-term borrowings totaled $4,028 million and accounted for 16% of total debt
outstanding as of August 31, 2019, compared with $3,608 million, or 14%, of total debt outstanding as of May 31, 2019.
The following table provides comparative information on our short-term borrowings as of August 31, 2019 and May 31,
2019.

(Dollars in thousands) August 31, 2019 May 31, 2019

Short-term borrowings:

Commercial paper:

Commercial paper sold through dealers, net of discounts .............. $ 829,763 $ 944,616

Commercial paper sold directly to members, at par ....................... 1,240,830 1,111,795
Total commercial PAPer ..........ccovvevvirieriiiieieeieie e e 2,070,593 2,056,411
Select NOtES t0 MEMDETLS .....cc.vviiieiiiiiie et 1,277,927 1,023,952
Daily liquidity fund notes to members .............ccoocvveeereecieneerieneenenne 435,070 298,817
Medium-term notes t0 MEMDEIS..........ocveiiviiiiieieeeeeeeeee e 244,055 228,546
Total short-term bOITOWINGS .........ccveveerierieerierieieeienre e eee e e $ 4,027,645 $ 3,607,726

Committed Bank Revolving Line of Credit Agreements

We had $2,975 million of commitments under committed bank revolving line of credit agreements as of both August 31,
2019 and May 31, 2019, respectively. Under our current committed bank revolving line of credit agreements, we have the
ability to request up to $300 million of letters of credit, which would result in a reduction in the remaining available amount
under the facilities.

The following table presents the total commitment, the net amount available for use and the outstanding letters of credit
under our committed bank revolving line of credit agreements as of August 31, 2019 and May 31, 2019.

August 31,2019 May 31, 2019
Letters of Net Letters of Net Annual
Total Credit Available Total Credit Available Facilit
(Dollars in millions) Commitment Outstanding  for Use Commitment Outstanding  for Use Maturity Fee !
3-year agreement.... $ 1,440 $ — $ 1,440 $ 1,440 $ — $ 1,440 November 28,2021 7.5 bps
5-year agreement.... 1,535 3 1,532 1,535 3 1,532 November 28, 2023 10 bps
Total.......ccoevevennne $ 2975 $ 3 % 2972 § 2975 % 3% 2972

O Facility fee determined by CFC’s senior unsecured credit ratings based on the pricing schedules put in place at the inception of the related agreement.

We had no borrowings outstanding under our committed bank revolving line of credit agreements as of August 31, 2019 or
May 31, 2019, and we were in compliance with all covenants and conditions under the agreements as of each date.
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NOTE 7—LONG-TERM DEBT

The following table displays long-term debt outstanding, by debt type, as of August 31, 2019 and May 31, 2019.

(Dollars in thousands) August 31, 2019 May 31, 2019
Secured long-term debt:
Collateral trust DONAS ......cceevveeiieiieieeeeeeie et $ 7,662,711 $ 7,662,711
Unamortized diSCOUNL ......c..coveieriinirieiiniinicreieeeeeeetese e (242,123) (244,643)
DEDE ISSUANCE COSES -..vnvnemeuiieieiirieeteieie ettt (32,952) (34,336)
Total collateral trust bONdS .........ccceeevveereiieiiiieeieeriee e 7,387,636 7,383,732
Guaranteed Underwriter Program notes payable ..........ccceceveevineneniennens 5,387,155 5,410,507
Farmer Mac notes payable ..........cococeeveninieienenenieiceneneeeere e 2,962,478 3,054,914
Other secured notes Payable ..........cccoocceeviiirerieiiieneeeeeeeceee e 9,225 9,225
Dbt ISSUANCE COSES .nvvervieiiiriiiiiieeie ettt ettt ettt sttt e e b e e s (162) (178)
Total other secured notes payable ............ccccoeviriiiiiiinineccine e 9,063 9,047
Total secured Notes Payable ........cccceevierieriiriieiieiieeeeeeseeree e 8,358,696 8,474,468
Total secured long-term debt ........ccccoeveriirininiiiereeeeeecee e 15,746,332 15,858,200
Unsecured long-term debt:
Medium-term notes sold through dealers ..........ccoceeverveevenenenncninenennne. 2,935,540 2,962,375
Medium-term notes Sold t0 MEMDETS .....cccuvvreeeiiiiieeeeiiieeeeereee e 418,208 397,080
Subtotal medium-term NOLES ......ccveerueeriierieiieeie e 3,353,748 3,359,455
Unamortized diSCOUNT .....c...eviiiieriiiieiieeieeieeseesite et (848) (931)
DDt ISSUANCE COSLS .veuvrenriririiriiiieniirieetente sttt sttt ettt b e nees (18,492) (19,399)
Total unsecured medium-term NOLES .......ccevvveeeeeiirreeeeeiireeeeeireeee e 3,334,408 3,339,125
Unsecured notes payable ... 13,701 13,701
Unamortized diSCOUNT .....c...eviiiieriiiieiieeieeieeseesite et (164) (187)
DDt ISSUANCE COSES .veuvrenriririeeiiiieniirieetente ettt ettt e 41) (46)
Total unsecured notes payable .........cccceveeeiiriieiiieiniiieeneeeeee e 13,496 13,468
Total unsecured long-term debt ..........coceeveevirinirienininecccc e 3,347,904 3,352,593
Total 10NZ-1erM AEDE ....eoveeuiiiiiiriieieece e $ 19,094,236 $ 19,210,793
Collateral Trust Bonds

Collateral trust bonds represent secured obligations sold to investors in the capital markets. Collateral trust bonds are
secured by the pledge of mortgage notes or eligible securities in an amount at least equal to the principal balance of the
bonds outstanding.

On September 13, 2019, we provided notice to investors that we will redeem all $300 million outstanding principal amount
of our 2.30% collateral trust bonds due November 15, 2019 on October 15, 2019.

Secured Notes Payable
We had outstanding secured notes payable totaling $5,387 million and $5,411 million as of August 31, 2019 and May 31,

2019, respectively, under bond purchase agreements with the Federal Financing Bank and a bond guarantee agreement with
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RUS issued under the Guaranteed Underwriter Program, which provides guarantees to the Federal Financing Bank. We pay
RUS a fee of 30 basis points per year on the total amount outstanding. We had up to $1,350 million available for access
under the Guaranteed Underwriter Program as of August 31, 2019.

