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PART 1. FINANCIAL INFORMATION

Item 1. Financia Statements.

Cash and cash equivalents
L oans to members
Less: Allowance for loan losses
Loans to members, net
Accrued interest and other receivables
Fixed assets, net
Debt service reserve funds
Bond issuance costs, net
Foreclosed assets

Derivative assets

Other assets

NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION
CONSOLIDATED BALANCE SHEETS
(UNAUDITED)
(in thousands)

ASSETS

November 30, 2007

$ 188,655
18,261,923
(530,802)
17,731,121
286,009
5,692
54,993
36,409
70,145
211,507
22,364

$ 18,606,895

See accompanying notes.

May 31, 2007

304,107
18,131,873

(561,663)
17,570,210
291,637
4,555
54,993
45611
66,329
222,774

14,965

18,575,181




Short-term debt
Accrued interest payable
Long-term debt
Deferred income
Guarantee liability
Other liabilities
Derivative ligbilities
Subordinated deferrable debt
Members' subordinated certificates:
Membership subordinated certificates
Loan and guarantee subordinated certificates
Total members' subordinated certificates
Commitments and contingencies
Minority interest
Equity:
Retained equity

Accumulated other comprehensive income
Total equity

NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION

CONSOLIDATED BALANCE SHEETS

(UNAUDITED)
(in thousands)

LIABILITIES AND EQUITY

November 30, 2007 May 31, 2007
$ 6,492,588 $ 4,427,123
281,556 281,458
9,275,267 11,295,219
25,044 27,990
14,681 18,929
29,860 27,611
169,928 71,934
311,440 311,440
649,424 649,424
759,053 732,023
1,408,477 1,381,447
15,933 21,989
570,248 697,837
11,873 12,204
582,121 710,041
$ 18,606,895 $ 18,575,181

See accompanying notes.




Interest income
Interest expense

Net interest income
Recovery of loan losses
Net interest income after recovery of loan losses
Non-interest income:
Rental and other income
Derivative cash settlements
Results of operations of foreclosed assets
Total non-interest income
Non-interest expense:
Salaries and employee benefits
Other general and administrative expenses
Recovery of (provision for) guarantee liability
Derivative forward value
Foreign currency adjustments
Loss on sale of loans
Total non-interest expense
Loss prior to income taxes and minority interest
Income taxes
Loss prior to minority interest

Minority interest

Net loss

NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)

(in thousands)

For the Three and Six Months Ended November 30, 2007 and 2006

Three months ended Six months ended
November 30, November 30,
2006 2006
2007 (As restated)* 2007 (As restated)*
$ 263,287 $ 260,244 531,241 $ 524,933
(240,017) (248,591) (487,342) (504,595)
23,270 11,653 43,899 20,338
14,301 - 14,301 -
37,571 11,653 58,200 20,338
352 308 703 625
11,507 16,493 19,836 31,748
1,856 2,989 3,816 5,991
13,715 19,790 24,355 38,364
(8,828) (8,209) (17,651) (16,761)
(5,929) (4,568) (10,416) (8,744)
1,200 (1,800) 3,300 (400)
(75,412) (53,239) (109,012) (116,590)
- (20,620) - (17,299)
- - (518) -
(88,969) (88,436) (134,297) (159,794)
(37,683) (56,993) (51,742) (101,092)
2,912 486 4,011 1,200
(34,771) (56,507) (47,731) (99,892)
4,545 312 6,123 678
$ (30,226) $ (56,195) (41,608) $ (99,214)

See accompanying notes.
*See Note 1(i)




Six months ended November 30, 2007:
Balance as of May 31, 2007
Patronage capital retirement
Loss prior to income taxes and

minority interest
Other comprehensive loss
Income taxes
Minority interest
Other
Balance as of November 30, 2007

Six months ended November 30, 2006:
Balance as of May 31, 2006
Patronage capital retirement
Loss prior to income taxes and
minority interest (As restated)*
Other comprehensive loss
Income taxes
Minority interest
Other
Balance as of November 30, 2006 (As restated)*

NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION

CONSOLIDATED STATEMENTS OF CHANGESIN EQUITY
(UNAUDITED)
(in thousands)

For the Six Months Ended November 30, 2007 and 2006

Patronage Capital
Accumulated Allocated
Other Subtotal Members General
Comprehensive Retained Membership Unallocated Education Capital Reserve

Total Income (L oss) Equity Fees Net Income Fund Reserve Fund Other

$ 710,041 $ 12,204 $ 697,837 $ 997 $ 131,528 $ 1,406 $ 158,308 $ 498 $405,100
(85,494) - (85,494) - - - - - (85,494)
(51,742) - (51,742) - (51,742) - - - -
(331) (331) - - - - - - -
4,011 - 4,011 - 4,011 - - - -
6,123 - 6,123 - 6,123 - - - -
(487) - (487) (1) 1 (487) 40 I (40)

$ 582,121 $ 11,873 $ 570,248 $ 996 $ 89,921 $ 919 $ 158,348 $_ 498 $319,566
$ 784,408 $ 13,208 $ 771,200 $ 994 $ 225,849 $ 1,281 $ 156,844 $ 497 $385,735
(84,247) - (84,247) - - - - - (84,247)
(101,092) - (101,092) - (101,092) - - -

(502) (502) - - - - - - -
1,200 - 1,200 - 1,200 - - - -

678 - 678 - 678 - - - -

(481) - (481) (1) - (480) - - -

$ 599,964 ¢ 12,706 ¢ 587,258 $ 993 ¢ 126,635 $ 801 ¢ 156,844 $_ 497 $301,488

See accompanying notes.
*See Note 1(i)




NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)
(in thousands)

For the Six Months Ended November 30, 2007 and 2006

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss
Add (deduct):
Amortization of deferred income
Amortization of bond issuance costs and deferred charges
Depreciation
Recovery of loan losses
(Recovery of) provision for guarantee liability
Results of operations of foreclosed assets
Derivative forward value
Foreign currency adjustments
Loss on sale of loans
Changes in operating assets and liabilities:
Accrued interest and other receivables
Accrued interest payable
Other

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Advances made on loans
Principal collected on loans
Net investment in fixed assets
Net cash provided by foreclosed assets
Net proceeds from sale of foreclosed assets
Net proceeds from sale of loans

Net cash (used in) provided by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
(Repayments of) proceeds from issuances of short-term debt, net
Proceeds from issuance of long-term debt, net
Payments for retirement of long-term debt
Payments for retirement of subordinated deferrable debt
Proceeds from issuance of members' subordinated certificates
Payments for retirement of members' subordinated certificates
Payments for retirement of National Rural patronage capital

Net cash used in financing activities
NET DECREASE IN CASH AND CASH EQUIVALENTS

BEGINNING CASH AND CASH EQUIVALENTS
ENDING CASH AND CASH EQUIVALENTS

2006
2007 (As restated)*

$ (41,608) (99,214)
(4,240) (7,840)
11,463 9,510
1,118 1,105
(14,301) -
(3,300) 400
(3,816) (5,991)
109,012 116,590

- 17,299

518 -
(9,068) (18,141)

98 27,765

(5,264) (6,271)
40,612 35,212
(3,595,700) (3,347,118)
3,403,193 3,550,432
(744) (333)

- 56,831

) 487

39,580 -
(153,671) 260,299
(103,653) 136,133
668,890 111,154
(346,590) (478,913)
(175,000) (150,000)
43,189 18,710
(11,851) (17,322)
(77,378) (74,094
(2,393) (454,332)
(115,452) (158,821)
304,107 260,338

$ 188,655 101,517

See accompanying notes.
*See Note 1(i)




NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

(in thousands)

For the Six Months Ended November 30, 2007 and 2006

2006
2007 (As restated)*

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Cash paid for interest
Cash paid for income taxes

$ 475,781 $ 467,321
767 982

See accompanying notes.
*See Note 1(i)




NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

(1) General Information and Accounting Policies
(a) General Information

National Rural Utilities Cooperative Finance Corporation (*National Rural" or "the Company") is a private, not-for-profit cooperative association incorporated under the laws of
the District of Columbiain April 1969. The principal purpose of National Rural isto provide its members with a source of financing to supplement the loan programs of the Rural
Utilities Service ("RUS") of the United States Department of Agriculture. National Rural makesloanstoitsrural utility system members ("utility members") to enable them to
acquire, construct and operate electric distribution, generation, transmission and related facilities. National Rural also providesits memberswith credit enhancementsin the form
of letters of credit and guarantees of debt obligations. National Rural is exempt from payment of federal income taxes under the provisions of Section 501(c)(4) of the Internal
Revenue Code. National Rural isanot-for-profit member-owned finance cooperative, thusits objectiveis not to maximize its net income, but to offer its members low cost financial
products and services consistent with sound financial management.

Rural Telephone Finance Cooperative ("RTFC") was incorporated as a private not-for-profit cooperative association in the state of South Dakotain September 1987. In February
2005, RTFC reincorporated as a not-for-profit cooperative association in the District of Columbia. The principal purpose of RTFC isto provide and arrange financing for its rural
telecommunications members and their affiliates. RTFC's results of operations and financial condition are consolidated with those of National Rural in the accompanying financial
statements. RTFC is headquartered with National Rural in Herndon, Virginia. RTFC is ataxable cooperative that paysincome tax based on its net income, excluding net income
allocated to its members, as allowed by law under Subchapter T of the Internal Revenue Code.

National Cooperative Services Corporation ("NCSC") was incorporated in 1981 in the District of Columbia as a private non-profit cooperative association. The principal purpose
of NCSC isto provide financing to the for-profit or non-profit entities that are owned, operated or controlled by or provide substantial benefit to, members of National

Rural. NCSC also markets, through its cooperative members, a consumer loan program for home improvements and an affinity credit card program. NCSC's membership consists
of National Rural and distribution systems that are members of National Rural or are eligible for such membership. NCSC's results of operations and financial condition are
consolidated with those of National Rural in the accompanying financial statements. NCSC is headquartered with National Rural in Herndon, Virginia. NCSC isataxable
corporation.

The Company's consolidated membership was 1,543 as of November 30, 2007 including 899 utility members, the majority of which are consumer-owned electric cooperatives, 513
telecommunications members, 66 service members and 65 associatesin 49 states, the District of Columbia and two U.S.territories. The utility membersincluded 830 distribution
systems and 69 generation and transmission ("power supply") systems. Memberships among National Rural, RTFC and NCSC have been eliminated in consolidation. All
references to members within this document include members and associates.

In the opinion of management, the accompanying consolidated financial statements contain all adjustments (which consist only of normal recurring accruals) necessary for afair
statement of the Company's results for the interim periods presented.

These interim unaudited consolidated financial statements should be read in conjunction with the audited consolidated financial statements and notes thereto included in the
Company's Annual Report on Form 10-K for thefiscal year ended May 31, 2007.

The preparation of financial statementsin conformity with accounting principles generally accepted in the United States ("GAAP") requires management to make estimates and
assumptions that affect the assets, liabilities, revenues and expenses reported in the financial statements, as well as amountsincluded in the notes thereto, including discussion
and disclosure of contingent liabilities. While the Company uses its best estimates and judgments based on the known facts at the date of the financial statements, actual results
could differ from these estimates as future events occur.

The Company does not believeit is vulnerable to the risk of anear term severe impact as aresult of any concentrations of its activities.




(b) Principles of Consolidation

The accompanying financial statementsinclude the consolidated accounts of National Rural, RTFC and NCSC and certain entities controlled by National Rural and created to hold
foreclosed assets and effect loan securitization transactions, after elimination of all material intercompany accounts and transactions. Financial Accounting Standards Board
("FASB") Interpretation No. ("FIN") 46(R), Consolidation of Variable Interest Entities, an interpretation of Accounting Research Bulletin No. 51, requires National Rural to
consolidate the financial results of RTFC and NCSC. National Rural isthe primary beneficiary of variable interestsin RTFC and NCSC due to its exposure to absorbing the
majority of expected losses.

National Rural isthe sole lender to and manages the lending and financial affairs of RTFC through a management agreement in effect through December 1, 2016. Under a
guarantee agreement, RTFC pays National Rural afeein exchange for which National Rural reimburses RTFC for loan losses. All loans that require RTFC board approval also
require National Rural approval. National Rural isnot amember of RTFC and does not elect directorsto the RTFC board. RTFC is an associate member of National Rural.

National Rural isthe primary source of funding to and manages the lending and financial affairs of NCSC through a management agreement which is automatically renewable on an
annual basis unless terminated by either party. NCSC fundsits programs either through loans from National Rural or commercial paper and long-term notesissued by NCSC and
guaranteed by National Rural. In connection with these guarantees, NCSC must pay a guarantee fee and purchase from National Rural interest-bearing subordinated term
certificatesin proportion to the related guarantee. Under a guarantee agreement, NCSC pays National Rural afeein exchange for which National Rural reimburses NCSC for loan
losses, excluding losses in the consumer loan program. All loans that require NCSC board approval aso require National Rural approval. National Rural controls the nomination
process for one out of 11 NCSC directors. The full membership of NCSC elects directors on the basis of one vote for each member. NCSC is a service organization member of
National Rural.

RTFC and NCSC creditors have no recourse against National Rural in the event of default by RTFC and NCSC, unlessthere is a guarantee agreement under which National Rural
has guaranteed NCSC or RTFC debt obligations to athird party. At November 30, 2007, National Rural had guaranteed $287 million of NCSC debt and derivative instruments with
third parties. The maturitiesfor NCSC debt guaranteed by National Ruralrun through 2031. As of November 30, 2007, National Rural's maximum potential exposure totaled $305
million related to guarantees of NCSC debt and derivatives. Guarantees related to NCSC debt and derivative instruments are not included in Note 12 at November 30, 2007 asthe
debt and derivatives are reported on the consolidated balance sheet. At November 30, 2007, National Rural had no guarantees of RTFC debt to third party creditors. All National
Rural loans to RTFC and NCSC are secured by all assets and revenues of RTFC and NCSC. At November 30, 2007, RTFC had total assets of $1,986 million including loans
outstanding to members of $1,792 million and NCSC had total assets of $518 million including loans outstanding of $464 million. At November 30, 2007 and May 31, 2007, National
Rura had committed to lend RTFC up to $4 billion of which $2 billion was outstanding at November 30, 2007. At November 30, 2007 and May 31, 2007, National Rural had
committed to provide credit to NCSC of up to $1 billion. At November 30, 2007, National Rural had provided atotal of $510 million of credit to NCSC, representing $223 million of
outstanding loans and $287 million of credit enhancements.

National Rural established limited liability corporations and partnerships to hold foreclosed assets and effect |oan securitization transactions. National Rural hasfull ownership
and control of all such companies and thus consolidates their financial results. National Rural presents the companies formed to hold foreclosed assetsin one line on the
consolidated balance sheets and the consolidated statements of operations. A full consolidation is presented for the company formed to effect |oan securitization transactions.

Unless stated otherwise, references to the Company relate to the consolidation of National Rural, RTFC, NCSC and certain entities controlled by National Rural and created to hold
foreclosed assets and effect oan securitization transactions.

(c) Allowance for Loan Losses

The Company maintains an allowance for loan losses at alevel estimated by management to adequately provide for probable losses inherent in the loan portfolio, which are
estimated based upon areview of theloan portfolio, past |oss experience, specific problem loans, economic conditions and other pertinent factors which, in management's
judgment, deserve current recognition in estimating loan losses. On a quarterly basis, the Company prepares an analysis of the adequacy of the loan loss allowance and makes
adjustments to the allowance as necessary. The allowance is based on estimates and, accordingly, actual loan losses may differ from the allowance amount.

Management makes recommendations of loans to be written off to the board of directors of National Rural. In making its recommendation to write off all or a portion of aloan
balance, management considers various factors including cash flow analysis and collateral securing the borrower'sloans.




Activity in the loan loss allowance account is summarized below:

For the six months ended November 30, Y ear ended
(in thousands) 2007 2006 May 31, 2007
Balance at beginning of period $ 561,663 $ 611,443 $ 611,443
Recovery of loan losses (14,301) - (6,922)
Write-offs (16,755) (304) (44,668)
Recoveries of prior write-offs 195 219 1810
Balance at end of period $ 530,802 $ 611,358 $ 561,663
(d) Interest Income
Interest income includes the following:
For the three months ended November 30, For the six months ended November 30,
(in thousands) 2007 2006 2007 2006
Interest on long-term fixed rate loans (1) $ 215,183 $ 206,054 $ 429,743 $ 411,627
Interest on long-term variable rate loans (1) 22,690 30,546 47,239 62,171
Interest on short-term loans (1) 19,244 17,877 39,592 35,930
Interest on investments (2) 1,900 1,421 4,836 3,449
Conversion fees (3) 1,735 2,442 3,509 4,954
Make-whole and prepayment fees (4) 65 382 1,754 825
Commitment and guarantee fees (5) 1,385 1,260 2,920 5,469
Other fees 1,085 262 1,648 508
Total interest income $ 263,287 $ 260,244 $ 531,241 $ 524,933

(1) Represents interest income on |oans to members.

(2) Represents interest income on the investment of cash.

(3) Conversion fees are deferred and recognized using the interest method over the remaining original loan interest rate pricing term, except for a small portion of the total fee charged to cover
administrative costs related to the conversion which is recognized immediately.

(4) Make-whole and prepayment fees are charged for the early repayment of principal and recognized when collected.

(5) Commitment fees for RTFC loan commitments are, in most cases, refundable on a prorata basis according to the amount of the loan commitment that is advanced. Such refundable fees are deferred and
then recognized on a prorata basis based on the portion of the loan that is not advanced prior to the expiration of the commitment. Commitment fees on National Rural loan commitments are not
refundable and are billed and recognized based on the unused portion of committed lines of credit. Guarantee fees are charged based on the amount, type and term of the guarantee. Guarantee fees are
deferred and amortized using the straight-line method into interest income over the life of the guarantee.

Deferred income on the consolidated balance sheetsis comprised primarily of deferred conversion feestotaling $22 million and $25 million at November 30, 2007 and May 31,
2007, respectively.

(e) Interest Expense

Interest expense includes the following:

For the three months ended November 30, For the six months ended November 30,

(in thousands) 2007 2006 2007 2006
Interest expense - commercial paper and bid notes (1) $ 33,192 $ 49,068 $ 71,478 $ 96,002
Interest expense - medium-term notes (1) 83,681 93,307 166,867 188,174
Interest expense - collateral trust bonds (1) 63,405 49,488 128,755 100,560
Interest expense - subordinated deferrable debt (1) 4,916 8,153 9,831 16,783
Interest expense - subordinated certificates (1) 12,030 11,876 24,154 23,916
Interest expense - long-term private debt (1) 34,960 30,022 65,743 60,304
Debt issuance costs (2) 2,767 2,067 5,297 4,102
Commitment and guarantee fees (3) 4,605 4,000 8,675 8,014
Loss on extinguishment of debt (4) - - 5,509 4,806
Other fees 461 610 1,033 1,934

Total interest expense $ 240,017 $ 248,591 $ 487,342 $ 504,595

(1) Represents interest expense and the amortization of discounts on debt.

(2) Includes amortization of all deferred charges related to debt issuance, principally underwriter's fees, legal fees, printing costs and comfort |etter fees. Amortization is calculated on the effective interest
method. Also includes issuance costs related to dealer commercial paper.

(3) Includes various fees related to funding activities, including fees paid to banks participating in the Company's revolving credit agreements and fees paid under bond guarantee agreements with RUS as part
of the Rural Economic Development Loan and Grant ("REDLG") program. Fees are recognized as incurred or amortized on a straight-line basis over the life of the respective agreement.

(4) Represents the loss on the early retirement of debt including the write-off of unamortized discount, premium and issuance costs.

The Company does not include indirect costs, if any, related to funding activitiesin interest expense.
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) Comprehensive Income

Comprehensive income includes the Company's net income, as well as other comprehensive income related to derivatives. Comprehensiveincomeis calculated as follows:

For the three months ended For the six months ended
November 30, November 30,
(in thousands) 2007 2006 2007 2006
Net loss $ (30,226) $ (56,195) $ (41,608) $ (99,214)
Other comprehensive income:
Reclassification adjustment for

redlized gain on derivatives (256) (251) (331) (502)

Comprehensive loss $ (30,482) $ (56,446) $ (41,939) $ (99,716)

(9) Reclassifications
Certain reclassifications of prior period amounts have been made to conform to the current reporting format.

The May 31, 2007 balance of deferred |oan origination costs totaling $4 million was reclassified from other assets to |oans to members on the consolidated balance sheet to
conform with the November 30, 2007 presentation.

(h) New Accounting Pronouncements

On June 1, 2007, the Company adopted Statement of Financial Accounting Standard (“ SFAS”) 155, Accounting for Certain Hybrid Financial Instruments — an amendment of
SFAS 133 and 140. SFAS 155 permits fair value measurement of any hybrid financial instrument that contains an embedded derivative that otherwise would require bifurcation.
SFAS 155 also clarifies which interest-only strips and principal-only strips are not subject to the requirements of SFAS 133, Accounting for Derivative Instruments and Hedging
Activities, asamended. It establishes arequirement to evaluate interestsin securitized financial assetsto identify interests that are freestanding derivatives or that are hybrid
financial instruments that contain an embedded derivative requiring bifurcation. SFAS 155 also clarifies that concentrations of credit risk in the form of subordination are not
embedded derivatives. SFAS 155 is effective for all financial instruments acquired or issued after the beginning of an entity’sfirst fiscal year that begins after September 15,
2006. The Company’s adoption of SFAS 155 did not have amaterial impact on the Company's financial position or results of operations.

On June 1, 2007, the Company adopted SFAS 156, Accounting for Servicing of Financial Assets. SFAS 156 requirestheinitial measurement of all separately recognized servicing
assets and liabilities at fair value and permits, but does not require, the subsequent measurement of servicing assets and liabilities at fair value. SFAS 156 is effective as of the
beginning of the first fiscal year that begins after September 15, 2006. The Company’s adoption of SFAS 156 did not have amaterial impact on the Company's financial position
or results of operations.

On June 1, 2007, the Company adopted FIN No. 48, Accounting for Uncertainty in Income Taxes, an interpretation of SFAS 109. FIN 48 clarifies the accounting for income taxes
by prescribing arecognition threshold and measurement attribute for the financial statement recognition and measurement of atax position taken or expected to be taken in atax
return. FIN 48 also provides guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure and transition. FIN 48 is effective for fiscal
years beginning after December 15, 2006. The Company’s adoption of FIN 48 did not have a material impact on the Company's financial position or results of operations. The
Company classifiesinterest and penalties assessed as tax expense.

In September 2006, the FASB issued SFAS 157, Fair Value Measurements. SFAS 157 clarifies the principle that fair value should be based on the assumptions market participants
would use when pricing an asset or liability and establishes afair value hierarchy that prioritizes the information used to devel op those assumptions. Under the standard, fair
value measurements would be separately disclosed by level within the fair value hierarchy. SFAS 157 is effective as of the beginning of the first fiscal year that begins after
November 15, 2007. The Company's adoption of SFAS 157 as of June 1, 2008 is not expected to have a material impact on the Company's financial position or results of
operations.

In February 2007, the FASB issued SFAS 159, The Fair Value Option for Financial Assets and Financial Liabilities. The fair value option established by SFAS 159 permits entities
to choose to measure eligible financial instruments at fair value. The unrealized gains and losses on items for which the fair value option has been elected should be reported in
earnings. The decision to elect the fair value option is determined on an instrument by instrument basis and isirrevocable. Assets and liabilities measured at fair value pursuant
to the fair value option should be reported separately in the balance sheet from those instruments measured using other measurement attributes. SFAS 159 is effective as of the
beginning of thefirst fiscal
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year that begins after November 15, 2007. As part of the Company's adoption of SFAS 159 as of June 1, 2008, it does not plan to choose the option to measure eligible financial
instruments at fair value and therefore the adoption of SFAS 159 is not expected to have a material impact on the Company's financial position or results of operations.

In December 2007, the FASB issued SFAS 160, Noncontrolling Interestsin Consolidated Financial Statements, an amendment of ARB 51. This statement amends ARB 51,
Consolidated Financial Statements, to establish accounting and reporting standards for the noncontrolling interest in a subsidiary and for the deconsolidation of asubsidiary. It
also amends certain of ARB 51's consolidation procedures for consistency with the requirements of SFAS 141, Business Combinations. Noncontrolling interests shall be
reclassified to equity, consolidated net income shall be adjusted to include net income attributable to noncontrolling interests and consolidated comprehensive income shall be
adjusted to include comprehensive income attributabl e to the noncontrolling interests. This statement is effective for fiscal years beginning on or after December 15, 2008. The
Company’s adoption of SFAS 160 on June 1, 2009 is not expected to have a material impact on the Company’s financial position or results of operations.

