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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K for the fiscal year ended May 31, 2021 (“this Report” or “2021 Form 10-K”) contains
certain statements that are considered “forward-looking statements” as defined in and within the meaning of the safe-harbor
provisions of the Private Securities Litigation Reform Act of 1995. Forward-looking statements do not represent historical
facts or statements of current conditions. Instead, forward-looking statements represent management’s current beliefs and
expectations, based on certain assumptions and estimates made by, and information available to, management at the time the
statements are made, regarding our future plans, strategies, operations, financial results or other events and developments,
many of which, by their nature, are inherently uncertain and outside our control. Forward-looking statements are generally
identified by the 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 adequacy of the
allowance for credit 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 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. Therefore, you should not place undue reliance on
any forward-looking statement and should consider the risks and uncertainties that could cause our current expectations to
vary from our forward-looking statements, including, but not limited to, legislative changes that could affect our tax status
and other matters, 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, nonperformance of
counterparties to our derivative agreements, economic conditions and regulatory or technological changes within the rural
electric industry, the costs and impact of legal or governmental proceedings involving us or our members, general economic
conditions, governmental monetary and fiscal policies, the occurrence and effect of natural disasters, including severe
weather events or public health emergencies, such as the emergence in 2019 and spread of a novel coronavirus that causes
coronavirus disease 2019 (“COVID-19”) and the factors listed and described under “Item 1A. Risk Factors” in this Report.
Forward-looking statements speak only as of the date they are made, and, except as required by law, we undertake no
obligation to update any forward-looking statement to reflect the impact of events, circumstances or changes in expectations
that arise after the date any forward-looking statement is made.
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PARTI

Item 1. Business

OVERVIEW

Our financial statements include the consolidated accounts of National Rural Utilities Cooperative Finance Corporation
(“CFC”), National Cooperative Services Corporation (“NCSC”), Rural Telephone Finance Cooperative (“RTFC”) and
subsidiaries created and controlled by CFC to hold foreclosed assets resulting from defaulted loans or bankruptcy. CFC and
its consolidated entities have not held any foreclosed assets since the fiscal year ended May 31, 2017. Our principal
operations are currently organized for management reporting purposes into three business segments, which are based on the
accounts of each of the legal entities included in our consolidated financial statements and discussed below.

The business affairs of CFC, NCSC and RTFC are governed by separate boards of directors for each entity. We provide
information on CFC’s corporate governance in “Item 10. Directors, Executive Officers and Corporate Governance.” We
provide information on the members of each of these entities below in “Item 1. Business—Members” and describe the
financing products offered to members by each entity under “Item 1. Business—Loan and Guarantee Programs.”
Information on the financial performance of our business segments is disclosed in “Note 16—Business Segments.” 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, except where indicated
otherwise.



CFC

CFC is a member-owned, nonprofit finance 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 extends loans to its rural
electric members for construction, acquisitions, system and facility repairs and maintenance, enhancements and ongoing
operations to support the goal of electric distribution and generation and transmission (“power supply”) systems of
providing reliable, affordable power to the customers they service. CFC also provides its members with credit enhancements
in the form of letters of credit and guarantees of debt obligations. As a cooperative, CFC is owned by and exclusively serves
its membership, which consists of not-for-profit entities or subsidiaries or affiliates of not-for-profit entities. CFC is exempt
from federal income taxes under Section 501(c)(4) of the Internal Revenue Code. As a member-owned cooperative, CFC’s
objective is not to maximize profit, but rather to offer members cost-based financial products and services. As described
below under “Allocation and Retirement of Patronage Capital,” CFC annually allocates its net earnings, which consist of net
income excluding the effect of certain noncash accounting entries, to: (i) a cooperative educational fund; (ii) a general
reserve, if necessary; (iii) members based on each member’s patronage of CFC’s loan programs during the year; and (iv) a
members’ capital reserve. CFC funds its activities primarily through a combination of public and private issuances of debt
securities, member investments and retained equity. As a Section 501(c)(4) tax-exempt, member-owned cooperative, CFC
cannot issue equity securities.

NCSC

NCSC is a taxable cooperative incorporated in 1981 in the District of Columbia as a member-owned cooperative
association. The principal purpose of NCSC is to provide financing to its members, entities eligible to be members of CFC
and the for-profit and not-for-profit entities that are owned, operated or controlled by, or provide significant benefit to Class
A, B and C members of CFC. See “Members” below for a description of our member classes. NCSC’s membership consists
of distribution systems, power supply systems and statewide and regional associations that were members of CFC as of May
31, 2021. CFC, which is the primary source of funding for NCSC, manages NCSC’s business operations under a
management agreement that is automatically renewable on an annual basis unless terminated by either party. NCSC pays
CFC a fee and, in exchange, CFC reimburses NCSC for loan losses under a guarantee agreement. As a taxable cooperative,
NCSC pays income tax based on its reported taxable income and deductions. NCSC is headquartered with CFC in Dulles,
Virginia.

RTFC

RTFC is a taxable Subchapter T cooperative association originally incorporated in South Dakota in 1987 and reincorporated
as a member-owned cooperative association in the District of Columbia in 2005. RTFC’s principal purpose is to provide
financing for its rural telecommunications members and their affiliates. RTFC’s membership consists of a combination of
not-for-profit and for-profit entities. CFC is the sole lender to and manages RTFC’s business operations through a
management agreement that is automatically renewable on an annual basis unless terminated by either party. RTFC pays
CFC a fee and, in exchange, CFC reimburses RTFC for loan losses under a guarantee agreement. As permitted under
Subchapter T of the Internal Revenue Code, RTFC pays income tax based on its taxable income, excluding patronage-
sourced earnings allocated to its patrons. RTFC is headquartered with CFC in Dulles, Virginia.

OUR BUSINESS

CFC was established by and for the rural electric cooperative network to provide affordable financing alternatives to electric
cooperatives. While our business strategy and policies are set by CFC’s board of directors and may be amended or revised
from time to time, the fundamental goal of our overall business model is to work with our members to ensure that CFC is
able to meet their financing needs, as well as provide industry expertise and strategic services to aid them in delivering
affordable and reliable essential services to their communities.



Focus on Electric Lending

As a member-owned, nonprofit finance cooperative, our primary objective is to provide our members with the credit
products they need to fund their operations. As such, we primarily focus on lending to electric systems and securing access
to capital through diverse funding sources at rates that allow us to offer cost-based credit products to our members. Rural
electric cooperatives, most of which are not-for-profit entities, were established to provide electricity in rural areas
historically deemed too costly to be served by investor-owned utilities. As such, our electric cooperative members
experience limited competition because they generally operate in exclusive territories, the majority of which are not rate
regulated. Loans to electric utility organizations accounted for approximately 99% of our total loans outstanding as of both
May 31, 2021 and 2020. Substantially all of our electric cooperative borrowers continued to demonstrate stable operating
performance and strong financial ratios as of May 31, 2021.

Maintain Diversified Funding Sources

We strive to maintain diversified funding sources beyond capital market offerings of debt securities. We offer various short-
and long-term unsecured investment products to our members and affiliates, including commercial paper, select notes, daily
liquidity fund notes, medium-term notes and subordinated certificates. We continue to issue debt securities, such as secured
collateral trust bonds, unsecured medium-term notes and dealer commercial paper, in the capital markets. We also have
access to funds through bank revolving line of credit arrangements, government-guaranteed programs such as funding from
the Federal Financing Bank that is guaranteed by RUS through the Guaranteed Underwriter Program of the USDA (the
“Guaranteed Underwriter Program™), as well as private placement note purchase agreements with the Federal Agricultural
Mortgage Corporation (“Farmer Mac”). We provide additional information on our funding sources in “Item 7. MD&A—
Consolidated Balance Sheet Analysis,” “Item 7. MD&A—Liquidity Risk,” “Note 6—Short-Term Borrowings,” “Note 7—
Long-Term Debt,” “Note 8—Subordinated Deferrable Debt” and “Note 9—Members’ Subordinated Certificates.”

MEMBERS

Our consolidated membership, after taking into consideration entities that are members of both CFC and NCSC and
eliminating overlapping members between CFC, NCSC and RTFC, totaled 1,424 members and 246 associates as of May 31,
2021, compared with 1,439 members and 232 associates as of May 31, 2020.

CFC

CFC lends to its members and associates and also provides credit enhancements in the form of guarantees of debt
obligations and letters of credit. Membership in CFC is limited to cooperative or not-for-profit rural electric systems that are
eligible to borrow from RUS under its Electric Loan Program and affiliates of these entities. CFC categorizes its members,
all of which are not-for-profit entities or subsidiaries or affiliates of not-for-profit entities, into classes based on member
type because the demands and needs of each member class differs. Affiliates represent holding companies, subsidiaries and
other entities that are owned, controlled or operated by members. Members are not required to have outstanding loans from
RUS as a condition of borrowing from CFC. CFC membership consists of members in 49 states and three U.S. territories. In
addition to members, CFC has associates that are nonprofit groups or entities organized on a cooperative basis that are
owned, controlled or operated by members and are engaged in or plan to engage in furnishing non-electric services primarily
for the benefit of the ultimate consumers of CFC members. Associates are not eligible to vote on matters put to a vote of the
membership. CFC’s members, by member class, and associates were as follows as of May 31, 2021.



CFC Member

Member Type Class May 31, 2021

Distribution systems A 842
Power supply systems B 67
Statewide and regional associations, including NCSC C 62
National association of cooperatives'" D 1
Total CFC members 972
Associates, including RTFC 46
Total CFC members and associates 1,018

() National Rural Electric Cooperative Association is our sole class D member.

NCSC

Membership in NCSC includes organizations that are Class A, B and C members of CFC, or eligible for such membership
and are approved for membership by the NCSC Board of Directors. In addition to members, NCSC has associates that may
include members of CFC, entities eligible to be members of CFC and for-profit and not-for-profit entities owned, controlled
or operated by, or provide significant benefit to, Class A, B, and C members of CFC. All of NCSC’s members also were
CFC members as of May 31, 2021. CFC is not, however, a member of NCSC. NCSC’s members and associates were as
follows as of May 31, 2021.

CFC Member

Member Type Class May 31, 2021

Distribution systems A 447
Power supply systems B 3
Statewide associations C 6
Total NCSC members 456
Associates 195
Total NCSC members and associates 651

RTFC

Membership in RTFC is limited to cooperative corporations, nonprofit corporations, private corporations, public
corporations, utility districts and other public bodies that are approved by the RTFC Board of Directors and are actively
borrowing or are eligible to borrow from RUS’s traditional infrastructure loan program. These companies must be engaged
directly or indirectly in furnishing telephone services as the licensed incumbent carrier. Holding companies, subsidiaries and
other organizations that are owned, controlled or operated by members, which are referred to as affiliates, are eligible to
borrow from RTFC. Associates are organizations that provide non-telephone or non-telecommunications services to rural
telecommunications companies that are approved by the RTFC Board of Directors. Neither affiliates nor associates are
eligible to vote on matters put to a vote of the membership. CFC and NCSC are not members of RTFC. RTFC’s members
and associates were as follows as of May 31, 2021.

Member Type May 31, 2021

Members 453
Associates 6
Total RTFC members and associates 459



LOAN AND GUARANTEE PROGRAMS

CFC lends to its members and associates and also provides credit enhancements in the form of guarantees of debt
obligations and letters of credit. NCSC and RTFC also lend and provide credit enhancements to their members and
associates. For information on the membership of CFC, NCSC and RTFC, see “Item 1. Business—Members.”

CFC, NCSC and RTFC loan commitments generally contain provisions that restrict further borrower advances or trigger an
event of default if there is any material adverse change in the business or condition, financial or otherwise, of the borrower.
Below is additional information on the loan and guarantee programs offered by CFC, NCSC and RTFC.

CFC Loan Programs
Long-Term Loans
CFC’s long-term loans generally have the following characteristics:

* terms of up to 35 years on a senior secured basis and terms of up to five years on an unsecured basis;

+ amortizing, bullet maturity or serial payment structures;

+ the property, plant and equipment financed by and securing the long-term loan has a useful life generally equal to or in
excess of the loan maturity;

« flexibility for the borrower to select a fixed interest rate for periods of one to 35 years or a variable interest rate; and

« the ability for the borrower to select various tranches with either a fixed or variable interest rate for each tranche.

Borrowers typically have the option of selecting a fixed or variable interest rate at the time of each advance on long-term
loan facilities. When selecting a fixed rate, the borrower has the option to choose a fixed rate for a term of one year through
the final maturity of the loan. When the selected fixed interest rate term expires, the borrower may select another fixed rate
for a term of one year through the remaining loan maturity or the current variable rate.

To be in compliance with the covenants in the loan agreement and eligible for loan advances, distribution systems generally
must maintain an average modified debt service coverage ratio, as defined in the loan agreement, of 1.35 or greater. CFC
may make long-term loans to distribution systems, on a case-by-case basis, that do not meet this general criterion. Power
supply systems generally are required: (i) to maintain an average modified debt service coverage ratio, as defined in the loan
agreement, of 1.00 or greater; (ii) to establish and collect rates and other revenue in an amount to yield margins for interest,
as defined in an indenture, in each fiscal year sufficient to equal at least 1.00; or (iii) both. CFC may make long-term loans
to power supply systems, on a case-by-case basis, that may include other requirements, such as maintenance of a minimum
equity level.

Line of Credit Loans

Line of credit loans are designed primarily to assist borrowers with liquidity and cash management and are generally
advanced at variable interest rates. Line of credit loans are typically revolving facilities. Certain line of credit loans require
the borrower to pay off the principal balance for at least five consecutive business days at least once during each 12-month
period. Line of credit loans are generally unsecured and may be conditional or unconditional facilities.

Line of credit loans can be made on an emergency basis when financing is needed quickly to address weather-related or
other unexpected events and can also be made available as interim financing when a member either receives RUS approval
to obtain a loan and is awaiting its initial advance of funds or submits a loan application that is pending approval from RUS
(sometimes referred to as “bridge loans™). In these cases, when the borrower receives the RUS loan advance, the funds must
be used to repay the bridge loans.

Syndicated Line of Credit Loans

A syndicated line of credit loan is typically a large financing offered by a group of lenders that work together to provide
funds for a single borrower. Syndicated loans are generally unsecured, floating-rate loans that can be provided on a



revolving or term basis for tenors that range from several months to five years. Syndicated financings are arranged for
borrowers on a case-by-case basis. CFC may act as lead lender, arranger and/or administrative agent for the syndicated
facilities. CFC will syndicate these line of credit facilities on a best effort basis.

NCSC Loan Programs

NCSC makes loans to electric cooperatives and their subsidiaries that provide non-electric services in the energy and
telecommunication industries as well as to entities that provide substantial benefit to CFC members, including eligible solar
energy providers and investor-owned utilities. Loans to NCSC associates may require a guarantee of repayment to NCSC
from the CFC member cooperative with which it is affiliated.

Long-Term Loans
NCSC’s long-term loans generally have the following characteristics:

+ terms from 7 to up to 30 years on a senior secured basis and terms of up to five years on an unsecured basis;

 amortizing, balloon, bullet maturity or serial payment structures;

« the property, plant and equipment financed by and securing the long-term loan has a useful life equal to or in excess of the
loan maturity;

« flexibility for the borrower to select a fixed interest rate for periods of one to 30 years or a variable interest rate; and

« the ability for the borrower to select various tranches with either a fixed or variable interest rate for each tranche.

NCSC allows borrowers to select a fixed interest rate or a variable interest rate at the time of each advance on long-term
loan facilities. When selecting a fixed rate, the borrower has the option to choose a fixed rate for a term of one year through
the final maturity of the loan. When the selected fixed interest rate term expires, the borrower may select another fixed rate
for a term of one year through the remaining loan maturity or the current variable rate. The fixed rate on a loan generally is
determined on the day the loan is advanced or repriced based on the term selected.

Line of Credit Loans

NCSC also provides revolving line of credit loans to assist borrowers with liquidity and cash management on terms similar
to those provided by CFC as described herein.

RTFC Loan Programs

RTFC primarily makes long-term loans to rural local exchange carriers or holding companies of rural local exchange
carriers for debt refinancing, construction or upgrades of infrastructure, acquisitions and other corporate purposes. Most of
these rural telecommunications companies have diversified their operations and also provide broadband services.

Long-Term Loans
RTFC’s long-term loans generally have the following characteristics:

+ terms not exceeding 10 years on a senior secured basis and terms of up to five years on an unsecured basis;

 amortizing or bullet maturity payment structures;

* the property, plant and equipment financed by and securing the long-term loan has a useful life generally equal to or in
excess of the loan maturity;

« flexibility for the borrower to select a fixed interest rate for periods from one year to the final loan maturity or a variable
interest rate; and

+ the ability for the borrower to select various tranches with either a fixed or variable interest rate for each tranche.

When a selected fixed interest rate term expires, generally the borrower may select another fixed-rate term or the current
variable rate. The fixed rate on a loan is generally determined on the day the loan is advanced or converted to a fixed rate
based on the term selected.



To borrow from RTFC, a rural telecommunication system generally must be able to demonstrate the ability to achieve and
maintain an annual debt service coverage ratio of 1.25. RTFC may make long-term loans to rural telecommunication
systems, on a case-by-case basis, that do not meet this general criterion.

Line of Credit Loans

RTFC also provides revolving line of credit loans to assist borrowers with liquidity and cash management on terms similar
to those provided by CFC as described herein.

Loan Features and Options
Interest Rates

As a member-owned cooperative finance organization, CFC is a cost-based lender. As such, our interest rates are set based
on a yield that we believe will generate a reasonable level of earnings to cover our cost of funding, general and
administrative expenses and provision for credit losses. Long-term fixed rates are set daily for new loan advances and loans
that reprice. The fixed rate on each loan is generally determined on the day the loan is advanced or repriced based on the
term selected. The variable rate is established monthly. Various standardized discounts may reduce the stated interest rates
for borrowers meeting certain criteria related to performance, volume, collateral and equity requirements.

Conversion Option

Generally, a borrower may convert a long-term loan from a variable interest rate to a fixed interest rate at any time without a
fee and convert a long-term loan from a fixed rate to another fixed rate or to a variable rate at any time generally subject to a
make-whole premium fee.

Prepayment Option

Generally, borrowers may prepay long-term fixed-rate loans at any time, subject to payment of an administrative fee and a
make-whole premium, and prepay long-term variable-rate loans at any time, subject to payment of an administrative fee.
Line of credit loans may be prepaid at any time without a fee.

Loan Security

Long-term loans made by CFC typically are senior secured on parity with other secured lenders (primarily RUS), if any, by
all assets and revenue of the borrower, subject to standard liens typical in utility mortgages such as those related to taxes,
worker’s compensation awards, mechanics’ and similar liens, rights-of-way and governmental rights. We are able to obtain
liens on parity with liens for the benefit of RUS because RUS’ form of mortgage expressly provides for other lenders such
as CFC to have a parity lien position if the borrower satisfies certain conditions or obtains a written lien accommodation
from RUS. When we make loans to borrowers that have existing loans from RUS, we generally require those borrowers to
either obtain such a lien accommodation or satisfy the conditions necessary for our loan to be secured on parity under the
mortgage with the loan from RUS. As noted above, CFC line of credit loans generally are unsecured.

We provide additional information on our loan programs in the sections “Item 7. MD&A—Consolidated Balance Sheet
Analysis,” and “Item 7. MD&A—Credit Risk.”

Guarantee Programs

When we guarantee our members’ debt obligations, we use the same credit policies and monitoring procedures for
guarantees as for loans. If a member system defaults in its obligation to pay debt service, then we are obligated to pay any
required amounts under 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
system. The member system is required to repay any amount advanced by us with interest pursuant to the documents
evidencing the member system’s reimbursement obligation.



Guarantees of Long-Term Tax-Exempt Bonds

We guarantee debt issued for our members’ construction or acquisition of pollution control, solid waste disposal, industrial
development and electric distribution facilities. Governmental authorities issue such debt on a nonrecourse basis and the
interest thereon is exempt from federal taxation. The proceeds of the offering are made available to the member system,
which in turn is obligated to pay the governmental authority amounts sufficient to service the debt.

If a system defaults for failure to make the debt payments and any available debt service reserve funds have been exhausted,
we are obligated to pay scheduled debt service under our guarantee. Such payment will prevent the occurrence of an event
of payment default that would otherwise permit acceleration of the bond issue. The system is required to repay any amount
that we advance pursuant to our guarantee plus interest on that advance. This repayment obligation, together with the
interest thereon, is typically senior secured on parity with other lenders (including, in most cases, RUS), by a lien on
substantially all of the system’s assets. If the security instrument is a common mortgage with RUS, then in general, we may
not exercise remedies for up to two years following default. However, if the debt is accelerated under the common mortgage
because of a determination that the related interest is not tax-exempt, the system’s obligation to reimburse us for any
guarantee payments will be treated as a long-term loan. The system is required to pay us initial and/or ongoing guarantee
fees in connection with these transactions.

Certain guaranteed long-term debt bears interest at variable rates that are adjusted at intervals of one to 270 days including
weekly, every five weeks or semi-annually to a level favorable to their resale or auction at par. If funding sources are
available, the member that issued the debt may choose a fixed interest rate on the debt. When the variable rate is reset,
holders of variable-rate debt have the right to tender the debt for purchase at par. In some transactions, we have committed
to purchase this debt as liquidity provider if it cannot otherwise be re-marketed. If we hold the securities, the member
cooperative pays us the interest earned on the bonds or interest calculated based on our short-term variable interest rate,
whichever is greater. The system is required to pay us stand-by liquidity fees in connection with these transactions.

Letters of Credit

In exchange for a fee, we issue irrevocable letters of credit to support members’ obligations to energy marketers, other third
parties and to the USDA Rural Business-Cooperative Service. Each letter of credit is supported by a reimbursement
agreement with the member on whose behalf the letter of credit was issued. In the event a beneficiary draws on a letter of
credit, the agreement generally requires the member to reimburse us within one year from the date of the draw, with interest
accruing from the draw date at our line of credit variable interest rate.

The U.S. Federal Communications Commission (“FCC”) has designated CFC as an acceptable source for letters of credit in
support of USDA and FCC programs that encourage deployment of high-speed broadband services throughout rural
America. The designation allows CFC to provide credit support for rural electric cooperatives and telecommunication
providers that participate in programs designed to increase deployment of broadband services to underserved rural areas.

Other Guarantees

We may provide other guarantees as requested by our members. Other guarantees are generally unsecured with guarantee
fees payable to us.

We provide additional information on our guarantee programs and outstanding guarantee amounts as of May 31, 2021 and
2020 in “Note 13—Guarantees.”



INVESTMENT POLICY

We invest funds in accordance with policies adopted by our board of directors. Pursuant to our current investment policy, an
Investment Management Committee was established to oversee and administer our investments with the objective of
seeking returns consistent with the preservation of principal and maintenance of adequate liquidity. The Investment
Management Committee may direct funds to be invested in direct obligations of, or obligations guaranteed by, the United
States (“U.S.”) or agencies thereof and investments in government-sponsored enterprises, certain financial institutions in the
form of overnight investment products and Eurodollar deposits, bankers’ acceptances, certificates of deposit, working
capital acceptances or other deposits. Other permitted investments include highly rated obligations, such as commercial
paper, certain obligations of foreign governments, municipal securities, asset-backed securities, mortgage-backed securities
and certain corporate bonds. In addition, we may invest in overnight or term repurchase agreements. Investments are
denominated in U.S. dollars exclusively. All of these investments are subject to requirements and limitations set forth in our
investment policy.

INDUSTRY

Overview

Our rural electric cooperative members operate in the energy sector, which is one of 16 critical infrastructure sectors
identified by the U.S. government because the services provided by each sector, all of which have an impact on other
sectors, are deemed as essential in supporting and maintaining the overall functioning of the U.S. economy. Rural electric
cooperatives are an integral part of the U.S. electric utility industry, a sub-sector of the energy sector, serving as power
providers for approximately 1 in 8 individuals in the U.S., totaling approximately 42 million people, including over 20
million businesses, homes, schools, churches, farms, irrigation systems and other establishments across the U.S. Based on
the latest annual data reported by the U.S. Energy Information Administration, a statistical and analytical agency within the
U.S. Department of Energy, the electric utility industry had revenue of approximately $402 billion in 2019, of which
approximately 12% was generated by electric cooperatives. For more than 75 years, electric cooperatives have powered
local economies across approximately 56% of the nation’s land mass.

CFC was established by electric utility cooperatives to serve as a supplemental financing source to RUS loan programs and
to mitigate uncertainty related to government funding. CFC aggregates the combined strength of its rural electric member
cooperatives to access the public capital markets and other funding sources. CFC works cooperatively with RUS; however,
CFC is not a federal agency or a government-sponsored enterprise. CFC meets the financial needs of its rural electric
members by:

+ providing financing to RUS-eligible rural electric utility systems for infrastructure, including for those facilities that are
not eligible for financing from RUS;

+ providing bridge loans required by borrowers in anticipation of receiving RUS funding;

+ providing financial products not otherwise available from RUS, including lines of credit, letters of credit, guarantees on
tax-exempt financing, weather-related emergency lines of credit, unsecured loans and investment products such as
commercial paper, select notes, medium-term notes and member capital securities; and

» meeting the financing needs of those rural electric systems that repay or prepay their RUS loans and replace the
government loans with private capital.

Electric Member Operating Environment

In general, electric cooperatives have not been significantly impacted by the effects of retail deregulation. There were 19
states that had adopted programs that allow consumers to choose their supplier of electricity as of May 31, 2021. Depending
on the state, the choices can range from being limited to commercial and industrial consumers to “retail choice” for all
consumers. In most states, cooperatives have been exempted from or have been allowed to opt out of the regulations
allowing for competition. In states offering retail competition, it is important to note that while consumers may be able to



choose their energy supplier, the electric utility still receives compensation for the necessary service of delivering electricity
to consumers through its utility transmission and distribution plant.

The electric utility industry is facing a potential decrease to kilowatt-hour sales due to technology advances that increase
energy efficiency of all appliances and devices used in the home and in businesses as well as from distributed generation in
the form of rooftop solar and home generators (“behind-the-meter generation”). Electric cooperatives are facing the same
issues, but in general to a lesser extent than investor-owned power systems. To date, we have not seen negative impacts in
the electric cooperative financial results due to behind-the-meter generation.

Electric cooperatives have options to mitigate the impact of such issues, such as rate structures to ensure that costs are
appropriately recovered for grid and other necessary ancillary services and the use of electricity for end-uses that would
otherwise be powered by fossil fuels where doing so reduces emissions and saves consumers money (“beneficial
electrification”). The push away from fossil fuel use may continue the trend toward beneficial electrification such as the
adoption of electric vehicles, which may increase kilowatt-hour sales to many utilities. Beneficial electrification may also
improve the utilities’ ability to balance load profiles by leveraging and balancing consumer and system assets such as
electric vehicles and battery storage.

Facilitation of Rural Broadband Expansion by Electric Cooperatives

Many electric cooperatives are making investments in fiber to support core electric plant communications. Some of these
electric cooperatives are leveraging these fiber assets to offer broadband services, either directly or through partnering with
local telecommunication companies and others. Over 30 electric cooperatives were awarded approximately $250 million in
federal funding through the Connect America Fund Phase II auction (“CAF II"’) process by the FCC that was held in 2018.
The awarded funds are being distributed over a 10-year period. More than 190 electric cooperatives, many of which are
already offering or building out projects, were awarded approximately $1.6 billion though the FCC’s Rural Development
Opportunity Fund (“RDOF?). Those funds also will be distributed over a 10-year period. As federal and state governments
increase funding opportunities for electric cooperatives in order to offer broadband services, we will continue to increase our
credit support, which may include loans and/or letters of credit, to borrowers who participate in CAF II, RDOF and other
programs designed to increase broadband services in rural areas. Loans outstanding to our members related to the
construction and operation of broadband services totaled approximately $854 million as of May 31, 2021.

Regulatory Oversight of Electric Cooperatives

There are 11 states in which some or all electric cooperatives are subject to state regulatory oversight of their rates and
tariffs by state utility commissions and do not have a right to opt out of regulation. Those states are Arizona, Arkansas,
Hawaii, Kentucky, Louisiana, Maine, Maryland, New Mexico, Vermont, Virginia and West Virginia. Regulatory
jurisdiction by state commissions generally includes rate and tariff regulation, the issuance of securities and the enforcement
of service territory as provided for by state law.

The Federal Energy Regulatory Commission (“FERC”) has regulatory authority over three aspects of electric power, as
provided for under Parts II and III of the Federal Power Act (“FPA”):

+ the transmission of electric energy in interstate commerce;
* the sale of electric energy at wholesale in interstate commerce; and
« the approval and enforcement of reliability standards affecting all users, owners and operators of the bulk power system.

In addition, FERC regulates the issuance of securities by public utilities under the FPA in the event the applicable state
commission does not.

Our electric distribution and power supply members are subject to regulation by various federal, regional, state and local
authorities with respect to the environmental effects of their operations. At the federal level, the U.S. Environmental
Protection Agency (“EPA”) from time to time proposes rulemakings that could force the electric utility industry to incur
capital costs to comply with potential new regulations and possibly retire coal-fired generating capacity. Since there are only
11 states in which some or all electric cooperatives are subject to state regulatory oversight of their rates and tariffs, in most
cases any associated costs of compliance can be passed on to cooperative consumers without additional regulatory approval.
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On June 19, 2019, the EPA issued the final Affordable Clean Energy (“ACE”) rule. Falling under Section 111(d) of the
Federal Clean Air Act, the ACE rule addresses existing sources of emissions and sets a framework under which states
should develop plans establishing standards of performance for their existing emissions sources and then submit those plans
to the EPA for approval. States will have three years from the date of the final rule to prepare and submit a plan that
establishes a standard of performance. A coalition of 23 states, several local governments and several environmental
organizations filed a lawsuit against the EPA challenging the ACE rule in the U.S. Court of Appeals for the D.C. Circuit. On
January 19, 2021, the court vacated the ACE rule and directed the EPA to consider the greenhouse gas standards. A petition
for certiorari has been filed with the U.S. Supreme Court.

LENDING COMPETITION

Overview

RUS is the largest lender to electric cooperatives, providing them with long-term secured loans. CFC provides financial
products and services to its members, primarily in the form of long-term secured and short-term unsecured loans, to
supplement RUS financing, to provide loans to members that have elected not to borrow from RUS, and to bridge long-term
financing provided by RUS. We also offer other financing options, such as credit support in the form of letters of credit and
guarantees, loan syndications and loan participations. Our credit products are tailored to meet the specific needs of each
borrower, and we often offer specific transaction structures that our competitors do not provide. CFC also offers certain risk-
mitigation products and interest rate discounts on secured, long-term loans for its members that meet performance, volume,
collateral and equity requirements.

