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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 contains certain statements that are considered “forward-looking statements” within
the Securities Act of 1933, as amended, and the 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, 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” of our Annual Report on Form 10-K for the
fiscal year ended May 31, 2016 (“2016 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.
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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,
generation, transmission 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. As a member-owned cooperative, CFC’s objective is not to maximize profit, but rather to offer
its members cost-based financial products and services consistent with sound financial management. CFC funds its activities
primarily through a combination of public and private issuances of debt securities, member investments and retained equity.
As a tax-exempt, member-owned cooperative, we cannot issue equity securities.

Our financial statements include the consolidated accounts of CFC, Rural Telephone Finance Cooperative (“RTFC”),
National Cooperative Services Corporation (“NCSC”) and subsidiaries created and controlled by CFC to hold foreclosed
assets resulting from borrower defaults on loans or bankruptcy proceedings. RTFC is a taxable Subchapter T cooperative
association that was established to provide private financing for the rural telecommunications industry. NCSC is a taxable
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 the for-profit and nonprofit entities that are
owned, operated or controlled by, or provide significant benefits to certain members of CFC. See “Item 1. Business—
Overview” of our 2016 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.



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 results of operations, financial condition and liquidity by discussing the
drivers of changes from period to period and the key measures used by management to evaluate performance, such as
leverage ratios, growth and credit quality metrics. MD&A 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 2016 Form 10-K and additional information contained in our 2016 Form 10-K,
including the risk factors discussed under “Part [—Item 1A. Risk Factors,” as well as any risk factors identified under “Part
II—Item 1A. Risk Factors” in this Report.

SUMMARY OF SELECTED FINANCIAL DATA

Table 1 provides a summary of selected financial data for the three and nine months ended February 28, 2017 and February
29, 2016, and as of February 28, 2017 and May 31, 2016. In addition to financial measures determined in accordance with
GAAP, management also evaluates performance based on certain non-GAAP measures, which we refer to as “adjusted”
measures. Our primary non-GAAP metrics include adjusted net income, adjusted net interest income and net interest yield,
adjusted times interest earned ratio (“adjusted TIER”), adjusted debt-to-equity ratio and adjusted leverage ratio. The most
comparable GAAP measures are net income, net interest income, TIER, debt-to-equity ratio and leverage ratio, respectively.
The primary adjustments we make to calculate these non-GAAP measures consist of (i) adjusting interest expense and net
interest income to include the impact of net periodic derivative cash settlements; (ii) adjusting net income, senior debt and
total equity to exclude the non-cash impact of the accounting for derivative financial instruments; (iii) adjusting senior debt
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. 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 evaluates performance based on these metrics, and the financial covenants in our committed
bank revolving line of credit agreements and debt indentures are based on adjusted TIER and the adjusted debt-to-equity
ratio. 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 Nine Months Ended
February 28, February 29, February 28, February 29,
(Dollars in thousands) 2017 2016 Change 2017 2016 Change
Statement of operations
Interest iNCOME........ccvevevvereeneeeennen. $ 259920 $ 253,633 2% $ 773911 $§ 756,074 2%
Interest eXpense.......ccevveeveecveenerennen. (186,740) (171,189) 9 (551,474) (504,013) 9
Net interest iNCOME ........ccceeeeeeeereennee 73,180 82,444 (11) 222,437 252,061 (12)
Provision for loan losses..................... (2,065) 1,735 ** 4,731) (4,067) 16
Fee and other income......................... 5,810 5,604 4 15,437 17,336 (11)
Derivative gains (losses)"................. 42,455 (243,036) ok 194,822 (356,237) *ox
Rounefoemonofeloed gy e aen s o
Operating expenses(z) ......................... (20,710) (22,352) @) (62,201) (65,418) ®)]
Other non-interest expense ................ (294) (842) (65) (1,254) (1,208) 4
Income (loss) before income taxes .... 98,347 (174,975) *x 362,820 (155,928) *ok
Income tax eXpense........ccecveeveveeneenn. (385) 593 *ok (1,815) 153 *k
Net income (10SS) ...cevevererererenennens $ 97,962 $ (174,382) *x $ 361,005 § (155,775) *ok
Adjusted operational financial
measures
Adjusted interest expense” ............... $ (206,094) $ (193,745) 6%  $ (615805) § (569.298) 8%
Adjusted net interest income®......... 53,826 59,888 (10) 158,106 186,776 (15)
Adjusted net income® ...................... 36,153 46,098 (22) 101,852 135,177 (25)
Ratios
Fixed-charge coverage ratio/TIER @ 1.52 — 152 bps 1.65 0.69 96 bps
Adjusted TIER® .......ocovovviernnnne. 1.18 1.24 (6) 1.17 1.24 (7)
February 28, May 31,
2017 2016 Change
Balance sheet
Cash, investments and time deposits . $ 955855 $ 632,480 51%
Loans to members™ ..........coovvoeveenn.. 24,260,837 23,162,696 5
Allowance for loan losses.................. (36,029) (33,258) 8
Loans to members, net....................... 24,224,808 23,129,438 5
Total aSSEtS.....ocevvvveeiiiieeeeieeeieee e 25,609,565 24,270,200 6
Short-term borrowings...........cccev.e... 3,388,078 2,938,848 15
Long-term debt.........ccocevieniriene. 18,254,301 17,473,603 4
Subordinated deferrable debt............. 742,241 742,212 —
Members’ subordinated certificates... 1,420,608 1,443,810 2)
Total debt outstanding........................ 23,805,228 22,598,473 5
Total liabilities .......cceeveeeevreeieriennne. 24,462,227 23,452,822 4
Total equity ...cccevveveeieieeeeeeeee, 1,147,338 817,378 40
Guarantees @ ..o, 887,484 909,208 )
Ratios
Leverage 1atio!” ........cooooeerrveeennnnenee 22.09 29.81  (772) bps
Adjusted leverage ratio™ ................... 6.36 6.08 28
Debt-to-equity ratio®............cccoo....... 21.32 28.69 (737)
Adjusted debt-to-equity ratio™ .......... 6.11 5.82 29




** Change is less than one percent or not meaningful.

Deonsists of derivative cash settlements and derivative forward value amounts. Derivative cash settlement amounts represent net periodic contractual
interest accruals related to derivatives not designated for hedge accounting. Derivative forward value amounts represent changes in fair value during the
period, excluding net periodic contractual accruals, related to derivatives not designated for hedge accounting and expense amounts reclassified into
income related to the cumulative transition loss 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.

@Consists of the salaries and employee benefits and the other general and administrative expenses components of non-interest expense, each of which are
presented separately on our 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. For the three months ended
February 29, 2016, we reported a net loss of $174 million, which resulted in no fixed-charge coverage ratio and TIER coverage.

)L oans to members consists of the outstanding principal balance of member loans plus unamortized deferred loan origination costs, which totaled $11
million and $10 million as of February 28, 2017 and May 31, 2016, respectively.

®)Reflects 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 as the
guarantee liability is determined based on anticipated losses. See “Note 11—Guarantees” for additional information.

(Dcalculated based on total liabilities and guarantees at period end divided by total equity at period end.

®Calculated 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 net income; therefore, the rates we charge our member-borrowers reflect our adjusted
interest expense 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 approximatively 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, our other financial assets and liabilities are carried at amortized cost. Changes in interest rates and spreads 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. As a result, the mark-to-market changes in our derivatives are recorded in earnings. Based on the
composition of our derivatives, we generally record derivative losses in earnings 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 actual derivative
cash settlement amounts. As such, management uses our adjusted non-GAAP results, which include realized net periodic
derivative settlements but exclude the impact of unrealized derivative forward fair value gains and losses, to evaluate our
operating performance. Because derivative forward fair value gains and losses do not impact our cash flows, liquidity or
ability to service our debt costs, our financial debt covenants are also based on our non-GAAP adjusted results.

Financial Performance
Reported Results

We reported net income of $98 million and a TIER of 1.52 for the quarter ended February 28, 2017 (“current quarter”),
compared with a net loss of $174 million for the same prior-year quarter, which resulted in no TIER coverage for the prior-
year quarter. We reported net income of $361 million and a TIER of 1.65 for the nine months ended February 28, 2017,
compared with a net loss of $156 million and a TIER of 0.69 for the same prior-year period. Our debt-to-equity ratio
decreased to 21.32-to-1 as of February 28, 2017, from 28.69-to-1 as of May 31, 2016, largely attributable to an increase in



equity resulting from our reported net income of $361 million for the nine months ended February 28, 2017, which was
partially offset by patronage capital retirements totaling $43 million.

The variance of $272 million between our reported net income of $98 million for the current quarter and net loss of $174
million for the same prior-year quarter was primarily driven by mark-to-market changes in the fair value of our derivatives.
We recognized derivative gains of $42 million in the current quarter, largely due to an overall increase in interest rates
during the quarter. In contrast, we recognized derivative losses of $243 million in the same prior year quarter due to a
decline in longer-term interest rates and flattening of the swap yield curve. The favorable impact of the shift of $285 million
to derivative gains in the current quarter from derivative losses in the same prior-year quarter was partially offset by a
reduction in net interest income of $9 million, resulting from a decrease in the net interest yield of 21 basis points to 1.19%,
which was partially offset by an increase in average interest-earning assets of 6%.

The variance of $517 million between our reported net income of $361 million for the nine months ended February 28, 2017
and our net loss of $156 million for the same prior-year period also was driven primarily by mark-to-market changes in the
fair value of our derivatives. We recognized derivative gains of $195 million for the nine months ended February 28, 2017
attributable to an overall increase in interest rates, compared with derivative losses of $356 million during the same prior-
year period attributable to a flattening of the swap yield curve resulting from an increase in short-term interest rates and a
decline in longer-term interest rates. The variance between periods also reflects a reduction in net interest income of $30
million, attributable to a decrease in the net interest yield of 25 basis points to 1.22%, which was partially offset by an
increase in average interest-earning assets of 7%.

Adjusted Non-GAAP Results

Our adjusted net income totaled $36 million and our adjusted TIER was 1.18 for the current quarter, compared with adjusted
net income of $46 million and adjusted TIER of 1.24 for the same prior-year quarter. Our adjusted net income totaled $102
million and our adjusted TIER was 1.17 for the nine months ended February 28, 2017, compared with adjusted net income
of $135 million and adjusted TIER of 1.24 for the same prior-year period. Our adjusted debt-to-equity ratio increased to
6.11-to-1 as of February 28, 2017, from 5.82-to-1 as of May 31, 2016, largely due to an increase in debt outstanding to fund
asset growth.

The decreases in adjusted net income in the current quarter and nine months ended February 28, 2017 from the same prior-
year periods were primarily driven by a decrease in adjusted net interest income attributable to a reduction in the adjusted
net interest yield by 15 basis points to 0.87% for the current quarter and by 23 basis points to 0.86% for the nine months
ended February 28, 2017. The decrease in the adjusted net interest yield during each period was partially offset by the
increase in average interest-earning assets of 6% and 7% in the current quarter and nine months ended February 28, 2017,
respectively.

Lending Activity

Total loans outstanding, which consists of the unpaid principal balance and excludes deferred loan origination costs, was
$24,250 million as of February 28, 2017, an increase of $1,098 million, or 5%, from May 31, 2016. The increase was
primarily due to increases in CFC distribution and power supply loans of $1,016 million and $121 million, respectively,
which were largely attributable to member advances for capital investments and members refinancing with us loans made by
other lenders.

CFC had long-term fixed-rate loans totaling $792 million that repriced during the nine months ended February 28, 2017. Of
this total, $659 million repriced to a new long-term fixed rate, $112 million repriced to a long-term variable rate and $22
million were repaid in full.

Financing Activity

Our outstanding debt volume generally increases and decreases in response to member loan demand. As outstanding loan
balances increased during the nine months ended February 28, 2017, our debt volume also increased. Total debt outstanding
was $23,805 million as of February 28, 2017, an increase of $1,207 million, or 5%, from May 31, 2016. The increase was
primarily attributable to a net increase in commercial paper outstanding of $476 million, a net increase in notes payable
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under the note purchase agreements with the Federal Agricultural Mortgage Corporation (‘“Farmer Mac”) of $321 million, a
net increase in notes payable to the Federal Financing Bank under the Guaranteed Underwriter Program of the USDA
(“Guaranteed Underwriter Program”) of $221 million, a net increase in collateral trust bonds of $153 million and a net
increase in medium-term notes of $85 million.

During the nine months ended February 28, 2017, we issued $750 million aggregate principal amount of dealer medium-
term notes and collateral trust bonds and received advances of $600 million under the Guaranteed Underwriter Program and
the revolving note purchase agreements with Farmer Mac.

On December 1, 2016, we closed on a $375 million committed loan facility (“Series L”) from the Federal Financing Bank
guaranteed by RUS pursuant to the Guaranteed Underwriter Program. Under the Series L facility, we are able to borrow any
time before October 15, 2019, with each advance subject to quarterly amortization and a final maturity not longer than 20
years from the advance date. As a result of this new commitment, the total for committed facilities under the Guaranteed
Underwriter Program increased to $5,798 million, with up to $725 million available under these facilities as of February 28,
2017.

We provide additional information on our financing activities under “Consolidated Balance Sheets Analysis—Debt” and
“Liquidity Risk.”

Sale of CAH

On July 1, 2016, the sale of Caribbean Asset Holdings, LLC (“CAH”) to ATN VI Holdings, LLC (“Buyer”) was completed.
As aresult, we did not carry any foreclosed assets on our consolidated balance sheet as of February 28, 2017. Our net
proceeds at closing totaled $109 million, which represents the purchase price of $144 million less agreed-upon purchase
price adjustments as of the closing date. Upon closing, $16 million of the sale proceeds was deposited into escrow to fund
potential indemnification claims for a period of 15 months following the closing. In connection with the sale, RTFC
provided a loan in the amount of $60 million to Buyer to finance a portion of the transaction. ATN International, Inc., the
parent corporation of Buyer, has provided a guarantee on an unsecured basis of Buyer’s obligations to RTFC pursuant to the
financing.

The net proceeds at closing were subject to post-closing adjustments. The Buyer provided a statement of post-closing
adjustments and we agreed upon a net amount due to us for post-closing adjustments of approximately $1 million, which we
received during the second quarter of fiscal year 2017. See “Consolidated Results of Operations—Non-Interest Income—
Results of Operations of Foreclosed Assets” below in this Report and “Note 5—Foreclosed Assets” in our 2016 Form 10-K
for additional information on the sale of CAH.

Outlook for the Next 12 Months

We currently expect the amount of long-term loan advances to slightly exceed anticipated loan repayments over the next 12
months. We expect relatively flat net interest income and adjusted net interest income over the next 12 months, reflecting a
slight projected increase in average total loans, which we anticipate will be offset by a projected modest decline in the net
interest yield and adjusted net interest yield.

Long-term debt scheduled to mature over the next 12 months totaled $2,590 million as of February 28, 2017. Of this
amount, we have long-term debt totaling $1,440 million that matures in the fourth quarter of fiscal year 2017. We believe we
have sufficient liquidity from the combination of existing cash and time deposits, member loan repayments, committed bank
revolving lines of credit 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 February 28, 2017, we had access to liquidity reserves totaling $6,931 million, which consisted of (i) $866
million in cash and cash equivalents and time deposits, (ii) up to $725 million available under committed loan facilities from
the Federal Financing Bank under the Guaranteed Underwriter Program, (iii) up to $3,164 million available under
committed bank revolving line of credit agreements, (iv) up to $200 million available under a committed revolving note
purchase agreement with Farmer Mac, and (v) up to $1,976 million available under a revolving note purchase agreement
with Farmer Mac, subject to market conditions.



We believe we can continue to roll over the member outstanding short-term debt of $2,348 million as of February 28, 2017,
based on our expectation that our members will continue to reinvest their excess cash in our commercial paper, daily
liquidity fund, select notes and medium-term notes. We expect to continue to roll over our outstanding dealer commercial
paper of $1,040 million as of February 28, 2017. We intend to manage our short-term wholesale funding risk by maintaining
outstanding dealer commercial paper at an average amount 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 our roll-over risk as we can draw on these facilities to repay dealer or member commercial paper that
cannot be rolled over.

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 6.11 as of February 28, 2017, slightly above our
targeted threshold. We expect to maintain our adjusted debt-to-equity ratio at approximately 6.00-to-1 over the next 12
months.

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 2016 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. There
were no material changes in the assumptions used in our critical accounting policies and estimates during the current
quarter. Management has discussed significant judgments and assumptions in applying our critical accounting policies with
the Audit Committee of our board of directors. We provide information on the methodologies and key assumptions used in
our critical accounting policies and estimates under “MD&A—Critical Accounting Policies and Estimates” in our 2016
Form 10-K. See “Item 1A. Risk Factors” in our 2016 Form 10-K for a discussion of the risks associated with management’s
judgments and estimates in applying our accounting policies and methods.

ACCOUNTING CHANGES AND DEVELOPMENTS

See “Note 1—Summary of Significant Accounting Policies” for information on accounting standards adopted during the
nine months ended February 28, 2017, as well as recently issued accounting standards not yet required to be adopted and the
expected impact 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 results of operations, financial condition or liquidity, we discuss the impact in the
applicable section(s) of 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 February 28, 2017 and February 29, 2016 and between the nine months ended February 28, 2017 and
February 29, 2016. Following this section, we provide a comparative analysis of our condensed consolidated balance sheets
as of February 28, 2017 and May 31, 2016. 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 and applicable fees earned on our interest-earning
assets, which include 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 funding large aggregated amounts of loans.

Table 2 presents our average balance sheets for the three and nine months ended February 28, 2017 and February 29, 2016,
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 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
(Dollars in thousands) February 28, 2017 February 29, 2016
Interest Interest
Average Income/ Average Average Income/ Average
Assets: Balance Expense Yield/Cost Balance Expense Yield/Cost
Long-term fixed-rate loans" ... .. $ 22,106,076 $ 245,480 4.50% $ 21,105,238 $ 240,933 4.59%
Long-term variable-rate loans 811,080 5,047 2.52 732,970 5,077 2.79
Line of credit loans ...........c.cccccevveeeeeiecneennen. 1,162,268 6,538 2.28 1,032,204 6,335 2.47
TDR loans® ..o, 13,381 228 6.91 12,737 163 5.15
Nonperforming 10ans .............ccoeeveveiereenenn. — — — 7,772 81 4.19
Other income, net™.___.._...........cccoomrrrrrnnrn. — (230) — — (279) —
Total 10ans........cccceivieieiieieeeeeeeee 24,092,805 257,063 4.33 22,890,921 252,310 4.43
Cash, investments and time deposits 875,438 2,857 1.32 645,268 1,323 0.82
Total interest-earning assets.................... $ 24,968,243 $ 259,920 4.22% $ 23,536,189 $ 253,633 4.33%
Other assets, less allowance for loan losses.. 617,010 756,264
Total @SSELS .....oeevveeeeeceeeeeeeeeeeeeeeee e $ 25,585,253 $ 24,292,453
Liabilities:
Short-term debt .........cocceovreveireieieeeen $ 3,673,501 $ 7,907 087% $ 3,308,003 $ 4,387 0.53%
Medium-term notes........o.coveerveerrerreeenrennes 3,377,615 25,166 3.02 3,457,086 21,773 2.53
Collateral trust bonds 7,256,227 85,582 4.78 6,973,746 83,810 4.83
Long-term notes payable.............ccceererrennene. 7,208,711 43,929 2.47 6,809,807 41,412 2.45
Subordinated deferrable debt ........................ 742,217 9,410 5.14 395,741 4,785 4.86
Subordinated certificates...........c.coceerireeuenee. 1,430,089 14,746 4.18 1,421,538 15,022 425
Total interest-bearing liabilities............... $ 23,688,360 $ 186,740 3.20% $ 22,365,921 $ 171,189 3.08%
Other liabilities. .........cooeireiriirieeeeieieenee 798,848 1,075,182
Total Habilities........ccoooooorrerrreeserrseen T 24487208 T 23,441,103
Total eqUIty.....cccceeeeieieieriecreeeee e 1,098,045 851,350
Total liabilities and eqUity .......ooooovvrvrvvrve. '$ 25,585,253 S 24292453
Net interest spread™............oooveerevveererenenn. 1.02% 1.25%
Impact of non-interest bearing funding®...... 0.17 0.15
Net interest income/net interest yield® ........ $ 73,180 1.19% $ 82,444 1.40%
Adjusted net interest income/adjusted net
interest yield:
INterest INCOME ......oeeveueeeeeeeeeeeeeeeeeeeeeeeeenn. $ 259,920 4.22% $ 253,633 4.33%
Interest eXpense.........ceevveeveeeeeeeereenreereennenn 186,740 3.20 171,189 3.08
Add: Net accrued periodic derivative cash
settlements!”..............coooorrrrreeeeeeen. 19,354 0.74 22,556 0.90
Adjusted interest expense/adjusted average
COSE™ Lttt $ 206,094 3.53% $ 193,745 3.48%
Adjusted net interest spread® ...................... 0.69% 0.85%
Impact of non-interest bearing funding......... 0.18 0.17
Adjusted net int(g{est income/adjusted net
interest yield™ ...........cccoeviviniicne $ 53,826 0.87% $ 59,888 1.02%




Nine Months Ended

(Dollars in thousands) February 28, 2017 February 29, 2016
Interest Interest
Average Income/ Average Average Income/ Average
Assets: Balance Expense Yield/Cost Balance Expense Yield/Cost
Long-term fixed-rate toans'” ... $ 21,832,967 $ 733,425 4.49% $ 20,509,790 $ 716,736 4.67%
Long-term variable-rate loans....................... 763,831 14,561 2.55 703,489 14,919 2.83
Line of credit loans ...........c..ccccovveeeeeieeneennen. 1,083,863 18,057 2.23 1,043,293 18,919 2.42
TDR loans® ..o, 14,717 677 6.15 11,492 293 3.41
Nonperforming 10ans ............cccccceeevvereerennane. — — — 3,507 110 4.19
Other income, net(3) — (795) — — (808) —
Total 10anS .....ccooveeeiriieieireieceeceeae 23,695,378 765,925 4.32 22,271,571 750,169 4.50
Cash, investments and time deposits 749,508 7,986 1.42 666,755 5,905 1.18
Total interest-earning assets.................... $ 24,444,886 $ 773,911 4.23% $ 22938326 $ 756,074 4.40%
Other assets, less allowance for loan losses.. 634,590 836,066
Total ASSELS .....oeeeieeeceieeeeeeeeeeeeeeeee e $ 25,079,476 $ 23,774,392
Liabilities:
Short-term debt ..........ccceeevveernrieinireieenes $ 3,209,128 $ 18,198 0.76% $ 3,084,884 $ 10311 0.45%
Medium-term NOteS .........cooveevvveeereeeereeennnns 3,353,107 73,456 2.93 3,395,871 62,745 2.47
Collateral trust bonds ...........cocecvevrvererrenennen 7,255,745 255,582 4.71 6,805,318 248,410 4.38
Long-term notes payable.............c.ccceeeruenenee. 7,170,901 131,319 245 6,699,774 122,766 2.45
Subordinated deferrable debt ........................ 742,186 28,247 5.09 395,723 14,356 4.85
Subordinated certificates...........cococeervreeuennne. 1,438,578 44,672 4.15 1,463,180 45,425 4.15
Total interest-bearing liabilities............... $ 23,169,645 $ 551,474 3.18% $ 21,844,750 $ 504,013 3.08%
Other liabilities.........ccoeevreriereenennen 1,019,306 1,032,779
Total liabilities..........ccooeveviieieceieecieee 24,188,951 22,877,529
Total eqUity......ccceeeeieieieieceeeee e 890,525 896,863
Total liabilities and equity.........cccceceeeeneene. W m
Net interest spread®............cooocovvvevrvrrevennns 1.05% 1.32%
Impact of non-interest bearing funding®...... 0.17 0.15
Net interest income/net interest yield® ........ $ 222,437 1.22% $ 252,061 1.47%
Adjusted net interest income/adjusted net
interest yield:
Interest income $ 773,911 4.23% $ 756,074 4.40%
Interest eXpense........c.ocveeveeeveeereeereecieeneenenns 551,474 3.18 504,013 3.08
Add: Net accrued periodic derivative cash
settlements'”..............ovmrrrreeennerreiennns 64,331 0.82 65,285 0.88
Adjusted interest expense/adjusted average
COSE® $ 615,805 3.55% $ 569,298 3.48%
Adjusted net interest spread(4) ....................... 0.68% 0.92%
Impact of non-interest bearing funding......... 0.18 0.17
Adjusted net int(g)rest income/adjusted net
interest yield ™ ..., $ 158,106 0.86% $ 186,776 1.09%

Dinterest income includes loan conversion fees, which are generally deferred and recognized in interest income using the effective interest method.
(2)Troubled debt restructuring (“TDR”) loans.
G onsists of late payment fees and net amortization of deferred loan fees and loan origination costs.