(i) Restatement

Subsequent to the issuance of the May 31, 2006 consolidated financial statements, the Company’s management identified an error in the recording of interest expense on foreign
denominated debt and the cash settlement income from foreign currency exchange agreements, aswell as the related accrued interest payable and accrued interest receivable. The
Company was using the agreed upon foreign exchange rate from the foreign currency exchange agreement rather than the average spot foreign currency exchange rate during the
income statement period to convert the interest expense on the foreign denominated debt and foreign exchange agreement income to U.S. dollars. The Company was also using
the agreed upon foreign exchange rate from the foreign currency exchange agreement rather than the spot foreign currency exchange rate at the end of the balance sheet period to
convert the accrued interest payable and accrued interest receivable to U.S. dollars. Theinterest expense on the foreign denominated debt and the cash settlement income from the
foreign currency exchange agreement are equal and offsetting amounts, as the Company uses the amount received under the exchange agreement to pay the interest expense on
the foreign denominated debt. The amounts for the accrued interest payable and accrued interest receivable are also offsetting. Asaresult of thiserror, interest expense and cash
settlement income were understated by $3 million and $7 million for the three and six months ended November 30, 2006, respectively. The Company subtracts the net accrual from
the last settlement date on its derivatives at each period end in the cal culation of the related fair value, so the error in the calculation of the income receivable on the foreign
exchange agreements al so impacted the fair value of the derivatives recorded as aderivative asset. Thus this correction also impacts the change in the fair value of the derivatives
reported in the derivative forward value line on the consolidated statement of operations. The derivative forward value loss and net loss lines were understated by $4 million and
$7 million for the three and six months ended November 30, 2006, respectively. Thereisno impact on cash flows from operating activities or the total changein cash in the
consolidated statements of cash flows.

A summary of the significant effects of the restatement on the consolidated statements of operations for the three and six months ended November 30, 2006 is as follows:

For the three months ended November 30, 2006

As previously

(in thousands) reported Adjustment Asrestated

Interest expense $ (245,261) $ (3,330 $ (248,591)
Net interest income 14,983 (3,330) 11,653
Net interest income after provision for loan losses 14,983 (3,330) 11,653
Derivative cash settlements 13,163 3,330 16,493
Total non-interest income 16,460 3,330 19,790
Derivative forward value (49,080) (4,159) (53,239)
Total non-interest expense (84,277) (4,159) (88,436)
Loss prior to income taxes and minority interest (52,834) (4,159) (56,993)
Loss prior to minority interest (52,348) (4,159) (56,507)
Net loss (52,036) (4,159) (56,195)
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(in thousands)

Interest expense

Net interest income

Net interest income after provision for loan losses
Derivative cash settlements

Total non-interest income

Derivative forward value

Total non-interest expense

Loss prior to income taxes and minority interest
Loss prior to minority interest

Net loss

(2) Loansand Commitments

For the six months ended November 30, 2006

L oans outstanding to members and unadvanced commitments by loan type and by segment are summarized as follows:

(in thousands)

Total by loan type (2):
Long-term fixed rate loans
Long-term variable rate loans
L oans guaranteed by RUS
Short-term loans

Total loans outstanding

Deferred origination fees

Less: Allowance for loan losses

Net loans

Total by segment:
National Rural:
Distribution
Power supply
Statewide and associate
National Rural total
RTFC
NCSC
Total loans outstanding

(in thousands)
Non-performing and restructured loans (3):
Non-performing loans (2):
RTFC:

Long-term fixed rate loans

Long-term variable rate loans

Short-term loans

Total non-performing loans

Restructured loans (2):
National Rural:
Long-term fixed rate loans
Long-term variable rate loans
Short-term loans
National Rural total restructured loans
RTFC:
Long-term fixed rate loans
Total restructured loans

As previously reported Adjustment As restated
$ (497,716) $ (6,879) $ (504,595)
27,217 (6,879) 20,338
27,217 (6,879) 20,338
24,869 6,879 31,748
31,485 6,879 38,364
(109,534) (7,056) (116,590)
(152,738) (7,056) (159,794)
(94,036) (7,056) (101,092)
(92,836) (7,056) (99,892)
(92,158) (7,056) (99,214)
November 30, 2007 May 31, 2007
Loans Unadvanced Loans Unadvanced
Outstanding Commitments (1) Outstanding Commitments (1)
14,806,429 $ - $ 14,663,340 $ -
1,918,327 5,646,720 1,993,534 5,703,313
252,087 491 255,903 491
1,281,060 7,462,247 1,215,430 7,200,156
18,257,903 13,109,458 18,128,207 12,903,960
4,020 - 3,666 -
(530,802) - (561,663) -
17,731,121 $ 13,109,458 $ 17,570,210 $ 12,903,960
12,881,373 $ 9,191,590 $ 12,827,772 $ 9,176,686
3,007,262 2,998,166 2,858,040 2,798,124
114,081 120,737 119,478 139,156
16,002,716 12,310,493 15,805,290 12,113,966
1,791,504 508,336 1,860,379 473,762
463,683 290,629 462,538 316,232
18,257,903 $ 13,109,458 $ 18,128,207 $ 12,903,960
November 30, 2007 May 31, 2007
Loans Unadvanced Loans Unadvanced
Outstanding Commitments (1) Outstanding Commitments (1)
219,734 - $ 212,984 -
253,480 2,160 261,081 -
29,984 - 27,799 418
503,198 2,160 $ 501,864 418
52,420 - $ 52,420 -
532,476 186,673 544,697 186,673
- 12,500 - 12,500
584,896 199,173 597,117 199,173
5,872 - 6,188 -
590,768 199,173 $ 603,305 199,173
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(1) Unadvanced loan commitments include loans for which loan contracts have been approved and executed, but funds have not been advanced. Additional information may be required to assure that all
conditions for advance of funds have been fully met and that there has been no material change in the member's condition as represented in the supporting documents. Since commitments may expire
without being fully drawn upon and a significant amount of the commitments are for standby liquidity purposes, the total unadvanced loan commitments do not necessarily represent future cash
requirements. Collateral and security requirements for advances on commitments are identical to those on initial loan approval. Asthe interest rate on unadvanced commitments is not set, long-term
unadvanced |oan commitments have been classified in this chart as variable rate unadvanced commitments. However, at the time of the advance, the borrower may select afixed or avariable rate.

(2) Loans are classified as long-term or short-term based on their original maturity.

(3) Included in total by loan type chart above.

Loan origination costs are deferred and amortized using the straight-line method, which approximates the interest method, over the life of the loan as areduction to interest
income.

Loan Security

The Company evaluates each borrower's creditworthiness on a case-by-case basis. Itisgenerally the Company's policy to require collateral for long-termloans. Such collateral
usually consists of afirst mortgage lien on the borrower's total system, including plant and equipment, and a pledge of future revenues. Theloan and security documents also
contain various provisions with respect to the mortgaging of the borrower's property and debt service coverage ratios, maintenance of adequate insurance coverage aswell as
certain other restrictive covenants.

The following tables summarize the Company's secured and unsecured |oans outstanding by loan program and by segment:

(Dollar amounts in thousands) November 30, 2007 May 31, 2007
Total by loan program: Secured % Unsecured % Secured % Unsecured %
Long-term fixed rate loans $ 14,382,726 97% $ 423,703 3% $ 14,180,956 97% $ 482,384 3%
Long-term variable rate loans 1,771,391 92% 146,936 8% 1,865,821 94% 127,713 6%
Loans guaranteed by RUS 252,087 100% - - 255,903 100% - -
Short-term loans 206,952 16% 1,074,108 84% 191,231 16% 1,024,199 84%
Total loans $ 16,613,156 91% $ 1,644,747 9% $ 16,493,911 91% $ 1,634,296 9%

Total by segment:

National Rural $ 14,642,961 92% $ 1,359,755 8% $ 14,462,448 92% $ 1,342,842 8%
RTFC 1,564,352 87% 227,152 13% 1,630,079 88% 230,300 12%
NCSC 405,843 88% 57,840 12% 401,384 87% 61,154 13%
Total loans $ 16,613,156 91% $ 1,644,747 % $ 16,493,911 1% $ 1,634,296 %

Pledging of Loans

As of November 30, 2007 and May 31, 2007, distribution system mortgage notes related to outstanding long-term loans totaling $5,575 million and $5,797 million, respectively, and
RUS guaranteed loans qualifying as permitted investments totaling $217 million and $219 million, respectively, were pledged as collateral to secure National Rural's collateral trust
bonds under the 1994 indenture totaling $4,815 million and $5,020 million, respectively. In addition, $2 million of cash was pledged to secure $2 million of collateral trust bonds
outstanding under the 1972 indenture at November 30, 2007 and May 31, 2007.

As of November 30, 2007 and May 31, 2007, distribution system mortgage notes totaling $575 million and $592 million, respectively, were pledged as collateral to secure National
Rural's notes to the Federal Agricultural Mortgage Corporation (*Farmer Mac") totaling $500 million.

In addition to the loans pledged as collateral at November 30, 2007 and May 31, 2007, National Rura had $3,163 million and $2,765 million, respectively, of mortgage notes on
deposit with the trustee for the $2.5 billion and $2 billion, respectively, of notes payable to the Federal Financing Bank (*FFB") of the United States Treasury (see Note 6). The
$2.5 billion of notes payableto the FFB contain arating trigger related to the Company's senior secured credit ratings from Standard & Poor's Corporation, Moody's Investors
Service and Fitch Ratings. A rating trigger event existsif the Company's senior secured debt does not have at least two of the following ratings: (i) A- or higher from Standard &
Poor's Corporation, (ii) A3 or higher from Moody's Investors Service, (iii) A- or higher from Fitch Ratings and (iv) an equivalent rating from a successor rating agency to any of the
above rating agencies. If the Company's senior secured credit ratings fall below the levels listed above, the mortgage notes on deposit at that time, which totaled $3,163 million at
November 30, 2007, would be pledged as collateral rather than held on deposit. At November 30, 2007, the Company’s senior secured debt ratings were above the rating trigger
threshold.
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A total of $1.5 billion of notes payable to the FFB has a second trigger event related to afinancial expert to the Company's board of directors. A rating trigger event will exist if the
financial expert position (as defined by Section 407 of the Sarbanes-Oxley Act of 2002) remains vacant for more than 90 consecutive days. If the Company does not satisfy the
financial expert rating trigger, the mortgage notes on deposit at that time, which totaled $1,804 million at November 30, 2007, would be pledged as collateral rather than held on
deposit. Thefinancial expert position on National Rural’s board of directors has been filled since March 2007.

(3)  Loan Securitizations

The Company accounts for the sale of loansin securitization transactions according to the provisions of SFAS 140, Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities, asamended. The Company derecognizes financial assets when control has been surrendered. The Company has no retained interest in
securitized loans. The Company services theloansin return for amarket fee and therefore does not record a servicing asset or liability. The Company recognizes the service fee
on an accrual basis over the period for which servicing activity is provided. Deferred transactions costs and unamortized deferred |oan origination costs related to the loans sold
are expensed as part of the calculation of the gain or loss on the sale.

On August 10, 2007, the Company entered into an agreement to sell $74 million of distribution mortgage loans to Farmer Mac for $74 million. The distribution mortgage |oans were
sold at 100% of the outstanding principal balance on that date. A total of $40 million of the distribution mortgage |oans were transferred on August 10, 2007 and the remaining $34
million were transferred on January 2, 2008. The transaction qualifies for sale treatment under SFAS 140.

The $34 million of loanstransferred in January 2008 were reported in loans to members (see Note 2) at November 30, 2007.

The Company recorded aloss on sale of loans totaling $0.5 million related to costs associated with the transaction and unamortized deferred loan origination costs for the loans
sold. The Company does not hold any continuing interest in the loans sold and had no obligation to repurchase loans from the purchaser. The holders of the certificates of
beneficial interest issued by the purchaser have no claim against the Company or any of the Company’s assets in the event of adefault on the loans held by the purchaser.

The Company will service the loans for the purchaser in exchange for afee of 30 basis points of the outstanding loan principal. The Company considers the 30 basis point fee to
be amarket fee based on market quotes from other providers. Asaresult, the Company has not recorded a servicing asset or liability. The servicing fee has a payment priority
over any other disbursement made by the trust holding the assets.

During the three and six months ended November 30, 2007, the Company recognized $0.3 million and $0.6 million, respectively, in servicing fees on al loan securitization
transactions.

4 Foreclosed Assets

Assets received in satisfaction of loan receivables are recorded at the lower of cost or market and classified on the consolidated balance sheets as foreclosed assets. At
November 30, 2007 and May 31, 2007, the balance of foreclosed assets included real estate devel oper notes receivable and limited partnership interestsin certain real estate
developments.

The activity for foreclosed assets is summarized below:

Six months ended November 30, Y ear ended
(in thousands) 2007 2006 May 31, 2007
Beginning balance $ 66,329 $ 120,889 $ 120,889
Results of operations 3,816 5,991 9,758
Net cash provided by foreclosed assets - (56,831) (63,831)
Sale of foreclosed assets - (487) (487)
Ending balance of foreclosed assets $ 70,145 $ 69,562 $ 66,329
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(5) Short-Term Debt and Credit Arrangements

The following is asummary of short-term debt outstanding:

(in thousands) November 30, 2007 May 31, 2007
Short-term debt:
Commercial paper sold through dealers, net of discounts $ 911,616 $ 1,017,879
Commercial paper sold directly to members, at par 1,325,776 1,383,090
Commercia paper sold directly to non-members, at par 144,879 133,087
Total commercial paper 2,382,271 2,534,056
Daily liquidity fund 298,694 250,563
Bank bid notes 100,000 100,000
Subtotal short-term debt 2,780,965 2,884,619
Long-term debt maturing within one year:
Medium-term notes sold through dealers 355,605 133,801
Medium-term notes sold to members 256,088 231,158
Secured collateral trust bonds 2,596,890 999,560
Secured notes payable 500,000 -
Subordinated deferrable debt (1) - 175,000
Unsecured notes payable 3,040 2,985
Total long-term debt maturing within one year 3,711,623 1,542,504
Total short-term debt $ 6,492,588 $ 4,427,123

(1) Redeemed in June 2007.

National Rural issues commercial paper for periods of oneto 270 days. National Rural also entersinto short-term bank bid note agreements, which are unsecured obligations of
National Rural and do not require backup bank lines for liquidity purposes. Bank bid note facilities are uncommitted lines of credit for which National Rural does not pay a
fee. The commitments are generally subject to termination at the discretion of theindividual banks.

Revolving Credit Agreements
The following is a summary of the amounts available under the Company's revolving credit agreements:
Facility fee per annum

(Dollar amounts in thousands) November 30, 2007 May 31, 2007 Termination Date (1)

364-day agreement (2) $ 1,125,000 $ 1,125,000 March 14, 2008 0.05 of 1%

Five-year agreement 1,125,000 1,125,000 March 16, 2012 0.06 of 1%

Five-year agreement 1,025,000 1,025,000 March 22, 2011 0.06 of 1%
Total $ 3,275,000 $ 3,275,000

(1) Facility fee determined by National Rural's senior unsecured credit ratings based on the pricing schedules put in place at the initiation of the related agreement.
(2) Any amount outstanding under these agreements may be converted to a one-year term loan at the end of the revolving credit periods. If converted to aterm loan, the fee on the outstanding principal
amount of the term loan is 0.10 of 1% per annum.

Up-front fees of between 0.03 and 0.05 of 1% were paid to the banks based on their commitment level to the five-year agreementsin place at November 30, 2007, totaling in
aggregate $1 million, which will be amortized on a straight-line basis over the life of the agreements. No up-front fees were paid to the banks for their commitment to the 364-day
facility. Each agreement contains a provision under which if borrowings exceed 50% of total commitments, a utilization fee must be paid on the outstanding balance. The
utilization fees are 0.05 of 1% for all three agreementsin place at November 30, 2007.

At November 30, 2007 and May 31, 2007, the Company wasin compliance with al covenants and conditions under its revolving credit agreementsin place at that time and there
were no borrowings outstanding under such agreements.

For the purpose of calculating the required financial covenants contained in its revolving credit agreements, the Company adjusts net income, senior debt and total equity to
exclude the non-cash adjustmentsrelated to SFAS 133 and SFAS 52, Foreign Currency Translation. The adjusted timesinterest earned ratio ("TIER"), as defined by the
agreements, represents the interest expense adjusted to include the derivative cash settlements, plus minority interest net income, plus net income prior to the cumulative effect of
change in accounting principle and dividing that total by the interest expense adjusted to include the derivative cash settlements. In addition to the non-cash adjustmentsrelated
to SFAS 133 and 52, senior debt also excludes RUS guaranteed |oans, subordinated deferrable debt, members' subordinated certificates and minority interest. Total equity is
adjusted to include subordinated deferrable debt, members' subordinated certificates and minority interest. Senior debt includes guarantees; however, it excludes:

. guarantees for members where the long-term unsecured debt of the member is rated at least BBB+ by Standard & Poor's Corporation or Baal by Moody's Investors

Service; and
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. the payment of principal and interest by the member on the guaranteed indebtedness if covered by insurance or reinsurance provided by an insurer having an insurance
financial strength rating of AAA by Standard & Poor's Corporation or afinancial strength rating of Aaaby Moody's Investors Service.

The following represents the Company's required and actual financial ratios under the revolving credit agreements at or for the six months ended November 30, 2007 and the year
ended May 31, 2007:

Actual
Requirement November 30, 2007 May 31, 2007
Minimum average adjusted TIER over the six most recent fiscal quarters 1.025 113 1.09
Minimum adjusted TIER at fiscal year end (1) 1.05 112 112
Maximum ratio of senior debt to total equity 10.00 7.30 6.65

(1) The Company must meet this requirement in order to retire patronage capital. The adjusted TIER reported at November 30, 2007 is the amount from the prior year end, the last measurement date
for thisratio.

Therevolving credit agreements do not contain a material adverse change clause or ratings triggers that limit the banks' obligations to fund under the terms of the agreements, but
National Rural must bein compliance with their other requirements, including financial ratios, in order to draw down on the facilities.

(6) Long-Term Debt

The following isasummary of long-term debt outstanding:

(in thousands) November 30, May 31,
2007 2007
Unsecured long-term debt:
Medium-term notes, sold through dealers $ 4,437,049 $ 4,676,176
Medium-term notes, sold directly to members 96,611 76,464
Subtotal 4,533,660 4,752,640
Unamortized discount (6,466) (7,408)
Total unsecured medium-term notes 4,527,194 4,745,232
Unsecured notes payable 2,532,355 2,032,630
Total unsecured long-term debt 7,059,549 6,777,862
Secured long-term debt:
Collateral trust bonds 2,219,927 4,021,953
Unamortized discount (4,209) (4,596)
Total secured collateral trust bonds 2,215,718 4,017,357
Secured notes payable - 500,000
Total secured long-term debt 2,215,718 4,517,357
Total long-term debt $ 9,275,267 $ 11,295,219

Medium-term notes are unsecured obligations of National Rural. Collateral trust bonds are secured by the pledge of mortgage notes or eligible securitiesin an amount at least
equal to the principal balance of the bonds outstanding. See Note 2 for additional information on the collateral pledged to secure the Company's collateral trust bonds.

Unsecured Notes Payable

At November 30, 2007 and May 31, 2007, National Rural had outstanding atotal of $2.5 billion and $2 billion, respectively, under a bond purchase agreement with the FFB and a
bond guarantee agreement with RUS as part of the funding mechanism for the REDLG program. On August 7, 2007, National Rural received the advance of the remaining $500
million under the REDL G program. The $500 million advance has a July 2027 maturity date. As part of the REDLG program, National Rural will pay to RUS afee of 30 basis points
per annum on the total amount borrowed. At November 30, 2007, the $2.5 billion of unsecured notes payable issued as part of the REDL G program require National Rural to place
on deposit mortgage notesin an amount at |east equal to the principal balance of the notes outstanding. See Note 2 for additional information on the mortgage notes held on
deposit.

Secured Notes Payable
At May 31, 2007, the Company had outstanding atotal of $500 million of 4.656% notes to Farmer Mac duein 2008. See Note 2 for additional information on the collateral pledged
to secure the Company's notes payable. Based on the July 29, 2008 maturity, this debt was reclassified to short-term debt during the quarter ended August 31, 2007.
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(7) Subordinated Deferrable Debt

Thefollowing table is a summary of subordinated deferrable debt outstanding:

(Dollar amounts in thousands) November 30, May 31,
2007 2007
6.75% due 2043 (1) $ 125,000 $ 125,000
6.10% due 2044 (2) 88,201 88,201
5.95% due 2045 (3) 98,239 98,239
Total $ 311,440 $ 311,440

(1) The 6.75% subordinated deferrable securities due 2043 are callable by the Company at par starting on February 15, 2008.
(2) The 6.10% subordinated deferrable securities due 2044 are callable by the Company at par starting on February 1, 2009.
(3) The 5.95% subordinated deferrable securities due 2045 are callable by the Company at par starting on February 15, 2010.

(8) Derivative Financial Instruments

The Company is neither adealer nor atrader in derivative financial instruments. The Company utilizes derivatives such as interest rate and cross currency interest rate exchange
agreements to mitigate interest rate risk and foreign currency exchange risk.

Consistent with SFAS 133, as amended, the Company records derivative instruments on the consolidated balance sheet as either an asset or liability measured at fair

value. Changesin thefair value of derivative instruments are recognized in the derivative forward value line item of the consolidated statement of operations unless specific
hedge accounting criteriaare met. Net settlements paid and received for derivative instruments that qualify for hedge accounting are recorded in interest expense. Net settlements
related to derivative instruments that do not qualify for hedge accounting are recorded as derivative cash settlementsin the consolidated statement of operations. The Company
formally documents, designates, and assesses the effectiveness of transactions that receive hedge accounting.

Interest Rate Exchange Agreements
Generally, the Company's interest rate exchange agreements do not qualify for hedge accounting under SFAS 133. At November 30, 2007 and 2006 and May 31, 2007, the
Company did not have any interest rate exchange agreements that were accounted for using hedge accounting.

The Company was a party to the following interest rate exchange agreements:

Notional Amounts Outstanding

(in thousands) November 30, 2007 May 31, 2007
Pay fixed and receive variable $ 7,630,351 $ 7,276,473
Pay variable and receive fixed 5,756,440 5,256,440

Total interest rate exchange agreements $ 13,386,791 $ 12,532,913

The Company has classified cash activity associated with derivatives as an operating activity in the consolidated statements of cash flows.

Interest rate exchange agreements had the following impact on the Company:

Three months ended Six months ended
November 30, November 30,

(in thousands) 2007 2006 2007 2006
Statement of Operations |mpact
Agreements that do not qualify for hedge accounting

Derivative cash settlements $ 11,507 $ 13,822 $ 19,836 $ 26,002

Derivative forward value (75,412) (72,223) (109,012) (126,548)

Total loss on interest rate exchange agreements $ (63,905) $ (58,401) $ (89,176) $ (100,546)

Comprehensive Income I mpact
Agreements that qualify for hedge accounting:
Amortization of transition adjustment $ (256)
Total comprehensive loss (256)

©

(251) % (331) $ (502)
(251) $ (331) $ (502)

@
@

A transition adjustment of $62 million was recorded as an other comprehensive loss on June 1, 2001, the date the Company implemented SFAS 133. The transition adjustment will
be amortized into earnings over the remaining life of the related
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interest rate exchange agreements. Approximately $0.8 million of the transition adjustment is expected to be amortized to income over the next twelve months and will continue
through April 2029.

Cross Currency Interest Rate Exchange Agreements

There were no cross currency interest rate exchange agreements outstanding at November 30, 2007 and May 31, 2007. Asof November 30, 2006, the Company was a party to cross
currency interest rate exchange agreements with atotal notional amount of $434 million related to medium-term notes denominated in foreign currenciesin which the Company
received Euros and paid U.S. dollars. These cross currency interest rate exchange agreements did not qualify for hedge accounting. Generally, the Company’s cross currency
interest rate exchange agreements do not qualify for hedge accounting under SFAS 133.

Cross currency interest rate exchange agreements had the following impact on the Company:

Three months ended Six months ended
November 30, November 30,

(in thousands) 2007 2006 2007 2006
Statement of OperationsImpact
Agreements that do not qualify for hedge accounting

Derivative cash settlements $ - $ 2,671 $ - $ 5,746

Derivative forward value - 18,984 - 9,958

Total gain on interest rate exchange agreements $ - $ 21,655 $ - $ 15,704

Rating Triggers

The Company has certain interest rate exchange agreements that contain aprovision called arating trigger. Under arating trigger, if the credit rating for either counterparty fallsto
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 fair value of the underlying derivative instrument. Rating triggers are not separate financial instruments and are not
separate derivatives under SFAS 133. The rating triggers contained in certain of the Company's derivative contracts are based on its senior unsecured credit rating from Standard
& Poor's Corporation and Moody's Investors Service.

At November 30, 2007, the Company has the following notional amount and fair values associated with exchange agreements that contain rating triggers. For the purpose of the
presentation, the Company has grouped the rating triggers into two categories, (1) ratings from Moody's Investors Service fallsto Baal or from Standard & Poor's Corporation
fallsto BBB+ and (2) ratings from Moody's | nvestors Service falls below Baal or from Standard & Poor's Corporation falls below BBB+.

Notional Amount Company Net
(in thousands) Amount Required Company Payment Would Collect Total
Rating Level:
Fall to Baal/BBB+ $ 1,685,509 $ (16,470) $ 49,590 $ 33,120
Fall below Baal/BBB+ 7,705,622 (85,166) 80,569 (4,597)
Total $ 9,391,131 $ (101,636) $ 130,159 $ 28,523

Additionally, if ratings from Moody's Investors Service fall below Baa2 or from Standard & Poor's Corporation fall below BBB, the Company would be reguired to pledge collateral
equal to the net obligation, or net fair value, of the related exchange agreements due to the affected counterparty, if any. At November 30, 2007, the net obligation totaled $11
million for the $619 million notional amount subject to this rating trigger.

