Meeting between Federal Reserve Board staff and
Representatives of the National Rural Utilities Cooperative Finance Corporation (“CFC”)
September 6, 2011

Participants: Michael Gibson, Stephanie Martin, David Lynch and Anna Harrington (Federal
Reserve Board)

Rich Larochelle, Thomas E. Kandel, John F. Suter (CFC), Daniel S. Meade
(Hogan Lovells); and Ed Barron (Russell Barron)

Summary: CFC representatives met with Board staff to discuss issues related to the proposed
rule of the Board and other prudential regulators on margin and capital requirements for covered
swap entities under Title VII of the Dodd-Frank Act. CFC representatives expanded on the
points raised in their comment letter on the proposed rule, dated June 21, 2011.

CFC representatives discussed the association’s structure (as described on the attached
slides), which is owned by its members, America’s electric cooperatives, to whom CFC provides
financing so they can supply electric power to rural America. CFC representatives also
explained how and why CFC uses derivatives — primarily, plain vanilla interest rate agreements
as a risk management tool to hedge interest rate risk and, on occasion, exchange rate fluctuations.
CFC representatives made the case that CFC should be exempt from the margin requirements of
the Dodd-Frank Act because it is owned by and functions as a private financing arm for entities
that are commercial end users eligible for exemption.
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A. Introduction to CFC



CFC is an Important Source of Capital to
Utilities in Rural America

~ Member-owned cooperative associatiom

- Established Iin 1969; owned by America's electric
cooperatives

- Private financing arm of America's rural wutility
systems

» CFC's owmers can qualify as connmercial end users
under DFA.

~ Tive DFA im seclion 722(f) provides auiihority fior
exemption of certain derivatives transactions entered
into by cooperatives in the public interest, and

specifically refers to such entities described in section
201(f) of the Federal Power Act.

A Q@
,,,,,



CFC's Purpose is to Provide Financing so that Electric
Cooperatives can Provide Electric Power to Rural

America.

Amanica’s Electric Cooperaltive Network
BaaRer AesrinBsIElsstie FapPRiativaNsberkI Lol sRARhMeRAThg yaiiedgtates.
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Electric Cooperatives: A Small But
Important Segment of the Indiustry

Generation primmarily buwilk fo
meet native load requirements
of member distribution systems
only — no merchant or
independent power producer
risk; limited nuclear plant
investment.

Access o federal power om a
preferential basis.

Disdriibbulion companies hhawe
defined service territories —

largely residential and small

commercial customers.

Generally, co-ops are alble o
opt out of deregulation in
applicable states.

Loww cost ([+12 yps) lomgy-lemm
funding from USDA/ RUS,
treasury rate funding.

Siable operalions amd imdiusiry

outlook.

Data Source: NRECA, Strafegic Analysis, February 2007.



Rural Electric Cooperatives - Principles
& Values

i
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Voluntary and open membership — Are open to all persons able to use their services
and willing to accept the responsibilities of membership.

Democratic member control - Cooperatives are democratic organizations controlled
by their members, who participate in setting their policies and making decisions.

Member economic participation - Members contribute equitably to, and democratically
control, the capital of their cooperative. At least part of that capital is usually the
common property of the cooperative.

Autonomy and independence - Cooperatives are autonomous corporations controlled
by their members. If they enter into agreements with other organizations, including
governments, or raise capital from external sources, they do so on terms that ensure
democratic control by members and maintain their cooperative autonomy.

Consumer education to members - Cooperatives provide education, training and
information for their members so they can contribute effectively to the development of
their cooperatives.

Cooperation among cooperatives - Serve their members most effectively and
strengthen the cooperative movement by working together through local, national,
regional and international structures.

Concern for community — While focusing on member needs cooperatives work for
the sustainable development of their communities through policies accepted by
members.



As a Cooperative CFC is Owned by and
Exclusively Serves its Members

Distribution Cooperatives

Most electric cooperatives are distribution utilities
purchasing wholesale power from others to distribute
it, over their own distribution lines, to the ultimate
customer.