@Net interest spread represents the difference between the average yield on interest-earning assets and the average cost of interest-bearing funding.
Adjusted net interest spread represents the difference between the average yield on interest-earning assets and the adjusted average cost of interest-
bearing funding.
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(S)Includes other liabilities and equity.
(G)Net interest yield is calculated based on annualized net interest income for the period divided by average interest-earning assets for the period.

(7)Represents the impact of net accrued periodic derivative cash settlements during the period, which is added to interest expense to derive non-GAAP
adjusted interest expense. The average (benefit)/cost associated with derivatives is calculated based on the annualized net accrued periodic derivative
cash settlements during the period divided by the average outstanding notional amount of derivatives during the period. The average outstanding
notional amount of derivatives was $10,610 million and $10,082 million for the three months ended February 28, 2017 and February 29, 2016,
respectively. The average outstanding notional amount of derivatives was $10,532 million and $9,930 million for the nine months ended February 28,
2017 and February 29, 2016, respectively.

® Adjusted interest expense represents interest expense plus net accrued derivative cash settlements during the period. Net accrued derivative cash
settlements are reported on our 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 average interest-bearing funding during the period.

© Adjusted net interest yield is calculated based on annualized adjusted net interest income for the period divided by average interest-earning assets for the

period.

Table 3 displays the change in our 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.
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Table 3: Rate/Volume Analysis of Changes in Interest Income/Interest Expense

Three Months Ended Nine Months Ended

February 28, 2017 versus February 29, 2016 February 28, 2017 versus February 29, 2016
.M (D

Variance due to: Variance due to:
Total Total
(Dollars in thousands) Variance Volume Rate Variance Volume Rate
Interest income:
Long-term fixed-rate loans...................... $ 4547 $§ 9336 $ 4,789) $ 16,689 $ 45538 S (28,849)
Long-term variable-rate loans................. 30) 495 (525) (358) 1,265 (1,623)
Line of credit loans ............ccceevevennennee. 203 739 (536) (862) 718 (1,580)
Restructured loans..........c.ccceeeveeveeveeneenen. 65 7 58 384 82 302
Nonperforming loans ..............ccceerveneee. (81) (81) — (110) (110) —
Other income, Net.......ccccoeeeevvivceeeeenennns 49 — 49 13 — 13
Total 10ans .......ccceeevveveviircienieieseenns 4,753 10,496 (5,743) 15,756 47,493 (31,737)
Cash, investments and time deposits....... 1,534 457 1,077 2,081 727 1,354
Interest iNCOME .........ccceevveereeereenneenne. 6,287 10,953 (4,666) 17,837 48,220 (30,383)
Interest expense:
Short-term debt ........ccocoveevivieirieicrenee, 3,520 444 3,076 7,887 405 7,482
Medium-term Notes .........cceeeeeveeerrennnans 3,393 677) 4,070 10,711 (847) 11,558
Collateral trust bonds ...........ccccoeeveneennn. 1,772 2,673 901) 7,172 16,198 (9,026)
Long-term notes payable..............c.......... 2,517 2,063 454 8,553 8,512 41
Subordinated deferrable debt .................. 4,625 4,115 510 13,891 12,544 1,347
Subordinated certificates......................... (276) 35) (241) (753) (805) 52
Interest eXpense........ccceeveeeveenveenenne. 15,551 8,583 6,968 47,461 36,007 11,454
Net interest income...........c.occverveneeee. $ (9204) $§ 2370 $ (11,634) $ (29,624) $ 12,213 § (41,837)
Adjusted net interest income:
Interest iINCOME........cccoveeevevreeieerieieeeenee. $ 6287 §$ 10953 $§ (4,666) $ 17,837 § 48,220 §$ (30,383)
Interest eXpense.........ccuveveeeereerveecieennnens 15,551 8,583 6,968 47,461 36,007 11,454
Net accrue(}z})eriodic derivative cash
settlements™™..........ccceevvevieneieiene e (3,202) 984 (4,186) (954) 3,893 (4,847)
Adjusted interest expense®............. 12,349 9,567 2,782 46,507 39,900 6,607
Adjusted net interest income.............. $ (6,062) $ 1380 $ (7448) $ (28,670) $ 8,320 $ (36,990)

(Dhe 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.

Net interest income of $73 million for the current quarter decreased by $9 million, or 11%, from the same prior-year quarter,
driven by a decrease in net interest yield of 15% (21 basis points) to 1.19%, which was partially offset by an increase in
average interest-earning assets of 6%. Net interest income of $222 million for the nine months ended February 28, 2017
decreased by $30 million, or 12%, from the same prior-year period, driven by a decrease in net interest yield of 17% (25
basis points) to 1.22%, which was partially offset by an increase in average interest-ecarning assets of 7%.
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*  Average Interest-Earning Assets: The increase in average interest-earning assets for the current quarter and nine months
ended February 28, 2017 was primarily attributable to growth in average total loans of $1,202 million, or 5% and $1,424
million, or 6%, respectively, over the same prior-year periods, as members refinanced with us loans made by other
lenders and obtained advances to fund capital investments.

* Net Interest Yield: The decrease in the net interest yield for the current quarter and nine months ended February 28, 2017
reflects the combined impact of a decline in the average yield on interest-earning assets and an increase in our average
cost of funds. The average yield on interest-earning assets declined by 11 basis points and 17 basis points during the
current quarter and nine months ended February 28, 2017, respectively, to 4.22% and 4.23%, respectively. The decrease
resulted from repayments on existing long-term loans with higher weighted-average fixed rates than the weighted-
average fixed rates on new long-term loan advances, coupled with the repricing of higher-rate loans to lower fixed rates.
Our average cost of funds increased by 12 basis points and 10 basis points, respectively, during the current quarter and
nine months ended February 28, 2017 to 3.20% and 3.18%, respectively. This increase was largely attributable to a shift
in our funding mix resulting from the replacement of a portion of our variable-rate debt with higher cost, longer-term
debt to fund the growth in our loan portfolio and manage our refinancing risk.

Adjusted net interest income of $54 million for the current quarter decreased by $6 million, or 10%, from the same prior-
year quarter, driven by a decrease in the adjusted net interest yield of 15% (15 basis points) to 0.87%, which was partially
offset by the increase in average interest-earning assets of 6%. Adjusted net interest income of $158 million for the nine
months ended February 28, 2017 decreased by $29 million, or 15%, from the same prior-year period, driven by a decrease in
the adjusted net interest yield of 21% (23 basis points) to 0.86%, which was partially offset by the increase in average
interest-earning assets of 7%.

The decreases in the adjusted net interest yield in the current quarter and nine months ended February 28, 2017 from the
same prior-year periods were attributable to the combined impact of the decline in the average yield on interest-earning
assets and an increase in our adjusted average cost of funds.

Our adjusted net interest income and adjusted net interest yield include the impact of net accrued periodic derivative cash
settlements during the period. We recorded net periodic derivative cash settlement expense of $19 million and $23 million
for the three months ended February 28, 2017 and February 29, 2016, respectively, and $64 million and $65 million for the
nine months ended February 28, 2017 and February 29, 2016, respectively. See “Non-GAAP Financial Measures” for
additional information on our adjusted 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.

We recorded a provision for loan losses of $2 million for the three months ended February 28, 2017, compared with a
benefit for loan losses of $2 million for the same prior-year period. We recorded a provision for loan losses of $5 million
and $4 million for the nine months ended February 28, 2017 and February 29, 2016, respectively.

The unfavorable shift in the provision for loan losses of $4 million between the current quarter and the same prior-year
quarter was primarily attributable to the increase in total loans outstanding, coupled with a slight deterioration in the credit
quality of certain loans collectively evaluated for impairment during the current quarter. The increase in the provision for
loan losses of $1 million for the nine months ended February 28, 2017 from the same prior year period was primarily due to
the increase in the balance of total loans outstanding, which was partially offset by a decrease in the reserve for individually
impaired loans.

We provide additional information on our allowance for loan losses under “Credit Risk—Allowance for Loan Losses” and

“Note 4—Loans and Commitments” of this Report. For information on our allowance methodology, see “MD&A—Critical
Accounting Policies and Estimates” and “Note 1—Summary of Significant Accounting Policies” in our 2016 Form 10-K.
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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 results of operations of foreclosed assets.

We recorded non-interest income gains of $48 million and $209 million for the three and nine months ended February 28,
2017, respectively. In comparison, we recorded non-interest income losses of $236 million and $337 million for the three
and nine months ended February 29, 2016, respectively. The significant variance in non-interest income for the three and
nine months ended February 28, 2017 from the same prior-year periods were primarily attributable to changes in net
derivative gains (losses) recognized in our consolidated statements of operations.

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. 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 yield curve and the composition of our derivative portfolio. We generally do not designate our interest rate
swaps, which currently account for all of our derivatives, for hedge accounting. Accordingly, changes in the fair value of
interest rate swaps are reported in our consolidated statements of operations under derivative gains (losses). We did not have
any derivatives designated as accounting hedges as of February 28, 2017 or May 31, 2016.

We currently use two types of interest rate swap agreements: (i) we pay a fixed rate and receive a variable rate (“pay-fixed
swaps”) and (ii) we pay a variable rate and receive a fixed rate (“receive-fixed swaps”). The benchmark rate for the
substantial majority of the floating rate payments under our swap agreements is the London Interbank Offered Rate
(“LIBOR”). Table 4 displays the average notional amount outstanding, by swap agreement type, and the weighted-average
interest rate paid and received for derivative cash settlements during the three and nine months ended February 28, 2017 and
February 29, 2016. As indicated in Table 4, our derivative portfolio currently consists of a higher proportion of pay-fixed
swaps than receive-fixed swaps. The profile of our derivative portfolio may change as a result of changes in market
conditions and actions taken to manage our interest rate risk.

Table 4: Derivative Average Notional Amounts and Average Interest Rates

Three Months Ended
February 28, 2017 February 29, 2016

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.ccoueuee. $ 6,389,187 2.89% 097% $ 6,476,600 3.00% 0.54%
Receive-fixed swaps............. 4,220,667 1.40 2.68 3,601,198 0.94 2.93

Total .oveieeieecee $10,609,854 2.29% 1.65% $10,077,798 2.25% 1.41%

Nine Months Ended

February 28, 2017 February 29, 2016
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.ccccoueuee $ 6,673,175 2.91% 0.82% $ 6,202,082 3.06% 0.39%
Receive-fixed swaps............. 3,858,890 1.24 2.75 3,728,197 0.85 3.01
Total.cocceieircircinecrenn $10,532,065 2.29% 1.53%  $ 9,930,279 2.22% 1.38%

The average remaining maturity of our pay-fixed and receive-fixed swaps was 19 years and four years, respectively, as of
February 28, 2017. In comparison, the average remaining maturity of our pay-fixed and receive-fixed swaps was 18 years
and three years, respectively, as of February 29, 2016.
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Pay-fixed swaps generally decrease in value as interest rates decline and increase in value as interest rates rise. In contrast,
receive-fixed swaps generally increase in value as interest rates decline and decrease in value as interest rates rise. Because
our pay-fixed and receive-fixed swaps are referenced to different maturity terms along the swap yield curve, different
changes in the swap yield curve— parallel, flattening or steepening—will result in differences in the fair value of our
derivatives. The chart below provides comparative swap yield curves as of the end of February 28, 2017, November 30,
2016, May 31, 2016, February 29, 2016 and May 31, 2015.

Comparative Yield Curves

3.0%
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2.0%

1.5%

1.0%

0.5%

0.0% T T T T T

3-month LIBOR 2-year swap rate S-year swap rate 10-year swap rate 30-year swap rate

—@— May 31,2015 === Feb 29,2016 —H— May 31,2016 Nov 30,2016 === Feb 28,2017

Benchmark rates obtained from Bloomberg.

Table 5 presents the components of net derivative gains (losses) recorded in our condensed consolidated results of
operations for the three and nine months ended February 28, 2017 and February 29, 2016. Derivative cash settlements
represent the net interest amount accrued during the reporting period for interest-rate swap payments. The derivative
forward value represents 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 Nine Months Ended
February 28, February 29, February 28, February 29,
(Dollars in thousands) 2017 2016 2017 2016
Derivative gains (losses) attributable to:
Derivative cash settlements................c.cccceevvenennenn. $  (19354) § (22,556) $ (64,331) §  (65,285)
Derivative forward value gains (losses) ................ 61,809 (220,480) 259,153 (290,952)
Derivative gains (10SS€S) .......ccoevevveveeereveereeerereerenens $ 42,455 § (243,036) $§ 194,822 $ (356,237)
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The derivative gains of $42 million and $195 million recorded for the three and nine months ended February 28, 2017,
respectively, were primarily attributable to a net increase in the fair value of our swaps due to an overall increase in interest
rates, as depicted in the February 28, 2017 swap yield curve presented in the above chart.

The derivative losses of $243 million and $356 million recorded for the three and nine months ended February 29, 2016,
respectively, were primarily attributable to a net decrease in the fair value of our swaps due to a flattening of the swap yield
curve resulting from an increase in short-term interest rates and a decline in long-term interest rates.

See “Note 9—Derivative Instruments and Hedging Activities” for additional information on our derivative instruments.
Results of Operations of Foreclosed Assets

Results of operations of foreclosed assets consist of the operating results of entities controlled by CFC that hold foreclosed
assets, impairment charges related to those entities and gains or losses related to the disposition of the entities.

As discussed above in “Executive Summary,” on July 1, 2016, the sale of CAH was completed. As a result, we did not carry
any foreclosed assets on our consolidated balance sheet as of February 28, 2017. Our net proceeds at closing totaled $109
million, which represents the purchase price of $144 million less agreed-upon purchase price adjustments as of the closing
date.

We recorded expense of less than $1 million for the current quarter and expense of $2 million for the nine months ended
February 28, 2017 related to CAH. These amounts include the combined impact of adjustments recorded at the closing date
of the sale of CAH, post-closing purchase price adjustments and certain legal costs incurred pertaining to CAH.

We recorded gains related to CAH of $1 million and $2 million for the three and nine months ended February 29, 2016,
respectively. The gains recorded during the three and nine months ended February 29, 2016 were attributable to CAH
valuation adjustments.

See “Note 5—Foreclosed Assets” in our 2016 Form 10-K for additional information on the sale of CAH.
Non-Interest Expense

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

We recorded non-interest expense of $21 million and $23 million for the three months ended February 28, 2017 and
February 29, 2016, respectively, and $63 million and $67 million for the nine months ended February 28, 2017 and February
29, 2016, respectively. The decreases in non-interest expense of $2 million and $4 million for the three and nine months
ended February 28, 2017, respectively, were primarily attributable to a reduction in other general and administrative
expenses during the respective periods.

Net Income (Loss) Attributable to Noncontrolling Interests

Net income (loss) attributable to noncontrolling interests represents 100% of the results of operations of RTFC and NCSC,
as the members of RTFC and NCSC 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 fluctuations in the fair value of NCSC’s
derivative instruments.

We recorded net income attributable to noncontrolling interests of less than $1 million during the three months ended
February 28, 2017 and $2 million during the nine months ended February 28, 2017. In comparison, we recorded net losses
attributable to noncontrolling interests of $1 million and $2 million for the three and nine months ended February 29, 2016,
respectively. The variance in the results of operations of noncontrolling interests was due to fluctuations in the fair value of
NCSC’s derivative instruments.
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CONSOLIDATED BALANCE SHEET ANALYSIS

Total assets of $25,610 million as of February 28, 2017 increased by $1,339 million, or 6%, from May 31, 2016, primarily
due to growth in our loan portfolio. Total liabilities of $24,462 million as of February 28, 2017 increased by $1,009 million,
or 4%, from May 31, 2016, primarily due to debt issuances to fund our loan portfolio growth. Total equity increased by $330
million to $1,147 million as of February 28, 2017. The increase in total equity for the nine months ended February 28, 2017
was primarily attributable to our reported net income of $361 million, which was partially offset by patronage capital
retirements totaling $43 million.

Following is a discussion of changes in the major components of our assets and liabilities during the nine months ended
February 28, 2017.

Loan Portfolio

We offer long-term fixed- and variable-rate loans and line of credit variable-rate loans. Under our long-term facilities,
borrowers have the option of choosing a fixed or variable interest rate for periods of one to 35 years.

Loans Outstanding

Loans outstanding consist of advances from either new approved loans or from the unadvanced portion of loans previously
approved. Table 6 summarizes total loans outstanding, by type and by member class, as of February 28, 2017 and May 31,
2016.

Table 6: Loans Outstanding by Type and Member Class

February 28, 2017 May 31, 2016 Increase/
(Dollars in thousands) Amount % of Total Amount % of Total (Decrease)
Loans by type:(l)
Long-term loans:
Long-term fixed-rate loans................... $ 22,066,751 91% $ 21,390,576 93% $ 676,175
Long-term variable-rate loans.............. 925,267 4 757,500 3 167,767
Total long-term loans® ............cc.cco....... 22,992,018 95 22,148,076 96 843,942
Line of credit 10ans ........c.coecevveveeerenennen 1,258,152 5 1,004,441 4 253,711
Total loans outstanding® ............... $ 24,250,170 100% $ 23,152,517 100% $ 1,097,653
Loans by member class:"
CFC:
DiStribUtiON «..veveeveveeeieieieieeieiee e $ 18,690,627 77%  $ 17,674,335 76% $ 1,016,292
POWET SUPPLY veveveveviiiecrieieeiccrieieeas 4,522,551 19 4,401,185 20 121,366
Statewide and associate...........cceeuuennee. 56,597 — 54,353 — 2,244
CFC t0tal® ..., 23,269,775 96 22,129,873 96 1,139,902
RTEC oottt 363,006 1 341,842 1 21,164
NCSC oottt 617,389 3 680,802 3 (63,413)
Total loans outstanding®............. $ 24,250,170 100% § 23,152,517 100% $ 1,097,653

O Includes TDR loans.

@ Ineludes long-term loans guaranteed by RUS totaling $169 million and $174 million as of February 28, 2017 and May 31, 2016, respectively, and long-
term loans covered under the Farmer Mac standby purchase commitment agreement totaling $852 million and $926 million as of February 28, 2017 and
May 31, 2016, respectively.

@ Total loans outstanding represents the outstanding unpaid principal balance of loans. Unamortized deferred loan origination costs, which totaled $11
million and $10 million as of February 28, 2017 and May 31, 2016, respectively, are excluded from total loans outstanding. These costs, however, are
included in loans to members reported on the condensed consolidated balance sheets.
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Total loans outstanding of $24,250 million as of February 28, 2017 increased by $1,098 million, or 5%, from May 31, 2016.
The increase was primarily due to increases in CFC distribution and power supply loans of $1,016 million and $121 million,
respectively, which were largely attributable to member advances for capital investments and members refinancing with us
loans made by other lenders.

We provide additional information on our loan product types in “Item 1. Business—Loan Programs” and “Note 4—Loans
and Commitments” in our 2016 Form 10-K. See “Debt—Secured Borrowings” 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 7 presents a comparison between the historical retention rate of CFC’s long-term fixed-rate loans that repriced during
the nine months ended February 28, 2017 and loans that repriced during fiscal year 2016, and provides information on the
percentage of borrowers that selected either another fixed-rate term or a variable rate. The retention rate is calculated based
on the election made by the borrower at the repricing date. As indicated in Table 7, the average retention rate of CFC’s
repriced loans has been 98% over the presented periods.

Table 7: Historical Retention Rate and Repricing Selection”

Nine Months Ended Year Ended
February 28, 2017 May 31, 2016
(Dollars in thousands) Amount % of Total Amount % of Total
Loans retained:
Long-term fixed rate selected................. $ 658,626 83% $ 1,001,118 93%
Long-term variable rate selected............ 111,661 14 54,796 5
Loans repriced and sold by CFC............ — — 4,459 —
Total loans retained by CFC..................... 770,287 97 1,060,373 98
Total loans repaid ........cccoceevviviiiiiiiiinns 21,728 3 17,956 2
Total ..cooveeeiieeiieeee $ 792,015 100% $ 1,078,329 100%

DDoes not include NCSC and RTFC loans.

Debt

We utilize both short-term and long-term borrowings as part of our funding strategy and asset/liability management. We
seek to maintain diversified funding sources across products, programs and markets to manage funding concentrations and
reduce our liquidity or debt roll-over 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 8 displays the composition, by product type, of our outstanding debt as of February 28, 2017 and May 31, 2016. Table
8 also displays the composition of our debt based on several additional selected attributes.
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Table 8: Total Debt Outstanding

Increase/
(Dollars in thousands) February 28, 2017 May 31, 2016 (Decrease)
Debt product type:
Commercial paper:
MEMDETS, AL PAT ....euveeeieieieieieeeeeneeee ettt seeeeeseeeaens $ 944,111 $ 848,007 $ 96,104
Dealer, net of diSCOUNTS .....cceevevieviiieiieciie e 1,039,734 659,935 379,799
Total commercial PAPET........c.cceeverveeierieeierirereie e 1,983,845 1,507,942 475,903
Select notes t0 MEMDETLS........ccvevvvviiieiiieeieeeeee e 711,455 701,849 9,606
Daily liquidity fund notes to members............ccoecveeveeneennenne. 494,752 525,959 (31,207)
Collateral trust bonds .......cccvevviiiveiiiiiiiiiiieeeeeeeeeeeee, 7,406,021 7,253,096 152,925
Guaranteed Underwriter Program notes payable................... 4,997,613 4,777,111 220,502
Farmer Mac notes payable .........cccoecverieienieieniieieeeee 2,624,228 2,303,123 321,105
Medium-term notes:
MEMDETS, At PAL ...eoueeveeeeeiieieeeieieeeeeeeee e eee e eeesreenaesnees 613,363 654,058 (40,695)
Dealer, net of diSCOUNES .........coovveeeviveeeeriieeeeeeeeeeeee e 2,773,932 2,648,369 125,563
Total medium-term NOLES........cocvvvveviieeieeeeeee e 3,387,295 3,302,427 84,868
Other notes payable.........cooovevieierieieieeeceeeeeeee e 37,170 40,944 (3,774)
Subordinated deferrable debt ...........cooovvvviiiiiiiiiiiiiiiiiieeeee 742,241 742,212 29
Members’ subordinated certificates:
Membership subordinated certificates...........ccoceevereenuennen. 629,982 630,063 (81)
Loan and guarantee subordinated certificates..................... 569,529 593,701 (24,172)
Member capital SECUITHES ......evvveveeieeieiereeeie e 221,097 220,046 1,051
Total members’ subordinated certificates...............ccoeeunenn. 1,420,608 1,443,810 (23,202)
Total debt outstanding............cceecvevveeieriesierieeienieeeeneenes $ 23,805,228 $ 22,598,473 $ 1,206,755
Security type:
Unsecured debt........c.eecveeriierieenieeiierieeie e 37% 37%
Secured debt.......cccviiiieeiieie e 63 63
TOtAL .o 100% 100%
Funding source:
IMEIMDETS.....oeeviieeiieiieeie ettt ettt e ve e aee e e eene e 18% 18%
Private placement: ........cccocvevierienienieieeieeeee e
Guaranteed Underwriter Program notes payable................ 21 21
Farmer Mac notes payable..........ccecveevieveenievieneerieeeeienee, 11 10
L0115 TS USRS — 1
Total private placement...........cocceeeerieeienieieeieseeeeeee 32 32
Capital Markets ..........cocceeeerereneneneeiceceeenee e 50 50
TOtAL oo 100% 100%
Interest rate type:
Fixed-rate debt .......ccoooveviiiieiicieeeeeeee e 74% 74%
Variable-rate debt.........cccooveviirieniinieiieieeeeeeee e 26 26
TOtAL v 100% 100%
Interest rate type, including the impact of swaps:
Fixed-rate debt™!) .........ccooooorvverioecreeree s 83% 88%
Variable-rate debt® ...........oouieeeeeeeeeeeeeeeee e 17 12
TOtAL it 100% 100%
Maturity classification:®
Short-term DOITOWINGS ......ccverveeeeriieieriieiesie e eeees 14% 13%
Long-term and subordinated debt™ .............cccooovvvieinnnne. 86 87
TOtAL .ot __100% 100%




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 rates on new commercial paper notes change 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 nine months ended February 28, 2017, our debt volume also increased. Total debt outstanding
was $23,805 million as of February 28, 2017, an increase of $1,207 million, or 5%, from May 31, 2016. The increase was
primarily attributable to a net increase in commercial paper outstanding of $476 million, a net increase in notes payable
under the note purchase agreements with Farmer Mac of $321 million, a net increase in notes payable under the Guaranteed
Underwriter Program of $221 million, a net increase in collateral trust bonds of $153 million and a net increase in medium-
term notes of $85 million. Significant financing-related developments during the nine months ended February 28, 2017 are
summarized below.