Primary Lending Competitors

CFC’s primary competitor is CoBank, ACB a federally chartered instrumentality of the U.S. that is a member of the Farm
Credit System. CFC also competes with banks, other financial institutions and the capital markets to provide loans and other
financial products to our members. As a result, we are competing with the customer service, pricing and funding options our
members are able to obtain from these sources. We attempt to minimize the effect of competition by offering a variety of
loan options and value-added services and by leveraging the working relationships developed with the majority of our
members over the past 52 years. Further, on an annual basis, we allocate substantially all net earnings to members (i) in the
form of patronage capital, which reduces our members’ effective cost of borrowing, and (ii) through the members’ capital
reserve. The value-added services that we provide include, but are not limited to, benchmarking tools, financial models,
publications and various conferences, meetings and training workshops.

We are not able to specifically identify the amount of debt our members have outstanding to CoBank, ACB from either the
annual financial and statistical reports our members file with us or from CoBank, ACB’s public disclosure; however, we
believe CoBank, ACB is the additional lender, along with CFC and RUS, with significant long-term debt outstanding to
rural electric cooperatives.

Rural Electric Lending Market

Most of our rural electric borrowers are non-for-profit, private companies owned by the members they serve. As such, there
is limited publicly available information to accurately determine the overall size of the rural electric lending market. We
utilize the annual financial and statistical reports submitted to us by our members to estimate the overall size of the rural
electric lending market. The substantial majority of our members have a fiscal year-end that corresponds with the calendar
year-end. Therefore, the annual information we use to estimate the size of the rural electric market is typically based on the
calendar year-end rather than CFC’s fiscal year-end.

Based on financial data submitted to us by our electric utility members, we present the long-term debt outstanding to CFC
by member class, RUS and other lenders in the electric cooperative industry as of December 31, 2020 and 2019 in the table
below. The data presented as of December 31, 2020, were based on information reported by 811 distribution systems and 52
power supply systems. The data presented as of December 31, 2019, were based on information reported by 800 distribution
systems and 53 power supply systems.
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December 31,

2020 2019
Debt Debt

(Dollars in thousands) Outstanding % of Total Outstanding % of Total
Total long-term debt reported by members: "
Distribution $ 52,274,309 $ 49,976,016
Power supply 44,830,704 43,958,889
Less: Long-term debt funded by RUS (39,660,041) (39,214,146)
Members’ non-RUS long-term debt $ 57,444,972 $ 54,720,759
Funding sources of members’ long-term debt:
Long-term debt funded by CFC by member class:
Distribution $ 20,382,616 36 % $ 19,540,233 36 %
Power supply 4,723,956 8 4,398,516 8
Long-term debt funded by CFC 25,106,572 44 23,938,749 44
Long-term debt funded by other lenders 32,338,400 56 30,782,010 56
Members’ non-RUS long-term debt $ 57,444,972 100 % §$ 54,720,759 100 %

M Reported amounts are based on member-provided financial information, which may not have been subject to audit by an independent accounting firm.

While we believe our estimates of the overall size of the rural electric lending market serve as a useful tool in gauging the
size of this lending sector, they should be viewed as estimates rather than precise measures as there are certain limitations in
our estimation methodology, including, but not limited to, the following:

* Although certain underlying data included in the financial and statistical reports provided to us by members may have
been audited by an independent accounting firm, our accumulation of the data from these reports has not been subject to a
review for accuracy by an independent accounting firm.

+ The data presented is not necessarily inclusive of all members because in some cases our receipt of annual member
financial and statistical reports may be delayed and not received in a timely manner to incorporate into our market
estimates.

 The financial and statistical reports submitted by members include information on indebtedness to RUS, but the reports do
not include comprehensive data on indebtedness to other lenders and are not on a consolidated basis.

REGULATION

General

CFC, NCSC and RTFC are not subject to direct federal regulatory oversight or supervision with regard to lending. CFC,
NCSC and RTFC are subject to state and local jurisdiction commercial lending and tax laws that pertain to business
conducted in each state, including but not limited to lending laws, usury laws and laws governing mortgages. These state
and local laws regulate the manner in which we make loans and conduct other types of transactions. The statutes, regulations
and policies to which the companies are subject may change at any time. In addition, the interpretation and application by
regulators of the laws and regulations to which we are subject may change from time to time. Certain of our contractual
arrangements, such as those pertaining to funding obtained through the Guaranteed Underwriter Program, provide for the
Federal Financing Bank and RUS to periodically review and assess CFC’s compliance with program terms and conditions.

Derivatives Regulation
CFC engages in over-the-counter (“OTC”) derivative transactions to manage interest rate risk. As an end user of derivative
financial instruments, CFC is subject to regulations that apply to derivatives generally. The Dodd-Frank Act (“DFA”),

enacted July 2010, resulted in, among other things, comprehensive regulation of the OTC derivatives market. The DFA
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provides for an extensive framework for the regulation of OTC derivatives, including mandatory clearing, exchange trading
and transaction reporting of certain OTC derivatives. Subsequent to the enactment of the DFA, the U.S. Commodity Futures
Trading Commission (“CFTC”) issued a final rule, “Clearing Exemption for Certain Swaps Entered into by Cooperatives,”
which created an exemption from mandatory clearing for cooperatives. The CFTC’s final rule, “Margin Requirements for
Uncleared Swaps for Swap Dealers and Major Swap Participants,” includes an exemption from margin requirements for
uncleared swaps for cooperatives that are financial end users. CFC is an exempt cooperative end user of derivative financial
instruments and does not participate in the derivatives markets for speculative, trading or investing purposes and does not
make a market in derivatives.

HUMAN CAPITAL MANAGEMENT

CFC’s success in providing industry expertise and responsive service to meet the needs of our members across the U.S. is
dependent on the quality of service provided by our employees and their relationships with our members. We therefore
strive to align our human resource policies and staffing strategy with our member-focused mission and core values of
service, integrity and excellence. Our staffing objectives are (i) to attract, develop and retain a highly qualified workforce,
with diverse backgrounds and experience in multiple areas whose skills and strengths are consistent with CFC’s mission,
and (ii) to create an engaged, inclusive and collaborative work culture, which we believe are both critical in delivering
exceptional service to our members. Because much of our business operations involves significant member-facing
interaction with a relatively stable base of long-standing member borrowers, we place a priority on the retention of high-
performing employees who have extensive, in-depth experience serving the needs of our members. Over the last four fiscal
years, our voluntary turnover rate has remained at or below 10%, which is lower than the annual voluntary separation rates
reported by the U.S. Bureau of Labor Statistics for the financial activities industry sector for this period. We had 248 and
253 employees as of May 31, 2021 and 2020, respectively, all of which were located in the U.S. The slight decrease in the
number of employees during fiscal year 2021 was primarily due to natural attrition.

Because attracting, developing and retaining high-level talent is a key component of our human capital objectives, we seek
to provide competitive compensation and benefits packages. In establishing base salary amounts, we take into account
market and industry competitive data. We encourage regular, ongoing employee performance feedback and conduct annual
performance reviews of each employee, which are intended to evaluate individual performance, achievements and
contributions to the company, identify development opportunities and serve as a basis for awarding annual merit increases.
In addition to base salary amounts, we offer annual incentive bonus plan opportunities that are based on attainment of a
scorecard of targeted corporate goals established at the beginning of each fiscal year. Attainment of each of the annual
scorecard goals requires the collective engagement and effort of employees across the company, which we believe
incentivizes employees to work together across teams and fosters an overall collaborative working environment.

We place a high priority on the health and wellness of our employees. We therefore offer various programs intended to
promote the physical, mental and financial well-being of employees. Our benefits offerings include vacation and leave
programs; health, dental, vision, life and disability insurance coverage; and flexible spending and health savings plans, most
of which are funded in whole or in part by CFC. We make investments in the future financial security of our employees by
offering retirement plans that consist of a 401(k) plan with a company match component and an employer-funded defined
benefit retirement plan in which CFC makes an annual contribution in an amount that approximates 17% of each employee’s
base salary, which we believe helps in our efforts to engage employees, retain high-performing employees and reduce
turnover. We also offer programs and resources intended to promote work-life balance, assist in navigating life events and
improve employee well-being, such as flexible work schedules, remote work options, an employee assistance program, legal
insurance and identity theft coverage services.

As part of our efforts to promote an engaged, inclusive and collaborative workplace culture, we encourage employees to
expand their capabilities and enhance their career potential through employer-funded onsite training, external training,
tuition assistance and professional events. In fiscal year 2021, CFC employees completed more than 3,632 training hours
through our internal corporate training classes and resources as well as through our support of employees’ enrollment in
external professional training opportunities. We seek to tailor our training programs to evolving events and employee
interests. Examples of training programs offered in the reporting period include Unconscious Bias & Allyship, Inclusive
Leadership, Leading Virtual Teams, Personal Finance and Adapting to Change. We also support employee development
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though a company-sponsored Toastmasters chapter, guest speakers from cooperative partners and staff trips to local electric
cooperatives to allow new employees to learn first-hand how their efforts contribute to our members’ success.

The onset of the COVID-19 pandemic in March 2020 introduced numerous, unprecedented challenges. Our priorities during
the COVID-19 pandemic, which continues to persist, have been to protect the health and safety of our employees while also
ensuring that we are able to meet the needs of our electric cooperative borrowers as they operate in a sector that provides an
essential service to residential and commercial customers. We responded promptly to these challenges, taking a number of
precautionary steps to safeguard our business operations and employees, including, but not limited to, implementing remote
work arrangements, limiting employee travel and in-person meetings, providing flexible work schedules to accommodate
school and childcare challenges and offering training to help our employees adapt to the changes in our work environment.

In July 2021, following the expiration on June 30, 2021 of the state of emergency declared in March 2020 by Virginia’s
governor in response to the pandemic and the lifting of all COVID-19 restrictions in Virginia, subject to certain exceptions,
we brought 100% of our staff back to CFC’s corporate headquarters building, which continues to adhere to the COVID-19
workplace safety and health standards established by Virginia and guidance provided by the CDC. While we have been able
to maintain business continuity throughout the pandemic and experienced no pandemic-related employee furloughs or
layoffs, we believe we can provide the highest quality of service and deliver more effectively on our member-focused
mission, which requires a significant number of member-facing staff working collaboratively with other staff, by resuming
full-time, in-office work.

AVAILABLE INFORMATION

Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and any amendments to
these reports, are available for free at www.nrucfc.coop as soon as reasonably practicable after they are electronically filed
with or furnished to the U.S. Securities and Exchange Commission (“SEC”). These reports also are available for free on the
SEC’s website at www.sec.gov. Information posted on our website is not incorporated by reference into this Form 10-K.

Item 1A. Risk Factors

Our financial condition, results of operations and liquidity are subject to various risks and uncertainties, some of which are
inherent in the financial services industry and others of which are more specific to our own business. The discussion below
addresses the most significant risks, of which we are currently aware, that could have a material adverse impact on our
business, financial condition, results of operations or liquidity. However, other risks and uncertainties, including those not
currently known to us, could also negatively impact our business, financial condition, results of operations and liquidity.
Therefore, the following should not be considered a complete discussion of all the risks and uncertainties we may face. For
information on how we manage our key risks, see “Item 7. MD&A—Risk Management.” You should consider the following
risks together with all of the other information in this report.

RISK FACTORS

Credit Risks

We are subject to credit risk that a borrower or other counterparty may not be able to meet its contractual obligations in
accordance with agreed-upon terms, which could have a material adverse effect on our financial condition, results of
operations and liquidity. Because we lend primarily to U.S. rural electric utility systems, we also are inherently subject to
single-industry and single-obligor concentration risks.

As a lender, our primary credit risk arises from the extension of credit to borrowers. Our loan portfolio, which represents the
largest component of assets on our balance sheet, accounts for the substantial majority of our credit risk exposure. Loans
outstanding to electric utility organizations represented approximately 99% of our total loans outstanding as of May 31,
2021. We had 892 borrowers with loans outstanding as of May 31, 2021, and our 20 largest borrowers accounted for 22% of
total loans outstanding as of May 31, 2021. The largest total exposure to a single borrower or controlled group represented
less than 2% of total loans outstanding as of May 31, 2021. Texas historically has had the largest number of borrowers with

14



loans outstanding and the largest loan concentration in any one state. Loans outstanding to Texas borrowers represented
17% of total loans outstanding as of May 31, 2021.

We face the risk that the principal of, or interest on, a loan will not be paid timely or at all or that the value of any
underlying collateral securing a loan will be insufficient to cover our outstanding exposure. A deterioration in the financial
condition of a borrower or underlying collateral could impair the ability of a borrower to repay a loan or our ability to
recover unpaid amounts from the underlying collateral. We maintain an internal risk rating system in which we assign a
rating to each borrower and credit facility that are intended to reflect the ability of a borrower to repay its obligations and
assess the probability of default. Unforeseen events and developments that affect specific borrowers or that occur in a region
where we have a high concentration of credit risk, such as the February 2021 polar vortex, may result in significant risk
rating downgrades. Such an event may result in an increase in delinquent, nonperforming and criticized loans and net
charge-offs and an increase in our credit risk.

We establish an allowance for credit losses for estimated expected credit losses in our loan portfolio. Because the process for
determining our allowance for credit losses requires significant, complex judgments about the ability of borrowers to repay
their loans, we identified the estimation of our allowance for credit losses as a critical accounting policy. Our borrower risk
ratings are a key input in establishing our allowance for credit losses. Therefore, the deterioration in the financial condition
of a borrower may result in a significant increase in our allowance for credit losses and provision for credit losses and may
have a material adverse impact on our results of operations, financial condition and liquidity. In addition, we might
underestimate expected credit losses and have credit losses in excess of the established allowance for credit losses if we fail
to timely identify a deterioration in a borrower’s financial condition or due to other factors, such as if the methodology and
process we use in assigning risk ratings and making judgments in extending credit to our borrowers does not accurately
capture the level of our credit risk exposure or our historical loss experience proves to be not indicative of our expected
future losses.

Adverse changes, developments or uncertainties in the rural electric utility industry could adversely impact the operations
or financial performance of our member electric cooperatives, which, in turn, could have an adverse impact on our
financial results.

Our focus as a member-owned finance cooperative is on lending to our rural member electric utility cooperatives, which is
the primary source of our revenue. As a result of lending primarily to our members, we have a loan portfolio with single-
industry concentration. Loans to rural electric utility cooperatives accounted for approximately 99% of our total loans
outstanding as of May 31, 2021. While we historically have experienced limited defaults and very low credit losses in our
electric utility loan portfolio, factors that may have a negative impact on the operations of our member rural electric
cooperatives include but are not limited to, the price and availability of distributed energy resources, regulatory or
compliance factors related to managing greenhouse gas emissions (including the potential for stranded assets) and extreme
weather conditions related to climate change. The factors listed above, individually or in combination, could result in
declining sales or increased power supply and operating costs and could potentially cause a deterioration in the financial
performance of our members and the value of the collateral securing their loans. This could impair their ability to repay us in
accordance with the terms of their loans. In such case, it may be necessary to increase our allowance for credit losses, which
would result in an increase in the provision for credit losses and a decrease in our net income.

Advances in technology may change the way electricity is generated and transmitted, which could adversely affect the
business operations of our members and negatively impact the credit quality of our loan portfolio and financial results.

Advances in technology could reduce demand for power supply systems and distribution services. The development of
alternative technologies that produce electricity, including solar cells, wind power and microturbines, has expanded and
could ultimately provide affordable alternative sources of electricity and permit end users to adopt distributed generation
systems that would allow them to generate electricity for their own use. As these and other technologies, including energy
conservation measures, are created, developed and improved, the quantity and frequency of electricity usage by rural
customers could decline. Advances in technology and conservation that cause our electric system members’ power supply,
transmission and/or distribution facilities to become obsolete prior to the maturity of loans secured by these assets could
have an adverse impact on the ability of our members to repay such loans, which could result in an increase in
nonperforming or restructured loans. These conditions could negatively impact the credit quality of our loan portfolio and
financial results.
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We may obtain entities or other assets through foreclosure, which would subject us to the same performance and
financial risks as any other owner or operator of similar businesses or assets.

As a financial institution, from time to time we may obtain entities and assets of borrowers in default through foreclosure
proceedings. If we become the owner and operator of entities or assets obtained through foreclosure, we are subject to the
same performance and financial risks as any other owner or operator of similar assets or entities. In particular, the value of
the foreclosed assets or entities may deteriorate and have a negative impact on our results of operations. We assess
foreclosed assets, if any, for impairment periodically as required under generally accepted accounting principles in the U.S.
(“U.S. GAAP.”) Impairment charges, if required, represent a reduction to earnings in the period of the charge. There may be
substantial judgment used in the determination of whether such assets are impaired and in the calculation of the amount of
the impairment. In addition, when foreclosed assets are sold to a third party, the sale price we receive may be below the
amount previously recorded in our financial statements, which will result in a loss being recorded in the period of the sale.

The nonperformance of our derivative counterparties could impair our financial results.

We use interest rate swaps to manage our interest rate risk. There is a risk that the counterparties to these agreements will
not perform as agreed, which could adversely affect our results of operations. The nonperformance of a counterparty on an
agreement would result in the derivative no longer being an effective risk-management tool, which could negatively affect
our overall interest rate risk position. In addition, if a counterparty fails to perform on our derivative obligation, we could
incur a financial loss to replace the derivative with another counterparty and/or a loss through the failure of the counterparty
to pay us amounts owed. We were in a net payable position for all of our interest rate swaps, after taking into consideration
master netting agreements, of $464 million as of May 31, 2021.

A decline in our credit rating could trigger payments under our derivative agreements, which could impair our financial
results.

We have certain interest rate swaps that contain credit risk-related contingent features referred to as rating triggers. Under
certain rating triggers, if the credit rating for either counterparty falls to the level specified in the agreement, the other
counterparty may, but is not obligated to, terminate the agreement. If either counterparty terminates the agreement, a net
payment may be due from one counterparty to the other based on the prevailing fair value, excluding credit risk, of the
underlying derivative instrument. These rating triggers are based on our senior unsecured credit ratings by Moody’s
Investors Service (“Moody’s”) and S&P Global Inc. (“S&P”). Based on our interest rate swap agreements subject to rating
triggers, if all agreements for which we owe amounts were terminated as of May 31, 2021 and our senior unsecured ratings
fell below Baa2 by Moody’s or below BBB by S&P, we would have been required to make a payment of up to $328 million
as of that date. In addition, if our senior unsecured ratings fell below Baa3 by Moody’s, below BBB- by S&P or below
BBB- by Fitch Ratings Inc. (“Fitch”), we would have been required to make a payment of up to $22 million as of that date.
In calculating the required payments, we only consider agreements that, when netted for each counterparty pursuant to a
master netting agreement, would require a payment upon termination. In the event that we are required to make a payment
as a result of a rating trigger, it could have a material adverse impact on our financial results.

Liquidity Risks

If we are unable to access the capital markets or other external sources for funding, our liquidity position may be
negatively affected and we may not have sufficient funds to meet all of our financial obligations as they become due.

We depend on access to the capital markets and other sources of financing, such as our investment portfolio, repurchase
agreements, bank revolving credit agreements, investments from our members, private debt issuances through Farmer Mac
and through the Guaranteed Underwriter Program, to fund new loan advances and refinance our long- and short-term debt
and, if necessary, to fulfill our obligations under our guarantee and repurchase agreements. Market disruptions, downgrades
to our long-term and/or short-term debt ratings, adverse changes in our business or performance, downturns in the electric
industry and other events over which we have no control may deny or limit our access to the capital markets and/or subject
us to higher costs for such funding. Our access to other sources of funding also could be limited by the same factors, by
adverse changes in the business or performance of our members, by the banks committed to our revolving credit agreements
or Farmer Mac, or by changes in federal law or the Guaranteed Underwriter Program. Our funding needs are determined
primarily by scheduled short- and long-term debt maturities and the amount of our loan advances to our borrowers relative
to the scheduled payment amortization of loans previously made by us. If we are unable to timely issue debt into the capital
markets or obtain funding from other sources, we may not have the funds to meet all of our obligations as they become due.
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A reduction in the credit ratings for our debt could adversely affect our liquidity and/or cost of debt.

Our credit ratings are important to maintaining our liquidity position. We currently contract with three nationally recognized
statistical rating organizations to receive ratings for our secured and unsecured debt and our commercial paper. In order to
access the commercial paper markets at current levels, we believe that we need to maintain our current ratings for
commercial paper of P-1 from Moody’s, A-2 from S&P and F1 from Fitch. Changes in rating agencies’ rating methodology,
actions by governmental entities or others, losses from individually evaluated loans and other factors could adversely affect
the credit ratings on our debt. A reduction in our credit ratings could adversely affect our liquidity and competitive position,
increase our borrowing costs or limit our access to the capital markets and the sources of financing available to us. A
significant increase in our cost of borrowings and interest expense could cause us to sustain losses or impair our liquidity by
requiring us to seek other sources of financing, which may be difficult to obtain.

Our ability to maintain compliance with the covenants related to our revolving credit agreements, collateral trust bond
and medium-term note indentures and debt agreements could affect our ability to retire patronage capital, result in the
acceleration of the repayment of certain debt obligations, adversely impact our credit ratings and hinder our ability to
obtain financing.

We must maintain compliance with all covenants and conditions related to our revolving credit agreements and debt
indentures. We are required to maintain a minimum average adjusted times interest earned ratio (“adjusted TIER”) for the
six most recent fiscal quarters of 1.025 and an adjusted leverage ratio of no more than 10-to-1. In addition, we must maintain
loans pledged as collateral for various debt issuances at or below 150% of the related secured debt outstanding as a
condition to borrowing under our revolving credit agreements. If we were unable to borrow under the revolving credit
agreements, our short-term debt ratings would likely decline, and our ability to issue commercial paper could become
significantly impaired. Our revolving credit agreements also require that we earn a minimum annual adjusted TIER of 1.05
in order to retire patronage capital to members. See “Item 7. MD&A—Non-GAAP Financial Measures” for additional
information on our adjusted measures and a reconciliation to the most comparable U.S. GAAP measures.

Pursuant to our collateral trust bond indentures, we are required to maintain eligible pledged collateral at least equal to 100%
of the principal amount of the bonds issued under the indenture. Pursuant to one of our collateral trust bond indentures and
our medium-term note indenture, we are required to limit senior indebtedness to 20 times the sum of our members’ equity,
subordinated deferrable debt and members’ subordinated certificates. If we were in default under our collateral trust bond or
medium-term note indentures, the existing holders of these securities have the right to accelerate the repayment of the full
amount of the outstanding debt of the security before the stated maturity of such debt. That acceleration of debt repayments
poses a significant liquidity risk, as we might not have enough cash or committed credit available to repay the debt. In
addition, if we are not in compliance with the collateral trust bond and medium-term note covenants, we would be unable to
issue new debt securities under such indentures. If we were unable to issue new collateral trust bonds and medium-term
notes, our ability to fund new loan advances and refinance maturing debt would be impaired.

We are required to pledge eligible distribution system or power supply system loans as collateral equal to at least 100% of
the outstanding balance of debt issued under a revolving note purchase agreement with Farmer Mac. We also are required to
pledge distribution or power supply loans as collateral equal to at least 100% of the outstanding balance of debt under the
Guaranteed Underwriter Program. Collateral coverage less than 100% for either of these debt programs constitutes an event
of default, which if not cured within 30 days, could result in creditors accelerating the repayment of the outstanding debt
principal before the stated maturity. An acceleration of the repayment of debt could pose a liquidity risk if we had
insufficient cash or committed credit available to repay the debt. In addition, we would be unable to issue new debt
securities under the applicable debt agreement, which could impair our ability to fund new loan advances and refinance
maturing debt.

Market Risks
Changes in the level and direction of interest rates or our ability to successfully manage interest rate risk could adversely

affect our financial results and condition.

Our primary strategies for managing interest rate risk include the use of derivatives in order to manage the difference
between interest-earning assets and interest-bearing liabilities. We face the risk that changes in interest rates could reduce
our net interest income and our earnings, especially if actual conditions turn out to be materially different than those we
assumed. Fluctuations in interest rates, including changes in the relationship between short-term rates and long-term rates
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may affect the pricing of loans to borrowers and our cost of funds, which could adversely affect the difference between the
interest that we earn on assets and the interest we pay on liabilities used to fund assets. Such changes may also result in
increased costs to hedge existing interest rate risk which may have an adverse impact on the net interest income, earnings
and cash flows. See “Item 7. MD&A—Market Risk” for additional information.

The uncertainty as to the nature of potential changes or other reforms in the London Interbank Offered Rate (“LIBOR”)
benchmark interest rate may adversely affect our financial condition and results of operations.

We have loans, derivative contracts, debt securities and other financial instruments with attributes that are either directly or
indirectly dependent on LIBOR. In 2017, the United Kingdom’s Financial Conduct Authority (“FCA”), which regulates
LIBOR, announced that the FCA intends to stop persuading or compelling banks to submit the rates required to calculate
LIBOR after December 31, 2021. In November 2020, the Board of Governors of the Federal Reserve System, the Office of
the Comptroller of the Currency and the Federal Deposit Insurance Corporation issued a joint statement encouraging
financial institutions to cease entering into new contracts that use U.S. dollar-denominated (“USD”’) LIBOR as a reference
rate as soon as practicable and in any event by December 31, 2021, in order to facilitate an orderly, safe and sound LIBOR
transition. The joint statement indicated that new contracts entered into before December 31, 2021 should either utilize a
reference rate other than LIBOR or have robust fallback language that includes a clearly defined alternative reference rate
after LIBOR’s discontinuation. In March 2021, the FCA and the Intercontinental Exchange (“ICE”) Benchmark
Administration, the administrator for LIBOR, concurrently confirmed the intention to stop requesting banks to submit the
rates required to calculate LIBOR after December 31, 2021 for one-week and two-month LIBOR and June 30, 2023 for all
remaining LIBOR tenors.

Regulators and various financial industry groups have sponsored or formed committees (e.g., the Federal Reserve-sponsored
Alternative Reference Rates Committee (“ARRC”) to, among other things, facilitate the identification of an alternative
benchmark index to replace LIBOR, and publish consultations on recommended practices for transitioning away from
LIBOR, including (i) the utilization of recommended fallback language for LIBOR-linked financial instruments, and (ii)
development of alternative pricing methodologies for recommended alternative benchmarks such as the Secured Overnight
Financing Rate (“SOFR”). SOFR is a measure of the cost of borrowing cash overnight, collateralized by U.S. Treasury
securities, and is based on directly observable U.S. Treasury-based repurchase transactions. While the ARRC has selected
SOFR as its recommended alternative to U.S. dollar LIBOR, other replacement rates have emerged as alternatives,
including, but not limited to the Bloomberg Short-Term Bank Yield Index (“BSBY”). At this time, there is no consensus as
to whether SOFR, BSBY or another rate will become acceptable alternatives to LIBOR. We are not able to predict how
SOFR, BSBY or an alternate rate will perform in comparison to LIBOR in response to changing market conditions, what the
effect of such rate’s implementation may be on the markets for floating-rate financial instruments or whether such rates will
be vulnerable to manipulation.

The replacement of LIBOR creates operational and market risks. We will continue to assess all of our contracts and financial
instruments that are directly or indirectly dependent on LIBOR to determine what impact the replacement of LIBOR will
have on us. Uncertainty as to the nature of such potential changes or other reforms may adversely affect our financial
condition and results of operations.

Operations and Business Risks

Breaches of our information technology systems, or those managed by third parties, may damage relationships with our
members or subject us to reputational, financial, legal or operational consequences.

Cyber-related attacks pose a risk to the security of our members’ strategic business information and the confidentiality and
integrity of our data, which include strategic and proprietary information. Security breaches may occur through the actions
of third parties, employee error, malfeasance, technology failures or other irregularities. Any such breach or unauthorized
access could result in a loss of this information, a loss of integrity of this information, a delay or inability to provide service
of affected products, damage to our reputation, including a loss of confidence in the security of our products and services,
and significant legal and financial exposure. Because the techniques used to obtain unauthorized access, disable or degrade
service or sabotage systems change frequently, we may be unable to anticipate these techniques or implement adequate
preventative measures. As a result, cyber-related attacks may remain undetected for an extended period and may be costly to
remediate.
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Our business depends on the reliable and secure operation of computer systems, network infrastructure and other
information technology managed by third parties including, but not limited to, our service providers for external storage and
processing of our information on cloud-based systems; our consulting and advisory firms and contractors that have access to
our confidential and proprietary data; and administrators for our employee payroll and benefits management. We have
limited control and visibility over third-party systems that we rely on for our business. The occurrence of a cyber-related
attack, breach, unauthorized access or other cybersecurity event could result in damage to our third parties’ operations. The
failure of third parties to provide services agreed upon through service-level agreements, whether as a result of the
occurrence of a cyber-related attack or other event, could result in the loss of access to our data, the loss of integrity of our
data, disruptions to our corporate functions, loss of business opportunities or reputational damage, or otherwise adversely
impact our financial results and cause significant costs and liabilities.

While CFC maintains insurance coverage that, subject to policy terms and conditions, covers certain aspects of cyber risks,
including business interruptions caused by cyber-related attacks on information technology systems managed by third
parties, such insurance coverage may be insufficient to cover all losses. Our failure to comply with applicable laws and
regulations regarding data security and privacy could result in fines, sanctions and litigation. Additionally, new regulation in
the areas of data security and privacy may increase our costs and our members’ costs.

Our elected directors also serve as officers or directors of certain of our individual member cooperatives, which may
result in a potential conflict of interest with respect to loans, guarantees and extensions of credit that we may make to or
on behalf of such member cooperatives.

In accordance with our charter documents and the purpose for which we were formed, we lend only to our members and
associates. CFC’s directors are elected or appointed from our membership, with 10 director positions filled by directors of
members, 10 director positions filled by general managers or chief executive officers of members, two positions appointed
by NRECA and one at-large position that must, among other things, be a director, financial officer, general manager or chief
executive of one of our members. CFC currently has loans outstanding to members that are affiliated with CFC directors and
may periodically extend new loans to such members. The relationship of CFC’s directors to our members may give rise to
conflicts of interests from time to time. See “Item 13. Certain Relationships and Related Transactions, and Director
Independence—Review and Approval of Transactions with Related Persons” for a description of our policies with regard to
approval of loans to members affiliated with CFC directors.

Natural or man-made disasters, including widespread health emergencies such as the COVID-19 pandemic, or other
similar external events beyond our control, could disrupt our business and adversely affect our results of operations and
financial condition.

Our operations may be subject to disruption due to the occurrence of natural disasters, acts of terrorism or war, public health
emergencies, such as the ongoing COVID-19 pandemic, or other unexpected or disastrous conditions, events or emergencies
beyond our control, some of which may be intensified by the effects of a government response to the event, or climate
change and changing weather patterns.