9) Members Subordinated Certificates

Member ship Subordinated Certificates

National Rural's members are required to purchase membership certificates as a condition of membership. Such certificates are interest-bearing, unsecured, subordinated debt of
National Rural. Members may purchase the certificates over time as a percentage of the amount they borrow from National Rural. RTFC and NCSC members are not required to
purchase membership certificates as a condition of membership. National Rural membership certificates typically have an original maturity of 100 years and pay interest at

5%. The weighted average maturity for all membership subordinated certificates outstanding at November 30, 2007 and May 31, 2007 was 69 years.
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Loan and Guarantee Subordinated Certificates
Members obtaining long-term loans, certain short-term loans or guarantees are generally required to purchase additional loan or guarantee subordinated certificates with each
such loan or guarantee based on the members' debt to equity ratio with National Rural. These certificates are unsecured, subordinated debt of the Company.

Certificates currently purchased in conjunction with long-term loans are generally non-interest bearing. National Rural's policy regarding the purchase of |oan subordinated
certificates requires members with a debt to equity ratio with National Rural in excess of thelimit in the policy to purchase a non-amortizing/non-interest bearing subordinated
certificate in the amount of 2% for distribution systems and 7% for power supply systems. National Rural associates and RTFC members are required to purchase loan
subordinated certificates of 10% of each long-term loan advance. For non-standard credit facilities, the borrower isrequired to purchase interest bearing certificates in amounts
determined appropriate by National Rural based on the circumstances of the transaction.

The maturity dates and the interest rates payable on guarantee subordinated certificates purchased in conjunction with National Rural's guarantee program vary in accordance
with applicable National Rural policy. Members may be required to purchase non-interest-bearing debt service reserve subordinated certificatesin connection with National
Rural's guarantee of long-term tax-exempt bonds (see Note 12). National Rural pledges proceeds from the sale of such certificates to the debt service reserve fund established in
connection with the bond issue and any earnings from the investments of the fund inure solely to the benefit of the members for whom the bonds areissued. These certificates
have varying maturities not exceeding the longest maturity of the guaranteed obligation.

(10 Minority Interest

At November 30, 2007 and May 31, 2007, the Company reported minority interests of $16 million and $22 million, respectively, on the consolidated balance sheets. Minority
interest represents the 100% interest that RTFC and NCSC members have in their respective organizations. The members of RTFC and NCSC own or control 100% of the interest
in the respective company.

During the six months ended November 30, 2007, the balance of minority interest decreased by $6 million of minority interest net loss.
(11) Equity

National Rural isrequired by the District of Columbia cooperative law to have amethodology to allocate its net earnings to its members. National Rural maintains the current year
net earnings as unallocated through the end of itsfiscal year. Subsequent to the end of the fiscal year, National Rural's board of directors allocates its net earnings to membersin
the form of patronage capital and to board approved reserves. Currently, National Rural has two such board approved reserves, the education fund and the members' capital
reserve. National Rural allocates asmall portion, less than 1%, of net earnings annually to the education fund. The allocation to the education fund must be at least 0.25% of net
earnings as required by National Rural's bylaws. Funds from the education fund are disbursed annually to fund cooperative education in the service territories of each state. The
board of directors determines the amount of net earningsthat is allocated to the members' capital reserve, if any. The members' capital reserve represents earnings that are held by
National Rural to increase equity retention. The net earnings held in the members' capital reserve have not been allocated to any member, but may be allocated to individual
membersin the future as patronage capital if authorized by National Rural's board of directors. All remaining net earnings are allocated to National Rural's membersin the form of
patronage capital. National Rural bases the amount of net earnings allocated to each member on the members' patronage of the National Rural lending programsin the year that
the net earnings were earned. Thereisno impact on National Rural's total equity asaresult of allocating net earnings to membersin the form of patronage capital or to board
approved reserves. National Rural's board of directors has annually voted to retire a portion of the patronage capital allocated to membersin prior years. National Rural'stotal
equity is reduced by the amount of patronage capital retired to members and by amounts disbursed from board approved reserves. National Rural adjusts the net earningsit
allocates to members and board approved reserves to exclude the non-cash impacts of SFAS 133 and 52.

In July 2007, National Rural's board of directors authorized the allocation of the fiscal year 2007 adjusted net earnings as follows: $1 million to the education fund and $104 million
to members in the form of patronage capital. The board of directors also authorized the allocation of $1 million to the members' capital reserve. In July 2007, National Rural's board
of directors authorized the retirement of allocated net earnings totaling $86 million, representing 70% of the fiscal year 2007 allocation and one-ninth of the fiscal years 1991, 1992
and 1993 allocated net earnings. Thisamount was returned to membersin cash in September 2007. Future allocations and retirements of net earnings will be made annually as
determined by National Rural's board of directors with due regard for National Rural'sfinancial condition. The board of directorsfor National Rural has the authority to change the
policy for allocating and retiring net earnings at any time, subject to applicable cooperative law.
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At November 30, 2007 and May 31, 2007, equity included the following components:

(in thousands) November 30, May 31,
2007 2007
Membership fees $ 996 $ 997
Education fund 919 1,406
Members' capital reserve 158,348 158,308
Allocated net income 320,064 405,598
Unallocated net income 55,717 (23)
Total members' equity 536,044 566,286
Prior years cumulative derivative forward
value and foreign currency adjustments 131,551 225,849
Current period derivative forward value (1) (97,347) (79,744)
Current period foreign currency adjustments - (14,554)
Total retained equity 570,248 697,837
Accumulated other comprehensive income 11,873 12,204
Total equity $ 582,121 $ 710,041

(1) Represents the derivative forward value loss recorded by National Rural for the period.
(12) Guarantees

The Company guarantees certain contractual obligations of its members so that they may obtain various forms of financing. With the exception of letters of credit, the
underlying obligations may not be accelerated so long as the Company performs under its guarantee. At November 30, 2007 and May 31, 2007, the Company had recorded a
guarantee liability totaling $15 million and $19 million, respectively, which represents the contingent and non-contingent exposure rel ated to guarantees of members' debt
obligations. The contingent guarantee liability at November 30, 2007 and May 31, 2007 totaled $10 million and $13 million, respectively, based on management's estimate of
exposure to losses within the guarantee portfolio. The Company uses factors such asinternal risk rating, remaining term of guarantee, corporate bond default probabilities and
estimated recovery ratesin estimating its contingent exposure. The remaining balance of the total guarantee liability of $5 million and $6 million, respectively, at November 30,
2007 and May 31, 2007 relates to the Company's non-contingent obligation to stand ready to perform over the term of its guarantees that it has entered into or modified since
January 1, 2003 in accordance with FIN No. 45, Guarantor's Accounting and Disclosure Requirement for Guarantees, Including Indirect Guarantees of Indebtedness of Others
(an interpretation of FASB Statements No. 5, 57, and 107 and rescission of FASB Interpretation No. 34). The non-contingent obligation is estimated based on guarantee fees
collectible over thelife of the guarantee. The fees are deferred and amortized on the straight-line method into interest income over the term of the guarantees.

Activity in the guarantee liability account is summarized below:

For the six months ended November 30, Y ear ended
(in thousands) 2007 2006 May 31, 2007
Beginning balance $ 18,929 $ 16,750 $ 16,750
Net change in non-contingent liability (948) 1,575 3,879
(Recovery of) provision for contingent guarantee |osses (3,300) 400 (1,700)
Ending balance $ 14,681 $ 18,725 $ 18,929
Liability as a percentage of total guarantees 1.35% 1.64% 1.76%
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Thefollowing chart summarizes total guarantees by type and segment:

(in thousands) November 30, 2007 May 31, 2007

Total by type:

Long-term tax exempt bonds (1) ¢ 510,715 $ 526,185

Indemnifications of tax benefit transfers (2) 102,419 107,741

Letters of credit (3) 395,296 365,766

Other guarantees (4) 79,688 74,682
Total $ 1,088,118 $ 1,074,374

Total by segment:

National Rural:
Distribution ¢ 218,000 N 211,320
Power supply 774,264 797,009
Statewide and associate 23,553 25,359
National Rural total 1,015,817 1,033,688
RTFC 260 -
NCSC 72,041 40,686
Total $ 1,088,118 $ 1,074,374

(1) The maturities for this type of guarantee run through 2037. National Rural has guaranteed debt issued in connection with the construction or acquisition of pollution control, solid waste disposal,
industrial development and electric distribution facilities. National Rural has unconditionally guaranteed to the holders or to trustees for the benefit of holders of these bonds the full principal, premium, if
any, and interest on each bond when due. National Rural has debt service reserve funds in the amount of $55 million at November 30, 2007 and May 31, 2007 on deposit with the bond trustee that can only
be used for the purpose of covering any deficiencies in the bond principal, premium or interest payments. The member systems have agreed to make up deficiencies in the debt service reserve funds for
certain of these issues of bonds. In the event of default by a system for non-payment of debt service, National Rural is obligated to pay any required amounts under its guarantees, which will prevent the
acceleration of the bond issue. The system isrequired to repay, on demand, any amount advanced by National Rural and interest thereon pursuant to the documents evidencing the system's reimbursement
obligation.

Of the amounts shown above, $384 million and $396 million as of November 30, 2007 and May 31, 2007, respectively, are adjustable or floating/fixed rate bonds. The floating interest rate on such bonds
may be converted to a fixed rate as specified in the indenture for each bond offering. During the variable rate period (including at the time of conversion to a fixed rate), National Rural has unconditionally
agreed to purchase bonds tendered or put for redemption if the remarketing agents have not previously sold such bonds to other purchasers. National Rural's maximum potential exposure includes guaranteed
principal and interest related to the bonds. National Rural is unable to determine the maximum amount of interest that it could be required to pay related to the floating rate bonds. As of November 30,
2007, National Rural's maximum potential exposure for the $22 million of fixed rate tax-exempt bonds is $29 million. Many of these bonds have a call provision that in the event of a default would allow
National Rural to trigger the call provision. Thiswould limit National Rural's exposure to future interest payments on these bonds. National Rural's maximum potential exposure is secured by a mortgage
lien on al of the system's assets and future revenues. However, if the debt is accelerated because of a determination that the interest thereon is not tax-exempt, the system's obligation to reimburse National
Rural for any guarantee payments will be treated as along-term loan.

(2) The maturities for this type of guarantee run through 2015. National Rural has unconditionally guaranteed to |essors certain indemnity payments, which may be required to be made by the lessees in
connection with tax benefit transfers. In the event of default by a system for non-payment of indemnity payments, National Rural is obligated to pay any required amounts under its guarantees, which will
prevent the acceleration of the indemnity payments. The member is required to repay any amount advanced by National Rural and interest thereon pursuant to the documents evidencing the system's
reimbursement obligation. The amounts shown represent National Rural's maximum potential exposure for guaranteed indemnity payments. A member's obligation to reimburse National Rural for any
guarantee payments would be treated as along-term loan to the extent of any cash received by the member at the outset of the transaction. This amount is secured by a mortgage lien on substantially all of
the system's assets and future revenues. The remainder would be treated as a short-term loan secured by a subordinated mortgage on substantially all of the member's property. Due to changes in federal tax
law, no further guarantees of this nature are anticipated.

(3) The maturities for this type of guarantee run through 2017. Additionally, letters of credit totaling $8 million at November 30, 2007 have a term of one year and automatically extend for a period of
one year unless the Company cancels the agreement within 120 days of maturity (in which case, the beneficiary may draw on the letter of credit). The Company issues irrevocable letters of credit to
support members' obligations to energy marketers and other third parties and to the Rural Business and Cooperative Development Service with issuance fees as may be determined from time to time. Each
letter of credit issued is supported by a reimbursement agreement with the member on whose behalf the letter of credit wasissued. In the event a beneficiary draws on aletter of credit, the agreement
generally requires the member to reimburse the Company within one year from the date of the draw. Interest would accrue from the date of the draw at the line of credit variable rate of interest in effect on
such date. The agreement also requires the member to pay, as applicable, alate payment charge and all costs of collection, including reasonable attorneys' fees. As of November 30, 2007, the Company's
maximum potential exposure is $395 million, of which $251 million is secured. When taking into consideration reimbursement obligation agreements that National Rural has in place with other lenders,
National Rural's maximum potential exposure related to $51 million of letters of credit would be reduced to $15 million in the event of default. Security provisions include a mortgage lien on substantially
all of the system's assets, future revenues, and the system's commercial paper invested at the Company. In addition to the letters of credit listed in the table, under master letter of credit facilities, the
Company may be required to issue up to an additional $391 million in letters of credit to third parties for the benefit of its members at November 30, 2007. At May 31, 2007, this amount was $339
million.

(4) The maturities for this type of guarantee run through 2025. National Rural provides other guarantees for its members. In the event of default by a system for non-payment of the obligation, National
Rural must pay any required amounts under its guarantees, which will prevent the acceleration of the obligation. Such guarantees may be made on a secured or unsecured basis with guarantee fees set to cover
National Rural's general and administrative expenses, a provision for losses and a reasonable margin. The member is required to repay any amount advanced by National Rural and interest thereon pursuant to
the documents evidencing the system's reimbursement obligation. Of National Rural's maximum potential exposure for guaranteed principal and interest totaling $80 million at November 30, 2007, $3
million is secured by a mortgage lien on all of the system's assets and future revenues and the remaining $77 million is unsecured.

National Rural uses the same credit policies and monitoring procedures in providing guarantees asit does for loans and commitments.
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At November 30, 2007 and May 31, 2007, National Rural had atotal of $144 million and $221 million of guarantees, respectively, representing 13% and 21% of total
guarantees, respectively, under which itsright of recovery from its members was not secured.

(13) Contingencies

The Company had the following loans outstanding classified as non-performing and restructured:

(in thousands) November 30, 2007 May 31, 2007 November 30, 2006

Non-performing loans $ 503,198 $ 501,864 $ 539,117

Restructured loans 590,768 603,305 615,832
Total $ 1,093,966 $ 1,105,169 $ 1,154,949

(a) At November 30, 2007, May 31, 2007 and November 30, 2006, all |oans classified as non-performing were on anon-accrual status with respect to the recognition of interest
income. At November 30, 2007 and May 31, 2007, $532 million and $545 million, respectively, of restructured loans were on non-accrual status with respect to the recognition of
interest income. At November 30, 2006, there were $557 million of restructured loans on non-accrual status. A total of $1 million and $2 million, respectively, of interest income
was accrued on restructured |oans during the three and six months ended November 30, 2007 and 2006.

Interest income was reduced as follows as aresult of holding loans on non-accrual status:

Three months ended Six months ended
November 30, November 30,
(in thousands) 2007 2006 2007 2006
Non-performing loans $ 8,513 $ 10,429 $ 17,727 $ 20,903
Restructured loans 8,970 9,972 18,311 19,812
Tota $ 17,483 $ 20,401 $ 36,038 $ 40,715

(b) The Company classified $1,081 million and $1,099 million of loans asimpaired pursuant to the provisions of SFAS 114, Accounting by Creditors for Impairment of aLoan - an
Amendment of SFAS5 and SFAS 15, as amended, at November 30, 2007 and May 31, 2007, respectively. The Company reserved $359 million and $397 million of theloan loss
allowance for such impaired loans at November 30, 2007 and May 31, 2007, respectively. The amount included in the |oan loss allowance for such |oans was based on a
comparison of the present value of the expected future cash flow associated with the loan discounted at the original contract interest rate and/or the estimated fair value of the
collateral securing the loan to the recorded investment in the loan. Impaired loans may be on accrual or non-accrual status with respect to the recognition of interest income based
on areview of the terms of the restructure agreement and borrower performance. The Company accrued atotal of $1 million and $2 million, respectively, of interest income on
impaired loans for the three and six months ended November 30, 2007 and 2006. The average recorded investment in impaired loans for the six months ended November 30, 2007
and 2006 was $1,088 million and $1,153 million, respectively.

The Company updates impairment cal culations on aquarterly basis. Since aborrower's original contract rate may include a variable rate component, cal culated impairment could
vary with changes to the Company's variable rate, independent of a borrower's underlying financial performance or condition. In addition, the calculated impairment for a borrower
will fluctuate based on changes to certain assumptions. Changes to assumptions include, but are not limited to the following:

. court rulings,
. changesto collateral values, and
. changes to expected future cash flows both as to timing and amount.

(c) At November 30, 2007 and May 31, 2007, National Rural had atotal of $532 million and $545 million, respectively, of restructured |oans outstanding to Denton County Electric
Cooperative, d/b/a CoServ Electric ("CoServ"), alarge electric distribution cooperative located in Denton County, Texas, that provides retail electric service to residential and
business customers. All restructured loans have been on non-accrual status since January 1, 2001. In addition, atotal of $20 million was outstanding under the capital expenditure
loan facility which was classified as a performing loan at both November 30, 2007 and May 31, 2007. Total loansto CoServ at November 30, 2007 and May 31, 2007 represented
2.9% of the Company'stotal |oans and guarantees outstanding.
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Under the terms of a bankruptcy settlement, National Rural restructured itsloansto CoServ. CoServ is scheduled to make quarterly paymentsto National Rural through December
2037. Aspart of the restructuring, National Rural may be obligated to provide up to $204 million of senior secured capital expenditure loansto CoServ for electric distribution
infrastructure through December 2012. When CoServ requests capital expenditure loans from National Rural, these loans are provided at the standard terms offered to all
borrowers and require debt service paymentsin addition to the quarterly paymentsthat CoServ is required to make to National Rural. Asof November 30, 2007, $20 million has
been advanced to CoServ under thisloan facility. To date, CoServ has made all payments required under the restructure agreement and capital expenditure loan facility. Under the
terms of the restructure agreement, CoServ has the option to prepay the loan for $415 million plus an interest payment true up on or after December 13, 2007 and for $405 million
plus an interest payment true up on or after December 13, 2008. National Rural has received no notice from CoServ that it intends to prepay the loan.

CoServ and National Rural have no claimsrelated to any of the legal actions asserted prior to or during the bankruptcy proceedings. National Rural'slegal claim against CoServ is
limited to CoServ's performance under the terms of the bankruptcy settlement.

Based on its analysis, the Company believesthat it is adequately reserved for its exposure to CoServ at November 30, 2007.

(d) VarTec Telecom, Inc. ("VarTec") was a telecommunications company and RTFC borrower located in Dallas, Texas. The Company was VarTec's principa senior secured
creditor.

VarTec and 16 of its U.S.-based affiliates, which were guarantors of VarTec's debt to RTFC, filed voluntary petitions under Chapter 11 of the United States Bankruptcy Code on
November 1, 2004 in Dallas, Texas. The cases were converted in 2006 to Chapter 7 proceedings, administered by a Chapter 7 trustee.

Non-performing loans at May 31, 2007 included $9 million to VarTec. On June 4, 2007, the Bankruptcy Court approval of a settlement of litigation against the Company became
final, pursuant to which (a) all claims against the Company were dismissed with prejudice and fully released, (b) a portion of the proceeds from the collateral that had been
provisionally applied to the Company’s secured debt was reallocated to VarTec creditors, including the Company, and (c) an administrative debtor-in-possession (“DIP”)
financing facility owed by the VarTec bankruptcy estates to the Company was reduced to $6 million. The Company’sremaining DIP and unsecured claimswill sharein further
recoveries by the bankruptcy estates. Asaresult of the settlement of the litigation, the Company wrote off $44 million of pre-petition debt during the fourth quarter of fiscal year
2007 and wrote off $17 million in the first quarter of fiscal year 2008.

At November 30, 2007, the Company had areceivable for $6 million, which has a payment priority from the bankruptcy estates; in addition, the Company will share in recoveries
that arein excess of the amount required to repay the DIP financing and cover expenses of the estates. On December 26, 2007, the Company received $3 million, which is a share of
the settlement proceeds from the VarTec estates’ litigation against certain former directors and officers. Asaresult of this $3 million payment to the Company, the balance of the
receivable was reduced from $6 million to $3 million subsequent to the end of the quarter.

(e) Innovative Communication Corporation ("ICC") isadiversified telecommunications company and RTFC borrower headquartered in St. Croix, United States Virgin Islands
("USVI"). IntheUSVI, through its subsidiary Virgin Islands Telephone Corporation d/b/a Innovative Telephone ("Vitelco"), ICC provides cellular, wireline local and long-distance
telephone, cable television, and Internet access services. Through other subsidiaries, ICC provides telecommunications, cable television, and Internet access servicesin the
eastern and southern Caribbean and mainland France.

As of November 30, 2007 and May 31, 2007, RTFC had $496 million and $493 million, respectively, in loans outstanding to ICC. Loans outstanding to |CC continue to increase due
to accrued legal costs associated with ongoing litigation to recover the outstanding loan balance. All loansto ICC have been on non-accrua status since February 1, 2005. ICC
has not made debt service payments to the Company since June 2005.

RTFC isthe primary secured lender to ICC. RTFC'scollateral for theloansincludes (i) a series of mortgages, security agreements, financing statements, pledges and guaranties
creating liensin favor of RTFC on substantially all of the assets and voting stock of ICC, (ii) adirect pledge of 100% of the voting stock of ICC's USV1 local exchange carrier
subsidiary, Vitelco, (iii) secured guaranties, mortgages and direct and indirect stock pledges encumbering the assets and ownership interests in substantially all of ICC's other
operating subsidiaries and certain of its parent entities, including |CC'simmediate parent, Emerging Communication, Inc., a Delaware corporation ("Emcom") and Emcom'’s parent,
Innovative Communication Company LLC, a Delaware limited liability company ("ICC-LLC"), and (iv) apersonal guaranty of theloans from ICC'sindirect majority shareholder and
chairman, Jeffrey Prosser ("Prosser").
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Beginning on June 1, 2004, RTFC filed a series of lawsuits against ICC, Prosser and others for failure to comply with the terms of ICC'sloan agreement with RTFC dated August 27,
2001 as amended on April 4, 2003 (hereinafter, the "RTFC Lawsuits"). Inresponseto the RTFC Lawsuits, ICC, Vitelco and Prosser denied liability and asserted claims, by way of
counterclaim and by filing its own lawsuits against RTFC, National Rural and certain of RTFC's officers, seeking various remedies, including reformation of the loan agreement,
injunctiverelief, and damages. The remedies were based on various theoriesincluding a claim that RTFC breached an alleged funding obligation for the settlement of litigation
brought by Emcom shareholders (the "Greenlight Entities") against ICC-LLC, ICC and some of ICC's directors, and a claim that Emcom and ICC-LL C were entitled to contribution
from RTFC and National Rural in connection with judgments that the Greenlight Entities had been awarded (the"ICC Claims," together with the RTFC Lawsuits, the "Loan
Litigation"). Venue of the Loan Litigation ultimately was fixed in the United States District Court for the District of the Virgin Islands.

On February 10, 2006, Greenlight filed petitions for involuntary bankruptcy against Prosser, Emcom and ICC-LL C in the United States Bankruptcy Court for the District of
Delaware, later transferred to the United States District Court for the Virgin Islands, Bankruptcy Division. RTFC appeared in the proceedings as a party-in-interest in accordance
with the provisions of the United States Bankruptcy Code.

On April 26, 2006, RTFC reached a settlement of the Loan Litigation with ICC, Vitelco, ICC-LLC, Emcom, their directors and Prosser, individually. Under the settlement, RTFC
obtained entry of judgmentsin the District Court for the District of the Virgin Islands against ICC for approximately $525 million and Prosser for approximately $100 million. RTFC
also obtained dismissals with prejudice of all counterclaims, affirmative defenses and other lawsuits alleging wrongful acts by RTFC, certain of its officers, and National Rural.
Various parties al so reached agreement for ICC to satisfy the RTFC judgmentsin the third quarter of calendar year 2006, subject to certain terms and conditions, however, on July
31, 2006, certain of the parties obligated to satisfy the RTFC judgments under the agreement filed voluntary bankruptcy proceedings, as described below, in order to obtain
additional time to satisfy the judgments.

On July 31, 2006, ICC-LLC, Emcom and Prosser, individually, each filed avoluntary petition under Chapter 11 of the United States Bankruptcy Code, now pending in the United
States District Court for the Virgin Islands, Division of St. Thomas and St. John, Bankruptcy Division. Each of the debtorsis obligated to RTFC for certain obligations of ICC,
including court judgments. On February 13, 2007, the Bankruptcy Court ordered the appointment of a Chapter 11 trustee for the ICC-LL C and Emcom bankruptcy estates and an
examiner for Prosser’s bankruptcy estate.

On August 2, 2007, the Bankruptcy Court entered an order declaring that the debtors could not satisfy the RTFC judgments at adiscount. Prosser, individually, hasfiled anotice
of appeal of the order; none of the other debtors has sought review of the order.

On September 7, 2007, the Bankruptcy Court entered an order authorizing the Chapter 11 trustee for the Emcom bankruptcy estate to exercise control over the common stock of
ICC, including authority to vote the stock to, among other things, facilitate arefinancing or sale of ICC and its assets.

On September 21, 2007, the United States District Court for the Virgin Islands, Bankruptcy Division, in response to an involuntary petition filed by the Greenlight Entities, entered
an order for relief under Chapter 11 of the United States Bankruptcy Code thereby placing ICC in its own bankruptcy proceeding. In responseto amotion by RTFC, the
Bankruptcy Court ordered appointment of a Chapter 11 trustee on October 3, 2007. Certain parties have moved for reconsideration of and/or appealed one or more orders of the
Bankruptcy Court and have requested a stay pending ruling by the District Court. RTFC believes both that the moving parties have no standing and that the motions to
reconsider and appeal have no merit. Pending the appeal, the Chapter 11 trustee of ICC has assumed ownership and control of ICC, including its subsidiaries, and has begun to
marshal RTFC collateral and other assets for disposition and eventual payment in respect of RTFC's claims and the claims of other parties-in-interest. On January 2, 2008, the
Chapter 11 trustee of 1CC filed amotion seeking authority to sell substantially all of ICC's assets, including stock in ICC’s operating subsidiaries. A hearing on themotionis
expected to be held on February 1, 2008.