*  On August 30, 2016, we received an advance of $100 million, with a 20-year final maturity, under the Guaranteed
Underwriter Program.

* On November 1, 2016, we issued $300 million aggregate principal amount of 1.50% dealer medium-term notes due
2019, as part of our strategy in managing and reducing the refinancing risk associated with the near-term maturity of
long-term debt in the fourth quarter of fiscal year 2017.

* On November 18, 2016, we amended and restated the three-year and five-year committed bank revolving line of credit
agreements to extend the maturity dates to November 19, 2019 and November 19, 2021, respectively, and to terminate

certain third-party bank commitments. See “Note 6—Short-Term Borrowings” for additional information.

* On December 1, 2016, we closed a $375 million Series L committed loan facility from the Federal Financing Bank
guaranteed by RUS pursuant to the Guaranteed Underwriter Program.

e On February 7, 2017, we issued $450 million aggregate principal amount of 2.95% collateral trust bonds due 2024.

e On February 22, 2017, we received an advance of $150 million at an effective rate of 3.012%, including a guarantee and
user fee, with a 20-year final maturity, under the Guaranteed Underwriter Program.

e On February 22, 2017, we received an advance of $250 million under the $4,500 million revolving note purchase
agreement with Farmer Mac and received an additional $100 million under the $300 million committed revolving note
purchase agreement with Farmer Mac.

Member Investments

Debt securities issued to our members represent an important, stable source of funding. Table 9 displays outstanding
member debt, by debt product type, as of February 28, 2017 and May 31, 2016.
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Table 9: Member Investments

February 28, 2017 May 31, 2016

(Dollars in thousands) Amount % of Total " Amount % of Total ¥ ({;leccrre::seé)
Commercial paper .........c.ccceevvervenennen. $ 944,111 48% $ 848,007 56% $ 96,104
Select NOtES....cevveeeeeeeeeeeeeeeeeee e 711,455 100 701,849 100 9,606
Daily liquidity fund notes.................... 494,752 100 525,959 100 (31,207)
Medium-term notes ..........ccecveevveennenn. 613,363 18 654,058 20 (40,695)
Members’ subordinated certificates..... 1,420,608 100 1,443,810 100 (23,202)

TO@A oo '$4,184,289 $ 4,173,683 S 10,606
Percentage of total debt outstanding.... 18% 18%

1 N .
M Represents the percentage of each line item outstanding to our members.

Member investments accounted for 18% of total debt outstanding as of both February 28, 2017 and May 31, 2016. Over the
last three years, outstanding member investments have averaged $4,181 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 $3,388 million and accounted for 14% of total debt
outstanding as of February 28, 2017, compared with $2,939 million, or 13%, of total debt outstanding as of May 31, 2016.
See Table 22 under “Liquidity Risk™ for the composition of our short-term borrowings.

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 $20,417 million and accounted
for 86% of total debt outstanding as of February 28, 2017, compared with $19,659 million, or 87%, of total debt outstanding
as of May 31, 2016. As discussed above, the increase in total debt outstanding, including long-term and subordinated debt,
was primarily due to the issuance of debt to fund loan portfolio growth.

Collateral Pledged

We are required to pledge loans or other collateral in borrowing 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 outstanding amount of borrowings. However, we typically maintain
pledged collateral in excess of the required percentage to ensure that required collateral levels are maintained and to
facilitate the timely execution of debt issuances by reducing or eliminating the lead time to pledge additional collateral.
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 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.

Of our total debt outstanding of $23,805 million as of February 28, 2017, $15,041 million, or 63%, was secured by pledged
loans. In comparison, of our total debt outstanding of $22,598 million as of May 31, 2016, $14,348 million, or 63%, was
secured by pledged loans. Table 10 displays the unpaid principal balance of loans pledged for secured debt, the excess
collateral pledged and unencumbered loans as of February 28, 2017 and May 31, 2016.
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Table 10: Unencumbered Loans

(Dollars in thousands) February 28, 2017 May 31, 2016
Total loans outstanding'..............o.cooviomoveeoeeeeeeeeeeeeeeeeeeeeesenn. $ 24,250,170 $ 23,152,517
Less: Total secured debt @ .........oooovivoieeeeeeeeeeeeeee e (15,328,037) (14,643,108)
Excess collateral pledged @ ...........coocooviiviioeeeeeen. (2,171,281) (1,673,404)
Unencumbered 10anS ...........occooivvviiiiiiiiiiieieee e $ 6,750,852 $ 6,836,005
Unencumbered loans as a percentage of total loans.........c.ccccc.c..... 28% 30%

O Excludes unamortized deferred loan origination costs of $11 million and $10 million as of February 28, 2017 and May 31, 2016, respectively.
@ Represents debt face value, excluding unamortized debt discounts and debt issuance costs.

® 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.

Table 11 displays the collateral coverage ratios as of February 28, 2017 and May 31, 2016 for the debt agreements noted
above that require us to pledge collateral.

Table 11: Collateral Pledged

Requirement/Limit
Revolving Line of Actual
Debt Agreement P immam Credit }ﬁig;‘;f;‘e“ts February 28,2017  May 31, 2016
Collateral trust bonds 1994 indenture ..................... 100% 150% 116% 121%
Collateral trust bonds 2007 indenture...................... 100 150 111 110
Guaranteed Underwriter Program notes payable'” . 100 150 118 110
Farmer Mac notes payable ..........cccceceeververenicncnncns 100 150 113 117
Clean Renewable Energy Bonds Series 2009A ...... 100 150 118 115

M Represents notes payable under the Guaranteed Underwriter Program, which supports the Rural Economic Development Loan and Grant program. The
Federal Financing Bank provides the financing for these notes, and RUS provides a guarantee of repayment. We are required to pledge collateral in an
amount at least equal to the outstanding principal amount of the notes payable.

We provide additional information on our borrowings, including the maturity profile, below in “Liquidity Risk.” We provide
a more detailed description of each of our debt product types in “Note 6—Short-Term Borrowings,” “Note 7—Long-Term
Debt,” “Note 8—Subordinated Deferrable Debt” and “Note 9—Members’ Subordinated Certificates” in our 2016 Form
10-K. Refer to “Note 4—Loans and Commitments—Pledging of Loans” for additional information related to pledged
collateral.

Equity

Total equity increased by $330 million during the nine months ended February 28, 2017 to $1,147 million, primarily
attributable to our net income of $361 million for the period, which was partially offset by patronage capital retirements
totaling $43 million.

In July 2016, the CFC Board of Directors authorized the allocation of fiscal year 2016 adjusted net income as follows: $1
million to the Cooperative Educational Fund, $86 million to the members’ capital reserve and $84 million to members in the
form of patronage capital. The amount of patronage capital allocated each year by CFC’s Board of Directors is based on
adjusted non-GAAP net income, which excludes the impact of derivative forward value gains (losses). See “Non-GAAP
Financial Measures” for information on adjusted net income.

In July 2016, the CFC Board of Directors also authorized the retirement of patronage capital totaling $42 million, which
represented 50% of the fiscal year 2016 allocation. This amount was returned to members in cash in September 2016. The
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remaining portion of the allocated amount will be retained by CFC for 25 years under guidelines adopted by the CFC Board
of Directors in June 2009.

The CFC Board of Directors is required to make annual allocations of net earnings, if any. CFC has made annual retirements
of allocated net earnings in 36 of the last 37 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 2016 Form 10-K for additional information.

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 12 displays our guarantees outstanding, by guarantee type and by company, as of February 28, 2017 and
May 31, 2016.

Table 12: Guarantees Outstanding

Increase/
(Dollars in thousands) February 28, 2017 May 31, 2016 (Decrease)
Guarantee type:
Long-term tax-exempt bonds...........coceveveeiririereneirierereinnnas $ 469,080 § 475965 $ (6,885)
Letters of Credit.....cc.ovvereiieieeieeeeeeeee e 304,359 319,596 (15,237)
Other QUATrANtEESs .......c..cceevvieierrieieiteeeece et 114,045 113,647 398
TOtal. . $ 887,484 §$ 909,208 $§ (21,724)
Company:
CFC ettt $ 866,287 $ 892,289 $§  (26,002)
RTFC e 1,574 1,574 —
NCSC ettt 19,623 15,345 4,278
TOtAL. e $ 887,484 § 909,208 $ (21,724)

We recorded a guarantee liability of $16 million and $17 million as of February 28, 2017 and May 31, 2016, respectively,
related to the contingent and noncontingent exposures for guarantee and liquidity obligations associated with our members’
debt. Of our total guarantee amounts, 67% and 66% as of February 28, 2017 and May 31, 2016, respectively, were secured
by a mortgage lien on substantially all of the system’s assets and future revenue of the borrowers.

We had outstanding letters of credit for the benefit of our members totaling $304 million as of February 28, 2017. Of this
amount, $228 million was related to obligations for which we may be required to advance funds based on various trigger
events specified in the letters of credit agreements. If we are required to advance funds, the member is obligated to repay the
advance amount, and accrued interest, to us. The remaining $76 million of letters of credit are intended to provide liquidity
for pollution control bonds.
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In addition to the letters of credit presented in Table 12, we had master letter of credit facilities in place as of February 28,
2017, under which we may be required to issue up to an additional $64 million in letters of credit to third parties for the
benefit of our members. All of our master letter of credit facilities as of February 28, 2017 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 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.

In addition to the guarantees described in Table 12, we were the liquidity provider for long-term variable-rate, tax-exempt
bonds issued for our member cooperatives totaling $477 million as of February 28, 2017. As liquidity provider on these tax-
exempt bonds, 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. Our obligation as liquidity provider is in the form of a letter of credit on $76 million of the tax-exempt
bonds, which is discussed above and included in Table 12 as a component of the letters of credit amount of $304 million as
of February 28, 2017. We were not required to perform as liquidity provider pursuant to these obligations during the nine
months ended February 28, 2017. For the other $401 million of these long-term variable-rate, tax-exempt bonds, we also
provide a guarantee of payment of principal and interest, which is included in Table 12, as a component of long-term tax-
exempt bonds of $469 million as of February 28, 2017.

Table 13 presents the maturities for each of the next five fiscal years and thereafter of the notional amount of our
outstanding guarantee obligations as of February 28, 2017.

Table 13: Maturities of Guarantee Obligations

Maturities of Guaranteed Obligations

Outstanding
(Dollars in thousands) Balance 2017 2018 2019 2020 2021 Thereafter
Guarantees.................... $ 887,484 $118,902 $237,217 $ 17,901 $ 57,808 $112,794 § 342,862

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. The table below displays the amount of unadvanced loan commitments, which consist of line of credit and long-
term loan commitments, as of February 28, 2017 and May 31, 2016. 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.

Table 14: Unadvanced Loan Commitments

February 28, 2017 May 31, 2016 Increase/

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

Conditional™ ..........co.oovieeeeeeeeeeeeeeee e $ 5,498,446 44% $ 6,248,546 47% $ (750,100)

Unconditional® ............ooeeeeeeeeeeeeeeeeeeeeeeeeeeene 2,655,038 21 2,447,902 19 207,136
Total line of credit unadvanced commitments......... 8,153,484 65 8,696,448 66 (542,964)
Total long-term loan unadvanced commitments‘"... 4,314,490 35 4,508,562 34 (194,072)

Total unadvanced loan commitments................... $ 12,467,974 100%  $13,205,010 100% § (737,036)

(I)Represents 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.

Unadvanced line of credit commitments are typically revolving facilities for periods not to exceed five years. Historically,
borrowers have not drawn the full commitment amount for line of credit facilities, and we have experienced a very low

24



utilization rate on line of credit loan facilities, regardless of whether or not a material adverse change clause exists at the
time of advance. We believe this borrowing pattern is likely to continue because electric cooperatives generate a significant
amount of cash from the collection of revenue from their customers and therefore generally do not need to draw down on
line of credit commitments to supplement operating cash flow. In addition, the majority of the unadvanced line of credit
commitments serve as supplemental back-up liquidity to our borrowers. See “MD&A—Off-Balance Sheet Arrangements”
in our 2016 Form 10-K for additional information.

Table 15 presents the amount of unadvanced loan commitments, by loan type, as of February 28, 2017 and the maturities of
the commitment amounts for each of the next five fiscal years and thereafter.

Table 15: Notional Maturities of Unadvanced Loan Commitments

Notional Maturities of Unadvanced Loan Commitments

Available
(Dollars in thousands) Balance 2017 2018 2019 2020 2021 Thereafter
Line of credit................. $ 8,153,484 § 85,665 $4,855,109 $§ 905597 $ 784,867 $ 689,926 $§ 832,320
Long-term loans............ 4,314,490 25,120 563,126 870,387 709,467 786,966 1,359,424

Total ....ccoevverirecnene $12,467,974 $ 110,785 $5,418,235 $1,775,984 $1,494,334 $1,476,892 § 2,191,744

Based on our historical experience, we expect that the majority of the unadvanced loan commitments will expire without
being fully drawn upon. Accordingly, the total unadvanced loan commitment amount of $12,468 million as of February 28,
2017 is not necessarily representative of future cash funding 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 $9,813
million and $10,757 million as of February 28, 2017 and May 31, 2016, respectively, and accounted for 79% and 81% of the
combined total of unadvanced line of credit and long-term loan commitments as of February 28, 2017 and May 31, 2016,
respectively. 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 $2,655 million and $2,448 million as of February 28, 2017 and May 31, 2016,
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. We record a
liability for credit losses on our consolidated balance sheets for unadvanced loan commitments related to facilities that are
not subject to a material adverse change clause because we do not consider these commitments to be conditional.

Loan syndications, where the pricing is set at a spread over a market index as agreed upon by all of the participating banks
based on market conditions at the time of syndication, accounted for 80% of unconditional line of credit commitments as of
February 28, 2017. The remaining 20% represented unconditional committed line of credit loans under which any new
advance would be made at rates determined by us based on our cost, and we have the option to pass on to the borrower any
cost increase related to the advance.

Table 16 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 February 28, 2017.
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Table 16: Maturities of Notional Amount of Unconditional Committed Lines of Credit

Notional Maturities of Unconditional Committed Lines of Credit

Available
(Dollars in thousands) Balance 2017 2018 2019 2020 2021 Thereafter
Committed lines of credit... $ 2,655,038 $ — § 444,311 $579,615 $ 550,903 §$ 425,900 $ 654,309
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 in 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 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 2016 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 our interest rate risk.

Loan and Guarantee Portfolio Credit Risk

Below we provide information on the credit risk profile of our loan portfolio and guarantees, 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
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pledged to secure our loans, borrowers also are required to set rates charged to customers to achieve certain financial ratios.
Of our total loans outstanding, 92% were secured and 8% were unsecured as of both February 28, 2017 and May 31, 2016.
Table 17 presents, by loan type and by company, the amount and percentage of secured and unsecured loans in our loan
portfolio.

Table 17: Loan Portfolio Security Profile”

February 28, 2017

(Dollars in thousands) Secured % of Total Unsecured % of Total Total
Loan type:
Long-term loans:
Long-term fixed-rate loans................ $ 21,409,230 97% § 657,521 3% $ 22,066,751
Long-term variable-rate loans........... 871,387 94 53,880 6 925,267
Total long-term loans.............c..cuenu..... 22,280,617 97 711,401 3 22,992,018
Line of credit loans...........c..ccceeevenen. 51,393 4 1,206,759 96 1,258,152
Total loans outstanding................... $ 22,332,010 92% $ 1,918,160 8% $ 24,250,170
Company:
CFCieeeeeeee e $ 21,569,677 93% $ 1,700,098 7% $ 23,269,775
RTFC ..o 340,064 94 22,942 6 363,006
NCSC..ovieeeeeeeeeeeeeeee e 422,269 68 195,120 32 617,389
Total loans outstanding................... $ 22,332,010 92% $ 1,918,160 8% $ 24,250,170
May 31, 2016
(Dollars in thousands) Secured % of Total Unsecured % of Total Total
Loan type:
Long-term loans: .........ccccceevveveereennenne.
Long-term fixed-rate loans................ $ 20,611,221 9% $ 779,355 4% $ 21,390,576
Long-term variable-rate loans........... 688,572 91 68,928 9 757,500
Total long-term loans............ccccceeneeeee. W 96 T,ZS_’) 4 m
Line of credit loans.........cc...ccoveeennn.. 48,256 5 956,185 95 1,004,441
Total loans outstanding................... $ 21,348,049 92% $ 1,804,468 8% $ 23,152,517
Company:
CFC.tieeeeeeeeeeeeeee e $ 20,590,529 93% $ 1,539,344 7% $ 22,129,873
RTFC ..ot 330,696 97 11,146 3 341,842
NCSC..ooieeeeeeeeeeeee e 426,824 63 253,978 37 680,802
Total loans outstanding................... $ 21,348,049 92% $ 1,804,468 8% $ 23,152,517

() Excludes deferred loan origination costs of $11 million and $10 million as of February 28, 2017 and May 31, 2016, respectively.

As part of our strategy in managing our credit risk exposure, we entered into a long-term standby purchase commitment
agreement with Farmer Mac on August 31, 2015, as amended on May 31, 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 material 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 $852 million as of February 28, 2017, compared
with $926 million as of May 31, 2016, and $511 million as of February 29, 2016. No loans have been put to Farmer Mac for
purchase pursuant to this agreement.
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Loan Concentration

We serve electric and telecommunications members throughout the United States and its territories, including 49 states, the
District of Columbia, American Samoa and Guam. The largest concentration of loans to borrowers in any one state
represented approximately 15% of total loans outstanding as of both February 28, 2017 and May 31, 2016.

Table 18 displays the outstanding exposure of the 20 largest borrowers, by exposure type and by company, as of February
28,2017 and May 31, 2016. The 20 largest borrowers consisted of 10 distribution systems and 10 power supply systems as
of February 28, 2017. The 20 largest borrowers consisted of 11 distribution systems and nine power supply systems as of
May 31, 2016. The largest total outstanding exposure to a single borrower or controlled group represented approximately
2% of total loans and guarantees outstanding as of both February 28, 2017 and May 31, 2016.

Table 18: Credit Exposure to 20 Largest Borrowers

February 28, 2017 May 31, 2016
(Dollars in thousands) Amount % of Total Amount % of Total Change
By exposure type:
LOoANS ..o $ 5,750,355 23% $ 5,638,217 23% § 112,138
GUATANLEES ... .vvveieeieeeeeeeeeeeeeeee e 358,238 1 365,457 2 (7,219)
Total exposure to 20 largest borrowers.......... 6,108,593 24% 6,003,674 25% 104,919
Less: Loans covered under Farmer Mac standby
purchase commitment..............ccoeveveerueennnns (403,937) ?2) (402,244) 2) (1,693)
Net exposure to 20 largest borrowers................ $ 5,704,656 22% $ 5,601,430 23% $ 103,226
By company:
CFC o $ 6,096,593 24% $ 5,991,674 25% $ 104,919
NCSC . 12,000 — 12,000 — —
Total exposure to 20 largest borrowers........... 6,108,593 24% 6,003,674 25% 104,919
Less: Loans covered under Farmer Mac standby
purchase COMMItMENt...........covverrrverreennnen. (403,937) (2) (402,244) 2 (1,693)
Net exposure to 20 largest borrowers................ $ 5,704,656 22% $ 5,601,430 23% $ 103,226
Credit Performance

As part of our credit risk management process, we monitor and evaluate each borrower and loan in our loan portfolio and
assign numeric internal risk ratings based on quantitative and qualitative assessments. Our ratings are intended to align with
the federal banking regulatory credit risk rating definitions of pass and criticized categories, with criticized divided between
special mention, substandard and doubtful. Internal risk ratings and payment status trends are indicators, among others, of
the level of credit risk in our loan portfolio. As displayed in “Note 4—Loans and Commitments,” 0.6% and 0.2% of the
loans in our portfolio were classified as criticized as of February 28, 2017 and May 31, 2016, respectively. Below we
provide information on certain additional credit quality indicators, including modified loans that are considered troubled
debt restructurings (“TDRs”) and nonperforming loans.

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 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
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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.

We did not have any loans modified as TDRs during the nine months ended February 28, 2017. Table 19 presents the
carrying value of loans modified as TDRs in prior periods as of February 28, 2017 and May 31, 2016. These loans were
considered individually impaired as of the end of each period presented.

Table 19: TDR Loans

February 28, 2017 May 31, 2016
% of Total % of Total
(Dollars in thousands) Amount Loans Amount Loans
TDR loans:
CFC..eeeee e $ 6,581 0.02% §$ 6,716 0.03%
RTFC...oiiiiieeeeeceecee e, 6,717 0.03 10,598 0.04
Total TDR loans........cccccevvevvveunnnnenn. $ 13,298 0.05% $ 17,314 0.07%
Performance status of TDR loans:
Performing TDR loans..............c........... $ 13,298 0.05% $ 13,808 0.06%
Nonperforming TDR loans................... — — 3,506 0.01
Total TDR loans..........ccccevvevennnen. $ 13,298 0.05% §$ 17,314 0.07%

As indicated in Table 19, we did not have any TDR loans classified as nonperforming as of February 28, 2017. We had TDR
loans classified as nonperforming totaling $4 million as of May 31, 2016.

TDR loans classified as performing totaled $13 million and $14 million as of February 28, 2017 and May 31, 2016,
respectively. These loans were on accrual status as of the respective dates.

Nonperforming Loans

In addition to nonperforming TDR loans, we also may have nonperforming loans that have not been modified and classified
as a TDR. 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 had no other loans
classified as nonperforming as of February 28, 2017 or May 31, 2016.

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

The allowance for loan losses is determined based upon evaluation of the loan portfolio, past loss experience, specific
problem loans, economic conditions and other pertinent factors that, in management’s judgment, could affect the risk of loss
in the loan portfolio. We review and adjust the allowance quarterly to cover estimated probable losses in the portfolio. All
loans are written off in the period that it becomes evident that collectability is highly unlikely; however, our efforts to
recover all charged-off amounts may continue. Management believes the allowance for loan losses is appropriate to cover
estimated probable portfolio losses.