The notes outstanding under the Guaranteed Underwriter Program contain a provision that if during any portion of the fiscal
year, our senior secured credit ratings do not have at least two of the following ratings: (i) A3 or higher from Moody’s, (ii)
A- or higher from S&P, (iii) A- or higher from Fitch, or (iv) an equivalent rating from a successor rating agency to any of the
above rating agencies, we may not make cash patronage capital distributions in excess of 5% of total patronage capital. We
are required to pledge eligible distribution system or power supply system loans as collateral in an amount at least equal to
the total principal amount of notes outstanding under the Guaranteed Underwriter Program. See “Note 4—Loans” for
additional information on the collateral pledged to secure notes payable under this program.

We have two revolving note purchase agreements with Farmer Mac, which together allow us to borrow up to $5,500 million
from Farmer Mac. Under our first revolving note purchase agreement with Farmer Mac, dated March 24, 2011, as amended,
we can currently borrow, subject to market conditions, up to $5,200 million at any time through January 11, 2022, and such
date shall automatically extend on each anniversary date of the closing for an additional year, unless prior to any such
anniversary date, Farmer Mac provides us with a notice that the draw period will not be extended beyond the remaining
term. This revolving note purchase agreement allows us to borrow, repay and re-borrow funds at any time through maturity,
as market conditions permit, provided that the outstanding principal amount at any time does not exceed the total available
under the agreement. Each borrowing under the revolving note purchase agreement is evidenced by a pricing agreement
setting forth the interest rate, maturity date and other related terms as we may negotiate with Farmer Mac at the time of each
such borrowing. We may select a fixed rate or variable rate at the time of each advance with a maturity as determined in the
applicable pricing agreement. Under this note purchase agreement with Farmer Mac, we had outstanding secured notes
payable totaling $2,962 million and $3,055 million as of August 31, 2019 and May 31, 2019, respectively.

Under our second revolving note purchase agreement with Farmer Mac, dated July 31, 2015, as amended, we can borrow up
to $300 million at any time through December 20, 2023 at a fixed spread over London Interbank Offered Rate (“LIBOR”).
This agreement also allows us to borrow, repay and re-borrow funds at any time through maturity, provided that the
outstanding principal amount at any time does not exceed the total available under the agreement. Prior to the maturity date,
Farmer Mac may terminate the agreement upon 30 days written notice to us on periodic facility renewal dates, the first of
which was January 31, 2019. Subsequent facility renewal dates are on each June 20 or December 20 thereafter until the
maturity date. We may terminate the agreement upon 30 days written notice at any time. We did not have any

outstanding notes payable under this revolving note purchase agreement with Farmer Mac as of August 31, 2019 and May
31, 2019. Under the terms of the first revolving note purchase agreement with Farmer Mac described above, the $5,200
million commitment will increase to $5,500 million in the event the second revolving note purchase agreement is
terminated.

We are required to pledge eligible distribution system or power supply system loans as collateral in an amount at least equal
to the total principal amount of notes outstanding under each of our Farmer Mac revolving note purchase agreements. See

“Note 4—Loans” for additional information on the collateral pledged to secure notes payable under these programs.

We were in compliance with all covenants and conditions under our senior debt indentures as of August 31, 2019 and May
31, 2019.
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NOTE 8—SUBORDINATED DEFERRABLE DEBT

The following table presents subordinated deferrable debt outstanding as of August 31, 2019 and May 31, 2019. See “Note 8
—Subordinated Deferrable Debt” of our 2019 Form 10-K for additional information on the terms of our subordinated
deferrable debt outstanding.

(Dollars in thousands) August 31, 2019 May 31, 2019
4.75% due 2043 with a call date of April 30, 2023................ $ 400,000 $ 400,000
5.25% due 2046 with a call date of April 20, 2026................ 350,000 350,000
5.50% due 2064 with a call date of May 15, 2024 ................ 250,000 250,000
Debt iSSUANCE COSES ...viuviiriirierieiiereeeieete e e eenns (14,019) (13,980)
Total subordinated deferrable debt.............ccooeveevieiniennnnnn. $ 985,981 § 986,020

NOTE 9—DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

We are an end user of derivative financial instruments and do not engage in derivative trading. We use derivatives, primarily
interest rate swaps and Treasury rate locks, to manage interest rate risk. Derivatives may be privately negotiated contracts,
which are often referred to as OTC derivatives, or they may be listed and traded on an exchange. We generally engage in
OTC derivative transactions.

Accounting for Derivatives

In accordance with the accounting standards for derivatives and hedging activities, we record derivative instruments at fair
value as either a derivative asset or derivative liability on our condensed consolidated balance sheets. We report derivative
asset and liability amounts on a gross basis based on individual contracts, which does not take into consideration the effects
of master netting agreements or collateral netting. Our derivatives transactions are not collateralized and do not include
collateralization agreements with counterparties. Derivatives in a gain position are reported as derivative assets on our
condensed consolidated balance sheets, while derivatives in a loss position are reported as derivative liabilities. Accrued
interest related to derivatives is reported on our condensed consolidated balance sheets as a component of either accrued
interest receivable or accrued interest payable.

If we do not elect hedge accounting treatment, changes in the fair value of derivative instruments, which consist of net
accrued periodic derivative cash settlements expense and derivative forward value amounts, are recognized in our
condensed consolidated statements of operations under derivative gains (losses). If we elect hedge accounting treatment for
derivatives, we formally document, designate and assess the effectiveness of the hedge relationship. Changes in the fair
value of derivatives designated as qualifying fair value hedges are recognized in the same line item on our condensed
consolidated statements of operations as the earnings effect of the related hedged item. Changes in the fair value of
derivatives designated as qualifying cash flow hedges are recorded as a component of AOCI. Those amounts are reclassified
into earnings in the same period during which the forecasted transaction impacts earnings and presented in the same line
item on our condensed consolidated statements of operations as the earnings effect of the related hedged item.