Power Supply (Generation &
Transmission) Cooperatives

Generation and transmission cooperatives carry high
voltage electricity from generation facilities over long
distances. G&Ts provide both generation and
transmission functions.

Statewide and Associate Members

Most states have statewide associations supported by
local cooperatives in that state. Provides a variety of
services and legislative representation for members.

Rural Telephone Finance Cooperative (RTFC)

Affiliated business line for lending to rural telephone
companies and their affiliates.

National Cooperative Services Corporation
(NCSC)

Affiliated business line for providing financing to the
for-profit or non-profit entities that are owned,
operated or controlled by or provide substantial
benefit to, members of CFC.




Loan and Guarantee Porifolio Overview

[Pie chart, Electrical Distributer - 68%. Electric G&T - 22%. RFTC - 7%. Other - 3%.]

As of August 31, 2010



CFC's Public Purpose

-~ CIC is diffierent firomn raditional fimancial senvice angamizalions.
= «:lgc ﬁtocuses exdusively om providing oapital o e rural wliliity
industry.

- Management incentives are designed to reinforce its long-
term mission and credit ratings

- Cooperative structure and nonprofit tax-exempt status
influences capital structure

- High asset portfolio quality with low delinquency rate and
high recovery rate
» Hieclic cooperatives provide affiordable amd nedialble elledinic
power in the most rural areas of the USA.
- Provide essential service
- Are managed in a conservdative manner
- For the most part, are not rate regulated
— Consistently report strong metrics
- Do not have motivation for speculative iinmvestments



CFC's Objective is to offer Cost-Based Financial
Products, not to Maximize its Net Income.

Lines of Credit unsecured credit loans for short—term working capital needs.

Long—term Concurrent Financing long—term financing of up to 35 years to supplement Rural Utilities Service (RUS) loans.

lending to independent borrowers (members that have chosen to leave the RUS

100% Long—term Financing program)

Letters of Credit short—term lending that enhance the credit to trading partners and other suppliers.

financing with a draw period of five years for electric plant or other approved
purposes.

PowerVision™

lending to not—for-pofiit cooperative organizations that are owned, operated, or
Associate Member Fimancing controlled by a National Rural distribution, G&T, statewide, or regional owner and that
are providing non-ellectric services for the benefit of their consumers.

available funding for electric facilities, with the RUS repayment guarantee helping to

RUS Guaranteed Loans keep interest rates down.

Joint CFC—RUS Combustion Turbine Financing provide funds to meet cash requiremenis prior to permanent financing from RUS.

provides electric cooperatives and other not—for-prafit utilities incentives to invest in

Clean Renewable Energy Bonds (CREBs) renewable generation resources.




CFC Is Commiitted to Stromg Corporate
Govemance

Board of Directors consists of iwenty-three persons elecied from gemeral
membershiip:

Twenty general managers or directors from member systems.

Two from the industry’s trade association, National Rural Electric Cooperative
Association (NRECA).

One at-large position that meets the requirements of the audit committee
financial expert (as defined by Section 407 of the Sarbanes-Oxiley Act of 2002).

No members of CFC management hold board seals.

Hected member serves a 3-year term; limited to a maximum of 2 conseculive
terms.

Regularly meets iim executive sessions; management mmay mot aitend.

Maintains audit, fimance advisory, executive, loan, and corporate relations
committees.

Audit commiitee consists of mo less than seven board members. Meetings held wp
to 5 times a year with external and internal auditors in executive session without
CFC management present.

Board members affilialed with a cooperative requesting a loan or guarantee are
not allowed to attend or participate in the decision-makiing process.



Background of NRUCFC

National Rural Utilities Cooperative Finance Corporation is a member-owned, non-governmental organization
that provides financial products to 1,526 member systems consolidated across the United States of America.

The Company offers full-service financing, investment, and related services to itaemembpes,yanti@ffdrslaservice fina
wide range of flexible, low—cost financing programs and interest rate options.

Headquartered in Herndon, Virginia, outside of Washingtdre i Guather€dimpapynciise s/fundsfaruisade of Washington
programs with support of its owners’ equity and investments through the sale of multiple financing vehicles
in the private and public financial markets.