Table 20 summarizes changes in the allowance for loan losses for the three and nine months ended February 28, 2017 and
February 29, 2016, and provides a comparison of the allowance by company as of February 28, 2017 and May 31, 2016.
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Table 20: Allowance for Loan Losses

Three Months Ended Nine Months Ended
February 28, February 29, February 28, February 29,
(Dollars in thousands) 2017 2016 2017 2016
Beginning balance ..............ccoceevveeeieeereiereieeieeeevees $ 33911 $ 39,600 $ 33258 $ 33,690
Provision for 10an 10SSES .........cccvvvveueeiveeeeeiiie e 2,065 (1,735) 4,731 4,067
Net recoveries (charge-offs)........cccccevvveieveecienieciennn, 53 53 (1,960) 161
Ending balance............ocooveveieveieeeeeeeeeeeeeeeee e $ 36,029 $ 37,918 $ 36,029 § 37,918
February 28, May 31,
2017 2016
Allowance for loan losses by company:
CEC ettt $ 28,358 $ 24,559
RTFC ..t 4,222 5,565
NCSC ittt 3,449 3,134
TOtaAl .o $ 36,029 $ 33,258
Allowance coverage ratios:
Total loans outstanding...............ccccceevveeeevieeeenreeeenneennn. $ 24,250,170 $23,152,517
Percentage of total loans outstanding.........c..cccceccvenenne. 0.15% 0.14%
Percentage of total performing TDR loans outstanding. 270.94 240.86
Percentage of total nonperforming TDR loans
OULSTANAING ....veevviiiciiceicie ettt — 948.60
Percentage of loans on nonaccrual status............c.......... — 948.60

The allowance for loan losses increased by $3 million during the nine months ended February 28, 2017 to $36 million. The
allowance coverage ratio was 0.15% and 0.14% as of February 28, 2017 and May 31, 2016, respectively. The increase in the
allowance for loan losses was primarily attributable to an increase in the collective allowance for loans not individually
evaluated for impairment due to the increase in total loans outstanding, coupled with a slight deterioration in the credit
quality of certain loans, which was partially offset by a decline in the specific reserve for loans individually evaluated for
impairment. Loans designated as individually impaired loans totaled $13 million and $17 million as of February 28, 2017
and May 31, 2016, respectively, and the specific allowance related to these loans totaled $1 million and $3 million,
respectively.

We discuss our methodology for determining the allowance for loan losses above in “MD&A—Critical Accounting Policies
and Estimates” and in “Note 1—Summary of Significant Accounting Policies” in our 2016 Form 10-K. Also see “Results of
Operations—Provision for Loan Losses” and “Note 4—Loans and Commitments” for additional information on our
allowance for loan losses.

Counterparty Credit Risk

We are exposed to counterparty risk related to the performance of the parties with which we entered into financial
transactions, primarily for derivative instruments and cash and time deposits that we have with various financial institutions.
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.

We manage our derivative counterparty credit risk by requiring that derivative counterparties participate in one of our
committed bank revolving line of credit agreements, monitoring the overall credit worthiness of each counterparty, using
counterparty specific credit risk limits, executing master netting arrangements and diversifying our derivative transactions
among multiple counterparties. Our derivative counterparties had credit ratings ranging from Aa3 to Baa2 by Moody’s
Investors Service (“Moody’s”) and from AA- to BBB+ by Standard & Poor’s Ratings Services (“S&P”) as of
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February 28, 2017. Our largest counterparty exposure, based on the outstanding notional amount, represented approximately
23% and 25% of the total outstanding notional amount of derivatives as of February 28, 2017 and May 31, 2016,
respectively.

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 to 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 mark-to-market 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 February 28, 2017. Both
Moody’s and S&P had our ratings on stable outlook as of February 28, 2017. Table 21 displays the notional amounts of our
derivative contracts with rating triggers as of February 28, 2017, 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 21: 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-" oo, $ 59,165 $ (14,246) $ — 3 (14,246)

Falls below Baal/BBB+............c.ccveuvnene. 7,156,973 (163,243) 5,874 (157,369)

Falls to or below Baa2/BBB “................... 460,611 — 2,030 2,030

Falls below Baa3/BBB-..........c.ccccveveuneee. 370,585 (20,734) — (20,734)

Total ..o $ 8,047,334 $ (198,223) $ 7,904 $§  (190,319)

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.

The aggregate amount, excluding and including the credit risk valuation adjustment, of all derivatives with rating triggers
that were in a net liability position was $198 million and $197 million, respectively, as of February 28, 2017. There were no
counterparties that fell below the rating trigger levels in our interest swap contracts as of February 28, 2017. 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 early
because our interest rate swaps are critical to our matched funding strategy.

See “Item 1A. Risk Factors” in our 2016 Form 10-K for additional information about credit risk related to our business.
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LIQUIDITY RISK

Our liquidity risk management framework is designed to meet our liquidity objectives of providing a reliable source of
funding to members, meet maturing debt and other obligations, issue new debt and fund our operations on a cost-effective
basis under normal operating conditions as well as under CFC-specific and/or market stress conditions.

Short-Term Borrowings

We rely primarily on cash flows from our operations along with short-term borrowings, which we refer to as our short-term
funding portfolio, as sources of funding to meet our near-term, day-to-day liquidity needs. Our short-term funding portfolio
consists of commercial paper, which we offer to members and dealers, select notes and daily liquidity fund notes to
members, bank-bid notes and medium-term notes to members and dealers. Table 22 displays the composition of our short-
term borrowings as of February 28, 2017 and May 31, 2016.

Table 22: Short-Term Borrowings

February 28, 2017 May 31, 2016
% of Total % of Total
Amount Debt Amount Debt

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

Commercial paper sold through dealers, net of discounts... $ 1,039,734 4% $ 659,935 3%

Commercial paper sold directly to members, at par ............ 944,111 4 848,007 4
Total commercial PaAPeT.........c.ccveceerieeiereriereee e 1,983,845 8 1,507,942 7
SIECT NOTES ...ttt eae e e e s 711,455 3 701,849 3
Daily liquidity fund notes..........cecevveieriecienieieseee e 494,752 2 525,959 2
Medium-term notes sold to members...........cccceevvvveieieeeineenn. 198,026 1 203,098 1

Total short-term borrowings ...........ecceeveveerveriesvereseeneenennn $ 3,388,078 14% $ 2,938,848 13%

Our short-term borrowings totaled $3,388 million and accounted for 14% of total debt outstanding as of February 28, 2017,
compared with $2,939 million, or 13%, of total debt outstanding as of May 31, 2016. Of the total outstanding commercial
paper, $1,040 million and $660 million was issued to dealers as of February 28, 2017 and May 31, 2016, respectively.
During fiscal year 2015, we began reducing the level of dealer commercial paper to an amount below $1,250 million to
manage our short-term wholesale funding risk. We expect to continue to maintain our outstanding dealer commercial paper
at a level below this amount for the foreseeable future.

Liquidity Reserve
As part of our strategy in meeting our liquidity objectives, we seek to maintain a liquidity reserve in the form of both on-
balance sheet and off-balance sheet funding sources that are readily accessible for immediate liquidity needs. Table 23

below presents the components of our liquidity reserve and a comparison of the amounts available as of February 28, 2017
and May 31, 2016.
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Table 23: Liquidity Reserve

February 28, 2017 May 31, 2016

(Dollars in millions) Total Accessed Available Total Accessed Available
Cash and cash equivalents and time deposits ...... $ 866 $ — $ 866 § 545 § — $ 545
Committed bank revolvin% line of credit

agreements—unsecured ) ............ccoocoovcoerinenn. 3,165 1 3,164 3,310 1 3,309
Guaranteed Underwriter Program committed

facilities—secured® ........ccoooerrverinrrrveencrrinnnn: 5,798 5,073 725 5,423 4,823 600
Farmer Mac revolving note purchase agreement,

dated March 24, 2011—secured®................... 4,500 2,524 1,976 4,500 2,303 2,197
Farmer Mac revolving note purchase agreement,

dated July 31, 2015—secured ...........cccuvenennen. 300 100 200 300 — 300
TOtal ..o $14629 $ 7,698 $ 6,931 $14,078 $ 7,127 $ 6,951

(I)The accessed amount of $1 million relates to a letter of credit issued pursuant to the line of credit agreement.
@ The committed facilities under the Guaranteed Underwriting program are nonrevolving.

® Availability subject to market conditions.

Cash and cash equivalents and time deposits are a source of liquidity available to support our operations. As displayed in
Table 23, cash and cash equivalents and time deposits increased by $321 million during the first nine months of fiscal year
2017 to $866 million as of February 28, 2017, primarily due to an additional investment in time deposits of $300 million. As
part of our strategy in managing and reducing refinancing risk associated with the near-term maturity of long-term debt
totaling $1,440 million in the fourth quarter of fiscal year 2017, we issued $300 million aggregate principal amount of
1.50% dealer medium-term notes on November 1, 2016. We invested those funds in time deposits, pending our repayment of
maturing long-term debt.

Borrowing Capacity

In addition to cash and time deposits, our liquidity reserve includes access to funds under committed revolving line of credit
agreements with banks, committed loan facilities under the Guaranteed Underwriter Program and our revolving note
purchase agreements with Farmer Mac. Following is a discussion of our borrowing capacity and key terms and conditions
under each of these facilities.

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 to our short-term funding portfolio. Our short-term funding portfolio consists of
member and dealer commercial paper, select notes to members and daily liquidity fund investments by members.

In September 2016, NCSC assigned a total of $50 million of its commitment to another financial institution under our
committed bank revolving line of credit agreements, which consisted of $25 million under the three-year agreement and $25
million under the five-year agreement. On November 18, 2016, we amended and restated the three-year and five-year
committed bank revolving line of credit agreements to extend the maturity dates to November 19, 2019 and November 19,
2021, respectively, and to terminate certain third-party bank commitments totaling $165 million under the three-year
agreement and $45 million under the five-year agreement. This reduction was partially offset by an increase in commitment
amounts from certain existing banks of $8 million under each of the three-year and five-year agreements. We also
terminated NCSC’s remaining commitment of $60 million. As a result, the total commitment amount from third-parties
under the three-year facility and the five-year facility is $1,533 million and $1,632 million, respectively, resulting in a
combined total commitment amount under the two facilities of $3,165 million. 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.

33



Table 24 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 February 28, 2017. We did not have any outstanding borrowings
under our committed bank revolving line of credit agreements as of February 28, 2017.

Table 24: Committed Bank Revolving Line of Credit Agreements

February 28, 2017

Letters of
Total Credit Net Available for Annual
(Dollars in millions) Commitment Outstanding Advance Maturity Facility Fee o
3-year agreement................. $ 1,533 $ — 3 1,533 November 19, 2019 7.5 bps
S-year agreement................. 1,632 1 1,631 November 19, 2021 10 bps
Total...ooveiicee $ 3,165 $ 1 S 3,164

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

The 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 “Debt Covenants and Financial Ratios” 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
loans to electric cooperatives or to refinance existing indebtedness. As part of the program, we pay fees, based on
outstanding borrowings, that support the USDA Rural Economic Development Loan and Grant program. The borrowings
under this program are guaranteed by RUS.

On December 1, 2016, we closed on a $375 million Series L committed loan facility from the Federal Financing Bank
guaranteed by RUS pursuant to the Guaranteed Underwriter Program. Under the Series L facility, we are able to borrow any
time before October 15, 2019, with each advance subject to quarterly amortization and a final maturity not longer than 20
years from the advance date. As a result of this new commitment, the total for committed facilities under the Guaranteed
Underwriter Program increased to $5,798 million, with up to $725 million available under these facilities as of February 28,
2017.

We borrowed $250 million with a 20 year final maturity under the Guaranteed Underwriter Program during the nine months
ended February 28, 2017. As part of this program, we had committed loan facilities from the Federal Financing Bank of up
to $725 million available as of February 28, 2017. Of this amount, $100 million is available for advance through October
15,2017, $250 million is available for advance through January 15, 2019 and $375 million is available for advance through
October 15, 2019.

We are required to pledge eligible distribution system 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 and Commitments” for additional information on pledged collateral.

Farmer Mac Revolving Note Purchase Agreements—Secured

As indicated in Table 23, we have two revolving note purchase agreements with Farmer Mac, which together allow us to
borrow up to $4,800 million from Farmer Mac. Under the terms of the first revolving note purchase agreement with Farmer
Mac dated March 24, 2011, as amended, we can borrow up to $4,500 million at any time through January 11, 2020, 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
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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. We had outstanding secured notes payable under this program totaling $2,524 million as of
February 28, 2017, and an available borrowing amount of $1,976 million.

Under the terms of the second revolving note purchase agreement with Farmer Mac dated July 31, 2015, we can borrow up
to $300 million at any time through July 31, 2018. 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. We had outstanding secured notes payable under this program totaling $100 million as of February 28,
2017, and an available borrowing amount of $200 million. The secured notes payable of $100 million were repaid in full
subsequent to February 28, 2017.

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 and Commitments” for additional
information on pledged collateral.

Long-Term and Subordinated Debt

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 manage our refinancing and interest rate risk, due in part to
the multi-year contractual maturity structure of long-term debt. In addition to private debt issuances, we also issue debt in
the public capital markets. Under the SEC rules, we are classified as a “well-known seasoned issuer.” In September 2016,
we filed a new shelf registration statement for our collateral trust bonds under which we can register an unlimited amount of
collateral trust bonds until September 2019. See “MD&A—Liquidity Risk” of our 2016 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 $20,417 million
and accounted for 86% of total debt outstanding as of February 28, 2017, compared with $19,659 million, or 87%, of total
debt outstanding as of May 31, 2016.

Table 25 summarizes long-term and subordinated debt issuances and principal maturities and amortizations, including
repurchases and redemptions, during the nine months ended February 28, 2017.

Table 25: Issuances and Maturities of Long-Term and Subordinated Debt™"

Nine Months Ended February 28, 2017

(Dollars in thousands) Issuances Maturities

Long-term and subordinated debt activity:

Collateral trust bonds ...........cccoveevereecieniecienieieeieiens $ 450,000 $ 305,000
Guaranteed Underwriter Program notes payable........... 250,000 29,520
Farmer Mac notes payable .........ccccveireririeenieininnnns 350,000 28,894
Medium-term notes sold to members.............cccceeueenee. 196,072 231,695
Medium-term notes sold to dealers..........c.ccocererenennene 472,833 344,813
Other notes payable..........cccoceririerieieiieeneeeeene — 3,950
Members’ subordinated certificates.............cccveeeevveennn. 2,743 25,946

TOAL D). $ 1,721,648 $ 969,818

1 . . .
( )Excludes unamortized debt issuance costs and discounts.
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Table 26 summarizes the scheduled amortization of the principal amount of long-term debt, subordinated deferrable debt
and members’ subordinated certificates as of February 28, 2017.

Table 26: Principal Maturity of Long-Term Debt and Subordinated Debt

Amount
(Dollars in thousands) Maturing ® % of Total
Fiscal year ending:
May 31, 2017 oo $ 1,411,261 7%
May 31, 2018 ..o 1,234,948 6
May 31, 2019 i 2,355,651 12
May 31, 2020 ....ooieiiiiiiieecieeceee 1,383,798
May 31, 2021 oo 1,326,301 6
Thereafter..........cocvvevenenenencnciciecnce, 12,704,062 62
Total..oeeiiieie e $ 20,416,021 100%

DExcludes $1 million in subscribed and unissued member subordinated certificates for which a payment has been received. Member loan subordinated
certificates totaling $291 million amortize annually based on the unpaid principal balance of the related loan.

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 27 displays our
credit ratings as of February 28, 2017.

Table 27: Credit Ratings

February 28, 2017
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
Commercial paper ............ccccveneeen. P-1 A-1 F1
OUtloOK ...c.vveeieiieieeieeee 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 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.
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Projected Near-Term Sources and Uses of Liquidity

As discussed above, our primary sources of liquidity include cash flows from operations, our short-term funding portfolio,
our liquidity reserve and the issuance of long-term and subordinated debt, as well as loan principal and interest payments.
Our primary uses of liquidity include loan advances to members, principal and interest payments on borrowings, periodic
settlement payments related to derivative contracts, costs related to the disposition of foreclosed assets and operating
expenses.

Table 28 displays our projected sources and uses of cash, by quarter, over the next six quarters through the quarter ending
August 31, 2018. In projecting our liquidity position, we assume that the amount of time deposit investments will remain
consistent with current levels over the next six quarters. Our assumptions 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; (ii) long-term loan scheduled amortization payments represent the scheduled long-term loan payments
for loans outstanding as of February 28, 2017 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; (v) long-term loan advances reflect our current estimate of member demand for loans, which the amount
and timing of are subject to change.

Table 28: Projected Sources and Uses of Liquidity™

Projected Sources of Liquidity Projected Uses of Liquidity
A Cumulative

Commercial Long- Total Long- Total Excess

Paper Debt Term Anticipated Projected Long-Term Term Projected Sources
(Dollars in Issuance/ Debt Loan Sources of Debt Loan Uses of (Uses) of
millions) Repayments Issuance Repayments® Liquidity Maturities® Advances Liquidity Liquidity @
3Q17...... $ 866
4Q17...... $ 110 $ 1,040 S 302 § 1452 § 1440 $ 421 $ 1,861 457
1Q18...... — 271 313 584 166 387 553 488
2Q18...... (50) 174 312 436 174 255 429 495
3Q18...... — 843 315 1,158 809 479 1,288 365
4Q18...... — 260 285 545 258 251 509 401
1Q19...... — 190 297 487 150 408 558 330
Total...... $ 60 $ 2,778 § 1,824 § 4,662 $ 2,997 $ 2,200 $ 5,198

) The dates presented represent the end of each quarterly period through the quarter ending August 31, 2018.
@ Anticipated loan repayments include scheduled loan amortizations, repricings and sales.
® Long-term debt maturities also includes medium-term notes with an original maturity of one year or less.

@ Cumulative excess sources (uses) of liquidity includes cash and time deposits.

As displayed in Table 28, we currently expect the amount of new long-term loan advances to exceed anticipated loan
repayments over the next 12 months by approximately $300 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.

Debt Covenants and Financial Ratios

We were in compliance with all covenants and conditions under our committed bank revolving line of credit agreements and
senior debt indentures as of February 28, 2017. 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. These adjusted measures consist of adjusted TIER and adjusted senior debt-to-total equity ratio.
We provide a reconciliation of these measurements to the most comparable GAAP measures and an explanation of the
adjustments below in “Non-GAAP Financial Measures.”
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Covenants—Committed Bank Revolving Line of Credit Agreements

Table 29 presents the required and actual financial ratios under our committed bank revolving line of credit agreements as of
February 28, 2017 and May 31, 2016.

Table 29: Financial Covenant Ratios Under Committed Bank Revolving Line of Credit Agreements(l)

Actual
Requirement February 28, 2017 May 31, 2016
Minimum average adjusted TIER over the six most recent
FISCAl QUATTETS.....c.vieviieeceieciecee ettt 1.025 1.20 1.26
Minimum adjusted TIER for the most recent fiscal year .......... 1.05 1.21 1.21
Maximum ratio of adjusted senior debt-to-total equity............. 10.00 5.83 5.52

O 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. In addition to the adjustments made to the leverage ratio set forth under “Non-GAAP Financial Measures,” adjusted senior debt excludes
guarantees to member systems that have certain investment-grade credit ratings from Moody’s and S&P.

In addition to the financial covenants, our committed bank revolving line of credit agreements generally prohibit liens on
loans to members except for liens pursuant to the following:

e under terms of our indentures,

+ related to taxes that are being contested or are not delinquent,

+ stemming from certain legal proceedings that are being contested in good faith,

+ created by CFC to secure guarantees by CFC of indebtedness, the interest on which is excludable from the gross income
of the recipient for federal income tax purposes,

+ granted by any subsidiary to CFC and

 to secure other indebtedness of CFC of up to $10,000 million plus an amount equal to the incremental increase in CFC’s
allocated Guaranteed Underwriter Program obligations, provided that the aggregate amount of such indebtedness may
not exceed $12,500 million. The amount of our secured indebtedness under this provision for all of our committed bank
revolving line of credit agreements was $7,635 million as of February 28, 2017.

Covenants—Debt Indentures

Table 30 presents the required and actual financial ratios as defined under our 1994 collateral trust bonds indenture and our
medium-term notes indentures in the U.S. markets as of February 28, 2017 and May 31, 2016.

Table 30 : Financial Ratios Under Debt Indentures

Actual

Requirement February 28, 2017 May 31, 2016
Maximum ratio of adjusted senior debt to total equity ".......... 20.00 6.95 7.33

O The ratio calculation includes the adjustments made to the leverage ratio under “Non-GAAP Financial Measures,” with the exception of the adjustments
to exclude the noncash impact of derivative financial instruments and adjustments from total liabilities and total equity.

In addition to the above financial covenant requirement, we are required to pledge collateral pursuant to the provisions of
certain of our borrowing agreements. We provide information on collateral pledged or on deposit above under “Consolidated
Balance Sheet Analysis—Debt—Collateral Pledged.”

Debt Ratio Analysis

We provide the calculations for our primary debt ratios, which include the adjusted leverage and adjusted debt-to-equity
ratios, and a reconciliation to the most comparable GAAP measures (the leverage and debt-to-equity ratios) below in “Non-
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GAAP Financial Measures.” We explain the basis for the adjustments made to derive the adjusted ratios in our 2016 Form
10-K under “MD&A—Non-GAAP Financial Measures.”

Leverage Ratio

The leverage ratio was 22.09-to-1 as of February 28, 2017, compared with 29.81-to-1 as of May 31, 2016. The decrease in
the leverage ratio was due to an increase in total equity of $330 million, primarily attributable to our reported net income for
the period, and a decrease in total guarantees of $22 million, which was partially offset by an increase in total liabilities of
$1,009 million due to the increase in debt to fund our loan portfolio growth.

The leverage ratio under the financial covenants of our committed bank revolving line of credit agreements is adjusted to
exclude certain items, which are detailed in Table 34. The adjusted leverage ratio was 6.36-to-1 as of as of February 28,
2017, compared with 6.08-to-1 as of May 31, 2016. The increase in the adjusted leverage ratio was due to an increase in
adjusted liabilities of $1,292 million, attributable to the increase in debt to fund our loan portfolio growth, which was
partially offset by an increase in adjusted equity of $48 million and the decrease of $22 million in total guarantees.

Debt-to-Equity Ratio

The debt-to-equity ratio was 21.32-to-1 as of February 28, 2017, compared with 28.69-to-1 as of May 31, 2016. The
decrease in the debt-to-equity ratio was attributable to the increase in total equity of $330 million, which was partially offset
by the increase in total liabilities of $1,009 million.

The adjusted debt-to-equity ratio was 6.11-to-1 as of February 28, 2017, compared with 5.82-to-1 as of May 31, 2016. The
increase in the adjusted debt-to-equity ratio was attributable to the increase in adjusted liabilities of $1,292 million, which
was partially offset by the increase in adjusted equity of $48 million.

MARKET RISK

Interest rate risk represents our primary market risk. Interest rate risk is the risk arising from movements in interest rates that
may result in differences between the timing of contractual maturities, re-pricing characteristics and prepayments on our
assets and their related liabilities.

Interest Rate Risk

Our interest rate risk exposure is primarily related to the funding of the fixed-rate loan portfolio. Our Asset Liability
Committee provides oversight over maintaining our interest rate position within a prescribed policy range using approved
strategies. The Asset Liability Committee reviews a complete interest rate risk analysis, reviews proposed modifications, if
any, to our interest rate risk management strategy and considers adopting strategy changes. Our Asset Liability Committee
monitors interest rate risk and generally meets monthly to review and discuss information such as national economic
forecasts, federal funds and interest rate forecasts, interest rate gap analysis, our liquidity position, loan and debt maturities,
short-term and long-term funding needs, anticipated loan demands, credit concentration risk, derivative counterparty
exposure and financial forecasts. The Asset Liability Committee also discusses the composition of fixed-rate versus
variable-rate lending, new funding opportunities, changes to the nature and mix of assets and liabilities for structural
mismatches, and interest rate swap transactions.

Matched Funding Objective

Our funding objective is to manage the matched funding of asset and liability repricing terms within a range of total assets
(excluding derivative 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.
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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

To monitor and mitigate interest rate risk in the funding of fixed-rate loans, we perform a monthly interest rate gap analysis
that provides a comparison between fixed-rate assets repricing or maturing by year and fixed-rate liabilities and members’
equity maturing by year.

