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Pricing Limitations On Advances

You have asked us to determine whether there are  any
statutory limitations on the Fede ra l  Hous ing  F inance  Boa rd ’ s
(“Finance Board’s”)  author i ty  to  deviate  f rom the  current  pr ic ing
schedule on advances.

ISSUE:

Are the  current  pr ic ing constra ints  on advances  a  s ta tutory
limitation or merely a policy of the Finance B o a r d ?

CONCLUSION:

The Federal Home Loan Bank Act (“Bank Act”) grants the
Finance Board authority and discretion to “approve or determine”
the pricing of advances offered by the Federal Home Loan Banks
("FHLBanks") .  The current  pr ic ing schedule  for  advances  is
del ineated in  the  Finance Board’s  Advances  Pol icy Guidel ines .

DISCUSSION:

The FHLBanks’ advances  author i ty  is  located in  sect ion 10 of
the Bank Act, as amended by the Financial Institutions, Reform ,
Recovery and Enforcement  Act  of 1989 ("FIRREA").1 S p e c i f i c a l l y ,
subsec t i on  10(c) of the Bank Act states that advances made
pur suan t  t o  s ec t i on  10  “shall . . . bear[] such  r a t e  o f  i n t e r e s t  a s
the Board may approve or determined..."2 Thus, rather than place

1 .  Pub.  L.  No. 1 0 1 - 7 3 ,  1 0 3  S t a t .  1 8 3  ( A u g u s t  9, 1 9 8 9 ) .

2 .  S u b s e c t i o n  10(c) p rov ides  i n  i t s  en t i r e ty :

Such advances shall be made upon the note or obligation
of the m e m b e r  s e c u r e d  as provided in this section,
bearing such rate of interest as the Board may approve or
determine, and the Federal Home Loan Bank shall’have a
lien upon and shall hold the stock of such member  as



specific price constraints on advances, the Bank Act grants the
Finance Board the authority and discretion to “approve or
determine” the price of advances  offered by the  FHLBanks.3

The Finance Board’s current Advances Policy Guidelines, which
originally were adopted by the f o r m e r Federal Home Loan Bank Board
on July 6, 1988 ,  require  a l l  FHLBanks to  pr ice  advances  within  a
range of minimum and maximum markups on the estimated cost of
r a i s ing  conso l ida t ed  ob l iga t ions .  (See Attachment.) For example ,
the minimum and maximum markups on advances with a maturity of
greater  than s ix  months  to one year are . 2 0  percent and 1 . 2 0
percent.  respectively.

Although the Finance Board’s advances guidelines establish a
schedule of minimum and maximum markups on interest rates, the
FHLBanks mainta in  the  discre t ion to  se t  in teres t  ra tes  on
advances, subject  to  the  guidel ines .  Sect ion 935.2 of the Finance
Board’s  regula t ions  author izes  the  board of  d i rectors  of e a c h
FHLBank to set rates of interest on advances to its members within
the range established by the Finance Board.’ Thus, the markup

(Footnote 2 continued from previous page)
fur ther  col la tera l  secur i ty  for  a l l  indebtedness  of t h e
member to the Federal Home Loan Bank. At no time shall
the aggregate outstanding advances made by any Federal
Home Loan Bank to any member exceed twenty times the
amounts paid in by such member for outstanding capital
stock (sic] held by it  exceed twenty times the value of
the security required to be deposited under section
6(e).

12 U.S.C.A.  S 1430(c) (West Supp. 1 9 9 0 ) .

3 .  The Finance Board’s use of its authority and discretion to set
interest rates on advances, however, must be consistent with
i t s  gene ra l  du t i e s  unde r  s ec t i on  2A(3) of the Bank Act to
ensure  that  the  FHLBanks carry  out  their  housing miss ion in  a
safe and sound manner, are  adequate ly  capi ta l ized and able  to
ra ise  funds  in  the  capi ta l  markets .  See 12 U.S.C.A .
5 1422a(3) (West Supp. 1 9 9 0 ) .

4 .  Sec t i on  935 .2  p rov ides :

Rates of in teres t  on advances  to  members  shal l ,  wi thin
the range established by the Board, be set by the board
of  di rectors  of  each Bank, or between regular meetings of
the  board,  or  the  Bank Pres ident  i f  he  is  so  author ized
by the board. Unless  the  board otherwise  speci f ies ,  a
Bank President may delegate any authority he possesses
under  th is  sect ion to  any off icer  or  employee of  the
Bank.

1 2  C . F . R .  S 935.2 (1991).



w i l 1  va ry  among  the  FHLBanks. F u r t h e r m o r e , t h e  a d v a n c e s
gui delines a l l o w  f o r  t e m p o r a r y  d e v i a t i o n s  f r o m  t h e  s c h e d u l e  w h i c h
arise a s  a  r e s u l t  o f  i n t e r e s t  r a t e  v o l a t i l i t y  i n  t h e  m o n e y  m a r k e t s
p r o v i d e d  t h e  FHLBank i s  a n d  h a s  b e e n  c o n f o r m i n g  t o  t h e  s p i r i t  o f
t h e  s c h e d u l e .  F i n a l l y , t h e  g u i d e l i n e s  c o n t a i n  a  n u m b e r  o f
e x c e p t i o n s  t o  t h e  i n t e r e s t  r a t e  s c h e d u l e .

CONCLUSION:

In sum, t h e  F i n a n c e  B o a r d  h a s  t h e  a u t h o r i t y  a n d  d i s c r e t i o n  t o
app rove  and  de t e rmine  t he  min imum and  max imum in t e r e s t - r a t e  markup
o n  a d v a n c e s .   I n  o r d e r  t o  c h a n g e  t h e  c u r r e n t  p r i c i n g  s c h e d u l e ,  t h e
F i n a n c e  Boa rd  mus t  s imp ly  r ev i s e i t s  cu r r en t  Advance6  Po l i cy
G u i d e l i n e s .

G e n e r a l  C o u n s e l

A t t a c h m e n t


