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Disclaimer:

This material is not an offer to sell or buy any security or financial product, and the 

information in these materials is subject to change. The information set forth is for 

informational purposes only The Federal Home Loan Bank of Seattle does not warrant orinformational purposes only. The Federal Home Loan Bank of Seattle does not warrant or 

guarantee the accuracy of the information presented. The information presented is not 

investment, financial, accounting, regulatory, tax, or related advice, and you are advised 

to consult your accounting, tax, and financial advisers regarding any questions you may 

have about the information presented. The rates and other values presented in this 

material are indications only; the actual amounts may vary All terms are subject tomaterial are indications only; the actual amounts may vary. All terms are subject to 

change without notice. Any member who engages in any transaction described in this 

material will be required to execute a written agreement with the Federal Home Loan 

Bank of Seattle that will govern the terms and conditions of the transaction. It is the 

member's sole responsibility to review any such agreement prior to signing it. In the 

event of any inconsistencies between this information and any such agreement theevent of any inconsistencies between this information and any such agreement, the 

agreement shall be determinative.
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Today’s Agenda

• Review of Borrowing Availability:

– Determinants

– Blanket Lien

– Collateral Control Arrangements

• Changes to Collateral Policy:

– Determination of New Loan Market Values and Borrowing Capacity Rates

– Blended Borrowing Capacity Rates by Loan Category

– Sample Impact Analysis and Online Services Changes

– Updates: Responsible Lending Policy and Private-Label Mortgage-Backed Securities

• Expanding Collateral Availability

• The Collateral Review Process
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Borrowing Availability Determinants

• Credit Line

• Eligible Collateral

• Stock Requirement
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Blanket Lien

• Advances Security & Deposit Agreement (ASDA):

– Grants a “Blanket Lien” on all assets to the Seattle Bank

– Requires adherence to the Collateral Maintenance Requirement

• UCC-1 Financing Statement – Filed on all members

• ASDA and UCC: 

– Permits members to “sell, use, or dispose” of collateral not needed to meet Collateral 

Maintenance Requirement, without the Seattle Bank’s permission or release, provided that:

N t f d f lt i t• No event of default exists.

• Collateral maintenance requirement is met.

• Member is not under physical possession collateral arrangement.

• Subordination with Other Parties (i e Federal Reserve Bank corporate credit unions)• Subordination with Other Parties (i.e., Federal Reserve Bank, corporate credit unions)
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Collateral Control Arrangements

• Blanket and Blanket/Custody

– Single-family and multifamily – via call reports

– Additional loan collateral – via quarterly certifications

– Securities held in custody at the Seattle Bank or through an approved third-party custodian

• Segregated/Listing

– Loan collateral reported on a set basis (weekly, monthly, etc.)

– Securities held in custody at the Seattle Bank

• Physical 

– Loan collateral delivered to the Seattle Bank

– Documents include: original note, copies of deeds of trust, title policies, appraisals, and others, as 

required by the Seattle Bank Complete submittal and Seattle Bank review of a loan file is requiredrequired by the Seattle Bank. Complete submittal and Seattle Bank review of a loan file is required 

for inclusion as eligible collateral.

– Securities held in custody at the Seattle Bank
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Collateral Control Arrangements: Transferring to Physical Possession
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Collateral Control Arrangements: Transferring off Physical 

Possession

Each situation unique and review typically incorporates trend of financial performance with the 

following parameters:

– Quarter-over-quarter asset-quality improvement with the ability to sustain the NPA ratio below a 

baseline target of 50%baseline target of 50%

– Two consecutive quarters of sustainable positive core profitability

– Capital levels at least 100 basis points above prompt corrective action (PCA) limits for a well-

capitalized institution, with continued capital augmentation through core earnings 

– Allowance for loan and lease losses (ALLL) to nonaccrual loans and loans 90+ days past due 

greater than 50% 
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Physical Possession Process and Documentation Changes

• New process for migrating to Physical Possession Collateral Arrangement, including timeframe 

for delivery.

• Expanded documentation requirements, including documentation verifying compliance with 

Seattle Bank’s Responsible Lending Policy (parallel with federal, state and local anti-predatorySeattle Bank s Responsible Lending Policy (parallel with federal, state and local anti predatory 

lending laws).

