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Comparing Fixed and Floating Rate Advances
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Cautionary Statements Regarding Forward-Looking 
Statements & Disclaimers
Forward-looking statements: This presentation, including any preliminary and unaudited financial highlights herein, uses forward-looking statements within the meaning of 
the "safe harbor" provisions of the Private Securities Litigation Reform Act of 1995 and is based on our expectations as of the date hereof.  All statements other than 
statements of historical fact are “forward-looking statements,” including any statements of the plans, strategies, and objectives for future operations; any statement of belief; 
and any statements of assumptions underlying any of the foregoing.  The words “approaching”, “if”, “will,”, “may”, and similar statements and their negative forms may be used 
in this presentation to identify some, but not all, of such forward-looking statements.  The Bank cautions that, by their nature, forward-looking statements involve risks and 
uncertainties, including, but not limited to, the uncertainty relating to the timing and extent of FOMC market actions; economic conditions (including effects on, among other 
things, mortgage-backed securities); changes in demand for advances or consolidated obligations of the Bank or the Federal Home Loan Bank system; changes in interest 
rates; changes in rates and indices that could affect the value of financial instruments; and prepayment speeds on mortgage assets. In addition, the Bank reserves the right to 
change its plans for any programs for any reason, including but not limited to legislative or regulatory changes, changes in membership, or changes at the discretion of the 
board of directors. Accordingly, the Bank cautions that actual results could differ materially from those expressed or implied in these forward-looking statements or could impact 
the extent to which a particular objective, projection, estimate, or prediction is realized, and you are cautioned not to place undue reliance on such statements. The Bank does 
not undertake to update any forward-looking statement herein or that may be made from time to time on behalf of the Bank. 

Disclaimer: The data, material, and information provided in this presentation (“Content”) does not, and is not intended to, constitute legal, accounting, consulting, or other 
professional advice.  The Content is for general informational purposes only, may not constitute the most up-to-date legal, accounting, or other information, and may become 
stale. Some Content is unaudited. Content identified herein with a third-party source is provided without any independent verification by the Bank,  the Bank does not guarantee 
the accuracy, adequacy, completeness, timeliness or availability of any Content, and the Bank expressly disclaims any responsibility for providing any additional information 
that might be necessary to make the Content not misleading. Accordingly, you are cautioned against placing any undue reliance on the Content. You should consult with your 
accountants, counsel, financial representatives, consultants, or other advisors regarding the extent the Content may be useful to you and with respect to any legal, tax, 
business or financial matters. In no event shall the Bank be liable for any damages, costs, expenses, legal fees, or losses (including lost income or lost profit and opportunity 
costs) in connection with any use of the Content. Reproduction of any Content, in any form, is prohibited except with the Bank’s prior written consent. 
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What is SOFR and What are Discount Notes?
Indices that are based off transactions in liquid and high-quality parts of the short-term fixed income market
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Secured Overnight Financing 
Rate (SOFR)

• SOFR is based off transactions in the trillion dollar 
repurchase (repo) market. 

• Administered by the New York Fed, SOFR reflects the 
cost of borrowing in overnight transactions that are 
collateralized by U.S. Treasury securities. 

• SOFR has been endorsed by the Alternative Reference 
Rate Committee (ARRC) as the preferred replacement 
for LIBOR.

Discount Notes

• Discount Notes are short-term debt instruments issued 
by the FHLBank system (“FHLB T-Bills”).

• Auctions are held on Tuesdays and Thursdays, with 
maturities of four, eight, 13 and 26 weeks.

• Members can select either the four-week or 13-week 
maturities to be the variable rate index for FHLBank 
Boston DNA-Floater advances.

Presenter
Presentation Notes
DNs are the short-term debt issued by the Federal Home Loan Bank system.�2:07 �They're available daily via the window program or each Tuesday and Thursday through an auction.�2:12 �And it's those auctions that are the basis for the DNA Floater. That's when those advances are committed and when they price.�2:20 �The Federal Home Loan Bank system is highly sought after and a well-regarded issuer and that helps keep demand for the system debt strong and really that that helps drive pricing.�2:31 �So basically through these DNs and with the DNA Floater, you're locking in an adjustable-rate advance that prices directly to the Bank's cost of funds plus a spread.
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Floating-Rate Advance Solutions
Comparing the SOFR-Indexed and Discount Note Auction-Floater Advances:
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Detail SOFR-Indexed Advance Discount Note Auction-
Floater Advance

Funding Type: Floating Rate Floating Rate

Floating Rate Index: Secured Overnight Financing Rate Four-week or 13-week Discount Notes

Prepayment Eligible: Prepayable with a fee Prepayable with no fee at each reset 
date

Term Limitations: Maturities from one month to 20 years Maturities from one to 20 years
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Short-Term Rate Comparison
Narrower spreads on floaters offer cost savings versus the Classic Advance/Daily Cash Manager.
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Scenario Analysis: What Happens When Rates Rise (1 Hike/3 Months)?
Because of tighter spreads, floaters may outperform Classic Advances if the Fed hikes at market-implied pace.
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Scenario Analysis: What Happens When Rates Rise (3 Hikes/6 Months)?
For six-month borrowings, SOFR-Indexed Advance is less costly than the Classic Advance if Fed hikes 25 basis points in 
March, May, and June.
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Scenario Analysis: Fed Moves Faster than Expectations
Expectations for 2022 hikes went from 0-1 to 3-4 quickly. If the Fed moves faster, floaters will underperform modestly. 
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Scenario Analysis: Fed Moves Slower than Expectations
Expectations for 2022 hikes went from 0-1 to 3-4 quickly; if Fed moves slower, floaters will outperform sharply. 
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DNA-Floater Advance
“Heads you win, tails you flip again.” A member owns the optionality (ability to pay down or roll, with spread risk removed), but 
gets paid for it (lower rate) instead of paying for it.
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Thank You

John Kornacki, CFA
Senior Financial Strategist

John.Kornacki@fhlbboston.com
617-425-9452

mailto:John.Kornacki@fhlbboston.com
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