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Item 1. Business.

Where to Find More Information

The Federal Home Loan Bank of Chicago ® maintains a website located at www.fhlbc.com where we make available our financial
statements and other information regarding us free of charge. We are required to file with the Securities and Exchange
Commission (SEC) an annual report on Form 10-K, quarterly reports on Form 10-Q, and current reports on Form 8-K. The SEC
maintains a website that contains these reports and other information regarding our electronic filings located at www.sec.gov.
These reports may also be read and copied at the SEC's Public Reference Room at 100 F Street, NE, Washington, DC 20549.
Further information about the operation of the Public Reference Room may be obtained by calling 1-800-SEC-0330. Information
on these websites, or that can be accessed through these websites, does not constitute a part of this annual report.

A Glossary of Terms can be found on page 119.

Introduction

We are a federally chartered corporation and one of 12 Federal Home Loan Banks (the FHLBs) that, with the Office of Finance,
comprise the Federal Home Loan Bank System (the System). The FHLBs are government-sponsored enterprises (GSE) of the
United States of America and were organized under the Federal Home Loan Bank Act of 1932, as amended (FHLB Act), in order
to improve the availability of funds to support home ownership.

Each FHLB operates as a separate entity with its own management, employees, and board of directors. Each FHLB is a
member-owned cooperative with members from a specifically defined geographic district. Our defined geographic district
consists of the states of lllinois and Wisconsin. We are supervised and regulated by the Federal Housing Finance Agency
(FHFA), an independent federal agency in the executive branch of the United States (U.S.) government.

As a cooperative, we do business with our members and, under limited circumstances, our former members, as well as providing
support for the members of other FHLBs through our role operating the Mortgage Partnership Finance® (MPF®) Program ° Al
federally-insured depository institutions, insurance companies engaged in residential housing finance, credit unions, and
community development financial institutions located in lllinois and Wisconsin are eligible to apply for membership. All members
are required to purchase our capital stock as a condition of membership; our capital stock is not publicly traded.

As of December 31, 2013, we had 344 full time and 11 part time employees.

Mission Statement

Our mission is to partner with our member shareholders in Illinois and Wisconsin to provide them competitively priced funding, a
reasonable return on their investment in the Bank, and support for community investment activities.

a
b

Unless otherwise specified, references to we, us, our and the Bank are to the Federal Home Loan Bank of Chicago.
“Mortgage Partnership Finance”, “MPF”, “MPF Xtra”, and “Downpayment Plus” are registered trademarks of the Federal Home Loan Bank of
Chicago. "Community First" is a trademark of the Federal Home Loan Bank of Chicago.
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Membership Trends

The following table presents the geographic locations of our members by type of institution:

December 31, 2013 December 31, 2012
Number of Institutions Number of Institutions
lllinois  Wisconsin Total Percent Illinois Wisconsin Total Percent

Commercial banks 368 205 573 75% 376 209 585 76%
Thrifts 73 30 103 14% 73 30 103 14%
Credit unions 25 30 55 7% 24 27 51 7%
Insurance companies 20 7 27 4% 15 7 22 3%
Community Development

Financial Institution 1 — 1 —% 1 — 1 —%
Total 487 272 759 100% 489 273 762 100%
The following table presents the concentration of our members by asset size:
As of December 31, 2013 2012
Member Asset Size:
Less than $100 million 29% 31%
$100 million to $1 billion 61% 60%
Excess of $1 billion 10% 9%
Total 100% 100%

Our total number of member institutions declined by three financial institutions in 2013. We lost 21 members due to mergers and
acquisitions, three of which resulted after members were placed into receivership by their regulator. Although 19 of these

members were acquired by other members in our district, two were acquired by out-of-district institutions.

We added five new insurance company members, five credit unions, seven commercial banks, and one thrift for a total of 18 new
members during 2013, as we continue to work toward our goal of building a stronger cooperative by adding new members.

For 2013 and 2012, in addition to having access to the Bank as a source of standby liquidity, 77% and 78% of our total number
of members used one or more of our credit products such as advances, letters of credit, or the MPF Program at some point

during the year.

Business Overview

We continue to position the Bank to achieve our two strategic goals:

»  Building the member-focused Bank, which involves focusing all areas of the Federal Home Loan Bank of Chicago to
conduct a meaningful dialogue with our members about their business and to innovate and deliver excellent products

and services to them.

*  Building the MPF Program platform, which is rapidly becoming accepted by most of the other FHLBs as the mortgage
aggregation platform for the FHLB System. The platform will serve members of the FHLB System by providing
community lenders across the U.S. with access to the secondary mortgage market and a growing array of outlets for

the loans they originate.
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The following table shows the entire member-focused business we do as a cooperative bank.

As of December 31, 2013 2012
Advances outstanding to members $ 23489 $ 14,530
MPF Loans held in portfolio 7,695 10,432
Member focused business on our statements of condition 31,184 24,962
Forward starting advances to members 226 285
Letters of credit 2,103 1,414
MPF Loans on other FHLB statements of condition 23,158 24,256
MPF Xtra loans, held on 3rd party statements of condition # 13,964 11,348
Member focused business off our statements of condition 39,451 37,303
Total member focused business 70,635 62,265
Total assets on our statements of condition 68,797 69,584
Total assets plus member focused business off statements of condition $ 108,248 $ 106,887
Member focused bank ratio 65% 58%
Advances as a percent of total consolidated obligations 37% 23%

For these MPF Xtra loans, we provide programmatic and operational support.
We provide credit to members principally in the form of secured loans called advances (inclusive of forward starting advances),
as well as through letters of credit. We provide liquidity for home mortgage loans to members approved as Participating
Financial Institutions (PFls) through the MPF Program. We also serve as a critical source of standby liquidity for our members.
Our primary funding source is proceeds from the sale to the public of FHLB debt instruments (consolidated obligations) which
are, under the FHLB Act, the joint and several liability of all the FHLBs. Consolidated obligations are not obligations of the U.S.
government, and the U.S. government does not guarantee them. Additional funds are provided by deposits, other borrowings,

and the issuance of capital stock. We also provide members and non-members with correspondent services such as
safekeeping, wire transfers, and cash management.

Member-Focused Business
Advances
We provide credit to members principally in the form of secured loans, called advances. Our advances to members:

* serve as a source of funding and liquidity;

» provide members with enhanced tools for asset-liability management;

 provide interim funding for those members that choose to sell or securitize their mortgages;
* support residential mortgages held in member portfolios;

 support important housing markets, including those focused on very low-, low-, and moderate-income households;
and

* provide funds to member community financial institutions (CFI) for secured loans to small businesses, small farms,
small agri-businesses, and community development activities.

We make secured, fixed- or floating-rate advances to our members. Advances are secured by mortgages and other collateral
that our members pledge. We determine the maximum amount and term of advances we will lend to a member as follows:

¢ we assess the member's creditworthiness and financial condition;
» we value the types of collateral eligible to be pledged to us to secure our advances to members; and

* we conduct periodic collateral reviews with members to establish the amount we will lend against each collateral type.
5
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We are required to obtain and maintain a security interest in eligible collateral at the time we originate or renew an advance. For
further detail on our underwriting and collateral guidelines, see Member Credit Outstanding on page 70.

We offer a variety of fixed- and adjustable-rate advances, with maturities ranging from one day to 30 years. Examples of
standard advance structures include the following:

» Fixed-Rate Advances: Fixed-rate advances have maturities from one day to 30 years.

» Variable-Rate Advances: Variable-rate advances include advances which have interest rates that reset periodically at
a fixed spread to LIBOR, Federal Funds, FHLB discount note rates or some other index. Depending upon the type of
advance selected, the member may have an interest-rate cap embedded in the advance, to limit the rate of interest
the member would have to pay.

» Putable Advances: We issue putable, fixed- and floating-rate advances in which we maintain the right to terminate
the advance at predetermined exercise dates at par.

» Callable Advances: We issue callable, fixed-rate advances in which members have the right to prepay the advance
on predetermined dates without incurring prepayment or termination fees.

» Other Advances: (1) Open-line advances are designed to provide flexible funding to meet our members' daily liquidity
needs and may be drawn for one day. These advances are automatically renewed. Rates are set daily at the close
of business. (2) Fixed amortizing advances have maturities that range from one year to 30 years, with the principal
repaid over the term of the advances monthly, quarterly, or semi-annually.

We also offer a symmetrical prepayment feature where the member would either pay a prepayment fee or prepay the advance
below par upon termination, depending on the benchmark interest rate of the advance at the time of termination.

We may also enter into commitments, called “forward-starting advances", to fund an advance on a negotiated funding date at a
predetermined interest rate.

The FHLB Act authorizes us to make advances to eligible non-member housing associates. By regulation, such housing
associates must: (i) be approved under Title 1l of the National Housing Act; (ii) be chartered institutions having succession; (iii) be
subject to the inspection and supervision of some governmental agency; (iv) lend their own funds as their principal activity in the
mortgage field; and (v) have a financial condition such that advances may be safely made to it. We must approve a housing
associate applicant in order for it to be eligible to borrow. We currently have approved four non-member housing associates
which are eligible to borrow from the Bank. We had $25 million in advances outstanding to non-member housing associates at
December 31, 2013, and $37 million at December 31, 2012.

Competition

Demand for our advances is affected by, among other things, the cost of other sources of funding available to our members,
including our members' customer deposits. We compete with suppliers of both secured and unsecured wholesale funding.
These competitors may include investment banks, commercial banks, and other FHLBs when our members' affiliated institutions
are members of other FHLBs. Under the FHLB Act and FHFA regulations, affiliated institutions in different FHLB districts may be
members of different FHLBs.

Some members may have limited access to alternative funding sources while other members may have access to a wider range
of funding sources, such as repurchase agreements, brokered deposits, commercial paper, covered bonds collateralized with
residential mortgage loans, and other funding sources. Some members, particularly larger members, may have independent
access to the national and global credit markets.

The availability of alternative funding sources influences the demand for our advances and can vary as a result of a number of
factors, such as market conditions, products, members' creditworthiness, and availability of collateral. We compete for advances
on the basis of the total cost of our products to our members (which include the rates we charge, required capital stock
purchases, and any dividends we pay), credit and collateral terms, prepayment terms, product features such as embedded
options, and the ability to meet members' specific requests on a timely basis.

During 2013, many members continued to report to us that they have sufficient levels of liquidity and funds through customer
deposits and alternative funding sources. In addition, our competitive environment continues to be impacted by the Federal
Reserve’s low interest-rate environment and the extent to which our members use our advances primarily as a back-up source
of liquidity as opposed to part of their primary funding strategies. For further discussion of the impact of these and other factors
on demand for our advances, see Risk Factors on page 19.

6
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Standby Letters of Credit

We provide members with standby letters of credit (also referred to herein as letters of credit) to support obligations to third
parties to facilitate residential housing finance, community lending, to achieve liquidity, and for asset-liability management
purposes. In particular, members often use letters of credit as collateral for deposits from federal and state governmental
agencies. Letters of credit are generally available for terms up to 20 years or for a one year term renewable annually. If we are
required to make payment for a beneficiary's draw, these amounts must be reimbursed by the member immediately or may be
converted to an advance. Our underwriting and collateral requirements for letters of credit are the same as the underwriting and
collateral requirements for advances. Letters of credit are not subject to activity-based capital stock purchase requirements. We
do not expect to be required to make advances under these outstanding letters of credit and did not have to do so at any point in
2013. For more details on our letters of credit see Note 18 - Commitments and Contingencies to the financial statements.

Mortgage Partnership Finance® Program
Introduction

We developed the MPF® Program to allow us to invest in mortgages to help fulfill our housing mission and provide an additional
source of liquidity to our members. The MPF Program is a secondary mortgage market structure under which we acquired and
funded eligible mortgage loans from or through PFls, and in some cases we purchased participations in pools of eligible
mortgage loans from other FHLBs (collectively MPF Loans). MPF Loans are conforming conventional and Government fixed-
rate mortgage loans secured by one-to-four family residential properties with maturities ranging up to 30 years or participations in
such mortgage loans.

In 2008, we discontinued acquiring MPF Loans for investment except for immaterial amounts of MPF Loans that primarily
support affordable housing and are guaranteed by the Rural Housing Service of the Department of Agriculture (RHS) or insured
by the Department of Housing and Urban Development (HUD). In its place, we introduced the MPF Xtra® product under which
we purchase MPF Loans from PFls and concurrently sell them to Fannie Mae. We earn a nominal fee from the difference
between the prices that we pay the PFI and that Fannie Mae pays us, which we expect to cover our cost of acting as master
servicer for this product.

MPF Program Design

We have entered into agreements with other participating FHLBs under which we and they (MPF Banks) acquire MPF Loans
from member PFls and we provide programmatic and operational support in our role as MPF Provider for which we receive a
fee. The MPF Program portfolio products were designed to allocate the risks of MPF Loans among the MPF Banks and PFls.
For MPF Loans held in portfolio, the MPF Banks are responsible for managing the interest rate risk, prepayment risk, and
liquidity risk associated with such investment.

In order for conventional MPF Loans to meet the FHFA Acquired Member Assets (AMA) regulation requirements, we developed
four MPF Loan products for sharing the credit risk from conventional MPF Loans with PFIs (Original MPF, MPF 100, MPF 125
and MPF Plus). Government Loans purchased under the MPF Government product also qualify as AMA and are insured or
guaranteed by one of the following government agencies: the FHA; the Department of Veterans Affairs (VA); RHS; or HUD.

Under the MPF Xtra product, PFls sell MPF Loans to us through the MPF Program infrastructure and we concurrently sell them
to Fannie Mae as a third party investor. MPF Loans sold under the MPF Xtra product are required to meet the eligibility
requirements for the MPF Program. In addition, PFls generally retain the right and responsibility for servicing these MPF Loans
just as they do for the other MPF products. See Mortgage Standards on page 8 and MPF Servicing on page 11. Other MPF
Banks offer the MPF Xtra product to their PFls thereby allowing their PFls to sell us MPF Loans which we concurrently sell to
Fannie Mae.

We have entered into a Mortgage Selling and Servicing Contract with Fannie Mae pursuant to which we concurrently sell MPF
Loans acquired from PFls. In connection with each sale, we make customary warranties to Fannie Mae regarding the eligibility
of the mortgage loans. If an eligibility requirement or other warranty is breached, Fannie Mae could require us to repurchase the
MPF Loan. Such a breach is normally also a breach of the originating PFI's representations and warranties under the PFI
Agreement or the MPF Origination Guide and MPF Servicing Guide (together, the MPF Guides), and we can require the PFI to
repurchase that MPF Loan from us.

Under the Mortgage Selling and Servicing Contract with Fannie Mae, we are responsible for the servicing of the MPF Loans,
though the servicing is performed by the PFls in accordance with their PFl Agreements and Fannie Mae's Servicing Guide. If a
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PF1 were to breach its servicing obligations with respect to MPF Xtra loans, we have the right to terminate its servicing rights and
move the servicing to another qualified PFI and require the breaching PFI to indemnify us for any loss arising from such breach.
If a PFI that is a member of another MPF Bank wishes to sell or service MPF Loans under the MPF Xtra product, its MPF Bank
must authorize it and agree to enforce its PFl Agreement for our benefit, which would include enforcing the PFI's obligation to
repurchase MPF Loans that we are required to repurchase from Fannie Mae and to indemnify us for any loss we pay to Fannie
Mae due to the PFI's breach.

Participation of other FHLBs

The current MPF Banks are the FHLBs of: Boston, Chicago, Dallas, Des Moines, New York, Pittsburgh, San Francisco, Seattle,
and Topeka. MPF Banks generally acquire whole loans from their respective PFls, but may also acquire whole loans from a PFI
of another MPF Bank with that MPF Bank's permission or they may acquire participations from another MPF Bank.

PFI Eligibility

Members and eligible housing associates may apply to become PFls of their respective MPF Bank. The member and its MPF
Bank sign an MPF Program Participating Financial Institution Agreement (PFI Agreement) that provides the terms and conditions
for the sale of MPF Loans, including required credit enhancement, and for the servicing of MPF Loans. All of the PFl's
obligations under the PFI Agreement are secured in the same manner as other obligations of the PFI, under its regular advances
agreement with the MPF Bank. The MPF Bank has the right under the PFI Agreement to request additional collateral to secure
the PFI's obligations.

PFI Responsibilities

For conventional MPF Loan products excluding the MPF Xtra product, PFls retain a portion of the credit risk on the MPF Loans
acquired by an MPF Bank by providing credit enhancement (CE Amount) which may be either a direct liability to pay credit
losses up to a specified amount or a contractual obligation to provide supplemental mortgage guaranty insurance (SMI). Each
MPF Loan delivered by a PFl is linked to a master commitment so that the cumulative CE Amount, if applicable, can be
determined for each master commitment. The PFI's CE Amount covers losses for conventional MPF Loans under a master
commitment in excess of the MPF Bank's first loss account (FLA). The FLA is a memo account used to track the MPF Bank's
exposure to losses until the CE Amount is available to cover losses. PFls are paid a CE Fee for managing credit risk and in
some instances, all or a portion of the CE Fee may be performance-based. See MPF Risk Sharing Structure in Note 8 -
Allowance for Credit Losses to the financial statements for a detailed discussion of the credit enhancement and risk sharing
arrangements for the conventional MPF products held in portfolio.

PFls are required to comply with the MPF Program policies contained in the MPF Guides which include: eligibility requirements
for PFls, anti-predatory lending policies, loan eligibility, underwriting requirements, loan documentation, and custodian
requirements. The MPF Guides also detail the PFl's servicing duties and responsibilities for reporting, remittances, default
management, and disposition of properties acquired by foreclosure or deed in lieu of foreclosure.

In addition, the MPF Guides require each PFI to maintain errors and omissions insurance and a fidelity bond and to provide an
annual certification with respect to its insurance and its compliance with the MPF Program requirements.

When a PFI fails to comply with the selling or servicing requirements of the PFI Agreement, the MPF Guides, applicable law or
the terms of mortgage documents, the PFI may be required to provide an indemnification covering related losses or to
repurchase the MPF Loans which are impacted by such failure if it cannot be cured.

Mortgage Standards

PFls are required to deliver mortgage loans that meet the underwriting and eligibility requirements in the MPF Guides, which
previously had been amended for certain PFls by waivers that exempt a PFI from complying with specified provisions of the MPF
Guides. The underwriting and eligibility guidelines in the MPF Guides applicable to the conventional MPF Loans in our portfolio
are broadly summarized as follows:

» Mortgage characteristics. MPF Loans must be qualifying conforming conventional, fixed-rate, up to 30 years fully
amortizing mortgage loans, secured by first liens on owner-occupied one-to-four unit single-family residential
properties and single-unit second homes. MPF Loans may not exceed conforming loan size limits in effect at the
time they are acquired.

» Loan-to-Value Ratio and Primary Mortgage Insurance. The maximum loan-to-value ratio (LTV) for conventional MPF
Loans is 95%, though AHP mortgage loans may have LTVs up to 100%. Conventional MPF Loans with LTVs greater
than 80% are insured by primary mortgage insurance (PMI) from a mortgage guaranty insurance (MIl) company.

8
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» Documentation and Compliance with Applicable Law. The mortgage documents and mortgage transaction are
required to comply with all applicable laws, and mortgage loans are documented using standard Fannie Mae/Freddie
Mac Uniform Instruments.

Government MPF Loans have the same parameters as conventional MPF Loans except that their LTVs may not exceed the LTV
limits set by the applicable government agency and they must meet the requirements to be insured or guaranteed by the
applicable government agency.

Ineligible Mortgage Loans. The following types of mortgage loans are not eligible for delivery under the MPF Program: (1)
mortgage loans which must be excluded from securities rated by S&P; (2) mortgage loans not meeting the MPF Program
eligibility requirements as set forth in the MPF Guides and agreements; and (3) mortgage loans that are classified as high cost,
high rate, or Home Ownership and Equity Protection Act loans, or loans in similar categories defined under predatory lending or
abusive lending laws.

