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loans to homeowners, resulting in the availability of affordable mortgages. About 80% of U.S. lending
institutions rely on FHLB regional banks for financing, and they have been an essential p(e ).0o ble mortgages.









collateral policy differences between the FHLB regional banks include the different types of eligible
collateral each regional bank will accept, the levels of collateral discount required, and the conditions
under which a member must deliver its collateral to be able to borrow. In its more than eight-decade
history, the FHLB regional banks have not experienced any credit losses on advances due in part to their
eligible collateral requirements.

Lending capacity is based on applicable “haircuts” (or collateral discount rates) on eligible collateral. The
FHLB regional banks apply a haircut





http://www.fhfa.gov/
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FHLB Governance and Regulation

Each FHLB regional bank has its own board of directors that is comprised of members of that FHLB
regional bank, as well as independent (non-member) directors. By statute, two-fifths of the
directors must be independent, and at least two of those directors must be public interest directors
with at least four years of experience in representing community or consumer interests. Directors
serve four-year terms and may not serve more than three consecutive terms.

The FHFA, created by Congress in the federal Housing and Economic Recovery Act of 2008, is the
regulator charged with overseeing the FHLB regional banks. The FHFA is led by the FHFA Director
and advised by a Federal Housing Finance Oversight Board.

For more detail on FHLB, please see the FHLBanks website.


https://fhlbanks.com/
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Key Terminology

Advance

Aloan from an FHLB regional bank.

Book Value

Unpaid principal balance of pledged collateral.

Borrowing Capacity

Lendable value of collateral pledged based on member and collateral type, net haircuts.
Consolidated Obligations

Bond issues and discount notes used to fund the 11 FHLB regional banks.
Cooperative Structure

Each of the 11 FHLB regional banks is a government-sponsored entity (GSE) organized as a cooperative
of mortgage lenders, or members, pursuant to the Federal Home Loan Bank (FHLB) Act of 1932. The
FHLB regional banks are owned by about 7,000 members varying by size and type. As a cooperative, the
members set the credit standards and lending policies and elect the board of directors.

Discount Rate/“Haircut”

The difference between the book value of the collateral pledged and the borrowing capacity, or amount
the regional bank is willing to lend a member; the haircut varies based on collateral type pledged,
increasing with perceived risk.

Eligible Collateral

Including but not limited to residential mortgage loans, such as traditional prime, subprime and those
backed by government entities (e.g., Federal Housing Administration [FHA] and Veterans Administration
[VA]), as well as commercial real estate, multifamily mortgages, other real estate-related collateral,
agency-backed securities, home equity loans and lines of credit, among other types. Securities that are
posted as collateral must be rated single-A or higher by a credit rating agency.

Federal Housing Finance Agency (FHFA)

The FHFA is an independent federal agency established under the federal Housing and Economic
Recovery Act (HERA) of 2008. Its responsibilities include overseeing Fannie Mae and Freddie Mac, as
well as the 11 FHLB regional banks.
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Federal Home Loan Bank (FHLB)

A system that supports the market for homes and is comprised of 11 regional banks that are privately
owned as cooperatives by their members, which may only be financial institutions. FHLB regional banks
provide low-

13



Links to Previously Published FHLB-Related NAIC Capital Markets Bureau
Reports:

Jan. 9, 2018 — U.S. Insurer Exposure to the FHLB System as of Year-End 2016

Sept. 13, 2016 —
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