• Expanded monthly collateral reporting requirements. 
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New Market Value and BCR Determination: Definitions

• Unpaid Principal Balance (UPB)

– Historically used as the estimate of the current value of collateral

• Eligibility Adjustment

– Determined via collateral verification efforts by the Seattle Bank

– Represents portion of pledged collateral deemed eligible (e.g., an exception rate of 5% results in an 

eligibility adjustment of 95%)

• Market Value (MV)

– Expressed as a percentage of UPB

– Estimated collateral value in current market conditions; the amount expected for exchange between 

a willing buyer and seller

• Borrowing Capacity Rate (BCR)

Expressed as a percentage; the maximum potential advance amount relative to the collateral value– Expressed as a percentage; the maximum potential advance amount relative to the collateral value 

(e.g., a 90% BCR implies ability to advance up to 90% of the estimated collateral value)

• Haircut

– Expressed as a percentage and equal to 100% - BCR
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– The amount deducted from the estimated collateral value to account for exposure to potential 

decreases in collateral value



New Market Value and BCR Determination: Approach

• Borrowing Capacity  =  (Pledged UPB * Eligibility Adjustment * MV * BCR)

1 Pledged collateral UPB1

2

3

Pledged collateral UPB

Eligible collateral UPB

Eligible collateral MV

Ineligible collateral

Estimate of unrecoverable UPB

under current market conditions

4 Borrowing Capacity

under current market conditions

Estimate of potential deterioration in

value of collateral in default scenario
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• The Seattle Bank is transitioning from using UPB as the basis for the estimated collateral value 

New Market Value and BCR Determination: Summary

to a market-valuation based approach.

• The BCRs and haircuts associated with each collateral type are also being refreshed.

• Factors that led to the adoption of this updated market valuation and BCR approach:

I d k d i l ili f h l l ll l– Increased market and price volatility for whole loan collateral.

– Likelihood of full recovery of pledged collateral UPB in a stressed, default scenario, has declined.

– Current BCRs, which should protect against the potential deterioration in the value of pledged 

collateral, were last refreshed in 2008.,

– Consistent with the practices of other sources of secured wholesale funding.

• Note: The policy for securities collateral remains unchanged.p y g
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New Market Value and BCR Determination: Timetable

• Prior to May 23, 2011:

– Each member will receive a Collateral Impact Analysis, which will depict their eligible collateral 

borrowing status, MV, and BCRs under the current arrangement, versus the arrangement that will 

be put in place on May 23.

– Any institution-specific question may be addressed directly to your Relationship Manager.Any institution specific question may be addressed directly to your Relationship Manager.

• Effective May 23, 2011:

– Borrowing capacity of collateral will be revised for each member, based on new MV and BCR g p y ,

parameters.

– MV and BCR parameters will be calculated and applied to each loan category for all members.

– Based on future plans involving development of internal procedures and systems changes, the 

S ttl B k ti i t d l i d t il d ll t l f k th t ld blSeattle Bank anticipates developing a more detailed collateral framework that would enable 

members to provide loan-level detail. This detail could be used to calculate and optimize member 

borrowing capacities based specific collateral risk drivers (e.g., FICO, LTV, DSCR).
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New Market Value and BCR Determination:

Sample Borrowing Capacity Rates

Collateral Category Old BCR

New MV/BCR Blended 

Borrowing Capacity %

SFR 83% 72%

Multifamily 40% - 80% 28% - 57%

CRE 40% - 60% 37% - 56%CRE 40% 60% 37% 56%

Jr. Lien/HELOC 45% - 60% 34% - 45%

14



New Market Value and BCR Determination:

Sample Borrowing Capacity Rates

Collateral Category Old BCR

New MV/BCR Blended 

Borrowing Capacity %

CFI – Agriculture 50% 57%

CFI – Farmland 50% 55%

CFI – Small Business 60% 55%CFI Small Business 60% 55%
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Collateral Impact Analysis: Example
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Changes to Online Services: Example
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Changes to Online Services
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Update: Responsible Lending Policy and Private-Label MBS

• Responsible Lending Policy Updates

– Previously all non-traditional and subprime mortgage loans and private-label MBS backed by such 

loans (i.e., non-traditional mortgage collateral) that did not comply with Interagency Guidance 

were ineligible. 