Quality Assurance Process

In our role as MPF Provider, we conduct an initial quality assurance review of a selected sample of conventional loans from each
PFI's initial MPF Loan or MPF Xtra loan delivery. We do not currently conduct quality assurance reviews of Government Loans.
Subsequently, we perform periodic reviews of a sample of conventional MPF Loans and Xtra loans to determine whether the
reviewed loans complied with the MPF Program requirements at the time of acquisition. If the PFI is unable to cure any material
defect in a loan, the PFl is obligated to repurchase the loan but may be permitted to provide an indemnification for losses arising
from such loan or we may not require the PFI to immediately repurchase the loan if the loan is currently performing. In certain
cases we identified negative trends of PFI non-compliance related to our existing portfolio of MPF Loans and purchases of MPF
Xtra loans. As a result, we revised our quality assurance practices to increase the number of loans reviewed and continue to
evaluate our current practices relative to industry practices. See Mortgage Repurchase Risk on page 74 for a further
description of our repurchase risk.

MPF Products

Six MPF Loan products have been developed to date: the Original MPF, MPF 100, MPF 125, and MPF Plus products, which are
conventional portfolio products; the MPF Government product, which is also a portfolio product; and the MPF Xtra product, under
which MPF Loans are concurrently sold to Fannie Mae. We currently acquire MPF Loans under conventional portfolio products
only when we sell a 100% participation interest to another MPF Bank. We also acquire an immaterial amount of MPF Loans
under the MPF Government product. The products have different risk-sharing characteristics depending upon the amount of the
FLA, the CE Amount, and whether the CE Fees are fixed, performance-based, or both, or whether the MPF Loans are insured or
guaranteed by a government agency or sold to Fannie Mae.
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The following is an MPF Product Comparison Table:

PFI Credit Credit Servicing Fee
Product First Loss Account Enhancement Credit Enhancement | Enhancement Fee Retained
Name Size Description Fee to PFI Offset ® by PFI
Original 3 to 6 basis points/ Equivalent to AA 7 to 11 basis points/ No 25 basis points/
MPF added each year year - paid monthly year
based on the unpaid
balance
MPF 100 100 basis points fixed After FLA to AA 7 to 10 basis points/ | Yes - After first2to | 25 basis points/
based on the size of year - paid monthly; 3 years year
the loan pool at performance-based
closing after 2 or 3 years
MPF 125 100 basis points fixed After FLA to AA 7 to 10 basis points/ Yes 25 basis points/
based on the size of year - paid monthly; year
the loan pool at performance-based
closing
MPF Plus An agreed upon 0-20 bps after FLA | 13-14 basis points/year Yes 25 basis points/
amount not less than and SMI to AA in total, with a varying year
expected losses split between
performance-based
(delayed for 1 year)
and a fixed rate; all
paid monthly
MPF N/A N/A N/A N/A 44 basis points/
Government (Unreimbursed year plus 2 basis
Servicing points/year °
Expenses)
MPF Xtra © N/A N/A N/A N/A 25 basis points/
year

Future payouts of performance-based CE Fees are reduced when losses are allocated to the FLA.
For master commitments issued prior to February 2, 2007, the PFI is paid a monthly government loan fee equal to 0.02% (2 basis points)

per annum based on the month end outstanding aggregate principal balance of the master commitment which is in addition to the
customary 0.44% (44 basis points) per annum servicing fee that continues to apply for master commitments issued after February 1, 2007,
and that is retained by the PFIl on a monthly basis, based on the outstanding aggregate principal balance of the Government Loans.

MPF Loans acquired under the MPF Xtra product are concurrently sold to Fannie Mae and are not retained in our portfolio.

See Note 8 - Allowance for Credit Losses to the financial statements and MPF Loans on page 73 for more detailed
discussions of the credit enhancement and risk sharing arrangements of the various MPF products.

MPF Loan Participations

At December 31, 2013, 61% of the total unpaid principal balance of MPF Loans we own represents participations in MPF Loans
acquired from other MPF Banks. Participation percentages for MPF Loans may range from 1% to 100% and the participation
percentages in MPF Loans may vary by each master commitment, by agreement of the MPF Bank selling the participation
interests (the Lead Bank), us in our role as MPF Provider, and other MPF Banks purchasing a participation interest. The Lead
Bank is responsible for monitoring PFI creditworthiness and pledged collateral and for enforcement of the PFI Agreement for the
benefit of itself and participating MPF Banks.

The risk sharing and rights of the Lead Bank and participating MPF Bank(s) are as follows:

» each pays its respective pro rata share of each MPF Loan acquired;

» each receives its respective pro rata share of principal and interest payments and is responsible for CE Fees based
upon its participation percentage for each MPF Loan; and

» each is responsible for its respective pro rata share of FLA exposure and losses incurred with respect to the master
commitment based upon the overall risk sharing percentage for the master commitment and not its participation
percentage for any individual MPF Loan.
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MPF Servicing

The PFI or its servicing affiliate generally retains the right and responsibility for servicing MPF Loans it delivers, which includes
loan collections and remittances, default management, loss mitigation, foreclosure and disposition of real estate acquired
through foreclosure or deed in lieu of foreclosure. Notwithstanding that the PFI remains the servicer of MPF Loans sold under
the MPF Xtra product; we are considered the servicer under our contract with Fannie Mae. However, under that contract, Fannie
Mae has agreed that the PFIs may continue to service the MPF Loans while we act as master servicer.

In some cases, the PFI has agreed to advance principal and interest payments on the scheduled remittance date when the
borrower has failed to pay provided the collateral securing the MPF Loan is sufficient to reimburse the PFI for advanced
amounts. Appropriate amounts are withdrawn from the PFI's deposit account with the applicable MPF Bank on a monthly basis.

The MPF Guides permit certain types of forbearance plans for delinquent MPF Loans. Notices to the mortgagor, forbearance
proposals, property protection activities, and foreclosure referrals must be performed by the PFI in accordance with the MPF
Guides; though for the MPF Xtra product, the PFI must also comply with Fannie Mae's delinquency servicing requirements.

Upon liquidation of any MPF Loan, the servicing PFIl submits a realized loss calculation which is reviewed by our service provider
for conformity with the PMI and SMI requirements, if applicable, and conformity with the standards of the MPF Guides. The
service provider adjusts the amount of any servicing advances claimed by a PFI by an amount equal to losses arising from the
PFI's failure to perform in accordance with the MPF Guides, and in the case of the MPF Xtra product, in accordance with Fannie
Mae's servicing requirements.

If there is a loss on a conventional MPF Loan held in our portfolio, the loss is allocated to the master commitment and shared
between the MPF Bank and the PFI in accordance with the risk-sharing structure for that particular master commitment.

The MPF Provider monitors the PFI's compliance with MPF Program requirements throughout the servicing process, and brings
any material concerns to the attention of the MPF Bank. Minor servicing lapses are charged to the PFI. Major servicing lapses
could result in a PFI's servicing rights being terminated for cause and the servicing of the particular MPF Loans being transferred
to a new, qualified servicing PFI.

Although PFls or their servicing affiliates generally service the MPF Loans delivered by the PFI, certain PFIs choose to sell the
servicing rights on a concurrent basis (servicing released) or in a bulk transfer to another PFI, which is permitted with the
consent of the MPF Bank(s) involved.

Competition

Except for immaterial amounts of MPF Government Loans, we stopped acquiring MPF Loans for investment in 2008, and
therefore we no longer compete for the purchase of mortgage loan assets from members with other secondary market
participants. However, to the extent that our ongoing fee revenue on the transaction services we provide to other MPF Banks
and the fees we retain on the sale of MPF Loans under the MPF Xtra product is impacted by the volume of transactions, we are
still subject to competition with secondary market participants, such as Fannie Mae, Freddie Mac, large mortgage aggregators
and private investors. Some of these competitors have greater resources, larger volumes of business, and longer operating
histories. We primarily compete on the basis of transaction structure, price, products, and services offered.

Other Activities
Investments

We maintain a portfolio of investments for liquidity purposes and to provide additional earnings. To ensure the availability of
funds to meet member credit needs, we maintain a portfolio of short-term liquid assets, principally overnight Federal Funds sold,
and securities purchased under agreements to resell, entered into with or issued by highly rated institutions and other eligible
counterparties. For further discussion of unsecured credit exposures related to our short-term investment portfolio, see
Unsecured Short-Term Investments Credit Exposure on page 64.

Our longer-term investment securities portfolio includes securities issued by the U.S. government, U.S. government agencies,
and GSEs, as well as investments in Federal Family Education Loan Program (FFELP) student loan asset backed securities
(ABS), and mortgage-backed securities (MBS) that are issued by GSEs or that were rated “AAA/Aaa” or “AA/Aa” from Moody's
Investors Service (Moody's), Standard and Poor's Rating Service (S&P), or Fitch Ratings, Inc. (Fitch) at the time of purchase.
For a discussion of how recent market conditions have affected the carrying value and ratings of these securities, see
Investments on page 64. For this purpose, GSE includes Fannie Mae, Freddie Mac, and the Federal Farm Credit Banks
Funding Corporation. Securities issued by GSEs are not guaranteed by the U.S. government.
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Under FHFA regulations, we are prohibited from trading securities for speculative purposes or engaging in market-making
activities. Additionally, we are prohibited from investing in certain types of securities or loans, including:

* instruments, such as common stock, that represent an ownership in an entity, other than common stock in small
business investment companies, or certain investments targeted to low-income persons or communities;

« instruments issued by non-United States entities, other than those issued by United States branches and agency
offices of foreign commercial banks;

* non-investment grade debt instruments, other than certain investments targeted to low-income persons or
communities, or instruments that were downgraded after purchase;

» whole mortgages or other whole loans, other than, (1) those acquired under our MPF Program, (2) certain
investments targeted to low-income persons or communities, (3) certain marketable direct obligations of state, local,
or tribal government units or agencies, having at least the second highest credit rating from a Nationally Recognized
Statistical Rating Organization (NRSRO), (4) MBS or asset-backed securities backed by manufactured housing loans
or home equity loans; and, (5) certain foreign housing loans authorized under the FHLB Act; and

« interest-only or principal-only stripped securities;
« residual-interest or interest-accrual classes of securities;

« fixed-rate MBS or eligible ABS, or floating-rate MBS or eligible ABS, that on the trade date are at rates equal to their
contractual cap and that have average lives that vary by more than six years under an assumed instantaneous
interest rate change of 300 basis points; and

* non-United States dollar-denominated securities.

FHFA regulations further limit our investment in MBS and ABS by requiring that their total carrying value may not exceed 300%
of our previous month-end regulatory capital on the day we purchase the securities and we may not exceed our holdings of such
securities in any one calendar quarter by more than 50% of our total regulatory capital at the beginning of that quarter.
Regulatory capital consists of our total capital stock (including the mandatorily redeemable capital stock) plus our retained
earnings. In addition, we remain subject to an overall cap on MBS and related investments purchased pursuant to the 300% of
regulatory capital limitation (excluding certain Agency MBS discussed below) so that these investments may not exceed $13.563
billion.

The Finance Board (predecessor to the FHFA) adopted a resolution temporarily allowing FHLBSs to increase their investments in
MBS issued by, or comprised of loans guaranteed by, Fannie Mae or Freddie Mac (Agency MBS) by an additional 300% of
regulatory capital. Although this expanded authority expired in 2010, we are permitted to hold these investments until they
mature or are sold.

As we transitioned our primary business to advances, the FHFA previously temporarily waived our regulatory investment
limitations to permit us to reinvest a portion of the proceeds from prepayments and maturities of our mortgage assets to
purchase MBS issued by GSEs and approved our purchase of FFELP student loan ABS. The FHFA required, and our Board has
passed, a resolution that we obtain FHFA approval for any new investments that have a term to maturity in excess of 270 days
until such time as our MBS portfolio is less than three times our total regulatory capital and our advances represent more than
50% of our total assets. For further discussion of how this may impact us, see Risk Factors on page 19. We expect our
investment portfolio to continue to decline over time as a result of this limitation. As of December 31, 2013, we held total MBS
investments of $19.2 billion, which was 5.2 times our total regulatory capital.

In addition, the FHFA has communicated its interest in keeping the FHLBs focused on activities related to their missions, in part
through a request that FHLBs submit core mission asset benchmarks as part of their strategic plans. To the extent that this
process results in any requirement to reduce our non-mission-related investments or activities, our results of operations may be
adversely affected.

Derivative Activities
We engage in most of our derivatives transactions with major broker-dealers as part of our interest rate risk management and
hedging strategies, as further discussed in Hedge Objectives and Strategies on page 78. Although we previously suspended

derivatives offerings to members in 2011 as a result of regulatory developments under the Dodd-Frank Act, during 2013 we
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resumed offering our smaller members access to the derivatives market by entering into interest rate derivatives directly with
them. We intend to enter into offsetting derivatives transactions with non-member counterparties in cases where we are not
using the interest rate derivatives for our own hedging purposes.

The FHFA's regulations and our internal asset and liability management policies all establish guidelines for our use of interest
rate derivatives. These regulations prohibit the speculative use of financial instruments authorized for hedging purposes. They
also limit the amount of counterparty credit risk allowed. See Quantitative and Qualitative Disclosures about Market Risk on
page 78.

Community Investment Activities

We provide financing and direct funding tools that support the affordable housing and local community lending initiatives of our
members that benefit very low, low, and moderate income individuals, households, businesses and neighborhoods.

Outlined below is a more detailed description of our mission-related programs that we administer and fund:

Affordable Housing Program (AHP) - We offer AHP subsidies in the form of direct grants to members in partnership with
community sponsors to stimulate affordable rental and homeownership opportunities for households with incomes at or below
80% of the area's median income, adjusted for family size. AHP subsidies can be used to fund housing acquisition,
rehabilitation, and new construction or to cover down payment and closing costs.

We awarded AHP competitive subsidies of $30 million for the year ended December 31, 2013, and $21 million for the year ended
December 31, 2012 for projects designed to provide housing to 4,883 and 2,986 households. Amounts accrued, but not
awarded, are recorded as a liability on our statements of condition.

The Downpayment Plus® Program (part of the AHP), in partnership with our members, assists primarily first-time home buyers
with down payment and closing cost requirements. During the years ended December 31, 2013, 2012, and 2011, $12 million,
$15 million, and $10 million were awarded through Downpayment Plus to assist 1,822, 1,827, and 1,315 very low to moderate
income homebuyers. These amounts were in addition to the AHP competitive subsidies noted above.

By regulation, we are required to allocate 10% of our income before assessments to fund AHP. During 2014, we anticipate
having $11 million available for Downpayment Plus and $21 million available in grants through AHP.

Community Investment Program (CIP)/Community Economic Development Advance (CEDA) Program - We offer two programs
where members may apply for advances to support affordable housing or community economic development lending. These
programs provide advance funding at interest rates below regular advance rates for terms typically up to 10 years. Our CIP and
CEDA programs may be used to finance affordable home ownership housing, multi-family rental projects, industrial and
manufacturing facilities, agricultural businesses, healthcare, educational centers, public or private infrastructure projects or
commercial businesses. For the years ended December 31, 2013, and 2012, we had $494 million and $517 million respectively,
in advances outstanding under the CIP and CEDA programs.

Community First™ Fund - Our Board of Directors approved $50 million in December 2011 to supplement our current affordable
housing and community investment programs, which became the foundation for the Community First™ Fund (the Fund). The
Fund is an innovative revolving credit facility designed to provide low cost, longer term financing to Community Development
Financial Institutions and community development financial intermediaries promoting affordable housing and economic
development in our district. We currently plan to make our first commitment in 2014 and plan to continue making commitments
until the $50 million is utilized.

Deposits

We accept deposits from our members, institutions eligible to become members, any institution for which we are providing
correspondent services, other FHLBs, and other government instrumentalities. We offer several types of deposits to our deposit
customers including demand, overnight, and term deposits. For a description of our liquidity requirements with respect to
member deposits see Liquidity on page 49.
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Funding

Consolidated Obligations

Our primary source of funds is the sale to the public of FHLB debt instruments, called consolidated obligations, in the capital
markets. Additional funds are provided by deposits, other borrowings, subordinated debt, and the issuance of capital stock.
Consolidated obligations, which consist of bonds and discount notes, are the joint and several liability of the FHLBs, although the
primary obligation is with the individual FHLB that receives the proceeds from issuance. Consolidated obligations are issued to
the public through the Office of Finance using authorized securities dealers. Consolidated obligations are backed only by the
financial resources of the FHLBs and are not guaranteed by the U.S. government. See Funding on page 50 for further
discussion.

Subordinated Debt

No FHLB is permitted to issue individual debt unless it has received regulatory approval. As approved by the Finance Board, we
issued $1 billion of 10-year subordinated notes in 2006. During 2013, we repurchased $56 million of our outstanding
subordinated notes through open market purchases. As of December 31, 2013, we have $944 million of subordinated notes
outstanding that mature on June 13, 2016. The subordinated notes are not obligations of, and are not guaranteed by, the U.S.
government or any of the FHLBs other than us. For further discussion of our subordinated notes, see Note 13 - Subordinated
Notes to the financial statements.

Competition

We compete with the U.S. government, Fannie Mae, Freddie Mac, and other GSEs, as well as corporate, sovereign, and
supranational entities, including the World Bank, for funds raised through the issuance of unsecured debt in the domestic and
global debt markets. Increases in the supply of competing debt products may, in the absence of increases in demand, result in
higher debt costs or lesser amounts of debt issued at the same cost than otherwise would be the case. For example, an
increase in U.S. Treasury issuance may affect our ability to raise funds because it provides alternative investment options.
Furthermore, to the extent that investors perceive Fannie Mae and Freddie Mac or other issuers as having a higher level of
government support, their debt securities may be more attractive to investors than FHLB System debt.

The FHLBs have traditionally had a diversified funding base of domestic and foreign investors, although investor demand for our
debt depends in part on prevailing conditions in the financial markets. For further discussion of market conditions and their
potential impact on us, see Risk Factors on page 19 and Funding on page 50.

Although the available supply of funds from the FHLBs' debt issuances has kept pace with the funding requirements of our
members, there can be no assurance that this will continue to be the case.

Oversight, Audits, and Legislative and Requlatory Developments

Regulatory Oversight

We are supervised and regulated by the FHFA, an independent federal agency in the executive branch of the U.S. government.
Prior to enactment of the Housing and Economic Recovery Act (Housing Act) on July 30, 2008, the Federal Housing Finance
Board (Finance Board) had responsibility for regulation of the FHLBs. We remain subject to existing regulations, orders,
determinations, and resolutions until new ones are issued or made.

The FHFA's operating and capital expenditures are funded by assessments on the FHLBs; no tax dollars or other appropriations
support the operations of our regulator. To assess our safety and soundness, the FHFA conducts annual, on-site examinations
as well as periodic on-site reviews. Additionally, we are required to submit monthly financial information on our condition and
results of operations to the FHFA.

The Government Corporations Control Act, to which we are subject, provides that before a government corporation issues and
offers obligations to the public, the Secretary of the Treasury (Secretary) shall prescribe the form, denomination, maturity, interest
rate, and conditions of the obligations, the way and time issued, and the selling price. The FHLB Act also authorizes the
Secretary discretion to purchase consolidated obligations up to an aggregate principal amount of $4.0 billion. No borrowings
under this authority have been outstanding since 1977.

We must submit annual management reports to Congress, the President, the Office of Management and Budget, and the
Comptroller General. These reports include a statement of financial condition, a statement of operations, a statement of cash
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flows, a statement of internal accounting and administrative control systems, and the report of the independent public accounting
firm on our financial statements.

Legislative and Regulatory Developments

The legislative and regulatory environment in which we and our members operate continues to evolve as a result of regulations
enacted pursuant to the Housing and Economic Recovery Act of 2008, as amended (Housing Act), and the Dodd-Frank Wall
Street Reform and Consumer Protection Act of 2010 (Dodd-Frank Act) and the reforms of the Basel Committee on Bank
Supervision. Further, we continue to monitor significant changes proposed as the U.S. Congress considers legislation to reform
Fannie Mae and Freddie Mac and make other housing finance changes. Our business operations, funding costs, rights,
obligations, and the business environment in which we carry out our mission are likely to continue to be significantly impacted by
these changes. Significant regulatory actions and developments for the period covered by this report are summarized below.