We generally do not designate interest rate swaps, which represented all of our outstanding derivatives as of

August 31, 2019, for hedge accounting. Accordingly, changes in the fair value of interest rate swaps are reported in our
condensed consolidated statements of operations under derivative gains (losses). Net periodic cash settlements expense
related to interest rate swaps are classified as an operating activity in our consolidated statements of cash flows.
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The notional amount provides an indication of the volume of our derivatives activity, but this amount is not recorded on our
condensed consolidated balance sheets. The notional amount is used only as the basis on which interest payments are
determined and is not the amount exchanged. The following table shows the outstanding notional amounts and the
weighted-average rate paid and received for our interest rate swaps, by type, as of August 31, 2019 and May 31, 2019. The
substantial majority of our interest rate swaps use an index based on LIBOR for either the pay or receive leg of the swap

agreement.
August 31, 2019 May 31, 2019
Weighted- Weighted- Weighted- Weighted-
Notional Average Average Notional Average Average

(Dollars in thousands) Amount Rate Paid Rate Received Amount Rate Paid Rate Received
Pay-fixed SWaps ......ccccceeveeeerennenne. $ 7,319,015 2.84% 227% $ 7,379,280 2.83% 2.60%
Receive-fixed swaps .........ccceveeenne. 3,399,000 2.96 2.56 3,399,000 3.25 2.56
Total interest rate swaps.................. 10,718,015 2.88 2.36 10,778,280 2.97 2.58
Forward pay-fixed swaps................ 65,000 65,000
Total....oveveeeiccc $10,783,015 $10,843,280

Impact of Derivatives on Condensed Consolidated Balance Sheets

The following table displays the fair value of the derivative assets and derivative liabilities recorded on our condensed
consolidated balance sheets and the related outstanding notional amount of our interest rate swaps by derivatives type, as of

August 31, 2019 and May 31, 2019.

August 31, 2019 May 31, 2019
(Dollars in thousands) Fair Value Notional Balance Fair Value Notional Balance
Derivative asSets: .....c..ccvveeeveeeieeireenrieereeeree e eevee e
INterest 1ate SWAPS .......c.ccveveeereeereeeereeeereeeereeeenenas $ 85,533 $§ 2,641,803 §$ 41,179 $ 2,332,104
Derivative liabilities:
Interest rate SWapSs ........cceeeveeeevieeeenieeeeereeiesieennns S 820,872 § 8,141,212 $ 391,724  $ 8,511,176

All of our master swap agreements include netting provisions that allow for offsetting of all contracts with a given
counterparty in the event of default by one of the two parties. However, as indicated above, we report derivative asset and
liability amounts on a gross basis by individual contracts. The following table presents the gross fair value of derivative
assets and liabilities reported on our condensed consolidated balance sheets as of August 31, 2019 and May 31, 2019, and
provides information on the impact of netting provisions and collateral pledged, if any.

75



NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

August 31,2019

Gross Amount

Net Amount of Not Offset in the
Assets/ Balance Sheet
Gross Amount Liabilities
of Recognized Gross Amount Presented Cash
Assets/ Offset in the in the Financial Collateral Net
(Dollars in thousands) Liabilities Balance Sheet Balance Sheet Instruments Pledged Amount
Derivative assets:
Interest rate swaps............. $ 85,533 $ — 3 85,533 § 85533 § — 3 —
Derivative liabilities:
Interest rate swaps............. 820,872 — 820,872 85,533 — 735,339
May 31, 2019
Gross Amount
Net Amount of Not Offset in the
Assets/ Balance Sheet
Gross Amount Gross Liabilities
of Recognized Amount Presented Cash
Assets/ Offset in the in the Financial Collateral Net
(Dollars in thousands) Liabilities Balance Sheet Balance Sheet Instruments Pledged Amount
Derivative assets:
Interest rate swaps............. $ 41,179 $ — 3 41,179 $ 41,176  $ — 3 3
Derivative liabilities:
Interest rate swaps............. 391,724 — 391,724 41,176 — 350,548

Impact of Derivatives on Condensed Consolidated Statements of Operations

Derivative gains (losses) reported in our condensed consolidated statements of operations consist of derivative cash
settlements expense and derivative forward value gains (losses). Derivative cash settlements expense represents net
contractual interest expense accruals on interest rate swaps during the period. The derivative forward value gains (losses)
represent the change in fair value of our interest rate swaps during the reporting period due to changes in the estimate of
future interest rates over the remaining life of our derivative contracts.

The following table presents the components of the derivative gains (losses) reported in our condensed consolidated
statements of operations for our interest rate swaps for three months ended August 31, 2019 and 2018.

Three Months Ended August 31,

(Dollars in thousands) 2019 2018
Derivative gains (losses) attributable to:...........ccceevervvevenennen.

Derivative cash settlements eXpense..........ccoecveeveeeernreeennennn. $ (11,043) §$ (12,829)
Derivative forward value gains (10SS€S).........ccevvrverrervennnnnen. (384,682) 20,012

Derivative gains (I0SSES) .......cceeeevieeeviierierieieere et $ (395,725) $ 7,183

Credit Risk-Related Contingent Features

Our derivative contracts typically contain mutual early-termination provisions, generally in the form of a credit rating
trigger. Under the mutual credit rating trigger provisions, either counterparty may, but is not obligated to, terminate and
settle the agreement if the credit rating of the other counterparty falls below a level specified in the agreement. If a
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derivative contract is terminated, the amount to be received or paid by us would be equal to the prevailing fair value, as
defined in the agreement, as of the termination date.

Our senior unsecured credit ratings from Moody’s and S&P were A2 and A, respectively, as of August 31, 2019. Both
Moody’s and S&P had our ratings on stable outlook as of August 31, 2019. The following table displays the notional
amounts of our derivative contracts with rating triggers as of August 31, 2019, and the payments that would be required if
the contracts were terminated as of that date because of a downgrade of our unsecured credit ratings or the counterparty’s
unsecured credit ratings below A3/A-, below Baal/BBB+, to or below Baa2/BBB, below Baa3/BBB-, or to or below Ba2/
BB+ by Moody’s or S&P, respectively. In calculating the payment amounts that would be required upon termination of the
derivative contracts, we assumed that the amounts for each counterparty would be netted in accordance with the provisions
of the master netting agreements for each counterparty. The net payment amounts are based on the fair value of the
underlying derivative instrument, excluding the credit risk valuation adjustment, plus any unpaid accrued interest amounts.