COVID-19 resulted in the declaration of the COVID-19 outbreak as a pandemic by the World Health Organization and has
caused significant economic and financial turmoil both in the U.S. and around the world. In early July 2021, pursuant to the
lifting of restrictions in the Commonwealth of Virginia where our headquarters are located, we implemented a policy that
required 100% of employees that work at headquarters to return to the office full-time subject to certain exceptions. While
most states have allowed all businesses to resume operations at normal capacity, there continues to be uncertainty regarding
the manner and timing in which all businesses will return to all of their business operations. If federal, state or local
authorities impose new or additional restrictions in response to COVID-19 variants, such actions could disrupt the business,
activities and operations of our members, as well our business and operations.

There is significant uncertainty about the duration and severity of the COVID-19 pandemic. The effect of the recent surge in
COVID-19 variants in the U.S. and certain measures that may be taken by federal, state and local governments, in the U.S.
to contain the spread, could adversely impact our business, results of operations and financial condition. The extent to which
the COVID-19 pandemic impacts us will depend on future developments that are highly uncertain and cannot be predicted
including, but not limited to, the duration and spread of the pandemic, its severity, actions taken to contain COVID-19 and
mitigate its effects, and how quickly and to what extent normal economic and operating conditions resume.
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Although we have implemented a business continuity management program that we enhance on an ongoing basis, there can
be no assurance that the program will adequately mitigate the risks of business disruptions. Further, events such as natural
disasters and public health emergencies may divert our attention away from normal operations and limit necessary
resources. We generally must resume operations promptly following any interruption. If we were to suffer a disruption or
interruption and were not able to resume normal operations within a period consistent with industry standards, our business,
financial condition or results of operations could be adversely affected in a material manner. In addition, depending on the
nature and duration of the disruption or interruption, we might become vulnerable to fraud, additional expense or other
losses, or to a loss of business.

Competition from other lenders could adversely impact our financial results.

We compete with other lenders for the portion of the rural utility loan demand for which RUS will not lend and for loans to
members that have elected not to borrow from RUS. The primary competition for the non-RUS loan volume is from
CoBank, ACB, a federally chartered instrumentality of the U.S. that is a member of the Farm Credit System. As a
government-sponsored enterprise, CoBank, ACB has the benefit of an implied government guarantee with respect to its
funding. Competition may limit our ability to raise rates to adequately cover increases in costs, which could have an adverse
impact on our results of operations, and increasing interest rates to cover costs could cause a reduction in new lending
business.

Regulatory and Compliance Risks

Loss of our tax-exempt status could adversely affect our earnings.

CFC has been recognized by the IRS as an organization for which income is exempt from federal taxation under Section
501(c)(4) of the Internal Revenue Code (other than any net income from an unrelated trade or business). In order to maintain
CFC’s tax-exempt status, it must continue to operate exclusively for the promotion of social welfare by operating on a
cooperative basis for the benefit of its members by providing them cost-based financial products and services consistent
with sound financial management, and no part of CFC’s net earnings may inure to the benefit of any private shareholder or
individual other than the allocation or return of net earnings or capital to its members in accordance with CFC’s bylaws and
incorporating statute in effect in 1996.

If CFC were to lose its status as a 501(c)(4) organization, it would become a taxable cooperative and would be required to
pay income tax based on its taxable income. If this event occurred, we would evaluate all options available to modify CFC’s
structure and/or operations to minimize any potential tax liability.

AS a tax-exempt cooperative and nonbank financial institution, our lending activities are not subject to the regulations
and oversight of U.S. financial regulators such as the Federal Reserve, the Federal Deposit Insurance Corporation or
the Office of Comptroller of Currency. Because we are not under the purview of such regulation, we could engage in
activities that could expose us to greater credit, market and liquidity risk, reduce our safety and soundness and adversely
affect our financial results.

Financial institutions subject to regulations, oversight and monitoring by U.S. financial regulators are required to maintain
specified levels of capital and may be restricted from engaging in certain lending-related and other activities that could
adversely affect the safety and soundness of the financial institution or are considered conflicts of interest. As a tax-exempt,
nonbank financial institution, we are not subject to the same oversight and supervision. There is no federal financial
regulator that monitors compliance with our risk policies and practices or that identifies and addresses potential deficiencies
that could adversely affect our financial results. Without regulatory oversight and monitoring, there is a greater potential for
us to engage in activities that could pose a risk to our safety and soundness relative to regulated financial institutions.

Changes in accounting standards or assumptions in applying accounting policies could materially impact our financial
statements.

Our accounting policies and methods are fundamental to how we record and report our financial condition and results of
operations. Some of these policies require the use of estimates and assumptions that may affect the reported carrying amount
of our assets or liabilities and our results of operations. We consider the accounting policies that require management to
make difficult, subjective and complex judgments about matters that are inherently uncertain as our most critical accounting
policies. The use of reasonably different estimates and assumptions could have a material impact on our financial statements
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or if the assumptions, estimates or judgments were incorrectly made, we could be required to correct and restate prior-period
financial statements. In addition, from time to time, the Financial Accounting Standards Board (“FASB”) and the SEC
change the accounting and reporting standards that govern the preparation of our financial statements. These changes can be
hard to predict and can materially impact how CFC records and reports its financial condition and results of operations. We
could be required to apply a new or revised standard retroactively or apply an existing standard differently, on a retroactive
basis, in each case potentially resulting in restating prior-period financial statements. For information on what we consider
to be our most critical accounting policies and estimates and recent accounting changes, see “Item 7. MD&A—=Critical
Accounting Policies and Estimates” and “Note 1—Summary of Significant Accounting Policies—New Accounting
Standards Adopted in Fiscal Year 2021 to our consolidated financial statements.

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

CFC owns an office building, with approximately 141,000 gross square footage, in Loudoun County, Virginia, that serves as
its headquarters.

Item 3. Legal Proceedings

From time to time, CFC is subject to certain legal proceedings and claims in the ordinary course of business, including
litigation with borrowers related to enforcement or collection actions. Management presently believes that the ultimate
outcome of these proceedings, individually and in the aggregate, will not materially harm our financial position, liquidity or
results of operations. CFC establishes reserves for specific legal matters when it determines that the likelihood of an

unfavorable outcome is probable and the loss is reasonably estimable. Accordingly, no reserve has been recorded with
respect to any legal proceedings at this time.

Item 4. Mine Safety Disclosures

Not applicable.
PART 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

Not applicable.

Item 6. Reserved
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”)

INTRODUCTION

Our financial statements include the consolidated accounts of CFC, NCSC, RTFC and any subsidiaries created and
controlled by CFC to hold foreclosed assets resulting from defaulted loans or bankruptcy. CFC and its consolidated entities
have not held any foreclosed assets since the fiscal year ended May 31, 2017 (“fiscal year 2017”). We provide information
on the business structure, mission, principal purpose and core business activities of each of these entities under “Item 1.
Business.” Unless stated otherwise, references to “we,” “our” or “us” relate to CFC and its consolidated entities.

We conduct our operations through three business segments, which are based on each of the legal entities included in our
consolidated financial statements: CFC, NCSC and RTFC. CFC’s business operations account for the substantial majority of
our loans and revenue. Loans to members totaled $28,427 million as of May 31, 2021, of which 96% was attributable to
CFC. We generated total revenue, which consists of net interest income and fee and other income, of $433 million for fiscal
year ended May 31, 2021 (“fiscal year 2021”), compared with $353 million for fiscal year ended May 31, 2020 (“fiscal year
20207). Our adjusted total revenue was $318 million for fiscal year 2021, compared with $297 million for fiscal year 2020.
We provide information on the financial performance of our business segments in “Note 16—Business Segments.”

Management monitors a variety of key indicators and metrics to evaluate our business performance. In addition to financial
measures determined in accordance with U.S. GAAP, management also evaluates performance based on certain non-GAAP
measures, which we refer to as “adjusted” measures. We identify our non-GAAP adjusted measures and describe our use of
these measures below under “Summary of Selected Financial Data.”

The following MD&A is intended to enhance the understanding of our consolidated financial statements by providing
material information that we believe is relevant in evaluating our results of operations, financial condition and liquidity and
the potential impact of material known events or uncertainties that, based on management’s assessment, are reasonably
likely to cause the financial information included in this Report not to be necessarily indicative of our future financial
performance. Our MD&A is provided as a supplement to, and should be read in conjunction with, our audited consolidated
financial statements and related notes for the fiscal year ended May 31, 2021 included in this Report and additional
information contained elsewhere in this Report, including the risk factors discussed under “Item 1A. Risk Factors.”

SUMMARY OF SELECTED FINANCIAL DATA

Table 1 provides a summary of consolidated selected reported financial data and non-GAAP adjusted measures for each
fiscal year in the five-year period ended May 31, 2021. Our key non-GAAP financial measures are adjusted net income,
adjusted net interest income, adjusted interest expense, adjusted net interest yield, adjusted TIER and adjusted debt-to-equity
ratio. The most comparable U.S. GAAP measures are net income, net interest income, interest expense, net interest yield,
TIER and debt-to-equity ratio, respectively. The primary adjustments we make to calculate these non-GAAP measures
consist of (i) adjusting interest expense and net interest income to include the impact of net periodic derivative cash
settlements expense; (ii) adjusting net income, total liabilities and total equity to exclude the non-cash impact of the
accounting for derivative financial instruments; (iii) adjusting total liabilities to exclude the amount that funds CFC member
loans guaranteed by RUS, subordinated deferrable debt and members’ subordinated certificates; and (iv) adjusting total
equity to include subordinated deferrable debt and members’ subordinated certificates and exclude cumulative derivative
forward value gains and losses and accumulated other comprehensive income (“AOCT”).

We believe our non-GAAP adjusted measures, which are not a substitute for U.S. 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 for purposes of (i) establishing short- and long-term
performance goals; (ii) budgeting and forecasting; (iii) comparing period-to-period operating results, analyzing changes in
results and identifying potential trends; and (iv) making compensation decisions. In addition, certain of the financial
covenants in our committed bank revolving line of credit agreements and debt indentures are based on non-GAAP adjusted
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measures. We provide a reconciliation of our non-GAAP adjusted measures to the most comparable U.S. GAAP measures in
the section “Non-GAAP Financial Measures.”

Table 1: Summary of Selected Financial Data®"

Change
Year Ended May 31, 2021 vs. 2020 vs.

(Dollars in thousands) 2021 2020 2019 2018 2017 2020 2019
Statements of operations
Interest income $1,116,601 $1,151,286 $1,135670 $1,077,357 $1,036,634 (3 % 1 %
Interest expense (702,063)  (821,089)  (836,209)  (792,735)  (741,738) (14) )
Net interest income 414,538 330,197 299,461 284,622 294,896 26 10
Fee and other income 18,929 22,961 15,355 17,578 19,713 (18) 50
Total revenue 433,467 353,158 314,816 302,200 314,609 23 12
Benefit (provision) for credit
losses (28,507) (35,590) 1,266 18,575 (5,978)  (20) o
Derivative gains (losses):
Derivative cash settlements

interest expense® (115,645) (55,873) (43,611) (74,281) (84,478) 107 28
Derivative forward value gains

(losses)® 621,946 (734,278)  (319,730) 306,002 179,381 o 130
Derivative gains (losses) 506,301 (790,151)  (363,341) 231,721 94,903  *x 117
Other non-interest income

(expense) 1,495 9,431 (1,799) — (1,749)  (84) ok
Non-interest expense'” (97,780)  (127,438)  (101,941) (92,827) (87,982) (23) 25
Income (loss) before income

taxes 814,976 (590,590)  (150,999) 459,669 313,803 ** 291
Income tax benefit (provision) (998) 1,160 (211) (2,305) (1,704) % *k
Net income (loss) $ 813,978 $ (589.430) § (151,210) $ 457,364 $ 312,099  ** 290
Adjusted operational financial
measures
Interest income $1,116,601 $1,151,286 $1,135,670 $1,077,357 $1,036,634  (3) 1
Interest expense (702,063)  (821,089)  (836,209)  (792,735)  (741,738) (14) ®)
Include: Derivative cash

settlements interest expense® (115,645) (55,873) (43,611) (74,281) (84,478) 107 28
Adjusted interest expense® (817,708)  (876,962)  (879,820)  (867,016)  (826,216)  (7) —
Adjusted net interest income™ .. § 298,893 $ 274324 § 255850 $ 210341 § 210,418 9 7
Net income (loss) $813,978 $ (589,430) $ (151,210) $457,364  $312,099  ** 290
Exclude: Derivative forward

value gains (losses)™ 621,946 (734,278)  (319,730) 306,002 179,381 i 130
Adjusted net income® $ 192,032 $ 144848 $ 168,520 $ 151362 § 132,718 33 (14)
Selected ratios
Times interest earned ratio

(TIER)® 2.16 0.28 0.82 1.58 1.42 188  bps  (54) bps

Adjusted TIER® 1.23 1.17 1.19 1.17 1.16 6 )
Net interest yield” 1.47 % 1.21 % 1.14 % 1.12 % 120% 26
Adjusted net interest yield®® 1.06 1.00 0.97 0.83 0.86 6
Net charge-off rate® 0.00 0.00 0.00 0.00 0.01 — —
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Change

Year Ended May 31, 2021 2020

(Dollars in thousands) 2021 2020 2019 2018 2017 vs. 2020 vs. 2019
Balance sheets
Assets:
Cash, cash equivalents and

restricted cash $ 303361 $ 680,019 $ 186204 $ 238824 § 188421 (55) % 265 %
Investment securities 611,277 370,135 652,977 609,851 92,554 65 (43)
Loans to members'” 28,426,961 26,702,380 25,916,904 25,178,608 24,367,044 6 3
Allowance for credit losses"" (85,532) (53,125) (17,535) (18,801) (37,376) 61 203
Loans to members, net 28,341,429 26,649,255 25,899,369 25,159,807 24,329,668 6 3
Total assets 29,638,363 28,157,605 27,124,372 26,690,204 25,205,692 5 4
Liabilities and equity:
Short-term borrowings 4,582,096 3,961,985 3,607,726 3,795,910 3,342,900 16 10
Long-term debt 20,603,123 19,712,024 19,210,793 18,714,960 17,955,594 5 3
Subordinated deferrable debt 986,315 986,119 986,020 742,410 742,274 — —
Members’ subordinated

certificates 1,254,660 1,339,618 1,357,129 1,379,982 1,419,025 6) Q)
Total debt outstanding 27,426,194 25,999,746 25,161,668 24,633,262 23,459,793 5 3
Total liabilities 28,238,484 27,508,783 25,820,490 25,184,351 24,106,887 3 7
Total equity 1,399,879 648,822 1,303,882 1,505,853 1,098,805 116 (50)
Adjusted balance sheet
measures
Adjusted total liabilities® $25,273,384 $23,777,823 $22,931,626 $22,625,162 $21,392,856 6 4
Adjusted total equity® 4,106,172 4,061,411 3,999,164 3661239 3,597,378 1
Members’ equity® 1,836,135 1,707,770 1,625,847 1,496,620 1,389,303 8 5
Selected ratios period end
Allowance coverage ratio ('? 0.30 % 0.20 % 0.07 % 0.07 % 015% 10  bps 13 bps
Nonperforming loans ratio" 0.84 0.63 — — — 21 63
Debt-to-equity ratio' 20.17 42.40 19.80 16.72 21.94 52 % 114 %
Adjusted debt-to-equity ratio™ 6.15 5.85 5.73 6.18 5.95 5 2

**Calculation of percentage change is not meaningful.
(Deertain reclassifications have been made to prior periods to conform to the current-period presentation.
@Consists of net periodic contractual interest amounts on our interest rate swaps, which we refer to as derivatives cash settlements interest (expense)
income.
G)Consists of derivative forward value gains (losses), which represent changes in fair value during the period, excluding net periodic contractual interest
amounts, related to derivatives not designated for hedge accounting and amounts reclassified into income related to the cumulative transition adjustment

amount recorded in accumulated other comprehensive income as of June 1, 2001, the adoption date of the derivative accounting guidance requiring
derivatives to be reported at fair value on the balance sheet.

@consists of salaries and employee benefits and the other general and administrative expenses components of non-interest expense, each of which are
presented separately on our consolidated statements of operations.
©)See “Non-GAAP Financial Measures” for a description of our non-GAAP adjusted measures and additional detail on the reconciliation of these
measures to the most comparable U.S. GAAP measures.
©calculated based on net income (loss) plus interest expense for the period divided by interest expense for the period.
calculated based on net interest income for the period divided by average interest-earning assets for the period.
®Calculated based on adjusted net interest income for the period divided by average interest-earning assets for the period.
O calculated based on net charge-offs (recoveries) for the period divided by average total loans outstanding for the period.
UD¢Consists of the unpaid principal balance of member loans plus unamortized deferred loan origination costs of $12 million as of May 31, 2021, and
$11 million as of May 31, 2020, 2019, 2018, and 2017.
Don June 1, 2020, we adopted Accounting Standards Update (“ASU”) 2016-13, Financial Instruments—Credit Losses (Topic 326): Measurement of

Credit Losses on Financial Instruments, which replaces the incurred loss methodology previously used for estimating our allowance for credit losses
with an expected loss methodology referred to as the current expected credit loss (“CECL”) model. At adoption, we recorded an increase in our
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allowance for credit losses of $4 million and a corresponding decrease in retained earnings through a cumulative-effect adjustment. Our allowance for
credit losses prior to June 1, 2020 was determined based on the incurred loss methodology.

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. See “Note 13
—Guarantees” for additional information.

(13)Calculated based on the allowance for credit losses at period end divided by total loans outstanding at period end.
(14)Calculated based on total nonperforming loans at period end divided by total loans outstanding at period end.

(ls)Calculated based on total liabilities at period end divided by total equity at period end.

EXECUTIVE SUMMARY

As a member-owned, nonprofit finance cooperative, our primary objective is to provide our rural electric utility members
with access to affordable, flexible financing products while also maintaining a sound, stable financial position and adequate
liquidity to meet our financial obligations and maintain ongoing investment-grade credit ratings. Because maximizing profit
is not our primary objective, the interest rates on lending products offered to our member borrowers reflect our funding costs
plus a spread to cover operating expenses and estimated credit losses and generate sufficient earnings to cover interest owed
on our debt obligations and achieve certain financial target goals. Our financial goals focus on earning an annual minimum
adjusted TIER of 1.10 and maintaining an adjusted debt-to-equity ratio at approximately 6.00-to-1 or below. As discussed
above under “Summary of Selected Financial Data,” in addition to our reported U.S. GAAP results, management uses our
non-GAAP adjusted measures to establish short- and long-term performance goals.

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

Financial Performance
Reported Results

We reported net income of $814 million for fiscal year 2021 (“current fiscal year”), which resulted in a TIER of 2.16. In
comparison, we reported a net loss of $589 million and a TIER of 0.28 for fiscal year 2020 (“prior fiscal year”). The
significant variance between our current and prior fiscal year reported results was attributable to mark-to-market changes in
the fair value of our derivative instruments. Our debt-to-equity ratio decreased to 20.17 as of May 31, 2021, from 42.40 as
of May 31, 2020, primarily due to an increase in equity resulting from our reported net income of $814 million for fiscal
year 2021, which was partially offset by patronage capital retirement of $60 million authorized by the CFC Board of
Directors in July 2020 and paid to members in September 2020.

We experienced a variance of $1,403 million between our reported net income of $814 million for fiscal year 2021 and our
reported net loss of $589 million for the prior fiscal year. The variance reflected a favorable shift in the change in the fair
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value of our derivatives of $1,296 million between periods. We recorded derivative gains of $506 million in fiscal year 2021
due to an increase in the net fair value of our swap portfolio attributable to increases in medium- and longer-term swap
interest rates. In contrast, we recorded derivative losses of $790 million in fiscal year 2020 due to a decrease in the net fair
value of our swap portfolio resulting from declines in interest rates across the swap curve. In addition, net interest income
increased $84 million, or 26%, to $415 million in fiscal year 2021, attributable to the combined impact of an increase in our
reported net interest yield of 26 basis points, or 21%, to 1.47% and an increase in average interest-earning assets of $859
million, or 3%. The increase in the net interest yield was largely driven by a reduction in our average cost of borrowings of
53 basis points to 2.66%, which was partially offset by a decrease in the average yield on interest-earning assets of 25 basis
points to 3.95%.

The decreases in our average cost of borrowings and average yield on interest-earning assets were driven by lower interest
rates on our short-term borrowings and line of credit and variable-rate loans attributable to a steep decline in short-term
interest rates since the onset of the COVID-19 pandemic. In mid-March 2020, the Federal Open Market Committee
(“FOMC”) of the Federal Reserve lowered the federal funds rate to a near-zero target range of 0% to 0.25% as part of a
series of measures implemented to ease the economic impact of the COVID-19 pandemic. The benchmark federal funds rate
has remained at this near-zero target range since March 2020. During fiscal year 2021, the 3-month LIBOR decreased 21
basis points to 0.13% as of May 31, 2021. In contrast, medium- and longer-term interest rates began trending up in fiscal
year 2021, following significant declines during fiscal year 2020. The 10-year swap rate increased 92 basis points to 1.56%
as of May 31, 2021, while the 30-year swap rate increased 106 basis points to 2.00% as of May 31, 2021.

We recorded a provision for credit losses of $29 million in fiscal year 2021, a decrease of $7 million from the provision for
credit losses of $36 million recorded in fiscal year fiscal year 2020. The provision for the current fiscal year was primarily
attributable to a significant adverse financial impact on two CFC Texas-based electric power supply borrowers, Brazos
Electric Power Cooperative, Inc. (“Brazos”) and Rayburn Country Electric Cooperative, Inc. (“Rayburn”), due to their
exposure to elevated wholesale electric power costs during the mid-February 2021 polar vortex (the “February 2021 polar
vortex”). The provision for the prior fiscal year was primarily attributable to the establishment of an asset-specific allowance
of $34 million for a loan to a CFC power supply borrower totaling $168 million as of May 31, 2020, resulting from our
classification of this loan as nonperforming as of May 31, 2020. We provide additional information on these borrowers and
the loans outstanding as of May 31, 2021 below under “Credit Quality.” The variance between our current and prior fiscal
year results also reflects the absence of the non-cash impairment charge of $31 million recorded in fiscal year 2020 due to
management’s decision to abandon a software project to develop an internal-use loan origination and servicing platform.

Adjusted Non-GAAP Results

Our adjusted net income increased $47 million to $192 million in fiscal year 2021, resulting in an adjusted TIER of 1.23,
from $145 million in fiscal year 2020 and adjusted TIER of 1.17. Our adjusted debt-to-equity ratio increased above our
target threshold of 6.00-to-1 to 6.15 as of May 31, 2021, from 5.85 as of May 31, 2020. The increase was primarily
attributable to an increase in adjusted liabilities due to additional borrowings to fund the growth in our loan portfolio.

The increase in adjusted net income of $47 million was attributable to an increase in adjusted net interest income of $25
million and the absence of the non-cash impairment charge of $31 million recorded in fiscal year 2020 due to management’s
decision to abandon a software project to develop an internal-use loan origination and servicing platform, partially offset by
the decrease in the provision for credit losses of $7 million discussed above. The increase in adjusted net interest income of
$25 million, or 9%, to $299 million for fiscal year 2021 was driven by the combined impact of an increase in the adjusted
net interest yield of 6 basis points, or 6%, to 1.06% and an increase in average interest-earning assets of $859 million, or
3%. The increase in our adjusted net interest yield was attributable to a reduction in our adjusted average cost of borrowings
of 31 basis points to 3.09%, which was partially offset by a decrease in the average yield on interest-earning assets of 25
basis points to 3.95%. The reductions in our adjusted average cost of borrowings and average yield on interest-earning assets
were largely attributable to the decrease in short-term interest rates, which reduced the average cost of our short-term
borrowings and variable-rate debt and the average yield on line of credit and variable-rate loans.

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

Loans to members totaled $28,427 million as of May 31, 2021, an increase of $1,725 million, or 6%, from May 31, 2020.
The increase was driven by increases in long-term and line of credit loans of $1,046 million and $679 million, respectively.
Of the $679 million increase in line of credit loans, approximately 38% was attributable to borrowings under emergency line
of credit loans for weather-related events. We experienced increases in CFC distribution loans, CFC power supply loans,
RTFC loans and NCSC loans of $1,258 million, $423 million, $35 million and $9 million, respectively.

Long-term loan advances totaled $2,514 million during fiscal year 2021, of which approximately 86% was provided to
members for capital expenditures and 8% was provided for the refinancing of loans made by other lenders. In comparison,
long-term loan advances totaled $2,422 million during fiscal year 2020, of which approximately 80% was provided to
members for capital expenditures and 15% was provided for the refinancing of loans made by other lenders. CFC had long-
term fixed-rate loans totaling $397 million that were scheduled to reprice during fiscal year 2021. Of this amount, $384
million repriced to a new long-term fixed rate, $10 million repriced to a long-term variable rate and $3 million was repaid in
full. In comparison, CFC had long-term fixed-rate loans totaling $463 million that were scheduled to reprice during fiscal
year 2020, of which $441 million repriced to a new long-term fixed rate, $11 million repriced to a long-term variable rate
and $10 million was repaid in full.

Credit Quality

We historically have had limited defaults and losses on loans in our electric utility loan portfolio largely because of the
essential nature of the service provided by electric utility cooperatives as well as other factors, such as limited rate regulation
and competition, which we discuss further in the section “Credit Risk—Loan Portfolio Credit Risk.” Loans outstanding to
electric utility organizations of $27,995 million and $26,306 million as of May 31, 2021 and 2020, respectively, represented
approximately 99% of total loans outstanding as of each date. In addition, we generally lend to members on a senior secured
basis, which reduces the risk of loss in the event of a borrower default. Of our total loans outstanding, 93% and 94% were
secured as of May 31, 2021 and 2020, respectively.

Texas historically has accounted for the largest number of borrowers with loans outstanding in any one state and also the
largest concentration of loan exposure in any one state. Loans outstanding to Texas-based electric utility organizations
totaled $4,878 million and $4,222 million as of May 31, 2021 and 2020, respectively, and accounted for 17% and 16% of
total loans outstanding as of each respective date. Of the loans outstanding to Texas-based electric utility organizations,
$172 million and $181 million as of May 31, 2021 and 2020, respectively, were covered by the Federal Agricultural
Mortgage Corporation (“Farmer Mac”) standby repurchase agreement, which slightly reduces our Texas loan exposure.

In mid-February 2021, Texas and several neighboring states experienced a series of severe winter storms and record-low
temperatures as a result of the polar vortex. The freezing conditions affected power demand, supply and market prices in
Texas, triggering unprecedented increases in electrical power load demand in combination with significant reductions in
power supply across Texas, including a loss of almost half of the electric generation within the Electric Reliability Council
of Texas (“ERCOT”) service area. ERCOT raised wholesale electric power prices per megawatt-hour to the amount of
$9,000, to spur greater power generation by providing a financial incentive for power generators in the state to remain on-
line. According to ERCOT data, pre-storm wholesale power prices were less than $50 per megawatt-hour. ERCOT also
initiated controlled rolling power outages, which impacted millions of residential and commercial customers, to protect and
maintain the stability of the Texas electric grid.

The surge in wholesale electricity prices had a direct financial impact primarily on certain electric power supply utilities,
including a significant adverse financial impact on two CFC Texas-based electric power supply borrowers, Brazos and
Rayburn. These power supply borrowers had insufficient generation supply during the February 2021 polar vortex and were
forced, at the height of the surge in power prices, to purchase power at peak prices to meet the electric demand of their
member distribution system customers. On March 1, 2021, we were informed that Brazos filed for Chapter 11 bankruptcy
protection. In the third quarter of fiscal year 2021, we downgraded Brazos’ borrower risk rating from a rating within the pass
category to doubtful, classified its loans outstanding as nonperforming, placed the loans on nonaccrual status, and reversed
unpaid interest amounts previously accrued and recognized in interest income. We had loans outstanding to Brazos of

$85 million as of May 31, 2021, pursuant to a syndicated Bank of America revolving credit agreement, of which $64 million
was unsecured and $21 million was secured. The secured amount is based on the set-off provisions of the revolving credit
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agreement, which was approved by the bankruptcy court. In the third quarter of fiscal year 2021, we also made a material
downgrade in the borrower risk rating for Rayburn from a rating within the pass category to special mention. We further
downgraded Rayburn’s borrower risk rating to substandard in the fourth quarter of fiscal year 2021. Loans outstanding to
Rayburn consisted of secured loans of $167 million and unsecured loans of $212 million, which together totaled

$379 million as of May 31, 2021.

Under the terms of the syndicated Bank of America revolving credit agreement, in the event of bankruptcy by Brazos, each
lending participant is permitted to hold any deposited or investment funds from Brazos, up to the amount of the participant’s
exposure to Brazos pursuant to the agreement, for set-off against such exposure to Brazos. The total so held by all
participants is required to be shared among the participants in accordance with the pro rata share of each participant in the
agreement. As of the bankruptcy filing date, funds on deposit from or invested by Brazos with participating lenders of the
agreement, available for set-off against Brazos’ obligations, totaled $124 million. Based on our exposure of $85 million
under the $500 million syndicated Bank of America agreement, our pro rata share set-off right is 17%, or approximately

$21 million. The set-off rights have been agreed to and confirmed by Brazos and the bankruptcy court. In order to allow
Brazos to access such deposited or invested funds, the lenders have been granted adequate protection liens and super-priority
claims in an amount equal to the diminution of value of the amount available for set-off.

In mid-June 2021, the Texas governor signed into law a bill that offers a financing program intended to provide relief to
retail electric providers that incurred extraordinary costs due to exposure to elevated power costs during the February 2021
polar vortex. The bill allows qualifying electric cooperatives to securitize these costs and issue bonds directly or through a
special purpose vehicle legal entity, with a requirement that payments on the bonds be made over a period not to exceed 30
years. We provide information about the financing program offered pursuant to the provisions of this bill under “Credit Risk
—Allowance for Credit Losses.” While Brazos and Rayburn are eligible to utilize the provisions of this bill, we are
currently uncertain whether they will elect to do so.

Nonperforming loans increased $69 million to $237 million, or 0.84% of total loans outstanding as of May 31, 2021, from
$168 million, or 0.63% of total loans outstanding, as of May 31, 2020, primarily due to our classification of the loans
outstanding of $85 million to Brazos as nonperforming as a result of its bankruptcy filing. In addition to Brazos, we
classified loans outstanding to two affiliated RTFC telecommunications borrowers as nonperforming during fiscal year
2021. Loans outstanding to these RTFC borrowers totaled $9 million as of May 31, 2021. Although we experienced an
increase in nonperforming and criticized loans due to the polar vortex-related impact on Brazos and Rayburn, we believe the
overall credit quality of our loan portfolio remained strong as of May 31, 2021, as the adverse impact on the credit quality of
our loan portfolio from the February 2021 polar vortex is primarily limited to these two Texas-based electric power supply
borrowers. Prior to Brazos’ bankruptcy filing, we had not experienced any defaults or charge-offs in our electric utility and
telecommunications loan portfolios since fiscal years 2013 and 2017, respectively. Brazos is not permitted to make
scheduled loan payments without approval of the bankruptcy court. As a result, we have not received payments from
Brazos, and its loans outstanding of $85 million were delinquent as of May 31, 2021. In comparison, we had no delinquent
loans as of May 31, 2020.