The Company is governed by a 23—membersboard made up of cooperative utilityl diréxtonsaanydisngoagrersd by a 23-m
It has approximately 231 employees, including well seasoned regional credit portfolio managers.

Points to Remember:

Primary objective is to provide its utility members/owners with an assuredrseurod aictiapital @t pheViowest utility menr
reasonable loan and guarantee rates consistent with sound financial performance.

Has no exposure to residential mortgages, mortgage—backed securities, collateralized bbgroeudeht residential mortg
obligations, or structured investment vehicles. Financial derivatives only utilized for interest rate and
currency hedging.

NRUCFC is a member—-owned finance company. CFC is not a bond inRuarce compamyber-owned finance company

Largest non—-governmental lender to rural wtility industry in the U.S.A witlgest $20 bilbioer ofrgrass leadsr to rural ut
outstanding, and its owners have invested over $4 billion in a wide array of securities at November 30, 2008.

NRUCFC has securities listed on NYSE and-is a “Well-Known and SeasBb&F[3s1zers énthe gublicetharkefsSE and is ¢
The company is subject to the Sarbanes-Oxley law and is in compliance with all applicable requirements.



B. How and Why CFC Uses Derivatives



How & Why CFC Uses Derivatives

~ Devivalive use is limiked o pliaim vanilla imierest naite
exchange agreements. Since 1983, CFC has
executed derivatives for the following reasons:
- To practice good nsk management

- To match-fund its fixed and variable loan pools and manage
the size of its warehouse/prefund position

- To provide flexibility in loan structuring and match cash-flows
that may have deferral periods, accretions and other types
of amortizations

- To mitigate interest rate risk on forward starting loans

- To create lower cost synthetic fixed/floating liabilities vs.
issuance in the cash market

- To imit exposure to exchange rate fluctuations when foreign
currency denominated debt is issued. (None currently
outstanding.)



CFC uses Derivatives to Hedge Market Interest
Rate Risk

Iin this example, CFC Pay-Fixed Swap[diagramillustratingthepreviousexplanation.]

receives fixed interest
from an aggregate loan
portfolio but pays
floating LIBOR to capital
market investors. This
mismatch in interest
rate creates exposure,
prompting CFC to swap
the fixed rate from its
loan porifolio to
floating.

Pay-Floating Swap[diagramillustratingthepreviousexplanation.]

lm this example, CFC
issues fixed rate notes
and uses the proceeds
to pay down
Commeircial Paper.
CFC then swaps the
fixed notes to floating
so as to maintain its
floating exposure and
achieve a lower cost of
funds.



Interest Rate Management

«Credit and market risk associated with the derivatives portfolios is
offset and managed through the following:

-Hiighly rated, diverse counterparties consisting of participants in
CFC's revolving credit facilities

-ransactions are awarded on multiHranche basis to ensure
competitive pricing and to allow benchmark comparison when
calculating fair values

-Notional limits per counternparty

-Offfisetting trades executed with individual counterparties to reduce
overall net credit exposure

-Caunterparty rating triggers embedded for long-dated swap tenors
-Netitimgy/resetting [provisions

-CFC has fully executed ISDAs with every swap counterparty
-Complete legal review of all swap confirms on executed trades

dhorough external and internal audit review of overall swap
portfolio management and supporting documentation



CFC Enters into Swaps with Highly Rated
Counterparties

SWAP PORTFOLIO BY RATING 5.31.2010

S&P RATINGS MOODY'S RATINGS
AAA to AA- 5 2,435,992,325 22% | Aaato Aa3 13 7,885,335,946 70%
A+to A 12 8,069,939,046 72% | A1 to A2 5 2,800,005,425 25%
BBB to BBB+ 2 508,346,000 5% | Baa1l 2 508,346,000 5%
NR 1] gespa | 2% total
20 11,193,687,371 100% 20 11,193,687,371 100%




CFC Enters into a Limited Number of
Swaps Each Yearr.