We maintain an unmatched position on our fixed-rate assets within a targeted range of adjusted total assets. The limited
unmatched position is intended to provide flexibility to ensure that we are able to match the current maturing portion of
long-term fixed rate loans based on maturity date and the opportunity in the current low interest rate environment to increase
the gross yield on our fixed rate assets without taking what we would consider to be excessive risk.

Table 31 displays the scheduled amortization and repricing of fixed-rate assets and liabilities outstanding as of February 28,
2017. 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
9% and 7% of our total loan portfolio as of February 28, 2017 and May 31, 2016, 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 since it is used to match fund the variable-
rate loan pool. 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.

Table 31: Interest Rate Gap Analysis

Two Two Five
Years Years Years 10 Years
Prior to 6/1/17 to 6/1/19 to 6/1/21 to 6/1/26 to  6/1/36 and
(Dollars in millions) 5/31/17 5/31/19 5/31/21 5/31/26 5/31/36 Thereafter Total
Asset amortization and repricing .........c..ceceveenene $ 431 $3,811 $2,855 $5,451 $6,636 $ 2,985 $ 22,169
Liabilities and members’ equity:
Long-term debt ........coeoveiiiniiiininiiciiiecne $ 519 $4,415 $2,513 $4,726 $4,133 $ 1,329  $ 17,635
Subordinated certificates ..........cccccceveeereeeriennn. 4 38 56 908 272 687 1,965
Members’ equity 7 .........ooooiveiee e, — — 26 89 313 870 1,298
Total liabilities and members’ equity............. $ 523 $4,453 $2,595 $5,723 $4,718 $ 2,886 $ 20,898
GAP @ e $ (92) $(642) $ 260 $(272) $1918 $ 99 § 1,271
Cumulative gap ........ccoceovviiiiiiiiiiiices 92) (734) (474) (746) 1,172 1,271
Cumulative gap as a % of total assets 036)% (280% (1.85% (2IN%  4.58% 4.96%
Cumulative gap as a % of adjusted total assets®® .. (0.36) (2.88) (1.86) (2.92) 4.59 4.98

mlncludes the portion of the allowance for loan losses and subordinated deferrable debt allocated to fund fixed-rate assets and excludes noncash
adjustments from the accounting for derivative financial instruments.

(Z)Calculated based on the amount of assets amortizing and repricing less total liabilities and members’ equity.
(B)Adjusted total assets represents total assets reported in our condensed consolidated balance sheets less derivative assets.

The difference, or interest rate gap, of $1,271 million between the fixed-rate loans scheduled for amortization or repricing of
$22,169 million and the fixed-rate liabilities and equity funding the loans of $20,898 million presented in Table 31 reflects
the amount of fixed-rate assets that are funded with short-term and variable-rate debt as of February 28, 2017. The gap of
$1,271 million represented 4.96% of total assets and 4.98% of adjusted total assets (total assets excluding derivative assets)
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as of February 28, 2017. As discussed above, we manage this gap within a prescribed range because funding long-term,
fixed-rate loans with short-term and variable-rate debt may expose us to higher interest rate and liquidity risk.

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 2016 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. 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 the financial covenants in our
committed bank revolving line of credit agreements and debt indentures are based on these adjusted metrics and
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.

Statements of Operations Non-GAAP Adjustments and Calculation of Adjusted TIER
Table 32 provides a reconciliation of adjusted interest expense, adjusted net interest income and adjusted net income to the
comparable GAAP measures. The adjusted amounts are used in the calculation of our adjusted net interest yield and

adjusted TIER.

Table 32: Adjusted Financial Measures — Income Statement

Three Months Ended Nine Months Ended

(Dollars in thousands) Febgl:]i%y 28, Febgl:)a}l;sy 29, F ebrzlz]algy 28, Febl;:ﬁ? 29,
INterest EXPEnSe .....cveuveveeeereeereeereeereeereeeerenens $ (186,740) $ (171,189) $ (551.474) $ (504,013)

Plus: Derivative cash settlements.................. (19,354) (22,556) (64,331) (65,285)
Adjusted interest eXpense...........ocveeveeveenennenns $ (206,094) $ (193,745) $ (615,805) $ (569,298)
Net interest iNCOME.........ccoeeveeeeveeeeerieereenenns $ 73,180 $ 82,444 § 222437 § 252,061

Less: Derivative cash settlements (19,354) (22,556) (64,331) (65,285)
Adjusted net interest income ............c.cocveneee. $ 53,826 $ 59,888 $ 158,106 $ 186,776
Net income (10SS).....cveevveeriecieeeerieeeeie e $ 97,962 $ (174,382) $ 361,005 § (155,775)

Less: Derivative forward value...................... (61,809) 220,480 (259,153) 290,952
Adjusted net income............ccoceeeeveeeeeeeenennnn. $ 36,153 §$ 46,098 $ 101,852 § 135,177

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

TIER Calculation

Table 33 presents our TIER and adjusted TIER for the three and nine months ended February 28, 2017 and February 29,
2016.
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Table 33: TIER and Adjusted TIER

Three Months Ended Nine Months Ended
February 28, February 29, February 28, February 29,
2017 2016 2017 2016
TIER ) oo 1.52 — 1.65 0.69
Adjusted TIER @ ......ooooivieeeee. 1.18 1.24 1.17 1.24

(D TIER is calculated based on net income plus interest expense for the period divided by interest expense for the period. For the three months ended
February 29, 2016, we reported a net loss of $174 million, which resulted in no TIER coverage.

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

Adjustments to the Calculation of Leverage and Debt-to-Equity Ratios

Table 34 provides a reconciliation between the liabilities and equity used to calculate the leverage and debt-to-equity ratios
and the adjusted leverage and adjusted debt-to-equity ratios as of February 28, 2017 and May 31, 2016. As indicated in the
table below, subordinated debt is treated in the same manner as equity in calculating our adjusted leverage and adjusted-
debt-to-equity ratios pursuant to the financial covenants under our committed bank revolving line of credit agreements.

Table 34: Adjusted Financial Measures — Balance Sheet

(Dollars in thousands) February 28, 2017 May 31, 2016
Total HabIlities ....covvevvereenienerieieieneece e $ 24,462,227 § 23,452,822
Less:
Derivative liabilities ..........ccocviviiiiiiiiiiiiiiiins (339,809) (594,820)
Debt used to fund loans guaranteed by RUS ............ (168,977) (173,514)

Subordinated deferrable debt (742,241) (742,212)
Subordinated certificates............. (1,420,608) (1,443,810)
Adjusted total liabilities ................... $ 21,790,592 $ 20,498,466
TOtAl EQUILY -eevvveverereeeieierire ettt $ 1,147,338 $ 817,378
Less:
Prior year cumulative derivative forward value
AAJUSEMENLS vvoveeeerereeseeee e 520,357 299,274
Year-to-date derivative forward value (gains)
LOSSES, NEL .t (259,153) 221,083
Accumulated other comprehensive income M (3,896) (4,487)
Plus:
Subordinated certificates.........cocevererereeerencneennnenn 1,420,608 1,443,810
Subordinated deferrable debt 742,241 742,212
Adjusted total EqUILY ....cccovviverieriiniiieiiee $ 3,567,495 $ 3,519,270
GUATANLEES D) ..., $ 887,484 § 909,208

O Represents the accumulated other comprehensive income related to derivatives. Excludes $10 million and $7 million of accumulated other
comprehensive income as of February 28, 2017 and May 31, 2016, respectively, related to the unrecognized gains on our investments. It also excludes
$10 million of accumulated other comprehensive loss related to foreclosed assets as of May 31, 2016 and $1 million of accumulated other
comprehensive loss related to a defined benefit pension plan as of February 28, 2017 and May 31, 2016.

@ Guarantees are used in the calculation of leverage and adjusted leverage ratios below.

Table 35 displays the calculations of our leverage and debt-to-equity ratios and our adjusted leverage and debt-to-equity
ratios as of February 28, 2017 and May 31, 2016.
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Table 35: Leverage and Debt-to-Equity Ratios

February 28, 2017 May 31, 2016
Leverage ratio V........oo.oviooieeeeeeeeeeeeeeeeeene 22.09 29.81
Adjusted leverage ratio ®..........cc..ccoocoorierierreern 6.36 6.08
Debt-to-equity 1atio @ .........o.covveeeeeeeeeeeeeeeeeeean. 21.32 28.69
Adjusted debt-to-equity ratio ™ ... 6.11 5.82

O Calculated based on total liabilities and guarantees as of the end of the period divided by total equity as of the end of the period.

@ Calculated based on adjusted total liabilities and guarantees as of the end of the period divided by adjusted total equity as of the end of the period. See
Table 34 for the adjustments to reconcile total liabilities and guarantees and total equity to adjusted total liabilities and guarantees and adjusted total

equity.

® Calculated based on total liabilities as of the end of the period divided by total equity as of the end of the period.

“ Calculated based on adjusted total liabilities at period end divided by adjusted total equity at period end.
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NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)

Three Months Ended

Nine Months Ended

(Dollars in thousands) Febrzl:]z;?y 28, Febrzlzﬁzy 29, Feb?:ﬁ? 28, Febl;;?l? 29,
INEETEST INCOMNE ..ottt ee e e eeneeneee $ 259,920 $ 253,633 $ 773,911 $ 756,074
INtErest EXPENSE ....eevvvvereeerrieiieeie et eee et sre e (186,740) (171,189) (551,474) (504,013)
Net interest income....................coooevvvveeieviiineeenn. 73,180 82,444 222,437 252,061

Provision for loan 10SSes..........cccovvevereeiineeennnne. (2,065) 1,735 4,731) (4,067)
Net interest income after provision for loan losses ... 71,115 84,179 217,706 247,994
Non-interest income:

Fee and other inCOme........cccoceevevveeeeeeeecieeeeenn. 5,810 5,604 15,437 17,336

Derivative gains (10SS€S)........ccevvevereeiereennenne 42,455 (243,036) 194,822 (356,237)

Results of operations of foreclosed assets ........... 29) 1,472 (1,690) 1,605
Total non-interest income................cccceeevuverueennnn. 48,236 (235,960) 208,569 (337,296)
Non-interest expense:

Salaries and employee benefits............cccceevennenne (11,537) (11,346) (34,412) (33,779)

Other general and administrative expenses ......... 9,173) (11,006) (27,789) (31,639)

Gains (losses) on early extinguishment of debt.... 192 (333) 192 (333)

OheT ...t (486) (509) (1,446) (875)
Total non-interest expense..............cccccceeruverveennenn. (21,004) (23,194) (63,455) (66,626)
Income (loss) before income taxes............cceeuvennenee. 98,347 (174,975) 362,820 (155,928)
Income tax benefit (€Xpense)........ccoceevvevveeeerreenennens (385) 593 (1,815) 153
Net income (10SS)...........ccceevviieiieirieecieeceecieeereenne. 97,962 (174,382) 361,005 (155,775)
Less: Net (income) loss attributable to

noncontrolling interests ...............ccoovevvunan. (404) 1,401 (2,289) 1,982

Net income (loss) attributable to CFC.................. $ 97,558 $ (172,981) $ 358,716 $ (153,793)

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

(UNAUDITED)
Three Months Ended Nine Months Ended
February 28, February 29, February 28, February 29,
(Dollars in thousands) 2017 2016 2017 2016
Netincome (I0SS ) ..........cccoeevvieeiieiiieiieeee e $ 97,962 $ (174,382) $ 361,005 $ (155,775)
Other comprehensive income (loss):
Unrealized gains (losses) on available-for-sale
INVEStMENt SECUTILIES ...vvveeiiiieieeeeeiieeee e, 3,923 (2,297) 2,151 589
Reclassification of losses on foreclosed assets to
NEL INCOME ... — — 9,823 —
Reclassification of derivative gains to net
INCOME ...oeieviiierecetee ettt eveeetee e eeeeeereeeeeeree e (195) (218) (591) (689)
Defined benefit plan adjustments.......................... 45 43 133 131
Other comprehensive income (108S) .........ccccevevenenn. 3,773 (2,472) 11,516 31
Total comprehensive income (loss)......................... 101,735 (176,854) 372,521 (155,744)
Less: Total comprehensive (income) loss
attributable to noncontrolling interests............ (404) 1,402 (2,289) 1,985
Total hensive i I ttributabl
o CrC oenetve Income (osy tributable 5101331 5 (75452 8 370232 5 (153.759)

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) February 28, 2017 May 31, 2016
Assets:
Cash and cash eqUIVAIENLS ..........ccieieviieieriieicie e $ 235,764 § 204,540
ReStrICted CASN.....vviiiiiieeeiee e 20,760 4,628
TIME AEPOSIES. .. eeuveeiietieieetieie et ettt ettt ettt et et e eesteeneesseeneenseens 630,000 340,000
Investment securities available for sale, at fair value...........cc.coovevennen.n. 90,091 87,940
L0ans t0 MEMDETS.........ccvviieeeiieieieeeeeteeeeiee et eae e e et eeeneeeeeaeeean 24,260,837 23,162,696
Less: Allowance for 10an 10SSeS...........ccveveriiiieriiienieeienieeeesieeeeniens (36,029) (33,258)
L0ans to MEMDETS, NEL........ccouvviiiiiiiiieieeeeeieee et e e e e e eeaaree e e enanees 24,224,808 23,129,438
Accrued Interest 1eCeivable .........viiiiviiiiiiiiiceeeee e 112,686 113,272
Other 1ECEIVADIES .....veeiiieiieiieeie ettt e eeebeesereeare e 46,450 51,478
FiXed ASSELS, NEL.....oiioeeieiieeieeeee e 121,253 112,563
Debt service reserve restricted funds..........ooovevevviiiiiiiicceeceeeeeeeee 17,151 17,151
FOrecloSed aSSEtS, NEL ........ooouviiivueieieiiiecieee et e — 102,967
DETIVALIVE @SSELS ...eiiiiveriiiiieiireeeeeeceiteee e e eeiaee e e e e eear e e e e eesaaeeeseessaareeeeesnanees 83,850 80,095
OTNET @SSELS...eveeeieeeeetieiee e et ee e e et e e e eear e e e e senaaaeeessesaaaeeeessnnnees 26,752 26,128
TOEAL ASSELS.........o.ooeeieeeieeeeeeeeeeeeeeeee ettt eae e $ 25,609,565 $ 24,270,200
Liabilities:
Accrued interest Payable ..........ccoeoiiieiirieeeeee e $ 195,374  $ 132,996
Debt outstanding:
Short-term DOITOWINGS ......ccvveeiereieierieeierieieeeeie et eie e aeseeeneeens 3,388,078 2,938,848
Long-term debt ........ccooiuieiiiiieiiciceieccecee e 18,254,301 17,473,603
Subordinated deferrable debt............oooovvviiiiiiiiiiiiiiieee s 742,241 742,212
Members’ subordinated certificates:
Membership subordinated certificates ...........ccceeeveveeviereeseneeeenenn 629,982 630,063
Loan and guarantee subordinated certificates...........ccocvvvvereriennnnne 569,529 593,701
Member capital SECUIIIES .......eeveevieriirieiereeiereesreete e evesie e niens 221,097 220,046
Total members’ subordinated certificates...........ccoovuvvevvvveivveeeineeennen. 1,420,608 1,443,810
Total debt outStANAING .....ccveeveriieiirieie e 23,805,228 22,598,473
Deferred INCOME ......ocoiveeiiieieeeeeee e 77,331 78,651
Derivative Habilities ........c..ooeeuieieeieeecee e 339,809 594,820
Oher HADIIITIES ...vveiiieeeiieei ettt ettt e e e eeear e e s s esnaeeeeesennees 44,485 47,882
Total lHabilities................c..ocoooeiiiiiic e 24,462,227 23,452,822
Commitments and CONINGENCIES.........c.eeeeruerrerrerierieereseeeeesreeaesseeaenseens
Equity:
CFC @QUILY: cuveivietieieiteeieeieet ettt ettt e ae st ebe et e saeesaesseesbessaessessaessensenns
Retained EqUILY ....cooveeeeieieieieee e e 1,105,817 790,234
Accumulated other comprehensive income..........ooceeveveereeniereeneenen. 12,574 1,058
TOtal CFC @QUILY .veovvevieeieeiieieeiteteeteete ettt ettt a e ess e be s reens 1,118,391 791,292
Noncontrolling INEIESS ........cc.eveeriiriereeereeie e 28,947 26,086
TOtal @QUILY..........ooviiieieiiceeeeeeee e 1,147,338 817,378
Total liabilities and equity...............ccocciiriiiriiiiiiiee e $ 25,609,565 $ 24,270,200

See accompanying notes to condensed consolidated financial statements.
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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
(Dollars in thousands) Fund Allocated Reserve (Loss) Equity Income Equity Interests Equity
Balance as of May 31,2016. $ 2,772 $ 713,853 $ 587,219 § (513,610) $ 790,234 $ 1,058 § 791,292 § 26,086 $ 817,378
Net income......coeeeveveennennne — — — 358,716 358,716 — 358,716 2,289 361,005
Other comprehensive
INCOME .o — — — — — 11,516 11,516 — 11,516
Patronage capital retirement — (42,593) — 103 (42,490) — (42,490) — (42,490)
Other ....oceevveeveenciecenee (643) — — — (643) — (643) 572 (71)
Balance as of February 28,
2017 oo $ 2,129 $ 671,260 $ 587,219 $ (154,791) $1,105,817 $ 12,574 §1,118,391 $ 28,947 § 1,147,338
Balance as of May 31,2015. § 2,743  $ 668,980 § 501,731 § (293,212) § 880,242 § 4,080 $ 884,322 § 27464 § 911,786
Net 10SS .evevverererericieieee — — — (153,793)  (153,793) — (153,793) (1,982) (155,775)
Other comprehensive
INCOME .o — — — — — 34 34 ?3) 31
Patronage capital retirement — (39,384) — — (39,384) — (39,384) — (39,384)
Other .....ccovevverinencncice (648) — (429) 429 (648) — (648) 486 (162)
Balance as of February 29,
2016 e $ 2,095 $ 629,596 § 501,302 $ (446,576) § 686,417 $ 4,114 § 690,531 § 25965 § 716,496

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)
Nine Months Ended
. February 28, February 29,
(Dollars in thousands) 2017 2016
Cash flows from operating activities:
NEt INCOME (L0SS) .vvevviviirieiiiiieie ettt ettt et e et ete e b e e reeaesre e besrsesbeessesbeessesseessesseenns $ 361,005 $  (155,775)
Adjustments to reconcile net income to net cash provided by operating activities:
Amortization of deferred INCOME .......c.eccviiiiiiiiiiiicee e 9,159) (15,792)
Amortization of debt issuance costs and deferred charges...........cccoevecverveceennennen. 7,034 6,253
Amortization of discount on long-term debt .........c.ccceevvevieiiirieiieieeeee e, 7,072 6,433
Amortization of issuance costs for revolving bank lines of credit..............ccveneeeee. 4,213 4,242
Depreciation and amortiZation ...........c.eecverveerienieeseenieeieeseeeeseesneesseessneesseesseeans 5,352 5,592
Provision fOr 10N JOSSES......couvuriiiiiiiiieiie et e e e e 4,731 4,067
Results of operations of foreclosed assets .........cceevererrerieiinieieeieeee e 1,690 (1,605)
Derivative forward VALUE ...........ccouviiiieiiieiieeeeeeeeeee e (259,153) 290,952
Changes in operating assets and liabilities:
Accrued INterest TECEIVADIE ........oouerieieieieieececee e 586 125
Accrued interest Payable .........ooieiiiieiiiie e 62,378 62,061
DEfErred INCOMIE ....ooeiiieiiieeeeeeeeeee ettt e e e e e e e eenaaeeeeesennes 7,839 5,760
L@ 11 1< U U YOS 979) (14,849)
Net cash provided by operating actiVities ..........c.eeveeverieerierieriereierieseesieseeseeseeseenenens 192,609 197,464
Cash flows from investing activities:
AAVANCES ON LOANS........eviiiiiiiiiie et e et et e e et e eeaaeeseraeeesaeeeenns (6,042,651) (6,765,131)
Principal collections 0N 1OANS.........ccuevvieiiieiiieiieeie et e seee e eeeees 5,003,038 5,090,296
Net investment in fIXed @SSELS ....cccuiiiiieiiiriieiierie ettt ete e ereeseeeereessaeesseenes (14,976) (5,992)
Net cash proceeds from sale of foreclosed assets .........oceevvreerereninienieeeeee e 47,065 —
Proceeds from fOreCloSEd aSSELS........oovvmriiiiiiiieieiee ettt et ee e e e ereee e e s eeaaeees 4,036 4,050
Investments in fOreCloSEd ASSELS .....ccviiieriiiieriirieiieiere ettt see e seeae e ebeeenens — (4,349)
(Investments) proceeds from time deposits, Net...........cceevveeievierieriiieeniieieie e, (290,000) 145,000
Change in 1estricted CASN......cciiiiiiieieiiee e (16,132) (3,782)
Net cash used in INVEStING ACLIVITIES ......ecververierieiieiesieeiesteeeesreeeeseesaeseessessnessesenens (1,309,620) (1,539,908)
Cash flows from financing activities:
Proceeds from issuances of short-term borrowings, net ............ceceeeeeerieieneeneneenee. 410,447 239,235
Proceeds from issuances of short-term borrowings with original maturity greater
thaN 90 AAYS -..eeeveeeieiietiete ettt ettt ettt eae 791,124 455,065
Repayments of short term-debt with original maturity greater than 90 days............... (752,340) (513,034)
Payments for issuance costs for revolving bank lines of credit ..........cccvevevveiennennee. (2,543) (3,211)
Proceeds from issuance of long-term debt..........ccoccvevveririierieiieieeeeeeee e, 1,710,561 2,678,713
Payments for retirement of long-term debt .........c.cocoeeievieiiiieiiciece e, (943,872) (1,408,641)
Issuance cost of subordinated deferrable debt...........c..cooveeviiieiiieiiieiiiiiiecceece e, (68) —
Proceeds from issuance of members’ subordinated certificates..........cccccoevuvvvreeevnnnnn.. 2,743 4,973
Payments for retirement of members’ subordinated certificates.............cecevveeeenennee. (25,946) (21,618)
Payments for retirement of patronage capital ............ccoeeeiivieiinierieeee e, (41,871) (38,850)
Net cash provided by financing actiVities ...........ecervereeriererienesieseeeeseeee e 1,148,235 1,392,632
Net increase in cash and cash equivalents.....................c...cccoooiiiiiiiiiiice e, 31,224 50,188
Beginning cash and cash equivalents ..................c.ccoiiiii, 204,540 248,836
Ending cash and cash equivalents .......................cccoooeeiiiiiiiiiciiccceeeee e, $ 235,764 $ 299,024

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)
Nine Months Ended
February 28, February 29,
(Dollars in thousands) 2017 2016
Supplemental disclosure of cash flow information:
Cash paid fOr INTETEST. ... .c.eeiiieieieieee ettt s $ 470,777 $ 425,024
Cash paid fOr INCOME tAXES ...c..eveurruieieiriirininenere sttt ettt 386 72

See accompanying notes to condensed consolidated financial statements.
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NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

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,
generation, transmission 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 condensed consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States (“GAAP”) for interim financial information. The preparation
of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amounts and related disclosures. The most significant estimates and assumptions involve establishing the allowance
for loan losses and determining the fair value of financial instruments and other assets and liabilities. While management
makes its best judgment, actual amounts or results could differ from these estimates. The results of operations in the interim
financial statements are not necessarily indicative of the results that may be expected for the full year.

These interim unaudited condensed consolidated 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, 2016 (“2016 Form 10-K”).