Significant FHFA Developments

Proposed Rule on Responsibilities of Boards of Directors; Corporate Practices and Corporate Governance Matters. On January
28, 2014, the FHFA published a proposed rule to relocate and consolidate existing Federal Housing Finance Board and Office of
Federal Housing Enterprise Oversight regulations pertaining to director responsibilities, corporate practices, and corporate
governance matters for Fannie Mae and Freddie Mac (together, the Enterprises) and the FHLBs (together with the Enterprises,
the regulated entities). In addition, the proposed rule would make certain amendments or additions, including provisions to:

* Revise existing risk management provisions to better align them with more recent proposals of the Federal Reserve
Board, including requirements that each regulated entity adopts an enterprise wide risk management program and
appoints a chief risk officer with certain enumerated responsibilities;

* Require each regulated entity to maintain a compliance program headed by a compliance officer who reports directly to
the chief executive officer and must regularly report to the board of directors (or a board committee);

* Require each regulated entity’s board to establish committees specifically responsible for the following matters:(a) risk
management; (b) audit; (c) compensation; and (d) corporate governance;

* Require each FHLB to designate in its bylaws a body of law to follow for its corporate governance practices and
procedures that may arise for which no federal law controls, choosing from (a) the law of the jurisdiction in which the
FHLB maintains its principal office; (b) the Delaware General Corporation Law; or (c) the Revised Model Business
Corporation Act. The proposed rule states that the FHFA has the authority to review a regulated entity's indemnification
policies, procedures and practices and may limit or prohibit indemnification payments in furtherance of the safe and
sound operations of the regulated entity.

Comments on the proposed rule are due by May 15, 2014.

Final Rule on Executive Compensation. On January 28, 2014, the FHFA issued a final rule setting forth requirements and
processes with respect to compensation provided to executive officers by FHLBs and the Office of Finance. The final rule
addresses the authority of the FHFA Director to approve, disapprove, modify, prohibit, or withhold compensation of certain
executive officers of the FHLBs and the Office of Finance. The final rule also addresses the Director’s authority to approve, in
advance, agreements or contracts of executive officers that provide compensation in connection with termination of employment.
The final rule prohibits an FHLB or the Office of Finance from paying compensation to an executive officer that is not reasonable
and comparable with compensation paid by similar businesses for similar duties and responsibilities. Failure by an FHLB or the
Office of Finance to comply with the rule may result in supervisory action by the FHFA. The final rule became effective on
February 27, 2014.

Final Rule on Golden Parachute Payments. On January 28, 2014, the FHFA issued a final rule setting forth the standards that
the FHFA will take into consideration when limiting or prohibiting golden parachute payments. The primary impact of this final
rule is to better conform existing FHFA regulations on golden parachutes with FDIC golden parachute regulations and to further
limit golden parachute payments made by an FHLB or the Office of Finance that is assigned a less than satisfactory composite
FHFA examination rating. The final rule became effective on February 27, 2014.

Final Guidance on Collateralization of Advances and Other Credit Products Provided to Insurance Company Members. On
December 23, 2013, the FHFA published a final Advisory Bulletin that sets forth standards to guide the FHFA in its supervision of
secured lending to insurance company members by the FHLBs. The guidance asserts that lending to insurance company
members exposes FHLBs to risks that are not associated with advances to insured depository institution members, arising from
differences in each state’s statutory and regulatory regimes and the statutory accounting principles and reporting practices
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applicable to insurance companies. The standards include consideration of, among other things:
* an FHLB’s control of pledged collateral and ensuring it has a first-priority perfected security interest;

» the use of funding agreements between an FHLB and an insurance company member to document advances and
whether that FHLB would be recognized as a secured creditor with a first-priority perfected security interest in the
collateral;

* the FHLB’s documented framework, procedures, methodologies and standards to evaluate an insurance company
member's creditworthiness and financial condition, and the value of the pledged collateral; and

* whether an FHLB has a written plan for the liquidation of insurance company member collateral.

Final Rule on Stress-Testing Requirements. On September 26, 2013, the FHFA issued a final rule that requires each FHLB to
assess the potential impact of certain sets of economic and financial conditions, including baseline, adverse, and severely
adverse scenarios, on its earnings, capital, and other related factors, over a nine-quarter forward horizon based on its portfolio
as of September 30 of the previous year. The rule provides that the FHFA will annually issue guidance on the scenarios and
methodologies to be used in conducting the stress test. Each FHLB must publicly disclose the results of its severely adverse
economic conditions stress test, and we plan to publish such results to our public website at www.thibc.com between July 15 and
July 31 as required by the rule. The final rule became effective October 28, 2013.

Joint Proposed Rule on Credit Risk Retention for Asset-backed Securities. On September 20, 2013, the FHFA with other U.S.
federal regulators jointly issued a proposed rule, with a comment deadline of October 30, 2013, that proposes requiring asset-
backed securities (ABS) sponsors to retain a minimum of five percent economic interest in a portion of the credit risk of the
assets collateralizing the ABS, unless all the securitized assets satisfy specified qualifications. The proposed rule revises an
earlier proposed rule on ABS credit risk retention. In general, as with the original proposed rule, the revised proposed rule
specifies criteria for qualified residential mortgage, commercial real estate, auto, and commercial loans that would make them
exempt from the risk-retention requirement. The criteria for qualified residential mortgages is described in the proposed
rulemaking as those underwriting and product features that, based on historical data, are associated with low risk even in periods
of a decline in housing prices and of high unemployment. The proposed rule would exempt agency MBS from the risk-retention
requirements as long as the sponsoring agency is operating under the conservatorship or receivership of the FHFA and fully
guarantees the timely payment of principal and interest on all interests in the issued security. Further, MBS issued by any
limited-life regulated entity succeeding to either Fannie Mae or Freddie Mac operating with capital support from the United States
would be exempt from the risk-retention requirements. At this time, the impact of this rule, if adopted, on our operations is
uncertain.

Other Significant Developments

Regulation of Systemically Important Nonbank Financial Companies. In 2012, the Financial Stability Oversight Council
(Oversight Council) issued a final rule and guidance on the standards and procedures the Oversight Council will follow in
determining whether to designate a nonbank financial company for supervision by the Federal Reserve Board (FRB) and subject
that company to certain heightened prudential standards (commonly referred to as a “systemically important financial institution”
or “SIFI”). The Oversight Council will analyze a nonbank financial company for possible SIFI designation under a three-stage
process based on the size of the nonbank financial company, the potential threat that the nonbank financial company could pose
to U.S. financial stability, and information collected directly from the company. A nonbank financial company that the Oversight
Council proposes to designate as a SIFI under this rule has the opportunity to contest the designation.

On April 5, 2013, the Federal Reserve System published a final rule that establishes the requirements for determining when a
company is “predominately engaged in financial activities” and thus a “nonbank financial company.” We would likely be deemed
a nonbank financial company under these definitions, and as of December 31, 2013, we meet the total consolidated assets and
total debt outstanding thresholds for the first stage of analysis established for designating SIFls. Designation as a SIFI could
adversely impact our operations and business if additional Federal Reserve standards result in additional costs, liquidity or
capital requirements, and/or restrictions on our business activities.

Housing Finance and Housing GSE Reform. Congress continues to consider reforms for U.S. housing finance and the regulated
entities, including the resolution of Fannie Mae and Freddie Mac. Legislation has been introduced in both the House of
Representatives and the Senate that would wind down the Enterprises and replace them with a new finance system to support
the secondary mortgage market. On June 25, 2013, a bill entitled the Housing Finance Reform and Taxpayer Protection Act of
2013 (the Housing Finance Reform Act) was introduced in the Senate with bipartisan support. On July 11, 2013, Republican
leaders of the House Financial Services Committee submitted a proposal entitled the Protecting American Taxpayers and
Homeowners Act of 2013 (the PATH Act). Both proposals would have direct implications for the FHLBs if enacted.
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While both proposals reflect the FHFA's efforts over the past year to lay the groundwork for a new U.S. housing finance structure
by creating a common securitization platform and establishing national standards for mortgage securitization, they differ on the
role of the federal government in the revamped housing finance structure. The Housing Finance Reform Act would establish the
Federal Mortgage Insurance Corporation (the FMIC) as an independent agency in the Federal government, replacing the FHFA
as the primary Federal regulator of the FHLBs. The FMIC would, among other things, facilitate the securitization of eligible
mortgages by insuring covered securities in a catastrophic risk position. The FHLBs would be allowed to apply to become an
approved issuer of covered securities to facilitate access to the secondary market for smaller community mortgage lenders. Any
covered MBS issued by the FHLBs would not be issued as consolidated obligations and would not be treated as joint and
several obligations of any FHLB that has not elected to participate in such issuance.

By contrast, the PATH Act would effectively eliminate any government guarantee of conventional, conforming mortgages except
for Federal Housing Administration (FHA), Department of Veterans Affairs (VA), and similar loans designed to serve first-time
homebuyers and low- and moderate-income borrowers. The FHLBs would be authorized to act as aggregators of mortgages for
securitization through a newly established common market utility.

The PATH Act would also revamp the statutory provisions governing the board composition of the FHLBs. Among other things,
for merging FHLBs, the number of directors would be capped at 15 and the number of member directors allocated to a state
would be capped at two until each state has at least one member director. In addition, the FHFA would be given the authority,
consistent with the authority of other banking regulators, to regulate and examine certain vendors of an FHLB or an Enterprise.
Also, the PATH Act would remove the requirement that the FHFA adopt regulations establishing standards of community
investment or service for FHLBs’ members.

Congress is expected to consider these and other changes to the U.S. housing finance system in the coming months. Any of
these proposals likely would have consequences for the FHLB System and the Bank’s ability to provide readily accessible
liquidity to our members. However, given the uncertainty of the Congressional process, it is impossible to determine at this time
whether or when legislation would be enacted for housing GSE or housing finance reform. The ultimate effects of these efforts
on the FHLBs are unknown and will depend on the legislation or other changes, if any, that ultimately are implemented.

Money Market Mutual Fund (MMF) Reform. In 2012, the Oversight Council proposed recommendations for structural reforms of
MMFs. The Oversight Council has stated that such reforms are intended to address the structural vulnerabilities of MMFs. In
addition, on June 19, 2013, the SEC proposed two alternatives for amending rules that govern MMFs under the Investment
Company Act of 1940. The demand for FHLB consolidated obligations may be impacted by the structural reform ultimately
adopted. Accordingly, these reforms could cause our funding costs to rise or otherwise adversely impact market access and, in
turn, adversely impact our results of operations.

Consumer Financial Protection Bureau (CFPB) Final Rule on Qualified Mortgages. In January 2013, the CFPB issued a final
rule with an effective date of January 10, 2014, that establishes new standards for mortgage lenders to follow during the loan
approval process to determine whether a borrower can afford to repay certain types of loans, including mortgages and other
loans secured by a dwelling. The final rule provides for a rebuttable “safe harbor” from consumer claims that a lender did not
adequately consider whether a consumer can afford to repay the lender's mortgage, provided that the mortgage meets the
requirements of a Qualified Mortgage loan (QM). QMs are home loans that are either eligible for purchase by Fannie Mae or
Freddie Mac or otherwise satisfy certain underwriting standards. On May 6, 2013, the FHFA announced that Fannie Mae and
Freddie Mac will no longer purchase a loan that is not a QM under those underwriting standards starting January 10, 2014. The
underwriting standards require lenders to consider, among other factors, the borrower's current income, current employment
status, credit history, monthly mortgage payment, monthly payment for other loan obligations, and total debt-to-income ratio.
Further, the QM underwriting standards generally prohibit loans with excessive points and fees, interest-only or negative-
amortization features (subject to limited exceptions), or terms greater than 30 years. On the same date it issued the final Ability
to Repay/final QM standards, the CFPB also issued a proposal that would allow small creditors (generally those with assets
under $2 billion) in rural or underserved areas to treat first lien balloon mortgage loans that they offer as QM mortgages.

The QM liability safe harbor could provide incentives to lenders, including our members, to limit their mortgage lending to QMs or
otherwise reduce their origination of mortgage loans that are not QMs. This approach could reduce the overall level of members'
mortgage lending and, in turn, reduce demand for our advances. Additionally, the value and marketability of mortgage loans that
are not QMs, including those pledged as collateral to secure member advances, may be adversely affected.

Basel Committee on Banking Supervision - Final Capital Framework. In July 2013, the Federal Reserve Board and the Office of
the Comptroller of the Currency (the OCC) adopted a final rule, and the FDIC (together with the Federal Reserve and the OCC,
the Financial Regulators) adopted an interim final rule (which was amended September 10, 2013), establishing new minimum
capital standards for financial institutions to incorporate the Basel Il regulatory capital reforms from the Basel Committee on
Banking Supervision. The FHLBs are not required to meet Basel Il requirements, but many FHLB members are subject to these
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new requirements. The new capital framework includes, among other things:

* anew common equity tier 1 minimum capital requirement, a higher minimum tier 1 capital requirement, and an
additional capital conservation buffer;

* revised methodologies for calculation of risk-weighted assets to enhance risk sensitivity; and
* asupplementary leverage ratio for financial institutions subject to the “advanced approaches” risk-based capital rules.

The new framework could require some of our members to divest assets in order to comply with the more stringent capital
requirements, thereby tending to decrease their need for advances. Conversely, the new requirements could create incentives
for members to use term advances to create and maintain balance-sheet liquidity. Most of our members must begin to comply
with the final rule by January 1, 2015, although some larger members were required to begin to comply by January 1, 2014.

Basel Committee on Bank Supervision - Proposed Liquidity Coverage Ratio. In October 2013, the Financial Regulators issued a
proposed rule with a comment deadline of January 31, 2014, for a minimum liquidity coverage ratio (the LCR) applicable to all
internationally active banking organizations, bank holding companies, systemically important, non-bank financial institutions
designated for Federal Reserve supervision that do not have substantial insurance activities, certain savings and loan holding
companies, and depository institutions with $250 billion or more in total assets or $10 billion or more in consolidated total on-
balance sheet foreign exposure; and to such organization's consolidated subsidiaries that are depository institutions with $10
billion or more in total consolidated assets. Among other things, the proposed rule defines various categories of high quality,
liquid assets (HQLAs) to satisfy the LCR, and these HQLAs are further categorized into Levels 1, 2A or 2B. The treatment of
HQLAs for the LCR is most favorable under the Level 1 category, less favorable under the Level 2A category, and least favorable
under the Level 2B category. As proposed, FHLB consolidated obligations would be Level 2A HQLAs. At this time, the impact of
this rule (if adopted) on the FHLB consolidated obligations is uncertain.

National Credit Union Administration Proposed Rule on Access to Emergency Liquidity. On October 30, 2013, the National
Credit Union Administration (NCUA) published a final rule requiring, among other things, that federally-insured credit unions with
assets of $250 million or more must maintain access to at least one federal liquidity source for use in times of financial
emergency and distressed economic circumstances. This access must be demonstrated through direct or indirect membership
in the Central Liquidity Facility (a U.S. government corporation created to improve the general financial stability of credit unions
by serving as a liquidity lender to credit unions) or by establishing access to the Federal Reserve’s discount window. The final
rule does not include FHLB membership as an emergency liquidity source. Accordingly, the final rule may adversely impact our
results of operations if it causes our federally-insured credit union members to favor these federal liquidity sources over FHLB
membership or advances. The final rule is scheduled to become effective March 31, 2014.

Regulatory Audits

The Comptroller General has authority under the FHLB Act to audit or examine us and to decide the extent to which we are fairly
and effectively fulfilling the purposes of the FHLB Act. Furthermore, the Government Corporations Control Act provides that the
Comptroller General may review any audit of the financial statements conducted by an independent registered public accounting
firm. If the Comptroller General conducts such a review, then the results and any recommendations must be reported to the
Congress, the Office of Management and Budget, and the FHLB in question. The Comptroller General may also conduct a
separate audit of any of our financial statements.

Taxation and AHP Assessments

We are exempt from all federal, state, and local taxation except for real estate property taxes, which are a component of our
lease payments for office space or on real estate we own as a result of foreclosure on MPF Loans.

In lieu of taxes, we set aside funds for our AHP at a calculated rate of 10% of income before assessments. For details on our

assessments, including information about the satisfaction of our REFCORP obligation, see Note 12 - Assessments to the
financial statements.
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Item 1A.Risk Factors.

Business Risks

A prolonged downturn in the U.S. housing markets and other economic conditions, and related U.S. government
policies may have an adverse impact on the business of many of our members, and our business and results of
operations.

Our business and results of operations are sensitive to the housing and mortgage markets, as well as general market and
economic conditions in the U.S. and our district. Slow economic recovery of the U.S. economy continues to have an impact on
the business of many of our members, as well as our business and results of operations. There continue to be challenges to the
ongoing recovery due to uncertainty about the U.S. fiscal situation, including on-going sequester-related fiscal tightening, the
ongoing U.S. debt ceiling debate, the timing in reduction in quantitative easing by the Federal Reserve, and the possibility that
global economic growth may be slower than currently anticipated. If these conditions remain unchanged or deteriorate, our
business and results of operations could be adversely affected.

In 2013, adverse trends that the U.S. housing market experienced during the 2008 financial crisis continued to reverse, as
evidenced by the level of home price appreciation and lower delinquency rates. [f this recovery is not sustained and adverse
trends reappear in the mortgage lending sector and general business and economic conditions deteriorate significantly, these
factors could result in deterioration of our members' credit characteristics, which could cause them to become delinquent or to
default on their advances and other credit obligations. As of February 28, 2014, we have not experienced any member payment
defaults. In addition, declines in real estate prices or loan performance trends or increases in market interest rates could result
in a reduction in the fair value of our collateral securing member credit and the fair value our mortgage-backed securities
investments. This change could increase the possibility of under-collateralization increasing the risk of loss in case of a
member's failure, or increase the risk of loss on our mortgage-backed securities investments because of additional credit
impairment charges. Also, further deterioration in the residential mortgage markets could negatively affect the value of our
mortgage loan portfolio and result in possibly additional realized losses if we are forced to liquidate our mortgage portfolio.

During 2013, we lost 21 members due to mergers and acquisitions, three of which resulted after members were placed into
receivership by their regulator. Nineteen of these members were acquired by other members in our district and two were
acquired by out-of-district institutions. To the extent that the financial services industry experiences significant consolidation or
we were to lose a number of members whose business and capital stock investments are significantly substantial, our financial
condition and results of operation could be adversely affected.

We face competition for advances and access to funding, which could adversely affect our business.

Our primary business is making advances to members. We compete with other suppliers of wholesale funding, both secured
and unsecured, including investment banks, commercial banks, the Federal Reserve, and, in certain circumstances, other
FHLBs. Following the financial crisis, we experienced a sharp decrease in demand for member advances. While our advances
increased significantly during 2013, we do not anticipate that our advances will continue to increase at such a rapid rate. As
many members continued to report to us that they have sufficient levels of liquidity and funds through deposits, have decreased
the size of their balance sheets to improve their capital positions, or have accessed alternative funding sources, it is possible that
our advance levels could decrease.

We may make changes in policies, programs, and agreements affecting members' access to advances and other credit
products, the MPF Program, the AHP, and other programs, products, and services. As a result of these changes some members
may choose to obtain financing from alternative sources. For example, we may make changes to our collateral guidelines,
including changes in the value we assign to collateral which members are required to pledge to secure their outstanding
obligations, including advances. To the extent that members view this tightening of credit and collateral requirements as
unfavorable, we may experience a decrease in our levels of business which may negatively impact our results of operations or
financial condition. Further, many competitors are not subject to the same regulations as us, which may enable those
competitors to offer products and terms that we are not able to offer.