Notional Payable Due Receivable Net (Payable)/

(Dollars in thousands) Amount from CFC Due to CFC Receivable
Impact of rating downgrade trigger:

Falls below A3/A-") ..o, $ 50,460 $ (10,748) $ — 3 (10,748)

Falls below Baal/BBB+ ..........cccoeeevvveveenenen. 6,989,288 (471,249) — (471,249)

Falls to or below Baa2/BBB @...........cccco...... 558,159 (20,778) — (20,778)

Falls below Baa3/BBB-...........ccccccevvivveenenen. 221,473 (14,759) — (14,759)
TOtAl ..o $ 7,819,380 $ (517,534) $ — 3 (517,534)

M Rating trigger for CFC falls below A3/A-, while rating trigger for counterparty falls below Baal/BBB+ by Moody’s or S&P, respectively.
@ Rating trigger for CFC falls to or below Baa2/BBB, while rating trigger for counterparty falls to or below Ba2/BB+ by Moody’s or S&P, respectively.

We have outstanding notional amount of derivatives with one counterparty subject to a ratings trigger and early termination
provision in the event of a downgrade of CFC’s senior unsecured credit ratings below Baa3, BBB- or BBB- by Moody’s,
S&P or Fitch, respectively, which is not included in the above table, totaling $165 million as of August 31, 2019. These
contracts were in an unrealized loss position of $41 million as of August 31, 2019.

Our largest counterparty exposure, based on the outstanding notional amount, accounted for approximately 23% of the total
outstanding notional amount of derivatives as of both August 31, 2019 and May 31, 2019. The aggregate fair value amount,
including the credit valuation adjustment, of all interest rate swaps with rating triggers that were in a net liability position
was $543 million as of August 31, 2019.

NOTE 10—EQUITY

Total equity decreased by $385 million to $918 million as of August 31, 2019. The decrease was primarily attributable to
our reported net loss of $324 million for the three months ended August 31, 2019 and the CFC Board of Directors
authorization in the current quarter to retire patronage capital of $63 million.

In July 2019, the CFC Board of Directors authorized the allocation of the fiscal year 2019 net earnings as follows: $97
million to members in the form of patronage, $71 million to the members’ capital reserve and $1 million to the cooperative
educational fund. The amount of patronage capital allocated each year by CFC’s Board of Directors is based on adjusted net
income, which excludes the impact of derivative forward value gains (losses). See “MD&A—Non-GAAP Financial
Measures” for information on adjusted net income.
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In July 2019, the CFC Board of Directors authorized the retirement of allocated net earnings totaling $63 million, consisting
of $48 million, which represented 50% of the patronage capital allocation for fiscal year 2019, and $15 million, which
represented the portion of the allocation from fiscal year 1994 net earnings that has been held for 25 years pursuant to the
CFC Board of Directors policy. This amount was returned to members in cash in September 2019. The remaining portion of
the amount allocated for fiscal year 2019 will be retained by CFC for 25 years under current guidelines adopted by the CFC
Board of Directors in June 2009.

The CFC Board of Directors is required to make annual allocations of adjusted net income, if any. CFC has made annual
retirements of allocated net earnings in 39 of the last 40 fiscal years; however, future retirements of allocated amounts are
determined based on CFC’s financial condition. The CFC Board of Directors has the authority to change the current practice
for allocating and retiring net earnings at any time, subject to applicable laws. See “Item 1. Business—Allocation and
Retirement of Patronage Capital” of our 2019 Form 10-K for additional information.

Accumulated Other Comprehensive Income (Loss)

The following tables summarize, by component, the activity in AOCI as of and for the three months ended August 31, 2019
and 2018.

Three Months Ended August 31,2019

Unrealized Unrealized

Gains (Losses) Unrealized Gains (Losses) Unrealized
Equity Gains Cash Flow Losses Definezgl
(Dollars in thousands) Securities Derivatives” Hedges Benefit Plan‘ Total
Beginning balance ............cccocovevvrieirnnnnne. S — 3 2571 § — 3 (2,718) $ (147)
(Gains) losses reclassified into earnings.... — (112) — 145 33
Ending balance ...........ccccooeveieneneiene S — 8 2,459 § — 8 2,573) $ (114)
Three Months Ended August 31,2018
Unrealized Unrealized
Gains (Losses) Unrealized Gains (Losses) Unrealized
Equity Gains Cash Flow Losses Deﬁn&q
(Dollars in thousands) Securities Derivatives") Hedges Benefit Plan Total
Beginning balance ...........coooovcovovvcerrrve. $ 8,794 'S 3,039 $ (1,059 $  (2,230) $ 8,544
Cumulative effect of changes from
adoption of new accounting standards ...... (8,794) — — — (8,794)
Unrealized gains .......ccccoeeeevereenieneeneeeene — — 24 — 24
(Gains) losses reclassified into earnings.... — (119) — 131 12
Other comprehensive income (loss)........... — (119) 24 131 36
Ending balance ........c..coevevveveenieinieinienenes $ — 2,920 $ (1,035) $ (2,099) $ (214)

( )Amounts are reclassified into income in the derivative forward value gains (losses) component of the derivative gains (losses) line item of our condensed
consolidated statements of operations.

@ Amounts are reclassified into income in the other general and administrative expenses line item of our condensed consolidated statements of operations.

We expect to reclassify less than $1 million of amounts in AOCI related to unrealized derivative gains into earnings over the
next 12 months.
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NOTE 11—GUARANTEES

The following table summarizes total guarantees, by type of guarantee and by member class, as of August 31, 2019 and
May 31, 2019.