Principles of Consolidation

Our accompanying condensed consolidated financial statements include the accounts of CFC, Rural Telephone Finance
Cooperative (“RTFC”), National Cooperative Services Corporation (“NCSC”) and subsidiaries created and controlled by
CFC to hold foreclosed assets. All intercompany balances and transactions have been eliminated. RTFC was established to
provide private financing for the rural telecommunications industry. NCSC 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 the for-profit and nonprofit entities that are owned, operated or controlled by, or provide significant
benefits to certain members of CFC. CFC had one entity, Caribbean Asset Holdings, LLC (“CAH”), that held foreclosed
assets as of May 31, 2016. On July 1, 2016, the sale of CAH was completed. As a result, we did not carry any foreclosed
assets on our condensed consolidated balance sheet as of February 28, 2017. Unless stated otherwise, references to “we,”
“our” or “us” relate to CFC and its consolidated entities.

Interest Income

The following table presents interest income, categorized by loan and investment type, for the three and nine months ended
February 28, 2017 and February 29, 2016.
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Three Months Ended Nine Months Ended
February 28, February 29, February 28, February 29,

(Dollars in thousands) 2017 2016 2017 2016
Interest income on loans and investments:

Long-term fixed-rate 10ans™ ..........ccccooceenernernnerneenens $ 245,480 §$ 240,933 % 733,425 § 716,736

Long-term variable-rate loans.............ccccceeverveeeennnnne. 5,047 5,077 14,561 14,919

Line of credit 10ans ..........cccooovviieieeeiieeeeeee e 6,538 6,335 18,057 18,919

TDR 10a0S ......ovoooeeie oo 228 163 677 293

Nonperforming 10ans ............cceeeeeevieieevieeiesieeeeneans — 81 — 110

INVESTMENTS ... 2,857 1,323 7,986 5,905

Other income, NEt) .....o.ooviviveieeieieieee e, (230) (279) (795) (808)
Total INterest INCOME ......ceovveuveeeeeereeieeeeeeeeeeeeeeeeeeeeees $ 259,920 $ 253,633 $ 773911 §$ 756,074

™ Includes loan conversion fees, which are deferred and recognized in interest income using the effective interest method.
2 .
@ Troubled debt restructuring (“TDR”) loans.

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

Deferred income on the condensed consolidated balance sheets consists primarily of deferred loan conversion fees, which
totaled $71 million as of February 28, 2017 and May 31, 2016.

Interest Expense

The following table presents interest expense, categorized by debt product type, for the three and nine months ended
February 28, 2017 and February 29, 2016.

Three Months Ended Nine Months Ended
February 28, February 29, February 28, February 29,

(Dollars in thousands) 2017 2016 2017 2016
Interest expense on debt: VP .

Short-term bOrTOWINgGS ........cccecveereeieinererrriesieseene $ 7,907 $ 4387 $ 18,198 §$ 10,311

Medium-term NOTES ......ccuveveeveeeceeee e eeee e 25,166 21,773 73,456 62,745

Collateral trust bonds .......cccveeviivviieiiiiiiiiieeeeeeee. 85,582 83,810 255,582 248,410

Long-term notes payable..........cccccvecverievienienreneenene. 43,929 41,412 131,319 122,766

Subordinated deferrable debt ..........ccooevvvvieiiivinninninne. 9,410 4,785 28,247 14,356

Subordinated certificates........ccccoovvvvrivvveeiveeeeeneeenen. 14,746 15,022 44,672 45,425
Total iNterest EXPENSE .......ooveveevereereeeereeeeeeereeeeeesereenenes $ 186,740 $ 171,189 $ 551,474 $ 504,013

1 . L .
O Represents interest expense and the amortization of discounts on debt.

@ Includes underwriter’s fees, legal fees, printing costs and certain accounting fees, which are deferred and recognized in interest expense using the
effective interest method. Also includes issuance costs related to dealer commercial paper, which are recognized immediately as incurred.

® Includes fees related to funding activities, including fees paid to banks participating in our committed bank revolving line of credit agreements. Amounts
are recognized as incurred or amortized on a straight-line basis over the life of the agreement.
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Accounting Standards Adopted in Fiscal Year 2017
Amendments to the Consolidation Analysis

In February 2015, the Financial Accounting Standard Board (“FASB”) issued Accounting Standard Update (“ASU”)
2015-02, Amendments to the Consolidation Analysis, which makes several modifications to the consolidation guidance for
variable interest entities (“VIEs”) and general partners’ investments in limited partnerships, as well as modifications to the
evaluation of whether limited partnerships are VIEs or voting interest entities. The new guidance also amends the
consolidation analysis for certain investment funds and excludes certain money market funds. We were required to adopt
this guidance either retrospectively or on a modified retrospective basis at the beginning of fiscal year 2017. We adopted this
guidance on a modified retrospective basis effective June 1, 2016. The adoption had no impact on our consolidated financial
statements.

Recently Issued But Not Yet Adopted Accounting Standards
Financial Instruments—Credit Losses: Measurement of Credit Losses on Financial Instruments

In June 2016, FASB issued ASU 2016-13, Financial Instruments—Credit Losses: Measurement of Credit Losses on
Financial Instruments, which changes the accounting for credit losses on certain financial assets to an expected loss model
from the incurred loss model currently in use. The new guidance will result in earlier recognition of credit losses based on
measuring the expected credit losses over the estimated life of financial assets held at each reporting date. The expected loss
model will be the basis for determining the allowance for credit losses for loans and leases, unfunded lending commitments,
held-to-maturity debt securities and other debt instruments measured at amortized cost. In addition, the new guidance
modifies the other-than-temporary impairment model for available-for-sale debt securities to require the recognition of
credit losses through a valuation allowance, which allows for the reversal of credit impairments in future periods. The ASU
will also require enhanced disclosures to help users of financial statements better understand significant estimates and
judgments used in estimating credit losses, as well as the credit quality and underwriting standards of an entity’s portfolio.
The new standard is effective for fiscal years and interim periods within those fiscal years, beginning after December 15,
2019. Early application will be permitted for all entities for fiscal years, and interim periods within those fiscal years,
beginning after December 15, 2018. This update is effective for us on June 1, 2020, the first quarter of fiscal year 2021.
Upon adoption, we will be required to record a cumulative-effect adjustment to retained earnings. The impact on our
consolidated financial statements from the adoption of this new guidance will depend on the composition and risk profile of
our loan portfolio as of the date of adoption. We do not expect to early adopt this guidance.

Financial Instruments-Overall: Recognition and Measurement of Financial Assets and Financial Liabilities

In January 2016, FASB issued ASU 2016-01, Financial Instruments-Overall: Recognition and Measurement of Financial
Assets and Financial Liabilities, which amends certain aspects of the recognition, measurement, presentation and disclosure
of certain financial instruments, including equity investments and liabilities measured at fair value under the fair value
option. The guidance also updates fair value presentation and disclosure requirements for financial instruments measured at
amortized cost. The ASU requires investments in equity securities that do not result in consolidation and are not accounted
for under the equity method to be measured at fair value with changes in the fair value recognized through net income,
unless one of two available exceptions apply. For financial liabilities where the fair value option has been elected, the
portion of the total change in fair value caused by changes in the company’s own credit risk is required to be presented
separately in other comprehensive income. The classification and measurement guidance is effective for public entities in
fiscal years beginning after December 15, 2017, including interim periods within those fiscal years. This update will be
effective for us on June 1, 2018, the first quarter of fiscal year 2019. Upon adoption, we will be required to reclassify the
gain (loss) related to our equity investments classified as available-for-sale from accumulated other comprehensive income
(“AOCT”) to retained earnings as a cumulative-effective adjustment and begin recording future changes in fair value in
earnings. We had a gain of $10 million recorded in AOCI for our available-for-sale equity investments as of
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February 28, 2017. The impact on our consolidated financial statements at adoption will depend on the net unrealized gains
(losses) recorded in AOCI for these equity investments as of the date of adoption.

Revenue from Contracts with Customers

In May 2014, FASB issued ASU 2014-09, Revenue from Contracts with Customers, which clarifies the principles for
recognizing revenue from contracts with customers and will replace most existing revenue recognition in GAAP when it
becomes effective. In July 2015, FASB approved a one year deferral of the effective date of this standard, with a revised
effective date for fiscal years beginning after December 15, 2017. Early adoption is permitted, although not prior to fiscal
years beginning after December 15, 2016. The new accounting guidance, which does not apply to financial instruments, will
be effective for us June 1, 2017, the first quarter of fiscal year 2018. We do not expect the new guidance to have an impact
on our consolidated financial statements, as CFC’s primary business and source of revenue is from lending.

NOTE 2—VARIABLE INTEREST ENTITIES

Based on the accounting standards governing consolidations, we are required to consolidate the financial results of RTFC
and NCSC because CFC is the primary beneficiary of RTFC and NCSC.

CFC manages the lending activities of RTFC and NCSC. Under separate guarantee agreements, RTFC and NCSC pay CFC
a fee to indemnify them against loan losses. CFC is the sole lender to and manages the business operations of RTFC through
a management agreement that is automatically renewable on an annual basis unless terminated by either party. RTFC funds
its lending programs through loans from CFC. CFC is the primary source of funding to and manages the lending activities of
NCSC through a management agreement that is automatically renewable on an annual basis unless terminated by either
party. NCSC funds its lending programs through loans from CFC or debt guaranteed by CFC. In connection with these
guarantees, NCSC must pay a guarantee fee.

RTFC and NCSC creditors have no recourse against CFC in the event of a default by RTFC and NCSC, unless there is a
guarantee agreement under which CFC has guaranteed NCSC or RTFC debt obligations to a third party. CFC had
guaranteed $43 million of NCSC debt, derivative instruments and guarantees with third parties as of February 28, 2017, and
CFC’s maximum potential exposure for these instruments totaled $46 million. The maturities for NCSC obligations
guaranteed by CFC extend through 203 1. Guarantees of NCSC debt and derivative instruments are not presented in the
amount in “Note 11—Guarantees” as the debt and derivatives are reported on the condensed consolidated balance sheets.
CFC guaranteed $2 million of RTFC guarantees with third parties as of February 28, 2017. The maturities for RTFC
obligations guaranteed by CFC extend through 2017. All CFC loans to RTFC and NCSC are secured by all assets and
revenue of RTFC and NCSC. RTFC had total assets of $459 million including loans outstanding to members of $363
million, and NCSC had total assets of $626 million including loans outstanding of $617 million as of February 28, 2017.
CFC had committed to lend RTFC up to $2,500 million, of which $344 million was outstanding, as of February 28, 2017.
CFC had committed to provide up to $3,000 million of credit to NCSC, of which $640 million was outstanding, representing
$597 million of outstanding loans and $43 million of credit enhancements as of February 28, 2017.
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NOTE 3—INVESTMENT SECURITIES

Our investment securities consist of holdings of Federal Agricultural Mortgage Corporation (“Farmer Mac”) preferred and
common stock. The following tables present the amortized cost, gross unrealized gains and losses and fair value of our
investment securities, all of which were classified as available for sale, as of February 28, 2017 and May 31, 2016.

February 28, 2017
Gross Gross
Amortized Unrealized Unrealized
(Dollars in thousands) Cost Gains Losses Fair Value
Farmer Mac—Series A Non-Cumulative Preferred Stock.. $ 30,000 $ 576 $ — $ 30,576
Farmer Mac—Series B Non-Cumulative Preferred Stock .. 25,000 1,979 — 26,979
Farmer Mac—Series C Non-Cumulative Preferred Stock .. 25,000 2,600 — 27,600
Farmer Mac—Class A Common StocK..........ccccoevvvviennnnne 538 4,398 — 4,936
Total investment securities, available-for-sale .................... $ 80,538 $ 9,553 § — 3 90,091
May 31, 2016
Gross Gross
Amortized Unrealized Unrealized
(Dollars in thousands) Cost Gains Losses Fair Value
Farmer Mac—Series A Non-Cumulative Preferred Stock.. $ 30,000 $ 780 $ — 3 30,780
Farmer Mac—Series B Non-Cumulative Preferred Stock .. 25,000 2,600 — 27,600
Farmer Mac—Series C Non-Cumulative Preferred Stock .. 25,000 1,650 — 26,650
Farmer Mac—Class A Common StocK........ccccceeveveiveinennne 538 2,372 — 2,910
Total investment securities, available-for-sale..................... $ 80,538 $ 7402 $ — 3 87,940

We did not have any investment securities in an unrealized loss position as of February 28, 2017 or May 31, 2016. For
additional information regarding the unrealized gains (losses) recorded on our available-for-sale investment securities, see
“Note 10—Equity—Accumulated Other Comprehensive Income.”

NOTE 4—LOANS AND COMMITMENTS

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or payoff are considered
loans held for investment. The loans presented on our consolidated balance sheet are classified and accounted for as held for
investment. Loans held for investment are carried at the principal amount outstanding, net of premiums, discounts, unearned
income and deferred loan fees and 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 February 28, 2017 and May 31, 2016.
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February 28, 2017 May 31, 2016
Loans Unadvanced Loans Unadvanced
(Dollars in thousands) Outstanding Commitments Outstanding Commitments
Loan type: @
Long-term 10ans: .........ccoceeveviiieninienieieees
Long-term fixed-rate loans.............ccccoeuennene. $ 22,066,751 $ — $ 21,390,576 $ —
Long-term variable-rate loans....................... 925,267 4,314,490 757,500 4,508,562
Total long-term 10ans®.............ccoooovrrirnries 22,992,018 4,314,490 22,148,076 4,508,562
Line of credit loans..........ccccoeveevienieecieenneenne. 1,258,152 8,153,484 1,004,441 8,696,448
Total loans outstanding™................cccoovvvnenne. 24,250,170 12,467,974 23,152,517 13,205,010
Deferred loan origination costs ...........ccceuee.. 10,667 — 10,179 —

Loans to members

Member class:®

CFC:

Distribution
Power supply
Statewide and associate
CFC total®

)

$ 24,260,837 $ 12,467,974 § 23,162,696 $ 13,205,010

$ 18,690,627 $ 8,267,180 § 17,674,335 $ 8,967,730

4,522,551 3,163,899 4,401,185 3,191,873

...... 56,597 147,077 54,353 155,129
23,269,775 11,578,156 22,129,873 12,314,732
363,006 262,331 341,842 246,657

617,389 627,487 680,802 643,621

$ 24,250,170 $ 12,467,974 § 23,152,517 § 13,205,010

M The interest rate on unadvanced loan commitments is not set until drawn; therefore, the long-term unadvanced loan commitments have been classified in
this table as variable-rate unadvanced loan commitments. However, at the time of the advance, the borrower may select a fixed or a variable rate on the
new loan.

@ Includes troubled debt restructured loans.

@ Includes long-term loans guaranteed by RUS totaling $169 million and $174 million as of February 28, 2017 and May 31, 2016, respectively, and long-
term loans covered under the Farmer Mac standby purchase commitment agreement totaling $852 million and $926 million as of February 28, 2017 and
May 31, 2016, respectively.

@ Represents the unpaid principal balance excluding deferred loan origination costs.

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 February 28,
2017 and the related maturities by fiscal year and thereafter by loan type:

Notional Maturities of Unadvanced Loan Commitments

Available
(Dollars in thousands) Balance 2017 2018 2019 2020 2021 Thereafter
Line of credit loans... $ 8,153,484 § 85,665 $4,855,109 § 905,597 § 784,867 $ 689,926 § 832,320
Long-term loans ....... 4,314,490 25,120 563,126 870,387 709,467 786,966 1,359,424

$ 12,467,974 § 110,785 §$5,418,235 $1,775,984 $1,494,334 $1,476,892
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Unadvanced loan commitments related to line of credit loans are typically for periods not to exceed five years and are
generally revolving facilities used for working capital and backup liquidity purposes. Historically, we have experienced a
very low utilization rate on line of credit loan facilities, whether or not there is a material adverse change clause. Since we
generally do not charge a fee on the unadvanced portion of the majority of our loan facilities, our borrowers will typically
request long-term facilities to fund construction work plans and other capital expenditures for periods of up to five years and
draw down on the facility over that time. In addition, borrowers will typically request an amount in excess of their
immediate estimated loan requirements to avoid the expense related to seeking additional loan funding for unexpected
items. These factors contribute to our expectation that the majority of the unadvanced loan commitments will expire without
being fully drawn upon and that the total unadvanced amount does not necessarily represent future cash funding
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 $9,813
million and $10,757 million as of February 28, 2017 and May 31, 2016, 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 $2,655 million and $2,448 million as of February 28, 2017 and May 31, 2016,
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 February 28, 2017.

Notional Maturities of Unconditional Committed Lines of Credit

Available
(Dollars in thousands) Balance 2017 2018 2019 2020 2021 Thereafter
Committed lines of credit....  $2,655,038 § —  $444,311  $579,615  $550,903 $425,900 $654,309

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 $33 million and $84 million, at par for cash, during the nine months ended February 28, 2017
and February 29, 2016, respectively. Because the loans were sold at par, we recorded immaterial losses related to
unamortized deferred loan origination costs on the sale.

Credit Quality
We closely monitor loan performance trends to manage and evaluate our credit risk exposure. We seek to provide a balance
between meeting the credit needs of our members while also ensuring the sound credit quality of our loan portfolio.

Payment status and internal risk rating trends are key indicators, among others, of the level of credit risk within our loan
portfolio.
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As part of our strategy in managing our credit risk exposure, we entered into a long-term standby purchase commitment
agreement with Farmer Mac on August 31, 2015, as amended on May 31, 2016. Under this agreement, we may designate
certain loans to be covered under the commitment, subject to approval by Farmer Mac, and in the event any such loan later
goes into material default for at least 90 days, upon request by us, Farmer Mac must purchase such loan at par value. We
designated, and Farmer Mac approved, loans that had an aggregate outstanding principal balance of $852 million as of
February 28, 2017. 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 February 28, 2017.

Payment Status of Loans

The tables below present the payment status of loans outstanding by member class as of February 28, 2017 and May 31,
2016.

February 28, 2017

30-89 Days % l\?l?))ll‘: or Total Total Financing Nonaccrual

(Dollars in thousands) Current Past Due Past Due ¥ Past Due Receivables Loans
CFC:

DiStribution ......cevveenee. $ 18,690,627 $ — 3 — 3 —  $18,690,627 $ —

Power supply 4,522,551 — — — 4,522,551 —

Statewide and associate... 56,597 — — — 56,597 —

CFC total coovvveoere, 23,269,775 — — — 23,269,775 —

RTFC ..o 363,006 — — — 363,006 —
NCSC oo 617,389 — — — 617,389 —

Total loans outstanding ... $ 24,250,170 $ — 3 — 3 —  $24250,170 $ —
As a % of total loans.......... 100.00% —% —% —% 100.00% —%

May 31, 2016
90 Days or
30-89 Days More Total Total Financing Nonaccrual

(Dollars in thousands) Current Past Due Past Due ¥ Past Due Receivables Loans
CFC:

DiStribution ......cevveenee. $ 17674335 S —  $ — 8 —  $17,674335 § —

Power supply......cccceennee. 4,401,185 — — — 4,401,185 —

Statewide and associate... 54,353 — — — 54,353 —

CFC total covvveeerveeennee. 22,129,873 — — — 22,129,873 —

RTFC oo 338,336 — 3,506 3,506 341,842 3,506
NCSC oo 680,802 — — — 680,802 —

Total loans outstanding ... $ 23,149,011  § — 3 3,506 $ 3,506 $23,152,517 $ 3,506
As a % of total loans.......... 99.98% —% 0.02% 0.02% 100.00% 0.02%

O All loans 90 days or more past due are on nonaccrual status.
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Internal Risk Ratings of Loans

We evaluate the credit quality of our loans using an internal risk rating system that employs similar criteria for all member
classes. Our internal risk rating system is based on a determination of a borrower’s risk of default utilizing both quantitative
and qualitative measurements. We have grouped our risk ratings into the categories of pass and criticized based on the
criteria below.

(i) Pass: Borrowers that are not experiencing difficulty and/or not showing a potential or well-defined credit weakness.
(ii) Criticized: Includes borrowers categorized as special mention, substandard and doubtful as described below:

* Specialmention: 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 weakness and the full collection of principal and interest is questionable
or improbable.

Borrowers included in the pass, special mention, and substandard categories are generally reflected in the general portfolio
of loans. Borrowers included in the doubtful category are reflected in the impaired portfolio of loans. Each risk rating is
reassessed annually following the receipt of the borrower’s audited financial statements; however, interim risk rating
downgrades or upgrades may take place at any time as significant events or trends occur.

The following table presents our loan portfolio by risk rating category and member class based on available data as of
February 28, 2017 and May 31, 2016.

February 28, 2017 May 31, 2016
(Dollars in thousands) Pass Criticized Total Pass Criticized Total
CFC:
Distribution.........cccoceveveenennene $18,567,388 $§ 123,239 $ 18,690,627 § 17,640,928 § 33,407 $17,674,335
Power SUPPLY «....covverereeree, 4,522,551 — 4,522,551 4,401,185 — 4,401,185
Statewide and associate .......... 55,358 1,239 56,597 54,100 253 54,353
CFC total.......ccccoeruevvenennene 23,145,297 124,478 23,269,775 22,096,213 33,660 22,129,873
RTFC...cociiiiiiiiiiicncce 355,356 7,650 363,006 330,167 11,675 341,842
NCSC ..ot 611,942 5,447 617,389 678,552 2,250 680,802
Total loans outstanding........... $24,112,595 $ 137,575 $24,250,170 $23,104,932 $ 47,585 $23,152,517
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Allowance for Loan Losses
We maintain an allowance for loan losses at a level estimated by management to provide for probable losses inherent in the
loan portfolio as of each balance sheet date. The tables below summarize changes, by company, in the allowance for loan

losses as of and for the three and nine months ended February 28, 2017 and February 29, 2016.

Three Months Ended February 28, 2017

(Dollars in thousands) CFC RTFC NCSC Total

Balance as of November 30, 2016....................... $ 25857 $ 4390 $ 3,664 $ 33,911
Provision for loan 10SSes.........c...ccceeevereneennenn. 2,448 (168) (215) 2,065
RECOVETIES. ....eoieeieieciieie e 53 — — 53

Balance as of February 28, 2017 .........c.cceevvenene $ 28,358 $ 4,222 $ 3,449 $ 36,029

Three Months Ended February 29, 2016

(Dollars in thousands) CFC RTFC NCSC Total

Balance as of November 30, 2015.........cccocoveu.. $ 27,700 $ 5918 $ 5982 § 39,600
Provision for loan 10SSes............ccceeveeeveereennn. (2,136) 798 (397) (1,735)
RECOVETIES. ....ccveiieeeiecieeieceeeceee e 53 — — 53

Balance as of February 29, 2016 .........ccccvveneee. $ 25,617 % 6,716 $ 5585 § 37,918

Nine Months Ended February 28, 2017

(Dollars in thousands) CFC RTFC NCSC Total

Balance as of May 31, 2016 .......ccecveieiveienne S 24,559 $ 5565 $ 3,134 § 33,258
Provision for 1oan 10SS€S.........ccoceeveuveeievrennns 3,640 776 315 4,731
Charge-offs ......ccceecveeieeieeeeee e — 2,119) — 2,119)
RECOVETIES. ....cceeiiieeiicieeecteeecee e 159 — — 159

Balance as of February 28, 2017 ........ccccvevenene $ 28,358 $ 4,222 $ 3,449 § 36,029

Nine Months Ended February 29, 2016

(Dollars in thousands) CFC RTFC NCSC Total

Balance as of May 31, 2015 ........ccccoovevveveeinnnnann. $ 23,716 $ 4533 $ 5441 $ 33,690
Provision for loan 10SSeS.........cccceveveeeenreennee. 1,740 2,183 144 4,067
RECOVETIES. ....ccuveeeeieieeiecieeeieee e 161 — — 161

Balance as of February 29, 2016 .............c........... $ 25,617 $ 6,716 $ 5585 § 37,918

Our allowance for loan losses consists of a specific allowance for loans individually evaluated for impairment and a
collective allowance for loans collectively evaluated for impairment. The tables below present, by company, the components
of our allowance for loan losses and the recorded investment of the related loans as of February 28, 2017 and May 31, 2016.
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February 28, 2017

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

Collectively evaluated loans .............cceeveeveennen. 28,358 3,063 $ 3,449 34,870

Individually evaluated loans ............ccccceeueeneeee. — 1,159 — 1,159
Total ending balance of the allowance................. 28,358 4,222 $ 3,449 36,029
Recorded investment in loans:

Collectively evaluated loans .............cceeveeenenne. 23,263,194 356,289 $ 617,389 24,236,872

Individually evaluated loans ..............ccccveeuvenne. 6,581 6,717 — 13,298
Total recorded investment in loans...................... 23,269,775 363,006 $ 617,389 24,250,170
Loans to members, net V.............cc.ccocooevrinnnn. 23,241,417 358,784 $ 613,940 24,214,141

May 31, 2016

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

Collectively evaluated..........cccoceeveveevenneenrennen. 24,559 2,465 $ 3,134 30,158

Individually evaluated............ccccoevenieiinrenne. — 3,100 — 3,100
Total ending balance of the allowance................. 24,559 5,565 $ 3,134 33,258
Recorded investment in loans:

Collectively evaluated..........cccocereverercieniernennen. 22,123,157 331,244  $ 680,802 23,135,203

Individually evaluated..........c.cccoevevirvenrennennen. 6,716 10,598 — 17,314
Total recorded investment in loans...................... 22,129,873 341,842  $ 680,802 23,152,517
Loans to members, net"..............cc.ccocooevrinnnnnn. 22,105,314 336,277 $ 677,668 23,119,259

(D Excludes unamortized deferred loan origination costs of $11 million and $10 million as of February 28, 2017 and May 31, 2016, respectively.