Our allowance for credit losses and allowance coverage ratio increased to $86 million and 0.30%, respectively, as of

May 31, 2021, from $53 million and 0.20%, respectively, as of May 31, 2020. The increase was primarily due to an addition
to the allowance of $33 million in fiscal year 2021, attributable to the material risk rating downgrades of Brazos and
Rayburn.

On June 1, 2020, we adopted the CECL accounting standard, which replaces the incurred loss methodology for estimating
credit losses with an expected loss methodology. We used the modified retrospective approach in our adoption of CECL,
which resulted in an increase in our allowance for credit losses for our loan portfolio of $4 million and a corresponding
decrease to retained earnings of $4 million recorded through a cumulative-effect adjustment. The impact on the reserve for
credit losses for our off-balance sheet credit exposures related to unadvanced loan commitments and financial guarantees
was not material. While CECL had no impact on our earnings at adoption on June 1, 2020, subsequent estimates of lifetime
expected credit losses for newly recognized loans, unadvanced loan commitments and financial guarantees, as well as
changes during the period in our estimate of lifetime expected credit losses for existing financial instruments subject to
CECL, are now recognized in earnings. Our reported allowance for credit losses prior to June 1, 2020 was determined based
on the incurred loss methodology.
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We discuss our methodology for estimating the allowance for credit losses under the CECL model in “Note 1—Summary of
Significant Accounting Policies” of this Report. We also provide information on the allowance for credit losses below in the
MD&A sections “Critical Accounting Policies and Estimates” and “Credit Risk—Allowance for Credit Losses” and in
“Note 5—Allowance for Credit Losses.”

Financing Activity

We issue debt primarily to fund growth in our loan portfolio. As such, our outstanding debt volume generally increases and
decreases in response to member loan demand. Total debt outstanding increased $1,426 million, or 5%, to $27,426 million
as of May 31, 2021, due to borrowings to fund the increase in loans to members. Outstanding dealer commercial paper of
$895 million as of May 31, 2021 was below our targeted maximum threshold of $1,250 million.

On March 5, 2021, S&P issued a downgrade of our long-term issuer credit rating, citing a shift from “Strong” to “Adequate”
in its view of CFC’s risk position due to CFC’s loan portfolio concentration in the State of Texas. S&P also revised its
outlook on CFC to negative based on the potential for additional elevated credit stress posed by Texas electric cooperatives
due to the February 2021 polar vortex. The downgrade of CFC’s long-term issuer credit rating by S&P resulted in a
downgrade of: (i) our senior secured and senior unsecured debt ratings to A- from A; (ii) our subordinated debt rating to
BBB from BBB+; and (iii) our short-term issuer credit and commercial paper ratings to A-2 from A-1, each with a negative
outlook. Our credit ratings by Moody’s and Fitch remain unchanged from May 31, 2020, and as of the date of this Report.

We provide additional information on our financing activities during fiscal year 2021, as well as information on the
amendment to and extension of our three-year and five-year committed bank revolving line of credit agreements under
“Consolidated Balance Sheet Analysis—Debt” and “Liquidity Risk.”

Liquidity

As of May 31, 2021, our sources of available liquidity totaled $7,090 million, consisting of (i) $295 million in cash and cash
equivalents; (ii) investments in debt securities with a fair value of $576 million, subject to changes in market value; (iii) up
to $2,722 million available for access under committed bank revolving line of credit agreements; (iv) up to $975 million
available under committed loan facilities under the Guaranteed Underwriter Program; and (v) up to $2,522 million available
under a revolving note purchase agreement with Farmer Mac, subject to market conditions.

Debt scheduled to mature over the next 12 months totaled $7,180 million as of May 31, 2021, consisting of short-term
borrowings of $4,582 million and long-term debt of $2,598 million. The short-term borrowings scheduled maturity amount
of $4,582 million consists of member investments of $3,487 million, dealer commercial paper of $895 million and secured
borrowings under securities repurchase agreements of $200 million. The long-term debt scheduled maturity amount of
$2,598 million consists of fixed-rate debt totaling $1,537 million with a weighted average cost of 2.33%, variable-rate debt
totaling $810 million and scheduled amortization on borrowings under the Guaranteed Underwriter Program and notes
payable to Farmer Mac totaling $251 million. Our available liquidity of $7,090 million as of May 31, 2021, was $90 million
below our total debt obligations over the next 12 months of $7,180 million and $3,598 million in excess of, or two times,
our long-term debt and dealer commercial paper obligations over the next 12 months of $2,598 million and $895 million,
respectively, which together total $3,493 million.

Our members historically have maintained a relatively stable level of short-term investments in CFC in the form of daily
liquidity fund notes, commercial paper, select notes and medium-term notes. Member short-term investments in CFC
averaged $3,639 million over the last six fiscal quarter-end reporting periods. We believe we can continue to roll over
outstanding member short-term debt, which totaled $3,487 million as of May 31, 2021, based on our expectation that our
members will continue to reinvest their excess cash in these short-term investment products offered by CFC. We expect to
continue accessing the dealer commercial paper market as a cost-effective means of satisfying our incremental short-term
liquidity needs. Although the intra-period amount of outstanding dealer commercial paper may fluctuate based on our
liquidity requirements, we intend to manage our short-term wholesale funding risk by maintaining outstanding dealer
commercial paper at an amount near or below $1,250 million for the foreseeable future. We expect to continue to be in
compliance with the covenants under our committed bank revolving line of credit agreements, which will allow us to
mitigate rollover risk, as we can draw on these facilities to repay dealer or member commercial paper that cannot be
refinanced with similar debt.
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We provide additional information on our primary sources and uses of liquidity and our liquidity profile below in the section
“Liquidity Risk.”

COVID-19

Our priorities during the COVID-19 pandemic, which continues to persist, have been to protect the health and safety of our
employees, while also ensuring that we are able to meet the needs of our electric cooperative borrowers as they operate in a
sector that provides an essential service to residential and commercial customers. In mid-June 2020, we implemented a
return-to-work plan that included a rotating work schedule in which the in-office occupancy level at our corporate
headquarters building located in Loudoun County, Virginia, was limited to approximately 25% of normal capacity and other
measures to protect the well-being of our employees, as well as comply with Virginia’s reopening guidelines. In early May
2021, as Virginia eased some COVID-19 restrictions, we moved toward more normal operations by bringing staff back to
our corporate office under a gradual transition schedule, with appropriate workplace protocols to mitigate risk and maintain
the safety of our employees in compliance with federal, state and local laws and guidance from the CDC. In July 2021,
following the expiration on June 30, 2021 of the state of emergency declared in March 2020 by Virginia’s governor in
response to the pandemic and the lifting of all COVID-19 restrictions in Virginia, subject to certain exceptions, we brought
100% of our staff back to CFC’s corporate headquarters building, which continues to adhere to the COVID-19 workplace
safety and health standards established by Virginia and guidance provided by the CDC. While we have been able to
maintain business continuity throughout the pandemic and experienced no pandemic-related employee furloughs or layoffs,
we believe we can provide the highest quality of service and deliver more effectively on our member-focused mission,
which requires a significant number of member-facing staff working collaboratively with other staff, by resuming full-time,
in-office work.

While several U.S. industry sectors have been severely affected by the COVID-19 pandemic, we believe we have been able
to navigate the challenges of the COVID-19 pandemic to date and that the pandemic has not had any significant negative
effect on our liquidity. During fiscal year 2021, we continued to be able to access the capital markets, private funding
programs and our members for the funds required to repay maturing debt and provide loan advances to our members for
capital improvements and to fund their operations. We also believe that the credit quality of our loan portfolio has remained
strong throughout the pandemic. Our electric utility cooperative borrowers operate in a sector identified by the U.S.
government as one of the 16 critical infrastructure sectors because the nature of the services provided in these sectors are
considered essential and vital in supporting and maintaining the overall functioning of the U.S. economy. Historically, the
utility sector in which our electric utility borrowers operate has been resilient to economic downturns. We have not
experienced any delinquencies in scheduled loan payments or received requests for payment deferrals from our borrowers
due to the pandemic. We are in contact with our member borrowers on a continuous basis, closely monitoring developments
and key credit metrics to facilitate the timely identification of loans with potential credit weaknesses and assess any notable
shifts in the credit quality of our loan portfolio. To date, we believe that the pandemic has not had a significant negative
impact on the overall financial performance of our members.

Recent Developments

On March 10, 2021, the CFC Board of Directors appointed J. Andrew Don, who had served as CFC’s Senior Vice President
and Chief Financial Officer since 2013, to succeed Sheldon C. Petersen as CFC’s Chief Executive Officer (“CEQ”),
effective May 3, 2021. We do not anticipate any fundamental changes in CFC’s overall business model as a result of this
leadership change. As a member-owned cooperative, we plan to continue working with our members to ensure that CFC is
able to meet their financing needs, as well as provide industry expertise and strategic services to aid them in delivering
affordable and reliable essential services to their communities.

Outlook

We currently anticipate growth in loans outstanding over the next 12 months. Assuming the yield curve remains steep
during this period, we believe our anticipated growth in loans outstanding will contribute to an increase in our net interest
income, net interest yield, adjusted net interest income and adjusted net interest yield over the next 12 months. We expect
that our adjusted debt-to-equity ratio, which excludes the impact of derivative forward fair value gains and losses, will
remain elevated above our target threshold of 6.00-to-1 in the near term due to a projected increase in total debt outstanding
to fund the anticipated growth in our loan portfolio. Our reported income and equity include the impact of periodic
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unrealized fluctuations in the fair value of our interest rate swaps. These periodic fluctuations are primarily driven by
changes in expected interest rates over the life of the swaps, which we are unable to predict because the majority of our
swaps are long-term, with an average remaining life of approximately 14 years as of May 31, 2021. We therefore exclude
the potential impact of derivative forward value gains and losses from our forecasted adjusted net income-related measures.

Despite S&P’s downgrade of our issuer credit ratings in March 2021, we believe that the overall credit quality of our loan
portfolio remained high as of May 31, 2021, as the significant adverse financial impact from the surge in wholesale power
costs in Texas during the February 2021 polar vortex was primarily limited to our exposure to Brazos and Rayburn. Our
estimate of expected credit losses on loans outstanding to these two borrowers, which together totaled $464 million as of
May 31, 2021, involves significant judgment and assumptions that are based on information available to us as of the date of
this Report. Although Texas enacted legislation in mid-June 2021 that offers financing programs for qualifying electric
cooperatives exposed to power costs during the February 2021 polar vortex, we are currently uncertain whether Brazos and
Rayburn will utilize the provisions available under the legislation.

See “Item 1A. Risk Factors” for a discussion of the potential adverse impact of natural disasters, including weather-related
events such as the February 2021 polar vortex, and widespread health emergencies, such as COVID-19, on our business,
results of operations, financial condition and liquidity.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of financial statements in accordance with U.S. GAAP requires management to make a number of
judgments, estimates and assumptions that affect the reported amount of assets, liabilities, income and expenses in our
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.”

Certain accounting policies are considered 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 estimation of the allowance for expected credit
losses involves significant judgments and assumptions. We have therefore identified the estimation of the allowance for
credit losses as a critical accounting policy. See “Item 1A. Risk Factors” for a discussion of the risks associated with
management’s judgments and estimates in applying our accounting policies and methods.

Prior to the adoption of CECL on June 1, 2020, we maintained an allowance based on an estimate of probable incurred
losses inherent in our loan portfolio as of each balance sheet date. Under CECL, we are required to maintain an allowance
based on a current estimate of credit losses that are expected to occur over the remaining contractual life of the loans in our
portfolio. The methods utilized to estimate the allowance for credit losses, key assumptions and quantitative and qualitative
information considered by management in determining the appropriate allowance for credit losses is discussed in “Note 1—
Summary of Significant Accounting Policies.”
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Some of the key inputs we use in in determining the appropriate allowance for credit losses are more readily quantifiable,
such as our historical loss data and third-party default data, while other inputs require more qualitative judgment, such as our
internally assigned borrower risk ratings that are intended to assess a borrower’s capacity to meet its financial obligations
and provide information on the probability of default. Degrees of imprecision exist in each of these inputs due in part to
subjective judgments involved and an inherent lag in the data available to quantify current conditions and events that may
affect our credit loss estimate.

Our internally assigned borrower risk ratings serve as the primary credit quality indicator for our loan portfolio. We perform
an annual comprehensive review of each of our borrowers, following the receipt of the borrower’s annual audited financial
statements, to reassess the borrower’s risk rating. In addition, interim risk-rating adjustments may occur as a result of
updated information affecting a borrower’s ability to fulfill its obligations or other significant developments and trends. Our
Credit Risk Management Group and Corporate Credit Committee review and provide rigorous oversight and governance
around our internally assigned risk ratings to ensure that the ratings process is consistent. In addition, we engage third-party
credit risk management experts to conduct an independent annual review of our risk rating system to validate the overall
integrity of our rating system. This review involves an evaluation of the accuracy and timeliness of individual risk ratings
and the overall effectiveness of our risk-rating framework relative to the risk profile of our credit exposures. While we have
a robust risk-rating process, changes in our borrower risk ratings may not always directly coincide with changes in the risk
profile of an individual borrower due to the timing of the rating process and a potential lag in the receipt of information
necessary to evaluate the impact of emerging developments and current conditions on the risk ratings of our borrower.
Although our allowance for credit losses is sensitive to each key input, shifts in the credit risk ratings of our borrowers
generally have the most notable impact on our allowance for credit losses.

Allowance for Credit Losses

Our allowance for credit losses was $86 million as of May 31, 2021, consisting of an allowance for loans collectively
evaluated of $43 million and an allowance for loans individually evaluated of $43 million. The allowance coverage ratio
was 0.30% as of May 31, 2021. We discuss the methodology used to estimate the allowance for credit losses in “Note 1—
Summary of Significant Accounting Policies.”

Key Assumptions

Determining the appropriateness of the allowance for credit losses is subject to numerous estimates and assumptions
requiring significant management judgment about matters that involve a high degree of subjectivity and are difficult to
predict. The key assumptions in determining our collective allowance that require significant management judgment and
may have a material impact on the amount of the allowance include the segmentation of our loan portfolio; our internally
assigned borrower risk ratings; the probability of default; the loss severity or recovery rate in the event of default for each
portfolio segment; and management’s consideration of qualitative factors that may cause estimated credit losses associated
with our existing loan portfolio to differ from our historical loss experience.

As discussed below in “Credit Risk—Loan Portfolio Credit Risk,” CFC has experienced only 17 defaults in its 52-year
history, and prior to Brazos we had no defaults in our electric utility loan portfolio since fiscal year 2013. As such, we have
a limited history of defaults to develop reasonable and supportable estimated probability of default rates for our existing loan
portfolio. We therefore utilize third-party default data for the utility sector as a proxy to estimate probability of default rates
for our loan portfolio segments. However, we utilize our internal historical loss experience to estimate loss given default, or
the recovery rate, for each of our loan portfolio segments. We believe our internal historical loss experience serves as a more
reliable estimate of loss severity than third-party data due to the organizational structure and operating environment of rural
utility cooperatives, our lending practice of generally requiring a senior security position on the assets and revenue of
borrowers for long-term loans, the approach we take in working with borrowers that may be experiencing operational or
financial issues and other factors discussed in “Credit Risk—Loan Portfolio Credit Risk.”

The key assumptions in determining our asset-specific allowance that require significant management judgment and may
have a material impact on the amount of the allowance include the determination that a loan is individually evaluated,
measuring the amount and timing of future cash flows for individually evaluated loans that are not collateral-dependent and
estimating the value of the underlying collateral for individually evaluated loans that are collateral-dependent.
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The degree to which any particular assumption affects the allowance for credit losses depends on the severity of the change
and its relationship to the other assumptions. We regularly evaluate the underlying assumptions used in determining the
allowance for credit losses and periodically update our assumptions to better reflect present conditions, including current
trends in credit performance and borrower risk profile, portfolio concentration risk, changes in risk-management practices,
changes in the regulatory environment, general economic trends and other factors specific to our loan portfolio segments.
We did not change the nature of the underlying inputs used in determining our allowance for credit losses during fiscal year
2021.

Sensitivity Analysis

As noted above, our allowance for credit losses is sensitive to a variety of factors. While management uses its best judgment
to assess loss data and other factors to determine the allowance for credit losses, changes in our loss assumptions,
adjustments to assigned borrower risk ratings, the use of alternate external data sources or other factors could affect our
estimate of probable credit losses inherent in the portfolio as of each balance sheet date, which would also impact the related
provision for credit losses recognized in our consolidated statements of operations. For example, changes in the inputs
below, without taking into consideration the impact of other potential offsetting or correlated inputs, would have the
following effect on our allowance of credit losses as of May 31, 2021.

* A 10% increase or decrease in the default rates for all of our portfolio segments would result in a corresponding increase
or decrease of approximately $4 million.

* A 1% increase or decrease in the recovery rates for all of our portfolio segments would result in a corresponding decrease
or increase of approximately $10 million.

* A one-notch downgrade in the internal borrower risk ratings for our entire loan portfolio would result in an increase of
approximately $23 million, while a one-notch upgrade would result in a decrease of approximately $27 million.

These sensitivity analyses are intended to provide an indication of the isolated impact of hypothetical alternative
assumptions on our allowance for credit losses. Because management evaluates a variety of factors and inputs in
determining the allowance for credit losses, these sensitivity analyses are not considered probable and do not imply an
expectation of future changes in loss rates or borrower risk ratings. Given current processes employed in estimating the
allowance for credit losses, management believes the inherent loss rates and currently assigned risk ratings are appropriate.
It is possible that others performing the analyses, given the same information, may at any point in time reach different
reasonable conclusions that could be significant to our consolidated financial statements.

We evaluate our critical accounting estimates and judgments required by our policies on an ongoing basis and update them
as necessary based on changing conditions. Management has discussed significant judgments and assumptions in applying
our critical accounting policies with the Audit Committee of the CFC Board of Directors. We also provide additional
information on the allowance for credit losses in the “Credit Risk—Allowance for Credit Losses” section and in “Note 5—
Allowance for Credit Losses.” Also see the “Credit Risk—Loan Portfolio Credit Risk—Credit Quality Indicators” section
and “Note 4—Loans” where we provide information on credit metrics and discuss the overall credit quality of our loan
portfolio.

RECENT ACCOUNTING CHANGES AND OTHER DEVELOPMENTS

Recent Accounting Changes

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

The section below provides a comparative discussion of our consolidated results of operations between fiscal years 2021 and
2020. Following this section, we provide a discussion and analysis of material changes in amounts reported on our
consolidated balance sheet as of May 31, 2021 from amounts reported as of May 31, 2020. You should read these sections
together with our “Executive Summary—Outlook” where we discuss trends and other factors that we expect will affect our
future results of operations. See “Item 7. MD&A—Consolidated Results of Operations” in our Annual Report on Form 10-K
for the fiscal year ended May 31, 2020 (“2020 Form 10-K”) for a comparative discussion of our consolidated results of
operations between fiscal year 2020 and the fiscal year ended May 31, 2019 (“fiscal year 2019”).

Net Interest Income

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

Table 2 presents average balances for fiscal years 2021, 2020 and 2019, and for each major category of our interest-earning
assets and interest-bearing liabilities, the interest income earned or interest expense incurred, and the average yield or cost.
Table 2 also presents non-GAAP adjusted interest expense, adjusted net interest income and adjusted net interest yield,
which reflect the inclusion of net accrued periodic derivative cash settlements expense in interest expense. We provide
reconciliations of our non-GAAP adjusted measures to the most comparable U.S. GAAP measures under “Non-GAAP
Financial Measures.”
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Table 2: Average Balances, Interest Income/Interest Expense and Average Yield/Cost

Year Ended May 31,
(Dollars in thousands) 2021 2020 2019
Interest  Average Interest Average Interest Average
Average Income/ Yield/ Average Income/ Yield/ Average Income/ Yield/

Assets: Balance Expense Cost Balance Expense Cost Balance Expense Cost
Long-term fixed-rate loansm $24,978,267 $1,051,524 421 % $23,890,577 $1,043,918 437 % $22,811,905 $1,012,277 4.44 %
Long-term variable-rate loans 645,819 14,976 2.32 891,541 31,293 3.51 1,093,455 41,219 3.77
Line of credit loans 1,626,092 35,596 2.19 1,718,364 55,140 3.21 1,609,629 57,847 3.59
Troubled debt restructuring
(“TDR”) loans 10,328 790 7.65 11,238 836 7.44 12,183 846 6.94
Nonperforming loans 185,554 — — 5,957 — — — — —
Other, net? — 138y  — — (1304)  — - (1,128)  —
Total loans 27,446,060 1,101,505 4.01 26,517,677 1,129,883 4.26 25,527,172 1,111,061 4.35
Cash, time deposits and
investment securities 796,566 15,096 1.90 866,013 21,403 2.47 838,599 24,609 2.93
Total interest-earning assets $28,242,626 $1,116,601 3.95 % $27,383,690 $1,151,286 420 % $26,365,771 $1,135,670 431 %
Other assets, less allowance for

credit losses® 537,506 551,378 879,817
Total assets”) $28,780,132 $27,935,068 $27,245,588
Liabilities:
Commercial paper $ 2,189,558 $ 8,330 038 % $ 2,318,112 $§ 45,713 197 % $ 2,413,784 § 62,175 2.58 %
Other short-term borrowings 2,148,767 6,400 0.30 1,795,351 32,282 1.80 1,315,455 30,679 233 %
Total short-term borrowings 4,338,325 14,730 0.34 4,113,463 77,995 1.90 3,729,239 92,854 2.49
Medium-term notes 3,904,603 113,582 291 3,551,973 125,954 3.55 3,813,666 133,797 3.51
Collateral trust bonds 6,938,534 249,248 3.59 7,185,910 257,396 3.58 7,334,957 273,413 3.73
Guaranteed Underwriter

Program notes payable 6,146,410 167,403 2.72 5,581,854 162,929 2.92 5,045,478 147,895 2.93
Farmer Mac notes payable 2,844,252 50,818 1.79 2,986,469 87,617 2.93 2,807,705 90,942 3.24
Other notes payable 10,246 241 2.35 17,586 671 3.82 28,044 1,237 4.41
Subordinated deferrable debt 986,209 51,551 5.23 986,035 51,527 5.23 759,838 38,628 5.08
Subordinated certificates 1,270,385 54,490 4.29 1,349,454 57,000 4.22 1,369,051 57,443 4.20
Total interest-bearing
liabilities $26,438,964 $ 702,063 2.66 % $25,772,744 $ 821,089 3.19% $24,887,978 $ 836,209 336 %
Other liabilities® 1,380,414 1,141,884 816,074
Total liabilities® 27,819,378 26,914,628 25,704,052
Total equity 960,754 1,020,440 1,541,536
Total liabilities and equity® $28,780,132 $27.935,068 $27,245,588
Net interest spread 1.29 % 1.01 % 0.95 %
Impact of non-interest bearing

funding® 0.18 0.20 0.19
Net interest income/net interest

yield S 414538 147 % S 330,197 121 % S 299461 _L14%
Adjusted net interest income/
adjusted net interest yield:
Interest income $1,116,601 3.95 % $1,151,286 4.20 % $1,135,670 431 %
Interest expense 702,063 2.66 821,089 3.19 836,209 3.36
Add: Net periodic derivative

cash settlements interest

expense( 115,645 1.28 55,873 0.55 43,611 0.40
Adjusted interest expense/

adjusted average cost' $ 817,708  3.09 % $ 876,962 3.40 % $ 879,820 3.54 %
Adjusted net interest spread® 0.86 % 0.80 % 0.77 %
Impact of non-interest bearing

funding® 0.20 0.20 0.20
Adjusted net interest income/

adjusted net interest yield” $ 298,893 _ 1.06 % $ 274324 1.00 % $ 255850 _ 0.97 %
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(I)Interest income on long-term, fixed-rate loans includes loan conversion fees, which are generally deferred and recognized as interest income using the
effective interest method.

(2)Consists of late payment fees and net amortization of deferred loan fees and loan origination costs.

(3)Average balance is calculated based on a month-end average balance.

(4)Net interest spread represents the difference between the average yield on total average interest-earning assets and the average cost of total average

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

(S)Includes other liabilities and equity.

(G)Net interest yield is calculated based on net interest income for the period divided by total average interest-earning assets for the period.

mRepresents the impact of net periodic contractual interest amounts on our interest rate swaps during the period. This amount is added to interest expense
to derive non-GAAP adjusted interest expense. The average (benefit)/cost associated with derivatives is calculated based on net periodic swap settlement
interest amount during the period divided by the average outstanding notional amount of derivatives during the period. The average outstanding notional
amount of interest rate swaps was $9,062 million, $10,180 million and $10,968 million for fiscal years 2021, 2020 and 2019, respectively.

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

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

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

2021 versus 2020 2020 versus 2019
Total Variance Due To:(l) Total Variance Due To:(l)

(Dollars in thousands) Variance Volume Rate Variance Volume Rate
Interest income:
Long-term fixed-rate loans $ 7,606 $ 47,527 $@39,921) $ 31,641 $ 47,866 $ (16,225)
Long-term variable-rate loans 16,317) (8,625) (7,692) (9,926) (7,611) (2,315)
Line of credit loans (19,544) (2,961) (16,583) (2,707) 3,908 (6,615)
TDR loans (46) (68) 22 (10) (66) 56
Other, net 77 — 77) (176) — (176)
Total loans (28,378) 35,873  (64,251) 18,822 44,097 (25,275)
Cash, time deposits and investment

securities (6,307) (1,716) (4,591) (3,200) 804 (4,010)
Total interest income $ (34,685) $ 34,157 $(68,842) § 15,616 $ 44,901 § (29,285)
Interest expense:
Commercial paper $ (37,383) $ (2,535) $(34,848) $(16,462) $§ (2,464) $ (13,998)
Other short-term borrowings (25,882) 6,355  (32,237) 1,603 11,192 (9,589)
Total short-term borrowing (63,265) 3,820 (67,085) (14,859) 8,728 (23,587)
Medium-term notes (12,372) 12,504  (24,876) (7,843) (9,181) 1,338
Collateral trust bonds (8,148) (8,861) 713 (16,017) (5,556) (10,461)
Guaranteed Underwriter Program notes

payable 4,474 16,479  (12,005) 15,034 15,722 (688)
Farmer Mac notes payable (36,799) 4,172) (32,627) (3,325) 5,790 (9,115)
Other notes payable (430) (280) (150) (566) (461) (105)
Subordinated deferrable debt 24 9 15 12,899 11,499 1,400
Subordinated certificates (2,510) (3,340) 830 (443) (822) 379
Total interest expense (119,026) 16,159 (135,185) (15,120) 25,719 (40,839)
Net interest income $ 84341 $§ 17998 $ 66,343 $ 30,736 $ 19,182 $ 11,554
Adjusted net interest income:
Interest income $ (34,685) $ 34,157 $(68,842) $ 15,616 $ 44901 $ (29,285)
Interest expense (119,026) 16,159 (135,185) (15,120) 25,719 (40,839)
Net periodic derivative cash settlements

interest expense'” 59,772 (6,137) 65,909 12,262 (3,136) 15,398
Adjusted interest expense® (59,254) 10,022  (69,276) (2,858) 22,583 (25,441)
Adjusted net interest income $ 24569 § 24,135 § 434 $ 18474 § 22318 § (3.,844)

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 the net periodic derivative cash settlements interest amount, the variance due to average volume represents the change in the net periodic derivative
cash settlements interest amount resulting from the change in the average notional amount of derivative contracts outstanding. The variance due to
average rate represents the change in the net periodic derivative cash settlements amount 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.
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Reported Net Interest Income

Reported net interest income of $415 million for fiscal year 2021 increased $84 million, or 26%, from fiscal year 2020,
driven by the combined impact of an increase in the net interest yield of 21% (26 basis points) to 1.47% and an increase in
average interest-earning assets of $859 million, or 3%.

* Net Interest Yield: The increase in the net interest yield of 26 basis points, or 21%, was primarily attributable to a
reduction in our average cost of borrowings of 53 basis points to 2.66%, which was partially offset by a decrease in the
average yield on interest-earning assets of 25 basis points to 3.95%. The decreases in our average cost of borrowings and
average yield on interest-earning assets were driven by lower interest rates on our short-term borrowings and line-of-
credit and variable-rate loans attributable to a steep decline in short-term interest rates since the onset of the COVID-19
pandemic. In mid-March 2020, the FOMC of the Federal Reserve lowered the federal funds rate to a near-zero target
range of 0% to 0.25% as part of a series of measures implemented to ease the economic impact of the COVID-19
pandemic. The benchmark federal funds rate has remained at this near-zero target range since March 2020. During fiscal
year 2021, the 3-month LIBOR decreased 21 basis points to 0.13% as of May 31, 2021. In contrast, medium- and longer-
term interest rates began trending up in fiscal year 2021, following significant declines during fiscal year 2020. The 10-
year swap rate increased 92 basis points to 1.56% as of May 31, 2021, while the 30-year swap rate increased 106 basis
points to 2.00% as of May 31, 2021.

* Average Interest-Earning Assets: The increase in average interest-earning assets of 3% during fiscal year 2021 was driven
by growth in average total loans of $928 million, or 4%, from fiscal year 2020, primarily attributable to an increase in
average long-term fixed-rate loans of $1,088 million, or 5%. The lower interest rate presented an opportunity for members
to obtain advances to fund capital investments and refinance with us loans made by other lenders at a reduced fixed rate of
interest.

Adjusted Net Interest Income

Adjusted net interest income of $299 million for fiscal year 2021 increased $25 million, or 9%, from fiscal year 2020, driven
by an increase in the adjusted net interest yield of 6 basis points, or 6%, to 1.06% , and the increase in average interest-
earning assets of $859 million, or 3%.

* Adjusted Net Interest Yield: The increase in the adjusted net interest yield of 6 basis points, or 6%, reflected the favorable
impact of a reduction in our adjusted average cost of borrowings of 31 basis points to 3.09%, which was partially offset by
a decrease in the average yield on interest-earning assets of 25 basis points to 3.95%, both of which were attributable to
the lower interest rate environment. Reductions in the average yields on line-of-credit and variable-rate loans drove the
decrease in the average yield on interest-earning assets, while reductions in interest rates on our short-term and variable-
rate borrowings drove the reduction in our adjusted average cost of borrowings.

* Average Interest-Earning Assets: The increase in average interest-earning assets of 3% was driven by the growth in
average total loans of $928 million, or 4%, from fiscal year 2020, primarily attributable to an increase in average long-
term fixed-rate loans as described above.