The FHLBs also compete with the U.S. Treasury, Fannie Mae, Freddie Mac, and other government-sponsored enterprises
(GSEs), as well as corporate, sovereign, and supranational entities, for funds raised through the issuance of unsecured debt in
the national and global debt markets. Increases in the supply of competing debt products may, in the absence of increases in
demand, result in higher debt costs or lower amounts of debt issued at the same cost. Increased competition could adversely
affect our ability to access funding, reduce the amount of funding available to us, or increase the cost of funding available to us.
In addition, to the extent that the FHLB System experiences lower debt funding requirements, including in response to lower
advance demands, our debt funding costs could increase. Any of these results could adversely affect our financial condition,
results of operations, or ability to pay dividends or redeem or repurchase capital stock.
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Lowering the interest rates charged on advances to compete with alternative funding sources may decrease our net interest
income.

Government measures to stimulate the economy and help borrowers refinance home mortgages and student loans may
adversely impact the value of the assets we hold and our results of operations and financial condition.

Our business and results of operations are significantly affected by the fiscal and monetary policies of the federal government
and its agencies, including the Federal Reserve Board, through its regulation of the supply of money and credit in the United
States. The Federal Reserve's policies directly and indirectly influence the yield on interest-earning assets.

In response to the financial crisis of 2008, the Federal Reserve has taken several measures to depress short-term and longer-
term interest rates to stabilize the U.S. housing market, including the issuance of the December 2013 guidance that the federal
funds target rate would remain at exceptionally low levels until the employment rate falls below 6.5%. However, the Federal
Reserve Board began its so-called "tapering” efforts in January 2014 in light of certain improvements in economic activity and
labor market conditions, which consisted of modest reductions of its monthly purchases of agency MBS and longer-term
Treasury securities.

These measures as well as other government measures could adversely impact us in various ways, including through lower
market yields on investments and continued elevated prepayments on our higher yielding MPF Loans and securities. Given our
current limitations on purchasing investments that have a term to maturity in excess of 270 days, we are subject to reinvestment
risk. As a result, our net interest income, financial condition and results of operations could be adversely impacted.

Federal and state government authorities, as well as private entities that include financial institutions and residential mortgage
loan servicers, have proposed, commenced, or promoted programs designed to provide homeowners with assistance in avoiding
residential mortgage foreclosures. Loan modification programs, as well as future legislative, regulatory, or other actions,
including amendments to the bankruptcy laws, could also result in the modification of outstanding mortgages loans. In addition,
the U.S. Treasury is continuing its efforts to expand refinancing programs for homeowners whose mortgages are greater than
their home value, which includes mortgages underlying private-label MBS.

Further, recent settlements involving banking regulators, the federal government, states' attorney generals and large mortgage
servicers are also likely to focus on loan modifications and principal write downs. In the current interest rate environment, if
these loan modification efforts result in a significant number of prepayments on mortgage loans underlying our investments in
MBS, our income could be reduced as we reinvest the proceeds at a lower rate of return or decrease the scale of our balance
sheet. Our income could also decline if the FHFA requires us to offer a similar refinancing option for our MPF Loans held in
portfolio.

There also have been recent initiatives, such as the Department of Education's Income-Based Repayment Plan, to help
borrowers repay or consolidate student loans. To the extent that such current or future initiatives result in a significant number of
prepayments on FFELP ABS, our income could be reduced as we reinvest the proceeds at a lower rate of return, or as we
decrease the scale of our balance sheet.

We are subject to and affected by a complex body of laws and regulations, which could change in a matter detrimental
to our business operations and financial condition.

We are a GSE organized under the authority of the FHLB Act and are governed by Federal laws and regulations of the FHFA.
From time to time, Congress has amended the FHLB Act and adopted other legislation in ways that have significantly affected
the FHLBs and the manner in which the FHLBs carry out their housing finance mission and business operations. New or
modified legislation enacted by Congress or regulations adopted by the FHFA could have a negative effect on our ability to
conduct business or our costs of doing business. In addition, new or modified legislation or regulations governing our members
may affect our ability to conduct business or cost of doing business with our members.

The legislative and regulatory environment for us and our members continues to change as regulators continue to implement the
Housing Act in 2008, the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (Dodd-Frank Act) and the
reforms of the Basel Committee on Bank supervision. The Dodd-Frank Act, in particular, made significant changes to the overall
regulatory framework of the U.S. financial system. There are several provisions in the Dodd-Frank Act that could affect the
FHLBs or their members, depending on how the various regulators decide to implement this federal law through the issuance of
regulations and their enforcement activities. For example, the Financial Stability Oversight Council (Oversight Council),
established by the Dodd-Frank Act, issued a final rule that established the standards and procedures for determining whether to
designate a nonbank financial company for supervision by the Federal Reserve Board. In making its determination, the
Oversight Council will consider whether the nonbank financial company is subject to oversight by a primary financial regulatory
agency (e.g., FHFA). If we were designated as a nonbank financial company, we would be subject to additional Federal Reserve
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Board prudential standards, which could adversely impact our operations and business if they result in additional costs, liquidity
or capital requirements, and/or restrictions on our business activities. In addition, the Oversight Council and the U.S. Securities
and Exchange Commission have proposed recommendations for structural reforms to money market funds that may affect the
demand for the FHLBs' consolidated obligations. Because the Dodd-Frank Act requires several regulatory bodies to carry out its
provisions, the full effect of this law on us and our members remains uncertain until after the required regulations and reports to
Congress are issued and implemented. See Legislative and Regulatory Developments on page 15 for more information
about recent regulatory developments, including those that pertain to the Dodd-Frank Act.

Changes in the regulation or status of GSEs and their debt issuance could reduce demand or increase the cost of the
FHLBs' debt issuance and adversely affect our earnings.

The FHLBs are GSEs organized under the authority of the FHLB Act and are authorized to issue debt securities to fund their
operations and finance housing development in the United States. During the financial crisis, the FHLBs debt pricing came
under pressure as investors perceived GSE debt securities, including those securities issued by Fannie Mae and Freddie Mac,
as bearing increased risk. This increased perception of risk resulted from the negative financial performance of Fannie Mae and
Freddie Mac and the FHFA's action to place them into conservatorship in September 2008. In addition, certain FHLBs had
negative financial performance in the past, resulting from MBS credit impairment losses and noncompliance with regulatory
capital requirements.

In response to the general decline in the U.S. housing market and overall adverse effect on the GSEs, the U.S. government
initiated several programs. One example is the U.S. Treasury's financing arrangements with Fannie Mae and Freddie Mac to
help them pay their obligations and fund their business activities. These financing arrangements, along with other programs
initiated to stabilize the housing market, are considered temporary until the U.S. government can address reform of the GSEs.

In February 2011, the U.S. Treasury and HUD issued a joint report to the U.S. Congress as mandated by the Dodd-Frank Act.
This report provided the U.S. Congress with options to consider, including a plan to wind down Fannie Mae and Freddie Mac as
well as significantly reduce the U.S. government's role in housing finance. This plan outlined key reforms to address several
areas in the current U.S. mortgage market with the aim to improve consumer protection, transparency to investors, underwriting
standards, and other critical measures. Although the FHLBs are not the primary focus of these housing finance reforms, there
are several recommendations that could affect the FHLBs' current business activities with their members, particularly large
financial institutions. These recommendations include reducing and altering the composition of the FHLBs’ investment portfolios,
limiting the level of advances outstanding to individual members and restricting membership to allow each financial institution,
inclusive of its affiliates, to be an active member in only a single FHLB.

During 2014, the U.S. Congress continues to consider possible reforms for U.S. housing finance and the regulated entities,
including the resolution of Fannie Mae and Freddie Mac. Legislation has been introduced in the U.S. Congress to replace
Fannie Mae and Freddie Mac with a new housing finance system to support the secondary mortgage market. Additionally, two
new proposals were submitted in the U.S. Congress during 2013: the Housing Finance Reform and Taxpayer Protection Act of
2013 (the Housing Finance Reform Act) and the Protecting American Taxpayers and Homeowners Act of 2013 (the PATH Act).
Both proposals would have direct implications for us if enacted. See Legislative and Regulatory Developments on page 15.
Given the uncertainty and pace of these reforms, the FHLB funding costs and access to funds could be adversely affected by
changes in investor's perceptions of the risks associated with the housing GSEs. Additionally, investor concerns about U.S.
agency debt and the U.S. agency debt market may also adversely affect the FHLBs' competitive position and result in higher
funding costs, which could negatively affect our earnings.

Changes in our statutory or regulatory requirements or policies or in their application could result in changes in, among other
things, our cost of funds, liquidity requirements, retained earnings and capital requirements, accounting policies, debt issuance
limits, dividend payment limits, the form of dividend payments, capital redemption and repurchase limits, permissible business
activities, compliance requirements, the size, scope, or nature of our lending, investment, or MPF Program activities.

Failure to scale the size or composition of our balance sheet and our cost infrastructure to member demand for our
products may have a material adverse effect on our results of operations and financial condition.

The size of our current balance sheet may decrease over time as our legacy MPF Loan portfolio pays down and our investment
securities mature while we are restricted from purchasing longer-term asset classes. If we were to become a smaller sized
institution, or the composition of our balance sheet significantly changes, we would be presented with challenges, such as
reducing our cost infrastructure and creating a balance sheet with earning assets that would support that cost infrastructure while
providing for future dividends at an appropriate level. Structuring such a balance sheet would be more challenging in a low
interest rate environment. If we are unable to successfully transition our balance sheet and cost infrastructure to an appropriate
composition and size scaled to member demand, our results of operations and financial condition may be negatively impacted.
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Restrictions on the redemption, repurchase, or transfer of our capital stock could result in an illiquid investment for the
holder.

Under the GLB Act and FHFA regulations, and our capital plan, our capital stock is subject to redemption upon the expiration of a
five-year redemption period. Only capital stock in excess of a member's or former member's minimum investment requirement
that was subject to a redemption request, capital stock of a member that has submitted a notice to withdraw from membership,
or capital stock held by a member whose membership has been terminated may be redeemed at the end of the applicable
redemption period. Further, we may elect to repurchase excess stock of a member from time to time at our sole discretion
without regard to the five-year redemption period. Our current practice is to repurchase excess member capital stock within
three business days' after receipt of a member redemption request.

If the redemption or repurchase of capital stock would cause us to fail to meet our minimum capital requirements or cause the
member or former member to fail to maintain its minimum investment requirement, then such redemption or repurchase would
be prohibited by FHFA regulations and our capital plan. We also may decide to suspend the redemption of capital stock if we
reasonably believe that such redemptions would cause us to fail to meet our minimum capital requirements. There is no
guarantee, however, that we will be able to redeem capital stock held by a shareholder even at the end of the redemption period
or to repurchase excess capital stock. In addition, since our capital stock may only be owned by our members (or, under certain
circumstances, former members and certain successor institutions), and our capital plan requires our approval before a member
or nonmember shareholder may transfer any of its capital stock to another member or nonmember shareholder, we cannot
provide assurance that a member or nonmember shareholder would be allowed to transfer any excess capital stock to another
member or nonmember shareholder at any time. There is no guarantee, however, that a member will be able to redeem its
investment even at the end of the applicable redemption period, or that we will repurchase any excess stock.

In addition, approval from the FHFA for redemptions or repurchases would be required if the FHFA or our Board of Directors
were to determine that we incurred, or are likely to incur, losses that result in, or are likely to result in, charges against our
capital. Under such circumstances, there can be no assurance that the FHFA would grant such approval or, if it did, upon what
terms it might do so.

For further discussion of our minimum capital requirements, see Note 14 - Capital and Mandatorily Redeemable Capital
Stock to the financial statements.

Prolonged limitations on the payment of dividends and repurchase of excess capital stock may adversely affect the
effective operation of our business model.

Our business model is based on the goal of maintaining a balance between our housing mission and our objective to provide a
reasonable return on our members' investment in the cooperative. We work to achieve this balance by delivering low-cost credit
to help our members meet the credit needs of their communities while striving to pay a reasonable dividend on our Class B-2
membership stock and a slightly higher dividend on Class B-1 activity stock in order to recognize those members that are using
advances. See Dividend Payments on page 57. Typically, our capital grows when members are required to purchase
additional capital stock as they increase their advances borrowings, and our capital declines when we purchase excess capital
stock from members as their advances decline.

Under FHFA regulations, the FHLBs may pay dividends on their stock only out of previously retained earnings or current net
income, and our ability to pay dividends is subject to statutory and regulatory restrictions and is dependent upon our ability to
continue to generate net income. Further, the level of our dividend payments is restricted by our retained earnings and dividend
policy and our current Board resolution as further described under Retained Earnings & Dividends on page 57. If we are
unable to maintain a reasonable level of net income, we may become unable to pay dividends or the level of dividends could be
significantly reduced.

The amount of retained earnings available to an FHLB to pay dividends may also be limited by the provisions of the Joint Capital
Enhancement Agreement as further discussed in Joint Capital Enhancement Agreement with Other FHLBs on page 58.

To the extent that current and prospective members determine that our dividend is insufficient or our ability to pay future
dividends is limited, we may be unable to expand our membership and may experience decreased member demand for
advances requiring capital stock purchases and increased membership requests for withdrawals that may adversely affect our
results of operations and financial condition.
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Amendments to our capital plan may adversely affect members' rights and obligations as shareholders.

Under our capital plan, our Board of Directors is authorized to amend the capital plan, and the FHFA must approve all such
amendments before they become effective. Although the majority of our Board is comprised of “member directors” who serve as
executive officers or directors of our members, such amendments to the capital plan are not subject to broader member consent
or approval. While amendments must be consistent with the FHLB Act and FHFA regulations, it is possible that they would result
in changes to the capital plan that could adversely affect the rights and obligations of members.

Members' rights in the event of a liquidation, merger, or consolidation of the Bank may be uncertain.

Under the GLB Act, holders of Class B Stock own the retained earnings, surplus, undivided profits, and equity reserves of the
Bank. Our capital plan provides that, with respect to a liquidation of the Bank, after payment to creditors, Class B Stock will be
redeemed at par, or pro rata if liquidation proceeds are insufficient to redeem all of the Capital Stock in full. Any remaining
assets will be distributed on a pro rata basis to those members that were holders of Class B Stock immediately prior to such
liquidation. With respect to a merger or consolidation affecting us, members will be subject to the terms and conditions of any
plan of merger and/or terms established or approved by the FHFA. Our capital plan also provides that its provision governing
liquidation or merger is subject to the FHFA's statutory authority to prescribe regulations or orders governing liquidation,
reorganization, or merger of an FHLB. Although our members would have an opportunity to ratify any merger agreement in a
voluntary merger between us and another FHLB, we cannot predict how the FHFA might exercise its authority with respect to
liquidations or reorganizations, or whether any actions taken by the FHFA in this regard would be inconsistent with the provisions
of our capital plan or the rights of holders of Class B Stock in the retained earnings of the Bank.

Compliance with regulatory contingency liquidity guidance could restrict investment activities and adversely impact
net interest income.

We are required to maintain sufficient liquidity through short-term investments in an amount at least equal to our anticipated cash
outflows under two hypothetical scenarios for the treatment of maturing advances as described in Liquidity Measures on page
49. This regulatory guidance is designed to provide sufficient liquidity and to protect against temporary disruptions in the capital
markets that affect the FHLB System's access to funding. To satisfy this liquidity requirement, we maintain increased balances in
short-term investments, which may earn lower interest rates than alternate investment options and may, in turn, negatively
impact net interest income. In certain circumstances, we may need to fund overnight or shorter-term investments and advances
with discount notes that have maturities that extend beyond the maturities of the related investments or advances. Net interest
income on investments and advances may be reduced. Also, to the extent that short-term advance pricing is increased, our
short-term advances may be less competitive, which may adversely affect advance levels and our net interest income.

Failure to meet minimum regulatory capital requirements could affect the FHLBs' ability to conduct business and could
adversely affect their earnings.

Each FHLB is subject to certain minimum capital requirements under the Gramm-Leach-Bliley Act of 1999, which amended the
FHLB Act, and FHFA rules and regulations that include total capital, leverage capital, and risk-based capital requirements. The
risk-based capital requirement is equal to the sum of an FHLB's credit-risk, market-risk, and operations-risk capital requirements.
Only permanent capital, which is defined as retained earnings and the amounts paid for Class B capital stock, can satisfy the
risk-based capital requirement. The operations-risk capital requirement is affected by increases in credit-risk and market-risk
capital requirements because the operations-risk capital requirement is equal to 30 percent of the sum of the credit-risk and
market-risk capital requirements.

Rating downgrades on individual investments may cause the total credit-risk-based capital requirement to rise. Declines in the
fair value of an FHLB's investments below certain levels increase that FHLB's market-risk capital requirement. A decline in the
market value of private-label mortgage-backed securities may significantly increase an FHLB's market-risk, credit-risk, and
operations-risk capital requirements, which could lead to a risk-based capital deficiency.

If we are unable to satisfy our minimum capital requirements, we could be subject to certain capital restoration requirements and
prohibited from paying dividends and redeeming or repurchasing capital stock without the prior approval of the FHFA, which
could adversely affect a member's investment in our capital stock. Furthermore, any suspension of dividends and/or capital
stock repurchases and redemptions could decrease member confidence, which in turn could reduce advance demand and net
income should members elect to use alternative sources of wholesale funding. As a result of a risk-based capital shortfall,
investors could perceive an increased level of risk or deterioration in our performance, which could result in a downgrade in our
outlook or our short- or long-term credit ratings. For further discussion of our minimum regulatory capital requirements, see Note
14 - Capital and Mandatorily Redeemable Capital Stock to the financial statements.
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Market Risks

As our legacy MPF Loan portfolio decreases and as our investment securities mature, we may experience a future
reduction in our net interest income, which may negatively impact our results of operations and financial condition.

Our current business strategy is to limit the concentration of our MPF Loan portfolio relative to our total assets which has
resulted in our MPF Loan portfolio decreasing by 26% during 2013. In addition, as discussed in Investments on page 11, we
are not permitted to purchase investments that have a term to maturity in excess of 270 days without prior approval from the
FHFA. We expect that our overall earning potential may be negatively impacted, as the size of our legacy MPF Loan portfolio
and investment securities decrease over time.

A sustained period of low interest rates, rapid changes in interest rates or an inability to successfully manage interest-
rate risk could have a material adverse effect on our net interest income.

We realize income primarily from the spread between interest earned on our outstanding advances, MPF Loans and investments
less the interest paid on our consolidated obligations and other liabilities. Our financial performance is affected by fiscal and
monetary policies of the U.S. government and its agencies, in particular, the Federal Reserve Board's policies to depress short-
term and long-term interest rates to stabilize the U.S. housing market. Therefore, our ability to anticipate changes regarding the
direction and speed of interest rate changes, or to hedge the related exposures, significantly affects the success of our asset and
liability management activities and our level of net interest income. We use a number of measures in our efforts to monitor and
manage interest rate risk, including income simulations and duration, market value and convexity sensitivity analyses.

Given the unpredictability of the financial markets, capturing all potential outcomes in these analyses is difficult. Key
assumptions include, but are not limited to, loan volumes and pricing, market conditions for our consolidated obligations, interest
rate spreads and prepayment speeds, implied volatility of options contracts, and cash flows on mortgage-related assets. These
assumptions are inherently uncertain and they cannot precisely estimate net interest income and the market value of equity.
Actual results will differ from simulated results due to the timing, magnitude, and frequency of interest rate changes and changes
in market conditions and management strategies, among other factors. Volatility and disruption in the credit markets may have
resulted in a higher level of volatility in our interest-rate risk profile and could negatively affect our ability to manage interest-rate
risk effectively.

The effect of interest rate changes can be exacerbated by prepayment and extension risk, which is the risk that mortgage-based
investments will be refinanced by the borrower in low interest-rate environments or will remain outstanding longer than expected
at below-market yields when interest rates increase. Decreases in interest rates typically cause mortgage prepayments to
increase and may result in increased premium amortization expense and substandard performance in our mortgage portfolio as
we experience a return of principal that we re-invest in a lower rate environment and shorter-term assets due to our 270-day
investment restriction. While these prepayments would reduce the asset balance, the associated debt may remain outstanding.
See Quantitative and Qualitative Disclosures about Market Risk on page 78 for additional discussion and analysis regarding
our sensitivity to interest rate changes and the use of derivatives to manage our exposure to interest-rate risk.