Impaired Loans

The following table provides information on loans classified as individually impaired loans as of February 28, 2017 and

May 31, 2016 are summarized below.
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February 28, 2017 May 31, 2016
Recorded Related Recorded Related

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

CFC et $ 6,581 $ — 5 6,716 $ —
With a specific allowance recorded:

RTFC...oiiiie e 6,717 1,159 10,598 3,100
Total impaired loans...........cccceeveeieierrrennnnn. $ 13,298 $ L1539 § 17,314  $ 3,100

The following table represents the average recorded investment in individually impaired loans and the interest income
recognized, by company, for the three and nine months ended February 28, 2017 and February 29, 2016.

Three Months Ended
February 28, February 29, February 28, February 29,
2017 2016 2017 2016
(Dollars in thousands) Average Recorded Investment Interest Income Recognized
CFC.eeee e $ 6,582 $ 6,716  $ 144 $ 130
RTFC ..o 6,799 13,362 84 113
Total impaired loans.............cccoeeereereeereenens $ 13,381 § 20,078  $ 228 § 243
Nine Months Ended
February 28, February 29, February 28, February 29,
2017 2016 2017 2016
(Dollars in thousands) Average Recorded Investment Interest Income Recognized
CFC..iiee e $ 6,624 S 6,884 $ 418 $ 260
RTFC ..o 8,093 9,092 259 142
Total impaired loans.............ccccceeevereerrennnnns $ 14,717 $ 15,976  $ 677 $ 402

Troubled Debt Restructured (“TDR”) Loans
We did not have any loans modified as TDRs during the nine months ended February 28, 2017. The following table provides

a summary of loans modified as TDRs in prior periods, the performance status of these loans and the related unadvanced
loan commitments, by member class, as of February 28, 2017 and May 31, 2016.
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February 28, 2017 May 31, 2016
Loans % of Total  Unadvanced Loans % of Total Unadvanced
(Dollars in thousands) Outstanding Loans Commitments Outstanding Loans Commitments
TDR loans:
Nonperforming TDR loans:
RTFC ..o $ — —% $ — S 3,506 0.01% $ —
Performing TDR loans:
CFC/Distribution...................... 6,581 — 6,716 —
RTFC oo 6,717 — 7,092 —
Total performing TDR loans. W 0.05 — 13,808 006  —
Total TDR 1081 +.rrrereeerrereereee S 13,298  0.05% $ — s 17314 007% $

As indicated in the table above, we did not have any TDR loans classified as nonperforming as of February 28, 2017. We
had TDR loans classified as nonperforming totaling $4 million as of May 31, 2016.

TDR loans classified as performing totaled $13 million and $14 million as of February 28, 2017 and May 31, 2016,
respectively. These loans were on accrual status as of the respective dates.

Nonperforming Loans

In addition to nonperforming TDR loans, we also may have nonperforming loans that have not been modified and classified
as a TDR. 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 had no other loans
classified as nonperforming as of February 28, 2017 or May 31, 2016.

The following table shows foregone interest income for loans on nonaccrual status for the three and nine months ended
February 28, 2017 and February 29, 2016.

Three Months Ended Nine Months Ended
(Dollars in thousands) BT A T AT A 77
Nonperforming 10ans.........c..cocceceverenenenenene. $ — 3 2 8 — 3 14
Performing TDR loans.......c..cccceccvverenenenennennee — — — 166
Nonperforming TDR loans.........c.ccccceevenennenne. — 31 31 77
Total...ooeeieiei e $ — § 33§ 31 § 257

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 the Guaranteed Underwriter Program of

the USDA (“Guaranteed Underwriter Program”) and the amount of the corresponding debt outstanding as of
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February 28, 2017 and May 31, 2016. See “Note 6—Short-Term Borrowings” and “Note 7—Long-Term Debt” for
information on our borrowings.

(Dollars in thousands) February 28, 2017 May 31, 2016
Collateral trust bonds:
2007 indenture:

Distribution system mortgage NOLES ........c..evververeereerierierieieeeeeeeennene $ 7,525,623 $ 7,246,973
RUS guaranteed loans qualifying as permitted investments................ 147,751 151,687

Total pledged collateral...........ccceceeerinininineneneeeeeecee, $ 7,673,374 $ 7,398,660
Collateral trust bonds outstanding............cceceeeeereereneenenieieseeeeeeenns 6,897,711 6,747,711

1994 indenture:

Distribution system mortgage NOLES ........c..eververeereereerierieieeeeeeeeniene $ 921,952 $ 968,030

Collateral trust bonds outstanding............cccceevereereneeiienieesceeeeene 795,000 800,000
Farmer Mac:

Distribution and power supply system mortgage notes ....................... $ 2,971,654 $ 2,683,806

Notes payable outStanding ..........cccceeereirerereniererereeeeeeeeeee e 2,624,228 2,303,122

Clean Renewable Energy Bonds Series 2009A:

Distribution and power supply system mortgage notes ....................... $ 15,553 $ 17,081

Notes payable outStanding ..........ccccceeevereerierierieeieneeeee e 13,214 14,871
Federal Financing Bank:

Distribution and power supply system mortgage notes ....................... $ 5,916,785 $ 5,248,935

Notes payable outStanding ..........ccccceeevereevierierieeiienieeee e 4,997,884 4,777,404

NOTE 5—FORECLOSED ASSETS

Foreclosed assets consist of operating entities or other assets acquired through lending activities in satisfaction of
indebtedness. On July 1, 2016, the sale of CAH to ATN VI Holdings, LLC (“Buyer”) was completed. As a result, we did not
carry any foreclosed assets on our consolidated balance sheet as of February 28, 2017.

Our net proceeds at closing totaled $109 million, which represents the purchase price of $144 million less agreed-upon
purchase price adjustments as of the closing date. Upon closing, $16 million of the sale proceeds was deposited into escrow
to fund potential indemnification claims for a period of 15 months following the closing. In connection with the sale, RTFC
provided a loan in the amount of $60 million to Buyer to finance a portion of the transaction. ATN International, Inc., the
parent corporation of Buyer, has provided a guarantee on an unsecured basis of Buyer’s obligations to RTFC pursuant to the
financing.

The net proceeds at closing were subject to post-closing adjustments. The Buyer provided a statement of post-closing
adjustments and we agreed upon a net amount due to us for post-closing adjustments of approximately $1 million, which we
received during the second quarter of fiscal year 2017. CFC remains subject to potential indemnification claims, as specified
in the Purchase Agreement. We recorded expense of less than $1 million for the current quarter and expense of $2 million
for the nine months ended February 28, 2017 related to CAH. These amounts include the combined impact of adjustments
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recorded at the closing date of the sale of CAH, post-closing purchase price adjustments and certain legal costs incurred
pertaining to CAH.

Upon closing of the sale of CAH, we derecognized the loss of $10 million recorded in AOCI attributable to actuarial-related
changes in CAH’s pension and other postretirement benefit obligations as an offset against the sale proceeds. This
derecognition had no effect on our consolidated statement of operations during the three and nine months ended February
28,2017, as the amount was taken into consideration in the measurement of the CAH impairment loss recorded in fiscal
year 2016.

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 $3,388 million and accounted for 14% of total debt
outstanding as of February 28, 2017, compared with $2,939 million, or 13%, of total debt outstanding as of May 31, 2016.

Committed Bank Revolving Line of Credit Agreements

We had $3,165 million and $3,420 million of commitments under committed bank revolving line of credit agreements as of
February 28, 2017 and May 31, 2016, 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.

In September 2016, NCSC assigned a total of $50 million of its commitment to another financial institution under our
committed bank revolving line of credit agreements, which consisted of $25 million under the three-year agreement and $25
million under the five-year agreement.

On November 18, 2016, we amended and restated the three-year and five-year committed bank revolving line of credit
agreements to extend the maturity dates to November 19, 2019 and November 19, 2021, respectively, and to terminate
certain third-party bank commitments totaling $165 million under the three-year agreement and $45 million under the five-
year agreement. This reduction was partially offset by an increase in commitment amounts from certain existing banks of $8
million under each of the three-year and five-year agreements. We also terminated NCSC’s remaining commitment of $60
million. As a result, the total commitment amount from third-parties under the three-year facility and the five-year facility is
$1,533 million and $1,632 million, respectively, resulting in a combined total commitment amount under the two facilities
of $3,165 million.

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 February 28, 2017 and May 31, 2016.
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February 28, 2017 May 31, 2016
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........... $ — 3 — 3 — 8 25 % — 25 October 28,2017 7.5 bps
3-year agreement........... — — — 1,640 — 1,640 November 19,2018 7.5 bps
3-year agreement........... 1,533 — 1,533 — — — November 19,2019 7.5 bps
Total 3-year agreement 1,533 — 1,533 1,665 — 1,665
S-year agreement........... — — — 45 — 45  October 28,2019 10 bps
S-year agreement........... — — — 1,600 1 1,599 November 19,2020 10 bps
S-year agreement........... 1,632 1 1,631 — — — November 19,2021 10 bps
Total 5-year agreement 1,632 1 1,631 1,645 1 1,644
Total....cccovvveiirenne $ 3,165 $ 1 $ 3,164 S 3,310 3 1 $ 3,309

(DReflects amounts available from unaffiliated third parties that are not consolidated by CFC.

@ 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 were in compliance with all covenants and conditions under our committed bank revolving line of credit agreements and
there were no borrowings outstanding under these agreements as of February 28, 2017 and May 31, 2016.
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NOTE 7—LONG-TERM DEBT

Borrowings with an original contractual maturity of greater than one year are classified as long-term debt. The following
table displays long-term debt outstanding, by debt type, as of February 28, 2017 and May 31, 2016.

(Dollars in thousands) February 28, 2017 May 31, 2016
Unsecured long-term debt:
Medium-term notes sold through dealers ...........cccoceveeeievenenincieniennne $ 2,796,296 $ 2,668,276
Medium-term notes sold t0 MEMDETS ..........ccevveieviieeiiiiiiiieeiee e, 415,337 450,960
Subtotal medium-term NOES ........c..cevvvreeiveeerreeereeeereeeiee e eeree s 3,211,633 3,119,236
Unamortized diSCOUNT .......ccevivierieriirieierieseeeeieie e (409) (537)
Debt iSSUANCE COSES .....ouvuiiiiiieieiiriiieieeee e (21,955) (19,370)
Total unsecured medium-term NOtES.........ccveeveveeevveeeireeeereeereeennee. 3,189,269 3,099,329
Unsecured notes payable ..........cceceririeienienieeeiesie e 24,799 27,092
Unamortized diSCOUNT .......coerievieriririeniinieneeteeseeeeetee e 407) (496)
DDt ISSUANCE COSES ..uvvenrenriieriieieniesiieiteteste st eiteste et enee st saeeneeee e (100) (123)
Total unsecured notes payable .........cccocvvieierierieeieieeeeeeeeeiese e 24,292 26,473
Total unsecured long-term debt ..........c..cceevieiieiienieieeee e 3,213,561 3,125,802
Secured long-term debt:
Collateral trust BONdS ...........coieevieiiiiciiieieceeeeeeee e 7,692,711 7,547,711
Unamortized diSCOUNt .........c.ooeoiiiiiiiiiiiiiiccceeeeeeee e (259,860) (265,837)
DDt ISSUANCE COSES ..uvveureniiiiriieieniesiieieeiesie st ente e sttt see st sieeneeee e (26,830) (28,778)
Total collateral trust bonds ..........c..cceeevieeiiviieeiieiecieeeeeee e 7,406,021 7,253,096
Guaranteed Underwriter Program notes payable............cccecvevivevieeienns 4,997,884 4,777,404
DEDt ISSUANCE COSES ..vuvveurenriiiriieienieriieiieie sttt eite sttt ae st st eneeee e (271) (293)
Total Guaranteed Underwriter Program notes payable..................... 4,997,613 4,777,111
Farmer Mac notes payable ..........ccccceevierierieniieniecieeee e 2,624,228 2,303,123
Other secured Notes Payable ..........cccceveeierierireeieieseeceee e 13,214 14,871
DEDE ISSUANCE COSLS ..vveuvirvrerieiiirieieiestiereeiestesseesessesseeseesensessessnesessenns (336) (400)
Total other secured notes payable..........ccceeveeverereriienenenicnienenee 12,878 14,471
Total secured notes payable ...........ceceriririeneninieeeeseeeee e 7,634,719 7,094,705
Total secured long-term debt ..........cccoviviecierininieieeeeeeee e 15,040,740 14,347,801
Total 1ong-term debL .....ccceevuiieiieiieieeie et $ 18,254,301 $ 17,473,603
Collateral Trust Bonds

On February 7, 2017, we issued $450 million aggregate principal amount of 2.95% collateral trust bonds due 2024.
Secured Notes Payable

We had outstanding secured notes payable totaling $4,998 million and $4,777 million as of February 28, 2017 and May 31,
2016, respectively, under a bond purchase agreement with the Federal Financing Bank and a bond guarantee agreement with
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 borrowed. 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
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under the Guaranteed Underwriter Program. See “Note 4—Loans and Commitments” for additional information on the
collateral pledged to secure notes payable under this program.

On December 1, 2016, we closed on the $375 million committed (“Series L”) loan facility from the Federal Financing Bank
guaranteed by RUS pursuant to the Guaranteed Underwriter Program. Under the Series L facility, we are able to borrow an
additional $375 million any time before October 15, 2019 with each advance amortizing quarterly and having a final
maturity no longer than 20 years from the advance date. We borrowed $250 million under the Guaranteed Underwriter
Program during the nine months ended February 28, 2017. We had up to $725 million available under the Guaranteed
Underwriter Program as of February 28, 2017.

We have two revolving note purchase agreements with Farmer Mac, which together allow us to borrow up to $4,800 million
from Farmer Mac. Under the terms of the first revolving note purchase agreement with Farmer Mac dated March 24, 2011,
as amended, we can borrow up to $4,500 million at any time through January 11, 2020, 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 $2,524
million and $2,303 million as of February 28, 2017 and May 31, 2016. We borrowed $250 million under this note purchase
agreement with Farmer Mac during the nine months ended February 28, 2017.

Under the terms of the second revolving note purchase agreement with Farmer Mac dated July 31, 2015, we can borrow up
to $300 million at any time through July 31, 2018. 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. On February 22, 2017, we received an advance of $100 million under this committed note purchase
agreement with Farmer Mac, resulting in outstanding secured notes payable under this note purchase agreement of $100
million as of February 28, 2017. This advance was repaid in full subsequent to February 28, 2017.

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 and Commitments” 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 February 28, 2017 and May
31, 2016.

NOTE 8—SUBORDINATED DEFERRABLE DEBT

The following table presents subordinated deferrable debt outstanding as of February 28, 2017 and May 31, 2016.

February 28, 2017 May 31, 2016
(Dollars in thousands) Amount Amount
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
Debt i1SSUANCE COSS.....eiiuriierieirieeiieereeetee et (7,759) (7,788)
Total subordinated deferrable debt..............ccooeeveenennnen. $ 742,241 $ 742,212
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NOTE 9—DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

Use of Derivatives

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 over-the-counter (“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. 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 and other receivables 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 and derivative forward value amounts, are recognized in our 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 recorded in earnings together with offsetting changes in the fair value of the
hedged item and any related ineffectiveness. Changes in the fair value of derivatives designated as qualifying cash flow
hedges are recorded as a component of OCI, to the extent that the hedge relationships are effective, and reclassified AOCI to
earnings using the effective interest method over the term of the forecasted transaction. Any ineffectiveness in the hedging
relationship is recognized as a component of derivative gains (losses) in our consolidated statement of operations.

We generally do not designate interest rate swaps, which currently represent all of our outstanding derivatives, for hedge
accounting. Accordingly, changes in the fair value of interest rate swaps are reported in our consolidated statements of
operations under derivative gains (losses). Net periodic cash settlements related to interest rate swaps are classified as an
operating activity in our consolidated statements of cash flows.

We typically designate treasury rate locks as cash flow hedges of forecasted debt issuances. Accordingly, changes in the fair
value of the derivative instruments are recorded as a component of OCI and reclassified to interest expense when the
forecasted transaction occurs using the effective interest method. Any ineffectiveness in the hedging relationship is
recognized as a component of derivative gains (losses) in our consolidated statements of operations. We did not have any
derivatives designated as accounting hedges as of February 28, 2017 and May 31, 2016.

Outstanding Notional Amount of Derivatives

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 February 28, 2017 and May 31, 2016. The
substantial majority of our interest rate swaps use an index based on the London Interbank Offered Rate (“LIBOR”) for
either the pay or receive leg of the swap agreement.
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February 28, 2017 May 31, 2016
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 ......ccocceeveveerrennnnn. $ 6,680,825 2.86% 1.01% $ 6,661,471 2.95% 0.63%
Receive-fixed swaps .........ccoevenenne. 4,399,000 1.50 2.58 3,499,000 1.02 2.82

Total interest rate swaps................ 11,079,825 2.32 1.64 10,160,471 2.29 1.39
Forward pay-fixed swaps................ 111,929 40,000

Total. oo, $11,191,754 $10,200,471

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 as of February 28, 2017

and May 31, 2016.

(Dollars in thousands)

Derivative assets .........ccoeveeeeveeerveeennns $

February 28, 2017 May 31, 2016
Fair Value Notional Balance Fair Value Notional Balance
83,850 $ 4,021,137 $ 80,095 $ 2,879,567
(339,809) 7,170,617 (594,820) 7,320,904
(255,959) $ 11,191,754 $  (514,725) $ 10,200,471

All of our master swap agreements include legally enforceable 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 February 28, 2017 and
May 31, 2016, and provides information on the impact of netting provisions and collateral pledged.

February 28, 2017

Net Amount of

Gross Amount
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................ $ 83,850 $ — $ 83,850 $ 78,672 $ — $ 5,178
Derivative liabilities:
Interest rate swaps................ 339,809 — 339,809 78,672 — 261,137
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May 31, 2016
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................ $ 80,095 $ — $ 80,095 $ 80,095 $ — $ —
Derivative liabilities:
Interest rate swaps................ 594,820 — 594,820 80,095 — 514,725

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 and derivative forward value. Derivative cash settlements represent net contractual interest expense accruals on
interest rate swaps during the period. The derivative forward value represents 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 the three and nine months ended February 28, 2017 and February 29,
2016.

Three Months Ended Nine Months Ended
(Dollars in thousands) February 28, 2017 February 29, 2016 February 28, 2017 February 29, 2016
Derivative cash settlements.......................... S (19,354) § (22,556) $ (64,331) $ (65,285)
Derivative forward value gains (losses)....... 61,809 (220,480) 259,153 (290,952)
Derivative gains (10SS€S)........cceevvevvieveennns $ 42,455 $ (243,036) $ 194,822 $ (356,237)

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 to 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 mark-to-market value, as defined in the
agreement, as of termination date.

Our senior unsecured credit ratings from Moody’s and S&P were A2 and A, respectively, as of February 28, 2017. Both
Moody’s and S&P had our ratings on stable outlook as of February 28, 2017. The following table displays the notional
amounts of our derivative contracts with rating triggers as of February 28, 2017 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.
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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-" oo, $ 59,165 $  (14,246) $ — $  (14,246)

Falls below Baal/BBB+ ..........ccccocvvveviinrenen. 7,156,973 (163,243) 5,874 (157,369)

Falls to or below Baa2/BBB @ ...........cc.......... 460,611 — 2,030 2,030

Falls below Baa3/BBB-............ccccocvvieninienen. 370,585 (20,734) — (20,734)

Total.ceeiieeeeeceeeceeeeee e $ 8,047,334 § (198,223) § 7,904 § (190,319)

O Rating trigger for CFC falls below A3/A-, while rating trigger for counterparty falls below Baal/BBB+ by Moody’s or S&P, respectively.
2) 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.

The aggregate fair value amount, excluding and including the credit risk valuation adjustment, of all interest rate swaps with
rating triggers that were in a net liability position was $198 million and $197 million, respectively, as of February 28, 2017.

NOTE 10—EQUITY

Total equity increased by $330 million during the nine months ended February 28, 2017 to $1,147 million. The increase in
total equity was primarily attributable to our net income of $361 million for the period, which was partially offset by
patronage capital retirements totaling $43 million. The following table presents the components of equity as of February 28,
2017 and May 31, 2016.

(Dollars in thousands) February 28, 2017 May 31, 2016
Membership fEES......cc.coveviiieieiiieicerreeeeeeeeeee et $ 971 § 974
Educational fund..........ccoeeeeriieiinieieeieeeeee e 1,158 1,798
Total membership fees and educational fund..........cccceeveiiciinnnnnnnn. 2,129 2,772
Patronage capital allocated ...........ccceceveririninineneeeeee e 671,260 713,853
Members’ capital TESEIVE.....c..cuevvriruireririineneneetetetererereeeneee e 587,219 587,219
Unallocated net loss:
Current-year derivative forward value income (10SS) .........ccccveveeeene. 255,018 (220,827)
Prior-year cumulative derivative forward value losses............c........... (507,904) (287,077)
Current year cumulative derivative forward value losses....................... (252,886) (507,904)
Other unallocated net income (10SS) .......ccceevveruierierieriieieieeieee e, 98,095 (5,706)
Unallocated Nt 10SS......c.oceiivieiieiieiieieeieee ettt (154,791) (513,610)
CFC retained EqUILY ......c.coveeierieieieieeei ettt 1,105,817 790,234
Accumulated other comprehensive inCome...........ooceveeeeneeienieieencnne 12,574 1,058
Total CFC @QUILY.....ooveieiiriiriiriinierierestese et 1,118,391 791,292
Noncontrolling INEEIESTS. ....c.cevrerirererirenienenterenteeerereeee e 28,947 26,086
TOtAl EQUILY ..vevvvieeerieeteee ettt $ 1,147,338 $ 817,378

In July 2016, the CFC Board of Directors authorized the allocation of the fiscal year 2016 net earnings as follows: $1
million to the Cooperative Educational Fund, $86 million to the members’ capital reserve and $84 million to members in the
form of patronage capital.
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In July 2016, the CFC Board of Directors authorized the retirement of allocated net earnings totaling $42 million,

representing 50% of the fiscal year 2016 allocation. This amount was returned to members in cash in the second quarter of
fiscal year 2017. Future allocations and retirements of net earnings may be made annually as determined by the CFC Board
of Directors with due regard for its 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 and regulations.

Accumulated Other Comprehensive Income

The following tables summarize, by component, the activity in AOCI as of and for the three and nine months ended
February 28, 2017 and February 29, 2016.