(Dollars in thousands) August 31, 2019 May 31, 2019
Total by type:
Long-term tax-exempt bonds'” ......................... $ 311,590 § 312,190
Letters of credit® ............cooovvverreionrieenienns 342,831 379,001
Other guarantees ............ccceevevveeeeneeceenneenennens 146,906 146,244
TOtal. e $ 801,327 § 837,435
Total by member class:
CFC:
DiStribution .........ccocvevvereiereeieieeiee e $ 242,630 $ 235,919
Power Supply......ccooveiiiiieiicieiecieeeeee 542,060 586,717
Statewide and associate..........coeevuvveeevvccvreeeeenns 5,298 4,708
CFCtotal ....coooveeveieeieecececeeeeeeeee e 789,988 827,344
NCSC .ot 9,765 8,517
RTFC ..o 1,574 1,574
TOtAl...eeeieeeeee e $ 801,327 § 837,435

(1) Represents the outstanding principal amount of long-term fixed-rate and variable-rate guaranteed bonds.

@Reflects our maximum potential exposure for letters of credit.

Long-term tax-exempt bonds of $312 million as of both August 31, 2019 and May 31, 2019 included $247 million of
adjustable or variable-rate bonds that may be converted to a fixed rate as specified in the applicable indenture for each bond
offering. We are unable to determine the maximum amount of interest that we may be required to pay related to the
remaining adjustable and variable-rate bonds. Many of these bonds have a call provision that allows us to call the bond in
the event of a default, which would limit our exposure to future interest payments on these bonds. Our maximum potential
exposure generally is secured by mortgage liens on the members’ assets and future revenue. If a member’s debt is
accelerated because of a determination that the interest thereon is not tax-exempt, the member’s obligation to reimburse us
for any guarantee payments will be treated as a long-term loan. The remaining long-term tax-exempt bonds of $65 million
as of August 31, 2019 are fixed-rate. The maximum potential exposure for these bonds, including the outstanding principal
of $65 million and related interest through maturity, totaled $90 million as of August 31, 2019. The maturities for long-term
tax-exempt bonds and the related guarantees extend through calendar year 2042.

Of the outstanding letters of credit of $343 million and $379 million as of August 31, 2019 and May 31, 2019, respectively,
$104 million and $126 million, respectively, were secured. We did not have any letters of credit outstanding that provided
for standby liquidity for adjustable and floating-rate tax-exempt bonds issued for the benefit of our members as of

August 31, 2019. The maturities for the outstanding letters of credit as of August 31, 2019 extend through calendar year
2039.

In addition to the letters of credit listed in the table above, under master letter of credit facilities in place as of August 31,
2019, we may be required to issue up to an additional $57 million in letters of credit to third parties for the benefit of our
members. All of our master letter of credit facilities were subject to material adverse change clauses at the time of issuance
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as of August 31, 2019. Prior to issuing a letter of credit, we would confirm that there has been no material adverse change in
the business or condition, financial or otherwise, of the borrower since the time the loan was approved and confirm that the
borrower is currently in compliance with the letter of credit terms and conditions.

The maximum potential exposure for other guarantees was $147 million as of both August 31, 2019 and May 31, 2019 of
which $25 million was secured as of both August 31, 2019 and May 31, 2019. The maturities for these other guarantees
listed in the table above extend through calendar year 2025. Guarantees under which our right of recovery from our
members was not secured totaled $360 million and $374 million and represented 45% of total guarantees as of both August
31,2019 and May 31, 2019.

In addition to the guarantees described above, we were also the liquidity provider for $247 million of variable-rate tax-
exempt bonds as of August 31, 2019, issued for our member cooperatives. While the bonds are in variable-rate mode, in
return for a fee, we have unconditionally agreed to purchase bonds tendered or put for redemption if the remarketing agents
are unable to sell such bonds to other investors. We were not required to perform as liquidity provider pursuant to these
obligations during the three months ended August 31, 2019 or the prior fiscal year.

Guarantee Liability

As of both August 31, 2019 and May 31, 2019, we recorded a guarantee liability of $14 million which represents the
contingent and noncontingent exposures related to guarantees and liquidity obligations. The contingent guarantee liability
was $1 million as of both August 31, 2019 and May 31, 2019, based on management’s estimate of exposure to losses within
the guarantee portfolio. The remaining balance of the total guarantee liability of $13 million as of both August 31, 2019 and
May 31, 2019, respectively, relates to our noncontingent obligation to stand ready to perform over the term of our
guarantees and liquidity obligations that we have entered into or modified since January 1, 2003.

NOTE 12—FAIR VALUE MEASUREMENT

We use fair value measurements for the initial recording of certain assets and liabilities and periodic remeasurement of
certain assets and liabilities on a recurring or nonrecurring basis. The accounting guidance for fair value measurements and
disclosures establishes a three-level fair value hierarchy that prioritizes the inputs into the valuation techniques used to
measure fair value. The levels of the fair value hierarchy, in priority order, include Level 1, Level 2 and Level 3. For
additional information regarding the fair value hierarchy and a description of the methodologies we use to measure fair
value, see “Note 14—Fair Value Measurement” to the Consolidated Financial Statements in our 2019 Form 10-K.

The following tables present the carrying value and fair value for all of our financial instruments, including those carried at

amortized cost, as of August 31, 2019 and May 31, 2019. The tables also display the classification within the fair value
hierarchy of the valuation technique used in estimating fair value.
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August 31,2019 Fair Value Measurement Level

(Dollars in thousands) Carrying Value Fair Value Level 1 Level 2 Level 3

Assets:
Cash and cash equivalents ..................... $ 231,050 $ 231,050 $ 231,050 $ — 3 —
Restricted cash.........cocvveveviiiciiecinin, 9,138 9,138 9,138 — —
Equity Securities........cocuevverreverreeeennenne. 63,922 63,922 63,922 — —
Debt securities held-to-maturity ............ 569,575 580,476 — 580,476 —
Deferred compensation investments...... 5,923 5,923 5,923 — —
Loans to members, net...........ccoevveeeenne. 26,282,273 28,353,451 — — 28,353,451
Accrued interest receivable................... 133,119 133,119 — 133,119 —
Debt service reserve funds..................... 17,151 17,151 17,151 — —
Derivative assets .......cccvveevvvevievveeeineeens 85,533 85,533 — 85,533 —