In response to amotion by the Greenlight Entities, joined by RTFC, the Bankruptcy Court converted Prosser’s individual Chapter 11 bankruptcy to a Chapter 7 liquidation on
October 3, 2007. Prosser has filed anotice of appeal of the conversion order. RTFC believesthat the appeal has no merit. Pending the appeal, the Chapter 7 trustee has advised
that he intends to marshal Prosser’s non-exempt assets for disposition and eventual payment in respect of creditor claims. On December 3, 2007, the Chapter 7 trustee of Prosser’s
estate filed amotion to approve sale procedures and for authority to sell Prosser’s controlling sharesin the Virgin Islands Community Bank Corp. The sale procedures were
approved by the court on December 14, 2007 and on December 26, 2007, the Chapter 7 trustee issued notice that a purchaser had been selected. On January 3, 2008, the Court
announced it would enter an order approving asale of the bank stock to FirstBank Puerto Rico, subject to approval by third parties, including the Federal Deposit I nsurance
Corporation.
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In most cases, the sale (as part of the reorganization process) of ICC or any of its subsidiaries engaged in aregul ated telecommunications or cable television business, or of the
regulated assets of ICC or its subsidiaries, will require the prior consent of the respective regulatorsin the United States (including the Federal Communications Commission and
the U.S. Virgin Islands Public Services Commission), the British Virgin Islands, France and its Caribbean territories, and the Netherlands Antilles. In certain limited cases, only a
post-transaction notification will be required.

Based on itsanalysis, the Company believesthat it is adequately reserved for its exposure to | CC at November 30, 2007.

(f) Pioneer Electric Cooperative, Inc. ("Pioneer") is an electric distribution cooperative located in Greenville, Alabama. Pioneer had also invested in a propane gas operation, which
it has sold. Pioneer has experienced deterioration initsfinancial condition asaresult of lossesin the gas operation. At November 30, 2007 and May 31, 2007, National Rural had a
total of $52 million in loans outstanding to Pioneer. Pioneer was current with respect to all debt service payments at November 30, 2007. All loans to Pioneer remain on accrual
status with respect to the recognition of interest income. National Rural isthe principal creditor to Pioneer.

On March 9, 2006, National Rural and Pioneer agreed on the terms of adebt modification that resulted in the loans being classified as restructured. Under the amended agreement,
National Rural extended the maturity of the outstanding loans and granted a two-year deferral of principal payments. In addition, National Rural agreed to make available aline of
credit for general corporate purposes. The restructured loans are secured by first liens on substantially all of the assets and revenues of Pioneer.

Based onits analysis, the Company believesthat it is adequately reserved for its exposure to Pioneer at November 30, 2007.
(14) Segment Information

The Company's consolidated financial statementsinclude the financial results of National Rural, RTFC and NCSC. Financial statements are produced for each of the three
companies and are the primary reports that management reviewsin evaluating performance. The National Rural segment includes the consolidation of entities controlled by
National Rural and created to hold foreclosed assets and effect |oan securitization transactions and intercompany transaction elimination entries. The segment presentation for
the six months ended November 30, 2007 and 2006 reflect the operating results of each of the three companies as a separate segment.

National Rural isthe sole lender to RTFC and the primary source of funding for NCSC. NCSC also obtains funding from third parties with aNational Rural guarantee. Thus,
National Rural takes all of therisk related to the funding of the loansto RTFC and NCSC, and in return, National Rural earns net interest income on the loans to RTFC and NCSC.

Pursuant to guarantee agreements, National Rural has agreed to indemnify RTFC and NCSC for loan losses, with the exception of the NCSC consumer loan program. Thus,
National Rural maintains the majority of the total consolidated loan loss allowance. A small loan loss allowance is maintained by NCSC to cover its consumer |oan exposure.
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The following chart contains the consolidating statement of operations for the six months ended November 30, 2007 and consolidating balance sheet information as of November
30, 2007.

(in thousands) National Rural RTFC NCSC Consolidated

Statement of Operations:

Interest income $ 465,790 N 47,366 N 18,085 $ 531,241

Interest expense (427,164) (44,551) (15,627) (487,342)
Net interest income 38,626 2,815 2,458 43,899

Recovery of loan losses 14,301 - - 14,301
Net interest income after recovery of loan losses 52,927 2,815 2,458 58,200

Non-interest income:
Rental and other income 389 - 314 703
Derivative cash settlements 19,679 - 157 19,836
Results of operations of foreclosed assets 3,816 - - 3,816
Total non-interest income 23,884 - 471 24,355

Non-interest expense:

General and administrative expenses (23,854) (2,379) (1,834) (28,067)
Recovery of guarantee liability 3,300 - - 3,300
Derivative forward value (97,347) - (11,665) (109,012)
Loss on sale of loans (518) - - (518)
Total non-interest expense (118,419) (2,379) (13,499) (134,297)
(Loss) income prior to income taxes and minority
interest (41,608) 436 (10,570) (51,742)
Income taxes - (1) 4,012 4,011
Net (loss) income per segment reporting $ (41,608) $ 435 $ (6,558) $ (47,731)

Reconciliation of net loss:

Net loss per segment reporting $ (47,731)
Minority interest, net of income taxes 6,123
Net loss per consolidated statement of operations $ (41,608)
Assets:
Total loans $ 16,002,716 ¢ 1,791,504 ¢ 463,683 $ 18,257,903
Deferred origination fees 4,020 - - 4,020
Less: Allowance for loan losses (530,313) - (489) (530,802)
Loans to members, net 15,476,423 1,791,504 463,194 17,731,121
Other assets 626,539 194,850 54,385 875,774
Total assets $ 16,102,962 $ 1,986,354 $ 517,579 $ 18,606,895
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The following chart contains the consolidating statement of operations for the six months ended November 30, 2006 and consolidating balance sheet information at November 30,
2006.

(in thousands) National Rural RTFC NCSC Consolidated

Statement of Operations:

Interest income $ 454,239 N 55,402 ¢ 15,292 $ 524,933

Interest expense (438,958) (52,054) (13,583) (504,595)
Net interest income 15,281 3,348 1,709 20,338

Provision for loan losses - - - -

Net interest income after provision for loan losses 15,281 3,348 1,709 20,338

Non-interest income:

Rental and other income 307 - 318 625
Derivative cash settlements 31,556 - 192 31,748
Results of operations of foreclosed assets 5,991 - - 5,991

Total non-interest income 37,854 - 510 38,364

Non-interest expense:

General and administrative expenses (21,260) (2,540) (1,705) (25,505)
Provision for guarantee liability (400) - - (400)
Derivative forward value (113,390) - (3,200) (116,590)
Foreign currency adjustments (17,299) - - (17,299)
Total non-interest expense (152,349) (2,540) (4,905) (159,794)
(Loss) income prior to income taxes and minority
interest (99,214) 808 (2,686) (101,092)
Income taxes - 180 1,020 1,200
Net (loss) income per segment reporting $ (99,214) ¢ 988 ¢ (1,666) $ (99,892)
Reconciliation of net loss:
Net loss per segment reporting $ (99,892)
Minority interest 678
Net loss per consolidated statement of operations $ (99,214)
Assets:
Loans to members $ 15,738,645 $ 2,016,915 $ 401,946 $ 18,157,506
Deferred origination fees 3,249 - - 3,249
Less: Allowance for loan losses (610,725) - (633) (611,358)
Loans to members, net 15,131,169 2,016,915 401,313 17,549,397
Other assets 840,198 215,451 33,300 1,088,949
Total assets $ 15,971,367 $ 2,232,366 $ 434,613 $ 18,638,346
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The following chart contains the consolidating statement of operations for the three months ended November 30, 2007.

(in thousands)
Statement of Operations:
Interest income
Interest expense
Net interest income

Recovery of loan losses

Net interest income after recovery of loan losses

Non-interest income:
Rental and other income
Derivative cash settlements
Results of operations of foreclosed assets
Total non-interest income

Non-interest expense:
General and administrative expenses
Provision for guarantee |osses
Derivative forward value
Total non-interest expense

(Loss) income prior to income taxes and minority
interest

Income taxes
Net (loss) income per segment reporting

Reconciliation of net loss:

Net loss per segment reporting

Minority interest

Net loss per consolidated statement of operations

The following chart contains the consolidating statement of operations for the three months ended November 30, 2006.

(in thousands)
Statement of Operations:
Interest income
Interest expense
Net interest income

Provision for loan losses

Net interest income after provision for loan losses

Non-interest income:
Rental and other income
Derivative cash settlements
Results of operations of foreclosed assets
Total non-interest income

Non-interest expense:
General and administrative expenses
Provision for guarantee liability
Derivative forward value
Foreign currency adjustments
Total non-interest expense

(Loss) income prior to income taxes and minority
interest
Income taxes

Net (loss) income per segment reporting

Reconciliation of net loss:

Net loss per segment reporting

Minority interest

Net loss per consolidated statement of operations
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National Rural RTFC NCSC Consolidated
230,984 $ 23,337 N 8,966 $ 263,287
(210,403) (21,921) (7,693) (240,017)

20,581 1,416 1,273 23,270
14,301 - - 14,301
34,882 1,416 1,273 37,571
200 - 152 352
11,514 - @ 11,507
1,856 - - 1,856
13,570 145 13,715
(12,593) (1,200) (964) (14,757)
1,200 - - 1,200
(67,285) - (8,127) (75,412)
(78,678) (1,200) (9,091) (88,969)
(30,226) 216 (7,673) (37,683)
- - 2,912 2,912
(30,226) g 216 $ (4,761) $ (34,771)
$ (34,771)
4,545
$ (30,226)

National Rural RTFC NCSC Consolidated
225,247 $ 27,289 N 7,708 $ 260,244
(216,214) (25,546) (6,831) (248,591)

9,033 1,743 877 11,653
9,033 1,743 877 11,653
154 - 154 308
16,404 - 89 16,493
2,989 - - 2,989
19,547 - 243 19,790
(10,614) (1,214) (949) 12,777)
(1,800) - - (1,800)
(51,741) - (1,498) (53,239)
(20,620) - - (20,620)
(84,775) (1,214) (2,447) (88,436)
(56,195) 529 (1,327) (56,993)
- (18) 504 486
(56,195) $ 511 $ (823) $ (56,507)
$ (56,507)
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(15) Subsequent Event

On December 21, 2007, National Rural finalized a contract with Loudoun Land Venture LLC to purchase 27.6 acres of land located in Loudoun County, Virginiafor $16 million. The
land purchase was approved by National Rural’s board of directors.

Subsequent to the end of the quarter, in December 2007, National Rural received cash proceeds totaling $9 million resulting from the sale of real estate properties and the paydown
of related notes which reduced the foreclosed asset bal ance outstanding.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations.

Unless stated otherwise, references to the Company relate to the consolidation of National Rural Utilities Cooperative Finance Corporation ("National Rural” or "the Company"),
Rural Telephone Finance Cooperative ("RTFC"), National Cooperative Services Corporation ("NCSC") and certain entities controlled by National Rural and created to hold
foreclosed assets and effect |oan securitization transactions. The following discussion and analysisis designed to provide a better understanding of the Company's consolidated
financial condition and results of operations and as such should be read in conjunction with the consolidated financial statements, including the notes thereto. National Rural
refersto its financial measures that are not in accordance with generally accepted accounting principles ("GAAP") as "adjusted" throughout this document. See"Non-GAAP
Financial Measures' for further explanation of why the Non-GAAP measures are useful and for areconciliation to GAAP amounts.

This Form 10-Q contains forward-looking statements within the meaning of the Securities Act of 1933, as amended, and the Exchange Act of 1934, as amended. Forward-looking
statements, which are based on certain assumptions and describe our future plans, strategies and expectations, are generally identified by our use of words such as "intend,"
"plan," "may," "should,” "will," "project," "estimate," "anticipate," "believe," "expect," "continue," "potential," "opportunity,” and similar expressions, whether in the negative or
affirmative. All statements that address expectations or projections about the future, including statements about loan growth, the adequacy of the loan loss allowance, net income
growth, leverage and debt to equity ratios, and borrower financial performance are forward-looking statements. Although we believe that the expectations reflected in our forward-
|ooking statements are based on reasonable assumptions, actual results and performance could differ materially from those set forth in the forward-looking statements. Factors
that could cause future results to vary from current expectations include, but are not limited to, general economic conditions, legislative changes, governmental monetary and
fiscal policies, changesin tax policies, changesin interest rates, demand for our loan products, changesin the quality or composition of our loan and investment portfolios,
changes in accounting principles, policies or guidelines, and other economic and governmental factors affecting our operations. Some of these and other factors are discussed in
our annual and quarterly reports previously filed with the Securities and Exchange Commission ("SEC"). Except asrequired by law, we undertake no obligation to update or
publicly release any revisions to forward-looking statements to reflect events, circumstances or changes in expectations after the date on which the statement is made.

The information contained in this section should be read in conjunction with our consolidated financial statements and related notes and the information contained elsewherein
this Form 10-Q, in addition to Part I, Item 1A, Risk Factorsin the Company's Form 10-K for the year ended May 31, 2007.

Restatement

Subsequent to the issuance of the May 31, 2006 consolidated financial statements, the Company’s management identified an error in the recording of interest expense on foreign
denominated debt and the cash settlement income from foreign currency exchange agreements, aswell as the related accrued interest payable and accrued interest receivable. The
Company was using the agreed upon foreign exchange rate from the foreign currency exchange agreement rather than the average spot foreign currency exchange rate during the
income statement period to convert the interest expense on the foreign denominated debt and foreign exchange agreement income to U.S. dollars. The Company was also using
the agreed upon foreign exchange rate from the foreign currency exchange agreement rather than the spot foreign currency exchange rate at the end of the balance sheet period to
convert the accrued interest payable and accrued interest receivable to U.S. dollars. The interest expense on the foreign denominated debt and the cash settlement income from
the foreign currency exchange agreement are equal and offsetting amounts, as the Company uses the amount received under the exchange agreement to pay the interest expense
on the foreign denominated debt. The amounts for the accrued interest payable and accrued interest receivable are also offsetting. Asaresult of thiserror, interest expense and
cash settlement income were understated by $3 million and $7 million for the three and six months ended November 30, 2006, respectively. The Company subtracts the net accrual
from the last settlement date on its derivatives at each period end in the calculation of the related fair value, so the error in the calculation of the income receivable on the foreign
exchange agreements al so impacted the fair value of the derivatives recorded as aderivative asset. Thus this correction also impacts the change in the fair value of the derivatives
reported in the derivative forward value line on the consolidated statement of operations. The derivative forward value loss and net loss lines were understated by $4 million and
$7 million for the three and six months ended November 30, 2006, respectively. Thereis no impact on cash flows from operating activities or the total changein cash in the
consolidated statements of cash flows.

The Company has revised this Management’s Discussion and Analysis for the effects of the restatement.

Overview
In thisreport the Company will provide analysis on itsresults of operations, financial condition, liquidity and market risk. The Company will also provide analysis of trends and
significant transactions completed in the period covered by the report.
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The Company provides financial productsto itsrural electric and telecommunications members at alow cost in relation to the financial performance and strength required to
maintain strong credit ratings. The Company's access to the capital markets at levelsthat allow it to keep cost to the memberslow is dependent on maintaining strong credit
ratings. See page 54 for detail on the current ratings for the Company's public debt.

Financial Overview

Results of Operations

The Company uses atimesinterest earned ratio (“ TIER”) instead of the dollar amount of net interest income or net income asits primary performance indicator, since its net income
in dollar termsis subject to fluctuation asinterest rates change. TIER isameasure of the Company's ability to cover theinterest expense on its debt obligations. TIER is calculated
by dividing the sum of interest expense and the net income (loss) prior to the cumulative effect of change in accounting principle by the interest expense.

For the six months ended November 30, 2007, the Company reported a net loss of $42 million compared to anet loss of $99 million for the prior year period, thusthe TIER
calculation for both periods resultsin avalue below 1.00. For the six months ended November 30, 2007, the Company reported an adjusted net income of $61 million and adjusted
TIER of 1.13, compared to an adjusted net income of $34 million and adjusted TIER of 1.07 for the prior year period. We calculate adjusted net income by excluding the impact of
derivatives and foreign currency adjustments and including minority interest. We calculate adjusted TIER by using adjusted net income and including all derivative cash
settlementsin the interest expense. See "Non-GAAP Financial Measures' for more information on the adjustments the Company makes to its financial results for the purposes of
its own analysis and covenant compliance.

During the six months ended November 30, 2007, the Company's earnings were impacted by the level of loans on non-accrual status. Holding loans on non-accrual status resulted
in areduction of $36 million and $41 million to reported interest income for the six months ended November 30, 2007 and 2006, respectively. During fiscal year 2008, the Company
expects the outstanding balance on the current loans on non-accrual status to decrease due to loan write-offs and principal repayments. The Company wrote off $17 million related
to VarTec Telecom, Inc. (“VarTec”) during the first quarter of fiscal year 2008. In addition, it is expected that Denton County Electric Cooperative, Inc. d/b/a CoServ Electric
(“CoServ") will make scheduled quarterly payments totaling $25 million in fiscal year 2008, which will all be applied as areduction to principal.

The reduction to the amount of loans on non-accrual status should result in an increase to the adjusted net interest income yield over the remainder of fiscal year 2008. Changes
to the Company's variable interest rates may mirror changes to the federal fundsrate. The calculated impairment on the Company's |oans increases or decreases with the increases
and decreases to the Company's variable interest rates. Based on the current balance of impaired loans at November 30, 2007, an increase or decrease of 25 basis pointsto the
Company's variableinterest rates results in an increase or decrease of approximately $8 million, respectively, to the calculated impairment on loans irrespective of achangein the
credit fundamentals of theimpaired borrower.

Financial Condition

At November 30, 2007, the Company'stotal |oans outstanding increased by $130 million or less than 1% from May 31, 2007. At November 30, 2007, National Rural loans
outstanding increased by $197 million, RTFC loans outstanding decreased by $68 million, and NCSC loans outstanding increased by $1 million compared to May 31, 2007. Nationa
Rural loans outstanding increased due to net advances of $237 million offset by the sale of $40 million of National Rural distribution loans at par in aloan securitization transaction
in August 2007. National Rural expects to continue such loan sales on a periodic basis. See further discussion in “ Results of Operations”.

The Company expects that the balance of theloan portfolio will remain relatively stable during the remainder of fiscal year 2008. Loansfrom the Federal Financing Bank ("FFB"), a
division of the U.S. Treasury Department, with aRural Utilities Service (“RUS") guarantee, represent alower cost option for rural electric utilities compared to the Company. The
Company anticipates that the majority of its electric loan growth will come from distribution system borrowers that have fully prepaid their RUS loans and choose not to return to
the government loan program, from distribution system borrowers that do not want to wait the 12 to 24 months it may take RUS to fund the loan, and from power supply

systems. The Company anticipates that the RTFC loan balance will continue to slowly decline due to long-term loan amortization, the strong liquidity position of rural
telecommunication companies and ageneral slowdown in merger and acquisition activities.

On December 26, 2007, the President of the United States signed the Appropriations Act for Fiscal Y ear 2008 which set the fiscal year 2008 RUS el ectric and telephone loan
program levels. Electric funding levelsfor fiscal year 2008 are $6.5 billion for FFB loans and $100 million for five percent loans. Telephone funding levelsfor fiscal year 2008 are
$145 million for five percent loans, $250 million for FFB loans, $295 million for treasury rate loans and $300 million for broadband loans.
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During the six months ended November 30, 2007, short-term debt increased by $2,066 million and long-term debt decreased by $2,020 million due to the reclassification of $1,567
million of extendible CTBs and $250 million of extendible MTNs from long-term debt to short-term debt. Holders of $2,062 million of the Company’s extendible debt elected not to
extend the maturity during the six months ended November 30, 2007. Asaresult, $1,817 million of extendible debt was reclassified from long-term debt to short-term debt based on
maturity dates ranging from August through November of 2008. The remaining $245 million of extendible debt will maturein July 2009.

Long-term debt was al so impacted by the additional $500 million borrowed under the Rural Economic Development Loan and Grant (“REDLG”) program in August 2007 offset by
$500 million of secured notes payable reclassified to short-term debt based on the maturity of the debt. The additional REDL G funds were used to pay down maturing medium-term
notes and commercial paper, which decreased short-term debt. Short-term debt was also impacted by the redemption of $175 million of subordinated deferrable debt in June 2007.

Total equity decreased $128 million from May 31, 2007 to November 30, 2007 due to the board authorized patronage capital retirement totaling $86 million and anet loss of $42
million for the six months ended November 30, 2007. Under GAAP, the Company's reported equity balance fluctuates based on the impact of future expected changes to interest
rates on the fair value of itsinterest rate exchange agreements. Asaresult, it isdifficult to predict the future changes in the Company's reported GAAP equity due to the
uncertainty of the movement in future interest rates. Initsinternal analysisand for purposes of covenant compliance under its credit agreements, the Company adjusts equity to
exclude the non-cash impacts of Statement of Financial Accounting Standards (“SFAS’) 133, Accounting for Derivative Instruments and Hedging Activities and SFAS 52, Foreign
Currency Translation.

Liquidity

At November 30, 2007, the Company had $2,781 million of commercial paper, daily liquidity fund and bank bid notes and $3,712 million of medium-term notes, collateral trust bonds
and long-term notes payable scheduled to mature during the next twelve months. Members held commercial paper (including the daily liquidity fund) which totaled $1,624 million
or approximately 61% of the total commercial paper outstanding at November 30, 2007. Commercial paper issued through dealers and bank bid notes totaled $1,012 million and
represented 6% of total debt outstanding at November 30, 2007. The Company intends to maintain the balance of dealer commercial paper and bank bid notes at 15% or less of
total debt outstanding during the remainder of fiscal year 2008. During the next twelve months, the Company plansto refinance the $3,712 million of medium-term notes, collateral
trust bonds and long-term notes payable and fund new loan growth by issuing acombination of commercial paper, medium-term notes, collateral trust bonds and other debt.

National Rural uses member loan repayments, capital market debt i ssuance, private debt i ssuance, member investments, and net income to fund its operations. In addition, the
Company maintains both short-term and long-term bank lines in the form of revolving credit agreements with its bank group. Members pay a small membership fee and are
typically required to purchase subordinated certificates as a condition to receiving along-term loan advance and as a condition of membership. National Rural has aneed for
funding to make loan advances to its members, to make interest payments on its public and private debt and to make payments of principal on its maturing debt. To facilitate open
access to the capital markets, National Rural isaregular issuer of debt, maintains strong credit ratings and has shelf registrations on file with the SEC. The Company qualifiesasa
well-known seasoned issuer under SEC rules.

New Accounting Pronouncements

On June 1, 2007, the Company adopted SFAS 155, Accounting for Certain Hybrid Financia Instruments — an amendment of SFAS 133 and 140. SFAS 155 permitsfair vaue
measurement of any hybrid financial instrument that contains an embedded derivative that otherwise would require bifurcation. SFAS 155 also clarifies which interest-only strips
and principal-only strips are not subject to the requirements of SFAS 133. It establishes arequirement to evaluate interests in securitized financial assets to identify interests that
are freestanding derivatives or that are hybrid financial instruments that contain an embedded derivative requiring bifurcation. SFAS 155 also clarifies that concentrations of credit
risk in the form of subordination are not embedded derivatives. SFAS 155 is effective for all financial instruments acquired or issued after the beginning of an entity’sfirst fiscal
year that begins after September 15, 2006. The Company’s adoption of SFAS 155 did not have amaterial impact on the Company's financial position or results of operations.

On June 1, 2007, the Company adopted SFAS 156, Accounting for Servicing of Financial Assets. SFAS 156 requires theinitial measurement of all separately recognized servicing
assets and liabilities at fair value and permits, but does not require, the subsequent measurement of servicing assets and liabilities at fair value. SFAS 156 is effective as of the
beginning of the first fiscal year that begins after September 15, 2006. The Company’s adoption of SFAS 156 did not have amaterial impact on the Company's financial position or
results of operations.

33




On June 1, 2007, the Company adopted FIN No. 48, Accounting for Uncertainty in Income Taxes, an interpretation of SFAS 109. FIN 48 clarifies the accounting for income taxes by
prescribing arecognition threshold and measurement attribute for the financial statement recognition and measurement of atax position taken or expected to be taken in atax
return. FIN 48 also provides guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure and transition. FIN 48 is effective for fiscal
years beginning after December 15, 2006. The Company’s adoption of FIN 48 did not have a material impact on the Company's financial position or results of operations.

In September 2006, the FASB issued SFAS 157, Fair Value Measurements. SFAS 157 clarifies the principle that fair value should be based on the assumptions market participants
would use when pricing an asset or liability and establishes afair value hierarchy that prioritizes the information used to develop those assumptions. Under the standard, fair value
measurements would be separately disclosed by level within the fair value hierarchy. SFAS 157 is effective as of the beginning of the first fiscal year that begins after November
15, 2007. The Company's adoption of SFAS 157 as of June 1, 2008 is not expected to have a material impact on the Company's financial position or results of operations.

In February 2007, the FASB issued SFAS 159, The Fair Value Option for Financial Assets and Financial Liabilities. The fair value option established by SFAS 159 permits entities
to choose to measure eligible financial instruments at fair value. The unrealized gains and losses on items for which the fair value option has been elected should be reported in
earnings. The decision to elect the fair value option is determined on an instrument by instrument basis and isirrevocable. Assets and liabilities measured at fair value pursuant to
the fair value option should be reported separately in the balance sheet from those instruments measured using other measurement attributes. SFAS 159 is effective as of the
beginning of thefirst fiscal year that begins after November 15, 2007. As part of the Company's adoption of SFAS 159 as of June 1, 2008, it does not plan to choose the option to
measure eligible financial instruments at fair value and therefore the adoption of SFAS 159 is not expected to have amaterial impact on the Company's financial position or results
of operations.

