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Disclaimer

Certain information contained herein has been prepared by FHLBank Atlanta from third-party and market 
data and using analytical tools it believes to be accurate and reliable.  No warranty, express or implied, 
however, is made concerning the completeness or accuracy of such information.  The analysis and 
applications contained herein are provided for illustrative purposes only and are based on certain 
assumptions that FHLBank Atlanta believes to be reasonable. Different assumptions, however, may lead to y
materially different results. Additionally, past performance and experience with respect to similar financial 
products may not necessarily be indicative of actual results. 

The information, analysis and applications contained herein should not be relied upon as a substitute for 
your own business judgment and independent review.  You should consult your own regulatory, tax, 
b i i t t fi i l d ti d i d h ld f it bilit l ibusiness, investment, financial and accounting advisors, and should perform your own suitability analysis, 
before entering into transaction or structure described herein.  Sophisticated financial products are risky 
and are not appropriate for all persons.  FHLBank Atlanta is not a registered investment advisor and does 
not advise persons on the advisability of investing in, purchasing or selling sophisticated financial products 
or the means by which any such product may be utilized.  

Nothing in the information herein should be considered an offer to sell or a solicitation of an offer to buy any 
securities or derivative products.  FHLBank Atlanta is not obligated to update or keep current the 
information or applications contained herein.  FHLBank Atlanta may own or have a position relative to 
certain securities or other financial instruments discussed in this information or used in this analysis.  
Neither FHLBank Atlanta nor any of its directors, officers, employees, agents, attorneys or representatives 

2

shall have any liability for any loss or damage arising out of the use of all or any part of this information. 



Agenda

• Update on the FHLBank Atlanta
• PastPast
• Present and Beyond

• Membership Trends – State of Community Banking in p y g
the FHLBank Atlanta footprint

I t t R t Ri k M t• Interest Rate Risk Management
• Addressing Regulators Concerns
• Liability Strategies in the Current Environment• Liability Strategies in the Current Environment 
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FHLBank System Assets and Advances
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FHLBank Atlanta Assets and Advances
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Source: “Federal Home Loan Bank System Annual Reports,” 2001-2009



Timeline of Financial Milestones 2008-2010

FHLBank 
Atlanta 

announces 
changes in 

FHLBank 
Atlanta releases 

Q3 2008 
financials 

FHLBank 
Atlanta 

announces 
t k

g
capital stock 
management

resulting in a 
loss

excess stock 
repurchase

November 2008

October 2010

June 2010

October 2009

February 2009

January 2009

FHLBank 
Atlanta 

announces

FHLBank 
Atlanta defers 

dividend

Q3 2010 
Financial 
Res ltsannounces 

dividend for Q3 
2009

dividend 
declaration for 

Q4 2008

Results
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Interest Rate Risk Management Focus

Credit Risk Rating Model
• Model assigns a rating from 1 through 10 

(with 1 being the healthiest rating)
– Based upon increasing probability of defaultBased upon increasing probability of default
– Credit Analysts will review credit ratings each quarter
– Utilizes 6 key factors

Sl 30 d l / l• Slow Loans: 30+ and non-accruals / total assets
• Core Capital: core capital / average total assets
• ROA: 2 quarters net income / total assets
• Liquidity: government & agencies / total assets
• Risky Loans: non-residential loans / total assets
• Asset Concentration: construction CRE and
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Asset Concentration: construction, CRE and 
C&I loans / total assets



Interest Rate Risk Management Focus

12/31/07 Credit Score Distributions
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Interest Rate Risk Management Focus

12/31/08 Credit Score Distributions
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Interest Rate Risk Management Focus

12/31/09 Credit Score Distributions
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Strategic Liability Management
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Increased Regulatory Focus

“Failure to maintain an adequate liquidity risk management 
process will be considered an unsafe and unsound practice.”

Liquidity Defined:

“A financial institution’s capacity to meet its cash and collateralA financial institution s capacity to meet its cash and collateral 
obligations at reasonable cost.”

Liquidity Risk:q y

“Funding mismatches, market constraints on the ability to convert 
assets into cash or in accessing sources of funds, and contingent 
liquidity events ”liquidity events.

Interagency Policy Statement on Funding and Liquidity Risk Management, Federal 
Reserve Board of Governors, March 2010
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Reserve Board of Governors, March 2010



Managing by Traditional Means

• Purchase liquid securities
• Wholesale Funding OptionsWholesale Funding Options

• Brokered
• FHLB Advances
• Correspondent lines
• Repo’s

• Core Deposits
• Mind the franchise

M i l t id ti• Marginal cost considerations
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Interest Rate Risk Management Focus

• “In the current environment of historically low short-term 
interest rates, it is important for institutions to have , p
robust processes for measuring and, where necessary, 
mitigating their exposure to potential increases in interest 
rates ”rates.