The Dodd-Frank Act has also resulted in new statutory and regulatory requirements for derivative transactions, including those
transactions we use to hedge interest rate and other risks. As a result of these requirements, beginning in June 2013, certain
interest-rate swap transactions are required to be cleared through a third-party central clearinghouse and transacted either
directly with a registered swap dealer or through swap execution facilities. Additionally, initial and variation margin is required to
be posted for cleared derivatives. The Commodity Futures Trading Commission (CFTC) is expected to issue additional
mandatory clearing determinations for other derivative transactions. Furthermore, while we continue to enter into uncleared
trades on a bilateral basis, those trades will be subject to additional regulatory requirements, including new mandatory reporting
requirements and new minimum margin and capital requirements imposed by bank and other federal regulators. Any of these
margin and capital requirements could adversely affect the liquidity and pricing of derivative transactions entered into by us,
making derivative trades more costly and less attractive as risk management tools. See Note 9 - Derivatives and Hedging
Activities to the financial statements for additional information regarding new requirements for our derivative transactions.

We depend on the FHLBs' ability to access the capital markets in order to fund our business.

Our primary source of funds is the sale of FHLB consolidated obligations in the capital markets, including the short-term discount
note market. Our ability to obtain funds through the sale of consolidated obligations depends in part on prevailing market
conditions, such as investor demand and liquidity in the financial markets, which are beyond the control of the FHLBs. The
severe financial and economic disruptions during the financial crisis of 2008, and the U.S. government's dramatic measures
enacted to mitigate the effects, have affected the FHLBs' funding costs and practices. Our ability to operate our business, meet
our obligations, and generate net interest income depends primarily on the ability of the FHLB System to issue debt frequently to
meet member demand and to refinance our existing outstanding consolidated obligations at attractive rates, maturities and call
features, when needed.
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The sale of FHLB consolidated obligations can also be influenced by factors other than conditions in the capital markets,
including legislative and regulatory developments and government programs and policies that affect the relative attractiveness of
FHLB consolidated obligations.

The U.S. Congress is expected to continue consideration of possible reforms to the U.S. housing finance system. If there are
changes to the status, regulation, policies or programs relating to the housing GSEs that impact investors' perception of the
systemic risks associated with the housing GSEs, the FHLBs' funding costs and access to funds could be adversely affected.
See Legislative and Regulatory Developments on page 15.

We have a significant amount of discount notes outstanding with maturities of one year or less. We are exposed to liquidity risk if
there is any significant disruption in the short-term debt markets. If a disruption were prolonged, we may not be able to obtain
funding on acceptable terms. Any significant disruption that would prevent us from re-issuing discount notes for an extended
period of time as they mature may require us to recognize into income up to $680 million of currently open deferred hedge costs
out of other comprehensive income. Without access to the short-term debt markets, the alternative longer-term funding, if
available, would increase funding costs and could cause us to increase advance rates, potentially adversely affecting demand for
advances. If we cannot access funding when needed on acceptable terms, our ability to support and continue operations could
be adversely affected. As a result, our inability to manage our liquidity position or our contingency liquidity plan to meet our
obligations, as well as the credit and liquidity needs of our members, could adversely affect our financial condition and results of
operations, and the value of FHLB membership.

Our funding costs and/or access to the capital markets and demand for certain of our products could be adversely
impacted by any changes in the credit ratings for FHLB System consolidated obligations or our individual credit
ratings.

FHLB System consolidated obligations are rated Aaa/P-1 with a stable outlook by Moody's and AA+/A-1+ with a stable outlook
by S&P. Rating agencies may from time to time change a rating or issue negative reports. Because all of the FHLBs have joint
and several liability for all FHLB consolidated obligations, negative developments at any FHLB may affect these credit ratings or
result in the issuance of a negative report regardless of an individual FHLB's financial condition and results of operation. In
addition, because of the FHLBs' GSE status, the credit ratings of the FHLBs and the FHLB System are generally constrained by
the long-term sovereign credit rating of the U.S. government. If the U.S. government fails to adequately address, based on the
credit rating agencies' criteria, its fiscal budget process or statutory debt limit, downgrades to the U.S. sovereign credit rating and
outlook may occur. As a result, similar downgrades in the credit ratings and outlook on the FHLBs and FHLB System
consolidated obligations may occur even though they are not obligations of the United States.

Although credit rating actions in recent years have not had a material effect on the FHLBs funding costs, uncertainty remains
regarding possible longer-term effects resulting from these downgrades. Any future downgrades may result in higher FHLB
funding costs and/or disruptions in access to the capital markets and our ability to maintain adequate liquidity. Any reduction in
our individual Bank ratings may also trigger additional collateral posting requirements under certain of our derivative instruments.
Further, member demand for certain of our products, such as letters of credit, is influenced by our credit rating and a downgrade
of our credit rating could weaken member demand for such products.

Additionally, we are highly dependent on using derivative instruments to obtain low-cost funding and to manage interest rate risk.
Negative credit rating events might also have an adverse affect on our ability to enter into derivative instruments with acceptable
terms, increasing the cost of funding or limiting our ability to manage interest rate risk effectively.

To the extent that we cannot access funding when needed or enter into derivatives on acceptable terms to effectively manage
our cost of funds and exposure to interest rate risk or demand for our products falls, our financial condition, and results of
operations could be adversely impacted.

We are jointly and severally liable for the consolidated obligations of other FHLBs.

Under the FHLB Act, we are jointly and severally liable with other FHLBs for consolidated obligations issued through the Office of
Finance. If another FHLB defaults on its obligation to pay principal or interest on any consolidated obligation, the FHFA has the
ability to allocate the outstanding liability among one or more of the remaining FHLBs on a pro rata basis or on any other basis
that the FHFA may determine. The likelihood of triggering our joint and several liability obligation depends on many factors,
including the financial condition and financial performance of other the other FHLBs. For example, to the extent one or more
FHLBs had significant unsecured credit exposures outstanding at the time of counterparty failure, the affected FHLBs may fail to
meet their obligations to pay principal or interest on consolidated obligations. If we were required by the FHFA to make payment
on consolidated obligations beyond our primary obligation, our financial condition, and results of operations could be negatively
affected.
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We are subject to various risks on our FFELP ABS investments.

Our FFELP ABS investments are securitizations of student loans that are guaranteed by guarantee agencies whose guaranties
are reinsured by the U.S. Department of Education, or re-securitizations of such FFELP ABS. As of December 31, 2013, we held
$6.8 billion of FFELP ABS investments.

We are subject to basis risk on these FFELP ABS because the Department of Education is responsible for making interest
subsidy payments at a rate that is different from the rate on our FFELP ABS investments. Beginning on April 1, 2012, the
Department of Education permitted holders of FFELP loans to permanently change this interest subsidy payment index rate from
the previous 3-month commercial paper rate to a 1-month LIBOR rate plus a spread. Most FFELP ABS, including those we hold,
pay a floating interest rate at 3-month LIBOR plus a spread. As of December 31, 2013, all FFELP ABS that the Bank holds now
reflect an interest subsidy payment rate of 1-month LIBOR plus a spread. Although the change in interest subsidy payments
from a 3-month commercial paper rate to a 1-month LIBOR rate reduces the volatility in basis risk now that both the ABS and
interest subsidy rates are indexed to LIBOR, we remain subject to basis risk to the extent that these different LIBOR tenors do
not move together in the future.

Because the loans backing our FFELP ABS investments are supported by the U.S. Department of Education, the ratings of
FFELP ABS are generally constrained by the sovereign credit rating of the U.S. government. To the extent that there are future
downgrades to the U.S. sovereign credit rating or other rating agency actions which impact the ratings of our FFELP ABS, it may
negatively impact the value of our investments.

We are also subject to servicing risk on these FFELP ABS because a guarantee agency may refuse to honor its guarantee if the
servicer does not satisfy specific origination and servicing procedures, as prescribed by various U.S. federal and guarantor
regulations. If default rates increase on the student loans backing our FFELP ABS, the yield and value on our securities may be
negatively impacted to the extent guarantees are not honored by the guarantee agencies.

Credit Risks

Our financial condition and results of operations, and the value of Bank membership, could be adversely affected by
our exposure to credit risk.

We are exposed to credit risk principally through advances or commitments to our members, MPF Loans, MI providers,
derivatives counterparties, unsecured counterparties and issuers of investment securities or the collateral underlying them. We
assume secured and unsecured credit risk exposure associated with the risk that a borrower or counterparty could default, and
we could suffer a loss if we are unable to fully recover amounts owed on a timely basis. In addition, we have exposure to credit
risk because fair value of an obligation may decline as a result of deterioration in the creditworthiness of the obligor or the credit
quality of a security instrument. We have a high concentration of credit risk exposure to financial institutions and mortgage
assets. Financial institutions have presented a higher degree of credit risk because of the downturn in the housing and capital
markets.

A credit loss, if material, could have an adverse effect on our financial condition and results of operations. We follow guidelines
established by our Board of Directors and the FHFA on unsecured extensions of credit, whether on- or off-balance sheet, which
limit the amounts and terms of unsecured credit exposure to highly rated counterparties, the U.S. government and other FHLBs.
However, there can be no assurance that these activities will prevent losses due to defaults on these assets.

Advances. The U.S. housing market remains exposed to significant credit risk as the U.S. financial markets stabilize. As a
result, many financial institutions, including our members, remain under financial stress exposing us to greater risk that one or
more of our members may default on their outstanding obligations to us, including the repayment of advances.

To protect against credit risk for advances, we require advances to be collateralized and have policies and procedures in place to
reasonably estimate the value of the collateral. In order to remain fully collateralized, we may require a member to pledge
additional collateral, when deemed necessary. This requirement may adversely affect those members that lack additional assets
to pledge as collateral. If members are unable to secure their obligations, our advance levels could decrease.

If a member defaults on its obligations, or the FDIC, or any other applicable receiver, fails either to promptly repay all of that
failed institution's obligations or to assume the outstanding advances, then we may be required to liquidate the collateral pledged
by the failed institution. The volatility of market prices and interest rates could affect the value of the collateral we hold as
security for the obligations of our members. The proceeds realized from the liquidation of pledged collateral may not be sufficient
to fully satisfy the amount of the failed institution's obligations or the operational cost of liquidating the collateral. Default by a
member with significant outstanding obligations to us could adversely affect our results of operations and financial condition.
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As we continue to work toward building a stronger cooperative and increasing advances by adding new members, we are
actively focusing on institutions that have not traditionally been a large part of our membership, such as insurance companies,
community development financial institutions, and housing associates. As we increase our membership to include more non-
federally insured members, we face uncertainties surrounding the possible resolution of those members, in part due to our lack
of experience in dealing with their regulators and any receivers and other liquidators that may be involved in the resolution of
these members. Although we will closely monitor our credit and collateral agreement processes for this segment of members,
we may experience credit losses and our business may be adversely affected if we are unable to sufficiently collateralize our risk
exposures in the event of potential default by or resolution of these members.

Derivatives Counterparties. Our hedging strategies are highly dependent on our ability to enter into derivative instrument
transactions with counterparties on acceptable terms to reduce interest-rate risk and funding costs. If a counterparty defaults on
payments due to us, we may need to enter into a replacement derivative contract with a different counterparty at a higher cost or
we may be unable to obtain a replacement contract. We may also be exposed to collateral losses to the extent that we have
pledged collateral and the value of the pledged collateral changes.

The insolvency of one of our largest derivatives counterparties combined with an adverse change in the market before we are
able to transfer or replace the contracts could adversely affect our financial condition and results of operations. Further, to the
extent that we have pledged collateral under the requirements of the derivative contract and the fair market value of the collateral
increases above the value of the derivatives contract, we may experience delays in having our collateral returned or could
experience losses if the counterparty fails to return the collateral.

If we experience further disruptions in the credit markets, it may increase the likelihood that one of our derivatives counterparties
fails to meet their obligations to us. In addition, the recent volatility of market prices could adversely affect the value of the
collateral we hold as security for the obligations of these counterparties. See Derivative Counterparties on page 77 for a
description of derivatives credit exposure.

Rating agencies may from time to time change our rating or issue negative reports, which may adversely affect our ability to
enter into derivative transactions with acceptable counterparties on satisfactory terms in the quantities necessary to manage our
interest-rate risk and funding costs. A reduction in our credit rating or of the FHLB System credit rating may also trigger
additional collateral requirements under our derivative contracts. This could negatively affect our financial condition and results
of operations and the value of FHLB membership.

Federal Funds. We invest in Federal Funds sold in order to ensure the availability of funds to meet members' credit and liquidity
needs. Because these investments are unsecured, our credit policies and FHFA regulations restrict these investments to short
term maturities and certain eligible counterparties. If the credit markets experience further disruptions, it may increase the
likelihood that one of our Federal Funds counterparties could experience liquidity or financial constraints that may cause them to
become insolvent or otherwise default on their obligations to us. For further discussion on our Federal Funds investments, see
Unsecured Short-Term Investments Credit Exposure on page 64.

Securities Purchased under Agreements to Resell. \We also invest in securities purchased under agreements to resell in
order to ensure the availability of funds to meet members' liquidity and credit needs. These investments are secured by
marketable securities held by a third-party custodian. If the credit markets experience disruptions, it may increase the likelihood
that one of our counterparties could experience liquidity or financial constraints that may cause them to become insolvent or
otherwise default on their obligations to us. If the collateral pledged to secure those obligations has decreased in value, we may
suffer a loss. See the table in Investments on page 66 for a summary of counterparty credit ratings for these investments.

The MPF Loans that we hold on our balance sheet and MPF Xtra loans that we sell to Fannie Mae have different risks
than those related to our traditional advances products, which could adversely impact our results of operations.

The MPF Program, as compared to our advances products, is more susceptible to credit losses. In recent years, as a result of
the weak U.S. housing market, we experienced higher delinquency rates, default rates, and average loan loss severity
contributing to increased credit losses on our MPF Loan portfolio. Although the U.S. housing market improved during 2013, it
remains fragile and susceptible to delinquency as a result of high unemployment rates. We decreased our allowance for credit
losses from $42 million at the previous year-end to $29 million at year-end 2013 consistent with the general positive trends in the
housing markets and smaller portfolio of MPF Loans held on our balance sheet. However, to the extent that economic conditions
weaken and regional or national home prices decline, we could experience higher delinquency levels and loss severities on our
MPF Loan portfolio in the future. We are exposed to losses on our MPF Loans through our obligation to absorb losses up to the
FLA and to the extent those losses are not recoverable from PFls from CE Fees. Our FLA exposure as of December 31, 2013 is
$150 million. The next layer of losses after the FLA is allocated to the PFI, or SMI, as applicable, through the CE Amount. If
losses accelerate in the overall mortgage market, we may experience increased losses that are allocated to us through the FLA
or that may otherwise exceed the PFI's CE Amount and Recoverable CE Fees. Further, the PFls may experience credit
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deterioration and default on their credit enhancement obligations, which, to the extent not offset against collateral provided by the
PFls, could cause us to incur additional losses and have an adverse effect on our results of operations.

We are exposed to mortgage repurchase liability in connection with our sale of MPF Loans to Fannie Mae under the MPF Xtra
product. If a loan eligibility requirement or other warranty is breached, Fannie Mae could require us to repurchase the MPF Loan
or provide an indemnity. If the PFI from which we purchased an ineligible MPF Loan is viable, we can require the PFI to
repurchase that MPF Loan from us or indemnify us for related losses. PFls are also required to repurchase ineligible MPF
Loans we hold in our portfolio. As of December 31, 2013, we had $56 million of repurchase requests and indemnifications
outstanding to PFls related to MPF Xtra loans. Because repurchase requests from Fannie Mae may be made up until full
repayment of a loan rather than when a purported defect is first identified, repurchase requests received as of a particular date
may not reflect total repurchase liability for loans outstanding as of that date. In certain circumstances, Fannie Mae may not
make a repurchase or indemnification request until a loan becomes past due or defaults.

In 2013, we enhanced our quality assurance practices and have increased the number of loans reviewed consistent with industry
practices, including recent changes to Fannie Mae requirements. Because of the increased number of loan files being reviewed,
the number of defects identified may increase, resulting in an increased number of repurchase requests or indemnifications.
However, some repurchase requests may not ultimately require us or the PFI to repurchase the loan because we and the PFI
may be able to resolve the purported defect. Some of our PFIs from whom we may request repurchase or seek indemnification
are highly leveraged and have been adversely affected by recent economic and housing market conditions and disruptions in the
financial and credit markets, which may impact their ability to fulfill their indemnification or repurchase obligations to us. Although
we require members to pledge collateral to secure all credit outstanding, only in certain cases do we require PFls to collateralize
repurchase obligations and indemnifications given their credit condition and size of their repurchase obligation or indemnification.
In the event that a PFI becomes insolvent or otherwise defaults on its repurchase or indemnification obligation to us and we
cannot offset the credit loss amount against collateral provided by the PFI, we could experience losses on MPF Loans.

We also have geographic concentrations of MPF Loans secured by properties in certain states. To the extent that any of these
geographic areas experience significant declines in the local housing markets, declining economic conditions or a natural
disaster, we could experience increased losses. For further information on these concentrations, see Geographic
Concentration on page 76.

For a description of the MPF Program, our obligations with respect to credit losses and the PFI's obligation to provide credit
enhancement and comply with anti-predatory lending laws, see Mortgage Partnership Finance Program on page 7.

Increased delinquency rates, loan modifications, or legal actions could result in additional credit losses on mortgage
loans that back our private-label MBS investments, which could adversely affect the yield on or value of these
investments.

Prior to February 2007, we invested in private-label MBS, which are backed by subprime, prime, and alternative documentation
or Alt-A mortgage loans. We held private-label MBS with a carrying amount of $1.3 billion at December 31, 2013 and recorded
no OTTI charges for 2013. Although we only invested in AAA rated tranches when purchasing these MBS, a majority of these
securities were subsequently downgraded and sustained realized or projected credit losses due to economic conditions and
housing market trends. The depth and duration of these trends continues to affect the market for these private-label MBS,
resulting in relatively lower market prices, even though some improvement in the combined fair value of these MBS has been
experienced. See Investments on page 64 for a description of these securities.

It is not possible to predict the magnitude of additional OTTI charges in the future, because that will depend on many factors,
including economic, unemployment, financial market and housing market conditions and the actual and projected performance of
the loan collateral underlying our MBS. If delinquency and/or loss rates on mortgages increase, and/or there is a decline in
residential real estate values, we could experience reduced yields or further losses on these investment securities. Further,
delayed and prolonged foreclosure processes may result in loss severities beyond current expectations, potentially resulting in
disruption to cash flows from impacted securities and further depression in real estate prices.

Although the overall U.S. housing market showed signs of recovery in 2013, it remains susceptible to loan delinquencies and
loan modifications (including reductions in principal or interest payments) on mortgage loans. If positive trends in the housing
markets and housing prices reverse or are less than projected, there may additional credit losses from other-than-temporary
impairments. For example, slower economic recovery, in either the U.S. as a whole or in specific regions of the country, or
delays in foreclosures could result in higher delinquencies, increasing the risk of credit losses that adversely affect the yield or
value of these securities.

In addition, we have geographic concentrations of private-label MBS secured by mortgage properties that exceed 10% in

California (36%). To the extent that any of these geographic areas experience further declines in the local housing markets or
economic conditions or a natural disaster, we could experience increased losses on these investments.
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Loan modification programs, settlements with the banking regulators, the federal government and the nation's largest mortgages
servicers and states' attorneys generals, as well as future legislative, regulatory or other actions, including amendments to the
bankruptcy laws, that result in the modification of outstanding mortgage loans, may adversely affect the value of our private-label
MBS investments.

In certain circumstances, we rely on other FHLBs to manage credit risk related to our former members and credit
enhancement and servicing obligations of PFls located outside of our district, and if those FHLBs failed to
appropriately manage this credit risk or enforce a PFI's obligations we could experience losses.

In certain circumstances, for example when a member leaves the Bank due to a merger and the acquiring entity is a member of
another FHLB, the other FHLB will hold and manage the former member's collateral covering advances and any other amounts
still outstanding to us. The other FHLB will either subordinate to us all collateral it receives from the member, we may enter into
an inter-creditor agreement, or we may elect to accept an assignment of specific collateral in an amount sufficient to cover our
exposure. If the other FHLB were to inappropriately manage the collateral, we could incur losses in the event that the former
member defaults.