In December 2007, the FASB issued SFAS 160, Noncontrolling I nterestsin Consolidated Financial Statements, an amendment of ARB 51. This statement amends ARB 51,
Consolidated Financial Statements, to establish accounting and reporting standards for the noncontrolling interest in a subsidiary and for the deconsolidation of asubsidiary. It
also amends certain of ARB 51's consolidation procedures for consistency with the requirements of SFAS 141, Business Combinations. Noncontrolling interests shall be
reclassified to equity, consolidated net income shall be adjusted to include net income attributable to noncontrolling interests and consolidated comprehensive income shall be
adjusted to include comprehensive income attributable to the noncontrolling interests. This statement is effective for fiscal years beginning on or after December 15, 2008. The
Company’s adoption of SFAS 160 on June 1, 2009 is not expected to have amaterial impact on the Company’s financial position or results of operations.




Results of Operations
Six Months Ended November 30, 2007 ver sus November 30, 2006
The following chart presents the results of operations for the six months ended November 30, 2007 versus 2006.

For the six months ended

November 30, Increase/
(Dollar amounts in millions) 2007 2006 (Decrease)
Interest income $ 531 $ 525 $ 6
Interest expense (487) (505) 18
Net interest income 44 20 24
Recovery of loan losses 14 - 14
Net interest income after recovery of loan losses 58 20 38
Non-interest income:
Rental and other income 1 1 -
Derivative cash settlements 20 32 (12)
Results of operations of foreclosed assets 4 6 (2)
Total non-interest income 25 39 (14)
Non-interest expense:
Salaries and employee benefits (18) 17 1)
Other general and administrative expenses (10) 9) 1)
Recovery of guarantee liability 3 - 3
Derivative forward value (109) (117) 8
Foreign currency adjustments - 17) 17
Loss on sale of loans (1) - (1)
Total non-interest expense (135 (160) 25
Loss prior to income taxes and minority interest (52) (201) 49
Income taxes 4 1 3
Minority interest, net of income taxes 6 1 5
Net loss $ (42) $ (99 $ 57
TIER (1) - -
Adjusted TIER (2) 1.13 107

(1) For the six months ended November 30, 2007 and 2006, the Company reported a net loss of $42 million and $99 million, respectively thus the TIER calculation results in a value below 1.00.
(2) Adjusted to exclude the impact of the derivative forward value and foreign currency adjustments from net income, to include minority interest in net income and to include all derivative cash
settlements in the interest expense. See "Non-GAAP Financial Measures' for further explanation and a reconciliation of these adjustments.
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Thefollowing chart summarizes the Company's operating results expressed as an annualized percentage of average loans outstanding.

For the six months ended

November 30, Increase/
2007 2006 (Decrease)
Interest income 5.85% 5.72% 0.13%
Interest expense (5.37)% (5.50% 0.13%
Net interest income 0.48% 0.22% 0.26%
Recovery of loan losses 0.16% - 0.16%
Net interest income after recovery of loan losses 0.64% 0.22% 0.42%
Non-interest income:
Rental and other income 0.01% 0.01% -
Derivative cash settlements 0.22% 0.35% (0.13)%
Results of operations of foreclosed assets 0.05% 0.07% (0.02)%
Total non-interest income 0.28% 0.43% (0.15)%
Non-interest expense:
Salaries and employee benefits (0.200% (0.19)% (0.01)%
Other general and administrative expenses (0.11)% (0.100% (0.01)%
Recovery of guarantee liability 0.03% - 0.03%
Derivative forward value (1.20)% (1.27)% 0.07%
Foreign currency adjustments - (0.19)% 0.19%
Loss on sale of loans (0.01)% - (0.01)%
Total non-interest expense (1.49)% (L75)% 0.26%
Loss prior to income taxes and minority interest (0.57)% (1.10)% 0.53%
Income taxes 0.04% 0.01% 0.03%
Minority interest, net of income taxes 0.07% 0.01% 0.06%
Net loss (0.46)% (1.08)% 0.62%
Adjusted net interest income (1) 0.70% 0.57% 0.13%
Adjusted loss prior to income taxes and minority interest (2) 0.6304 0.3694 0.270,

(1) Adjusted to include derivative cash settlements in the interest expense. See "Non-GAAP Financial Measures" for further explanation and a reconciliation of these adjustments.
(2) Adjusted to exclude derivative forward value and foreign currency adjustments. See "Non-GAAP Financial Measures" for further explanation and a reconciliation of these adjustments.

National Rural's net interest income will increase or decrease due to changesin loan volume and the rates that it receives on its loans and pays on its sources of funding. National
Rural's|oan volume substantially determines its funding needs. The following Volume Rate Variance Table provides a breakout of the change to interest income, interest expense
and net interest income due to changesin loan volume versus changes to interest rates. For comparability purposes, average daily loan volume is used as the denominator in
calculating interest income yield, interest expense rates and net interest incomeyield.

Management cal cul ates an adjusted net interest expense, which includes all derivative cash settlements. The following table also includes a breakout of the change to derivative
cash settlements due to changes in the average notional amount of its derivative portfolio versus changes to the net difference between the average rate paid and the average rate
received. See "Non-GAAP Financial Measures' for further explanation of the adjustment the Company makesin itsfinancial analysisto include all derivative cash settlementsin
itsinterest expense.
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Volume Rate Variance Table
(Dollar amountsin millions)

For the six months ended November 30,

2007 2006 Change dueto
Average Average
Loan Loan
Balance Income/ (Cost) Rate Balance Income/ (Cost) Rate Volume (1) Rate (2) Total
Interest income
National Rural ~ $ 15818 $ 466 5.87% $ 15870 $ 454 5.71% $ @ $ 13 $ 12
RTFC 1,831 47 5.16% 2,044 55 5.41% ) ) ®)
NCSC 462 18 7.80% 398 16 7.66% _2 - 2
Totad $ 18111 $ 531 5.85% $ 18312 $ 525 5.72% $ (5 $ 1 $ 6
Interest expense
National Rura ~ $ 15818 $ (427) (5.39)% $ 15870 $ (439) (5.52)% $ 1 $ 1 $ 12
RTFC 1,831 (44) (4.85)% 2,044 (52) (5.08)% 6 2 8
NCSC 462 (16) (6.74)% 398 (14) (6.81)% _® - @)
Tota $ 18,111 $ (487) (5.37)% $ 18312 $ (505) (5.50)% $ 5 $ 13 $ 18
Net interest income
National Rural  $ 15818 $ 39 0.48% $ 15870 $ 15 0.19% $ - $ 24 $ 24
RTFC 1,831 3 0.31% 2,044 3 0.33% - - -
NCSC 462 2 1.06% 398 2 0.85% - - -
Total $ 18111 $ 44 0.48% $ 18312 $ 20 0.22% $ - $ 24 $ 24
Derivative cash settlements (3)
National Rural ~ $ 12,786 $ 20 0.31% $ 12635 $ 32 0.50% $ - $ (12 $ (12)
NCSC 208 - - 95 - - - - -
Tota  $ 12,994 $ 20 0.31% $ 12730 $ 32 0.50% $ - $ (12 8 (12)

Adjusted interest expense (4)

Tota & 18111 $ (467) (5.15% $ 18312 $ (473) (5.15)% $ 5 $ 1 $ 6
(1) Variance due to volume is calculated using the following formula: [(current period average balance - prior year period average balance) x prior year period average rate].
(2) Variance due to rate is calculated using the following formula: [(current period average rate - prior year period average rate) x current period average balance].
(3) For derivative cash settlements, average |oan balance represents the average notional amount of derivative contracts outstanding and the rate represents the net difference between the average rate
paid and the average rate received for cash settlements during the period.
(4) See "Non-GAAP Financial Measures' for further explanation of the adjustment the Company makes in its financial analysis to include the derivative cash settlementsin its interest expense.

Interest Income
Total interest income reported on the consolidated statements of operations and shown in the chart above is summarized as follows by income type and as a percentage of
average |loans outstanding:

For the six months ended November 30,

2007 2006

(Dollar amounts in millions) Amount Rate Amount Rate Increase/ (Decrease)
Interest on long-term fixed rate loans (1) $ 430 $ 412 $ 18
Interest on long-term variable rate loans (1) 47 62 (15)
Interest on short-term loans (1) 39 36 3

Total interest income on loans 516 5.69 % 510 5.56 % 6
Interest on investments (2) 5 0.06 % 3 0.03 % 2
Conversion fees (3) 3 0.03 % 5 0.06 % 2
Make-whole and prepayment fees (4) 2 0.02 % 1 0.01 % 1
Commitment and guarantee fees (5) 3 0.03 % 5 0.05 % (@)
Other fees 2 0.02 % 1 0.01 % 1

Total interest income $ 531 5.8504 $ 525 572% $ 6
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(1) Represents interest income on loans to members.

(2) Represents interest income on the investment of cash.

(3) Conversion fees are deferred and recognized using the interest method over the remaining original loan interest rate pricing term, except for asmall portion of the total fee charged to cover
administrative costs related to the conversion which is recognized immediately.

(4) Make-whole and prepayment fees are charged for the early repayment of principal and are recognized when collected.

(5) Commitment fees for RTFC loan commitments are, in most cases, refundable on a prorata basis according to the amount of the loan commitment that is advanced. Such refundable fees are deferred
and then recognized on a prorata basis based on the portion of the loan that is not advanced prior to the expiration of the commitment. Commitment fees on National Rural loan commitments are not
refundable and are billed and recognized based on the unused portion of committed lines of credit. Guarantee fees are charged based on the amount, type and term of the guarantee. Guarantee fees are
deferred and amortized using the straight-line method into interest income over the life of the guarantee.

The $6 million or 1% increase to the total interest income for the six months ended November 30, 2007 as compared to the prior year period was due to the repricing of fixed rate
loans at higher interest rates offset by slightly lower loan volume. Interest rates for approximately $846 million of National Rural long-term fixed rate loans were repriced in January
2007 with 89% selecting anew fixed rate. The weighted average interest rate of long-term loans subject to repricing in January 2007 was approximately 4.72%, which is
significantly lower than the National Rural fixed interest rates available to members at that time of between 6.95% and 7.30% (depending on the term selected). Theincreasein
National Rural fixed interest rates was partly offset by the decrease in RTFC loan volume.

The $6 million or 1% increase to the total interest income for the six months ended November 30, 2007 as compared to the prior year period was due to the repricing of fixed rate
loans at higher interest rates offset by slightly lower loan volume. Interest rates for approximately $846 million of National Rural long-term fixed rate |oans were repriced in January
2007 with 89% selecting anew fixed rate. The weighted average interest rate of long-term loans subject to repricing in January 2007 was approximately 4.72%, which is significantly
lower than the National Rural fixed interest rates available to members at that time of between 6.95% and 7.30% (depending on the term selected). Theincreasein National Rural
fixed interest rates was partly offset by the decrease in RTFC loan volume.

For the six months ended November 30, 2007, the Company had areduction to interest income of $36 million due to non-accrual loans compared to areduction of $41 million for the
prior year period. Theimpact on National Rural interest income of non-accrual loans was a reduction of $18 million and $20 million, respectively, for the six months ended November
30, 2007 and 2006. Theimpact on RTFC interest income of non-accrual loans was areduction of $18 million and $21 million, respectively, for the six months ended November 30,
2007 and 2006. Theimpact of non-accrual loans on interest incomeisincluded in the rate variance in the chart above.

Interest Expense
Total interest expense reported on the consolidated statements of operations and shown in the chart above is summarized as follows by expense type and as a percentage of
average |oans outstanding:

For the six months ended November 30,

2007 2006

(Dollar amounts in millions) Amount Rate Amount Rate Increase/ (Decrease)
Interest expense - commercia paper and bid notes (1) $ 71 $ 96 $ (25)
Interest expense - medium-term notes (1) 167 188 (21
Interest expense - collateral trust bonds (1) 129 101 28
Interest expense - subordinated deferrable debt (1) 10 17 (@)
Interest expense - subordinated certificates (1) 24 24 -
Interest expense - long-term private debt (1) 66 60 €

Total interest expense on debt 467 5.14% 486 529 % (19)
Debt issuance costs (2) 5 0.06% 4 0.05 % 1
Commitment and guarantee fees (3) 8 0.09% 8 0.09 % -
L oss on extinguishment of debt (4) 6 0.07% 5 0.05 % 1
Other fees 1 0.0194 2 0.02 % (1)

Total interest expense $ 487 5.379 $ 505 5.50% $ (18)

(1) Represents interest expense and the amortization of discounts on debt.

(2) Includes amortization of all deferred charges related to debt issuance, principally underwriter's fees, legal fees, printing costs and comfort letter fees. Amortization is calculated on the effective
interest method. Also includes issuance costs related to dealer commercial paper.

(3) Includes various fees related to funding activities, including fees paid to banks participating in the Company's revolving credit agreements and fees paid under bond guarantee agreements with RUS as
part of the REDLG program. Fees are recognized as incurred or amortized on a straight-line basis over the life of the respective agreement.

(4) Represents the loss on the early retirement of debt including the write-off of unamortized discount, premium and issuance costs.

The $18 million decrease to total interest expense for the six months ended November 30, 2007 as compared to the prior year period was due to lower interest expense on
commercia paper and variable rate long-term debt as aresult of a75 basis point decrease in the federal funds rate from the rate in effect at November 30, 2006. The $500 million
borrowed under the REDL G program in August 2007 was used to pay down commercial paper and maturing medium-term notes. Asaresult of the guarantee of repayment by the
RUS, these funds often represent alower cost compared to the Company's other forms of long-term debt. In addition, the $175 million of 7.40% subordinated deferrable debt
redeemed in June 2007 resulted in a 39 basis point decrease in the weighted average cost of subordinated deferrable debt. The Company redeemed these securities at par and
recorded a charge of $6 million in interest expense for the unamortized issuance costs in the first quarter of fiscal year 2008. The Company also had an overall reduction in the
amount of debt outstanding.
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The adjusted interest expense, which includes all derivative cash settlements, for the six months ended November 30, 2007 decreased by $6 million compared to the prior year
period due to the $18 million decrease to interest expense noted above offset by the $12 million decrease in derivative cash settlements described below. See"Non-GAAP
Financial Measures" for further explanation of the adjustment the Company makesin itsfinancial analysisto include all derivative cash settlementsin its interest expense.

Net Interest Income

The change in the line items described above resulted in an increase in net interest income of $24 million for the six months ended November 30, 2007 compared to the prior year
period. The adjusted net interest income, which includes all derivative cash settlements, for the six months ended November 30, 2007 was $64 million, an increase of $12 million
from the prior year period. See"Non-GAAP Financial Measures' for further explanation of the adjustment the Company makesin itsfinancial analysisto include all derivative
cash settlementsin itsinterest expense, and therefore net interest income.

Recovery of Loan Losses
The $14 million recovery for loan losses for the six months ended November 30, 2007 resulted from the decrease in cal culated impairments due to lower variable rates, an increase to
collateral valuation and payments received on impaired loans.

Derivative Cash Settlements
The $12 million decrease in cash settlements for the six months ended November 30, 2007 compared to the prior year period is due to the decrease to the net rate earned by the
Company on exchange agreements as compared to the prior year period.

Results of Operations of Foreclosed Assets
Income from the operation of foreclosed assets decreased by $2 million for the six months ended November 30, 2007 compared to the prior year period. At November 30, 2007, the
foreclosed assets are comprised of real estate developer notes receivable and limited partnership interestsin certain real estate developments.

Derivative Forward Value
The $8 million decrease in the derivative forward value during the six months ended November 30, 2007 compared to the prior year period is due to changesin the estimate of
future interest rates over the remaining life of the derivative contracts.

Foreign Currency Adjustments

There was no foreign denominated debt outstanding during the six months ended November 30, 2007, therefore resulting in a$17 million increase to foreign currency adjustments
compared to the prior year period. During the six months ended November 30, 2006, the Company had medium-term notes denominated in Euros and Australian dollars totaling
$434 million and $282 million, respectively. Asaresult of issuing debt in foreign currencies, the Company must adjust the value of the debt reported on the consolidated balance
sheets for changesin foreign currency exchange rates since the date of issuance. To the extent that the current exchange rate is different than the exchange rate at the time of
issuance, there will be achange in the value of the foreign denominated debt. The adjustment to the value of the debt is reported on the consolidated statements of operations as
foreign currency adjustments. At the time of issuance of all foreign denominated debt, the Company entersinto a cross currency or cross currency interest rate exchange
agreement to fix the exchange rate on al principal and interest payments through maturity.

Losson Sale of Loans

On August 10, 2007, the Company entered into an agreement to sell $74 million of distribution mortgage loans to the Federal Agricultural Mortgage Corporation (“ Farmer Mac")
for $74 million. The distribution mortgage |oans were sold at 100% of the outstanding principal balance. A total of $40 million of the distribution mortgage loans were transferred
on August 10, 2007 and the remaining $34 million were transferred on January 2, 2008. The transaction qualifiesfor sale treatment under SFAS 140, Accounting for Transfers and
Servicing of Financial Assets and Extinguishment of Liabilities, asamended. The Company recorded aloss on sale of loans totaling $0.5 million related to costs associated with
the transaction and unamortized deferred |oan origination costs for theloans sold. The Company does not hold any continuing interest in the loans sold and had no obligation to
repurchase loans from the purchaser. The Company servicestheloansin return for amarket fee of 30 basis points and thus does not record a serving asset or liability.

Net Loss

The change in the line items described above result in a net loss of $42 million for the six months ended November 30, 2007 compared to a net loss of $99 million for the prior year
period. The adjusted net income, which excludes the impact of the derivative forward value and foreign currency adjustments and adds back minority interest, was $61 million,
compared to $34 million for the prior year period. See“Non-GAAP Financial Measures’ for the further explanation of the adjustments the Company makesin itsfinancial analysis
to net income.
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Three Months Ended November 30, 2007 versus November 30, 2006

The following chart presents the results of operations for the three months ended November 30, 2007 versus November 30, 2006.

(Dollar amounts in millions)
Interest income
Interest expense
Net interest income
Recovery of loan losses
Net interest income after recovery of loan losses

Non-interest income:
Rental and other income
Derivative cash settlements
Results of operations of foreclosed assets
Total non-interest income

Non-interest expense:
Salaries and employee benefits
Other general and administrative expenses
Recovery of (provision for) guarantee liability
Derivative forward value
Foreign currency adjustments
Total non-interest expense

Loss prior to income taxes and minority interest
Income taxes

Minority interest, net of income taxes
Net loss

TIER (1)
Adjusted TIER (2)

(1) For the three months ended November 30, 2007 and 2006, the Company reported a net loss of $30 million and $56 million, respectively; thus the TIER calculation results in a value below 1.00.
(2) Adjusted to exclude the impact of the derivative forward value and foreign currency adjustments from net income, to include minority interest in net income and to include all derivative cash
settlements in the interest expense. See "Non-GAAP Financial Measures' for further explanation and a reconciliation of these adjustments.

For the three months ended
November 30, Increase/
2007 2006 (Decrease)
$ 263 $ 260 $ 3
(240) (249) 9
23 11 12
_u - 14
37 11 26
1 1 -
12 17 5)
2 3 (1)
15 21 (6)
9 (® @
(6 5 @
1 @) 3
(76) (54 (22)
- (20) 20
— — G
(38) (57) 19
3 - 3
— 5 — 1 4
$ (30) $ (56) $ 26
1.18 1.07




Thefollowing chart summarizes the Company's operating results expressed as an annualized percentage of average loans outstanding.

For the three months ended

November 30, Increase/
2007 2006 (Decrease)
Interest income 5.83% 5.71% 0.12%
Interest expense (5.32)% (547)% 0.15%
Net interest income 0.51% 0.24% 0.27%
Recovery of loan losses 0.31% - 0.31%
Net interest income after recovery of loan losses 0.82% 0.24% 0.58%
Non-interest income:
Rental and other income 0.02% 0.02% -
Derivative cash settlements 0.27% 0.37% (0.10)%
Results of operations of foreclosed assets 0.04% 0.07% (0.03)%
Total non-interest income 0.33% 0.46% (0.13)%
Non-interest expense:
Salaries and employee benefits (0.200% (0.18)% (0.02)%
Other general and administrative expenses (0.13)% (0.11)% (0.02)%
Recovery of (provision for) guarantee liability 0.02% (0.04)% 0.06%
Derivative forward value (1.69)% (1.19)% (0.50)%
Foreign currency adjustments - (0.44)% 0.44%
Total non-interest expense (2.00)% (1.96)% (0.04)%
Loss prior to income taxes and minority interest (0.85)% (1.26)% 0.41%
Income taxes 0.07% - 0.07%
Minority interest, net of income taxes 0.11% 0.02% 0.09%
Net loss (0.67)% (1.24)% 0.57%
Adjusted net interest income (1) 0.78% 0.61% 0.17%
Adjusted income prior to income taxes and minority interest (2) 0.84% 0.37% 0.47%

(1) Adjusted to include derivative cash settlements in the interest expense. See "Non-GAAP Financial Measures" for further explanation and a reconciliation of these adjustments.
(2) Adjusted to exclude derivative forward value and foreign currency adjustments. See "Non-GAAP Financial Measures" for further explanation and areconciliation of these adjustments.

National Rural’s net interest income will increase or decrease due to changesin loan volume and the rate that it receives on itsloans and pays on its sources of funding,
respectively. National Rural’sloan volume substantially determinesits funding needs. The following Volume Rate V ariance Table provides a breakout of the change to interest
income, interest expense and net interest income due to changes in loan volume versus changes to interest rates. The analysisis consistent with the November 30, 2007 and 2006
consolidated statements of operations. For comparability purposes, average daily loan volumeis used as the denominator in calculating interest income yield, interest expense
rates and net interest income yield.

Management cal cul ates an adjusted net interest income, which includes all derivative cash settlementsin interest expense. The following table also includes a breakout of the
change to derivative cash settlements due to changes in the average notional amount of its derivative portfolio versus changes to the net difference between the average rate paid
and the average rate received. See "Non-GAAP Financial Measures' for further explanation of the adjustment the Company makesin itsfinancial analysisto include all derivative
cash settlementsin itsinterest expense.
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Volume Rate Variance Table
(Dollar amountsin millions)

For the three months ended November 30,

2007 2006 Change dueto
Average
Loan Average L oan
Balance  Income/ (Cost Rate Balance Income/ (Cost) Rate Volume (1) Rate (2) Total
Interest income
National Rural  $ 15816 $ 231 5.86 % $ 15845 $ 225 5.70% $ - $ 6 $ 6
RTFC 1,806 23 518 % 2,023 27 5.41% ©)] (@] (4)
NCSsC 463 9 777 % 399 8 7.75% _1 - 1
Tota & 18,085 $ 263 583 % $ 18,267 $ 260 5.71% $ (2 $ 5 $ 3
Interest expense
National Rural ~ $ 15816 $ (210) (5.34)% $ 15845 $ (217) (5.47)% $ 1 $ 6 $ 7
RTFC 1,806 (22) (4.87)% 2,023 (25) (5.06)% 3 - 3
NCSC 463 (8) (6.67)% 399 7 (6.87)% _ O - @
Tota $ 18,085 $ (240) (5.32)% $ 18,267 $ (249) (5.47)% $ 3 $ 6 $ 9
Net interest income
National Rural ~ $ 15816 $ 21 0.52 % $ 15845 § 8 0.23% $ 2 $ 11 $ 13
RTFC 1,806 1 031 % 2,023 2 0.35% @ - (€}
NCSsC 463 1 110 % 399 1 0.88% - - -
Tota $ 18,085 $ 23 0.51 % $ 18,267 $ 11 0.24% $ 1 $ U $ 12
Derivative cash settlements (3)
National Rural ~ $ 13152 $ 12 0.35 % $ 12,828 $ 17 0.51% $ - $ (B $ (5)
NCSsC 205 - - 93 - - - - -
Tota $ 13357 $ 12 0.35 % $ 12921 $ 17 0.51% $ - $ (5 3 (5)

Adjusted interest expense (4)

Total & 18,085 $ (228) (5.05)% $ 18,267 $ (232) (5.100% $ 3 $ 1 $ 4
(1) Variance due to volume is calculated using the following formula: ((current period average balance - prior year period average balance) x prior year period average rate).
(2) Variance due to rate is calculated using the following formula: ((current period average rate - prior year period average rate) x current period average balance).
(3) For derivative cash settlements, average |oan balance represents the average notional amount of derivative contracts outstanding and the rate represents the net difference between the average rate
paid and the average rate received for cash settlements during the period.
(4) See "Non-GAAP Financial Measures' for further explanation of the adjustment the Company makes in its financial analysis to include the derivative cash settlementsin its interest expense.

Interest Income
Total interest income reported on the consolidated statements of operations and shown in the chart above includes the following as a percentage of average |oans outstanding:

For the three months ended November 30,

2007 2006
(Dollar amounts in millions) Amount Rate Amount Rate Increase/ (Decrease)
Interest on long-term fixed rate loans (1) $ 215 $ 206 $ 9
Interest on long-term variable rate loans (1) 23 31 8)
Interest on short-term loans (1) 19 18 1
Total interest income on loans 257 5.71% 255 5.60%
Interest on investments (2) 2 0.04% 1 0.02% 1
Conversion fees (3) 2 0.04% 3 0.07% 1)
Commitment and guarantee fees (4) 1 0.02% 1 0.02% -
Other fees 1 0.02% - - 1
Total interest income $ 263 5.83% $ 260 5.71% $ 3

(1) Represents interest income on |oans to members.