• “Institutions are expected to have sound risk 
management practices in place to measure, monitor, and 
control IRR exposures.”

14
Joint Regulatory Advisory on Interest Rate Risk Management, January 6, 2010



Tools for Managing IRR

• Assets
• LiabilitiesLiabilities
• Derivatives

“In this challenging environment, funding longer-term 
assets with shorter-term liabilities can generate earnings, 
but also poses risks to an institution’s capital and 
earnings.”

Joint Regulatory Advisory on Interest Rate Risk Management, January 6, 2010
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Heightened Interest Rate Risk

• Shorter duration liabilities
• Volatile liabilitiesVolatile liabilities

• Longer duration assets
• In-the-money loan floorsy

• Basis risk
• Current earnings pressure
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September 2005
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September 2010
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Market Overview - Forward Curve 
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Liability Management

• Duration extension
• FRC Hybridy

• Symmetrical prepay
• Ladder

St t f dditi l t ti• Structure for additional protection
• Pay now or pay later
• Strategic non-core fundingStrategic non core funding

• Document?
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Duration Extension

• Term Retail Funding
• Protect Franchise ValueProtect Franchise Value
• Limited ability to extend

• Brokered Market
• Increased Flexibility
• Eliminates “cannibalization risks”

• FRC Hybrid
• Availability of term

R t t• Restructure
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Advance Restructures

Restructures• Pros
• Can result in lower interest rate
• Liability is extended in favorable rate environment
• Avoids immediate income hit (with applicable 

accounting treatment)
• Cons

• “Locks in” the negative NPV• Locks in  the negative NPV
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Restructure Example

Restructure Example• $10MM, 4.5% rate advance with ($700M) NPV
• This equals 700 bpq p
• New 5-year advance
• 700/5 = 140bp/year
• Current 5 year rate = 1.57%
• New advance rate = 2.97%
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Enhanced Protection

• ARC with Cap
• FRC Hybrid with Capy p

• Corridor
• Levered
• Forward starting
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3 Month LIBOR Cap Indications

Securities Increase When Rates Are Low3 Month Libor Caps

1 yr 2 yr 3 yr 4 yr 5 yr 7 yr 10 yry y y y y y y

Strike Running Running Running Running Running Running Running

2.00% 3.0 5.5 13.8 26.0 43.9 84.0 129.0 

2.50% 2.9 4.2 10.7 19.9 33.9 67.3 106.9 

3.00% 2.8 3.3 8.5 15.7 26.7 53.9 88.0 

3.50% 2.6 2.7 7.0 12.7 21.4 43.4 72.3 

4.00% 2.5 2.3 5.9 10.6 17.5 35.3 59.5 

4 50% 2 4 1 9 5 1 8 9 14 6 29 1 49 44.50% 2.4 1.9 5.1 8.9 14.6 29.1 49.4 

5.00% 2.2 1.7 4.4 7.7 12.4 24.4 41.4 

5.50% 2.1 1.5 3.9 6.7 10.7 20.7 35.3 

6.00% 2.0 1.3 3.5 5.9 9.4 18.0 30.56.00% 2.0 1.3 3.5 5.9 9.4 18.0 30.5 

6.50% 1.9 1.2 3.1 5.3 8.3 15.8 26.7 

7.00% 1.7 1.0 2.8 4.8 7.5 14.0 23.7 

7.50% 1.6 0.9 2.6 4.3 6.8 12.6 21.4 
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Advance Rates 0.32 0.53 0.85 1.21 1.57 2.34 3.10 



Advances

ARC with Cap

3-month LIBOR                 .29%
5yr ARC2 Advance           .22% y
Cost of Cap                       .21%
Cost of Advance                .72%

Term 5 Years
St ik I d 3 M th LIBORStrike Index 3-Month LIBOR
Strike Rate 3.50%
Annual Cost            21 bps
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Rate Indication as of October 26, 2010



Advances

ARC with Cap
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Advances

Securities Increase When Rates Are LowFRC Hybrid with Cap
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3.50% Cap                            .21%
Advance Cost                    1.78%
(Less 5% Cap)                      -.12%
Corridor Cost                      1.66%



Advances

Securities Increase When Rates Are LowFRC Hybrid with Levered Caps
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Overview

Questions?
Sales and Trading
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