We include the net periodic derivative interest settlement amounts on our interest rate swaps in the calculation of our
adjusted average cost of borrowings, which, as a result, also impacts the calculation of adjusted net interest income and
adjusted net interest yield. We recorded net periodic derivative cash settlements interest expense of $116 million in fiscal
year 2021, an increase of $60 million, or 107%, from $56 million in fiscal year 2020. Because our derivative portfolio
consists of a higher proportion of pay-fixed swaps than receive-fixed swaps, we generally record derivative losses when
interest rates decline and derivative gains when interest rates rise. The floating-rate payments on our interest rate swaps are
typically based on the 3-month LIBOR, which decreased 21 basis points over the last 12 months to 0.13% as of May 31,
2021. The decrease in the 3-month LIBOR drove the increase in the net periodic derivative cash settlements interest expense
recorded in fiscal year 2021.

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

We recorded a provision for credit losses, based on the CECL model for estimating the allowance, of $29 million in fiscal
year 2021. In comparison, we recorded a provision for credit losses, based on the incurred model for estimating the
allowance, of $36 million in fiscal year 2020.

Under CECL, we are required to maintain an allowance based on a current estimate of credit losses that are expected to
occur over the remaining contractual term of the loans in our portfolio. Prior to the adoption of CECL using the modified
retrospective approach on June 1, 2020, we maintained an allowance based on an estimate of probable incurred losses
inherent in our loan portfolio as of each balance sheet date.

The provision for credit losses of $29 million for fiscal year 2021 was primarily attributable to an addition to the allowance
for credit losses of $33 million in fiscal year 2021, resulting from material risk rating downgrades of Brazos and Rayburn
due to their exposure to elevated power costs during the February 2021 polar vortex. The provision for credit losses of $36
million for fiscal year 2020 was primarily attributable to the establishment of an asset-specific allowance of $34 million in
the fourth quarter resulting from the classification of loans outstanding to a CFC power supply borrower, which totaled $168
million as of May 31, 2020, as nonperforming.

We discuss our methodology for estimating the allowance for credit losses under the CECL model, which we adopted using
the modified retrospective approach on June 1, 2020, in “Note 1—Summary of Significant Accounting Policies.” We also
provide information on the allowance for credit losses below in the section “Credit Risk—Allowance for Credit Losses” and
in “Note 5—Allowance for Credit Losses.”

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 gains and losses on equity and debt investment securities. In the fourth quarter of fiscal year 2020, we
transferred all of the debt securities in our held-to-maturity investment portfolio to trading. As a result, we discontinued the
reporting of our debt securities at amortized cost and began reporting these securities at fair value and recognizing the
related unrealized gains and losses in earnings.

Table 4 presents the components of non-interest income (loss) recorded in our consolidated statements of operations for
fiscal years 2021, 2020 and 2019.

Table 4: Non-Interest Income

Year Ended May 31,

(Dollars in thousands) 2021 2020 2019
Non-interest income components:

Fee and other income $ 18,929 § 22961 $ 15,355
Derivative gains (losses) 506,301 (790,151) (363,341)
Investment securities gains (losses) 1,495 9,431 (1,799)
Total non-interest income (loss) $ 526,725 $ (757,759) $ (349,785)

The significant variances in non-interest income between fiscal years were primarily attributable to changes in the derivative
gains (losses) recognized in our consolidated statements of operations during each fiscal year. In addition, we experienced a
decrease of $8 million in our investment securities gains, primarily due to changes in the fair market value and a decrease in
fee and other income of $4 million due to lower prepayment fees than in the same prior-year period.

Derivative Gains (Losses)

Our derivative instruments are an integral part of our interest rate risk management strategy. Our principal purpose in using
derivatives is to manage our aggregate interest rate risk profile within prescribed risk parameters. The derivative instruments
we use primarily include interest rate swaps, which we typically hold to maturity. In addition, we may on occasion use
treasury locks to manage the interest rate risk associated with debt that is scheduled to reprice in the future. The primary
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factors affecting the fair value of our derivatives and derivative gains (losses) recorded in our results of operations include
changes in interest rates, the shape of the swap curve and the composition of our derivative portfolio. We generally do not
designate our interest rate swaps, which currently account for all 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). However, if we execute a treasury lock, we typically designate the treasury lock as a cash flow hedge. We did
not have any derivatives designated as accounting hedges as of May 31, 2021 or May 31, 2020.

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

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

Table 5: Derivative Gains (Losses)

Year Ended May 31,
(Dollars in thousands) 2021 2020 2019
Derivative gains (losses) attributable to:
Derivative cash settlements interest expense $ (115,645) $ (55,873) $ (43,611)
Derivative forward value gains (losses) 621,946 (734,278) (319,730)
Derivative gains (losses) $ 506,301 $ (790,151) $ (363,341)

The derivative gains of $506 million in fiscal year 2021 were due to an increase in the net fair value of our swap portfolio,
attributable to increases in medium- and longer-term swap interest rates, as depicted by the comparative May 31, 2021 and
May 31, 2020 swap curves presented in Table 7 below.

The net derivative losses of $790 million in fiscal year 2020 were due to a decrease in the net fair value of our swap
portfolio attributable to declines in interest rates across the swap curve, as depicted by the comparative May 31, 2020 and
May 31, 2019 swap curves presented in Table 7 below.

Derivative Cash Settlements

As indicated in Table 5 above, we recorded derivative cash settlements interest expense of $116 million in fiscal year 2021,
an increase of $60 million compared with fiscal year 2020. The variable-rate payments on our interest rate swaps are
typically based on the 3-month LIBOR, which decreased 21 basis points during fiscal year 2021 to 0.13% as of May 31,
2021. Because our derivatives portfolio consists of a higher proportion of pay-fixed, receive-variable swaps, the decrease in
the 3-month LIBOR resulted in a reduction in variable-rate payments due to us on our pay-fixed swaps, which drove the
increase derivative cash settlements interest expense in fiscal year 2021.

Table 6 displays, by interest rate swap agreement type, the average outstanding notional amount and the weighted-average
interest rate paid and received for the net periodic derivative cash settlements interest expense during each respective period.
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Pay-fixed swaps accounted for approximately 73% and 71% of the outstanding notional amount of our derivative portfolio

as of May 31, 2021 and 2020, respectively.

Table 6: Derivatives—Average Notional Amounts and Interest Rates

Year Ended May 31,
2021 2020 2019

Average Weighted- Average ‘Weighted- Average Weighted-

Notional Average Rate Notional Average Rate Notional Average Rate
(Dollars in thousands) Amount Paid Received Amount Paid Received Amount Paid Received
Pay-fixed swaps $6,566,734 2.73 % 0.27 % $7,092,961 2.82 % 1.91 % $7,352,704 2.83 % 2.53 %
Receive-fixed swaps 2,494,890 1.03 2.78 3,086,705 2.62 2.64 3,615,781 3.15 2.53
Total $9,061,624 226 % 096 % $10,179,66¢ 276 % 2.13 % $10,968,485 2.93 % 2.53 %

The average remaining maturity of our pay-fixed and receive-fixed swaps was 19 years and three years, respectively, as of
May 31, 2021. In comparison, the average remaining maturity of our pay-fixed and receive-fixed swaps was 20 years and

four years, respectively, as of May 31, 2020.
Comparative Swap Curves
Table 7 table below depicts comparative swap curves as of May 31, 2021, 2020, 2019 and 2018.

Table 7: Comparative Swap Curves

Comparative Swap Curves
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Benchmark rates obtained from Bloomberg.

See “Note 1—Summary of Significant Accounting Policies—Derivative Instruments” and “Note 10—Derivative
Instruments and Hedging Activities” for additional information on our derivative instruments. Also refer to “Note 14—Fair

Value Measurement” for information on how we estimate the fair value of our derivative instruments.
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Non-Interest Expense

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

Table 8 presents the components of non-interest expense recorded in our consolidated statements of operations in fiscal
years 2021, 2020 and 2019.

Table 8: Non-Interest Expense

Year Ended May 31,

(Dollars in thousands) 2021 2020 2019
Non-interest expense components:

Salaries and employee benefits $ (55,258) $ (54,522) $ (49,824)
Other general and administrative expenses (39,447) (46,645) (43,342)
Losses on early extinguishment of debt (1,456) (683) (7,100)
Other non-interest expense (1,619) (25,588) (1,675)
Total non-interest expense $ (97,780) $ (127,438) $ (101,941)

Non-interest expense of $98 million for fiscal year 2021 decreased $30 million, or 23%, from fiscal year 2020. The decrease
was primarily attributable to the absence of a non-cash impairment charge of $31 million recorded in the fourth quarter of
fiscal 2020 due to management’s decision to abandon a software project to develop an internal-use loan origination and
servicing platform. We also experienced a reduction in other general and administrative expenses of $7 million largely due
to reduced travel and in-person meeting costs and the cancellation of certain events because of the COVID-19 pandemic,
which was offset by the absence of a gain of $8 million recorded in fiscal year 2020 in connection with our sale of land.

Net Income (Loss) Attributable to Noncontrolling Interests

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

We recorded a net income attributable to noncontrolling interests of $2 million in fiscal year 2021. In comparison we
recorded a net loss attributable to noncontrolling interests of $4 million and $2 million in fiscal years 2020 and 2019,
respectively.

CONSOLIDATED BALANCE SHEET ANALYSIS

Total assets increased $1,481 million, or 5%, in fiscal year 2021 to $29,638 million as of May 31, 2021, primarily due to
growth in our loan portfolio. We experienced an increase in total liabilities of $730 million, or 3%, to $28,238 million as of
May 31, 2021, largely due to the issuances of debt to partially fund the growth in our loan portfolio. Total equity increased
$751 million to $1,400 million as of May 31, 2021, attributable to our reported net income of $814 million, which was
partially offset by patronage capital retirement of $60 million authorized by the CFC Board of Directors in July 2020 and
paid to members in September 2020.

Below is a discussion of changes in the major components of our assets and liabilities during fiscal year 2021. Period-end
balance sheet amounts may vary from average balance sheet amounts due to liquidity and balance sheet management
activities that are intended to manage our liquidity requirements and market risk exposure in accordance with our risk
appetite framework.
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Loan Portfolio

We segregate our loan portfolio into segments based on the borrower member class, which consists of CFC distribution,
CFC power supply, CFC statewide and associate, NCSC and RTFC. We offer both long-term and line of credit loans to our
borrowers. Under our long-term loan facilities, a borrower may select a fixed interest rate or a variable interest rate at the
time of each loan advance. Line of credit loans are revolving loan facilities and generally have a variable interest rate. We
describe and provide additional information on our member classes in “Item 1. Business—Members” and information about
our loan programs and loan product types in “Item 1. Business—Loan and Guarantee Programs.”

Loans Outstanding

Table 9 presents loans outstanding, by member class and by loan product type, as of May 31, 2021 and 2020. As indicated
in Table 9, loans to CFC distribution and power supply borrowers accounted for 96% of total loans to members as of both
May 31, 2021 and 2020, and long-term fixed-rate loans accounted for 90% and 92% of loans to members as of May 31,
2021 and 2020, respectively.

Table 9: Loans—OQutstanding Amount by Member Class and Loan Type

May 31,

(Dollars in thousands) 2021 2020
Member class: Amount % of Total Amount % of Total Change
CFC:

Distribution $ 22,027,423 78 % $ 20,769,653 78 % $1,257,770

Power supply 5,154,312 18 4,731,506 18 422,806

Statewide and associate 106,121 — 106,498 — (377)
CFC 27,287,856 96 25,607,657 96 1,680,199
NCSC 706,868 3 697,862 3 9,006
RTFC 420,383 1 385,335 1 35,048
Total loans outstanding(” 28,415,107 100 % 26,690,854 100 % 1,724,253
Deferred loan origination costs—CFC®? 11,854 — 11,526 — 328
Loans to members $ 28,426,961 100 % $ 26,702,380 100 % $1,724,581
Loan type:
Long-term loans:

Fixed-rate $ 25,514,766 90 % $ 24,472,003 92 % $1,042,763

Variable-rate 658,579 2 655,704 2 2,875
Total long-term loans 26,173,345 92 25,127,707 94 1,045,638
Line of credit loans 2,241,762 8 1,563,147 6 678,615
Total loans outstanding" 28,415,107 100 % 26,690,854 100 % 1,724,253
Deferred loan origination costs—CF c? 11,854 — 11,526 — 328
Loans to members $ 28,426,961 100 % $ 26,702,380 100 % $1,724,581

M Represents the unpaid principal balance, net of charge-offs and recoveries, of loans as of the end of each period.
@ Deferred loan origination costs are recorded on the books of CFC.

Loans to members totaled $28,427 million as of May 31, 2021, an increase of $1,725 million, or 6%, from May 31, 2020.
The increase in loans was driven by an increase in long-term and line of credit loans of $1,046 million and $679 million,
respectively. We experienced increases in CFC distribution loans, CFC power supply loans, RTFC loans and NCSC loans of
$1,258 million, $423 million, $35 million and $9 million, respectively.

Long-term loan advances totaled $2,514 million during fiscal year 2021, of which approximately 86% was provided to
members for capital expenditures and 8% was provided for the refinancing of loans made by other lenders. In comparison,
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long-term loan advances totaled $2,422 million during fiscal year 2020, of which approximately 80% was provided to
members for capital expenditures and 15% was provided for the refinancing of loans made by other lenders.

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

Loans—Retention Rate

Table 10 presents a summary of the options selected by borrowers for CFC’s long-term fixed-rate loans that repriced, in
accordance with our standard loan repricing provisions, during the past three fiscal years. At the repricing date, the borrower
has the option of (i) selecting CFC’s current long-term fixed rate for a term ranging from one year to the full remaining term

of the loan; (ii) selecting CFC’s current long-term variable rate; or (iii) repaying the loan in full.

Table 10: Loans—Historical Retention Rate and Repricing Selection”

May 31,

2021 2020 2019
(Dollars in thousands) Amount % of Total Amount % of Total Amount % of Total
Loans retained:
Long-term fixed rate selected $ 383,939 97 % $ 441,165 95% $§ 568,252 75 %
Long-term variable rate selected 9,564 2 11,446 3 123,636 16
Total loans retained by CFC 393,503 99 452,611 98 691,888 91
Loans repaid 3,508 1 10,350 2 69,250 9
Total $ 397,011 100 % § 462,961 100 % $ 761,138 100 %

M Does not include NCSC and RTFC loans.

As displayed in Table 10, of the loans that repriced over the last three fiscal years, the substantial majority of borrowers
selected a new long-term fixed or variable rate. The average retention rate, calculated based on the election made by the
borrower at the repricing date, was 96% for CFC loans that repriced during the three fiscal years ended May 31, 2021.

Debt

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

Debt Product Types

We offer various short- and long-term unsecured debt securities to our members and affiliates, including commercial paper,
select notes, daily liquidity fund notes, medium-term notes and subordinated certificates. We also issue commercial paper,
medium-term notes and collateral trust bonds in the capital markets. Additionally, we have access to funds under borrowing
arrangements with banks, private placements and U.S. government agencies. Table 11 displays our primary funding sources
and their selected key attributes.
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Table 11: Debt—Debt Product Types

Secured/

Debt Product Type: Maturity Range Market Unsecured
Short-term funding programs:

Commercial paper 1to 270 days Capital markets, members and affiliates Unsecured
Select notes 30 to 270 days Members and affiliates Unsecured
Daily liquidity fund notes Demand note Members and affiliates Unsecured
Securities sold under repurchase

agreements 1 to 90 days Capital markets Secured
Other funding programs:
Medium-term notes 9 months to 30 years Capital markets, members and affiliates Unsecured
Collateral trust bonds'" Up to 30 years Capital markets Secured
Guaranteed Underwriter Program notes

payable!” Up to 30 years U.S. government Secured
Farmer Mac notes payable® Up to 30 years Private placement Secured
Other notes payable®® Up to 3 years Private placement Both
Subordinated deferrable debt"® Up to 45 years  Capital markets Unsecured
Members’ subordinated certificates® Up to 100 years Members Unsecured
Revolving credit agreements Up to 5 years Bank institutions Unsecured

(Deollateral trust bonds are secured by the pledge of permitted investments and eligible mortgage notes from distribution system borrowers in an amount at
least equal to the outstanding principal amount of collateral trust bonds.

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 eligible mortgage
notes from distribution and power supply system borrowers in an amount at least equal to the outstanding principal amount of the notes payable.

Owe are required to pledge eligible mortgage notes from distribution and power supply system borrowers in an amount at least equal to the outstanding
principal amount under note purchase agreements with Farmer Mac.

@0ther notes payable consist of unsecured and secured Clean Renewable Energy Bonds. We are required to pledge eligible mortgage notes from
distribution and power supply system borrowers in an amount at least equal to the outstanding principal amount under the Clean Renewable Energy
Bonds Series 2009A note purchase agreement.

©)Subordinated deferrable debt is subordinate and junior to senior debt and debt obligations we guarantee, but senior to subordinated certificates. We have
the right at any time, and from time to time, during the term of the subordinated deferrable debt to suspend interest payments for a maximum period of
20 consecutive quarters for $1,000 par notes, or a maximum period of 40 consecutive quarters for $25 par notes. To date, we have not exercised our
option to suspend interest payments. We have the right to call the subordinated deferrable debt, at par, any time after 10 years for $1,000 par notes or 5
years for $25 par notes.

6)Members’ subordinated certificates consist of membership subordinated certificates, loan and guarantee certificates and member capital securities, and
are subordinated and junior to senior debt, subordinated debt and debt obligations we guarantee. Membership subordinated certificates generally mature
100 years subsequent to issuance. Loan and guarantee subordinated certificates have the same maturity as the related long-term loan. Some certificates
also may amortize annually based on the outstanding loan balance. Member capital securities mature 30 years subsequent to issuance. Member capital
securities are callable at par beginning 10 years subsequent to the issuance and anytime thereafter.

Debt Outstanding

Table 12 displays the composition, by product type, of our outstanding debt and the weighted average interest rate as of
May 31, 2021 and 2020. Table 12 also displays the composition of our debt based on several additional selected attributes.
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Table 12: Total Debt Outstanding and Weighted-Average Interest Rates

May 31,
2021 2020
Weighted- Weighted-
Outstanding Average Outstanding Average
(Dollars in thousands) Amount Interest Rate Amount Interest Rate Change
Debt product type:
Commercial Paper:
Members, at par $ 1,124,607 0.14 % §$ 1,318,566 034 % $ (193,959)
Dealer, net of discounts 894,977 0.16 — — 894,977
Total commercial paper 2,019,584 0.15 1,318,566 0.34 701,018
Select notes to members 1,539,150 0.30 1,597,959 0.75 (58,809)
Daily liquidity fund notes to members 460,556 0.08 508,618 0.10 (48,062)
Securities sold under repurchase agreements 200,115 0.30 — — 200,115
Medium-term notes:
Members, at par 595,037 1.28 658,959 2.32 (63,922)
Dealer, net of discounts 3,923,385 2.31 3,068,793 3.34 854,592
Total medium-term notes 4,518,422 2.17 3,727,752 3.16 790,670
Collateral trust bonds 7,191,944 3.15 7,188,553 3.23 3,391
Guaranteed Underwriter Program notes
payable 6,269,303 2.76 6,261,312 2.74 7,991
Farmer Mac notes payable 2,977,909 1.68 3,059,637 1.99 (81,728)
Other notes payable 8,236 1.68 11,612 1.37 (3,376)
Subordinated deferrable debt 986,315 5.11 986,119 5.11 196
Members’ subordinated certificates:
Membership subordinated certificates 628,594 4.95 630,483 4.95 (1,889)
Loan and guarantee subordinated
certificates 386,896 2.89 482,965 2.92 (96,069)
Member capital securities 239,170 5.00 226,170 5.00 13,000
Total members’ subordinated certificates 1,254,660 4.32 1,339,618 4.22 (84,958)
Total debt outstanding $ 27,426,194 2.42 % $ 25,999,746 272 % $ 1,426,448
Security type:
Secured debt 61 % 64 %
Unsecured debt 39 36
Total 100 % 100 %
Funding source:
Members 18 % 21 %
Private placement:
Guaranteed Underwriter Program notes
payable 23 24
Farmer Mac notes payable 11 12
Total private placement 34 36
Capital markets 48 43
Total 100 % 100 %
Interest rate type:
Fixed-rate debt 77 % 75 %
Variable-rate debt 23 25
Total 100 % 100 %
Interest rate type including the impact of
swaps:
Fixed-rate debt" 93 % 90 %
Variable-rate debt? 7 10
Total 100 % 100 %
Maturity classification:®
Short-term borrowings 17 % 15 %
Long-term and subordinated debt® 83 85
Total 100 % 100 %
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M Includes variable-rate debt that has been swapped to a fixed rate, net of any fixed-rate debt that has been swapped to a variable rate.
@ Includes fixed-rate debt that has been swapped to a variable rate, net of any variable-rate debt that has been swapped to a fixed rate. Also includes

commercial paper notes, which generally have maturities of less than 90 days. The interest rate on commercial paper notes does not change once the note
has been issued; however, the interest rate for new commercial paper issuances changes daily.

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

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

We issue debt primarily to fund growth in our loan portfolio. As such, our outstanding debt volume generally increases and
decreases in response to member loan demand. Total debt outstanding increased $1,426 million, or 5%, to $27,426 million
as of May 31, 2021, due to borrowings to fund the increase in loans to members. Outstanding dealer commercial paper of
$895 million as of May 31, 2021 was below our targeted maximum threshold of $1,250 million.

Below is a summary of significant financing activities during fiscal year 2021:

* On October 8, 2020, we issued $400 million aggregate principal amount of 1.35% sustainability collateral trust bonds due
March 15, 2031. On February 8, 2021, we issued $350 million of aggregate principal amount of 1.65% collateral trust
bonds due June 15, 2031. In February 2021, we issued dealer medium-term notes totaling $1,425 million.

* On November 19, 2020, we closed on a $375 million committed loan facility (“Series R”) from the Federal Financing
Bank under the Guaranteed Underwriter Program. Pursuant to this facility, we may borrow any time before July 15, 2025.
Each advance is subject to quarterly amortization and a final maturity not longer than 30 years from the date of the
advance.

e On May 25, 2021, we borrowed $200 million under a securities repurchase agreement and pledged as collateral
investment debt securities classified as trading, the fair value of which was $211 million as of May 31, 2021. We
repurchased these investment debt securities on June 2, 2021.

Member Investments

Debt securities issued to our members represent an important, stable source of funding. Table 13 displays outstanding
member debt, by product type, as of May 31, 2021 and 2020.

Table 13: Member Investments

May 31,

2021 2020
(Dollars in thousands) Amount % of Total " Amount % of Total " Change
Member investment product type:
Commercial paper $1,124,607 56 % $1,318,566 100 % $ (193,959)
Select notes 1,539,150 100 1,597,959 100 (58,809)
Daily liquidity fund notes 460,556 100 508,618 100 (48,062)
Medium-term notes 595,037 13 658,959 18 (63,922)
Members’ subordinated certificates 1,254,660 100 1,339,618 100 (84,958)
Total member investments $4,974,010 $ 5,423,720 $ (449,710)
Percentage of total debt outstanding 18 % 21 %

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

Member investments totaled $4,974 million and accounted for 18% of total debt outstanding as of May 31, 2021, compared
with $5,424 million, or 21%, of total debt outstanding as of May 31, 2020. Over the last three fiscal years, outstanding
member investments as of the end of each quarterly reporting period have averaged $4,995 million.
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Short-Term Borrowings

Short-term borrowings consist of borrowings with an original contractual maturity of one year or less and do not include the
current portion of long-term debt. Short-term borrowings totaled $4,582 million and accounted for 17% of total debt
outstanding as of May 31, 2021, compared with $3,962 million, or 15%, of total debt outstanding as of May 31, 2020. See
“Liquidity Risk” below and in “Note 6—Short-Term Borrowings” for information on 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 of $22,844 million and $22,038 million as of May 31, 2021 and 2020, respectively,
accounted for 83% and 85%, of total debt outstanding as of each respective date. We provide additional information on our

long-term debt below under “Liquidity Risk” and in “Note 7—Long-Term Debt” and “Note 8—Subordinated Deferrable
Debt.”

Equity
Table 14 presents the components of total CFC equity and total equity as of May 31, 2021 and 2020.

Table 14: Equity

May 31,
(Dollars in thousands) 2021 2020 Change
Equity components:
Membership fees and educational fund:
Membership fees $ 9268 $ 969 $ )]
Educational fund 2,157 2,224 67)
Total membership fees and educational fund 3,125 3,193 (68)
Patronage capital allocated 923,970 894,066 29,904
Members’ capital reserve 909,749 807,320 102,429
Total allocated equity 1,836,844 1,704,579 132,265
Unallocated net income (loss):
Prior fiscal year-end cumulative derivative forward value
losses' (1,079,739) (348,965) (730,774)
Y ear-to-date derivative forward value gains (losses) 618,577 (730,774) 1,349,351
Period-end cumulative derivative forward value losses'" (461,162) (1,079,739) 618,577
Other unallocated net income (709) 3,191 (3,900)
Unallocated net loss (461,871) (1,076,548) 614,677
CFC retained equity 1,374,973 628,031 746,942
Accumulated other comprehensive loss (25) (1,910) 1,885
Total CFC equity 1,374,948 626,121 748,827
Noncontrolling interests 24,931 22,701 2,230
Total equity $ 1,399,879 § 648,822 $§ 751,057

mRepresents derivative forward value gains (losses) for CFC only, as total CFC equity does not include the noncontrolling interests of the variable interest
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entities NCSC and RTFC, which we are required to consolidate. We present the consolidated total derivative forward value gains (losses) in Table 38 in
the “Non-GAAP Financial Measures” section below. Also, see “Note 16—Business Segments” for the statements of operations for CFC.

Total equity increased $751 million during fiscal year 2021 to $1,400 million as of May 31, 2021, primarily attributable to
our reported net income of $814 million, which was partially offset by the retirement of patronage capital of $60 million
authorized by the CFC Board of Directors in July 2020 and paid to members in September 2020.

Allocation and Retirement of Patronage Capital

District of Columbia cooperative law requires cooperatives to allocate net earnings to patrons, to a general reserve in an
amount sufficient to maintain a balance of at least 50% of paid-up capital and to a cooperative educational fund, as well as
permits additional allocations to board-approved reserves. District of Columbia cooperative law also requires that a
cooperative’s net earnings be allocated to all patrons in proportion to their individual patronage and each patron’s allocation
be distributed to the patron unless the patron agrees that the cooperative may retain its share as additional capital. Pursuant
to these provisions, the CFC Board of Directors is required to make annual allocations of net earnings, if any. CFC’s net
earnings for determining allocations is based on non-GAAP adjusted net income, which excludes the impact of derivative
forward value gains (losses). We provide a reconciliation of our adjusted net income to our reported net income and an
explanation of the adjustments below in “Non-GAAP Financial Measures.”

In May 2021, the CFC Board of Directors authorized the allocation of $1 million of net earnings for fiscal year 2021 to the
cooperative educational fund. In July 2021, the CFC Board of Directors authorized the allocation of net earnings for fiscal
year 2021 as follows: $90 million to members in the form of patronage capital and $102 million to the members’ capital
reserve. In July 2021, the CFC Board of Directors also authorized the retirement of patronage capital totaling $58 million, of
which $45 million represented 50% of the patronage capital allocation for fiscal year 2021 and $13 million represented the
portion of the allocation from fiscal year 1996 net earnings that has been held for 25 years pursuant to the CFC Board of
Directors’ policy. We expect to return the authorized patronage capital retirement amount of $58 million to members in cash
in the second quarter of fiscal year 2022. The remaining portion of the patronage capital allocation for fiscal year 2021 will
be retained by CFC for 25 years pursuant to the guidelines adopted by the CFC Board of Directors in June 2009.

In May 2020, the CFC Board of Directors authorized the allocation of $1 million of net earnings for fiscal year 2020 to the
cooperative educational fund. In July 2020 the CFC Board of Directors authorized the allocation of net earnings for fiscal
year 2020 as follows: $96 million to members in the form of patronage capital and $48 million to the members’ capital
reserve. In July 2020, the CFC Board of Directors also authorized the retirement of patronage capital totaling $60 million, of
which $48 million represented 50% of the patronage capital allocation for fiscal year 2020 and $12 million represented the
portion of the allocation from net earnings for fiscal year 1995 that has been held for 25 years pursuant to the CFC Board of
Directors’ policy. This amount was returned to members in cash in September 2020. The remaining portion of the patronage
capital allocation for fiscal year 2020 will be retained by CFC for 25 years pursuant to the guidelines adopted by the CFC
Board of Directors in June 2009.

The CFC Board of Directors is required to make annual allocations of adjusted net income, if any. CFC has made annual
retirements of allocated net earnings in 41 of the last 42 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” in our 2020 Form 10-K and “Note 11—Equity” for additional information.
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RISK MANAGEMENT

Overview

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

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

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

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

* Operational risk is the risk of loss resulting from inadequate or failed internal controls, processes, systems, human error
or external events, including natural disasters or public health emergencies, such as the current COVID-19 pandemic.
Operational risk also includes compliance risk, fiduciary risk, reputational risk and litigation risk.

Effective risk management is critical to our overall operations and to achieving our primary objective of providing cost-
based financial products to our rural electric members while maintaining the sound financial results required for investment-
grade credit ratings on our rated debt instruments. Accordingly, we have a risk-management framework that is intended to
govern the principal risks we face in conducting our business and the aggregate amount of risk we are willing to accept,
referred to as risk appetite and risk guidelines, in the context of CFC’s mission and strategic objectives and initiatives.

Risk-Management Framework

Our risk-management framework consists of defined policies, procedures and risk tolerances that are intended to align with
CFC’s mission. The CFC Board of Directors is responsible for risk governance by approving the enterprise risk-
management framework and providing oversight on risk policies, risk appetite, guidelines and our performance against
established goals. In fulfilling its risk governance responsibility, the CFC Board of Directors receives periodic reports on
business activities from management. The CFC Board of Directors reviews CFC’s risk profile and management’s
assessment of those risks throughout the year at its periodic meetings. The board also establishes CFC’s loan policies and
has established a Loan Committee of the board comprising no fewer than 10 directors that reviews the performance of the
loan portfolio in accordance with those policies. For additional information about the role of the CFC Board of Directors in
risk governance and oversight, see “Item 10. Directors, Executive Officers and Corporate Governance.”