(2) Represents interest income on the investment of cash.

(3) Conversion fees are deferred and recognized using the interest method over the remaining original loan interest rate pricing term, except for a small portion of the total fee charged to cover
administrative costs related to the conversion which is recognized immediately.

(4) Commitment fees for RTFC loan commitments are, in most cases, refundable on a prorata basis according to the amount of the loan commitment that is advanced. Such refundable fees are deferred
and then recognized on a prorata basis based on the portion of the loan that is not advanced prior to the expiration of the commitment. Commitment fees on National Rural loan commitments are not
refundable and are billed and recognized based on the unused portion of committed lines of credit. Guarantee fees are charged based on the amount, type and term of the guarantee. Guarantee fees are
deferred and amortized using the straight-line method into interest income over the life of the guarantee.
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The $3 million or 1% increase to the total interest income for the quarter ended November 30, 2007 as compared to the prior year period was due to the repricing of fixed rate loans
at higher interest rates offset by slightly lower loan volume. Interest rates for approximately $846 million of National Rural long-term fixed rate |oans were repriced in January 2007
with 89% selecting anew fixed rate. The weighted average interest rate of long-term loans subject to repricing in January 2007 was approximately 4.72%, which is significantly
lower than the National Rural fixed interest rates available to members at that time of between 6.95% and 7.30% (depending on the term selected). Theincreasein National Rural
fixed interest rates was partly offset by the decrease in RTFC loan volume.

For the quarter ended November 30, 2007, the Company had areduction to interest income of $17 million due to non-accrual loans compared to areduction of $20 million for the
prior year period. Theimpact on National Rural’sinterest income of non-accrual loans was areduction of $8 million for the quarter ended November 30, 2007 as compared to $10
million for the prior year period. Theimpact of non-accrual loans on interest income isincluded in the rate variance in the chart above. The $4 million decreasein RTFC interest
income was due to the reduction in the balance of RTFC loans outstanding. The impact on RTFC interest income of non-accrual loans was a reduction of $9 million and $10 million,
respectively for the quarter ended November 30, 2007 and 2006.

Interest Expense
Total interest expense reported on the consolidated statements of operations and shown in the chart above includes the following as a percentage of average |oans outstanding:

For the three months ended November 30,

2007 2006
Increase/

(Dollar amounts in millions) Amount Rate Amount Rate (Decrease)
Interest expense - commercial paper and bid notes (1) $ 33 $ 49 $ (16)
Interest expense - medium-term notes (1) 84 93 9)
Interest expense - collateral trust bonds (1) 63 50 13
Interest expense - subordinated deferrable debt (1) 5 8 ?3)
Interest expense - subordinated certificates (1) 12 12 -
Interest expense - long-term private debt (1) 35 30 5

Total interest expense on debt 232 514 % 242 5.31% (20)
Debt issuance costs (2) 3 0.07 % 2 0.05% 1
Commitment and guarantee fees (3) 5 011 % 4 0.09% 1
Other fees - - 1 0.02% (1)

Total interest expense $ 240 532 % $ 249 5.47% $ (9)

(1) Represents interest expense and the amortization of discounts on debt.

(2) Includes amortization of all deferred charges related to debt issuance, principally underwriter's fees, legal fees, printing costs and comfort letter fees.

Amortization is calculated on the effective interest method. Also includes issuance costs related to dealer commercial paper and debt issuance costs fully amortized as part of the early retirement of debt.
(3) Includes various fees related to funding activities, including fees paid to banks participating in the Company's revolving credit agreements and fees paid under bond guarantee agreements with RUS as
part of the REDLG program. Fees are recognized as incurred or amortized on a straight-line basis over the life of the respective agreement.

The $9 million decrease to total interest expense for the three months ended November 30, 2007 as compared to the prior year period was primarily due to lower interest expense on
commercial paper and variable rate long-term debt as result of a 75 basis point decrease in the federal funds rate from the rate in effect at November 30, 2006. The Company also
had an overall reduction in the amount of debt outstanding.

The adjusted total interest expense, which includes all derivative cash settlements, for the quarter ended November 30, 2007 decreased by $4 million compared to the prior year
period due to the $9 million decrease to interest expense noted above offset by the $5 million decrease in derivative cash settlements described below. See"Non-GAAP Financial
Measures" for further explanation of the adjustment the Company makesinits financial analysisto include all derivative cash settlementsin itsinterest expense.

Net Interest Income

The changein the line items described above resulted in an increase in net interest income of $12 million for the quarter ended November 30, 2007 compared to the prior year
period. The adjusted net interest income, which includes all derivative cash settlements, for the quarter ended November 30, 2007 was $35 million, an increase of $7 million from the
prior year period. See"Non-GAAP Financial Measures' for further explanation of the adjustment the Company makesin itsfinancial analysistoinclude all derivative cash
settlementsin itsinterest expense, and therefore net interest income.




Recovery of Loan Losses
The $14 million recovery for loan losses for the quarter ended November 30, 2007 resulted from the decrease in calculated impairments due to lower variable rates, an increase to
collateral valuation and payments received on impaired loans.

Derivative Cash Settlements
The $5 million decrease in derivative cash settlements for the quarter ended November 30, 2007 compared to the prior year period is primarily due to areduction in the net rate
earned by the Company on exchange agreements.

Results of Operations of Foreclosed Assets
Income from the operation of foreclosed assets decreased by $1 million for the quarter ended November 30, 2007 compared to the prior year period. At November 30, 2007, the
foreclosed assets are comprised of real estate developer notes receivable and limited partnership interestsin certain real estate developments.

Derivative Forward Value
The $22 million increase in the derivative forward value during the quarter ended November 30, 2007 compared to the prior year period is due to changes in the estimate of future
interest rates over the remaining life of the derivative contracts.

Foreign Currency Adjustment

There was no foreign denominated debt outstanding during the quarter ended November 30, 2007, therefore resulting in a$20 million decrease to foreign currency adjustments
compared to the prior year period. During the quarter ended November 30, 2006, the Company had medium-term notes denominated in Euros totaling $434 million. Asaresult of
issuing debt in foreign currencies, the Company must adjust the value of the debt reported on the consolidated balance sheets for changesin foreign currency exchange rates
since the date of issuance. To the extent that the current exchange rate is different than the exchange rate at the time of issuance, there will be achangein the value of the foreign
denominated debt. The adjustment to the value of the debt is reported on the consolidated statements of operations as foreign currency adjustments. At the time of issuance of
all foreign denominated debt, the Company entersinto a cross currency or cross currency interest rate exchange agreement to fix the exchange rate on al principal and interest
payments through maturity.

Net Loss

The change in the line items described above resulted in anet loss of $30 million for the quarter ended November 30, 2007 compared to anet loss of $56 million for the prior year
period. The adjusted net income, which excludes the impact of the derivative forward value and foreign currency adjustments and adds back minority interest, was $41 million
compared to $17 million for the prior year period. See"Non-GAAP Financial Measures" for further explanation of the adjustments the Company makesinitsfinancial analysisto
net income.

Ratio of Earningsto Fixed Charges
The following chart provides the calculation of the ratio of earnings to fixed charges for the three and six months ended November 30, 2007 and 2006. Theratio of earningsto fixed
chargesisthe same calculation as TIER. See “Results of Operations” for discussion on TIER and adjustments that the Company makesto the TIER calculation.

Three months ended Six months ended
November 30, November 30,
(Dollar amounts in thousands) 2007 2006 2007 2006
Loss prior to cumulative effect of
change in accounting principle $ (30,226) $ (56,195) $ (41,608) $ (99,214)
Add: fixed charges 240,017 248,591 487,342 504,595
Earnings available for fixed charges $ 209,791 $ 192,396 $ 445,734 $ 405,381

Total fixed charges:
Interest on all debt (including amortization of

discount and issuance costs) $ 240,017 $ 248,591 $ 487,342 $ 504,595
Ratio of earnings to fixed charges (1) - - - -

(1) For the three and six months ended November 30, 2007, earnings were insufficient to cover fixed charges by $30 million and $42 million, respectively. For the three and six months ended November
30, 2006, earnings were insufficient to cover fixed charges by $56 million and $99 million, respectively.




Financial Condition

Loan and Guarantee Portfolio Assessment

Loan Programs

Loans to members bear interest at rates determined from time to time by the Company after considering its interest expense, operating expenses, provision for loan losses and the
maintenance of reasonable earningslevels. In keeping with its not-for-profit, cooperative charter, the Company's policy isto set interest rates at the lowest levelsit considersto
be consistent with sound financial management.

The following chart summarizes|oans by type and by segment:

Increase/
(Dollar amountsin millions) November 30, 2007 May 31, 2007 (Decrease)
Loans by type:
Long-term loans (1):
Long-term fixed rate loans $ 15,022 82% $ 14,881 82% $ 141
Long-term variable rate loans 1,955 11% 2,032 11% (77)
Total long-term loans 16,977 93% 16,913 93% 64
Short-term loans (2) 1,281 7% 1,215 7% 66
Total loans $ 18,258 100% $ 18,128 100% $ 130
National Rural:
Distribution $ 12881 71% $ 12,828 71% $ 53
Power supply 3,007 16% 2,858 16% 149
Statewide and associate 114 1% 119 1% (5)
National Rural total 16,002 88% 15,805 88% 197
RTFC 1,792 10% 1,860 10% (68)
NCSC 464 2% 463 2% 1
Total loans $ 18,258 100% $ 18,128 100% $ 130

(1) Includes loans classified as restructured and non-performing and RUS guaranteed |oans.
(2) Consists of secured and unsecured short-term loans that are subject to interest rate adjustment monthly or semi-monthly.

The Company's loans outstanding increased by less than 1% during the six months ended November 30, 2007. National Rural |oans outstanding increased due to net advances of
$237 million offset by the sale of $40 million of National Rural distribution loansin aloan securitization transaction in August 2007. Long-term fixed rate loans at November 30,
2007 and May 31, 2007 represented 88% of total long-term loans. Loans converting from avariable rate to afixed rate for the six months ended November 30, 2007 totaled $128
million, which was offset by $62 million of loans that converted from afixed rate to avariablerate. Thisresulted in anet conversion of $66 million from avariable rate to afixed rate
for the six months ended November 30, 2007. For the six months ended November 30, 2006, loans converting from avariable rate to afixed rate totaled $181 million, which was
offset by $54 million of loansthat converted from afixed rateto avariablerate. Thisresulted in anet conversion of $127 million from avariable rate to afixed rate for the six
months ended November 30, 2006.

Thefollowing chart summarizes |oans and guarantees outstanding by segment:

Increase/
(Dollar amountsin millions) November 30, 2007 May 31, 2007 Decrease
National Rural:

Distribution $ 13,099 68% $ 13,039 68% $ 60
Power supply 3,781 19% 3,655 19% 126
Statewide and associate 138 1% 145 1% (7)
National Rural Total 17,018 88% 16,839 88% 179
RTFC 1,792 9% 1,860 10% (6€)
NCSC 536 3% 503 2% 2
Total $ 19,346 100% $ 19,202 100% $ 144




The following table summarizes the RTFC segment loans and guarantees outstanding:

Increase/
(Dollar amountsin millions) November 30, 2007 May 31, 2007 Decrease
Rural local exchange carriers $ 1,568 88% $ 1,630 88% $ (62)
Cable television providers 154 9% 155 8% @)
Fiber optic network providers 34 2% 37 2% ®3)
Competitive local exchange carriers 26 1% 21 1%
Wireless providers 3 - 4 - €]
Long distance carriers - - 9 1% 9)
Other 7 - 4 - 3
Total $ 1,792 100% $ 1,860 100% $ (68)

The Company's members are widely dispersed throughout the United States and its territories, including 49 states, the District of Columbiaand two U.S. territories. At November
30, 2007 and May 31, 2007, loans outstanding to membersin any one state or territory did not exceed 16% and 15%, respectively, of total |oans outstanding.

Credit Concentration

National Rural, RTFC and NCSC each have policies that limit the amount of credit that can be extended to individual borrowers or acontrolled group of borrowers. The credit
limitation policies set the limit on the total exposure and unsecured exposure to the borrower based on an assessment of the borrower's risk profile and the Company'sinternal risk
rating system. Asamember owned cooperative, the Company makes best efforts to balance meeting the needs of its member/owners and mitigating the risk associated with
concentrations of credit exposure. The respective boards of directors must approve new credit requests from a borrower with atotal exposure or unsecured exposure in excess of
thelimitsin the policy. Management of credit concentrations may include the use of syndicated credit agreements.

Tota exposure as defined by the policy, includes the following:
loans outstanding, excluding loans guaranteed by RUS,
. the Company's guarantees of the borrower's obligations,
. unadvanced loan commitments,
. borrower guarantees to the Company of another borrower's debt, and
. other indebtedness of any kind unless guaranteed by the U.S. government.

At November 30, 2007 and May 31, 2007, the total exposure outstanding to any one borrower or controlled group did not exceed 3.0% of total loans and guarantees

outstanding. At November 30, 2007, the ten largest borrowers included five distribution systems, three power supply systems and two telecommunications systems. At May 31,
2007, the ten largest borrowersincluded six distribution systems, two power supply systems and two telecommunication systems. The following chart shows the exposure to the
ten largest borrowers as a percentage of total exposure by type and by segment:

November 30, 2007 May 31, 2007
(Dollar amounts in millions) Amount % of Total Amount % of Total
Total by type:
Loans $ 3,399 $ 3,307
Guarantees 79 77
Total credit exposure to ten largest borrowers $ 3,478 18% $ 3,384 18%
Total by segment:
National Rural $ 2,782 $ 2,691
RTFC 696 693
Total credit exposure to ten largest borrowers $ 3,478 18% $ 3,384 18%

Security Provisions

Except when providing short-term loans, the Company typically lends to its members on a senior secured basis. Long-term loans are typically secured on a parity with other
secured lenders (primarily RUS), if any, by all assets and revenues of the borrower with exceptions typical in utility mortgages. Short-term |oans are generally unsecured lines of
credit. Guarantee reimbursement obligations are typically secured on a parity with other secured creditors by all assets and revenues of the borrower or by the underlying
financed asset. In addition to the collateral received, borrowers are also required to set rates designed to achieve certain financial ratios.
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The following table summarizes the Company's unsecured credit exposure as a percentage of total exposure by type and by segment:

November 30, 2007 May 31, 2007
(Dollar amounts in millions) Amount % of Total Amount % of Tota
Total by type:
Loans $ 1,645 $ 1,634
Guarantees 221 221
Total unsecured credit exposure $ 1,866 10% $ 1,855 10%
Total by segment:
National Rural $ 1,576 $ 1,559
RTFC 228 230
NCSC 62 66
Total unsecured credit exposure $ 1,866 10% $ 1,855 10%

Non-performing Loans
A borrower is classified as non-performing when any one of the following criteriaare met:
. principal or interest payments on any loan to the borrower are past due 90 days or more,
. asaresult of court proceedings, repayment on the original termsis not anticipated, or
. for some other reason, management does not expect the timely repayment of principal and interest.

Once aborrower is classified as non-performing, the Company typically places the loan on non-accrual status and reverses all accrued and unpaid interest back to the date of the
last payment. The Company generally applies all cash received during the non-accrual period to the reduction of principal, thereby foregoing interest income recognition. At
November 30, 2007 and May 31, 2007, the Company had non-performing loans outstanding in the amount of $503 million and $502 million, respectively. All loans classified as non-
performing were on anon-accrual status with respect to the recognition of interest income.

At November 30, 2007 and May 31, 2007, non-performing loans include $496 million and $493 million, respectively, to Innovative Communication Corporation (“1CC”). Loans
outstanding to ICC continue to increase due to accrued legal costs associated with ongoing litigation to recover the outstanding loan balance. All loansto ICC have been on
non-accrual status since February 1, 2005. |CC has not made debt service payments to the Company since June 2005. RTFC isthe primary secured lender to ICC.

Aspart of asettlement agreement, RTFC obtained entry of judgments against ICC for approximately $525 million and ICC'sindirect majority shareholder and chairman, Jeffrey
Prosser ("Prosser") for approximately $100 million. RTFC also obtained dismissals with prejudice of all counterclaims, affirmative defenses and other lawsuits alleging wrongful
actsby RTFC, certain of its officers, and National Rural. Various parties also reached agreement for ICC to satisfy the RTFC judgments in the third quarter of calendar year 2006,
subject to certain terms and conditions, however, on July 31, 2006, certain of the parties obligated to satisfy the RTFC judgments under the agreement filed voluntary bankruptcy
proceedings, as described below, in order to obtain additional time to satisfy the judgments.

On July 31, 2006, |CC'simmediate parent, Emerging Communication, Inc., a Delaware corporation ("Emcom"), Emcom's parent, | nnovative Communication Company LLC, a
Delaware limited liability company ("ICC-LLC") and Prosser, individually, each filed avoluntary petition under Chapter 11 of the United States Bankruptcy Code, now pending in
the United States District Court for the Virgin Islands, Division of St. Thomas and St. John, Bankruptcy Division. Each of the debtorsis obligated to RTFC for certain obligations
of ICC, including court judgments. On February 13, 2007, the Bankruptcy Court ordered the appointment of a Chapter 11 trustee for the ICC-LL C and Emcom bankruptcy estates
and an examiner for Prosser’s bankruptcy estate.

On August 2, 2007, the Bankruptcy Court entered an order declaring that the debtors could not satisfy the RTFC judgments at adiscount. Prosser, individually, hasfiled anotice
of appeal of the order; none of the other debtors has sought review of the order.

On September 7, 2007, the Bankruptcy Court entered an order authorizing the Chapter 11 trustee for the Emcom bankruptcy estate to exercise control over the common stock of
ICC, including authority to vote the stock to, among other things, facilitate arefinancing or sale of ICC and its assets.

On September 21, 2007, the United States District Court for the Virgin Islands, Bankruptcy Division, in response to an involuntary petition filed by the Greenlight Entities, entered
an order for relief under Chapter 11 of the United States

47




Bankruptcy Code thereby placing ICC inits own bankruptcy proceeding. In response to amotion by RTFC, the Bankruptcy Court ordered appointment of a Chapter 11 trustee for
1CC on October 3, 2007. Certain parties have moved for reconsideration of and/or appealed one or more orders of the Bankruptcy Court and have requested a stay pending ruling
by the District Court. RTFC believes both that the moving parties have no standing and that the motions to reconsider and appeal have no merit. Pending the appeal, the Chapter
11 trustee of 1CC has assumed ownership and control of ICC, including its subsidiaries, and has begun to marshal RTFC collateral and other assets for disposition and eventual
payment in respect of RTFC's claims and the claims of other parties-in-interest. On January 2, 2008, the Chapter 11 trustee of 1CC filed amotion seeking authority to sell
substantially all of ICC’s assets, including stock in ICC’s operating subsidiaries. A hearing on the motion is expected to be held on February 1, 2008.

In response to amotion by the Greenlight Entities, joined by RTFC, the Bankruptcy Court converted Prosser’s individual Chapter 11 bankruptcy to a Chapter 7 liquidation on
October 3, 2007. Prosser hasfiled anotice of appeal of the conversion order. RTFC believesthat the appeal has no merit. Pending the appeal, the Chapter 7 trustee has advised
that he intends to marshal Prosser’s non-exempt assets for disposition and eventual payment in respect of creditor claims. On December 3, 2007, the Chapter 7 trustee of Prosser’s
estate filed amotion to approve sale procedures and for authority to sell Prosser’s controlling sharesin the Virgin Islands Community Bank Corp. The sale procedures were
approved by the court on December 14, 2007 and on December 26, 2007, the Chapter 7 trustee issued notice that a purchaser had been selected. On January 3, 2008, the Court
announced it would enter an order approving asale of the bank stock to FirstBank Puerto Rico, subject to approval by third parties, including the Federal Deposit I nsurance
Corporation.

In most cases, the sale (as part of the reorganization process) of ICC or any of its subsidiaries engaged in aregul ated telecommunications or cable television business, or of the
regulated assets of ICC or its subsidiaries, will require the prior consent of the respective regulatorsin the United States (including the Federal Communications Commission and
the U.S. Virgin Islands Public Services Commission), the British Virgin Islands, France and its Caribbean territories, and the Netherlands Antilles. In certain limited cases, only a
post-transaction notification will be required.

For amore detailed description of the contingencies related to the non-performing loans outstanding to | CC, see Note 13 to the consolidated financial statements. Based onits
analysis, the Company believesthat it is adequately reserved for its exposure to ICC at November 30, 2007.

VarTec was a telecommunications company and RTFC borrower located in Dallas, Texas. The Company was VarTec's principal senior secured creditor.

VarTec and 16 of its U.S.-based affiliates, which were guarantors of VarTec's debt to RTFC, filed voluntary petitions under Chapter 11 of the United States Bankruptcy Code on
November 1, 2004 in Dallas, Texas. The cases were converted in 2006 to Chapter 7 proceedings, administered by a Chapter 7 trustee.

Non-performing loans at May 31, 2007 included $9 million to VarTec. On June 4, 2007, the Bankruptcy Court approval of a settlement of litigation against the Company became
final, pursuant to which (&) all claims against the Company were dismissed with prejudice and fully released, (b) a portion of the proceeds from the collateral that had been
provisionally applied to the Company’s secured debt was reallocated to VarTec creditors, including the Company, and (c) an administrative debtor-in-possession (“DIP”")
financing facility owed by the VarTec bankruptcy estates to the Company was reduced to $6 million. The Company’s remaining DIP and unsecured claimswill sharein further
recoveries by the bankruptcy estates. Asaresult of the settlement of the litigation, the Company wrote off $44 million of pre-petition debt during the fourth quarter of fiscal year
2007 and wrote off $17 million in the first quarter of fiscal year 2008.

At November 30, 2007, the Company had areceivable for $6 million, which has a payment priority from the bankruptcy estates; in addition, the Company will share in recoveries
that arein excess of the amount required to repay the DIP financing and cover expenses of the estates. On December 26, 2007, the Company received $3 million, which is a share of
the settlement proceeds from the VarTec estates’ litigation against certain former directors and officers. Asaresult of this $3 million payment to the Company, the balance of the
receivable was reduced from $6 million to $3 million subsequent to the end of the quarter.

Restructured Loans

Loans classified as restructured are loans for which agreements have been executed that changed the original terms of the loan, generally a change to the originally scheduled
cash flows. The Company will make a determination on each restructured |oan with regard to the accrual of interest income on the loan. Theinitial decision isbased on the terms
of the restructure agreement and the anticipated performance of the borrower over the term of the agreement. The Company will periodically review the decision to accrue or not
to accrueinterest income on restructured |oans based on the borrower's past performance and current financial condition.




At November 30, 2007 and May 31, 2007, restructured loans totaled $591 million and $603 million, respectively. A total of $532 million and $545 million of restructured loans were
on non-accrual status with respect to the recognition of interest income at November 30, 2007 and May 31, 2007, respectively. At November 30, 2006, there were $557 million of
restructured loans on non-accrual status.

At November 30, 2007 and May 31, 2007, the Company had $532 million and $545 million, respectively, of restructured loans outstanding to CoServ. All restructured CoServ loans
have been on non-accrua status since January 1, 2001. In addition, atotal of $20 million was outstanding under the capital expenditure loan facility which was classified asa
performing loan at both November 30, 2007 and May 31, 2007. Total loansto CoServ at November 30, 2007 and May 31, 2007 represented 2.9% of the Company's total loans and
guarantees outstanding.

Under the terms of a bankruptcy settlement, National Rural restructured itsloansto CoServ. CoServ is scheduled to make quarterly payments to National Rural through December
2037. Aspart of the restructuring, National Rural may be obligated to provide up to $204 million of senior secured capital expenditure loansto CoServ for electric distribution
infrastructure through December 2012. When CoServ requests capital expenditure loans from National Rural, these loans are provided at the standard terms offered to all
borrowers and require debt service paymentsin addition to the quarterly payments that CoServ is required to make to National Rural. Asof November 30, 2007, $20 million was
advanced to CoServ under thisloan facility. To date, CoServ has made all payments required under the restructure agreement and capital expenditure [oan facility. Under the terms
of the restructure agreement, CoServ has the option to prepay the loan for $415 million plus an interest payment true up on or after December 13, 2007 and for $405 million plusan
interest payment true up on or after December 13, 2008. National Rural has received no notice from CoServ that it intends to prepay the loan.

CoServ and National Rural have no claimsrelated to any of the legal actions asserted prior to or during the bankruptcy proceedings. National Rural'slegal claim against CoServ is
limited to CoServ's performance under the terms of the bankruptcy settlement.

Based on its analysis, the Company believesthat it is adequately reserved for its exposure to CoServ at November 30, 2007.

Pioneer Electric Cooperative, Inc. ("Pioneer") isan electric distribution cooperative located in Greenville, Alabama. Pioneer had also invested in a propane gas operation, which it
has sold. Pioneer had experienced deterioration in itsfinancial condition as aresult of lossesin the gas operation. At November 30, 2007 and May 31, 2007, National Rural had a
total of $52 million in loans outstanding to Pioneer. Pioneer was current with respect to all debt service payments at November 30, 2007. National Rural isthe principal creditor to
Pioneer.

On March 9, 2006, National Rural and Pioneer agreed on the terms of adebt modification that resulted in the loans being classified as restructured. Under the amended agreement,
National Rural extended the maturity of the outstanding loans and granted a two-year deferral of principal payments. In addition, National Rural agreed to make available aline of
credit for general corporate purposes. The restructured loans are secured by first liens on substantially all of the assets and revenues of Pioneer. At thistime, National Rural
plans to maintain the loans to Pioneer on accrual status.