Liabilities:
Short-term borrowings...........c.ccecvevennee. $ 4,027,645 $ 4,028,391 $ — § 4,028,391 § —
Long-term debt.........ccceevvvrvnininrnenne. 19,094,236 20,650,260 — 11,840,788 8,809,472
Accrued interest payable............ccccuenen. 209,931 209,931 — 209,931 —
Guarantee liability..........ccoovveeverieiennne. 13,514 13,406 — — 13,406
Derivative liabilities..........cccceveeeveenens 820,872 820,872 — 820,872 —
Subordinated deferrable debt................. 985,981 1,055,555 — 1,055,555 —
Members’ subordinated certificates........ 1,356,485 1,356,485 — — 1,356,485

May 31, 2019 Fair Value Measurement Level

(Dollars in thousands) Carrying Value Fair Value Level 1 Level 2 Level 3

Assets:
Cash and cash equivalents ..................... $ 177,922 % 177,922 % 177,922 $ — 3 —
Restricted cash........cooovvvveviiicieeininn, 8,282 8,282 8,282 — —
Equity securities........ccooevvevreererreeeenenne. 87,533 87,533 87,533 — —
Debt securities held-to-maturity ............ 565,444 570,549 — 570,549 —
Deferred compensation investments...... 4,984 4,984 4,984 — —
Loans to members, net...........c.ccoeeeuveenne 25,899,369 25,743,503 — — 25,743,503
Accrued interest receivable................... 133,605 133,605 — 133,605 —
Debt service reserve funds..................... 17,151 17,151 17,151 — —
Derivative assets .......cocvvevvevevivveeeineeens 41,179 41,179 — 41,179 —

Liabilities:
Short-term borrowings.............cceevevenene. $ 3,607,726 $ 3,608,259 $ — $ 3,608,259 $ —
Long-term debt.........ccoovveieviriinieiene 19,210,793 20,147,183 — 11,482,715 8,664,468
Accrued interest payable............cccuenen. 158,997 158,997 — 158,997 —
Guarantee liability..........cccccveeverrieeennne. 13,666 13,307 — — 13,307
Derivative liabilities...........c.ccoeeevveeneens 391,724 391,724 — 391,724 —
Subordinated deferrable debt................. 986,020 1,004,707 — 1,004,707 —
Members’ subordinated certificates....... 1,357,129 1,357,129 — — 1,357,129
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Transfers Between Levels

We monitor the availability of observable market data to assess the appropriate classification of financial instruments within
the fair value hierarchy and transfer between Level 1, Level 2, and Level 3 accordingly. Observable market data includes but
is not limited to quoted prices and market transactions. Changes in economic conditions or market liquidity generally will
drive changes in availability of observable market data. Changes in availability of observable market data, which also may
result in changes in the valuation technique used, are generally the cause of transfers between levels. We did not have any
transfers between levels for financial instruments measured at fair value on a recurring basis for the three months ended
August 31, 2019 and 2018.

Recurring Fair Value Measurements
The following table presents the carrying value and fair value of financial instruments reported in our condensed

consolidated financial statements at fair value on a recurring basis as of August 31, 2019 and May 31, 2019, and the
classification of the valuation technique within the fair value hierarchy.

August 31, 2019 May 31, 2019
(Dollars in thousands) Level 1 Level 2 Total Level 1 Level 2 Total
Equity Securities .........cceevveeeveiereeenennns $ 63922 $ — $ 63,922 §$ 87,533 $ — $ 87,533
Deferred compensation investments........ 5,923 — 5,923 4,984 — 4,984
Derivative asSetS......coeeeveeveeeeeevnieeeeeeenns — 85,533 85,533 — 41,179 41,179
Derivative liabilities .............ccoceveevrenennen. — 820,872 820,872 — 391,724 391,724

Nonrecurring Fair Value

We may be required, from time to time, to measure certain assets at fair value on a nonrecurring basis on our condensed
consolidated balance sheets. These assets are not measured at fair value on an ongoing basis but are subject to fair value
adjustments in certain circumstances, such as in the application of lower of cost or fair value accounting or when we
evaluate for impairment. Assets measured at fair value on a nonrecurring basis and still held during the three months ended
August 31, 2019 and 2018 consisted of certain impaired loans. Fair value measurement adjustments for individually
impaired loans are recorded in the provision for loan losses on our condensed consolidated statements of operations. The fair
value of these assets is determined based on the use of significant unobservable inputs, which are considered Level 3 in the
fair value hierarchy. We did not have any nonrecurring fair value measurement adjustments recorded in earnings attributable
to these assets during the three months ended August 31, 2019 and 2018.

Significant Unobservable Level 3 Inputs
Impaired Loans

The fair value of impaired loans is typically measured based on the present value of expected future cash flows. Our
estimate of expected future cash flows incorporates, among other items, assumptions regarding default rates, loss severities,
the amounts and timing of prepayments, as well as the characteristics of the loan. If we expect repayment to be provided
solely by the continued operation or sale of the underlying collateral, the fair value of the collateral less estimated costs to
sell is used as the basis for measuring fair value. We employ various approaches and techniques to determine the fair value
of collateral-dependent loans, including developing market multiples and obtaining valuations from third-party specialists.
The significant unobservable inputs used in measuring the fair value of collateral-dependent loans include estimated cash
flows before interest, taxes, depreciation and amortization and market multiples for comparable companies. Our Credit Risk
Management group reviews the unobservable inputs to assess the reasonableness of the assumptions used and the accuracy
of the work performed. We did not have any impaired collateral-dependent loans as of August 31, 2019 or May 31, 2019.
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NOTE 13—BUSINESS SEGMENTS

The following tables display segment results for the three months ended August 31, 2019 and 2018, and assets attributable

to each segment as of August 31, 2019 and August 31, 2018.