We hold a significant portfolio of participation interests in mortgage loans acquired under the MPF Program from other FHLBs.
PFls located in other FHLB districts provide servicing and credit enhancement for these MPF Loans and we rely on the FHLB
from the district in which the PFl is located to manage the related credit risk and enforce the PFI's obligations. If there were
losses arising from these MPF Loans and the other FHLB were to fail to manage the risk of PFI default or enforce the PFI's
obligations, we could incur losses in the event of a PFI default.

Operational Risks

We rely on quantitative models to manage risk and to make business decisions. Our business could be adversely
affected if those models fail to produce reliable results.

We make significant use of business and financial models to measure and monitor our risk exposures, including interest rate,
prepayment and other market risks, as well as credit risk. We also use models in determining the fair value of financial
instruments when independent price quotations are not available or reliable. The information provided by these models is also
used in making business decisions relating to strategies, initiatives, transactions, and products. Models are inherently imperfect
predictors of actual results because they are based on available data and assumptions about factors such as future loan
demand, prepayment speeds, default rates, severity rates and other factors that may overstate or understate future experience.
When market conditions change rapidly and dramatically, the assumptions used for our models may not keep pace with
changing conditions. Inaccurate data or assumptions in these models are likely to produce unreliable results. For example, the
uncertainty in the housing and mortgage markets increases our exposure to the inherent risks associated with the reliance on
internal models that use key assumptions to project future trends and performance. Although we regularly adjust our internal
models in response to changes in economic conditions and the housing market, the risk remains that our internal models could
produce unreliable results or estimates that vary considerably from actual results.

If these models fail to produce reliable results, we may not make appropriate risk management or business decisions, which
could adversely affect our earnings, liquidity, capital position, and financial condition. Furthermore, any strategies that we
employ to attempt to manage the risks associated with the use of models may not be effective.

Improper disclosure of personal data could result in liability and harm our reputation.

Our operations rely on the secure processing, storage, and transmission of a large volume of personally identifiable information
of mortgage loan borrowers, such as names, residential addresses, social security numbers, credit rating data, and other
consumer financial information. The continued occurrence of high-profile data breaches at other institutions provides evidence
of an external environment increasingly hostile to information security. This environment demands that we continuously improve
our design and coordination of security controls. Despite these efforts, it is possible our security controls over personal data, our
training of employees and vendors on data security, and other practices we follow may not prevent the improper disclosure of
personally identifiable information that we or our vendors store and manage. Improper disclosure of this information could harm
our reputation, lead to legal exposure to borrowers, or subject us to liability under laws that protect personal data, resulting in
increased costs or loss of revenue.
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Failures or interruptions in our information systems and other technology may adversely affect our ability to effectively
conduct and manage our business.

Our business is dependent upon our ability to interface effectively with other FHLBs, members, PFls, and other third parties. Our
products and services require a complex and sophisticated operating environment supported by operating systems, which may
be purchased, custom-developed, or out-sourced. Maintaining the effectiveness and efficiency of the technology used in our
operations is dependent on the continued timely implementation of technology solutions and systems necessary to effectively
manage the Bank and mitigate risk, which may require significant capital expenditures. If we are unable to maintain these
technological capabilities, including retention of key technology personnel, we may not be able to remain competitive and our
business, financial condition, and results of operations may be significantly compromised.

We purchase a significant portion of our data center services, including disaster recovery capabilities, from third party
vendors, and if our vendors fail to adequately perform the contracted services in the manner necessary to meet our
needs, our business, financial condition, and results of operations may be harmed.

We have engaged various vendors to provide us with data center outsourcing services that include hardware, software support
and technology services. Any failure, interruption, or breach in security of these systems, or any disruption of service could
result in failures or interruptions in our ability to conduct business. There is no assurance that if or when such failures do occur,
that they will be adequately addressed by us or the third parties on whom we rely. The occurrence of any failures or interruptions
could have a material adverse effect on our business, financial condition, and results of operations.

The performance of our MPF Loan portfolio depends in part upon third parties and defaults by one or more of these
third parties on its obligations to us could adversely affect our results of operations or financial condition.

Mortgage Servicing. We rely on PFls and third-party servicers to perform mortgage loan servicing activities for our MPF Loan
portfolio. With respect to the MPF Xtra product, we are contractually obligated to Fannie Mae with respect to servicing of the
MPF Loans we sell to them, but our mortgage selling and servicing contract recognizes that our PFls will act as servicers of the
MPF Loans.

Servicing activities include collecting payments from borrowers, paying taxes and insurance on the properties secured by the
MPF Loans, reporting loan delinquencies, loss mitigation and disposition of real estate acquired through foreclosure or deed-in-
lieu of foreclosure. If current housing market trends continue or worsen, the number of delinquent mortgage loans serviced by
PFls and third party servicers could increase. Managing a substantially higher volume of non-performing loans could create
operational difficulties for our servicers. In the event that any of these entities fails to perform its servicing duties, we could
experience a temporary interruption in collecting principal and interest or even credit losses on MPF Loans we hold in our
investment portfolio or incur additional costs associated with obtaining a replacement servicer if the servicer fails to indemnify us
for its breaches. Similarly if any of our servicers become ineligible to continue to perform servicing activities under MPF Program
guidelines, we could incur additional costs to obtain a replacement servicer.

Master Servicing. We act as master servicer for the MPF Program. In this regard, we have engaged a vendor for master
servicing, Wells Fargo Bank N.A., which monitors the PFls' compliance with the MPF Program requirements and issues periodic
reports to us. While we manage MPF Program cash flows, if the vendor should refuse or be unable to provide the necessary
service, we may be required to engage another vendor which could result in delays in reconciling MPF Loan payments to be
made to us or increased expenses to retain a new master servicing vendor.
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Item 1B.Unresolved Staff Comments.
Not applicable.
Item 2. Properties.

As of February 28, 2014, we occupy 95,105 square feet of leased office space at 200 East Randolph Drive, Chicago, lllinois
60601. We also maintain 5,553 square feet of leased space for an off-site back-up facility 15 miles northwest of our main facility,
which is on a separate electrical distribution grid.

Item 3. Legal Proceedings.

On October 15, 2010, the Bank instituted litigation relating to 64 private label MBS bonds purchased by the Bank in an aggregate
original principal amount of $4.29 billion. The litigation was brought in state court in the states of Washington, California and
lllinois. The Washington action has been resolved and was dismissed with prejudice on December 5, 2013. The California
action has been resolved and was dismissed with prejudice on January 27, 2014. The lllinois action, which currently relates to
23 private label MBS bonds with an aggregate original principal amount of $1.73 billion, is proceeding in discovery.

In the lllinois action, the Bank asserts claims for untrue or misleading statements in the sale of securities, signing or circulating
securities documents that contained material misrepresentations, and negligent misrepresentation. The Bank seeks the
remedies of rescission, recovery of damages, and recovery of reasonable attorneys' fees and costs of suit. Defendants in the
lllinois litigation include the following entities and affiliates thereof: American Enterprise Investment Services, Inc.; Ameriprise
Financial Services, Inc.; Barclays Capital Inc.; Credit Suisse Securities (USA) LLC, HSBC Securities (USA) Inc.; Goldman Sachs
& Co., RBS Securities Inc.; Sand Canyon Acceptance Corporation, N.A.; Morgan Stanley & Co., Incorporated; PNC Investments
LLC; and Sequoia Residential Funding, Inc.

The Bank may also be subject to various other legal proceedings arising in the normal course of business. After consultation
with legal counsel, management is not aware of any other proceedings that might have a material effect on the Bank's financial
condition or results of operations.

Item 4. Mine Safety Disclosures.

Not applicable.
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PART I

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters, and Issuer Purchases of Equity
Securities.

Our members and former members (under limited circumstances) own our capital stock, and our members elect our directors.
We conduct our business almost exclusively with our members. There is no established marketplace for our capital stock and
our capital stock is not publicly traded.

We issue only one class of capital stock, Class B stock, consisting of two sub-classes of stock, Class B-1 stock and Class B-2
stock which, under the Bank's capital plan has a par value of $100 per share. As of February 28, 2014, we had 16,542,125
shares of capital stock outstanding, including 46,740 shares of mandatorily redeemable capital stock. At February 28, 2014, we
had 755 stockholders of record. For details on our capital plan, on member withdrawals and other terminations, and related
amounts classified as mandatorily redeemable capital stock, see Note 14 - Capital and Mandatorily Redeemable Capital
Stock to the financial statements.

Information regarding our dividends, including regulatory requirements and restrictions, is set forth in the Retained Earnings &
Dividends section on page 57.

The following table presents, by type of institution, the outstanding capital stock holdings of our members and former members.
The former members have withdrawn from membership or have merged with out-of-district institutions, but continue to hold
capital stock. Our capital stock may be redeemed upon five years' notice from the member to the Bank, subject to applicable
conditions. For a description of our policies and related restrictions regarding capital stock redemptions and repurchases, see
Capital Resources on page 54.

As of December 31,2013 December 31, 2012
Commercial banks $ 1,084 $ 1,145
Thrifts 278 308
Credit unions 114 103
Insurance companies 194 94

Community Development Financial Institutions — —

Total 1,670 1,650

We repurchased excess capital stock from members totaling $357 million during 2013 and $886 million in 2012, as further
discussed in the Repurchase of Excess Capital Stock section on page 56.
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Item 6. Selected Financial Data.

Computation of Ratio of Earnings to Fixed Charges

For the years ended December 31, 2013 2012 2011 2010 2009

Net income (loss) $ 343 $ 375 $ 224 366 $ (65)
Total assessments 33 42 47 132 —
Interest expense * 1,061 1,344 1,707 1,997 2,376

Earnings, as adjusted $ 1,437 $ 1,761 $ 1,978 2495 $ 2,311

Fixed charges:

Interest expense ? 1,061 1,344 1,707 1,997 2,376
Total fixed charges $ 1,061 $ 1,344 $ 1,707 1,997 $ 2,376
Ratio of earnings to fixed charges 1.35 1.31 1.16 1.25 n/a®

b

Excludes interest portion of rental expense which was immaterial for all periods.
Earnings were insufficient to cover fixed charges by $65 million for 2009.
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Selected Financial Data

As of or for the years ended December 31, 2013 2012 2011 2010 2009
Selected statements of condition data
Total investments ® $ 36,402 $ 40,750 $§ 40503 $ 46,239 $ 36,793
Advances 23,489 14,530 15,291 18,901 24,148
MPF Loans held in portfolio, gross 7,724 10,474 14,163 18,327 23,852
Less: allowance for credit losses (29) (42) (45) (33) (14)
Total assets 68,797 69,584 71,255 84,116 88,074
Consolidated obligations -

Discount notes 31,089 31,260 25,404 18,421 22,139

Bonds 31,987 32,569 39,880 57,849 58,225
Total consolidated obligations, net 63,076 63,829 65,284 76,270 80,364
Mandatorily redeemable capital stock 5 6 4 530 466
Capital stock 1,670 1,650 2,402 2,333 2,328
Total retained earnings 2,028 1,691 1,321 1,099 b 708 °
Accumulated other comprehensive income (loss) 67 107 (431) (483) (658)
Total capital 3,765 3,448 3,292 2,949 2,378
Other selected data at period end
MPF Xtra loan volume funded - total system $ 4,671 $ 6,941 $ 2,818 $ 3,411 $ 3,319
MPF Xtra loan volume funded - Chicago PFls 2,214 3,636 1,771 2,548 2,973
MPF Xtra loans outstanding ¢ 13,964 11,348 7,234 5,655 3,247
Regulatory capital to assets ratio ° 5.38% 4.81% 6.35% 5.90% 511 %
Market value of equity to book value of equity 116% 102% 90% 88% 71 %
All FHLBs consolidated obligations outstanding (par) $ 766,837 $ 687902 $ 691,868 $ 796,374 $ 930,617
Number of members 759 762 767 775 792
Total employees (full and part time) 355 329 296 300 329
Total investments as a percent of total assets 53% 59% 57% 55% 42 %
Advances as a percent of total assets 34% 21% 21% 22% 27 %
MPF Loans as a percent of total assets 11% 15% 20% 22% 27 %
Selected statements of income data
Net interest income before provision for credit losses $ 450 $ 572  $ 537 $ 777 % 580
Provision for (reversal of) credit losses (2) 9 19 21 10
OTTI (loss), credit portion — (15) (68) (163) (437)
Other non-interest gain (loss) excluding OTTI (1) (20) 5 36 (70)
Non-interest expense 75 111 184 131 128
Net income (loss) 343 375 224 366 (65)
Cash dividends 6 5 2 — —
Selected annualized ratios and data
Return on average assets 0.53% 0.54% 0.28% 0.41% (0.07)%
Return on average equity 9.69% 12.90% 7.22% 14.00% (3.24)%
Average equity to average assets 5.48% 4.19% 3.93% 2.95% 2.23 %
Non-interest expense to average assets 0.16% 0.16% 0.17% 0.15% 0.14 %
Net yield on average interest-earning assets 0.71% 0.84% 0.69% 0.89% 0.65 %
Return on average Regulatory Capital spread to three
month LIBOR index 9.74% 11.67% 5.14% 9.58% (2.49)%
Dividend payout ratio 1.75% 1.32% 1.04% —% — %

Total investments includes investment securities, Federal Funds sold, and securities purchased under agreements to resell.
Effective July 1, 2010, we selected and applied the fair value option to certain government agency held-to-maturity MBS pursuant to a new

FASB issuance. We recorded a cumulative effect adjustment increasing beginning July 1, 2010 retained earnings by $25 million.

losses we previously recorded against earnings pursuant to a new FASB issuance governing OTTI accounting.

loans are purchased from PFls and concurrently resold to Fannie Mae.

ratio. See Note 14 - Capital and Mandatorily Redeemable Capital Stock to the financial statements.

MPF Xtra loans are in our held for sale portfolio on our statements of condition, but have a carrying amount of zero since these mortgage

December 31, 2011, non-interest expense included an additional $50 million charge for AHP. In April of 2013, we reversed this $50 million

charge after we received approval from the FHFA and our Board of Directors to implement the Community First Fund. See Note 12 -
Assessments to the financial statements.
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations.

Forward-Looking Information

Statements contained in this report, including statements describing the objectives, projections, estimates, or future predictions
of management, may be “forward-looking statements.” These statements may use forward-looking terminology, such as
“anticipates,” “believes,” “expects,” “could,” “estimates,” “may,” “should,” “will,” their negatives, or other variations of these
terms. We caution that, by their nature, forward-looking statements involve risks and uncertainties related to our operations and
business environment, all of which are difficult to predict and many of which are beyond our control. These risks and
uncertainties could cause actual results to differ materially from those expressed or implied in these forward-looking statements
and could affect the extent to which a particular objective, projection, estimate, or prediction is realized. As a result, undue
reliance should not be placed on such statements.

These forward-looking statements involve risks and uncertainties including, but not limited to, the following:
* the effect of the resolution by our Board of Directors impacting the level of our dividends and retained earnings;

* changes in the demand by our members for advances, including the impact of the availability of other sources of
funding for our members, such as deposits;

* limits on our investments in long-term assets;

* the impact of new business strategies, including our ability to develop and implement business strategies focused on
maintaining net interest income; the impact of our efforts to simplify our balance sheet on our market risk profile and
future hedging costs; our ability to successfully transition to a new business model, implement business process
improvements and scale our size to our members' borrowing needs; the extent to which our members use our advances
as part of their core financing rather than just as a back-up source of liquidity;

* the extent to which amendments to our capital plan, including our ability to reduce capital stock requirements for certain
future advance borrowings, and our ability to continue to pay enhanced dividends on our activity-based stock, impact
borrowing by our members;

* our ability to meet required conditions to repurchase and redeem capital stock from our members (including maintaining
compliance with our minimum regulatory capital requirements and determining that our financial condition is sound
enough to support such repurchases), and the amount and timing of such repurchases or redemptions;

* general economic and market conditions, including the timing and volume of market activity, inflation/deflation,
unemployment rates, housing prices, the condition of the mortgage and housing markets, increased delinquencies and/
or loss rates on mortgages, prolonged or delayed foreclosure processes, and the effects on, among other things,
mortgage-backed securities; volatility resulting from the effects of, and changes in, various monetary or fiscal policies
and regulations, such as those determined by the Federal Reserve Board and Federal Deposit Insurance Corporation;
impacts from various measures to stimulate the economy and help borrowers refinance home mortgages and student
loans; disruptions in the credit and debt markets and the effect on future funding costs, sources, and availability;

*  volatility of market prices, rates, and indices, or other factors, such as natural disasters, that could affect the value of
our investments or collateral; changes in the value or liquidity of collateral securing advances to our members;

* changes in the value of and risks associated with our investments in mortgage loans, mortgage-backed securities, and
FFELP ABS and the related credit enhancement protections;

* changes in our ability or intent to hold mortgage-backed securities to maturity;
* changes in mortgage interest rates and prepayment speeds on mortgage assets;

* membership changes, including the withdrawal of members due to restrictions on our dividends or the loss of members
through mergers and consolidations; changes in the financial health of our members, including the resolution of some
members; risks related to expanding our membership to include more institutions with regulators and resolution
processes with which we have less experience;

* changes in investor demand for consolidated obligations and/or the terms of interest rate derivatives and similar
agreements, including changes in the relative attractiveness of consolidated obligations as compared to other
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investment opportunities; changes in our cost of funds due to Congressional deliberations on the overall U.S. debt
burden, including concerns over U.S. fiscal policy and the statutory debt limit, and any related rating agency actions
impacting FHLB consolidated obligations;

* political events, including legislative, regulatory, judicial, or other developments that affect us, our members, our
counterparties and/or investors in consolidated obligations, including, among other things, the Dodd-Frank Wall Street
Reform and Consumer Protection Act (Dodd-Frank Act) and related regulations and proposals and legislation related to
housing finance and GSE reform; changes by our regulator and changes in the FHLB Act or applicable regulations as a
result of the Housing and Economic Recovery Act of 2008 (Housing Act) or as may otherwise be issued by our
regulator; the potential designation of us as a nonbank financial company for supervision by the Federal Reserve;

* the ability of each of the other FHLBs to repay the principal and interest on consolidated obligations for which it is the
primary obligor and with respect to which we have joint and several liability;

» the pace of technological change and our ability to develop and support technology and information systems; our ability
to attract and retain skilled employees;

* the impact of new accounting standards and the application of accounting rules, including the impact of regulatory
guidance on our application of such standards and rules;

» the volatility of reported results due to changes in the fair value of certain assets and liabilities; and
* our ability to identify, manage, mitigate, and/or remedy internal control weaknesses and other operational risks.
For a more detailed discussion of the risk factors applicable to us, see Risk Factors on page 19.

These forward-looking statements are representative only as of the date they are made, and we undertake no obligation to
update any forward-looking statement as a result of new information, future events, changed circumstances, or any other reason.
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Executive Summary

2013 Financial Highlights

*  We recorded net income of $343 million for 2013, lower than the $375 million earned in 2012. We attribute the decrease
primarily to declines in advance prepayment fees and interest income on our declining MPF Loan and investment portfolios
during 2013, which was partially offset by settlements in the amount of $99 million in connection with our private-label MBS
litigation.

*  We repurchased and extinguished certain higher-cost debt, funded in part using our private-label MBS settlement income,
which resulted in a loss of approximately $118 million in other non-interest gain (loss) during 2013. We expect these debt
extinguishments to reduce future interest expense.

*  We took steps to position the Bank to absorb mild rate increases and market volatility throughout 2013; as a result, our
derivatives and hedging activities gain was $12 million in 2013, up from the loss of $1 million in 2012.

*  We did not have any other-than-temporary impairment (OTTI) charges on our private-label MBS portfolio in 2013, compared
to $15 million in OTTI charges in 2012.

*  Non-interest expenses decreased in 2013, primarily due to the reversal of a previous charge of $50 million relative to our
Community First Fund. In 2013, non-interest expenses were $75 million compared to $111 million for 2012.