Three Months Ended February 28, 2017

Unrealized
Unrealized Unrealized Losses Unrealized
Gains (Losses) Gains Foreclosed Losses Defined
(Dollars in thousands) AFS Securities Derivatives Assets Benefit Plan Total
Beginning balance ............cccocoeeienne. $ 5630 $ 4,091 $ — 3 (920) 8,801
Unrealized gains..........cceceeveveevennnnen. 3,923 — — — 3,923
Losses reclassified into earnings.......... — — — 45 45
Gains reclassified into earnings........... — (195) — — 195)
Other comprehensive income ........... 3,923 (195) — 45 3,773
Ending balance .......c..ccccceveveneninenennne $ 9553 § 3,806 $ — 3 (875) 12,574
Three Months Ended February 29, 2016
Unrealized
Unrealized Unrealized Losses Unrealized
Gains (Losses) Gains Foreclosed Losses Defined
(Dollars in thousands) AFS Securities Derivatives Assets Benefit Plan Total
Beginning balance .........cccccccevereecienene $ 6,820 $ 4902 $ (4,248) $ (889) 6,585
Unrealized 10SSES......ccveevververveerennennee (2,297) — — — (2,297)
Losses reclassified into earnings.......... — — — 43 43
Gains reclassified into earnings........... — (217) — — 217)
Other comprehensive income ........... (2,297) (217) — 43 (2,471)
Ending balance ...........cccceceviveievieniennnnns $ 4,523 $ 4,685 $ (4,248) § (846) 4,114
Nine Months Ended February 28, 2017
Unrealized
Unrealized Unrealized Losses Unrealized
Gains (Losses) Gains Foreclosed Losses Defined
(Dollars in thousands) AFS Securities Derivatives Assets Benefit Plan Total
Beginning balance .........c.ccccceveeierenene $ 7,402 $ 4487 § 9.823) $ (1,008) 1,058
Unrealized gains.......ccccceeevereeeennenne. 2,151 — — — 2,151
Losses reclassified into earnings.......... — — 9,823 133 9,956
Gains reclassified into earnings........... — (591) — — (591)
Other comprehensive income ........... 2,151 (591) 9,823 133 11,516
Ending balance ..........ccceceeeeevenieirnennne $ 9553 § 3,806 $ — S (875) 12,574
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Nine Months Ended February 29, 2016

Unrealized
Unrealized Unrealized Losses Unrealized
Gains (Losses) Gains Foreclosed Losses Defined
(Dollars in thousands) AFS Securities Derivatives Assets Benefit Plan Total
Beginning balance ...........ccccevceeeeciennene $ 3934 § 5371 $ (4,248) § 977) $ 4,080
Unrealized gains...........cccevveeeeveiennens 589 — — — 589
Losses reclassified into earnings.......... — — — 131 131
Gains reclassified into earnings........... — (686) — — (686)
Other comprehensive income ........... 589 (686) — 131 34
Ending balance ...........ccceeceeveneniienenenne $ 4,523 §$ 4,685 $ (4,248) $ (846) $ 4,114

We expect to reclassify approximately $1 million of amounts in AOCI related to unrealized derivative gains into earnings
over the next 12 months.

NOTE 11—GUARANTEES

The following table summarizes total guarantees by type of guarantee and member class as of February 28, 2017 and
May 31, 2016.

(Dollars in thousands) February 28, 2017 May 31, 2016
Total by type:
Long-term tax-exempt bonds ....................... $ 469,080 $ 475,965
Letters of credit ....ccuvvveeiivvcieiiiiiiiiieeeeeeenees 304,359 319,596
Other guarantees..........c.oocvevveeverieeeerencnennns 114,045 113,647
Total et $ 887,484 § 909,208

Total by member class:

CFC:
DIStITDULION «.eveeeeeee e $ 124,256 $ 127,890
Power Supply.....ccccceeevevieeieiieiecieieeieiens 736,970 759,345
Statewide and associate............cccoeeuvveeeennnen 5,061 5,054
CFC total.....ccovveeeiieieieeeceeeeee e 866,287 892,289
RTFC ..o 1,574 1,574
NCSC ..ottt 19,623 15,345
Total .o $ 887,484 § 909,208

The maturities for the long-term tax-exempt bonds and the related guarantees run through calendar year 2042. Amounts in
the table represent the outstanding principal amount of the guaranteed bonds. As of February 28, 2017, our maximum
potential exposure for the $68 million of fixed-rate tax-exempt bonds is $95 million, representing principal and interest. Of
the amounts shown in the table above for long-term tax-exempt bonds, $401 million and $406 million as of February 28,
2017 and May 31, 2016, respectively, are adjustable or floating-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
could be required to pay related to the remaining adjustable and floating-rate bonds. Many of these bonds have a call
provision that allows us to call the bond in the event of a default. This would limit our exposure to future interest payments
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on these bonds. Generally our maximum potential exposure is secured by mortgage liens on the systems’ assets and future
revenue. If a system’s debt is accelerated because of a determination that the interest thereon is not tax-exempt, the system’s
obligation to reimburse us for any guarantee payments will be treated as a long-term loan.

The maturities for letters of credit run through calendar year 2027. The amounts shown in the table above represent our
maximum potential exposure, of which $130 million is secured as of February 28, 2017. As of February 28, 2017 and May
31, 2016, the letters of credit include $76 million to provide the standby liquidity for adjustable and floating-rate tax-exempt
bonds issued for the benefit of our members, respectively. Security provisions include a mortgage lien on substantially all of
the system’s assets, future revenue and the system’s investment in our commercial paper.

In addition to the letters of credit listed in the table above, under master letter of credit facilities in place as of February 28,
2017, we may be required to issue up to an additional $64 million in letters of credit to third parties for the benefit of our
members. As of February 28, 2017, all of our master letter of credit facilities were subject to material adverse change
clauses at the time of issuance. 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 maturities for other guarantees listed in the table run through calendar year 2025. The maximum potential exposure for
these other guarantees is $115 million, all of which is unsecured.

As of February 28, 2017 and May 31, 2016, we had $289 million and $308 million of guarantees, respectively, representing
33% and 34%, respectively, of total guarantees, under which our right of recovery from our members was not secured.

In addition to the guarantees described above, as of February 28, 2017, we were the liquidity provider for a total of $477
million of variable-rate tax-exempt bonds 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. During the nine months ended February 28, 2017, we were not required to
perform as liquidity provider pursuant to these obligations.

Guarantee Liability

As of February 28, 2017 and May 31, 2016, we recorded a guarantee liability of $16 million and $17 million respectively,
which represents the contingent and noncontingent exposures related to guarantees and liquidity obligations. The contingent
guarantee liability as of February 28, 2017 and May 31, 2016 was $1 million based on management’s estimate of exposure
to losses within the guarantee portfolio. The remaining balance of the total guarantee liability of $15 million and $16 million
as of February 28, 2017 and May 31, 2016, 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.
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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 2016 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 February 28, 2017 and May 31, 2016. The table also displays the classification within the fair value
hierarchy of the valuation technique used in estimating fair value.

February 28, 2017 Fair Value Measurements Using

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

Assets:
Cash and cash equivalents..................... $ 235,764 $ 235,764 $ 235,764 $ — $ —
Restricted cash ..........ccoovviveiieeinieennnn. 20,760 20,760 20,760 — —
Time deposits .......ccoveverreeieerieieereeneans 630,000 630,000 — 630,000 —
Investment securities, available for sale 90,091 90,091 90,091 — —
Deferred compensation investments ..... 4,555 4,555 4,555 — —
Loans to members, net.............c.ceuuene... 24,224,808 23,809,544 — — 23,809,544
Accrued interest receivable................... 112,686 112,686 — 112,686 —
Debt service reserve funds..................... 17,151 17,151 17,151 — —
Derivative assets ........cooevvvveveeeeeeereeneen. 83,850 83,850 — 83,850 —

Liabilities:
Short-term borrowings ...........ccccceeevennen. $ 3,388,078 $ 3,387,840 $ 1,534,752 § 1,853,088 $ —
Long-term debt..........cceovevvieiiiieniennn, 18,254,301 18,928,996 — 11,309,437 7,619,559
Accrued interest payable.............c.o...... 195,374 195,374 — 195,374 —
Guarantee liability...........ccooeeeviieeennnnne. 15,849 17,230 — — 17,230
Derivative liabilities............ccccccveeneenee. 339,809 339,809 — 339,809 —
Subordinated deferrable debt ................ 742,241 770,239 — 770,239 —
Members’ subordinated certificates...... 1,420,608 1,420,631 — — 1,420,631
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May 31, 2016 Fair Value Measurements Using

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

Assets:
Cash and cash equivalents..................... $ 204,540 $ 204,540 $ 204,540 $ — 3 —
Restricted cash ......ccocoeeeeevivcieeeeieeee. 4,628 4,628 4,628 — —
Time deposits .......ccceevveereeceeereeieereennene. 340,000 340,000 — 340,000 —
Investment securities, available for sale 87,940 87,940 87,940 — —
Deferred compensation investments ..... 4,326 4,326 4,326 — —
Loans to members, net ...........cccueeee..... 23,129,438 23,297,924 — — 23,297,924
Accrued interest receivable................... 113,272 113,272 — 113,272 —
Debt service reserve funds..................... 17,151 17,151 17,151 — —
Derivative assets .........coocvvvvveeeeveereenneen. 80,095 80,095 — 80,095 —

Liabilities:
Short-term borrowings................cco........ $ 2,938,848 $§ 2938716 $ 1,185959 $ 1,752,757 § —
Long-term debt.........ccevvevinierieiennns 17,473,603 18,577,261 — 11,327,004 7,250,257
Accrued interest payable....................... 132,996 132,996 — 132,996 —
Guarantee liability...........ccoovveviineennnnne. 17,109 19,019 — — 19,019
Derivative liabilities..........c.cccoeeveereennenn. 594,820 594,820 — 594,820 —
Subordinated deferrable debt ................ 742,212 751,395 — 751,395 —
Members’ subordinated certificates...... 1,443,810 1,443,834 — — 1,443,834

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 nine months ended
February 28, 2017 and February 29, 2016.

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 February 28, 2017 and May 31, 2016, and the
classification of the valuation technique within the fair value hierarchy.

February 28, 2017 May 31, 2016
(Dollars in thousands) Level 1 Level 2 Total Level 1 Level 2 Total
Investment securities available for sale... $ 90,091 $ — $ 90,001 $ 87940 § — $ 87,940
Deferred compensation investments........ 4,555 — 4,555 4,326 — 4,326
Derivative asSetS......coovvvvvvveeveviievieeeieiines — 83,850 83,850 — 80,095 80,095
Derivative liabilities .............ccccevevreennenene — 339,809 339,809 — 594,820 594,820
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Nonrecurring Fair Value

The following table presents the carrying value and fair value of assets reported in our condensed consolidated financial
statements at fair value on a nonrecurring basis as of February 28, 2017 and May 31, 2016, and unrealized losses for the
three and nine months ended February 28, 2017 and February 29, 2016.

Unrealized Losses Unrealized Losses
Level 3 Fair Value Three Months Ended, Nine Months Ended,
. February 28, May 31, February 28, February 29, February 28, February 29,
(Dollars in thousands) 2017 2016 2017 2016 2017 2016
Impaired loans, net of
specific reserves............. $ — $ 7498 $§ — 3 (1,890) $ — 3 (3,901)

Significant Unobservable Level 3 Inputs
Impaired Loans

We utilize the fair value of estimated cash flows or the collateral underlying the loan to determine the fair value and specific
allowance for impaired loans. The valuation technique used to determine fair value of the impaired loans provided by both
our internal staff and third-party specialists includes market multiples (i.e., comparable companies). The significant
unobservable inputs used in the determination of fair value for individually impaired loans is a multiple of earnings before
interest, taxes, depreciation and amortization based on various factors (i.e., financial condition of the borrower). In
estimating the fair value of the collateral, we may use third-party valuation specialists, internal estimates or a combination of
both. The significant unobservable inputs for estimating the fair value of impaired collateral-dependent loans are reviewed
by our Credit Risk Management group to assess the reasonableness of the assumptions used and the accuracy of the work
performed. In cases where we rely on third-party inputs, we use the final unadjusted third-party valuation analysis as support
for any adjustments to our consolidated financial statements and disclosures.

Because of the limited amount of impaired loans as of February 28, 2017 and May 31, 2016, we do not believe that potential

changes in the significant unobservable inputs used in the determination of the fair value for impaired loans will have a
material impact on the fair value measurement of these assets or our results of operations.
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NOTE 13—BUSINESS SEGMENTS

The following tables display segment results for the three and nine months ended February 28, 2017 and February 29, 2016,
and assets attributable to each segment as of February 28, 2017 and February 29, 2016.

Three Months Ended February 28, 2017

Consolidated
(Dollars in thousands) CFC Other Elimination Total
Statement of operations:
INtEreSt INCOME.........ooveiiieiieeeeie et $ 257,390 $ 10,593 $ (8,063) $ 259,920
INtErest EXPENSE ...ocvveneeeeieieeieieeterieete e (186,468) (8,335) 8,063 (186,740)
Netinterest inCome ...................cccceveeiiviiiieiieiiieeeeeeen, 70,922 2,258 — 73,180
Provision for 10an 10SSES..........ccceeeevveeeveeeecieeeeeeeeeereeeens (2,065) — — (2,065)
Net interest income after provision for loan losses .......... 68,857 2,258 — 71,115
Non-interest income:
Fee and other inCome..........c..cooveevveeeiieciceeeeec e 5,698 425 (313) 5,810
Derivative ains .......ccceecverieeeierieeienieeeesieerese e 42,190 265 — 42,455
Results of operations of foreclosed assets........................ (29) — — 29)
Total non-interest income.......................c....ooevveeennnennn.. 47,859 690 (313) 48,236
Non-interest expense:
General and administrative €Xpenses............ccecverveevennenne (18,864) (1,846) — (20,710)
Gains on early extinguishment of debt............c.cceeuveneene. 192 — — 192
L0 114 1<) SRS (486) (313) 313 (486)
Total non-interest eXpense...............c.ccoeeveevieereeeireennnenns (19,158) (2,159) 313 (21,004)
Income before iNCOME taXes ..........ccvvevevvveeevveeecreeeereeens 97,558 789 — 98,347
INCOME taX EXPENSE....ueevevierierieeiieiieeieereeeie e eve e — (385) — (385)
NetinCOME ..........ocvviiiiiiiiiiiceee e $ 97,558 $ 404 $ — 97,962
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Three Months Ended February 29, 2016
Consolidated
(Dollars in thousands) CFC Other Elimination Total
Statement of operations:
INEErESt INCOME. ... .ot $ 250,814 $ 11,367 $ (8,548) $ 253,633
INtErest EXPENSE ...ocvveveeeieiieieieerecie ettt (170,872) (8,865) 8,548 (171,189)
Net interest inCOme ..................cocovveeiiiiiiiiiiiiiieeeeeens 79,942 2,502 — 82,444
Provision for 10an JIOSSES ........ueevveeeveeeiieeeeieeeeeeeeeeeeeeeeenns 1,735 — — 1,735
Net interest income after provision for loan losses .......... 81,677 2,502 — 84,179
Non-interest income:
Fee and other inCome...........cccoueeveeiieieciicieceeieereee 5,341 984 (721) 5,604
Derivative 10SSES......cccuviiiieeriecrieeieeeee ettt (240,363) (2,673) — (243,036)
Results of operations from foreclosed assets.................... 1,472 — — 1,472
Total non-interest income.....................cccoeevveiiieneeennnn, (233,550) (1,689) (721) (235,960)
Non-interest expense:
General and administrative €Xpenses............ccecverveevenneene. (20,266) (2,341) 255 (22,352)
Losses on early extinguishment of debt............................ (333) — — (333)
OhET ..ttt (509) (466) 466 (509)
Total non-interest expense.................cccoccvevveeveereennenenne. (21,108) (2,807) 721 (23,194)
Loss before inCome taxes.........c..oovveeveerreeeieeecreeireesreeennenn (172,981) (1,994) — (174,975)
Income tax benefit .........ccovieeiiiieiiiiceceeeeeeee — 593 — 593
INEELOSS ..ot $  (172,981) $ (1,401) $ — $  (174,382)
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Nine Months Ended February 28, 2017
Consolidated
(Dollars in thousands) CFC Other Elimination Total
Statement of operations:
INETESt INCOMIE. ... ..viiieeieeeiiieeeeie et $ 766,096 $ 32,944 § (25,129) $ 773,911
INtEIeSt EXPEISE ...eovvevieeieeiienieeiieieeeete et sre e (550,695) (25,945) 25,166 (551,474)
Net interest inCOMe ..................cooevvviiiiiiiiiieiieiiieeeeeae 215,401 6,999 37 222,437
Provision for 10an 10SSES..........cceeovvievieeeiiiciieeiecieeeeeeneeas 4,731) — — 4,731)
Net interest income after provision for loan losses ............ 210,670 6,999 37 217,706
Non-interest income:
Fee and other iNCOME.........cooeveueiiieieieieeeeeee e 14,654 3,049 (2,266) 15,437
Derivative Gains ........cccevvevverieeienieeienieeresreeeeseeesaesseesaesenes 192,970 1,852 — 194,822
Results of operations of foreclosed assets ...........c.ceeue.eee. (1,690) — — (1,690)
Total non-interest income..................c....ccccoeeeeveeeenenennen. 205,934 4,901 (2,266) 208,569
Non-interest expense:
General and administrative €Xpenses...........ccecveeevereervennenns (56,634) (5,567) — (62,201)
Gains on early extinguishment of debt ...........cccceevveiinnn, 192 — — 192
L0 111 1<) RSO UPTRUUPURPPE (1,446) (2,229) 2,229 (1,446)
Total non-interest expense................ccceevrevieenieeereeneenne. (57,888) (7,796) 2,229 (63,455)
Income before INCOME taXeS .......eeevuvveveveieiieieceeeeeeee e 358,716 4,104 — 362,820
INCOME taX EXPENSE....veevrieerieceieerieeireereesre e estee e seee s — (1,815) — (1,815)
Net INCOME ..........cccooiviiiiiiiieeieieeee e $ 358,716 $ 2,289 $ — 8 361,005
February 28, 2017
Consolidated
CFC Other Elimination Total

Assets:
Total loans outstanding..............ccceeeveeveeveeeeevieeeecieereecieenen. $ 24,211,350 $ 980,395 $ (941,575) $ 24,250,170
Deferred origination COStS........c.evveeierrieierrieieseeieseeeaeeenen 10,667 — — 10,667

Less: Allowance for loan 10SS€S ...........cceevveeereeeeeecneene.. (36,029) — — (36,029)
Loans to members, Net............ccceveveveeieieiiiieieceeeeeee e 24,185,988 980,395 (941,575) 24,224,808
Other @SSELS......oivieiiciieiietieie ettt ettt eveens 1,374,619 105,111 (94,973) 1,384,757

Total @SSets..........c.cceeveerieiieiieieeeee e $ 25,560,607 S$ 1,085,506 $ (1,036,548) $ 25,609,565
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Nine Months Ended February 29, 2016
Consolidated
(Dollars in thousands) CFC Other Elimination Total
Statement of operations:
INEETEST INCOME. ...t eee e e e eeeee s $ 747,490 $ 34,693 § (26,109) $ 756,074
INtErest EXPENSE ...ocvveveeeieiieieieerecie ettt (503,061) (27,061) 26,109 (504,013)
Net interest inCOme ..................cocovveeiiiiiiiiiiiiiieeeeeens 244,429 7,632 — 252,061
Provision for 10an 10SSeS..........c.ccoveevieviieecieeceecreeereeeee (4,067) — — (4,067)
Net interest income after provision for loan losses .......... 240,362 7,632 — 247,994
Non-interest income:
Fee and other iNCOME.........c.oooevuiiiiciiiieieeeeee e 16,020 3,898 (2,582) 17,336
Derivative 10SSES......cccuviiiieeriecrieeieeeee ettt (352,153) (4,084) — (356,237)
Results of operations of foreclosed assets........................ 1,605 — — 1,605
Total non-interest income.....................cccoeevveiiieneeennnn, (334,528) (186) (2,582) (337,296)
Non-interest expense:
General and administrative €Xpenses............ccecverveevenneene. (58,419) (7,762) 763 (65,418)
Losses on early extinguishment of debt............................ (333) — — (333)
OhET ..ttt (875) (1,819) 1,819 (875)
Total non-interest expense.................cccoccvevveeveereennenenne. (59,627) (9,581) 2,582 (66,626)
Loss before inCome taxes.........c..oovveeveerreeeieeecreeireesreeennenn (153,793) (2,135) — (155,928)
Income tax benefit .........ccovieeiiiieiiiiceceeeeeeee — 153 — 153
Netincome (108S) ...........c.ocoevevveeveeeeeieeeeeeeeeeeeeeeene, $ (153,793) § (1,982) $ — $ (155,775)
February 29, 2016
Consolidated
CFC Other Elimination Total

Assets:
Total loans outstanding..............cccoeeveveeevereeeeeereeeeenenn, $ 23,095,053 $§ 1,055,203 $ (1,016,041) $ 23,134,215
Deferred origination COStS..........ccvervecverieecienieeieneereeeenns 9,884 — — 9,884

Less: Allowance for loan 10SS€s...........ccccevveeeerienienennen. (37,918) — — (37,918)
Loans to members, Net............oocvvveveveeiiieeiieieeeeeeeeeeens 23,067,019 1,055,203 (1,016,041) 23,106,181
Other @SSELS.....uicvieviceiericieete ettt 1,270,625 120,001 (103,782) 1,286,844

Total aSSets.........c.ccceevieieiieierieeie et $ 24337,644 $§ 1,175204 $ (1,119,823) $ 24,393,025
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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 February 28, 2017 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. In June 2015, RTFC received a notice of deficiency from the Virgin Islands
Bureau of Internal Revenue alleging that RTFC owed tax or other amounts, plus interest, in connection with tax years 1996
and 1997, and 1999 through 2005. In January 2017, the notice of deficiency was canceled and the action was jointly
dismissed with prejudice. No further proceedings are anticipated at this time.
Item 1A. Risk Factors
Refer to “Part [— Item 1A. Risk Factors” in our 2016 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 2016 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
12%* — Computation of Ratio of Earnings to Fixed Charges
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
3217 — Certification of the Chief Executive Officer required by Section 906 of the Sarbanes-Oxley Act of 2002
32.2% — 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.
~ Identifies a management contract or compensatory plan or arrangement.

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.

NATIONAL RURAL UTILITIES
COOPERATIVE FINANCE CORPORATION

Date: April 5,2017

By: /s/J. ANDREW DON

J. Andrew Don

Senior Vice President and Chief Financial Officer

By: /s/ ROBERT E. GEIER

Robert E. Geier
Controller (Principal Accounting Officer)
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Exhibit 12
NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION

Computation of Ratio of Earnings to Fixed Charges

Nine Months
Ended Year Ended May 31,

(Dollars in thousands) February 28, 2017 2016 2015 2014 2013 2012
Earnings:
Net income (10SS).....ccceevveerreennennee. $ 361,005 $(51,516) $ (18,927) $ 192,926 $§ 358,087 $ (148,797)
Add: Fixed charges.........c..ccccueu.e. 551,474 681,850 635,684 654,655 692,025 761,849
Less: Interest capitalized .......... — — — — — 71
Income available for fixed charges $ 912,479 $630,334 § 616,757 $§ 847,581 $1,050,112 § 612,981
Fixed charges:
Interest expense on borrowings® .. $ 551,474 $681,850 $ 635,684 $ 654,655 $ 692,025 § 761,778
Interest expense capitalized........... — — — — — 71
Total fixed charges..........c.cceueee. $ 551,474 $681,850 §$ 635,684 § 654,655 § 692,025 § 761,849
Ratio of earnings to fixed charges. 1.65 0.92 0.97 1.29 1.52 0.80

(Mnterest capitalized consists of interest paid in connection with financing the construction of our new headquarters building during the construction
period.
@nterest expense includes the amortization of debt discounts and issuance costs.



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. 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;

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

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: April 5, 2017

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.

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: April 5, 2017

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 February 28, 2017 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: April 5, 2017

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 February 28, 2017 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: April 5, 2017

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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