Management is responsible for execution of the risk-management framework, risk policy formation and daily management
of the risks associated with our business. Management executes its responsibility by establishing processes for identifying,
measuring, assessing, managing, monitoring and reporting risks. Management and operating groups maintain policies and
procedures, specific to each major risk category, to identify and measure our primary risk exposures at the transaction,
obligor and portfolio levels and ensure that our exposures remain within prescribed limits. Management also is responsible
for establishing and maintaining internal controls to mitigate key risks. We have a number of management-level risk
oversight committees across the organization and groups within the organization that have a defined set of authorities and
responsibilities specific to one or more risk types, including the Corporate Credit Committee, Credit Risk Management
group, Treasury group, Asset Liability Committee, Investment Management Committee, Corporate Compliance, Internal
Audit group, Business Technology Services group and Disclosure Committee. These risk oversight committees and groups
collectively help management facilitate enterprise-wide understanding and monitoring of CFC’s risk profile and the control
processes with respect to our inherent risks. Management and the risk oversight committees periodically report actual
results, significant current and emerging risks, initiatives and risk-management concerns to the CFC Board of Directors.
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CREDIT RISK

Our loan portfolio, which represents the largest component of assets on our balance sheet, accounts for the substantial
majority of our credit risk exposure. We also engage in certain non-lending activities that may give rise to counterparty
credit risk, such as entering into derivative transactions to manage interest rate risk and purchasing investment securities.
Our primary credit exposure is loans to rural electric cooperatives, which provide essential electric services to end-users, the
majority of which are residential customers. We also have a limited portfolio of loans to not-for-profit and for-profit
telecommunication companies.

Credit Risk Management

We manage credit risk related to our loan portfolio consistent with credit policies established by the CFC Board of Directors
and through credit underwriting, approval and monitoring processes and practices adopted by management. Our board-
established credit policies include guidelines regarding the types of credit products we offer, limits on credit we extend to
individual borrowers, approval authorities delegated to management, and use of syndications and loan sales. We maintain an
internal risk rating system in which we assign a rating to each borrower and credit facility. We review and update the risk
ratings at least annually. Assigned risk ratings inform our credit approval, borrower monitoring and portfolio review
processes. Our Corporate Credit Committee approves individual credit actions within its own authority and together with
our Credit Risk Management group, establishes standards for credit underwriting, oversees credits deemed to be higher risk,
reviews assigned risk ratings for accuracy, and monitors the overall credit quality and performance statistics of our loan
portfolio.

Loan Portfolio Credit Risk

As a member-owned finance cooperative, CFC’s principal focus is to provide funding to its rural electric utility cooperative
members to assist them in acquiring, constructing and operating electric distribution systems, power supply systems and
related facilities. Loans outstanding to electric utility organizations of $27,995 million and $26,306 million as of May 31,
2021 and 2020, respectively, represented 99% of total loans outstanding as of each respective date. The remaining loans
outstanding in our portfolio were to RTFC members, affiliates and associates in the telecommunications industry.

Because we lend primarily to our rural electric utility cooperative members, we have had a loan portfolio inherently subject
to single-industry and single-obligor concentration risks since our inception in 1969. We historically, however, have
experienced limited defaults and losses in our electric utility loan portfolio due to several factors. First, the majority of our
electric cooperative borrowers operate in states where electric cooperatives are not subject to rate regulation. Thus, they are
able to make rate adjustments to pass along increased costs to the end customer without first obtaining state regulatory
approval, allowing them to cover operating costs and generate sufficient earnings and cash flows to service their debt
obligations. Second, electric cooperatives face limited competition, as they tend to operate in exclusive territories not
serviced by public investor-owned utilities. Third, electric cooperatives typically are consumer-owned, not-for-profit entities
that provide an essential service to end-users, the majority of which are residential customers. Fourth, electric cooperatives
tend to adhere to a conservative core business strategy model that has historically resulted in a relatively stable, resilient
operating environment and overall strong financial performance and credit strength for the electric cooperative network.
Finally, we generally lend to our members on a senior secured basis, which reduces the risk of loss in the event of a
borrower default.

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

Security Provisions

Except when providing line of credit loans, we generally lend to our members on a senior secured basis. Long-term loans are
generally secured on parity with other secured lenders (primarily RUS), if any, by all assets and revenue of the borrower
with exceptions typical in utility mortgages. Line of credit loans are generally unsecured. In addition to the collateral
pledged to secure our loans, distribution and power supply borrowers also are required to set rates charged to customers to
achieve certain specified financial ratios.
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Table 15 presents, by loan type and by company, the amount and percentage of secured and unsecured loans in our loan
portfolio as of May 31, 2021 and 2020. Of our total loans outstanding, 93% and 94% were secured as of May 31, 2021 and

2020, respectively.

Table 15: Loan Portfolio Security Profile

May 31, 2021

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

Long-term fixed-rate loans $ 25,278,805 929 % $ 235,961 1% $ 25,514,766

Long-term variable-rate loans 655,675 100 2,904 — 658,579
Total long-term loans 25,934,480 99 238,865 1 26,173,345
Line of credit loans 376,991 17 1,864,771 83 2,241,762

Total loans outstanding'”

$ 26,311,471

93  $ 2,103,636

7 $28415,107

Company:

CFC $ 25,248,972 93 % $ 2,038,884 7% $ 27,287,856
NCSC 662,782 94 44,086 6 706,868
RTFC 399,717 95 20,666 5 420,383

Total loans outstanding'"

$ 26,311,471

93 $ 2,103,636

7 $28,415,107

May 31, 2020

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

Long-term fixed-rate loans $ 24,137,145 99 % $ 334,858 1% $ 24,472,003

Long-term variable-rate loans 650,192 99 5,512 1 655,704
Total long-term loans 24,787,337 99 340,370 1 25,127,707
Line of credit loans 191,268 12 1,371,879 88 1,563,147
Total loans outstanding" $ 24,978,605 94 $ 1,712,249 6 $ 26,690,854
Company:
CFC $ 23,977,438 94 % $ 1,630,219 6 % $ 25,607,657
NCSC 638,488 91 59,374 9 697,862
RTFC 362,679 94 22,656 6 385,335
Total loans outstanding" $ 24,978,605 94 $ 1,712,249 6  $26,690,854

(I)Represents the unpaid principal balance, net of charge-offs and recoveries of loans as of the end of each period. Excludes unamortized deferred loan
origination costs of $12 million and $11 million as of May 31, 2021 and 2020, respectively.

Credit Concentration
Concentrations may exist when there are amounts loaned to borrowers engaged in similar activities or in geographic areas
that would cause them to be similarly impacted by economic or other conditions or when there are large exposures to single

borrowers. As discussed above under “Credit Risk—Loan Portfolio Credit Risk,” loans outstanding to electric utility
organizations represented approximately 99% of our total loans outstanding as of both May 31, 2021 and 2020.
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Geographic Concentration

Although our organizational structure and mission results in single-industry concentration, we serve a geographically
diverse group of electric and telecommunications borrowers throughout the U.S. The consolidated number of borrowers
with loans outstanding totaled 892 and 889 as of May 31, 2021 and 2020, respectively, located in 49 states. Of the 8§92
borrowers with loans outstanding as of May 31, 2021, 49 were electric power supply borrowers. In comparison, of the 889
borrowers with loans outstanding as of May 31, 2020, 52 were electric power supply borrowers. Electric power supply
borrowers generally require significantly more capital than electric distribution and telecommunications borrowers.

Texas, which had 67 borrowers with loans outstanding as of both May 31, 2021 and 2020, accounted for the largest number
of borrowers with loans outstanding in any one state as of each respective date. Texas also accounted for the largest
concentration of loan exposure in any one state as of each respective date. Loans outstanding to Texas-based electric utility
organizations totaled $4,878 million and $4,222 million as of May 31, 2021 and 2020, respectively, and accounted for 17%
and 16% of total loans outstanding as of each respective date. Of the loans outstanding to Texas-based electric utility
organizations, $172 million and $181 million as of May 31, 2021 and 2020, respectively, were covered by the Farmer Mac
standby repurchase agreement, which slightly reduced our credit risk exposure to Texas borrowers. Of the 49 electric power
supply borrowers with loans outstanding as of May 31, 2021, seven were located in Texas.

Table 16 provides a breakdown, by state or U.S. territory, of the total number of borrowers with loans outstanding as of

May 31, 2021 and 2020 and the outstanding loan exposure to borrowers in each jurisdiction as a percentage of total loans
outstanding of $28,415 million and $26,691 million as of May 31, 2021 and 2020, respectively.
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Table 16: Loan Geographic Concentration

May 31,
2021 2020
% of Total % of Total
Number of Loans Number of Loans

U.S. State/Territory Borrowers Outstanding Borrowers Outstanding
Alabama 24 2.28 % 22 2.29 %
Alaska 16 3.48 16 3.55
Arizona 11 0.80 11 0.82
Arkansas 20 2.21 20 2.32
California 4 0.12 4 0.13
Colorado 27 5.70 26 5.89
Delaware 3 0.31 3 0.40
Florida 18 3.84 18 4.15
Georgia 45 5.42 45 5.18
Hawaii 2 0.36 2 0.40
Idaho 11 0.40 11 0.46
Illinois 31 3.22 32 3.51
Indiana 39 3.21 39 3.11
Towa 34 2.32 34 2.37
Kansas 29 4.13 31 4.40
Kentucky 23 2.65 23 2.81
Louisiana 9 1.95 10 0.92
Maine 3 0.08 2 0.03
Maryland 2 1.56 2 1.64
Massachusetts 1 0.21 1 0.23
Michigan 11 1.32 12 1.00
Minnesota 48 2.38 48 2.50
Mississippi 20 1.58 20 1.50
Missouri 46 5.65 45 5.42
Montana 25 0.77 25 0.75
Nebraska 12 0.10 12 0.11
Nevada 8 0.80 8 0.94
New Hampshire 2 0.30 1 0.30
New Jersey 2 0.06 2 0.07
New Mexico 13 0.20 14 0.23
New York 13 0.43 9 0.21
North Carolina 28 3.08 28 3.42
North Dakota 14 2.90 15 3.22
Ohio 27 2.18 27 227
Oklahoma 27 3.40 26 3.08
Oregon 19 1.27 19 1.33
Pennsylvania 16 1.78 16 1.92
Rhode Island 1 0.02 1 0.02
South Carolina 24 2.77 21 2.93
South Dakota 29 0.64 29 0.72
Tennessee 16 0.71 17 0.73
Texas 67 17.17 67 15.82
Utah 4 0.92 5 1.10
Vermont 5 0.18 5 0.20
Virginia 17 1.08 18 1.23
Washington 10 1.12 10 1.22
West Virginia 2 0.04 2 0.04
‘Wisconsin 23 1.82 24 1.89
Wyoming 11 1.08 11 1.22
Total 892 100.00 % 889 100.00 %
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Single-Obligor Concentration

Table 17 displays the outstanding loan exposure for our 20 largest borrowers, by company, as of May 31, 2021 and 2020.
The 20 largest borrowers consisted of 10 distribution systems and 10 power supply systems as of May 31, 2021. The 20
largest borrowers consisted of 11 distribution systems and nine power supply systems as of May 31, 2020. The largest total
exposure to a single borrower or controlled group represented less than 2% of total loans outstanding as of both May 31,
2021 and 2020.

Table 17: Loan Exposure to 20 Largest Borrowers

May 31,
2021 2020

(Dollars in thousands) Amount % of Total Amount % of Total Change
Company:
CFC $5,978,342 21 % $5,661,540 21 % $316,802
NCSC 203,392 1 215,595 1 (12,203)
Total loan exposure to 20 largest borrowers 6,181,734 22 5,877,135 22 304,599
Less: Loans covered under Farmer Mac standby

purchase commitment (308,580) @ (313,644) (D 5,064
Net loan exposure to 20 largest borrowers $5,873,154 21 %  $5,563,491 21 % $309,663

As part of our strategy in managing credit exposure to large borrowers, we entered into a long-term standby purchase
commitment agreement with Farmer Mac during fiscal year 2016. Under this agreement, we may designate certain long-
term loans to be covered under the commitment, subject to approval by Farmer Mac, and in the event any such loan later
goes into payment default for at least 90 days, upon request by us, Farmer Mac must purchase such loan at par value. The
aggregate unpaid principal balance of designated and Farmer Mac-approved loans was $512 million and $569 million as of
May 31, 2021 and 2020, respectively. Loan exposure to our 20 largest borrowers covered under the Farmer Mac agreement
totaled $309 million and $314 million as of May 31, 2021 and 2020, respectively. No loans had been put to Farmer Mac for
purchase pursuant to this agreement as of May 31, 2021. Our credit exposure is also mitigated by long-term loans
guaranteed by RUS. Guaranteed RUS loans totaled $139 million and $147 million as of May 31, 2021 and 2020,
respectively.

Credit Quality Indicators

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

Troubled Debt Restructurings

We actively monitor problem loans and, from time to time, attempt to work with borrowers to manage such exposures
through loan workouts or modifications that better align with the borrower’s current ability to pay. A loan restructuring or
modification of terms is accounted for as a troubled debt restructuring (“TDR”) if, for economic or legal reasons related to
the borrower’s financial difficulties, a concession is granted to the borrower that we would not otherwise consider. TDR
loans generally are initially classified as nonperforming and placed on nonaccrual status, although in many cases such loans
were already classified as nonperforming prior to modification. These loans may be returned to performing status and the
accrual of interest resumed if the borrower performs under the modified terms for an extended period of time, and we expect
the borrower to continue to perform in accordance with the modified terms. In certain limited circumstances in which a TDR
loan is current at the modification date, the loan may remain on accrual status at the time of modification
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We have not had any loan modifications that were required to be accounted for as TDRs since fiscal year 2016. Table 18
presents the outstanding amount of modified loans accounted for as TDRs in prior periods, by member class, and the
performance status of these loans as of May 31, 2021 and 2020. The TDR loans outstanding for CFC and RTFC each relate
to the modification of a loan for one borrower that, at the time of the modification, was experiencing financial difficulty.

Table 18: Troubled Debt Restructured Loans

May 31,
2021 2020
% of Total % of Total

Number of  Outstanding Loans Number of Outstandilng Loans
(Dollars in thousands) Borrowers Amount Outstanding Borrowers Amount”) Outstanding
TDR loans:
CFC—Distribution 1 $ 5379 0.02 % 1 $ 5756 0.02 %
RTFC 1 4,592 0.02 1 5,092 0.02
Total TDR loans 2 $ 9,971 0.04 % 2 $ 10,848 0.04 %
Performance status of TDR loans:
Performing TDR loans 2 $ 9,971 0.04 % 2 $ 10,848 0.04 %
Total TDR loans 2 $ 9,971 0.04 % 2 $ 10,848 0.04 %

M Represents the unpaid principal balance net of charge-offs and recoveries as of the end of each period.

We did not have any TDR loans classified as nonperforming as of either May 31, 2021 or May 31, 2020. Although TDR
loans may be returned to performing status if the borrower performs under the modified terms of the loan for an extended
period of time, TDR loans are evaluated on an individual basis in estimating lifetime expected credit losses under the CECL
model for determining the allowance for credit losses.

Nonperforming Loans

In addition to TDR loans that may be classified as nonperforming, we also may have nonperforming loans that have not
been modified as a TDR loan. We classify such loans as nonperforming at the earlier of the date when we determine:

(i) interest or principal payments on the loan is past due 90 days or more; (ii) as a result of court proceedings, the collection
of interest or principal payments based on the original contractual terms is not expected; or (iii) the full and timely collection
of interest or principal is otherwise uncertain. Once a loan is classified as nonperforming, we generally place the loan on
nonaccrual status. Interest accrued but not collected at the date a loan is placed on nonaccrual status is reversed against
earnings. Table 19 presents the outstanding balance of nonperforming loans, by member class, as of May 31, 2021 and
2020.

Table 19: Nonperforming Loans

May 31,
2021 2020
% of Total % of Total

Number of ~ Outstandin Loans Number of ~ Outstandin Loans
(Dollars in thousands) Borrowers Amount ¢ Outstanding Borrowers Amount ¢ Outstanding
Nonperforming loans:
CFC—Power supply"? 2 $ 228,312 0.81 % 1 $ 167,708 0.63 %
RTFC 2 9,185 0.03 — — —
Total nonperforming loans 4 $ 237,497 0.84 % 1 $ 167,708 0.63 %

M Represents the unpaid principal balance net of charge-offs and recoveries as of the end of each period.
™ addition, we had less than $1 million letters of credit outstanding to Brazos as of May 31, 2021.

Nonperforming loans increased $69 million to $237 million, or 0.84% of total loans outstanding as of May 31, 2021, from
$168 million, or 0.63% of total loans outstanding, as of May 31, 2020, primarily due to our classification of the loans
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outstanding of $85 million to Brazos as nonperforming in fiscal year 2021 as a result of its bankruptcy filing. In addition to
Brazos, we classified loans outstanding to two affiliated RTFC telecommunications borrowers as nonperforming during
fiscal year 2021. Loans outstanding to these RTFC borrowers totaled $9 million as of May 31, 2021. Brazos is not permitted
to make scheduled loan payments without approval of the bankruptcy court. As a result, we have not received payments
from Brazos, and its loans outstanding of $85 million were delinquent as of May 31, 2021. In comparison, we had no
delinquent loans as of May 31, 2020. We provide additional information on Brazos and the impact of the February 2021
polar vortex on our Texas-based borrowers below under “Credit Risk—Allowance for Credit Losses.”

One loan to another CFC power supply borrower, with an outstanding balance of $143 million and $168 million as of

May 31, 2021 and 2020, respectively, accounted for the majority of nonperforming loans as of May 31, 2021, and the entire
amount of nonperforming loans as of May 31, 2020. Under the terms of this loan, which matures in December 2026, the
amount the borrower is required to pay in 2024 and 2025 may vary, as the payments are contingent on the borrower’s
financial performance in those years. Based on our review and assessment of the borrower’s forecast and underlying
assumptions provided to us in May 2020, we no longer believed that the future expected cash payments from the borrower
through the maturity of the loan in December 2026 would be sufficient to repay the outstanding loan balance. We therefore
classified this loan as nonperforming, placed the loan on nonaccrual status and established an asset-specific allowance for
credit losses as of May 31, 2020. Payments received from the borrower on this loan during fiscal year 2021 reduced the
outstanding balance to $143 million as of May 31, 2021. While the borrower is not in default and was current with respect to
required payments on the loan as of May 31, 2021, we have continued to report the loan as nonperforming based on the
expectation that we will not recover the full principal amount.

Net Charge-Offs

Charge-offs represent the amount of a loan that has been removed from our consolidated balance sheet when the loan is
deemed uncollectible. Generally the amount of a charge-off is the recorded investment in excess of the fair value of the
expected cash flows from the loan, or, if the loan is collateral dependent, the fair value of the underlying collateral securing
the loan. We report charge-offs net of amounts recovered on previously charged off loans. We did not experience any
charge-offs during fiscal years 2021, 2020 or 2019. Prior to Brazos’ bankruptcy filing, we had not experienced any defaults
or charge-offs in our electric utility loan portfolio since fiscal year 2013 and in our telecommunications loan portfolio since
fiscal year 2017.

In our 52-year history, we have experienced only 17 defaults in our electric utility loan portfolio, which includes our most
recent default by Brazos due to its bankruptcy filing in March 2021. Of the 16 defaults prior to Brazos, one remains
unresolved with an expected ultimate resolution date in calendar year 2025, nine resulted in no loss and six resulted in
cumulative net charge-offs of $86 million. Of this amount, $67 million was attributable to five electric power supply
cooperatives and $19 million was attributable to one electric distribution cooperatives. We cite the factors that have
historically contributed to the relatively low risk of default by our electric utility cooperatives, our principal lending market,
above under “Credit Risk—Loan Portfolio Credit Risk.”

In comparison, since inception in 1987, RTFC has experienced 15 defaults and cumulative net charge-offs of $427 million
in our telecommunications loan portfolio, the most significant of which was a charge-off of $354 million in fiscal year 2011.
We recorded this charge-off, which related to loans outstanding to Innovative Communications Corporation (“ICC”), a
former RTFC member, pursuant to the transfer of ICC’s assets in foreclosure to Caribbean Asset Holdings, LLC.

Borrower Risk Ratings

As part of our management of credit risk, we maintain a credit risk rating framework under which we employ a consistent
process for assessing the credit quality of our loan portfolio. We evaluate each borrower and loan facility in our loan
portfolio and assign internal borrower and loan facility risk ratings based on consideration of a number of quantitative and
qualitative factors. Each risk rating is reassessed annually following the receipt of the borrower’s audited financial
statements; however, interim risk-rating adjustments may occur as a result of updated information affecting a borrower’s
ability to fulfill its obligations or other significant developments and trends. We categorize loans in our portfolio based on
our internally assigned borrower risk ratings, which are intended to assess the general creditworthiness of the borrower and
probability of default. Our borrower risk ratings align with the U.S. federal banking regulatory agencies credit risk
definitions of pass and criticized categories, with the criticized category further segmented among special mention,
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substandard and doubtful. Pass ratings reflect relatively low probability of default, while criticized ratings have a higher
probability of default.

We use our internal risk ratings to measure the credit risk of each borrower and loan facility, identify or confirm problem or
potential problem loans in a timely manner, differentiate risk within each of our portfolio segments, assess the overall credit
quality of our loan portfolio and manage overall risk levels. Our internally assigned borrower risk ratings, which we map to
equivalent credit ratings by external credit rating agencies, serve as the primary credit quality indicator for our loan
portfolio. Because our internal borrower risk ratings provide important information on the probability of default, they are a
key input in estimating our allowance for credit losses.

Criticized loans increased $515 million to $886 million as of May 31, 2021, from $371 million as of May 31, 2020,
representing approximately 3% and 1% of total loans outstanding as of each respective date. The increase was primarily due
to the material borrower risk-ratings downgrades of Brazos and Rayburn in fiscal year 2021 due to their exposure to
elevated power costs during the February 2021 polar vortex. Brazos and Rayburn had loans outstanding of $85 million and
$379 million, respectively, as of May 31, 2021, together totaling $464 million. Prior to the downgrades of the borrower risk
ratings for Brazos and Rayburn to a rating in the “criticized” category, each borrower had a rating in the “pass” category.
The increase also reflects the impact of a risk rating downgrade of a CFC electric distribution borrower made in fiscal year
2021. We downgraded the risk rating of this borrower, which had loans outstanding of $219 million as of May 31, 2021,
from a rating in the “pass” category to a rating in “criticized” category. The risk rating downgrade for this CFC electric
distribution borrower was attributable to the adverse financial impact from restoration costs incurred to repair damage
caused by two successive hurricanes. We expect that the borrower will receive grant funds from the Federal Emergency
Management Agency and the state where it is located for reimbursement of the hurricane damage-related restoration costs.
Each of the borrowers downgraded to a criticized rating in fiscal year 2021, except Brazos, was current with regard to
scheduled principal and interest amounts due as of May 31, 2021. As noted above under “Nonperforming Loans,” Brazos is
not permitted to make scheduled loan payments without approval of the bankruptcy court. As a result, we have not received
payments from Brazos, and its loans outstanding of $85 million were delinquent as of May 31, 2021.

The increase in criticized loans of $683 million attributable to the risk rating downgrades of the three borrowers discussed
above was partially offset by an upgrade in the risk rating of a CFC electric distribution borrower and its subsidiary from a
rating in the “criticized” category to a rating in the “pass” category in fiscal year 2021. The upgrade in the risk rating for this
borrower, which had loans outstanding of $146 million as of May 31, 2021, was attributable to the borrower’s improved
financial performance.

We provide additional information on our borrower risk rating classifications, including the amount of loans outstanding in
each of the criticized loan categories of special mention, substandard and doubtful, in “Note 1—Summary of Significant
Accounting Policies” and “Note 4—Loans.”

Allowance for Credit Losses

We adopted the CECL accounting standard using the modified retrospective approach on June 1, 2020, which resulted in an
increase in our allowance for credit losses for our loan portfolio of $4 million and a corresponding decrease to retained
earnings of $4 million recorded through a cumulative-effect adjustment. The impact on the reserve for credit losses for our
off-balance sheet credit exposures related to unadvanced loan commitments and financial guarantees from the adoption of
CECL was not material. Under CECL, we are required to maintain an allowance based on a current estimate of credit losses
that are expected to occur over the remaining contractual term of the loans in our portfolio. Prior to the adoption of CECL
on June 1, 2020, we maintained an allowance based on an estimate of probable incurred losses inherent in our loan portfolio
as of each balance sheet date. We discuss our methodology for estimating the allowance for credit losses under the CECL
and incurred loss models in “Note l—Summary of Significant Accounting Policies.”

Table 20 presents, by member borrower type, loans outstanding and the related allowance for credit losses and allowance
coverage ratio as of May 31, 2021 and the allowance components. The allowance components, which are based on the
evaluation method used to measure credit losses, consist of a collective allowance and an asset-specific allowance. Loans
that share similar risk characteristics are evaluated on a collective basis in measuring credit losses, while loans that do not
share similar risk characteristics with other loans in our portfolio are evaluated on an individual basis. The allowance for
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credit losses as of May 31, 2020 is based on the incurred loss model, as our effective date for the adoption of CECL was

June 1, 2020.

Table 20: Allowance for Credit Losses by Borrower Member Class and Evaluation Methodology

May 31,
2021 2020
Allowance Allowance Allowance Allowance
) Loan§ W for Credit Cove.tra(%e Loan‘s o for Credit Cove‘:ra(%e

(Dollars in thousands) Outstanding Losses Ratio Outstanding Losses Ratio
Member class:
CFC:

Distribution $ 22,027,423 § 13,426 0.06 % $ 20,769,653 8,002 0.04 %

Power supply 5,154,312 64,646 1.25 4,731,506 38,027 0.80

Statewide and associate 106,121 1,391 1.31 106,498 1,409 1.32
CFC total 27,287,856 79,463 0.29 25,607,657 47,438 0.19
NCSC 706,868 1,374 0.19 697,862 806 0.12
RTFC 420,383 4,695 1.12 385,335 4,881 1.27
Total $ 28,415,107 $ 85,532 0.30 $ 26,690,854 § 53,125 0.20
Allowance components:
Collective allowance $ 28,167,639 § 42,442 015 % $26,512,298 $ 18,292 0.07 %
Asset-specific allowance 247,468 43,090 1741 178,556 34,833 19.51
Total allowance for credit losses $ 28,415,107 § 85,532 0.30 $ 26,690,854 § 53,125 0.20
Allowance coverage ratios:
Percentage of nonperforming and

nonaccrual loans $ 237,497 3601 % §$ 167,708 31.68 %

M Represents the unpaid principal balance, net of charge-offs and recoveries of loans as of each period end. Excludes unamortized deferred loan
origination costs of $12 million and $11 million as of May 31, 2021 and 2020.

@ Calculated based on the allowance for credit losses attributable to each member class divided by the related loans outstanding at period end.

®)Calculated based on the total allowance for credit losses at period end divided by loans outstanding classified as nonperforming and on nonaccrual status
at period end.

The allowance for credit losses increased $32 million to $86 million as of May 31, 2021, and the allowance coverage ratio
increased to 0.30%. Of the $32 million increase in the allowance, $24 million was attributable to the collective allowance
and $8 million was attributable to the asset-specific allowance.

The increase in the collective allowance of $24 million was primarily driven by the risk rating downgrade of Rayburn, a
CFC Texas-based power supply borrower with loans outstanding of $379 million as of May 31, 2021, from a pass rating to a
criticized rating in fiscal year 2021, coupled with a decrease we made in the recovery rate assumption for power supply
loans during fiscal year 2021 and the addition to the collective allowance of $4 million upon our adoption of CECL using
the modified retrospective approach on June 1, 2020. The increase in the asset-specific allowance of $8 million was
primarily driven by the classification of loans outstanding to Brazos totaling $85 million as of May 31, 2021 as
nonperforming due to its bankruptcy filing.

As indicated above in Table 20 , the increase in the allowance was largely attributable to CFC power supply loans. While
there was not a material change in the allowance coverage ratios for most of our member classes, the allowance coverage
ratio for CFC power supply loans increased 45 basis points to 1.25% as of May 31, 2021, from 0.80% as of May 31, 2020.
Below we provide additional information on the primary conditions and factors that contributed to the allowance increase
for CFC power supply loans and recent developments that we expect will have an impact on our estimated credit losses.
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Texas Polar Vortex

In mid-February 2021, Texas and several neighboring states experienced a series of severe winter storms and record-low
temperatures as a result of a polar vortex. The freezing conditions affected power demand, supply and market prices in
Texas, triggering unprecedented increases in electrical power load demand in combination with significant reductions in
power supply across Texas, including a loss of almost half of the electric generation within the ERCOT service area.
ERCOT raised wholesale electric power prices to $9,000 per megawatt-hour, to spur greater power generation by providing
a financial incentive for power generators in the state to remain on-line. According to ERCOT data, pre-storm wholesale
power prices were less than $50 per megawatt-hour. ERCOT also initiated controlled rolling power outages, which impacted
millions of residential and commercial customers, to protect and maintain the stability of the Texas electric grid.

Impact of Texas Polar Vortex

The surge in wholesale electricity prices had a direct financial impact primarily on certain electric power supply utilities,
including a significant adverse financial impact on two CFC Texas-based electric power supply borrowers, Brazos and
Rayburn. These power supply borrowers had insufficient generation supply during the February 2021 polar vortex and were
forced, at the height of the surge in power prices, to purchase power at peak prices to meet the electric demand of their
member distribution system customers. On March 1, 2021, we were informed that Brazos filed for Chapter 11 bankruptcy
protection. In fiscal year 2021, we downgraded Brazos’ borrower risk rating from a rating within the pass category to
doubtful, classified its loans outstanding as nonperforming, placed the loans on nonaccrual status, and reversed unpaid
interest amounts previously accrued and recognized in interest income. We had loans outstanding to Brazos of $85 million
as of May 31, 2021, pursuant to a syndicated Bank of America revolving credit agreement, of which $64 million was
unsecured and $21 million was secured. In the third quarter of fiscal year 2021, we also made a material downgrade in the
borrower risk rating for Rayburn from a rating within the pass category to special mention. We further downgraded
Rayburn’s borrower risk rating to substandard in the fourth quarter of fiscal year 2021. Loans outstanding to Rayburn
consisted of secured loans of $167 million and unsecured loans of $212 million, which together totaled $379 million as of
May 31, 2021. On March 12, 2021, the Public Utility Commission of Texas (“PUCT”) ordered ERCOT to extend the
deadline for filing an invoice, settlement statements or resettlement statement dispute or exception to an invoice, settlement
statement, or resettlement statement, related to ERCOT operating days from February 14, 2021 to February 19, 2021, to six
months after ERCOT posted the invoice, settlement statement, or resettlement statement. Rayburn received an invoice for
February 14, 2021 on February 16, 2021 and as a result the deadline for disputing this invoice is August 16, 2021.

