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Why GAO Did This Study

The Federal Home Loan Bank
System is a government-sponsored
enterprise comprising 12
regionally-based Federal Home
Loan Banks (FHLBank), the
primary mission of which is to
support housing finance and
community and economic
development. Each FHLBank
makes loans (advances) to member
financial institutions in its district,
such as banks, which traditionally
are secured by single-family
mortgages. In 1999, the Gramm-
Leach-Bliley Act (GLBA)
authorized FHLBanks to accept
alternative forms of collateral, such
as agricultural and small business
loans, from small members. GAO
was asked to assess (1) factors that
may limit the use of alternative
collateral; and (2) selected aspects
of the Federal Housing Finance
Agency’s, (FHFA) related
regulatory oversight practices.

GAO reviewed FHLBank policies
and FHFA documentation; and
interviewed FHLBank and FHFA
officials, and a nongeneralizable
random sample of 30 small lenders
likely to have significant levels of
agricultural or small business loans
in their portfolios.

What GAO Recommends

FHFA should revise its
examination guidelines to include
periodic analysis of alternative
collateral, and enforce its
regulation pertaining to
quantitative goals for products
related to agricultural and small
business lending. FHFA agreed
with these recommendations.

View GAO-10-792 or key components.
For more information, contact William Shear
at (202) 512-8678 or shearw @gao.gov.

FEDERAL HOUSING FINANCE AGENCY

Oversight of the Federal Home Loan Banks’
Agricultural and Small Business Collateral Policies
Could Be Improved

What GAO Found

FHLBank and FHFA officials cited several factors to help explain why
alternative collateral represents about 1 percent of all collateral that is used to
secure advances. These factors include a potential lack of interest by small
lenders in pledging such collateral to secure advances or the view that many
such lenders have sufficient levels of single-family mortgage collateral.
Officials from two FHLBanks said their institutions do not accept alternative
collateral at all, at least in part for these reasons. Further, FHLBank officials
said alternative collateral can be more difficult to evaluate than single-family
mortgages and, therefore, may present greater financial risks. To mitigate
these risks, the 10 FHLBanks that accept alternative collateral generally apply
higher discounts, or haircuts, to it than any other form of collateral, which
may limit its use (see table). For example, an FHLBank with a haircut of 80
percent on alternative collateral generally would allow a member to obtain an
advance worth 20 percent of the collateral’s value. While GAO’s interviews
with 30 small lenders likely to have significant alternative collateral on their
books found that they generally valued their relationships with their local
FHLBanks, officials from half said the large haircuts on alternative collateral
or other policies limited the collateral’s appeal.

FHFA'’s oversight of FHLBank alternative collateral policies and practices has
been limited. For example, FHFA guidance does not direct its examiners to
assess the FHLBanks’ alternative collateral policies. As a result, the
FHLBanks have wide discretion to either not accept alternative collateral or
apply relatively large haircuts to it. While the FHLBanks may view these
policies as necessary to mitigate potential risks, 9 of the 12 FHLBanks did not
provide documentation to GAO to substantiate such policies. Further, the
documentation provided by three FHLBanks suggests that, in some cases,
haircuts applied to alternative collateral may be too large. Also, the majority
of the FHLBanks have not developed quantitative goals for products related to
agricultural and small business lending, such as alternative collateral, as
required by FHFA regulations. FHFA officials said that alternative collateral
has not been a focus of the agency’s oversight efforts because it does not
represent a significant safety and soundness concern. However, in the
absence of more proactive FHFA oversight from a mission standpoint, the
appropriateness of FHLBank alternative collateral policies is not clear.

Range of FHLBank Haircuts Applied to Various Collateral Types

Alternative collateral haircuts

Commercial
FHLBank Small Small Single-family real estate
district business Small farm agribusiness mortgages mortgages
Ranges 40-80% 40-80% 40-80% 7-44% 40-67%

Source: GAO analysis of FHLBank collateral policies.

United States Government Accountability Office


http://www.gao.gov/products/GAO-10-792
http://www.gao.gov/cgi-bin/getrpt?GAO-10-792


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /Warning
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /Warning
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /Warning
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (U.S. Web Coated \050SWOP\051 v2)
  /PDFXOutputConditionIdentifier (CGATS TR 001)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting true
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName (U.S. Web Coated \(SWOP\) v2)
      /DestinationProfileSelector /UseName
      /Downsample16BitImages true
      /FlattenerPreset <<
        /ClipComplexRegions true
        /ConvertStrokesToOutlines false
        /ConvertTextToOutlines false
        /GradientResolution 300
        /LineArtTextResolution 1200
        /PresetName ([High Resolution])
        /PresetSelector /HighResolution
        /RasterVectorBalance 1
      >>
      /FormElements true
      /GenerateStructure true
      /IncludeBookmarks true
      /IncludeHyperlinks true
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MarksOffset 6
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /UseName
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