»  Advances outstanding at year-end 2013 were $23.5 billion, 62% higher than the previous year-end level of $14.5 billion.

*  MPF Loans held in portfolio declined $2.7 billion in 2013 to $7.7 billion. These reductions are a direct result of our 2008
decision not to add MPF Loans to our balance sheet. In addition, the mortgage market is shifting from a refinance to
purchase market. MPF Xtra loan volume decreased from $6.9 billion for the program overall during 2012 to $4.7 billion
during 2013. MPF Xtra loan volume for our PFls was $3.6 billion in 2012 and $2.2 billion in 2013, representing nearly half of
all MPF Xtra loan volume during this time.

»  Total investment securities decreased 8% to $31.4 billion in 2013, reflecting our current investment restriction which limits
our ability to acquire longer-term investments.

» Total assets were $68.8 billion at year end, a decrease of $787 million (or 1%) compared to 2012, as advance growth
helped offset the declines in investment securities and MPF Loans.

* As aresult of our strong net income, our retained earnings grew $337 million (net income of $343 million less $6 million of
dividends) to more than $2 billion. Our strong earnings over the past several years have substantially increased our
retained earnings and allowed us to introduce the new initiatives described below.

*  We awarded $30 million through our competitive Affordable Housing Program (AHP) to help finance 104 affordable housing
projects (4,816 affordable housing units) located primarily in lllinois and Wisconsin. This is nearly double the number of
projects that received an AHP award the previous year. Based on 2013 earnings, the Bank’s 2014 annual AHP contribution
is $21 million for competitive AHP and $11 million for our Downpayment Plus® Program.

*  We remain in compliance with all of our regulatory capital requirements.

Summary and Outlook

Using Retained Earnings to Benefit Members’ Business

In 2013, our retained earnings grew to more than $2 billion. This first enabled the completion of our stock repurchase program
and the normalization of stock repurchases for all of our members. Then, our growing financial strength allowed us to offer the
Reduced Capitalization Advance Program (RCAP) during the fourth quarter of 2013 to lower the cost of borrowing by providing
term advances at a reduced capital stock requirement. Fifty-six members borrowed $9.5 billion in advances through the RCAP.
Of these 56 members, 46 are community lenders.

We also began a program to pay a higher dividend for our Class B1 activity-based stock, yet another way of rewarding members
that use the Bank for advances. We continued to pay a dividend rate on Class B2 membership stock that is consistent with a
money-market rate.

Subject to our performance in the future, we plan to continue to build retained earnings so that we can support members’ short-
term financing needs in all economic scenarios and maintain the liquidity of members’ capital stock investment in the Bank. And,
as demonstrated through RCAP, we plan to continue offering ways to provide members with greater leverage to borrow from the
Bank.
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2013 Key Achievements

In addition to using our retained earnings to provide members with long-term benefits, we introduced or completed several other
member-focused initiatives in 2013. For example:

*  We actively promoted letters of credit (LOCs) to our members and to municipalities that deposit funds with our
members. As a result, letters of credit usage continued to grow as members freed up securities and improved their
overall liquidity. Eighty-three members executed new LOCs in 2013, bringing the total number of members with LOCs
outstanding in 2013 to 114.

*  We expanded collateral eligibility, which allowed members to increase their existing borrowing capacity as well as
increase total collateral value year-over-year by 35%, or $15.3 billion. Total collateral value in excess of the amount
required to secure members’ outstanding obligations to the Bank has increased year-over-year by 22%, or $6.1 billion,
which gives members more capacity to execute advances and letters of credit in the future.

*  We completed the rollout of eBanking; members are now initiating wire transfers and taking down advances
electronically. In fact, we completed our first advance in excess of $100 million through eBanking in September.

*  We continued to invest in the improvement of our current MPF Program infrastructure while also evaluating and
beginning to build the infrastructure for additional MPF products.

»  Several FHLBs joined or rejoined the MPF Program, including Dallas, Seattle, and San Francisco. We now support
eight other FHLBs through the MPF Program.

*  We prepared for the rollout of the Community First Fund, an innovative credit facility designed to support affordable
housing and economic development in our two-state district.

*  We hosted several hundred members at a variety of Bank-sponsored conferences in 2013, including a number of new
events: a business technology conference; a conference for members that wanted to learn more about selling into the
secondary mortgage market; and seven collateral workshops across the 7\" District.

Goals for 2014

We continue to position the Bank to achieve our two strategic goals:

*  Building the member-focused Bank, which involves focusing all areas of the Federal Home Loan Bank of Chicago to
conduct a meaningful dialogue with our members about their business and to innovate and deliver excellent products
and services to them.

*  Building the MPF Program platform, which is rapidly becoming accepted by most of the other FHLBs as the mortgage
aggregation platform for the FHLB System. The platform will serve members of the FHLB System by providing
community lenders across the U.S. with access to the secondary mortgage market and a growing array of outlets for
the loans they originate.
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Results of Operations

Net Interest Income

Net interest income is the difference between interest income that we receive on our interest earning assets and the interest
expense we pay on interest bearing liabilities after accounting for the following in accordance with GAAP:

* Netinterest paid or received on interest rate swaps that are accounted for as fair value or cash flow hedges;

*  Amortization of premiums;

¢ Accretion of discounts;

*  Amortization of hedge adjustments;

*  Advance prepayment fees; and

*  MPF credit enhancement fees.
Net interest income is also impacted by fair value and cash flow hedging activity. The low interest rate environment results in
negative net interest settlements attributable to open derivative hedges and the amortization of hedge adjustments of closed

derivative hedges also reduces net interest income. For further details see the tables of Trading Securities, Derivatives and
Hedging Activities, and Instruments Held Under Fair Value Option on page 43.

The following tables present the increase or decrease in interest income and expense before the provision for credit losses due
to volume or rate variances. Any change due to the combined volume/rate variance has been allocated ratably to volume and
rate. The calculation of these components includes the following considerations:

»  Average daily balances are computed using historical amortized cost balances except for items carried under the fair
value option which include changes in fair value.

*  MPF Loans held in portfolio that are on nonaccrual status are included in average daily balances used to determine the
effective yield/rate. Interest income on MPF Loans includes amortization as detailed in MPF Loans Held in Portfolio,
net on page 48.

* Interest and effective yield/rate includes all components of net interest income as discussed above. Yields/rates are
calculated on an annualized basis.
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2013 compared to 2012

2013 2012 Increase (decrease) due to
For the years ended Average Total Yield/  Average Total Yield/ Net
December 31, Balance Interest Rate Balance Interest Rate = Volume Rate Change
Federal Funds sold,
securities purchased under
agreements to resell and/or
deposit income $ 9,542 $ 9 0.09% $ 6,377 $ 10 0.16% $ 5 $ (6) $ (1)
Investment securities 29,724 928 3.12% 35,356 1,119 3.16% (178) (13) (191)
Advances 15,195 175 1.15% 14,396 241 1.67% 13 (79) (66)
MPF Loans held in portfolio 8,775 399 4.55% 12,002 546  4.55% (147) — (147)

Total Interest Income on

Assets

63,236 1,511 2.39% 68,131 1,916  2.81%  (307)  (98) (405)

Consolidated obligation
discount notes 23,820 288 1.21% 26,656 307 1.15% (33) 14 (19)

Consolidated obligation

bonds 35,276 716 2.03% 37,329 980 2.63% (54) (210) (264)
Subordinated notes 994 57 5.73% 1,000 57 5.70% — — —
Total Interest Expense on

Liabilities 60,090 1,061 1.77% 64,985 1,344  2.07% (87) (196) (283)
Net yield on interest-

earning assets $ 63,236 $ 450 0.71% $ 68,131 $§ 572 0.84% $ (220) $ 98 $ (122)

Net interest income changed mainly due to the following:

Investment income declined primarily due to the decline in average investment balances as securities matured or paid
down. We continue to operate under an FHFA required Board resolution to obtain FHFA approval for any new
investments that have a term to maturity in excess of 270 days until such time as our MBS portfolio is less than three
times our total regulatory capital and our advances represent more than 50% of our total assets. For further discussion,
see Investments on page 11. We expect our investment portfolio to continue to decline over time as a result of this
limitation.

Interest income from advances decreased primarily due to the decline in average yield on advances, largely due to a
decline in advance prepayment fees in 2013 as detailed in Note 4 - Interest Income and Interest Expense to the
financial statements. Throughout 2012, we recognized higher prepayment fee income as many members elected to
restructure their outstanding advances to take advantage of the extended low interest rate environment. The majority
of these restructured advances were treated as new advances for accounting purposes and therefore, the related
prepayment fees were recognized as income in the period of termination.

Interest income from MPF Loans continued to decline as expected due to the decreased volume of MPF Loans
outstanding, a result of not adding MPF Loans to our balance sheet. Although market mortgage rates began to climb
slightly in 2013, we did not experience an increased yield on our MPF Loan portfolio as we are not adding a material
amount of new loans to the portfolio at this time. This rate increase may slow the rate of prepayments in our MPF Loan
portfolio.

Interest expense on our consolidated obligations decreased primarily as higher coupon bonds matured, debt was

retired, and as the overall level of debt outstanding declined. During 2013 as higher cost consolidated obligation bonds
continued to mature, we were able to replace them with newly issued debt at lower rates.
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2012 compared to 2011
Increase (decrease) in net
2012 2011 interest due to

For the years ended Average Total Yield/  Average Total Yield/ Net
December 31, Balance Interest Rate Balance Interest Rate Volume Rate Change
Federal Funds sold, securities
purchased under agreements
to resell and/or deposit
income $ 6,377 $ 10 0.16% $ 7,349 § 8 011% $ 1M $ 3 § 2
Investments 35,356 1,119 3.16% 38,715 1,240 3.20% (107) (14) (121)
Advances 14,396 241 1.67% 15,925 259  1.63% (25) 7 (18)
MPF Loans held in portfolio 12,002 546  4.55% 15,778 737 4.67% (176) (15) (191)
Total Interest Income on
Assets 68,131 1,916 2.81% 77,767 2,244  2.89% (309) (19) (328)
Securities sold under
agreements to repurchase — — —% 1,172 17 1.45% (17) — (17)
Consolidated obligation
discount notes 26,656 307 1.15% 21,061 357 1.70% 95 (145) (50)
Consolidated obligation bonds

37,329 980 2.63% 50,739 1,276  2.51% (337) 4 (296)
Subordinated notes 1,000 57 5.70% 1,000 57 5.70% — — —
Total Interest Expense on
Liabilities 64,985 1,344 2.07% 73,972 1,707 2.31% (259) (104) (363)
Net yield on interest-earning
assets $ 68131 $ 572 0.84% $ 77,767 $ 537 069% $ (50) $ 85 $ 35

Net interest income changed mainly due to the following:

The decline in interest income was more than offset by the reduction in interest expense on our consolidated
obligations. We funded more of our balance sheet with consolidated obligation discount notes issued at lower interest
rates relative to prior periods. Further, higher priced debt matured and was replaced with funding at lower interest
rates.

* Investment income declined primarily due to the decline in average investment balances as securities matured or paid
down.

Interest income from advances decreased primarily due to the decline in average outstanding balances as members
either prepaid their advance balances or elected not to renew advances that matured during this time. The increased
yield on advances partially offset this decline primarily as a result of higher advance prepayment fees of $65 million,
net, compared to $23 million a year prior. Members elected to restructure their outstanding advances with us to take
advantage of the extended low interest rate environment in 2012. The majority of these restructurings were treated as
new advances for accounting purposes and the related prepayment fees were recognized as income in the period of
termination.

MPF Loans outstanding continue to decrease as a result of our not adding MPF Loans to our balance sheet. Yields on
MPF Loans declined slightly as the higher yield loans in our portfolio are experiencing a higher prepayment rate relative
to lower yielding loans. The speed of prepayments on a percentage basis increased in 2012 compared to 2011 as the
mortgage market's interest rates declined and the housing market improved, making it more advantageous for
borrowers to refinance or sell their properties. When an MPF Loan prepays, any remaining closed basis adjustment
related to that loan is immediately recognized and this may cause volatility in interest income as mortgage prepayment
activity fluctuates as interest rates rise or fall.
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Non-Interest Gain (Loss)

For the years ended December 31, 2013 2012 2011

Net other-than-temporary impairment (OTTI) charges, credit portion — (15) (68)
Trading securities (13) (43) (61)
Derivatives and hedging activities 12 1) 70
Instruments held under fair value option — 2 (12)
Early extinguishment of debt (118) — (20)
Litigation settlement awards 99 — 15
Other, net 19 22 13
Total non-interest gain (loss) (1) (35) (63)

OTTI impairment charges, credit portion

As the economic conditions, and thus the significant inputs used to value our securities stabilized, we did not record additional
OTTlin 2013. As we actively monitor the credit quality of our MBS, it is not possible to predict whether we will have additional
OTTI charges in the future. Future charges will depend on many factors including economic, financial market, and housing
market conditions; and the actual and projected performance of the loan collateral underlying our MBS. If delinquency and/or
loss rates on mortgages loans increase, and/or there is a further decline in residential real estate values, we could experience
additional losses on these investment securities. See Critical Accounting Estimates on page 62 for a discussion on the
sensitivity of OTTI to significant inputs based on an adverse case scenario.

Early extinguishment of debt

We repurchased and extinguished certain higher-cost debt, funded in part using our litigation settlement awards, which resulted
in a loss of $118 million in 2013. We expect these debt extinguishments to reduce future interest expense.

Litigation settlement awards

On October 15, 2010, we instituted litigation relating to 64 private label MBS bonds we purchased in an aggregate original
principal amount of $4.29 billion. We reached settlements in connection with a number of these defendants during 2013, and we

continue to pursue litigation related to these matters. We cannot predict to what extent we will succeed in reaching settlements
on this remaining litigation. See Item 3. Legal Proceedings on page 31 for further details.
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Trading Securities, Derivatives and Hedging Activities, and Instruments Held Under Fair Value Option

Most of our total net effect losses from hedging activities were recorded as components of net interest income. This was
primarily due to the low interest rate environment resulting in negative net interest settlements on derivative contracts in active
hedge accounting relationships. Net interest income was also reduced by the amortization of negative hedge adjustments from
previously active hedge relationships. Impacts of these items are detailed in the following table.

MPF Discount
Advances Investments Loans Notes Bonds  Total

Year ended December 31, 2013

Amortization/accretion of fair value hedges $ 5 $ — $ (32) — $ (23) $ (50)
Amortization/accretion of cash flow hedges 12 — — (3) (2) 7
Net interest settlements fair value hedges (68) (139) — — 224 17
Net interest settlements cash flow hedges — — — (262) — (262)
Total recorded net interest income (51) (139) (32) (265) 199 (288)
Fair value hedges 10 9 — — (6) 13
Cash flow hedges — — — 6 (2) 4
Economic hedges — — (5) — — (5)
Total recorded derivatives & hedging activities 10 9 (5) 6 (8) 12
Amounts recorded in non-interest gain (loss)

Trading securities - hedged — (5) — — — (5)
Total net effect gain (loss) of hedging activities $ (41) $ (135) $ (37) (259) $ 191 $ (281)
Year ended December 31, 2012 - -
Amortization/accretion of hedging activities $ (10) $ — 3 (50) 9 $ (32) $ (101)
Net interest settlements ® (83) (132) (2) (268) 151 (334)
Total recorded net interest income (93) (132) (52) (277) 119 (435)
Fair value hedges 10 — 1 — (11) —
Cash flow hedges — — — 3 — 3
Economic hedges — — (19) 6 9 (4)
Total recorded derivatives & hedging activities 10 — (18) 9 (2) (1)
Amounts recorded in non-interest gain (loss)

Trading securities - hedged — (39) — — — (39)
Instruments held under fair value option — — — 2 — 2
Total net effect gain (loss) of hedging activities $ (83) $ 171) $ (70) (266) $ 117 $ (473)
Year ended December 31, 2011 - -
Amortization/accretion of hedging activities (20) — (51) (18) (45) (134)
Net interest settlements ® (142) (137) (8) (312) 295 (304)
Total recorded net interest income (162) (137) (59) (330) 250 (438)
Fair value hedges 9 (14) (5) — (9) (19)
Cash flow hedges 37 ° — — 4 — 41
Economic hedges (1) (4) 17 1 35 48
Total recorded derivatives & hedging activities 45 (18) 12 5 26 70

Amounts recorded in non-interest gain (loss)

Trading securities - hedged — (50) — — — (50)

Instruments held under fair value option — — — — (12) (12)
Total net effect gain (loss) of hedging activities (117) (205) (47) (325) 264 (430)

Represents interest income or expense on derivatives included in net interest income of the hedged item.
The gains on derivatives and hedging activities related to advance cash flow hedging were due to the immediate recognition of previously
deferred hedge adjustments as certain advances were prepaid during the period.

a
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Non-Interest Expense

For the years ended December 31, 2013 2012 2011

Compensation and benefits 62 54 59
Other operating expenses 41 37 35
Federal Housing Finance Agency 4 7 11
Office of Finance 3 4 4
Other community investment (50) — 50
Litigation settlement legal expense 19 — 2
Other (4) 9 23
Total non-interest expense 75 111 184

The approvals for our Community First Fund resulted in our recognizing $50 million of additional earnings in 2013, which
represents the reversal of the $50 million charge previously recognized in 2011. This reversal was recognized through non-
interest expenses, the same account where the original charge was recorded.

Compensation and benefits increased in 2013 as compared to prior years due to increased incentive compensation accruals as
we continue to make progress on several Board of Directors-approved incentive compensation targets. We recorded no pension
expense in compensation and benefits for 2013 or 2012, a result of the enactment in 2012 of the Moving Ahead for Progress in
the 21st Century Act (MAP-21), which contained provisions that stabilized the interest rates used to calculate required pension
contributions. We recorded $7 million in pension expense in 2011. Although we were not required under MAP-21 to make
pension contributions, we continued to do so as discussed in Note 16 - Employee Retirement Plans to the financial
statements. We anticipate that our overfunded status may remain beyond 2013 for a period before we begin to incur pension
expense again.

The majority of the improvement in Other non-interest expense was caused by the increase in the gains on sale of our REO
recognized as housing prices improved throughout most geographical areas.

In 2013 we settled a portion of our outstanding litigation claims related to our private label MBS. Our legal expenses were
contingent on a successful outcome and are recorded as litigation settlement legal expense above. We recorded litigation
settlement income gross of these expenses in Non-Interest Gain (Loss) on page 42.

Assessments

Effective with our expense recorded in the second quarter of 2011, we satisfied the outstanding obligation to the Resolution
Funding Corporation (REFCORP) as discussed in Note 12 - Assessments to the financial statements. We continue to fund the
Affordable Housing Program (AHP) program at a calculated rate of 10% percent of income before assessments. Since the 10%
AHP rate was previously calculated after the assessment for REFCORP which is no longer being assessed, the effective rate
assessed to AHP was slightly lower than 10% in 2011.

In addition, in 2013, we received approval from the FHFA and our Board of Directors to implement the Community First Fund.
As a result, we reversed the $50 million charge (originally recognized in 2011) through "Non-interest expense - Other community
investment” in our statements of income. Since we already have paid our AHP assessment attributable to the $50 million charge
in 2011, our AHP assessment for 2013 will be calculated on 10% of our current year's net earnings before assessments less the
$50 million reversal.
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Other Comprehensive Income

For the years ended December 31, 2013 2012 2011
Other comprehensive income (loss)-

Net unrealized gain (loss) on available-for-sale securities (524) 463 365
Total non-credit OTTI on available-for-sale securities 8 18 8
Net unrealized gain (loss) on held-to-maturity securities transferred from available-for-sale

securities 2 2 3
Total non-credit OTTI on held-to-maturity securities 61 85 164
Total net unrealized gain (loss) on cash flow hedges 413 (29) (488)
Post retirement plans - reclassification to net income — (1) —
Other comprehensive income (loss) (40) 538 52

Net unrealized gain (loss) on available-for-sale securities

The unrealized losses in 2013 were the result of an increase in market interest rates during the year compared to 2012 and
2011, at which time rates were still falling.