42 1998 1,334,710,896
11 1999 974,350,000

32 2000 3,998,853,500
40 2001 7,617,378,573
21 2002 6,514,500,000
45 2003 4,433,402,643
14 2004 1,058,531,800
35 2005 3,247,134,500
20 2006 1,451,878,525
31 2007 2,945,218,401
25 2008 2,203,708,000
17 2009 1,558,201,100
14 2010 1,091,684,925




C. CFC Should be Exempt from DFA's
Meargining & Clearing Requirements



CFC Should be Exempt from the
Margining and Clearing Requirements
of DFA.

~» CFC is owned lyy aind funclions as a gnivaie
financing arm for entities that are commercial
end users eligible for exemption.

~ Tiransfenring Risk to a Clearing Organization is mok
needed

— CFC effectively manages its denvatives portfolio

— CFC has the financial strength to meet obligations
associated with non-cleared Swaps:
~» CFC it mated ait A+ llevel flor semior secured dietbit
~ CFC thas mever nmissed any payment om an abllgatiiomn
~ CFC has sutbstantial llouidiity
- CRC’s partfiolio strength is due fo fthe malture of iits
membership



CFC's Credit Rating History

1972-1973 A A
1974 A A+
1975-1978 A AA
1979-1984 Aa AA
1985-1989 Aa2 AA
1990 Aa3 A+
1991-1993 Aa3 A+
1994-2000 Aa3 AA
2001 Aa3 AA-
2002-2010 Al A+




Liquidity Management

~ Ak August 31, 2010, CFC Inad five fiollowing projected liquidity sources
available:
Liquidity Source Amount (SMillions)
Cash and Cash Equivalents $451
Scheduled Loan Amortization & Prepayments $1,267
Farmer Mac Revolving Funding Availability $913
Excess CP and Daily Liquidity Fund (“DLF") $459
Bank Bid Note Capacity $470
Total $3,560

() Scheduled loan amortization and expected prepayments over the next twelve months

(2 The amount available was reduced to $513 million due to the issuance of notes totaling $400 million under these note
purchase agreements in September and October 2010.[endofnote.]

(3) CFC limits the amount of CP and DLF to the amount of backup liquidity available under our bank lines.

() Unadvanced portion subject to market conditions

~ Rural Eoomomic Development Lloam & Grant (REDLG) pnaxgrenn:
$500 million available commitment in November 2010.

~ CFC is a well-known scasoned issuer and bhelieves it inas adiequaie
access to both long-term and short-term global funding options.



Strong Member Support

» At May 31, 2010, CFC’s members provided more than
$4.4 billion in capital to CFC.

» CFC’s members have consistently increased their
financial commitment to CFC over the years.

W W mpﬁ%ﬁg%g %ﬁﬁmﬁm% (§ na{edO certificates $1381

i
million, commercial paper 2%76 million, MTNs 393 mllllon Members' subordinated certificates $1407

251
%jﬁﬁ; EE%W%@& n, MTNs 7 3 million, Members subordinated certificates $1462

0
Hw‘thon MTNs 634 million, Members' subordinated certificates $1413




Electric Cooperatives Have Higher Credit
Ratings than Investor Owned Electric Utilities

IRIA&DaE. etk 30 9B, 70%. BBB+/Baal to BBB-/Baa3, 15%.

U.S. Publicly Rated Electric
Cooperatives ()

U.S. Shareholder-Owned
Electric Utilities @

T R AR R

Source: &> Moodly's Investor Semnviice, Standard & Poor's & Fitch Ratings, May 2010
& Standard & Poor's, First Quarter 2010
Note: Only about 33 electric co-ops have a public rating.



Co-op Ratepayers Have a Strong History of
Reliable and Timely Payments of Electric Bills

Percentage of Total Operating Revenue
[ rotnaibbie: median arovotshutittae f 200046t seceiveiip v er16R daysdoararéi9 40020082005 to 2008 all about .18%.