Under the terms of the syndicated Bank of America revolving credit agreement, in the event of bankruptcy by Brazos, each
lending participant is permitted to hold any deposited or investment funds from Brazos, up to the amount of the participant’s
exposure to Brazos pursuant to the agreement, for set-off against such exposure to Brazos. The total held by all participants
is required to be shared among the participants in accordance with the pro rata share of each participant in the agreement. As
of the bankruptcy filing date, funds on deposit from or invested by Brazos with participating lenders of the agreement,
available for set-off against Brazos’ obligations, totaled $124 million. Based on our exposure of $85 million under the

$500 million syndicated Bank of America agreement, our pro rata share set-off right is 17%, or approximately $21 million.
The set-off rights have been agreed to and confirmed by Brazos and the bankruptcy court. In order to allow Brazos to access
such deposited or invested funds, the lenders have been granted adequate protection liens and super-priority claims in an
amount equal to the diminution of value of the amount available for set-off.

Texas Enactment of Legislation to Address Certain Polar-Vortex Related Costs

On June 18, 2021, the Texas governor signed into law Senate Bill 1580, the electric cooperative securitization bill, which
became effective immediately with the governor’s signature. This bill allows electric cooperatives to securitize
extraordinary costs and expenses incurred due to exposure to high power costs during the February 2021 polar vortex,
including amounts owed to ERCOT. Qualifying cooperatives may issue bonds directly or through a special purpose vehicle
legal entity. Payments on the bonds are required to be made over a period not to exceed 30 years. The bill also requires that
cooperatives that owe ERCOT use all means necessary to securitize the amount owed, calculated according to ERCOT’s
protocols in effect during the period of the February 2021 polar vortex, and stipulates that failure to pay such amount may
result in being barred from the ERCOT-administered power market by the PUCT. While Brazos and Rayburn are eligible to
utilize the provisions of this bill, we are currently uncertain whether they will elect to do so.
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Counterparty Credit Risk

We are exposed to counterparty credit risk related to the performance of the parties with which we enter into financial
transactions, primarily for derivative instruments, cash and time deposit accounts and our investment security holdings. To
mitigate this risk, we only enter into these transactions with financial institutions with investment-grade ratings. Our cash
and time deposits with financial institutions generally have an original maturity of less than one year.

We manage our derivative counterparty credit risk by monitoring the overall creditworthiness of each counterparty based on
our internal counterparty credit risk scoring model; using counterparty-specific credit risk limits; executing master netting
arrangements; and diversifying our derivative transactions among multiple counterparties. We also require that our
derivative counterparties be a participant in one of our committed bank revolving line of credit agreements. Our active
derivative counterparties had credit ratings ranging from Aa2 to Baa2 by Moody’s and from AA- to A- by S&P as of

May 31, 2021. Our largest counterparty exposure, based on the outstanding notional amount, represented approximately
24% and 25% of the total outstanding notional amount of derivatives as of May 31, 2021 and 2020, 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 below a level specified in the agreement. If a
derivative contract is terminated, the amount to be received or paid by us would be equal to the prevailing fair value, as
defined in the agreement, as of the termination date.

Our senior unsecured credit ratings from Moody’s, S&P and Fitch were A2, A- and A, respectively, as of May 31, 2021.
Moody’s and Fitch had our ratings on stable outlook as of May 31, 2021. S&P had our ratings on negative outlook as of
May 31, 2021. As discussed below under “Liquidity Risk—Credit Ratings,” on March 5, 2021, S&P downgraded our senior
unsecured credit ratings from A to A- with a negative outlook. No action on our ratings had been taken by Moody’s or Fitch
as of the date of this Report. Table 21 displays the outstanding notional amounts of our derivative contracts with rating
triggers as of May 31, 2021, 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, 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

Payable Due Receivable Net (Payable)/
(Dollars in thousands) Notional Amount From CFC Due to CFC Receivable
Impact of rating downgrade trigger:
Falls below A3/A-( $ 41,080 $ (8,168) $ — S (8,168)
Falls below Baal/BBB+ 6,031,373 (304,922) — (304,922)
Falls to or below Baa2/BBB ? 407,712 (14,835) — (14,835)
Total $ 6,480,165 $ (327,925) § — 3 (327,925)

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.

Table 21 does not include an interest rate swap agreement with one counterparty that is subject to a ratings trigger and early
termination provision in the event of a downgrade of CFC’s senior unsecured credit ratings below Baa3, BBB- or BBB- by
Moody’s, S&P or Fitch, respectively. The outstanding notional amount of interest rate swaps with this counterparty totaled
$222 million as of May 31, 2021, and the swaps were in an unrealized loss position of $22 million as of May 31, 2021.
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The aggregate fair value amount, including the credit valuation adjustment, of all interest rate swaps with rating triggers that
were in a net liability position was $344 million as of May 31, 2021, compared with $798 million as of May 31, 2020. There
were no counterparties that fell below the rating trigger levels in our interest swap contracts as of May 31, 2021. 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 prior to
maturity because our interest rate swaps are critical to our matched funding strategy to mitigate interest rate risk.

See “Item 1A. Risk Factors” for additional information about credit risks related to our business.

LIQUIDITY RISK

We define liquidity as the ability to convert assets into cash quickly and efficiently, maintain access to available funding and
to roll over or issue new debt under normal operating conditions and periods of CFC-specific and/or market stress, to ensure
that we can meet borrower loan requests, pay current and future obligations and fund our operations on a cost-effective
basis. Our primary sources of liquidity include cash flows from operations, member loan repayments, securities held in our
investment portfolio, committed bank revolving lines of credit, committed loan facilities under the Guaranteed Underwriter
Program, revolving note purchase agreements with Farmer Mac and our ability to issue debt in the capital markets, to our
members and in private placements. Our primary uses of liquidity include loan advances to members, principal and interest
payments on borrowings, periodic settlement payments related to derivative contracts and operating expenses.

Liquidity Risk Management

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 financial 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. We engage
in various activities to manage liquidity risk and achieve our liquidity objectives. Our Asset Liability Committee establishes
guidelines that are intended to ensure that we maintain sufficient, diversified sources of liquidity to cover potential funding
requirements as well as unanticipated contingencies. Our Treasury group develops strategies to manage our targeted
liquidity position, projects our funding needs under various scenarios, including adverse circumstances, and monitors our
liquidity position on an ongoing basis.

Available Liquidity
As part of our strategy in managing liquidity risk and meeting our liquidity objectives, we seek to maintain various sources
of liquidity that are available to meet our near-term liquidity needs. Table 22 presents the sources of liquidity available for

access as of May 31, 2021 and 2020.

Table 22: Available Liquidity

May 31,
2021 2020

(Dollars in millions) Total Accessed Available Total Accessed Available
Liquidity sources:
Cash and cash equivalents $ 295 N/A $ 295 § 671 N/A $ 671
Debt securities investment portfolio" 576 N/A 576 309 N/A 309
Committed bank revolvin%z;ine of credit

agreements—unsecured 2,725 3 2,722 2,725 3 2,722

Guaranteed Underwriter Program committed
facilities—secured” 8,173 7,198 975 7,798 6,898 900

Farmer Mac revolving note purchase agreement,
dated March 24, 2011, as amended—
secured” 5,500 2,978 2,522 5,500 3,060 2,440

Total available liquidity $17,269 $10,179 $ 7,090 $17,003 § 9,961 §$ 7,042

62



Dour portfolio of equity securities consists primarily of preferred stock securities that are not as readily redeemable; therefore, we have excluded our
portfolio of equity securities from our sources of available liquidity. As part of a securities repurchase transaction, we pledged $211 million of our debt
investment securities as of May 31, 2021. We repurchased these securities on June 2, 2021.

(2)The committed bank revolving line of credit agreements consist of a three-year and a five-year revolving line of credit agreement. The accessed amount
of $3 million as of both May 31, 2021 and May 31, 2020 relates to letters of credit issued pursuant to the five-year revolving line of credit agreement.

(3)The committed facilities under the Guaranteed Underwriter Program are not revolving.

(4)Avai1abi1ity subject to market conditions.

Investment Securities Portfolio

We have an investment portfolio of debt securities classified as trading and equity securities, which are reported on our
consolidated balance sheets at fair value. The fair value of the securities in our investment portfolio was $611 million as of
May 31, 2021, consisting of debt securities with a fair value of $576 million and equity securities with a fair value of $35
million. In comparison, the fair value of the securities in our investment portfolio was $370 million as of May 31, 2020,
consisting of debt securities with a fair value of $309 million and equity securities with a fair value of $61 million.

Our debt securities investment portfolio, which increased $267 million to $576 million as of May 31, 2021, is intended to
serve as an additional source of liquidity. The increase in our debt securities investment portfolio during fiscal year 2021
was largely due to the purchase of additional securities. During the fourth quarter of fiscal year 2020, we executed a plan for
the orderly liquidation of a portion of our debt securities from our investment portfolio due to volatility in the financial
markets at that time and the potential for future disruptions caused by the COVID-19 pandemic. As volatility across
financial markets stabilized during the first quarter of our fiscal year 2021, we gradually purchased additional securities to
restore the amount of our debt securities investment portfolio to a level more comparable with the level prior to the
liquidation.

Our debt securities investment portfolio is structured so that the securities generally have active secondary or resale markets
under normal market conditions. The objective of the portfolio is to achieve returns commensurate with the level of risk
assumed subject to CFC’s investment policy and guidelines and liquidity requirements. Pursuant to our investment policy
and guidelines, all fixed-income debt securities, at the time of purchase, must be rated at least investment grade and on
stable outlook based on external credit ratings from at least two of the leading global credit rating agencies, when available,
or the corresponding equivalent, when not available. Securities rated investment grade, that is those rated Baa3 or higher by
Moody’s or BBB- or higher by S&P or BBB- or higher by Fitch, are generally considered by the rating agencies to be of
lower credit risk than non-investment grade securities. We provide additional information on our investment securities
portfolio in “Note 3—Investment Securities.”

Borrowing Capacity Under Current Facilities

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

Committed Bank Revolving Line of Credit Agreements—Unsecured

Our committed bank revolving lines of credit may be used for general corporate purposes; however, we generally rely on
them as a backup source of liquidity for our member and dealer commercial paper. We had $2,725 million of commitments
under committed bank revolving line of credit agreements as of May 31, 2021. 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.

Table 23 presents the total commitment amount under our committed bank revolving line of credit agreements, outstanding

letters of credit and the amount available for access as of May 31, 2021. We did not have any outstanding borrowings under
our bank revolving line of credit agreements as of May 31, 2021.
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Table 23: Committed Bank Revolving Line of Credit Agreements

May 31, 2021
Letters of
Total Credit Available Annual
(Dollars in millions) Commitment Outstanding Amount Maturity Facility Fee ®
3-year agreement $ 1,315 § — 3 1,315  November 28, 2022 7.5 bps
S-year agreement 1,410 3 1,407 November 28, 2023 10 bps
Total $ 2,725 § 3 S 2,722

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

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

Subsequent to our fiscal year-end, on June 7, 2021, we amended the three-year and five-year committed bank revolving line
of credit agreements to extend the maturity dates to November 28, 2024 and November 28, 2025, respectively, and to
terminate certain bank commitments totaling $70 million under the three-year agreement and $55 million under the five-year
agreement. As a result, the total commitment amount under the three-year facility and the five-year facility is $1,245 million
and $1,355 million, respectively, resulting in a combined total commitment amount under the two facilities of $2,600
million.

Guaranteed Underwriter Program Committed Facilities—Secured

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

On November 19, 2020, we closed on a $375 million committed loan facility (“Series R”) from the Federal Financing Bank
under the Guaranteed Underwriter Program. Pursuant to this facility, we may borrow any time before July 15, 2025. Each
advance is subject to quarterly amortization and a final maturity not longer than 30 years from the date of the advance. We
borrowed $300 million and redeemed $150 million of notes payable outstanding under the Guaranteed Underwriter Program
during the year ended May 31, 2021. This new commitment increases total funding available to CFC under committed loan
facilities from the Federal Financing Bank (“FFB”) to $975 million. Of this amount, $100 million is available for advance
through July 15, 2023, $500 million is available for advance through July 15, 2024 and $375 million is available for advance
through July 15, 2025.

The notes payable to FFB and guaranteed by RUS under the Guaranteed Underwriter Program contain a provision that if
during any portion of the fiscal year, our senior secured credit ratings do not have at least two of the following ratings: (i)
A3 or higher from Moody’s, (ii) A- or higher from S&P, (iii) A- or higher from Fitch or (iv) an equivalent rating from a
successor rating agency to any of the above rating agencies, we may not make cash patronage capital distributions in excess
of 5% of total patronage capital.

We are required to pledge eligible distribution system loans or power supply system loans as collateral in an amount at least

equal to the total outstanding borrowings under the Guaranteed Underwriter Program. See “Consolidated Balance Sheet
Analysis—Debt—Collateral Pledged” and ‘“Note 4—Loans” for additional information on pledged collateral.
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Farmer Mac Revolving Note Purchase Agreement—Secured

As indicated in Table 22, we have a revolving note purchase agreement with Farmer Mac, dated March 24, 2011, as
amended, under which we can borrow up to $5,500 million from Farmer Mac, at any time, subject to market conditions. On
May 20, 2021, we amended our revolving note purchase agreement with Farmer Mac to automatically extend the draw
period from January 11, 2022 to June 30, 2026, with successive automatic one-year renewals without notice by either party.
Beginning June 30, 2025, the revolving note purchase agreement is subject to termination of the draw period by Farmer Mac
upon 425 days’ prior written notice. Pursuant to this revolving note purchase agreement, we can 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 agreement, we had outstanding
secured notes payable totaling $2,978 million and $3,060 million as of May 31, 2021 and 2020, respectively. We

borrowed $500 million under this note purchase agreement with Farmer Mac during the year ended May 31, 2021. The
amount available for borrowing under this agreement was $2,522 million as of May 31, 2021.

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

Short-Term Borrowings and Long-Term and Subordinated Debt

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

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

sold under repurchase agreements. Table 24 displays information on the composition, by product type, of our outstanding
short-term borrowings as of May 31, 2021 and 2020.
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Table 24: Short-Term Borrowings—Outstanding Amount and Weighted-Average Interest Rates

May 31,
2021 2020
Weighted- Weighted-
Outstanding Average Outstanding Average
(Dollars in thousands) Amount Interest Rate Amount Interest Rate
Short-term borrowings:
Commercial paper:
Commercial paper sold through dealers, net of discounts $ 894,977 016 % $ — — %
Commercial paper sold directly to members, at par 1,124,607 0.14 1,318,566 0.34
Total commercial paper 2,019,584 0.15 1,318,566 0.34
Select notes to members 1,539,150 0.30 1,597,959 0.75
Daily liquidity fund notes 460,556 0.08 508,618 0.10
Medium-term notes sold to members 362,691 0.42 286,842 1.64
Farmer Mac notes payable ) — — 250,000 1.06
Securities sold under repurchase agreements 200,115 0.30 — —
Total short-term borrowings outstanding $ 4,582,096 0.22 $3,961,985 0.62

(])Advanced under the revolving note purchase agreement with Farmer Mac dated March 24, 2011. See “Note 7—Long-Term Debt” for additional
information on this revolving note purchase agreement with Farmer Mac.

Our short-term borrowings increased $620 million to $4,582 million as of May 31, 2021, and accounted for 17% of total
debt outstanding, from $3,962 million as of May 31, 2020 and 15% of total debt outstanding. The weighted-average cost of
our outstanding short-term borrowings decreased to 0.22% as of May 31, 2021, from 0.62% as of May 31, 2020. The
weighted-average maturity of our short-term borrowings decreased to 38 days as of May 31, 2021, from 50 days as of

May 31, 2020.

The increase in short-term borrowings was driven primarily by issuances of dealer commercial paper and secured
borrowings under a repurchase agreement. Outstanding dealer commercial paper totaled $895 million as of May 31, 2021.
We had no outstanding dealer commercial paper as of May 31, 2020. Although the intra-period amount of outstanding
dealer commercial paper may fluctuate based on our liquidity requirements, our intent is to manage our short-term wholesale
funding risk by maintaining outstanding dealer commercial paper at an amount below $1,250 million for the foreseeable
future. In fiscal year 2021, we entered into two master repurchase agreements under which we may sell debt securities from
our investment portfolio to the counterparty with a commitment to repurchase such securities back from the counterparty.
The transactions pursuant to these repurchase agreements do not quality for sale accounting. We therefore are required to
account for the transactions as secured borrowings.

Table 25 displays our outstanding short-term borrowings, by funding source, as May 31, 2021 and 2020.

Table 25: Short-Term Borrowings—Funding Sources

May 31,
2021 2020
% of Total % of Total

Outstanding Short-Term Outstanding Short-Term
(Dollars in thousands) Amount Borrowings Amount Borrowings
Funding source:
Members $ 3,487,004 76 % $3,711,985 94 %
Private placement—Farmer Mac notes payable — — 250,000 6
Capital markets 1,095,092 24 — —
Total $ 4,582,096 100 % $3,961,985 100 %
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Members accounted for 76% of the source of our outstanding short-term borrowings as of May 31, 2021, down from 94%
as of May 31, 2020.

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 effectively manage our refinancing and interest rate risk, due
in part to the multi-year contractual maturity structure of long-term debt. In addition to access to private debt facilities, we
also issue debt in the public capital markets. Pursuant to Rule 405 of the Securities Act, we are classified as a “well-known
seasoned issuer.” Under our effective shelf registration statements filed with the U.S. Securities and Exchange Commission
(“SEC”), we may offer and issue the following debt securities:

¢ an unlimited amount of collateral trust bonds until October 2023;

+ an unlimited amount of senior and subordinated debt securities, including medium-term notes, member capital securities
and subordinated deferrable debt, until October 2023; and

* daily liquidity fund notes up to $20,000 million in the aggregate—with a $3,000 million limit on the aggregate principal
amount outstanding at any time—until March 2022.

Although we register member capital securities and the daily liquidity fund notes with the SEC, these securities are not
available for sale to the general public. Medium-term notes are available for sale to both the general public and members.
Notwithstanding the foregoing, we have contractual limitations with respect to the amount of senior indebtedness we may
incur.

As discussed in “Consolidated Balance Sheet Analysis—Debt,” long-term and subordinated debt of $22,844 million and
$22,038 million as of May 31, 2021 and 2020, respectively, accounted for 83% and 85% of total debt outstanding as of each
respective date. 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. Table 26 summarizes long-term and subordinated debt issuances and
repayments during fiscal year 2021.

Table 26: Long-Term and Subordinated Debt Issuances and Repayments

Year Ended May 31, 2021
@

(Dollars in thousands) Issuances Repayments Change
Debt product type:

Collateral trust bonds $ 750,000 $§ 755,000 $ (5,000)
Guaranteed Underwriter Program notes payable 300,000 292,009 7,991
Farmer Mac notes payable 500,000 331,728 168,272
Medium-term notes sold to members 60,146 199,917 (139,771)
Medium-term notes sold to dealers 1,461,235 604,240 856,995
Other notes payable — 3,564 (3,564)
Members’ subordinated certificates 14,292 84,659 (70,367)
Total $ 3,085,673 $ 2,271,117 $ 814,556

(])Repayments include principal maturities, scheduled amortization payments, repurchases and redemptions.

We provide additional information on our financing activities above under “Consolidated Balance Sheet Analysis—Debt”
and on the weighted-average interest rates on our long-term debt and subordinated certificates in “Note 7—Long-Term
Debt,” “Note 8—Subordinated Deferrable Debt” and “Note 9—Members’ Subordinated Certificates.”

Pledged Collateral

Under our secured borrowing agreements we are required to pledge loans, investment debt securities or other collateral and
maintain certain pledged collateral ratios. Of our total debt outstanding of $27,426 million as of May 31, 2021, $16,644
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million, or 61%, was secured by pledged loans totaling $19,153 million and pledged investments totaling $211 million. In
comparison, of our total debt outstanding of $26,000 million as of May 31, 2020, $16,515 million, or 64%, was secured by
pledged loans totaling $19,643 million. Following is additional information on the collateral pledging requirements for our
secured borrowing agreements.

Secured Borrowing Agreements—Pledged Loan Requirements

We are required to pledge loans or other collateral in transactions under our collateral trust bond indentures, bond
agreements under the Guaranteed Underwriter Program and note purchase agreements with Farmer Mac. Total debt
outstanding is presented on our consolidated balance sheets net of unamortized discounts and issuance costs. Our collateral
pledging requirements are based, however, on the face amount of secured outstanding debt, which excludes net unamortized
discounts and issuance costs. We are required to maintain pledged collateral equal to at least 100% of the face amount of
outstanding borrowings. However, as discussed below, we typically maintain pledged collateral in excess of the required
percentage. Under the provisions of our committed bank revolving line of credit agreements, the excess collateral that we
are allowed to pledge cannot exceed 150% of the outstanding borrowings under our collateral trust bond indentures, the
Guaranteed Underwriter Program or the Farmer Mac note purchase agreements. In certain cases, provided that all conditions
of eligibility under the different programs are satisfied, we may withdraw excess pledged collateral or transfer collateral
from one borrowing program to another to facilitate a new debt issuance. Table 27 displays the collateral coverage ratios
pursuant to these secured borrowing agreements as of May 31, 2021 and 2020.

Table 27: Collateral Pledged

Requirement Coverage Ratios Actual Coverage Ratios”
Ma?(imum
Minimum Debt l(’\:g\lfzie;:ltge cig:;n;(f May 31,
Indentures Credit Agreements 2021 2020

Secured borrowing agreement:
Collateral trust bonds 1994 indenture 100 % 150 % 116 % 114 %
Collateral trust bonds 2007 indenture 100 150 115 113
Guaranteed Underwriter Program notes payable 100 150 114 120
Farmer Mac notes payable 100 150 116 121
Clean Renewable Energy Bonds Series 2009A 100 150 120 120

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

Table 28 displays the unpaid principal balance of loans pledged for secured debt, the excess collateral pledged and
unencumbered loans as of May 31, 2021 and 2020.

Table 28: Unencumbered Loans

May 31,
(Dollars in thousands) 2021 2020
Total loans outstanding" $ 28,415,107 $ 26,690,854
Less: Loans required to be pledged for secured debt (16,704,335) (16,784,728)
Loans pledged in excess of requirement'?®® (2,448,424) (2,858,238)
Total pledged loans $ (19,152,759) $ (19,642,966)
Unencumbered loans $ 9,262,348 $ 7,047,888
Unencumbered loans as a percentage of total loans outstanding 33 % 26 %

(I)Represents the unpaid principal balance of loans as of the end of each period. Excludes unamortized deferred loan origination costs of $12 million and
$11 million as of May 31, 2021 and 2020, respectively.
@Reflects unpaid principal balance of pledged loans.
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(3)Excludes cash collateral pledged to secure debt. If there is an event of default under most of our indentures, we can only withdraw the excess collateral
if we substitute cash or permitted investments of equal value.

As displayed above in Table 28, we had excess loans pledged as collateral totaling $2,448 million and $2,858 million as of
May 31, 2021 and 2020, respectively. We typically pledge loans in excess of the required amount for the following reasons:
(i) our distribution and power supply loans are typically amortizing loans that require scheduled principal payments over the
life of the loan, whereas the debt securities issued under secured indentures and agreements typically have bullet maturities;
(i1) distribution and power supply borrowers have the option to prepay their loans; and (iii) individual loans may become
ineligible for various reasons, some of which may be temporary.

We provide additional information on our borrowings, including the maturity profile, below in “Liquidity Risk.” Also refer
to “Note 6—Short-Term Borrowings,” “Note 7—Long-Term Debt,” “Note 8—Subordinated Deferrable Debt” and “Note 9
—Members’ Subordinated Certificates” for additional information on each of our debt product types. See “Note 4—Loans

—Pledged Loans” for additional information related to pledged collateral.

Secured Borrowing Agreements—Pledged Investment Securities

In fiscal year 2021, we entered into two master repurchase agreements under which we may transfer debt securities from our
investment debt securities portfolio to the counterparty with a commitment to repurchase the transferred securities back from
the counterparty. The transactions pursuant to these repurchase agreements do not quality for sale accounting. We therefore
are required to account for the transactions as secured borrowings. The transferred debt securities represent pledged
collateral for the secured borrowings under the repurchase agreements.

On May 25, 2021, we borrowed $200 million under the repurchase agreements and transferred debt securities to the
counterparty. On June 2, 2021, we repurchased the transferred debt securities, which had a fair value of $211 million as of
May 31, 2021. We report the transferred debt securities as pledged collateral on our consolidated balance sheet as of

May 31, 2021.

Member Loan Repayments
Table 29 displays future scheduled loan principal payment amounts, by member class and by loan type, on loans outstanding
as of May 31, 2021, disaggregated by amounts due (i) in one year or less; (ii) after one year up to five years; (iii) after five

years up to 15 years; and (iv) after 15 years.

Table 29: Loans—Maturities of Scheduled Principal Payments

May 31, 2021
Due> 1Year Up Due> 5 Years Due After 15

(Dollars in thousands) Due <1 Year to5 Years Up to 15 Years Years Total
Member class:
CFC:

Distribution $ 2,074,765 $ 4,258,198 § 9,123,783 §$ 6,570,677 $ 22,027,423

Power supply 605,433 1,337,364 1,851,289 1,360,226 5,154,312

Statewide and associate 9,316 63,697 16,625 16,483 106,121
Total CFC 2,689,514 5,659,259 10,991,697 7,947,386 27,287,856
NCSC 106,025 185,076 317,343 98,424 706,868
RTFC 40,619 150,116 229,648 — 420,383
Total loans outstanding $ 2,836,158 $ 5,994,451 §$ 11,538,688 §$ 8,045,810 §$ 28,415,107
Loan type:
Fixed rate $ 1,342,258 $ 5,100,545 $ 11,283,853 $ 7,788,110 $ 25,514,766
Variable rate 1,493,900 893,906 254,835 257,700 2,900,341
Total loans outstanding $ 2,836,158 $ 5994451 $ 11,538,688 $ 8,045810 $ 28,415,107
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Contractual Obligations

Our contractual obligations affect both our short- and long-term liquidity needs. Our most significant contractual obligations
include scheduled payments on our debt obligations. Table 30 displays scheduled amounts due on our debt obligations in
each of the next five fiscal years and thereafter. The amounts presented reflect undiscounted future cash payment amounts
due pursuant to these obligations, aggregated by the type of contractual obligation. The table excludes certain obligations
where the obligation is short-term, such as trade payables, or where the amount is not fixed and determinable, such as
derivatives subject to valuation based on market factors. The timing of actual future payments may differ from those
presented due to a number of factors, such as discretionary debt redemptions or changes in interest rates that may impact our
expected future cash interest payments.

Table 30: Contractual Obligations(l)

Fiscal Year Ended May 31,

(Dollars in millions) 2022 2023 2024 2025 2026 Thereafter Total

Short-term borrowings $ 4582 $ — S — S — 3 — 3 — § 4,582
Long-term debt 2,598 1,844 1,652 842 2,428 11,520 20,884
Subordinated deferrable debt — — — — — 1,000 1,000
Members’ subordinated certificates® 7 19 11 10 55 1,153 1,255
Total long-term and subordinated debt 2,605 1,863 1,663 852 2,483 13,673 23,139
Contractual interest on long-term debt® 644 597 558 528 482 5,038 7,847
Total $ 7831 § 2460 $ 2,221 $ 1,380 $ 2,965 §$ 18,711 $ 35,568

(Dcallable debt is included in this table at its contractual maturity.

@ Member loan subordinated certificates totaling $190 million are amortizing annually based on the unpaid principal balance of the related loan.
Amortization payments on these certificates totaled $13 million in fiscal year 2021 and represented 7% of amortizing loan subordinated certificates
outstanding.

Represents the amounts of future interest payments on long-term and subordinated debt outstanding as of May 31, 2021, based on the contractual terms
of the securities. These amounts were determined based on certain assumptions, including that variable-rate debt continues to accrue interest at the
contractual rates in effect as of May 31, 2021 until maturity, and redeemable debt continues to accrue interest until its contractual maturity.

Off-Balance Sheet Arrangements

In the ordinary course of business, we engage in financial transactions that are not presented on our consolidated balance
sheets, or may be recorded on our 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 unadvanced loan commitments intended
to meet the financial needs of our members and guarantees of member obligations, which may affect our liquidity
requirements based on the likelihood that borrowers will advance funds under the loan commitments or we will be required
to perform under the guarantee obligations. We provide additional information about our unadvanced loan commitments,
including amounts outstanding, in “Note 4—Loans” and our guarantee obligations in “Note 13—Guarantees.”

Projected Near-Term Sources and Uses of Liquidity

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

Table 31 below displays our projected sources and uses of cash from debt and investment activity, by quarter, over the next
six quarters through the quarter ended November 30, 2022. Our assumptions also include the following: (i) the estimated
issuance of long-term debt, including collateral trust bonds and private placement of term debt, is based on maintaining a
matched funding position within our loan portfolio with our bank revolving lines of credit serving as a backup liquidity
facility for commercial paper and on maintaining outstanding dealer commercial paper at an amount below $1,250 million;
(i) long-term loan scheduled amortization payments represent the scheduled long-term loan payments for loans outstanding
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as of May 31, 2021, and our current estimate of long-term loan prepayments, which the amount and timing of are subject to
change; (iii) other loan repayments and other loan advances primarily relate to line of credit repayments and advances;

(iv) long-term debt maturities reflect scheduled maturities of outstanding term debt for the periods presented; and (v) long-
term loan advances reflect our current estimate of member demand for loans, the amount and timing of which are subject to
change.

Table 31: Projected Sources and Uses of Liquidity from Debt and Investment Activity(l)

Projected Sources of Liquidity Projected Uses of Liquidity

Long- Anticipated Total Long- Total Other

Term Long-Term Other Projected  Long-Term Term Projected Sources/
(Dollars in Debt Loan 5 Loan Sources of Debt . Loan Other Loasn Uses of (Uses) 0f6
millions) Issuance Repayments( ) Repaymentsm Liquidity Maturities”® Advances Advances® Liquidity Liquidity( )
1Q FY 2022 $ 533 § 372§ 84 § 989 § 552 § 794 $ — $ 1346 $ 126
2Q FY 2022 62 352 196 610 402 450 — 852 239
3Q FY 2022 1,733 350 65 2,148 1,408 552 — 1,960 (229)
4Q FY 2022 351 351 64 766 594 436 — 1,030 205
1Q FY 2023 307 370 — 677 457 572 — 1,029 292
2Q FY 2023 648 357 — 1,005 733 548 — 1,281 275
Total $3,634 § 2,152 § 409 $ 6,195 § 4,146 §$ 3352 § — § 7498 $ 908

mThe dates presented represent the end of each quarterly period through the quarter ended November 30, 2022.

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

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

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

As displayed in Table 31, we currently project long-term advances of $2,232 million over the next 12 months, which we
anticipate will exceed anticipated long-term loan repayments over the same period of $1,425 million by approximately $807
million. The estimates presented above are developed at a particular point in time based on our expected future business
growth and funding. Our actual results and future estimates may vary, perhaps significantly, from the current projections, as
a result of changes in market conditions, management actions or other factors.

