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Only financial institutions designated under the Bank Act, such as depository institutions and insurance
companies, can become members of the FHLB bank in their respective geographic region by
purchasing a specified amount of mandatorily redeemable shares, known as capital stock. r
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Source: FHFA

U.S. Insurer FHLB Advances

FHLB advances are a stable source of low-cost funding with maturities from one day to 10 or more
years. Liquidation of outstanding advances prior to stated maturity may result in significant penalties.
Advances can be in the form of debt or funding agreements. SSAP No. 15—Debt and Holding Company
Obligations requires that advances that are structured as funding agreements and whose funds are
invested in higher yielding investments than is paid under the agreement be treated as funding
agreements. U.S. insurers must disclose the total policy reserves established under the funding
agreement, the maximum aggregate borrowing and whether the borrowing is subject to a prepayment
penalty.

Analysis from 2003 to 2015 shows that FHLB advances to U.S. insurers were at a relative low of $22.5
billion in 2004 but experienced a steady increase to a pre-financial crisis high of about $36 billion in
2007. This was followed by decreases in 2008 and 2009. In its 2009 year-end report, the FHLB attributed
the 2009 decrease in advances to the recession for all members and "availability of federal government
programs that provided members with more attractively priced sources of funding and liquidity and/or
lower collateral requirements." FHLB advances to U.S. insurers fell to a post-financial crisis low of about
$27 billion in 2010. As of year-end 2015, U.S. insurers reported $48.8 billion in FHLB advances,
representing 25% of estimated borrowing capacity, based on the amount of member stock held. The
$48.8 billion was 7.7% of total advances ($634.0 billion) to all members. In comparison, the top four
borrowers (each a bank holding company) accounted for 24% of all advances, or about $148.8 billion at
year-end 2015. JP Morgan Chase was the largest borrower at $71.5 billion. The vast majority of FHLB
advances to U.S. insurers (90.4%) were to life companies. The gradual decline in the federal
government's role as a funding and liquidity source (i.e., the termination of the quantitative easing
program) contributed to the large increase in post-financial crisis FHLB advances. Among the insurers
that filed a financial statement at year-end 2015, only 139 of the 372 insurer members reported FHLB
advances. Of those that reported advances, 83 were life companies, 41 were property/casualty (P/C)
companies, and 12 were health companies. Fraternal and title companies made up the remaining three
insurer types reporting advances as of year-end 2015.
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Insurers with total cash and invested assets greater than $10 billion accounted for 77%, or $37.8 billion
of FHLB advances at year-end 2015 as shown in Table 1. Life companies accounted for about $37 billion
of the $37.8 billion. U.S. insurers with total cash and invested assets of $1 billion or more accounted for
approximately 97% of the U.S. insurance industry's FHLB advances.

Table 1: U.S. Insurer Year-End 2015 FHLB Advances by Total Cash and Invested Assets ($mil.
BACV) 

SSAP No. 1—Disclosure of Accounting Policies, Risks and Uncertainties, and Other Disclosures requires U.S.
insurers to disclose amounts that are reported in the financial statements but held for others or
restricted (i.e., pledged collateral). FHLB capital stock held and assets that are pledged as collateral to
FHLB are subject to this requirement. In addition, under SSAP No. 30—Investments in Common Stock,
insurers must report FHLB capital stock that is eligible for redemption and the anticipated redemption
timeframe.

In the Notes to the Financial Statements, U.S. insurers reported assets pledged as collateral to the FHLB
with a book/adjusted carrying value (BACV) of $73 billion as of year-end 2015. (See Table 2.) As
previously mentioned, each member must pledge collateral for advances from FHLB. The market value
of pledged collateral is customarily greater than the amount of the FHLB advance, which is intended to
serve as an additional cushion in the event of a member default.

Table 2: U.S. Insurer Year-End 2015 FHLB Pledged Collateral ($mil.)
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In addition to the advances and capital stock holdings, U.S. insurers also invest in bonds issued by the
FHLB. U.S. insurers reported exposure to FHLB bonds with a BACV of $11.1 billion as of year-end 2015,
a �̀̀ ̀ 1
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Summary

The FHLB provides residential mortgage liquidity through direct purchases or by facilitating (as agent)
third-party sales of mortgage loans from member banks. The FHLB also provides members with
advances collateralized by mortgage loans" 
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