




related to our own business, and do not trade in derivatives for the purpose of profit-making.  We 
do not use credit default swaps.  We enter only into interest rate swaps, and only to hedge the risks 
associated with lending to our members. 

 
CFC executes both short and long tenor interest rate swaps, and approximately 25% of these 
contracts are amortizing, which results in an overall weighted average life of just over 6 years. 
The shorter the life of the swap portfolio, the less sensitivity to changes in interest rates. 

 
 Please see the attached spreadsheet for a quarterly breakdown of our interest rate swaps 

by mark-to-market amount versus notional amount, showing percentage of notional 
amount and total assets, from May 2007 to February 2011. 

 
We- and our members- depend on the flexibility and cost-effectiveness of the OTC interest rate 
swaps environment.  Because our interest rate swaps are not subject to clearing or margin 
requirements, we have the flexibility to tailor each contract to meet our particular needs and are 
able to keep costs low, rather than having to choose from a limited universe of standard contracts 
or take on the expense of posting collateral.  As a result, our members benefit from having a 
variety of credit products and terms to choose from, and also pay lower rates and fees on their 
loans as a result.  Those benefits can ultimately be passed on to the consumers our members serve.  
If we were required to post margin, our costs would rise significantly, and we would have to pass 
those costs on to our members. 

 
Margin Requirements  Are Not Needed to Manage the Risk Posed by CFC's Interest Rate 
Swap Activities 

 

 
Imposing margin requirements on end users such as the nonprofit CFC is not warranted for the 
management of risk.  We currently conduct our interest rate swap activities without the need for 
margin and have found our existing risk management methods to be very successful.   Our 
business and our interest rate swap activities differ greatly from entities that use swaps to 
speculate. 

 
• We prudently manage the risk posed by our counterparties.  We use rigorous criteria 

to choose our counterparties, which comprise a select group of large, well-known 
financial institutions that have investment-grade credit ratings.  We understand that 
managing counterparty risk is paramount in the OTC swaps environment, and have 
devoted significant resources to assessing and controlling such risk. 

 
o  Each counterparty must be a participant in one of our revolving credit agreements. 
o  The derivative instruments executed for each counterparty are based on key 

characteristics such as notional concentration, credit risk exposure, tenor, bid 
success rate, total credit commitment, and credit ratings. 

o  As of February 28, 2011, our derivative counterparties have credit ratings ranging 
from AAA to BBB+ as assigned by Standard & Poor's  Corporation and Aaa to 
Baal  as assigned by Moody's Investors Service. 

o  We have experienced only one instance of counterparty default over our entire 27- 
year history of using derivatives. 
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Quarter 
End

Avg. 
Swap 
Rate

Swap Position: 
Fixed/Floating MTM Swap Notional

% of 
Swap 

Notional
% of 

Assets Total Assets
May-07 5.46% 57/43 154,019,763   12,321,862,078  1.25% 0.83% 18,575,181,000  
Aug-07 5.19% 55/45 130,012,060   12,829,977,739  1.01% 0.71% 18,387,327,000  
Nov-07 4.51% 57/43 48,640,234     13,621,199,332  0.36% 0.26% 18,606,895,000  
Feb-08 3.94% 59/41 (7,811,186)     13,082,304,712  0.06% 0.04% 19,259,678,000  
May-08 4.50% 59/41 61,494,190     12,946,412,616  0.47% 0.32% 19,379,381,000  
Aug-08 4.28% 56/44 67,532,799     14,346,997,039  0.47% 0.32% 21,115,231,000  
Nov-08 2.84% 55/45 (79,542,410)   13,212,984,241  0.60% 0.39% 20,418,300,000  
Feb-09 2.94% 55/45 (145,294,359) 12,065,835,965  1.20% 0.69% 20,946,917,000  
May-09 3.17% 55/45 (92,319,887)   11,859,841,536  0.78% 0.44% 20,982,705,000  
Aug-09 3.17% 55/45 (112,612,131) 11,443,312,776  0.98% 0.54% 20,936,572,000  
Nov-09 2.91% 51/49 (96,904,083)   11,501,038,963  0.84% 0.47% 20,437,926,000  
Feb-10 3.22% 50/50 (62,462,664)   11,257,577,100  0.55% 0.31% 20,109,554,000  
May-10 2.99% 50/50 (88,783,598)   11,193,687,371  0.79% 0.44% 20,143,215,000  
Aug-10 2.17% 50/50 (162,248,713) 11,324,489,557  1.43% 0.81% 20,152,275,000  
Nov-10 2.58% 52/48 (110,638,012) 11,636,654,890  0.95% 0.54% 20,381,484,000  
Feb-11 3.04% 51/49 (53,499,913)   11,091,640,179  0.48% 0.26% 20,762,655,000  


	spreadsheet