Three Months Ended August 31, 2019

Consolidated
(Dollars in thousands) CFC Other Elimination Total
Statement of operations:
INtEreSt INCOME.........vveiieeieeeiee e $ 287,964 $ 12,347  $ (10,296) $ 290,015
INtErest EXPENSE ..ovvvvuveeiieiieeiie ittt (213,135) (10,432) 10,296 (213,271)
Net interest inCome .....................oooevevevviiiicieiieeeeeeens 74,829 1,915 — 76,744
Provision for 10an 10SSES .........ccoeeeeevveecrieeceeeeeeeeeeeene 30) — — 30)
Net interest income after provision for loan losses .......... 74,799 1,915 — 76,714
Non-interest income:
Fee and other inCome .........c..ccceeeveecieeiieeciecieceeee e 12,282 7,821 9,162) 10,941
Derivative losses:
Derivative cash settlements expense .............ccoeunen.... (10,801) (242) — (11,043)
Derivative forward value 10SS€S .........cccevvvvvveeereenne.. (382,762) (1,920) — (384,682)
Derivative IoSSES ......coevieeeiuiieeeeeee e (393,563) (2,162) — (395,725)
Unrealized gains on equity SeCurities.........c..cecevvereruenne. 1,620 — — 1,620
Total non-interest income..................c.cccoeeeviieiiieneenenn, (379,661) 5,659 9,162) (383,164)
Non-interest expense:

General and administrative €Xpenses ..........ccoeveeeerveeneans (24,739) (2,235) 1,645 (25,329)
Other non-interest (eXpense) iNCOME ..........ccevuereeeeenncens 7,179 (7,517) 7,517 7,179
Total non-interest expense.................cceecveereerieeecreenneenns (17,560) (9,752) 9,162 (18,150)
Loss before income taxes..........c.eoeeveeeeveeeeineeeeieeeeireeeenns (322,422) (2,178) — (324,600)
Income tax benefit .........cceeveiiiiiiiieiicieceeee e, — 521 — 521
INEELOSS ...t $  (322,422) $ (1,657) $ — $  (324,079)

August 31, 2019
Consolidated
CFC Other Elimination Total

Assets:

Total loans outstanding..............cccevvevveveeeeeeeeeeereereenan, $ 26,258,810 $ 1,048,892 $ (1,019,103) $ 26,288,599
Deferred loan origination COstS..........cccoeeveneecieneereennennes 11,239 — — 11,239
Loans to MEMDETS.........coovviuvviiiiieieieiee e 26,270,049 1,048,892 (1,019,103) 26,299,838

Less: Allowance for loan 10SS€S ..........ccceeevvereecveeeennen.n. (17,565) — — (17,565)

Loans to members, Net........ccccccveevvieerienrieeieeeree e 26,252,484 1,048,892 (1,019,103) 26,282,273
Other @SSELS...c.uivuieiieieiieiere et se et sre e sreens 1,286,409 105,290 (95,216) 1,296,483
Total ASSeLS..........ccveeveiiieieiieie e $ 27,538,893 § 1,154,182 § (1,114,319) $§ 27,578,756
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Three Months Ended August 31, 2018
Consolidated

(Dollars in thousands) CFC Other Elimination Total
Statement of operations:
INEETEST INCOME. ...ttt $ 276,243  $ 12,984 $ (10,736) $ 278,491
INtETESt EXPENSE ..ovvveeerieiiieiieiie ettt ete e sve e (210,050) (10,917) 10,736 (210,231)
Netinterest income ...................ccccveeiiviiiiiiieiiiieeeeeeean, 66,193 2,067 — 68,260
Benefit for 10an 10SSES .......cccveviiiviieeiieieceeee e 109 — — 109
Net interest income after benefit for loan losses .............. 66,302 2,067 — 68,369
Non-interest income:

Fee and other iNCOME ........cooovvvveviveeeiiieeeeeee e 5,199 564 (1,852) 3,911

Derivative gains (losses):

Derivative cash settlements expense ........c..cc.cceeuee.ee. (12,562) (267) — (12,829)
Derivative forward value gains ...........ccoccevvreenennen. 19,671 341 — 20,012

Derivative Gains........ccoecverieeieriieieneeieseeee e 7,109 74 — 7,183

Unrealized losses on equity securities..........ccoovveveeenen. (726) — — (726)
Total non-interest income................c.cccoeevevieeveneenennne. 11,582 638 (1,852) 10,368
Non-interest expense:

General and administrative €Xpenses ...........cecceveeruenneens (22,425) (2,374) 1,594 (23,205)

Losses on early extinguishment of debt......................... (7,100) — — (7,100)

Other noN-interest EXPENSe........cverveeverreereerreeseeseereennens (394) (258) 258 (394)
Total non-interest expense...............ccccceeeverieereneeecnennnnne. (29,919) (2,632) 1,852 (30,699)
Income before INCOME taxes .......ooovvevvvveeeeveeeeeeeeeieeeennees 47,965 73 — 48,038
INCOME taX EXPENSE....eervierierrierierieereiteereeeereeeresreeseenseens — (60) — (60)
NEtINCOME ..o $ 47,965 $ 13 $ — $ 47978

August 31, 2018
Consolidated
CFC Other Elimination Total

Assets:
Total loans outstanding..............cccceevevevereerrerereieeerereenenns $ 25,138,742 $ 1,139,507 $ (1,106,813) $ 25,171,436
Deferred loan origination COStS..........ccevvevvereereerieereennenne 11,218 — — 11,218
Loans t0 MEMDETS........c..coovviiieiiiieeeeeeeeeeeeeeee e 25,149,960 1,139,507 (1,106,813) 25,182,654

Less: Allowance for 10an 10SSes ........ccccvevvveeerrercvennenen. (18,692) — — (18,692)
Loans to MEMDETS, NEL.......c..covvvuiiiiiiieiieeeeeee e 25,131,268 1,139,507 (1,106,813) 25,163,962
Other @SSELS...cuviiuierieeieiiceiecte ettt 1,501,315 106,902 (95,972) 1,512,245
TOCAL ASSEES ......o.eveeeeeeeeee e eee $ 26,632,583 $ 1,246,409 $ (1,202,785) $ 26,676,207
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

For quantitative and qualitative disclosures about market risk, see “Part [—Item 2. MD&A—Market Risk” and “Note 9—
Derivative Instruments and Hedging Activities.”