– Amended to apply that restriction only to non-traditional mortgage collateral originated, issued, orAmended to apply that restriction only to non traditional mortgage collateral originated, issued, or 

acquired after July 10, 2007. 

– Additionally, eligible non-traditional mortgage collateral acquired by a member from another 

member, through merger or acquisition or a purchase and assumption of substantially all assets, 

may continue to be eligible.may continue to be eligible.

• Private-label MBS issued, purchased, or acquired after July 10, 2007, is not permitted as 

eligible collateral unless enforceable reps and warranties of compliance with Interagency 

G id t (FHFA Ad i B ll ti 2010 AB 01)Guidance are present (FHFA Advisory Bulletin 2010-AB-01). 
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Expanding Collateral Availability

•Property Valuations

•Proper Loan Coding

•Call Report Accuracy

•Policy Compliance, Including Sound 
Documentation

“Docs in a 
Row” •Evidence of Corporate, Partnership, and 

Other Resolutions

•Required Signatures on Security 
Agreements and Trust Deeds

Row

•Pledge Multiple Collateral Categories 
and Don’t Forget CFI Categories: a d o t o get C Catego es
(examples)

•Small Business

•Agriculture

•Farmland

•HECM Securities

Add Collateral 
Categories

2020
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The Collateral Review Process

• Federal Housing Finance Agency regulation requires that the Seattle Bank periodically inspect 

the collateral pledged by all members.

• Reviews ensure that the Seattle Bank is complying with regulations and internal policies 

governing the collateral that supports advances.

• The review is limited to eligible collateral. It is not an exam of a members’ business practices,The review is limited to eligible collateral. It is not an exam of a members  business practices, 

nor should it be considered a regulatory exam.
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The Collateral Review Process

• Each year, the Seattle Bank reviews collateral from:

– Randomly selected members on five year cycle.

– Specifically selected members based on credit factors and advance volume.

• Many members will only be reviewed once every five years. Some are reviewed annually, based on exposure and 

risk rating.

• All reviews are conducted by Seattle Bank staff.

• No fees are charged for reviews.

• Review location:

– Reviews based on credit factors and advance volumes are generally conducted onsite at your institution.

– Reviews based on the five-year cycle are generally conducted offsite at the Seattle Bank through a review of 

delivered or scanned documents.

• Review is waived if:

– 12-month high credit balance was 100% covered by securities and/or CDs held by the Seattle Bank.

– No loan collateral is pledged.

– Member meets Seattle Bank’s waiver criteria based on credit factors, advance volume and/or when last reviewed.
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What to Expect During a Collateral Review

1. Member asked to prepare an estimate of eligible collateral pledged, using worksheets provided 

by the Seattle Bank.

2. Member provides a trial balance list of loans, along with other reports to identify eligible 

collateral.

3. Seattle Bank selects a sample of eligible loans to be reviewed.3. Seattle Bank selects a sample of eligible loans to be reviewed.  

4. Results are sent to the member to allow for corrections or further discussion of the findings.

5. Findings are converted into exception rates, which are applied to reduce eligible collateral 

balances.

6. Any loan types not reviewed are given a 100% exception rate.
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How Can Collateral Review Exception Rates be Modified?

Members can request to have an exception rate reviewed if…

the prior findings have been resolved.

1. Send request on corporate letterhead to the Collateral Review Analyst, outlining why the 

ti t l liexception rate no longer applies.

2. The Collateral Review Analyst will ask for documentation addressing why findings no longer 

apply or how they have been resolved.

3. Review of results will be scheduled to fit into Collateral Review Analyst’s annual review y

schedule.

4. Adjustments to the exceptions will be considered once analysis is complete.
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Contact Us!

Seattle Bank Relationship Managers:

• John P. Biestman, CFA 206.340.2472 johnbi@fhlbsea.com

• Chris Thomas 206.340.2370 cthomas@fhlbsea.com

• Debra Davis 206.340.8663 ddavis@fhlbsea.com

• Jim Mochizuki 206.340.2345 jmochi@fhlbsea.com

Resources:

• Seattle Bank Website:  www.fhlbsea.com

• Financial Products and Services User Guide

• Collateral Manual – to be combined with Financial Product and Services User Guide, effective 

May 23, 2011

2525