Based onits analysis, the Company believesthat it is adequately reserved for its exposure to Pioneer at November 30, 2007.

Loan Impairment

On aquarterly basis, the Company reviews all non-performing and restructured borrowers, aswell as certain additional borrowers selected based on known facts and
circumstances at the time of the review, to determineif the loans to the borrower are impaired and/or to update the impairment calculation. The Company calculates an impairment
for aborrower based on the expected future cash flow or the fair value of any collateral held by the Company as security for loans to the borrower. In some cases, to estimate
future cash flow, certain assumptions are required regarding, but not limited to, the following:

. interest rates,

. court rulings,

. changesin collateral values,

. changesin economic conditionsin the areain which the cooperative operates, and
- changesto the industry in which the cooperative operates.

As events related to the borrower take place and economic conditions and the Company's assumptions change, the impairment calculations will change. The loan loss allowance
specifically reserved to cover the calculated impairmentsis adjusted on aquarterly basis based on the most current information available. At November 30, 2007 and May 31, 2007,
National Rural had impaired loans totaling $1,081 million and $1,099 million, respectively. At November 30, 2007 and May 31, 2007, National Rural had specifically reserved atotal
of $359 million and $397 million, respectively, to cover impaired loans.
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The following chart presents a summary of non-performing and restructured |oans as a percentage of total |oans and total loans and guarantees outstanding:

(Dollar amounts in millions) November 30, 2007 May 31, 2007
Non-performing loans $ 503 $ 502
Percent of loans outstanding 2.75% 277%
Percent of loans and guarantees outstanding 2.60% 2.61%
Restructured loans $ 591 $ 603
Percent of loans outstanding 3.24% 3.33%
Percent of loans and guarantees outstanding 3.05% 3.14%
Total non-performing and restructured loans $ 1,094 $ 1,105
Percent of loans outstanding 5.99% 6.10%
Percent of loans and guarantees outstanding 5.65% 5.75%

Allowance for Loan Losses

The Company maintains an allowance for loan losses at alevel estimated by management to provide adequately for probable |osses inherent in the loan portfolio, which are
estimated based upon areview of theloan portfolio, past |oss experience, specific problem loans, economic conditions and other pertinent factors which, in management's
judgment, deserve current recognition in estimating loan losses. The Company reviews and adjusts the allowance on a quarterly basisto maintain it at alevel to cover estimated
probable lossesin the portfolio.

Management makes recommendations to the board of directors of National Rural regarding write-offs of loan balances. In making its recommendation to write off al or aportion of
aloan balance, management considers various factors including cash flow analysis and the collateral securing the borrower'sloans. Sinceinception in 1969, write-offstotaled $211
million and recoveries totaled $33 million for a net write-off of $178 million. For the period from June 1, 2002 to November 30, 2007, write-offs totaled $78 million and recoveries
totaled $7 million for anet write-off of $71 million.

Management believes that the allowance for loan losses is adequate to cover estimated probable portfolio losses.

Activity in the allowance for loan losses is summarized below:

For the six months ended For the year ended
and as of and as of
November 30, November 30, May 31,

(Dollar amounts in millions) 2007 2006 2007
Beginning balance $ 562 $ 611 $ 611
Recovery of loan losses (14) - )
Net write-offs 17 - __#
Ending balance $ 531 $ 611 $ 562
Loan loss allowance by segment:

National Rural $ 530 $ 610 $ 561

NCSC 1 1 1

Total $ 531 $ 611 $ 562
As apercentage of total loans outstanding 291% 3.36% 3.10%
As apercentage of total non-performing loans outstanding 105.57% 113.36% 111.95%
As a percentage of total restructured loans outstanding 89.85% 99.19% 93.20%

National Rural has agreed to indemnify RTFC and NCSC for loan losses, with the exception of the NCSC consumer loans that are covered by the NCSC loan loss
allowance. Therefore, thereisno loan loss allowance reguired at RTFC and only asmall loan loss allowance is required at NCSC to cover the exposure to consumer loans.

The Company's|oan |oss allowance decreased $31 million from May 31, 2007 to November 30, 2007. Within National Rural'sloan loss allowance at November 30, 2007 as compared
to the prior year end, there was a decrease in the cal culated impairments of $38 million and an increase of $7 million to the allowance for all other loans. The decrease to the
calculated impai rments was primarily due to a settlement agreement with VarTec resulting in aloan write-off of $17 million, payments received on impaired loans, an increase to
collateral valuation and lower variable interest rates at November 30, 2007 as compared to May 31, 2007.
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Liabilities, Minority I nterest and Equity
Outstanding Debt
Thefollowing chart provides a breakout of debt outstanding:

November 30, May 31, Increase/
(Dollar amounts in millions) 2007 2007 (Decrease)
Short-term debt:
Commercial paper (1) $ 2,681 $ 2,784 $ (103)
Bank bid notes 100 100 -
Long-term debt with remaining maturities less than one year 3,712 1,368 2,344
Subordinated deferrable debt with remaining maturities |ess than one year - 175 (175)
Total short-term debt 6,493 4,427 2,066
Long-term debt:
Collateral trust bonds 2,216 4,017 (1,801)
Notes payable 2,532 2,533 1)
Medium-term notes 4,527 4,745 (218)
Total long-term debt 9,275 11,295 (2,020)
Subordinated deferrable debt 311 311 -
Members' subordinated certificates:
Membership certificates 649 649 -
Loan certificates 656 625 31
Guarantee certificates 103 107 (4)
Total members' subordinated certificates 1,408 1,381 27
Total debt outstanding $ 17,487 $ 17,414 $ 73
Percentage of fixed rate debt (2) 83% 83%
Percentage of variable rate debt (3) 17% 17%
Percentage of long-term debt 63% 75%
Percentage of short-term debt 37% 25%

(1) Includes $299 million and $250 million related to the daily liquidity fund at November 30, 2007 and May 31, 2007, respectively.

(2) Includes variable rate debt that has been swapped to afixed rate less any fixed rate debt that has been swapped to a variable rate.

(3) The rate on commercial paper notes does not change once the note has been issued. However, the rates on new commercial paper notes change daily and commercial paper notes generally have
maturities of less than 90 days. Therefore, commercial paper notes are considered to be variable rate debt. Also includes fixed rate debt that has been swapped to a variable rate less any variable rate debt
that has been swapped to a fixed rate.

Total debt outstanding at November 30, 2007 increased as compared to May 31, 2007 due primarily to the increase of $130 million to loans outstanding. During the first six
months of FY 2008, $1,567 million of extendible CTBs and $250 million of extendible MTNswere reclassified from long-term debt to short-term debt because investors el ected not
to extend the maturity of the debt. An additional $500 million was borrowed under FFB loan facilities with bond guarantee agreements with RUS as part of the funding mechanism
for the REDLG program in August 2007. These funds were used to pay down maturing short-term debt. Short-term debt was also reduced by the redemption of $175 million of
7.40% subordinated deferrable debt securities due 2050 in June 2007.

Minority Interest

Minority interest on the consolidated balance sheets was $16 million and $22 million at November 30, 2007 and May 31, 2007, respectively. During the six months ended November
30, 2007, the balance of minority interest has been adjusted by minority interest net loss. There was aloss of $6 million recorded on minority interest for the six months ended
November 30, 2007 due to a decrease of $12 million to the fair value of derivatives at NCSC.

Equity
Thefollowing chart provides a breakout of the equity balances:
(in millions) Increase/
November 30, 2007 May 31, 2007 (Decrease)
Membership fees $ 1 $ 1 $ -
Education fund 1 1 -
Members' capital reserve 158 158 -
Allocated net income 320 406 (86)
Unallocated net income 56 - 56
Total members' equity 536 566 (30)
Prior years cumulative derivative forward
value and foreign currency adjustments 132 226 (94)
Current period derivative forward value (1) (98) (79) (29)
Current period foreign currency adjustments - (15) 15
Total retained equity 570 698 (128)
Accumulated other comprehensive income 12 12 -
Total equity $ 582 $ 710 $ (128)

(1) Represents the derivative forward value loss recorded by National Rural for the period.

51




Applicants are required to pay a one-time fee to become a member. The fee varies from two hundred dollars to one thousand dollars depending on the membership class. National
Rural isrequired by the District of Columbia cooperative law to have a methodology to allocate its net earningsto its members. National Rural maintains the current year net
earnings as unallocated through the end of itsfiscal year. Subsequent to the end of the fiscal year, National Rural's board of directors allocatesits net earnings to its membersin
the form of patronage capital and to board approved reserves. Currently, National Rural has two such board approved reserves, the education fund and the members' capital
reserve. National Rural adjusts the net earningsit allocates to its members and board approved reserves to exclude the non-cash impacts of SFAS 133 and 52. Nationa Rural
allocates asmall portion, less than 1%, of adjusted net earnings annually to the education fund as required by cooperative law. Funds from the education fund are disbursed
annually to the statewide cooperative organizations to fund the teaching of cooperative principlesin the service territories of the cooperativesin each state. The board of
directors determines the amount of adjusted net earnings that is allocated to the members' capital reserve, if any. The members' capital reserve represents earnings that are held by
National Rural to increase equity retention. The earnings held in the members' capital reserve have not been specifically allocated to any member, but may be allocated to
individual members in the future as patronage capital if authorized by National Rural's board of directors. All remaining adjusted net earningsis allocated to National Rural's
membersin the form of patronage capital. National Rural bases the amount of adjusted net earnings allocated to each member on the members' patronage of the National Rural
lending programsin the year that the adjusted net earnings was earned. There isno impact on National Rural'stotal equity as aresult of allocating earnings to membersin the
form of patronage capital or to board approved reserves. National Rural annually retires a portion of the patronage capital allocated to membersin prior years. National Rural's
total equity isreduced by the amount of patronage capital retired to its members and by amounts disbursed from board approved reserves.

At November 30, 2007, total equity decreased by $128 million from May 31, 2007 due to the board authorized patronage capital retirement and a net loss of $42 million. In July 2007,
National Rural's board of directors authorized the retirement of allocated net earnings totaling $86 million, representing 70% of the fiscal year 2007 allocation and one-ninth of the
fiscal years 1991, 1992 and 1993 allocated net earnings. This amount was returned to membersin cash in September 2007.

Contractual Obligations
The following table summarizes the long-term contractual obligations at November 30, 2007 and the scheduled reductions by fiscal year.

(in millions) Morethan 5
Instrument 2008 2009 2010 2011 2012 Years Total
Long-term debt due in less than one year $ 1,032 $ 2680 $ - $ - $ - $ - 8 3,712
Long-term debt - 354 1,515 539 1,526 5,341 9,275
Subordinated deferrable debt - - - - - 311 311
Members' subordinated certificates (1) 14 10 33 22 5 1,054 1,138
Operating leases (2) 2 3 2 - - - 7
Contractual interest on long-term debt (3) 362 596 478 431 395 4,399 6,661
Total contractua obligations 3 1,410 ¢ 3643 ¢ 2,028 $ 992 ¢ 1926 3 11,105 ¢ 21,104

(1) Excludes loan subordinated certificates totaling $270 million that amortize annually based on the outstanding balance of the related loan. There are many items that impact the amortization of a
loan, such as loan conversions, loan repricing at the end of an interest rate term and prepayments, thus an amortization schedul e cannot be maintained for these certificates. Over the past three years,
annual amortization on these certificates has averaged $28 million. In fiscal year 2007, amortization represented 12% of amortizing loan subordinated certificates outstanding.

(2) Represents the payment obligation related to the Company's |lease of office space for its headquarters facility. In September 2007, the Company exercised the option to extend the lease for an
additional one-year period. Assuming the Company exercises the option to extend the lease for an additional one-year period in fiscal year 2009, the future minimum lease payments for fiscal years
2010 and 2011 would increase to $4 million and $2 million, respectively.

(3) Represents the interest obligation on the Company's debt based on terms and conditions at November 30, 2007.

Off-Balance Sheet Obligations
Guarantees
Thefollowing chart provides a breakout of guarantees outstanding by type and by segment:

Increase/
(in millions) November 30, 2007 May 31, 2007 (Decrease)
Total by type:
Long-term tax-exempt bonds $ 511 $ 526 $ (15)
Indemnifications of tax benefit transfers 102 108 (6)
Letters of credit 395 366 29
Other guarantees 80 74 6
Total $ 1,088 $ 1,074 $ 14
Total by segment:
National Rural $ 1,016 $ 1,034 $ (18)
NCSC 72 40 32
Total $ 1,088 $ 1,074 $ 14

52




Theincreasein total guarantees outstanding at November 30, 2007 compared to May 31, 2007 is primarily due to the $29 million increase to letters of credit offset by the normal
amortization on long-term tax-exempt bonds and tax benefit transfers.

At November 30, 2007 and May 31, 2007, the Company had recorded a guarantee liability totaling $15 million and $19 million, respectively, which represents the contingent and
non-contingent exposure related to guarantees of members' debt obligations.

The following table summarizes the off-bal ance sheet obligations at November 30, 2007 and the related principal amortization and maturities by fiscal year.

(in millions) Principal Amortization and Maturities
Outstanding Remaining
Balance 2008 2009 2010 2011 2012 Years
Guarantees (1) $ 1,088 $ 183 $ 130 $ 157 $ 126 $ 101 $ 301

(1) On atotal of $384 million of tax-exempt bonds, National Rural has unconditionally agreed to purchase bonds tendered or called for redemption at any time if the remarketing agents have not sold
such bonds to other purchasers.

Contingent Off-Balance Sheet Obligations

Unadvanced Loan Commitments

At November 30, 2007, the Company had unadvanced loan commitments totaling $13,109 million, an increase of $205 million compared to the balance of $12,904 million at May 31,
2007. Unadvanced commitments are loans for which loan contracts have been approved and executed, but funds have not been advanced. The majority of the short-term
unadvanced commitments provide backup liquidity to the Company's borrowers; therefore, it does not anticipate funding most of these commitments. Approximately 57% and
56% of the outstanding commitments at November 30, 2007 and May 31, 2007, respectively, were for short-term or line of credit loans. Substantially all above mentioned credit
commitments contain material adverse change clauses, thus for a borrower to qualify for the advance of funds, the Company must be satisfied that there has been no material
change since the loan was approved.

Unadvanced loan commitments do not represent off-balance sheet liabilities and have not been included in the chart summarizing off-balance sheet obligations above. The
Company has no obligation to advance amounts to a borrower that does not meet the minimum conditions as determined by National Rural's credit underwriting policy in effect at
the time the loan was approved. |f there has been amaterial adverse change in the borrower's financial condition or the borrower has not satisfied other termsin the agreement,
the Company generally is not required to advance funds. Therefore, unadvanced commitments are classified as contingent liabilities.

Ratio Analysis

Leverage Ratio

The leverageratio is calculated by dividing the sum of total liabilities and guarantees outstanding by total equity. Based on thisformula, the leverage ratio at November 30, 2007
was 32.81, an increase from 26.64 at May 31, 2007. Theincreasein the leverageratio is due to adecrease of $128 million in total equity, an increase of $14 million in guarantees and
an increase of $166 million to total liabilities as discussed under the Liabilities, Minority Interest and Equity section and the Off-Balance Sheet Obligations section of "Financial
Condition".

For the purpose of covenant compliance on its revolving credit agreements and for internal management purposes, the leverage ratio calculation is adjusted to exclude derivative
liabilities, debt used to fund RUS guaranteed loans, subordinated deferrable debt and subordinated certificates from liabilities, uses members' equity rather than total equity and
adds subordinated deferrable debt, subordinated certificates and minority interest to arrive at adjusted equity. At November 30, 2007 and May 31, 2007, the adjusted leverageratio
was 7.46 and 6.81, respectively. See"Non-GAAP Financial Measures' for further explanation and areconciliation of the adjustments the Company makesin itsleverage ratio
calculation.

Theincrease in the adjusted leverage ratio is due to a decrease of $184 million in adjusted equity and increases in adjusted liabilities of $219 million and guarantees of $14 million
as discussed under the Liabilities, Minority Interest and Equity section and the Off-Balance Sheet Obligations section of "Financial Condition™. In addition to the adjustments
made to the leverageratio in the "Non-GAAP Financial Measures" section, guarantees to member systems that have an investment grade rating from Moody's | nvestors Service
and Standard & Poor's Corporation are excluded from the calculation of the leverage ratio under the terms of the revolving credit agreements.

Debt to Equity Ratio

The debt to equity ratio is calculated by dividing the sum of total liabilities outstanding by total equity. The debt to equity ratio, based on this formulaat November 30, 2007 was
30.94, an increase from 25.13 at May 31, 2007. Theincreasein the debt to equity ratio is due to the decrease of $128 million to total equity and an increase of $166 million to total
liabilities as discussed under the Liabilities, Minority Interest and Equity section of "Financial Condition".
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For internal management purposes, the debt to equity ratio calculation is adjusted to exclude derivative liabilities, debt used to fund RUS guaranteed loans, subordinated
deferrable debt and subordinated certificates from liabilities, uses members' equity rather than total equity and adds subordinated deferrable debt, subordinated certificates and
minority interest to arrive at adjusted equity. At November 30, 2007 and May 31, 2007, the adjusted debt to equity ratio was 6.98 and 6.37, respectively. See"Non-GAAP Financia
Measures" for further explanation and areconciliation of the adjustments made to the debt to equity ratio calculation. The increase in the adjusted debt to equity ratio is dueto
the decrease of $184 million in adjusted equity and an increase of $219 million in adjusted liabilities.

Credit Ratings
The Company'slong- and short-term debt and guarantees are rated by three of the major credit rating agencies registered with the SEC, Moody's | nvestors Service, Standard &
Poor's Corporation and Fitch Ratings. The following table presents the Company's credit ratings at November 30, 2007.

Moody's Investors Standard & Poor's
Service Corporation Fitch Ratings

Direct:
Senior secured debt Al A+ A+
Senior unsecured debt A2 A A
Subordinated deferrable debt A3 BBB+ A-
Commercia paper P-1 A-1 F-1
Guarantees:
Pooled bonds Al A A
Other bonds A2 A A
Short-term P-1 A-1 F-1

The ratings listed above have the meaning as defined by each of the respective rating agencies, are not recommendations to buy, sell or hold securities and are subject to revision
or withdrawal at any time by the rating organizations.

At November 30, 2007, Moody's I nvestors Service and Standard & Poor’s Corporation had the Company's ratings on stable outlook and Fitch Ratings had the Company’s
ratings on positive outlook. In December 2007, Standard & Poor's Corporation revised its outlook of the Company’ s ratings from stable to positive.

Liquidity and Capital Resour ces

The following section will discuss the Company's sources and uses of liquidity. The Company's primary sources of liquidity include capital market debt issuance, private debt
issuance, member loan principal repayments, member loan interest payments, arevolving bank line facility and member investments. The Company's primary uses of liquidity
include loan advances, interest payments on debt, principal repayments on debt and patronage capital retirements. The Company believesthat its sources of liquidity are
adequate to cover the uses of liquidity.

Sources of Liquidity

Capital Market Debt | ssuance

At November 30, 2007, the Company had effective registration statements for the issuance of $2,875 million of medium-term notes and $165 million of subordinated deferrable
debt. The Company qualifies as awell-known seasoned issuer under SEC rules and filed an automatic shelf registration statement for collateral trust bonds in October 2007. This
automatic shelf registration statement is effective for three years for an unlimited amount of collateral trust bonds. The Company has Board authorization to issue up to $1 billion
of commercia paper and $4 billion of medium-term notes in the European market. The Company also has Board authorization to issue $1.8 billion of medium-term notesin the
Australian market. At November 30, 2007, the Company has not utilized any of the European or Australian market authorizations. In addition, the Company has a commercial
paper program under which it sellscommercial paper to investorsin the capital markets. The Company limits the amount of commercial paper that can be sold to the amount of
backup liquidity available under the Company's revolving credit agreement. The Company also obtains short-term funding from the sale of floating rate demand notes under its
daily liquidity fund program. The registration statement for the daily liquidity fund program is effective for athree-year period ending April 2010 for atotal of $20 billion with a
limitation on the aggregate principal amount outstanding at one time of $3 billion.

Private Debt | ssuance

Beginning in fiscal year 2006, the Company made use of two sources of private debt issuance. In July 2005, the Company issued $500 million of notesto Farmer Mac due in 2008
and secured such issuance with the pledge of loansto distribution systems as collateral. The Company is also authorized to borrow up to $2.5 billion under FFB loan facilities
with bond guarantee agreements with RUS as part of the funding mechanism for the REDL G program, of which $2.5 billion was outstanding at November 30, 2007. On August 7,
2007, National Rural received the remaining $500 million available under




FFB loan facilities, as $2 billion of funding was outstanding at May 31, 2007. National Rural isrequired to place on deposit mortgage notes in an amount at least equal to the
principal balance of the notes outstanding.

On December 26, 2007, the President of the United States signed the Appropriations Act for Fiscal Y ear 2008 which provides an additional $500 million in funding from the FFB
with aguarantee of repayment by the RUS as part of the funding mechanism for REDLG. The Company is not currently eligible to borrow that additional $500 million because of a
limitation in current law based on the amount of loans the Company has issued on a concurrent basiswith RUS. If that limitation is removed in future legislation, the Company
would be eligible to apply for the additional $500 million.

Member Loan Repayments
Schedul ed repayments on long-term loans are expected to average $950 million ayear for fiscal years 2008 to 2012. There has been significant prepayment activity over the past
two fiscal yearsin the telecommunications |oan programs. It isnot anticipated that there will be significant loan prepayments over the next few years.

Member Loan Interest Payments

During the six months ended November 30, 2007, interest income on the loan portfolio was $516 million, representing an average yield of 5.69% as compared to 5.56% for the six
months ended November 30, 2006. At November 30, 2007, 82% of the total loans outstanding had afixed rate of interest and 18% of loans outstanding had a variable rate of
interest. At November 30, 2007, atotal of 6% of loans outstanding were on anon-accrual basis with respect to the recognition of interest income.

Bank Revolving Credit Facility
The following is a summary of the amounts available under the Company's revolving credit agreements:

Facility fee per
(Dollar amounts in millions) November 30, 2007 May 31, 2007 Termination Date annum (1)
364-day agreement (2) $ 1,125 $ 1,125 March 14, 2008 0.05 of 1%
Five-year agreement 1,125 1,125 March 16, 2012 0.06 of 1%
Five-year agreement 1,025 1,025 March 22, 2011 0.06 of 1%

Total $ 3,275 $ 3,275
(1) Facility fee determined by National Rural's senior unsecured credit ratings based on the pricing schedules put in place at the initiation of the related agreement.
(2) Any amount outstanding under these agreements may be converted to a one-year term loan at the end of the revolving credit periods. |f converted to aterm loan, the fee on the outstanding
principal amount of the term loan is 0.10 of 1% per annum.

Up-front fees of between 0.03 and 0.05 of 1% were paid to the banks based on their commitment level to the five-year agreementsin place at November 30, 2007, totaling in
aggregate $1 million, which will be amortized on a straight-line basis over thelife of the agreements. No upfront fees were paid to the banks for their commitment to the 364-day
facility. Each agreement contains a provision under which if borrowings exceed 50% of total commitments, a utilization fee must be paid on the outstanding balance. The
utilization fees are 0.05 of 1% for all three agreementsin place at November 30, 2007.

Effective November 30, 2007 and May 31, 2007, the Company was in compliance with all covenants and conditions under its revolving credit agreementsin place at that time and
there were no borrowings outstanding under such agreements.

For the purpose of calculating the required financial covenants contained in its revolving credit agreements, the Company adjusts net income, senior debt and total equity to
exclude the non-cash adjustments related to SFAS 133 and 52. The adjusted TIER, as defined by the agreements, represents the interest expense adjusted to include the derivative
cash settlements, plus net income prior to the cumulative effect of change in accounting principle, plus minority interest net income and dividing that total by the interest expense
adjusted to include the derivative cash settlements. |n addition to the non-cash adjustmentsrelated to SFAS 133 and 52, senior debt also excludes RUS guaranteed loans,
subordinated deferrable debt, members' subordinated certificates and minority interest. Total equity is adjusted to include subordinated deferrable debt, members' subordinated
certificates and minority interest. Senior debt includes guarantees; however, it excludes:
. guarantees for members where the long-term unsecured debt of the member is rated at least BBB+ by Standard & Poor's Corporation or Baal by Moody's Investors
Service; and
- the payment of principal and interest by the member on the guaranteed indebtedness if covered by insurance or reinsurance provided by an insurer having an
insurance financial strength rating of AAA by Standard & Poor's Corporation or afinancial strength rating of Aaaby Moody's Investors Service.
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The following represents the Company's required and actual financial ratios under the revolving credit agreements at or for the six months ended November 30, 2007 and at or for
the year ended May 31, 2007:

Actua
November 30, May 31,
Requirement 2007 2007
Minimum average adjusted TIER over the six most recent fiscal quarters 1.025 113 1.09
Minimum adjusted TIER at fiscal year end (1) 1.05 112 112
Maximum ratio of senior debt to total equity 10.00 7.30 6.65

(1) The Company must meet this requirement in order to retire patronage capital. The adjusted TIER reported at November 30, 2007 is the amount from the prior year end, the last measurement date
for thisratio.

Therevolving credit agreements do not contain a material adverse change clause or ratings triggers that limit the banks' obligations to fund under the terms of the agreements, but
National Rural must bein compliance with their other requirements, including financial ratios, in order to draw down on the facilities.