Credit Ratings

Our funding and liquidity, borrowing capacity, ability to access capital markets and other sources of funds and the cost of
these funds are partially dependent on our credit ratings. Rating agencies base their ratings on numerous factors, including
liquidity, funding diversity, capital adequacy, industry position, member support, management, asset quality, earnings
stability and the probability of systemic support. Significant changes in these factors could result in different ratings.

On March 5, 2021, S&P issued a downgrade of our long-term issuer credit rating, citing a shift from “Strong” to “Adequate”
in its view of CFC’s risk position due to CFC’s loan portfolio concentration in the State of Texas. S&P also revised its
outlook on CFC to negative based on the potential for additional elevated credit stress posed by Texas electric cooperatives
due to the February 2021 polar vortex. The downgrade of CFC’s long-term issuer credit rating by S&P resulted in a
downgrade of (i) our senior secured and senior unsecured debt ratings to A- from A; (ii) our subordinated debt rating to
BBB from BBB+; and (iii) our short-term issuer credit and commercial paper ratings to A-2 from A-1, each with a negative
outlook. Table 32 displays our credit ratings as of May 31, 2021. Our credit ratings by Moody’s and Fitch remain unchanged
from May 31, 2020, and as of the date of this Report.
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Table 32: Credit Ratings

May 31, 2021

Moody’s S&P Fitch
Long-term issuer credit rating'” A2 A- A
Senior secured debt'® Al A- A+
Senior unsecured debt® A2 A- A
Subordinated debt A3 BBB BBB+
Commercial paper P-1 A-2 F1
Outlook Stable Negative Stable

(DBased on our senior unsecured debt rating.
(2)Applies to our collateral trust bonds.
(3)Applies to our medium-term notes.

The current split ratings have no impact on the pricing of our bank revolving credit facilities, and we do not believe that the
current split ratings have a material impact on our access to the commercial paper markets or on our ability to issue long-
term debt in the capital markets. Due to the S&P ratings downgrade, we have however, experienced a slight increase in the
cost of our commercial paper issuances and we also may experience a slight increase in the credit spread of long-term debt
issuances.

See “Credit Risk—Counterparty Credit Risk—Credit Risk-Related Contingent Features” above for information on credit
rating provisions related to our derivative contracts.

Financial Ratios

Our debt-to-equity ratio decreased to 20.17 as of May 31, 2021, from 42.40 as of May 31, 2020, primarily due to an increase
in equity from our reported net income of $814 million for fiscal year 2021 which was partially offset by a decrease in
equity from the retirement of $60 million in patronage capital authorized by the CFC Board of Directors in July 2020 and
paid to members in September 2020.

Our adjusted debt-to-equity ratio increased above our targeted threshold of 6.00-to-1 to 6.15 as of May 31, 2021, from 5.85
as of May 31, 2020, The increase was primarily attributable to an increase in adjusted liabilities due to additional
borrowings to fund growth in our loan portfolio. We provide a reconciliation of our adjusted debt-to-equity ratio to the most
comparable U.S. GAAP measure and an explanation of the adjustments below in “Non-GAAP Financial Measures.”

Debt Covenants

As part of our short-term and long-term borrowing arrangements, we are subject to various financial and operational
covenants. If we fail to maintain specified financial ratios, such failure could constitute a default by CFC of certain debt
covenants under our committed bank revolving line of credit agreements and senior debt indentures. We believe we were in
compliance with all covenants and conditions under our committed bank revolving line of credit agreements and senior debt
indentures as of May 31, 2021.

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

Interest rate risk represents our primary source of market risk, as movements in interest rates can have a significant impact
on the earnings and safety and soundness of a financial institution. We are exposed to interest rate risk primarily from the
differences in the timing between the maturities or repricing of our loans and the liabilities funding our loans. Below we
discuss how we manage and measure interest rate risk. We also include a discussion about the current status of our
preparation in transitioning from LIBOR as an interest reference rate to an alternative rate.

Interest Rate Risk Management

Our interest rate risk management objective is to prudently manage the difference between interest-earning assets and
interest-bearing liabilities in order to mitigate interest rate risk in accordance with CFC’s board policy and risk limits and
guidelines established by the Asset Liability Committee (“ALCO”). The ALCO provides oversight of our exposure to
interest rate risk and ensures that our exposure is compliant with established risk limits and guidelines. We seek to generate
stable adjusted net interest income on a sustained and long-term basis by minimize the mismatch between the cash flows
from our financial assets and our financial liabilities. We use derivatives as a tool in matching the duration and repricing
characteristics of our assets and liabilities, which we discuss above in “Consolidated Results of Operations—Non-Interest
Income—Derivative Gains (Losses) and “Note 10—Derivatives and Hedging Activities.”

Measurement of Interest Rate Risk

We routinely measure and assess our interest rate risk exposure using various methodologies. We implemented
enhancements to our Asset Liability Management (“ALM”) framework that expanded our analytic tools and capabilities,
which allowed us to provide a more comprehensive profile of our interest rate risk exposure. As a result of these
enhancements, we are able to more accurately measure and monitor our interest rate risk exposure under multiple interest
rate scenarios using several different techniques, including, among others, the sensitivity of our net interest and adjusted net
interest income to changes in interest rates and duration gap analysis. Because we believe these measures are more
meaningful and useful in evaluating our interest rate risk exposure, we changed the presentation of our quantitative measures
of interest rate risk during the fourth quarter of fiscal year 2021. Below we present two measures we use to assess our
interest rate risk exposure: (i) the interest rate sensitivity of our projected net interest income and adjusted net interest
income; and (ii) duration gap.

Interest Rate Sensitivity Analysis

Our ALM models, which we use to evaluate the sensitivity of our interest-earning assets and the interest-bearing liabilities
funding those assets under different interest rate scenarios, are updated monthly to reflect our current balance sheet position.
We then overlay our current balance sheet position with management’s forecast assumptions to generate a baseline
projection of net interest income and adjusted net interest income over the next 12 months. Table 33 presents the estimated
percentage impact on our projected base-line net interest income and adjusted net interest income, which includes the impact
of derivative cash settlements interest expense, over the next 12 months resulting from a hypothetical instantaneous parallel
shift of plus or minus 100 basis points in the interest rate yield curve as of May 31, 2021 and 2020. Shorter-term interest
rates were less than 1%, or 100 basis points, as of May 31, 2021 and interest rates across the entire yield curve were less
than 100 basis points as of May 31, 2020. We therefore assumed a floor interest rate of 0% if the hypothetical instantaneous
interest shift of minus 100 would result in a negative interest rate.
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Table 33: Interest Rate Sensitivity Analysis(l)

May 31, 2021 May 31, 2020
Estimated Impact(z) + 100 Basis Points  — 100 Basis Points” + 100 Basis Points ~ — 100 Basis Points”
Net interest income (6.13)% 3.34)% (8.20)% (2.30)%
Derivative cash settlements interest
expense 8.12% 3.01)% 8.34% (4.32)%
Adjusted net interest income'” 1.99% (6.35)% 0.14% (6.62)%

(l)Applies to all rate-sensitive assets and liabilities including fixed-rate loans with a repricing date within the next 12 months and forecasted new loan
growth; no impact on fixed-rate loans that are priced to maturity and nonperforming loans that are held at zero interest rate until maturity.
Actual net interest income (including adjusted) may differ significantly from the below referenced sensitivity analysis.

(3) :
Floored at zero percent interest rate.

(4)Includes derivative cash settlements that represent amounts received from or paid to counterparties.

Duration Gap

The duration gap is the difference between the estimated duration of assets and liabilities, which is calculated using an ALM
model. The duration gap summarizes the extent to which cash-flows for assets and liabilities are matched over time. A
positive duration gap denotes that the duration of our assets is greater than the duration of our debt and derivatives.
Therefore there is increased exposure to rising interest rates over the long term. A negative duration gap indicates increased
exposure to declining interest rates over the long term because the duration of our assets is less than the duration of our
liabilities and derivatives. The duration gap provides a relatively concise and simple measure of the interest rate risk
inherent in our balance sheet; however, it is not directly linked to expected future net interest income and adjusted net
interest income. We had a positive duration gap of 1.69 months as of May 31, 2021, compared with a negative duration gap
of 7.6 months as of May 31, 2020.

Limitations of Interest Rate Risk Measures

While we believe that the interest income sensitivities and duration gap measures provided are useful tools in assessing our
interest rate risk exposure, there are inherent limitations in any methodology used to estimate the exposure to changes in
market interest rates. These measures should be understood as estimates rather than as precise measurements. The interest
rate sensitivity analyses only contemplate certain hypothetical movements in interest rates and are performed at a particular
point in time based on the existing balance sheet and, in some cases, expected future business growth and funding mix
assumptions. The strategic actions that management may take to manage our balance sheet may differ significantly from our
projections, which could cause our actual interest income to differ substantially from the above sensitivity analysis.

LIBOR Transition

In July 2017, the United Kingdom’s Financial Conduct Authority (“FCA”), which regulates the LIBOR index, announced
that it intended to stop compelling banks to submit the rates required to calculate LIBOR after December 31, 2021.
Following this announcement, the Federal Reserve Board and the Federal Reserve Bank of New York established the
Alternative Reference Rates Committee (“ARRC”) which is comprised of private-market participants and ex-officio
members representing banking and financial sector regulators. The ARRC has recommended the Secured Overnight
Financing Rate (“SOFR”) as the alternative reference rate.

In November 2020, the Board of Governors of the Federal Reserve System, the Office of the Comptroller of the Currency
and the Federal Deposit Insurance Corporation issued a joint statement encouraging financial institutions to cease entering
into new contracts that use U.S. dollar-denominated (“USD”) LIBOR as a reference rate as soon as practicable and in any
event by December 31, 2021, in order to facilitate an orderly, safe and sound LIBOR transition. The joint statement
indicated that new contracts entered into before December 31, 2021 should either utilize a reference rate other than LIBOR
or have robust fallback language that includes a clearly defined alternative reference rate after LIBOR’s discontinuation.

In March 2021, the FCA and the Intercontinental Exchange (“ICE”) Benchmark Administration, the administrator for
LIBOR, concurrently confirmed the intention to stop requiring banks to submit the rates required to calculate LIBOR after
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December 31, 2021 for one-week and two-month LIBOR and June 30, 2023 for all remaining LIBOR tenors. Pursuant to the
announcement, one-week and two-month LIBOR will cease to be published or lose representativeness immediately after
December 31, 2021, and all remaining USD LIBOR tenors will cease to be published or lose representativeness immediately
after June 30, 2023.

We established a cross-functional LIBOR working group to identify CFC’s exposure, assess the potential risks related to the
transition from LIBOR to a new index and develop a strategic transition plan. The LIBOR working group has been closely
monitoring and assessing developments with respect to the LIBOR transition and providing regular reports to our Chief
Financial Officer and the CFC Board of Directors. An assessment of all of CFC’s LIBOR-based contracts and financial
instruments and the systems, models and processes that may be impacted has been completed. We have confirmed CFC’s
adherence to the International Swaps and Derivatives Association, Inc. 2020 LIBOR Fallbacks Protocol for our derivative
instruments. We plan to stop originating new LIBOR-based loans prior to December 31, 2021, and we have been working to
ensure that new LIBOR-based loans and existing LIBOR-based loans otherwise being amended include hardwired fallback
language. We are also closely monitoring the development of alternative credit-sensitive rates in addition to SOFR such as
the Bloomberg Short Term Bank Yield index.

Table 34 summarizes our LIBOR-indexed financial instruments outstanding as of May 31, 2021 that have a contractual
maturity date after June 30, 2023. These financial instruments are included in amounts reported on our consolidated balance
sheets.

Table 34: LIBOR-Indexed Financial Instruments

(Dollars in millions) May 31, 2021

Loans to members, performing $ 413
Investment securities 49
Debt 1,733

In addition, we have LIBOR-indexed derivatives with a notional amount of $7,479 million as of May 31, 2021 that have a
contractual maturity date after June 30, 2023.

We discuss the risks related to the uncertainty as to the nature of potential changes and other reforms associated with the
transition away from and expected replacement of LIBOR as a benchmark interest rate in “Item 1A. Risk Factors.”

OPERATIONAL RISK

Operational risk represents the risk of loss resulting from conducting our operations, including, but not limited to, the
execution of unauthorized transactions by employees; errors relating to loan documentation, transaction processing and
technology; the inability to perfect liens on collateral; breaches of internal control and information systems; and the risk of
fraud by employees or persons outside the company. This risk of loss also includes potential legal actions that could arise as
a result of operational deficiencies, noncompliance with covenants in our revolving credit agreements and indentures,
employee misconduct or adverse business decisions. In the event of a breakdown in internal controls, improper access to or
operation of systems or improper employee actions, we could incur financial loss. Operational/business risk also may
include breaches of our technology and information systems resulting from unauthorized access to confidential information
or from internal or external threats, such as cyberattacks.

Operational risk is inherent in all business activities. The management of such risk is important to the achievement of our
objectives. We maintain business policies and procedures, employee training, an internal control framework, and a
comprehensive business continuity and disaster recovery plan that are intended to provide a sound operational environment.
Our business policies and controls have been designed to manage operational risk at appropriate levels given our financial
strength, the business environment and markets in which we operate, the nature of our businesses, and considering factors
such as competition and regulation. Corporate Compliance monitors compliance with established procedures and applicable
law that are designed to ensure adherence to generally accepted conduct, ethics and business practices defined in our
corporate policies. We provide employee compliance training programs, including information protection, Regulation FD
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(“Fair Disclosure”) compliance and operational risk. Internal Audit examines the design and operating effectiveness of our
operational, compliance and financial reporting internal controls on an ongoing basis.

Our business continuity and disaster recovery plan establishes the basic principles and framework necessary to ensure
emergency response, resumption, restoration and permanent recovery of CFC’s operations and business activities during a
business interruption event. This plan includes a duplication of our operating systems at an off-site facility coupled with an
extensive business continuity and recovery process to leverage those remote systems. Each of our departments is required to
develop, exercise, test and maintain business resumption plans for the recovery of business functions and processing
resources to minimize disruption for our members and other parties with whom we do business. We conduct disaster
recovery exercises periodically that include both the information technology group and business areas. The business
resumption plans are based on a risk assessment that considers potential losses due to unavailability of service versus the
cost of resumption. These plans anticipate a variety of probable scenarios ranging from local to regional crises.

In fiscal year 2020, we enhanced our crisis management framework to provide additional corporate guidance on the
management of and response to significant crises that may have an adverse disruptive impact on our business. The crises
identified include, but are not limited to, man-made and natural disasters including infectious disease pandemics, technology
disruption and workforce issues. The objectives of the enhancements are to ensure, in the event of an identified crisis, we
have well-documented plans in place to protect our employees and the work environment, safeguard CFC’s operations,
protect CFC’s brand and reputation and minimize the impact of business disruptions. We conducted a business impact
analysis for each identified crisis to assess the potential impact on our business operations, financial performance,
technology and staff. The results of the business impact analysis have been utilized to develop management action plans that
align business priorities, clarify responsibilities and establish processes and procedures that enable us to respond in a timely,
proactive manner and take appropriate actions to manage and mitigate the potential disruptive impact of specified crises.

Cybersecurity risk is managed as part of our overall management of operational risk. Cyber-related attacks pose a risk to the
security of our members’ strategic business information and the confidentiality and integrity of our data, which includes
strategic and proprietary information. Because such an attack could have a material adverse impact on our operations, the
CFC Board of Directors is actively engaged in the oversight of our continuous efforts in monitoring and managing the risks
associated with the ever-evolving nature of cybersecurity threats. Each quarter, or more frequently as requested by the board
of directors, management provides reports on CFC’s security operations, including any cybersecurity incidents,
management’s efforts to manage any incidents and any other related information requested from management. On at least an
annual basis, the board of directors reviews management reports concerning the disclosure controls and procedures in place
to enable CFC to make accurate and timely disclosures about any material cybersecurity events. Additionally, upon the
occurrence of a material cybersecurity incident, the board of directors will be notified of the event so it may properly
evaluate such incident, including management’s remediation plan.
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SELECTED QUARTERLY FINANCIAL DATA

Table 35 provides a summary of condensed quarterly financial information for fiscal years 2021 and 2020.

Table 35: Selected Quarterly Financial Data

Year Ended May 31, 2021

(Dollars in thousands) Aug 31, 2020 Nov 30, 2020 Feb 28, 2021 May 31, 2021 Total
Interest income $ 279584 $§ 276,499 § 278,172 $ 282,346 $ 1,116,601
Interest expense (179,976) (174,422) (173,040) (174,625) (702,063)
Net interest income 99,608 102,077 105,132 107,721 414,538
Benefit (provision) for credit losses (326) (1,638) (33,023) 6,480 (28,507)
Net interest income after benefit

(provision) for credit losses 99,282 100,439 72,109 114,201 386,031
Non-interest income:

Derivative gains 60,276 81,287 330,196 34,542 506,301

Other non-interest income 8,175 4,971 1,012 6,266 20,424
Total non-interest income 68,451 86,258 331,208 40,808 526,725
Non-interest expense (22,995) (25,914) (23,863) (25,008) (97,780)
Income before income taxes 144,738 160,783 379,454 130,001 814,976
Income tax provision (151) (262) (507) (78) (998)
Net income 144,587 160,521 378,947 129,923 813,978
Less: Net income attributable to

noncontrolling interests a7 (505) (1,213) 422) (2,311)
Net income attributable to CFC $ 144416 $ 160,016 $ 377,734 $ 129,501 $ 811,667

Year Ended May 31, 2020

(Dollars in thousands) Aug 31, 2019 Nov 30, 2019 Feb 29, 2020 May 31, 2020 Total
Interest income $ 290,015 $ 287,037 $ 287,195 $§ 287,039 $ 1,151,286
Interest expense (213,271) (207,871) (203,040) (196,907) (821,089)
Net interest income 76,744 79,166 84,155 90,132 330,197
Provision for credit losses (30) 1,045 (2,382) (34,223) (35,590)
Net interest income after provision for

credit losses 76,714 80,211 81,773 55,909 294,607
Non-interest income:

Derivative gains (losses) (395,725) 183,450 (337,936) (239,940) (790,151)

Other non-interest income 12,561 3,728 4,396 11,707 32,392
Total non-interest income (loss) (383,164) 187,178 (333,540) (228,233) (757,759)
Non-interest expense (18,150) (25,698) (25,628) (57,962) (127,438)
Income (loss) before income taxes (324,600) 241,691 (277,395) (230,286) (590,590)
Income tax benefit (provision) 521 on 426 304 1,160
Net income (loss) (324,079) 241,600 (276,969) (229,982) (589,430)
Less: Net (income) loss attributable to

noncontrolling interests 1,657 ®) 1,405 1,136 4,190
Net income (loss) attributable to CFC... § (322,422) $§ 241,592 $ (275,564) $ (228,846) $ (585,240)
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We experienced a variance of $360 million between our reported net income of $130 million in the fourth quarter of fiscal
year 2021 and our reported net loss of $230 million in the fourth quarter of fiscal year 2020. The variance was primarily
driven by a favorable shift in derivative fair value changes of $275 million. We recorded derivative gains of $35 million in
the fourth quarter of fiscal year 2021, attributable to an increase in the net fair value of our swap portfolio resulting from
increases in medium- and longer-term swap interest rates during the quarter. In contrast, we recorded derivative losses of
$240 million in the fourth quarter of fiscal year 2020, attributable to a decrease in the net fair value of our swap portfolio
due to declines in interest rates across the swap curve.

In addition, net interest income increased $18 million, or 20%, to $108 million in the fourth quarter of fiscal year 2021,
attributable to the combined impact of an increase in the net interest yield and an increase in average interest-earning assets.
We also experienced a favorable shift in the provision of credit losses of $41 million in the fourth quarter of fiscal year
2021. The shift was largely attributable to the absence of the asset-specific addition to the allowance for credit losses of $34
million in the fourth quarter of 2020, which we established for a CFC power supply borrower in conjunction with our
classification of a loan to this borrower totaling $168 million as nonperforming as of May 31, 2020.

Other notable items contributing to the variance between our reported results for the fourth quarter of fiscal year 2021 and
2020 include the absence of a non-cash software impairment charge of $31 million recorded in the fourth quarter of fiscal
year 2020 due to management’s decision to abandon a project to develop an internal-use loan origination and servicing
platform.

NON-GAAP FINANCIAL MEASURES

Below we discuss each of non-GAAP adjusted measures and provide a reconciliation of our adjusted measures to the most
comparable U.S. GAAP measures. We believe our non-GAAP adjusted measures, which are not a substitute for U.S. 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 for purposes of
(i) establishing short- and long-term performance goals; (ii) budgeting and forecasting; (iii) comparing period-to-period
operating results, analyzing changes in results and identifying potential trends; and (iv) making compensation decisions. In
addition, certain of the financial covenants in our committed bank revolving line of credit agreements and debt indentures
are based on non-GAAP adjusted measures.

Statements of Operations Non-GAAP Adjustments

One of our primary performance measures is TIER, which is a measure indicating our ability to cover the interest expense
requirements on our debt. TIER is calculated by adding the interest expense to net income prior to the cumulative effect of
change in accounting principle and dividing that total by the interest expense. We adjust the TIER calculation to add the
derivative cash settlements expense to the interest expense and to remove the derivative forward value gains (losses) and
foreign currency adjustments from total net income. Adding the cash settlements expense back to interest expense also has a
corresponding effect on our adjusted net interest income.

We use derivatives to manage interest rate risk on our funding of the loan portfolio. The derivative cash settlements expense
represents the amount that we receive from or pay to our counterparties based on the interest rate indexes in our derivatives
that do not qualify for hedge accounting. We adjust the reported interest expense to include the derivative cash settlements
expense. We use the adjusted cost of funding to set interest rates on loans to our members and believe that the interest
expense adjusted to include derivative cash settlements expense represents our total cost of funding for the period. TIER
calculated by adding the derivative cash settlements expense to the interest expense reflects management’s perspective on
our operations and, therefore, we believe that it represents a useful financial measure for investors.

The derivative forward value gains (losses) and foreign currency adjustments do not represent our cash inflows or outflows
during the current period and, therefore, do not affect our current ability to cover our debt service obligations. The derivative
forward value gains (losses) included in the derivative gains (losses) line of the statement of operations represents a present
value estimate of the future cash inflows or outflows that will be recognized as net cash settlements expense for all periods
through the maturity of our derivatives that do not qualify for hedge accounting. We have not issued foreign-denominated
debt since 2007, and as of May 31, 2021 and 2020, there were no foreign currency derivative instruments outstanding.
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For operational management and decision-making purposes, we subtract derivative forward value gains (losses) and foreign
currency adjustments from our net income when calculating TIER and for other net income presentation purposes. In
addition, since the derivative forward value gains (losses) and foreign currency adjustments do not represent current-period
cash flows, we do not allocate such funds to our members and, therefore, exclude the derivative forward value gains (losses)
and foreign currency adjustments from net income in calculating the amount of net income to be allocated to our members.
TIER calculated by excluding the derivative forward value gains (losses) and foreign currency adjustments from net income
reflects management’s perspective on our operations and, therefore, we believe that it represents a useful financial measure
for investors.

Total equity includes the noncash impact of derivative forward value gains (losses) and foreign currency adjustments
recorded in net income. It also includes as a component of accumulated other comprehensive income the impact of changes
in the fair value of derivatives designated as cash flow hedges as well as the remaining transition adjustment recorded when
we adopted the accounting guidance that required all derivatives be recorded on the balance sheet at fair value. In evaluating
our debt-to-equity ratio discussed further below, we make adjustments to equity similar to the adjustments made in
calculating TIER. We exclude from total equity the cumulative impact of changes in derivative forward value gains (losses)
and foreign currency adjustments and amounts included in accumulated other comprehensive income related to derivatives
designated for cash flow hedge accounting and the remaining derivative transition adjustment to derive non-GAAP adjusted
equity.

Adjusted Operational Financial Measures
Table 36 provides a reconciliation of adjusted interest expense, adjusted net interest income, adjusted total revenue and
adjusted net income to the comparable U.S. GAAP measures. These adjusted measures are used in the calculation of our

adjusted net interest yield and adjusted TIER for each fiscal year in the five-year period ended May 31, 2021.

Table 36: Adjusted Financial Measures—Income Statement

Year Ended May 31,

(Dollars in thousands) 2021 2020 2019 2018 2017
Adjusted net interest income:
Interest income $1,116,601 $1,151,286 $1,135,670 $1,077,357 $1,036,634
Interest expense (702,063) (821,089) (836,209) (792,735) (741,738)
Include: Derivative cash settlements interest

expense'” (115,645) (55,873) (43,611) (74,281) (84,478)
Adjusted interest expense (817,708) (876,962) (879,820) (867,016) (826,216)
Adjusted net interest income $ 298,893 §$ 274324 § 255850 §$ 210,341 § 210418
Adjusted total revenue:
Net interest income $ 414,538 $ 330,197 $ 299,461 § 284,622 $ 294,896
Fee and other income 18,929 22,961 15,355 17,578 19,713
Total revenue 433,467 353,158 314,816 302,200 314,609
Include: Derivative cash settlements interest

expense'" (115,645) (55,873) (43.611) (74,281) (84,478)
Adjusted total revenue $ 317,822 § 297285 $ 271,205 $ 227919 $ 230,131
Adjusted net income:
Net income (loss) $ 813,978 $ (589,430) $ (151,210) $ 457,364 $ 312,099
Exclude: Derivative forward value gains (losses)® 621,946 (734,278)  (319,730) 306,002 179,381
Adjusted net income $ 192,032 § 144,848 $ 168,520 $ 151,362 $ 132,718

( )Represents the net periodic contractual interest amount on our interest rate swaps during the reporting period.

( )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.
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We primarily fund our loan portfolio through the issuance of debt. However, we use derivatives as economic hedges as part
of our strategy to manage the interest rate risk associated with funding our loan portfolio. We therefore consider the interest
expense incurred on our derivatives to be part of funding cost in addition to the interest expense on our debt. As such, we
add derivative cash settlements interest expense to our reported interest expense to derive our adjusted interest expense and
adjusted net interest income. We exclude the unrealized derivative forward value gains and losses from our adjusted total
revenue and adjusted net income.

TIER and Adjusted TIER

Table 37 displays the calculation of our TIER and adjusted TIER for each fiscal year in the five-year period ended May 31,
2021.

Table 37: TIER and Adjusted TIER
Year Ended May 31,

2021 2020 2019 2018 2017
TIER ¥ 2.16 0.28 0.82 1.58 1.42
Adjusted TIER @ 1.23 1.17 1.19 1.17 1.16

(' TIER is calculated based on our net income (loss) plus interest expense for the period divided by interest expense for the period.

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

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

Management relies on the adjusted debt-to-equity ratio as a key measure in managing our business. We therefore believe
that this adjusted measure, in combination with the comparable U.S. GAAP measure, is useful to investors in evaluating our
financial condition. We adjust the comparable U.S. GAAP measure to:

+ exclude debt used to fund loans that are guaranteed by RUS from total liabilities;

+ exclude from total liabilities, and add to total equity, debt with equity characteristics issued to our members and in the
capital markets; and

+ exclude the noncash impact of derivative financial instruments and foreign currency adjustments from total liabilities and
total equity.

We are an eligible lender under an RUS loan guarantee program. Loans issued under this program carry the U.S.
government’s guarantee of all interest and principal payments. We have little or no risk associated with the collection of
principal and interest payments on these loans. Therefore, we believe there is little or no risk related to the repayment of the
liabilities used to fund RUS-guaranteed loans and we subtract such liabilities from total liabilities to calculate our adjusted
debt-to-equity ratio.

Members may be required to purchase subordinated certificates as a condition of membership and as a condition to
obtaining a loan or guarantee. The subordinated certificates are accounted for as debt under U.S. GAAP. The subordinated
certificates have long-dated maturities and pay no interest or pay interest that is below market, and under certain conditions
we are prohibited from making interest payments to members on the subordinated certificates. For computing our adjusted
debt-to-equity ratio we subtract members’ subordinated certificates from total liabilities and add members’ subordinated
certificates to total equity.

We also sell subordinated deferrable debt in the capital markets with maturities of up to 30 years and the option to defer
interest payments. The characteristics of subordination, deferrable interest and long-dated maturity are all equity
characteristics. In calculating our adjusted debt-to-equity ratio, we subtract subordinated deferrable debt from total liabilities
and add it to total equity.

We record derivative instruments at fair value on our consolidated balance sheets. For computing our adjusted debt-to-
equity ratio we exclude the noncash impact of our derivative accounting from liabilities and equity. Also, for computing our
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adjusted debt-to-equity ratio we exclude the impact of foreign currency valuation adjustments from liabilities and equity.
The debt-to-equity ratio adjusted to exclude the effect of foreign currency translation reflect management’s perspective on
our operations and, therefore, we believe is a useful financial measure for investors.

Table 38 provides a reconciliation between our total liabilities and total equity and the adjusted amounts used in the
calculation of our adjusted debt-to-equity ratio as of the end of each fiscal year in the five-year period ended May 31, 2021.
As indicated in the following table, subordinated debt is treated in the same manner as equity in calculating our adjusted
debt-to-equity ratio.

Table 38: Adjusted Financial Measures—Balance Sheet

May 31,
(Dollars in thousands) 2021 2020 2019 2018 2017
Total liabilities $28,238,484 $27,508,783 $25,820,490 $25,184,351 $24,106,887
Exclude:
Derivative liabilities 584,989 1,258,459 391,724 275,932 385,337
Debt used to fund loans guaranteed by RUS 139,136 146,764 153,991 160,865 167,395
Subordinated deferrable debt 986,315 986,119 986,020 742,410 742,274
Subordinated certificates 1,254,660 1,339,618 1,357,129 1,379,982 1,419,025
Adjusted total liabilities $25,273,384 $23,777,823 $22,931,626 $22,625,162 $21,392,856
Total equity $ 1,399,879 $ 648,822 $ 1,303,882 $ 1,505,853 $ 1,098,805
Exclude:
Prior fiscal year-end cumulative derivative
forward value losses'" (1,088,982) (354,704) (34,974)  (340,976)  (520,357)
Year-to-date derivative forward value gains
(losses)" 621,946 (734,278)  (319,730) 306,002 179,381
Period-end cumulative derivative forward
value losses"" (467,036)  (1,088,982)  (354,704) (34,974)  (340,976)
Accumulated other comprehensive income
attributable to derivatives® 1,718 2,130 2,571 1,980 3,702
Subtotal (465,318)  (1,086,852) (352,133) (32,994) (337,274)
Include:
Subordinated deferrable debt 986,315 986,119 986,020 742,410 742,274
Subordinated certificates 1,254,660 1,339,618 1,357,129 1,379,982 1,419,025
Subtotal 2,240,975 2,325,737 2,343,149 2,122,392 2,161,299
Adjusted total equity $ 4,106,172 $ 4,061,411 $ 3,999,164 §$ 3,661,239 § 3,597,378

O Represents