Equity of Rural Electric Distribution Systems

PHERIERRA USR0S (REASHR! MAGESSEEOIM 2983 Ss RS iRASANHD888IRolRIAmADIH: Sd0-Nb 5288 8081 RABRtAL I 419,



Electric Co-op and CFC Exposure to
Adverse Regulatory Orders is Limited

frigasrestcoR Equpdif siedel s7a5160tk AN g, IRGALRERE BN Slates iess s1ToE8 LRI 8R! lajeq states, 12 M.E. May 31, 2009.

Source: CRC



Times Interest Earned Ratio (TIER) for
Electric Distribution Co-ops

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
TIER 207 203 2.11 230 228 233 220 229 224 227 230

RUS requiires a 1.25 TIER, high 2 of most recemni 3 years. CFC requires a 1.35 MDSC, high 2 of most recent 3 years.



D. Specific Requests for Consideration



1) CFC should not be considered a
“Financial Entity"

« CFC was arealted and is controlled by momprofiit
entities for which it serves as a momn-governmental
financing arm - essentially an extension of its
nonprofit member-owners, which are not
“finaincial entities” themselves.

« The Runall Hecinic Cooperatives fthat own CFC
qualify for the commercial end user exemption.




CFC should not be considered a
“Financial Entity"

- CFC dioes moit @ngage iin fthe busimess off dxamikimg
in @ manner akin to depository institutions or other
for profit financial entities.

- CFC [lemdis omnlly fto iits mmemibers, mot ito e gemenall
public.



CFC should not be considered a
“Financial Entity"

We suggest language such as the following to clarify that CFC should not
be swept up in the definition of “fimancial entity”:

» “’Financial entity' does not include: a nonprofit tax-exempt cooperative that
Is not a depository institution and a majority of whose members are nonprofit

tax-exempt cooperatives that are not financial entities."

» “Each entity that believes it falls into this category shall describe in writing
to the CFTC, the SEC, and other regulators the nature of its nonprofit, tax-exempt

cooperative structure, and its associated public purpose.”



2) If CFC is considered a “Financial Entity it
should qualify as “Low Risk”

« CFC mever uses defivatives to specullaite

« Strong portifolio of ow nisk [oamns to nural electric wiility
cooperatives that provide an essential service.

« Stromng liguidiity
~ Higtory of efflfectively managing derivatives panitfolio

« [liimitted mumiber of derivative tiansactions each year.



CFC: a “Low Risk"” Entity

~ Deffimition showld mot @xclude firom tthe [ow nisk
category a nonprofit cooperative that is not subject
to a prudential regulator.

» Comnsider adding an alitemaltive test:

— Adjusted Debt to Equity of no greater than 10 to 1



CFC's use of Adjusted Ratios Reflects its

Unique Cooperative Capital Structure

» CKC's mmetinics amd oapitall stucture diifier firomn fo-profit dhamks
and savings and loan institutions.

» Beoawse of iits momprofiit cooperative amnd ttax exenmmpt Stadtus,
CFEC is unable to issue equity securities.

» |Instead of Equiity Secunities, CFC issues lomgrdated sutbondimaited
debt (Capital Term Certificates) to its members. These securities

and retained earnings provide “"equity like" comfort to investors
in CFC secuirities.

~ The suibordinated cerificates ihald by our memmber owmers are
avadilable to absorb losses and CFC has offset rights against
any amounts owned by the member to CFC.

~ There is precedent for reating smillar secunities @s ithe
functional equivalent of regulatory capital.



CFC's use of Adjusted Ratios Reflects its
Unique Cooperative Capital Structure

» CRC's Capiitall Stucture and use of “Adjusted Eqgiity” and oither
metrics has been well accepted for 40 years by rating agencies
and creditors.

~ Jince CRC's imoeption iim 11862 alll of iits dietbt imdentures nave
treated member subordinated certificates as equity for
purposes of covenant compliance, and rating agencies have
given equity credit for these secuirities.

» Jince implementing SFAS 1183 (dacoowmting flor [Derivaiive
Investments and Hedging Activities in 2001) CFC has reported
adjusted measures that include its member subordinated
certificates in calculating adjusted equity.