Member Investments
At November 30, 2007 and May 31, 2007, members funded 21.1% and 20.9%, respectively of total assets asfollows:

November 30, 2007 May 31, 2007 Increase/
(Dollar amounts in millions) Amount % of Total (1) Amount % of Total (1) (Decrease)

Commercial paper (2) $ 1,624 61% $ 1,634 59% $ (10
Medium-term notes 353 7% 308 6% 45
Members' subordinated certificates 1,408 100% 1,381 100% 27
Members equity (3) 536 100% 566 100% (30)
Total $ 3,921 $ 3,889 $ 32
Percentage of total assets 2% _209%

Percentage of total assets |ess derivative assets (3) 21.3% 21.2%

(1) Represents the percentage of each line item outstanding to National Rural members.
(2) Includes $299 million and $250 million related to the daily liquidity fund at November 30, 2007 and May 31, 2007, respectively.
(3) See "Non-GAAP Financial Measures" for further explanation and a reconciliation of the adjustments made to total capitalization and a breakout of members' equity.

Uses of Liquidity

Loan Advances

Loan advances are the result of new loans approved to members and from the unadvanced portion of loans that were approved prior to November 30, 2007. At November 30, 2007,
the Company had unadvanced |oan commitments totaling $13,109 million. The Company does not expect to advance the full amount of the unadvanced commitments at November
30, 2007. Unadvanced commitments generally expire within five years of the first advance on aloan and the majority of short-term unadvanced commitments are used as backup
liquidity for member operations. Approximately 57% of the outstanding commitments at November 30, 2007 were for short-term or line of credit loans. The Company anticipates
that over the next twelve months, loan advances will be approximately equal to the scheduled |oan repayments.

Interest Expense on Debt

For the six months ended November 30, 2007, interest expense on debt was $467 million, representing 5.14% of the average loan volume for which the debt was used as
funding. Theinterest expense on debt represented 5.29% of the average loan volume for which the debt was used as funding for the six months ended November 30, 2006. At
November 30, 2007, atotal of 83% of outstanding debt had a fixed interest rate and 17% of outstanding debt had a variable interest rate.

Principal Repayments on Long-term Debt
The principal amount of medium-term notes, collateral trust bonds, long-term notes payable, subordinated deferrable debt and membership subordinated certificates maturing in
each of the five fiscal years following November 30, 2007 and thereafter is as follows:

Amount

(Dollar amountsin millions) Maturing (1)

2008 $ 1,046
2009 3,044
2010 1,548
2011 561
2012 1,531
Thereafter 6,706
Total $ 14,436

(1) Excludes loan subordinated certificates totaling $270 million that amortize annually based on the outstanding balance of the related loan. There are many items that impact the amortization of a
loan, such as loan conversions, loan repricing at the end of an interest rate term and prepayments thus an amortization schedule cannot be maintained for these certificates. Over the past three years,
annual amortization on these certificates has averaged $28 million. In fiscal year 2007, amortization represented 12% of amortizing loan subordinated certificates outstanding.
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Patronage Capital Retirements

The Company has made annual retirements of its allocated patronage capital in 27 of the last 28 years. In July 2007, the National Rural board of directors approved the allocation
of atotal of $104 million from fiscal year 2007 net earnings to the National Rural members. In September 2007, National Rural made a cash payment of $86 million to its membersas
retirement of 70% of the amount allocated for fiscal year 2007 and 1/9th of the amount allocated for fiscal years 1991, 1992 and 1993.

Market Risk

The Company's primary market risks are interest rate risk and liquidity risk. The Company is also exposed to counterparty risk asaresult of entering into interest rate exchange
agreements.

Interest Rate Risk

The interest rate risk exposure isrelated to the funding of the fixed rate loan portfolio. The Company does not match fund the majority of its fixed rate loans with a specific debt
issuance at the time the loans are advanced. The Company aggregates fixed rate loans until the volume reaches alevel that will allow an economically efficient issuance of

debt. The Company uses fixed rate collateral trust bonds, medium-term notes, subordinated deferrable debt, members' subordinated certificates, members' equity and variable rate
debt to fund fixed rate loans. The Company allows borrowers flexibility in the selection of the period for which afixed interest rate will bein effect. Long-term loanstypically have
maturities of up to 35 years. Borrowers may select fixed interest rates for periods of one year through the life of the loan. To mitigate interest rate risk in the funding of fixed rate
|oans, the Company performs amonthly gap analysis, acomparison of fixed rate assets repricing or maturing by year to fixed rate liabilities and members' equity maturing by year
(seechart on page 58). Theinterest raterisk is deemed minimal on variable rate |oans, since the loans may be repriced either monthly or semi-monthly to reflect the cost of the debt
used to fund theloans. At November 30, 2007 and May 31, 2007, 18% of loans carried variable interest rates.

Matched Funding Policy

To monitor interest rate risk in the funding of fixed rate loans, the Company performs a monthly gap analysis (see chart on page 58). It isthe Company's funding objective to
manage the matched funding of asset and liability repricing termswithin arange of 3% of total assets excluding derivative assets. At November 30, 2007, the Company had
$14,813 million of fixed rate assets amortizing or repricing, funded by $12,839 million of fixed rate liabilities maturing during the next 30 years and $1,836 million of members' equity
and members' subordinated certificates, a portion of which does not have a scheduled maturity. The difference of $138 million, or less than 1% of total assets and total assets
excluding derivative assets, represents the fixed rate assets maturing during the next 30 yearsin excess of the fixed rate debt and equity. Fixed rate loans are funded with fixed rate
collateral trust bonds, medium-term notes, long-term notes payable, subordinated deferrable debt, members' subordinated certificates and members' equity. With the exception of
members' subordinated certificates, which are generally issued at rates below the Company's long-term cost of funding and with extended maturities, and commercial paper, the
Company's liabilities have average maturities that closely match the repricing terms (but not the maturities) of its fixed interest rate loans. The Company also uses commercial
paper supported by interest rate exchange agreements to fund its portfolio of fixed rateloans. Variable rate assets which reprice monthly or semi-monthly are funded with short-
term liabilities, primarily commercial paper, collateral trust bonds, long-term notes payable and medium-term notes i ssued with afixed rate and swapped to a variable rate, medium-
term notes issued at a variable rate, subordinated certificates, members' equity and bank bid notes. The schedule allows the Company to analyze the impact on the overall
adjusted TIER of issuing a certain amount of debt at afixed rate for various maturities, prior to issuance of the debt. See"Non-GAAP Financial Measures' for further explanation
and areconciliation of the adjustmentsto TIER.

Certain of the Company's collateral trust bonds, subordinated deferrable debt and medium-term notes were issued with early redemption provisions. To the extent borrowers are
allowed to convert their fixed rate loansto avariable interest rate and to the extent it is beneficial, the Company takes advantage of these early redemption provisions. However,
because conversions and prepayments can take place at different intervals from early redemptions, the Company charges conversion fees designed to compensate for any
additional interest raterisk it assumes.
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The following chart shows the scheduled amortization and repricing of fixed rate assets and liabilities outstanding at November 30, 2007.

INTEREST RATE GAP ANALYSIS
(Fixed Rate Assetg/Liabilities)
As of November 30, 2007

May 31, Junel, Junel, Junel, Junel,
2008 2008 to 2010to 2012to 2017 to Beyond
or May 31, May 31, May 31, May 31, Junel,
(Dollar amountsin millions) prior 2010 2012 2017 2027 2027 Total
Assets:
Amortization and repricing $ 1,179 $ 3424 $ 2875 $ 3,653 $ 2,588 $ 1,094 $ 14,813
Total assets $ 1,179 $ 3424 $ 2875 $ 3,653 $ 2588 $ 1,094 $ 14,813
Liabilitiesand members' equity:
Long-term debt $ 979 $ 3277 $ 3,750 $ 3684 $ 895 $ 254 $ 12,839
Subordinated certificates 25 59 92 88 443 579 1,286
Members' equity (1) 13 26 28 121 101 261 550
Total liabilities and members' equity $ 1,017 $ 3362 $ 3870 $ 3,893 $ 1439 $ 1,094 $ 14,675
Gap (2) $ 162 $ 62 $  (995) $ (240 $ 1,149 $ - $ 138
Cumulative gap $ 162 $ 224 $ (77 $ (1,011) $ 138 $ 138
Cumulative gap as a % of total assets 0.87% 1.20% (4.14)% (5.43)% 0.74% 0.74%
Cumulative gap asa % of adjusted total assets (3) 0.88% 1.22% (4.19)% (5.50)% 0.75% 0.75%

(1) Includes the portion of the loan loss allowance and subordinated deferrable debt allocated to fund fixed rate assets. See“Non-GAAP Financial Measures’ for further explanation of why National Rural
uses members' equity in its analysis of the funding of its |oan portfolio.

(2) Assets less liahilities and members’ equity.

(3) Adjusted total assets represents total assets in the consolidated balance sheet less derivative assets.

Use of Derivatives

At November 30, 2007 and May 31, 2007, the Company was a party to interest rate exchange agreements with atotal notional amount of $13,387 million and $12,533 million,
respectively. The Company usesinterest rate exchange agreements as part of its overall interest rate matching strategy. Interest rate exchange agreements are used when they
provide alower cost of funding or minimize interest rate risk. The Company will enter into interest rate exchange agreements only with highly rated financial institutions. National
Rural used interest rate exchange agreements to synthetically change the interest rate from avariable rate to a fixed rate on $7,630 million as of November 30, 2007 and $7,277
million as of May 31, 2007 of debt used to fund long-term fixed rate loans. Interest rate exchange agreements were used to synthetically change the interest rates from fixed to
variable on $5,757 million and $5,256 million of long-term debt as of November 30, 2007 and May 31, 2007, respectively. The Company has not invested in derivative financial
instruments for trading purposesin the past and does not anticipate doing so in the future.

At November 30, 2007 and May 31, 2007, there were no foreign currency exchange agreements outstanding.

Counterparty Risk

The Company is exposed to counterparty risk related to the performance of the parties with which it has entered into interest rate exchange agreements. To mitigate thisrisk, the
Company only entersinto these agreements with financial institutions with investment grade ratings. At November 30, 2007 and May 31, 2007, the Company was a party to
interest rate exchange agreements with notional amounts totaling $13,387 million and $12,533 million, respectively. To date, the Company has not experienced afailure of a
counterparty to perform as required under any of these agreements. At the time counterparties are selected to participate in the Company's exchange agreements, the counterparty
must be a participant in one of itsrevolving credit agreements. At November 30, 2007, the Company's interest rate exchange agreement counterparties had credit ratings ranging
from AAA to A- asassigned by Standard & Poor's Corporation.

Foreign Currency Risk

The Company may issue commercial paper, medium-term notes or bonds denominated in foreign currencies. At November 30, 2007 and May 31, 2007, there was no foreign
denominated debt outstanding. When the Company issues foreign denominated debt, it typically mitigates foreign currency risk by entering into an exchange agreement to lock in
the exchange rate for all interest and principal payments through maturity.

Rating Triggers
The Company has certain interest rate exchange agreements that contain a condition that will allow one counterparty to terminate the agreement if the credit rating of the other
counterparty dropsto acertain level. Thisconditioniscommonly
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called arating trigger. Under the rating trigger, if the credit rating for either counterparty fallsto 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 fair value of the
underlying derivative instrument. Rating triggers are not separate financial instruments and are not separate derivatives under SFAS 133. The Company's rating triggers are based
on its senior unsecured credit rating from Standard & Poor's Corporation and Moody's Investors Service. At November 30, 2007, there are rating triggers associated with $9,391
million notional amount of interest rate exchange agreements. |f the Company's rating from Moody's Investors Service fallsto Baal or the Company's rating from Standard &
Poor's Corporation falls to BBB+, the counterparties may terminate agreements with atotal notional amount of $1,685 million. 1f the Company'srating from Moody's Investors
Servicefalls below Baal or the Company's rating from Standard & Poor's Corporation falls below BBB+, the counterparties may terminate the agreements on the remaining total
notional amount of $7,706 million.

At November 30, 2007, the Company's exchange agreements subject to rating triggers had a derivative fair value of $33 million, comprised of $50 million that would be due to the
Company and $17 million that the Company would have to pay if all interest rate exchange agreements with arating trigger at the level of BBB+ or Baal and above wereto be
terminated, and aderivative fair value of $5 million, comprised of $80 million that would be due to the Company and $85 million that the Company would have to pay if all interest
rate exchange agreements with arating trigger below the level of BBB+ or Baal were to be terminated. See chart on page 54 for National Rural's senior unsecured credit ratings as
of November 30, 2007.

Additionally, if ratings from Moody's Investors Service fall below Baa2 or from Standard & Poor's Corporation fall below BBB, the Company would be required to pledge collateral
equal to the net obligation, or net fair value, of the related exchange agreements, due to the affected counterparty, if any. At November 30, 2007, the net obligation totaled $11
million for the $619 million notional amount of exchange agreements subject to thisrating trigger.

Liquidity Risk

The Company faces liquidity risk in the funding of itsloan portfolio and refinancing its maturing obligations. The Company offers long-term loans with maturities of up to 35
years and line of credit loans that are generally required to be paid down annually. On long-term loans, the Company offers avariety of interest rate optionsincluding the ability
to fix theinterest rate for terms of one year through maturity. At November 30, 2007, the Company has atotal of $3,712 million of long-term debt maturing during the next twelve
months. The Company funds the loan portfolio with avariety of debt instruments and its members' equity. The Company typically does not match fund each of itsloanswith a
debt instrument of similar final maturity. Debt instruments such as subordinated certificates have maturities that vary from the term of the associated loan or guarantee to 100
years and subordinated deferrable debt has been issued with maturities of up to 49 years.

The Company may issue collateral trust bonds and medium-term notes for periods of up to 30 years, but typically issues such debt instruments with maturities of 2, 3, 5, 7 and 10
years. Debt instruments such as commercial paper and bank bid notes typically have maturities of 90 days or less. Therefore, the Company isat risk if it isnot able to issue new
debt instruments to replace debt that matures prior to the maturity of the loans for which they are used as funding. Factors that mitigate liquidity risk include the Company
maintenance of back-up liquidity through revolving credit agreements with domestic and foreign banks and alarge volume of scheduled principal repayments received on an
annual basis. At November 30, 2007 and May 31, 2007, the Company had atotal of $3,275 million in revolving credit agreements and bank lines of credit. In addition, the
Company limits the amount of dealer commercial paper and bank bid notes outstanding in the funding of loans. The Company's objectiveisto maintain the amount of dealer
commercial paper and bank bid notes outstanding at 15% or less of total debt outstanding. At November 30, 2007 and May 31, 2007, there was atotal of $1,012 million and
$1,118 million, respectively, of dealer commercial paper and bank bid notes outstanding, representing 6% of the Company's total debt outstanding.

National Rural continuesto see significant investment support from its members with $3.4 billion of commercia paper, daily liquidity fund, medium-term notes and subordinated
certificate investments outstanding at November 30, 2007. The member debt investments represented 19% of the total debt outstanding at November 30, 2007. In addition,
National Rural had atotal of $3.0 billion of privately placed debt outstanding at November 30, 2007, $2.5 billion of which was guaranteed by the U.S. Government under the REDLG
program. National Rural borrowed the remaining $500 million authorized under the REDLG program during the six months ended November 30, 2007, which limitedthe amount of
long-term public debt required during the period. The private placements of debt represented 17% of total debt outstanding at November 30, 2007. National Rural did not
experience any difficulty issuing its commercial paper in the capital markets, although there was a slight widening of the spread demanded by investors. NCSC did experience
some issues with the issuance of its commercial paper, which carries a guarantee from National Rural. Dueto the significant increase in spread demanded by investors, NCSC was
limited to issuing very short maturities for a period of time during the six months ended November 30, 2007. The slightly higher spread paid on dealer commercial paper did not
have asignificant impact on National Rural's funding cost, as dealer commercial paper has represented 6% or less of total debt during this period. At the time of thisfiling, neither
National Rural
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or NCSC are experiencing any difficultiesissuing commercial paper and current spreads are consistent with National Rural’s historic trading levels.

National Rural lends only to its electric and telephone utility members and their affiliates and thus does not have any residential mortgage exposure. National Rural's |oan portfolio
is heavily weighted by electric distribution systems, which provide an essential service to their customersin adefined service territory where, in many cases, thereisno
competition.

Holders of $2,062 million of the Company’s extendible debt elected not to extend the maturity during the six months ended November 30, 2007. Asaresult, $1,817 million of
extendible debt was reclassified from long-term debt to short-term debt based on maturity dates ranging from August through November of 2008. The remaining $245 million
of extendible debt will maturein July 2009.

For additional information of risks related to the Company's business, see Item 1A "Risk Factors".
Non-GAAP Financial Measures

The Company makes certain adjustments to financial measuresin assessing its financial performance that are not in accordance with GAAP. These non-GAAP adjustments fall
primarily into two categories: (1) adjustmentsrelated to the calculation of the TIER ratio, and (2) adjustments related to the cal culation of leverage and debt to equity ratios. These
adjustments reflect management's perspective on the Company's operations, and in several cases adjustments used to measure covenant compliance under its revolving credit
agreements, and thus the Company believes these are useful financial measures for investors. The Company refersto its non-GAAP financial measures as "adjusted” throughout
this document.

Adjustmentsto Net Income and the Calculation of the TIER Ratio

The following chart provides areconciliation between interest expense, net interest income, income prior to income taxes and minority interest, and net income and these financial
measures adj usted to exclude the impact of derivatives and foreign currency adjustments and to include minority interest in net income. Refer to Non-GAAP Financial Measures
in ltem 7, Management's Discussion and Analysis of Financial Condition and Results of Operations in the Company's Form 10-K for the year ended May 31, 2007 for an
explanation of why these adjustments to net income and the calculation of the TIER ratio reflect management's perspective on the Company's operations and why the Company
believes these are useful financial measures for investors.

Three months ended Six months ended
November 30, November 30,

(in thousands) 2007 2006 2007 2006
Interest expense $ (240,017) $ (248591) % (487,342) $ (504,595)
Adjusted to include: Derivative cash settlements 11,507 16,493 19,836 31,748
Adjusted interest expense $ (228,510) $ (232,098) $ (467,506) $ (472,847)
Net interest income $ 23,270 $ 11,653 $ 43,899 $ 20,338
Adjusted to include: Derivative cash settlements 11,507 16,493 19,836 31,748
Adjusted net interest income $ 34,777 $ 28,146 $ 63,735 $ 52,086
Loss prior to income taxes and minority interest $ (37,683) $ (56,993) $ (51,742) $ (101,092)
Adjusted to exclude: Derivative forward value 75,412 53,239 109,012 116,590

Foreign currency adjustments - 20,620 - 17,299
Adjusted income prior to income taxes and minority interest $ 37,729 $ 16,866 $ 57,270 $ 32,797
Net loss $ (30,226) $ (56,195) $ (41,608) $ (99,214)
Adjusted to include: Minority interest net income (4,545) (312) (6,123) (678)
Adjusted to exclude: Derivative forward value 75,412 53,239 109,012 116,590

Foreign currency adjustments - 20,620 - 17,299
Adjusted net income $ 40,641 $ 17,352 $ 61,281 $ 33,997
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TIER using GAAP financial measuresis calculated as follows:

Interest expense + net income prior to cumulative
TIER = effect of change in accounting principle
Interest expense

Adjusted TIER is calculated as follows:

Adjusted TIER =Adjusted interest expense + adjusted net income
Adjusted interest expense

The following chart provides the calculations for TIER and adjusted TIER.

Six months ended
November 30,

Three months ended
November 30,

2007 2006 2007 2006

TIER (1) - . - -
Adjusted TIER 1.18 1.07 113 1.07

(1) For the three and six months ended November 30, 2007, the Company reported a net loss of $30 million and $42 million, respectively. For the three and six months ended November 30, 2006, the
Company reported a net loss of $56 million and $99 million, respectively. Thus the TIER calculation for those periods results in a value below 1.00.

Adjustmentsto the Calculation of Leverage and Debt to Equity Ratios

Thefollowing chart provides a reconciliation between the liabilities and equity used to cal culate the leverage and debt to equity ratios and these financial measures adjusted to
exclude the non-cash impacts of derivatives and foreign currency adjustments, to subtract debt used to fund loans that are guaranteed by RUS from total liabilities, to subtract
from total liabilities, and add to total equity, debt with equity characteristics and to include minority interest as equity. Refer to Non-GAAP Financial Measuresin Item 7,
Management's Discussion and Analysis of Financial Condition and Results of Operations in the Company's Form 10-K for the year ended May 31, 2007 for an explanation of why
these adjustments to the calculation of leverage and debt to equity ratios reflect management's perspective on the Company's operations and why the Company believes these are
useful financial measures for investors.

(in thousands) November 30, 2007 May 31, 2007
Liabilities $ 18,008,841 $ 17,843,151
Less:
Derivative liabilities (169,928) (71,934)
Debt used to fund loans guaranteed by RUS (252,087) (255,903)
Subordinated deferrable debt (311,440) (486,440)
Subordinated certificates (1,408,477) (1,381,447)
Adjusted liabilities $ 15,866,909 $ 15,647,427
Total equity $ 582,121 $ 710,041
Less:
Prior years cumulative derivative forward value and
foreign currency adjustments (131,551) (225,849)
Current period derivative forward value (1) 97,347 79,744
Current period foreign currency adjustments - 14,554
Accumulated other comprehensive income (11,873) (12,204)
Subtotal members' equity 536,044 566,286
Plus:
Subordinated certificates 1,408,477 1,381,447
Subordinated deferrable debt 311,440 486,440
Minority interest 15,933 21,989
Adjusted equity $ 2,271,894 $ 2,456,162
Guarantees $ 1,088,118 $ 1,074,374

(1) Represents the derivative forward value loss recorded by National Rural for the period.
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The leverage and debt to equity ratios using GAAP financial measures are calculated as follows:

Leverage ratio =Liabilities + guarantees outstanding
Total equity

Debt to equity ratio =Liabilities
Total equity

The adjusted leverage and adjusted debt to equity ratios are calculated as follows:

Adjusted leverage ratio =Adjusted liabilities + guarantees outstanding
Adjusted equity

Adjusted debt to equity ratio =Adjusted liabilities
Adjusted equity

Thefollowing chart provides the calculated ratios for leverage and debt to equity, aswell asthe adjusted ratio calculations. The adjusted leverage ratio and the adjusted debt to
equity ratio are the same cal cul ation except for the addition of guarantees to adjusted liabilities in the adjusted leverage ratio.

November 30, 2007 May 31, 2007
Leverage ratio 32.81 26.64
Adjusted leverage ratio 7.46 6.81
Debt to equity ratio 30.94 25.13
Adjusted debt to equity ratio 6.98 6.37

Item 3. Quantitative and Qualitative Disclosures About Market Risk
See Market Risk discussion beginning on page 57.
Item 4. Controls and Procedures

Asreported in our Form 10-K for the year ended May 31, 2007, as aresult of items determined subsequent to our fiscal year end, during the six months ended November 30, 2007
management implemented improvements to our internal controls and procedures over the accounting for transactions involving foreign currency.

Asfor the period covered by thisreport, senior management, including the Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of the Company's
disclosure controls and procedures as defined in Rules 13a-15(€) and 15d-15(e) of the Securities Exchange Act of 1934 (“the Exchange Act"). At the end of the period covered by
thisreport, based on this evaluation process, the Chief Executive Officer and Chief Financial Officer have concluded that the Company's disclosure controls and procedures are
effective. Other than the changes referred to in our May 31, 2007 Form 10-K, there were no changesin the Company'sinternal control over financial reporting that occurred during
our last fiscal quarter that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II.OTHER INFORMATION
Item 1A. Risk Factors

Refer to Part I, Item 1A. Risk Factors in the Company's Form 10-K for the year ended May 31, 2007 for information regarding factors that could affect the Company's results of
operations, financial condition and liquidity. There have been no changes to the Company'srisk factors during the quarter ended November 30, 2007.

Item 6. Exhibits

10.2 — Employment Contract between National Rural and Sheldon C. Petersen, effective as of January 1, 2008.
10.5— Amendment to Supplemental Agreement between the Rural Telephone Finance Cooperative and Sheldon C. Petersen, effective as of January 1, 2008.

10.6 — Agreement of Purchase and Sale between National Rural and Loudoun Land Venture, LLC dated as of November 28, 2007. Exhibit C to the Agreement of
Purchase and Sale has been omitted and will be furnished supplementally to the Securities and Exchange Commission upon request.

10.7 — First Amendment to Agreement of Purchase and Sale between National Rural and Loudoun Land Venture, LLC dated as of December 17, 2007.

10.8 — Second Amendment to Agreement of Purchase and Sale between National Rural and Loudoun Land Venture, LL C dated as of December 21, 2007. Exhibits A
and C to the Second Amendment to Agreement of Purchase and Sale have been omitted and will be furnished supplementally to the Securities and Exchange
Commission upon request.

31.1 - Certification of the Chief Executive Officer required by Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 - Certification of the Chief Financia Officer required by Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 - Certification of the Chief Executive Officer required by Section 906 of the Sarbanes-Oxley Act of 2002.

32.2 - Certification of the Chief Financial Officer required by Section 906 of the Sarbanes-Oxley Act of 2002.
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Signatures

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

NATIONAL RURAL UTILITIES COOPERATIVE
FINANCE CORPORATION

[ STEVENL.LILLY
Steven L. Lilly
Chief Financial Officer

/sl ROBERT E. GEIER

Robert E. Geier

Acting Controller

(Acting Principal Accounting Officer)

January 11, 2008