Item 4. Controls and Procedures
As of the end of the period covered by this report, senior management, including the Chief Executive Officer and Chief
Financial Officer, evaluated the effectiveness of our disclosure controls and procedures as defined in Rules 13a-15(e) and
15d-15(e) of the Securities Exchange Act of 1934. Based on this evaluation process, the Chief Executive Officer and Chief
Financial Officer concluded that our disclosure controls and procedures are effective. There were no changes in our internal
control over financial reporting that occurred during the three months ended August 31, 2019 that have materially affected,
or are reasonably likely to materially affect, our internal control over financial reporting.

PART II—OTHER INFORMATION
Item 1.  Legal Proceedings
From time to time, CFC is subject to certain legal proceedings and claims in the ordinary course of business, including
litigation with borrowers related to enforcement or collection actions. Management presently believes that the ultimate
outcome of these proceedings, individually and in the aggregate, will not materially harm our financial position, liquidity or
results of operations. CFC establishes reserves for specific legal matters when it determines that the likelihood of an
unfavorable outcome is probable and the loss is reasonably estimable. Accordingly, no reserve has been recorded with
respect to any legal proceedings at this time.
Item 1A. Risk Factors
Refer to “Part [— Item 1A. Risk Factors” in our 2019 Form 10-K for information regarding factors that could affect our
results of operations, financial condition and liquidity. We are not aware of any material changes in the risk factors set forth
under “Part [— Item 1A. Risk Factors” in our 2019 Form 10-K.
Item 2.  Unregistered Sales of Equity Securities and Use of Proceeds
Not applicable.
Item 3.  Defaults Upon Senior Securities
Not applicable.
Item 4. Mine Safety Disclosures
Not applicable.

Item 5.  Other Information

None.
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Item 6. Exhibits

The following exhibits are incorporated by reference or filed as part of this Report.

EXHIBIT INDEX

Exhibit No. Description
31.1%* — Certification of the Chief Executive Officer required by Section 302 of the Sarbanes-Oxley Act of 2002
31.2%* — Certification of the Chief Financial Officer required by Section 302 of the Sarbanes-Oxley Act of 2002
32.17 — Certification of the Chief Executive Officer required by Section 906 of the Sarbanes-Oxley Act of 2002
32.27 — Certification of the Chief Financial Officer required by Section 906 of the Sarbanes-Oxley Act of 2002

101.INS* — XBRL Instance Document

101.SCH* — XBRL Taxonomy Extension Schema Document

101.CAL* — XBRL Taxonomy Calculation Linkbase Document

101.LAB* — XBRL Taxonomy Label Linkbase Document

101.PRE* — XBRL Taxonomy Presentation Linkbase Document

101.DEF* — XBRL Taxonomy Definition Linkbase Document

*Indicates a document being filed with this Report.
FIndicates a document that is furnished with this Report, which shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of
1934, or otherwise subject to the liability of that Section.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned thereunto duly authorized.

Date: October 10,2019
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Exhibit 31.1

National Rural Utilities Cooperative Finance Corporation
Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
(18 U.S.C. Section 1350)

I, Sheldon C. Petersen, certify that:

1.

2.

I have reviewed this report on Form 10-Q of National Rural Utilities Cooperative Finance Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and we have:

a)  designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b)  designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the Audit Committee of the registrant’s board of directors:

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: October 10, 2019

By: /s/ SHELDON C. PETERSEN
Sheldon C. Petersen
Chief Executive Officer

A signed original of this written statement required by Section 302 has been provided to National Rural Utilities Cooperative Finance
Corporation and will be retained by National Rural Utilities Cooperative Finance Corporation and furnished to the Securities and
Exchange Commission or its staff upon request.



Exhibit 31.2

National Rural Utilities Cooperative Finance Corporation
Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
(18 U.S.C. Section 1350)

I, J. Andrew Don, certify that:

1. Thave reviewed this report on Form 10-Q of National Rural Utilities Cooperative Finance Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and we have:

a)  designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

¢) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control

over financial reporting, to the registrant’s auditors and the Audit Committee of the registrant’s board of directors:

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: October 10, 2019

By: /s/J. ANDREW DON
J. Andrew Don
Chief Financial Officer

A signed original of this written statement required by Section 302 has been provided to National Rural Utilities Cooperative Finance
Corporation and will be retained by National Rural Utilities Cooperative Finance Corporation and furnished to the Securities and
Exchange Commission or its staff upon request.



Exhibit 32.1

National Rural Utilities Cooperative Finance Corporation
Certification Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
(18 U.S.C. Section 1350)

Pursuant to the requirements of Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Sections 1350(a) and (b)), I, the
Chief Executive Officer of National Rural Utilities Cooperative Finance Corporation (“CFC”), hereby certify to the best of
my knowledge as follows:

1. CFC’s Quarterly Report on Form 10-Q for the quarterly period ended August 31, 2019 filed with the Securities and
Exchange Commission (the “Report”) fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of CFC.

Date: October 10, 2019

By: /s/ SHELDON C. PETERSEN
Sheldon C. Petersen
Chief Executive Officer

A signed original of this written statement required by Section 906 has been provided to National Rural Utilities Cooperative Finance
Corporation and will be retained by National Rural Utilities Cooperative Finance Corporation and furnished to the Securities and
Exchange Commission or its staff upon request.



Exhibit 32.2

National Rural Utilities Cooperative Finance Corporation
Certification Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
(18 U.S.C. Section 1350)

Pursuant to the requirements of Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Sections 1350(a) and (b)), I, the
Chief Financial Officer of National Rural Utilities Cooperative Finance Corporation (“CFC”), hereby certify to the best of
my knowledge as follows:

1. CFC’s Quarterly Report on Form 10-Q for the quarterly period ended August 31, 2019 filed with the Securities and
Exchange Commission (the “Report”) fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of CFC.

Date: October 10, 2019

By: /s/J. ANDREW DON
J. Andrew Don
Chief Financial Officer

A signed original of this written statement required by Section 906 has been provided to National Rural Utilities Cooperative Finance
Corporation and will be retained by National Rural Utilities Cooperative Finance Corporation and furnished to the Securities and
Exchange Commission or its staff upon request.
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