We still have substantial unrealized gains on our AFS securities portfolio in Accumulated Other Comprehensive Income (AOCI).
These unrealized gains will only be realized into net income if we sell our AFS securities. See Note 15 - Accumulated Other
Comprehensive Income (Loss) to the financial statements for further detail.

Total non-credit OTTI on held-to-maturity securities

Over the past three years we have accreted back into the amortized cost of the held-to-maturity securities the previously
incurred non-credit portion of other-than-temporary impairment losses. As these securities approach maturity, we expect these
unrealized losses to continue to reverse as principal and interest from the securities are received over time, barring any further
credit-related impairment. See Note 15 - Accumulated Other Comprehensive Income (Loss) to the financial statements for
further detail.

Total net unrealized gain (loss) on cash flow hedges
Due to the upward trend in interest rates during 2013, we experienced a decline in unrealized losses on our discount note cash

flow hedge strategy. As of December 31, 2013, we still have a substantial unrealized loss position in AOCI related to these cash
flow hedges. See Note 15 - Accumulated Other Comprehensive Income (Loss) to the financial statements for further detail.
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Statements of Condition

As of December 31, 2013 December 31, 2012

Cash and due from banks $ 971  §$ 3,564
Federal Funds sold and securities purchased under agreements to resell 5,050 6,500
Investment securities 31,352 34,250
Advances 23,489 14,530
MPF Loans held in portfolio, net 7,695 10,432
Other 240 308
Total assets $ 68,797 $ 69,584
Consolidated obligation discount notes $ 31,089 $ 31,260
Consolidated obligation bonds 31,987 32,569
Subordinated notes 944 1,000
Other 1,012 1,307
Total liabilities 65,032 66,136
Capital stock 1,670 1,650
Total retained earnings 2,028 1,691
Accumulated other comprehensive income (loss) 67 107
Total capital 3,765 3,448
Total liabilities and capital $ 68,797 $ 69,584

Cash and due from banks, and Federal Funds sold and securities purchased under agreements to resell

Amounts held in cash and due from banks, Federal Funds sold and securities purchased under agreements to resell will vary
each day based on the following:

* Interest rate spreads between Federal Funds sold and securities purchased under agreements to resell and our debt;
*  Liquidity requirements;

. Counterparties available; and

*  Collateral availability on securities purchased under agreements to resell.

We would consider increasing our cash liquidity position in the event that potential short-term funding challenges are posed by
the political and economic climate. However, this was not necessary at the end of 2013.

Overnight rates for Federal Funds sold and securities purchased under agreements to resell have remained low. In addition, as
a result of the European debt crisis we have reduced our exposure to unsecured counterparties in certain countries; see
Unsecured Short-Term Investments Credit Exposure on page 64 for further details.

Investment securities

Investment securities continued to decline as securities matured or paid down and the proceeds were primarily used to pay
down our consolidated obligations and to redeem a portion of our excess capital stock. In addition, a majority of our investment
securities are classified as available-for-sale. As market rates have climbed this year, the value of the portfolio decreased and
we incurred a reduction in unrealized gains on this portfolio, as previously discussed in Other Comprehensive Income on page
45.

We continue to operate under an FHFA required Board resolution to obtain FHFA approval for any new investments that have a
term to maturity in excess of 270 days until such time as our MBS portfolio is less than three times our total regulatory capital
and our advances represent more than 50% of our total assets. At December 31, 2013, our MBS portfolio was 5.20 times our
total regulatory capital and our advances represented 34% of our total assets. For further discussion, see Investments on page
11. We expect our investment portfolio to continue to decline over time as a result of this limitation.
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Advances

Member demand for advances increased during 2013. During the year, we enhanced our member collateral capacity and
improved technological member borrowing tools. In addition, we offered a Reduced Capitalization Advance Program (RCAP)
during the fourth quarter of 2013 to lower the cost of borrowing by providing term advances at a reduced capital stock
requirement. Fifty-six members borrowed $9.5 billion in advances through the RCAP, with a significant amount of these
advances borrowed by a small number of members. Of these 56 members, 46 are community lenders. We also entered into a
minimum funding commitment with a member that significantly contributed to the increase in advances. While our advances
increased significantly during 2013, we do not anticipate that our advances will continue to increase at such a rapid rate, and it is
possible that our advances may decrease to the extent our members elect to utilize alternative funding resources. See Note 14 -
Capital and Mandatorily Redeemable Capital Stock to the financial statements for further details on RCAP.

The following table sets forth the current period par amount of advances outstanding for the borrowers with the five largest

advance balances:

As of

December 31, 2013

One Mortgage Partners Corp. °
Associated Bank, N.A.

BMO Harris Bank, N.A.

State Farm Bank, F.S.B.

The Northern Trust Company
All other borrowers

Total par value

a

$ 4,100 18%
2,700 12%

2,375 10%

2,350 10%

1,635 7%

10,265 43%

$ 23,425 100%

One Mortgage Partners Corp. is a subsidiary of JPMorgan Chase & Co.

The following table presents outstanding advances by type of institution. Former members may withdraw from membership or
merge with out-of-district institutions but continue to hold advances.

As of

December 31, 2013

December 31, 2012

Members

Commercial banks

Thrifts

Credit unions

Insurance companies

Community Development Financial Institutions
Members total

Former members and Housing Associates
Total at par

Hedging and fair value option adjustments
Balance on the statements of condition

$ 13,119 $ 9,634
3,669 3,312

446 353

6,128 967

2 1

23,364 14,267

61 73

23,425 14,340

64 190

$ 23,489 § 14,530
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MPF Loans Held in Portfolio, net

MPF Loans outstanding continue to decline as a result of paydowns and our ongoing strategy to not add MPF Loans to our
balance sheet. Thus, the rate of decline in our MPF Loan balance is dependent upon the speed at which borrowers prepay their
mortgages.

The speed of prepayments on a percentage basis has slowed. Mortgage rates started to increase in 2013. Borrowers were not
refinancing at the same rates as they had in recent years and the mortgage finance market increasingly became a purchase
oriented market but at a lower level of volume compared to the refinancing market. Since we are not adding new MPF Loans to
our balance sheet, we expect our MPF Loans held in portfolio balance to continue to decline but now at a somewhat slower rate.
Should market mortgage rates rise further in future periods, we could expect prepayment rates to decline further. Should rates
decrease, then additional prepayments may occur.

When an MPF Loan prepays, any remaining closed basis adjustment from hedging relationships related to that loan are
immediately recognized. This may cause volatility in interest income as mortgage prepayment activity fluctuates as interest
rates rise or fall. We cannot predict the extent to which future mortgage rates will rise or fall, or the extent of prepayment activity
that will accompany the mortgage rate movement.

The following table summarizes information related to our net premium and hedge accounting basis adjustments on MPF Loans.

For the years ended December 31, 2013 2012 2011
Net premium amortization $ 10 $ 13 $ 19
Net amortization of closed basis adjustments 31 50 51
As of December 31, 2013 2012

Net premium balance on MPF Loans $ 29 3 38

Cumulative basis adjustments closed portion 66 97

MPF Loans, unpaid principal balance 7,631 10,340

Premium balance as a percent of MPF Loans 0.38% 0.36%

In addition to MPF Loans we hold in portfolio, we also buy, and concurrently resell to Fannie Mae, MPF Xtra loans on behalf of
our PFls and the PFls of other FHLBs. For more details see Selected Financial Data on page 34.
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Liquidity, Funding, & Capital Resources
Liquidity

We are required to maintain liquidity in accordance with certain FHFA regulations and guidance, and with policies established by
our Board of Directors.

We need liquidity to satisfy member demand for short- and long-term funds, repay maturing consolidated obligations, and meet
other obligations. We seek to be in a position to meet our members' credit and liquidity needs without maintaining excessive
holdings of low-yielding liquid investments or being forced to incur unnecessarily high borrowing costs. Our primary sources of
liquidity are short-term liquid assets, primarily overnight Federal Funds sold and securities purchased under agreements to
resell.

Because Federal Funds sold are unsecured, our current policy and FHFA regulations restrict these investments to short
maturities and eligible counterparties as discussed in Unsecured Short-Term Investments Credit Exposure on page 64. We
are currently transacting in overnight Federal Funds only, and our outstanding balance at December 31, 2013 was $500 million.
If the credit markets experience further disruptions, it may increase the likelihood that one of our counterparties could experience
liquidity or financial constraints that may cause them to become insolvent or otherwise default on their obligations to us.

We also invest in securities purchased under agreements to resell in order to ensure the availability of funds to meet members'
liquidity and credit needs. These investments are secured by marketable securities held by a third-party custodian. If the credit
markets experience further disruptions, it may increase the likelihood that one of our counterparties could experience liquidity or
financial constraints that may cause them to become insolvent or otherwise default on their obligations to us. If the collateral
pledged to secure those obligations has decreased in value, we may suffer a loss. See Investments on page 64 for further
discussion and a summary of counterparty credit ratings for these investments.

Other sources of liquidity include trading securities, maturing advances, and the issuance of new consolidated obligation bonds
and discount notes.

Liquidity Measures
We use different measures of liquidity as follows:

Overnight Liquidity - During 2012, our Asset/Liability Management Policy (ALM Policy) required us to maintain overnight liquid
assets at least equal to 3.5% of total assets, a level which may be revised by our Asset/Liability Committee. Under our ALM
Policy, overnight liquidity includes money market assets, Federal Funds sold, and paydowns of advances and MPF Loans with
one day to maturity. As of December 31, 2013, our overnight liquidity was $7.2 billion or 10% of total assets, giving us an excess
overnight liquidity of $4.8 billion.

Deposit Coverage - To support our member deposits, FHFA regulations require us to have an amount equal to the current
deposits invested in obligations of the U.S. government, deposits in eligible banks or trust companies, or advances with
maturities not exceeding five years. As of December 31, 2013, we had excess liquidity of $28.7 billion to support member
deposits.

Contingency Liquidity - FHFA regulations require us to maintain enough contingency liquidity to meet our liquidity needs for five
business days without access to the debt market. Contingent liquidity is defined as: (a) marketable assets with a maturity of one
year or less; (b) self-liquidating assets with a maturity of seven days or less; (c) assets that are generally accepted as collateral
in the repurchase agreement market; and (d) irrevocable lines of credit from financial institutions rated not lower than the second
highest credit rating category by a NRSRO. Our ALM Policy defines our liquidity needs for five business days as an amount
equal to the total of all principal and interest payments on non-deposit liabilities coming due in the next five business days plus a
reserve consisting of one-fourth of customer deposits and $1.0 billion. Our net liquidity in excess of our total uses and reserves
over a cumulative five-business-day period was $18.7 billion as of December 31, 2013.

In addition to the liquidity measures discussed above, FHFA guidance requires us to maintain daily liquidity through short-term
investments in an amount at least equal to our anticipated cash outflows under two different scenarios. One scenario assumes
that we cannot access the capital markets for 15 days and that during that time members do not renew any maturing, prepaid,
and called advances. The second scenario assumes that we cannot access the capital markets for 5 days and that during that
period we will automatically renew maturing and called advances for all members except for very large, highly rated members.
These additional requirements are more stringent than the five business day contingency liquidity requirement discussed above
and are designed to enhance our protection against temporary disruptions in access to the FHLB debt markets in response to a
rise in capital markets volatility. As a result of this guidance, we are maintaining increased balances in short-term investments.
We may fund certain overnight or shorter-term investments and advances with debt that has a maturity that extends beyond the
maturities of the related investments or advances. For a discussion of how this may impact our earnings, see Risk Factors on
page 19.
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Based upon our excess liquidity position described above under Liquidity Measures, we anticipate remaining in compliance with
our liquidity requirements for the foreseeable future.

Federal Reserve Board's Payments System Risk Policy. Under the Federal Reserve Board's Payments System Risk Policy,
Federal Reserve Banks release GSE debt principal and interest payments to investors only when the issuer's account contains
sufficient funds to cover these payments. If a GSE issuer's principal and interest is not received by the Federal Reserve Bank by
specified daily cutoff times, a default event would occur. We have entered into an agreement with the other FHLBs and the
Office of Finance regarding the intraday funding and liquidity process to provide a mechanism for the FHLBs to provide liquidity
in the event of a failure by one or more FHLBs to timely meet their obligations to make payments on consolidated obligations.
The process includes issuing overnight consolidated obligations directly to a FHLB that provides funds to avert a shortfall in the
timely payment of principal and interest on any consolidated obligations. We may increase our liquidity ratio for the month of
July each year to mitigate the risk that we are required to fund under the Federal Home Loan Banks P&l Funding and
Contingency Plan Agreement. Through the date of this report, no FHLB has been required to fund under this contingency
agreement.

Funding
Conditions in Financial Markets

The U.S. economy grew moderately in 2013 enabling the Federal Reserve to taper its quantitative easing program (in the form
of a reduction of Treasury and MBS securities purchases). In anticipation of tapering, yields rose dramatically on bonds
beginning in May 2013. The Federal Reserve reduced purchases of both Treasuries and MBS securities by $5 billion at the
December 2013 Federal Open Market Committee (FOMC) meeting. Purchases were cut by the same amount at the subsequent
FOMC meeting in January 2014. Simultaneously, the Federal Reserve indicated that it “will be appropriate to maintain the target
range for the federal funds rate until the unemployment rate declines below 6-1/2 percent, especially if projected inflation
continues to run below the Committee’s 2 percent longer-run goal.”

Political turmoil roiled the financial markets in 2013. In January 2013, the “fiscal cliff,” a combination of tax increases and
automatic spending reductions, also known as “sequestration,” was partially averted and the statutory “debt ceiling” limit was
temporarily raised until mid-May. When the U.S. Treasury hit the “debt ceiling” it employed extraordinary measures to continue
to fund the U.S. Government until the middle of October 2013. As the Treasury exhausted its ability to borrow additional funds,
the U.S. Treasury Bill market became volatile. On October 16, Congress extended the U.S. debt ceiling to February 7, 2014. In
February 2014, Congress again extended the debt ceiling to March 2015.

In preparation for the possibility of disorderly markets caused by potential debt defaults of the U.S. Government in October 2013,
we increased our liquidity position in order to fund potential advance demand and repay maturing debt during debt ceiling
negotiations. Once the debt ceiling was raised, we reduced our liquidity position to more normal levels at year end. We
continued to have ready access to funding during these times despite market volatility.

Cash flows from operating activities

Our operating assets and liabilities support our mission to provide our member shareholders competitively priced funding, a
reasonable return on their investment in our capital stock, and support for community investment activities. Operating assets
and liabilities can vary significantly in the normal course of business due to the amount and timing of cash flows, which are
affected by member-driven activities and market conditions. We believe cash flows from operations, available cash balances
and our ability to generate cash through short- and long-term borrowings are sufficient to fund our operating liquidity needs. For
the year ended December 31, 2013, net cash provided (used) by operating activities was $843 million. This resulted from net
income adjusted for non-cash adjustments, primarily losses due to the change in net fair value adjustments on derivatives and
hedging activities.

Cash flows from investing activities

Our investing activities predominantly include advances, MPF Loans held for investment, investment securities, and other short-
term interest-earning assets. For the year ended December 31, 2013, net cash provided (used) by investing activities was
$(2.6) billion. This resulted primarily from increases in advances issued, which was partially offset by maturities related to
securities purchased under agreements to resell, principal collected on MPF Loans and net proceeds from the maturities and
paydowns of held-to-maturity and available-for-sale investment securities.
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Cash flows from financing activities

Our financing activities primarily reflect cash flows related to issuing and repaying consolidated obligations. For the year ended
December 31, 2013, net cash provided (used) in our financing activities was $(813) million. This was primarily driven by
paydowns of our consolidated obligation discount notes and extinguishments of debt related to our consolidated obligation
bonds and subordinated debt.

The following shows our net cash flow issuances (redemptions) by type of consolidated obligation:

For the years ended December 31, 2013 2012 2011

Discount notes $ (169) $ 5855 $ 6,989
Bonds (254) (7,312) (18,320)
Total consolidated obligations $ (423) $ (1,457) $ (11,331)

The following table summarizes par values of the consolidated obligations of the FHLBs and those for which we are the primary
obligor:

2013 2012
Discount Discount
Par values as of December 31, Bonds Notes Total Bonds Notes Total
FHLB System $ 473,495 $ 293,342 $ 766,837 $ 471567 $ 216,335 $ 687,902
FHLB Chicago as primary obligor 32,492 31,092 63,584 32,659 31,269 63,928
As a percent of the FHLB System 7% 11% 8% 7% 14% 9%

Sources of Funding

We fund our assets principally with consolidated obligations (bonds and discount notes) issued through the Office of Finance,
deposits, and capital stock. As of December 31, 2013, our consolidated obligations were rated AA+/Aaa (with outlook stable) by
S&P and Moody's. Consolidated obligations have GSE status although they are not obligations of the United States and the
United States does not guarantee them.

Reliance on short-term debt offers us certain advantages which are weighed against the increased risk of using short-term debt.
Traditionally we have benefited from interest rates below LIBOR rates for our short-term debt which has resulted in a positive
impact on net interest income when used to fund LIBOR-indexed assets. However, due to the short maturity of the debt, our
balance sheet may be exposed to access to debt markets and refinancing risks.

During past financial crises, our access to short-term debt markets has been good. Investors driven by risk aversion have
sought our short-term debt as an asset of choice and this has led to advantageous funding opportunities.

The following table summarizes our short-term discount notes and consolidated obligation bonds outstanding with original
maturities due within one year, for which we were the primary obligor as of the dates indicated.

Discount Notes (carrying Short-Term Consolidated
amount) Obligation Bonds (par value)
As of or for the years ended December 31, 2013 2012 2011 2013 2012 2011
Outstanding at period end $31,089 $31260 $25411 $1,000 $ 1250 $ 485
Weighted average rate at period-end 0.07% 0.13% 0.05% 0.17% 0.19% 0.17%
Daily average outstanding for the year-to-date period  $ 23,820 $26,656 $ 21,061 $1720 $ 823 $ 997
Weighted average rate for the year-to-date period ® 0.09% 0.11% 0.13% 0.17% 0.20% 0.36%
Highest outstanding at any month-end during the $31,089 $31,260 $26,465 $ 3,000 $ 1,250 $ 1,740

year-to-date period

@ Excludes hedging adjustments.
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We comply with FHFA regulations that require we maintain the following types of assets free from any lien or pledge in an
amount at least equal to the amount of our consolidated obligations outstanding:

e cash;
* obligations of, or fully guaranteed by, the United States;
e  secured advances;

* mortgages, which have any guaranty, insurance, or commitment from the United States or any agency of the U.S.
government;

* investments described in Section 16(a) of the FHLB Act, which, among other items, includes securities that a fiduciary
or trust fund may purchase under the laws of the state in which the FHLB is located; and

» other securities that are rated Aaa by Moody's or AAA by S&P.

At December 31, 2013, we had eligible assets free from pledges of $68.6 billion, compared to our outstanding consolidated
obligations of $63.1 billion.

The Office of Finance has responsibility for the issuance of consolidated obligations. It also services all outstanding debt,
provides us with information on capital market developments, manages our relationship with ratings agencies with respect to
consolidated obligations, and prepares the FHLBs' combined quarterly and annual financial statements. The Office of Finance
will allocate the proceeds from the issuance of consolidated obligations that cannot be issued in sufficient amounts to satisfy all
FHLB demand for funding during periods of financial distress and when its existing allocation processes are deemed insufficient.
In general, the proceeds in such circumstances will be allocated among the FHLBs based on regulatory capital unless the Office
of Finance determines that there is an overwhelming reason to adopt a different allocation method. As is the case during any
instance of disruption in our ability to access the capital market, market conditions or this allocation could adversely impact our
ability to finance our operations, which could thereby adversely impact our financial condition and results of operations.

Consolidated Obligation Bonds

Consolidated obligation bonds (bonds) satisfy term funding requirements and are issued under various programs. The
maturities of these securities may range from less than one year to 15 years, but they are not subject to any statutory or
regulatory limits on maturity. The bonds can be fixed or adjustable rate, and callable or non-callable. We also offer fixed-rate,
non-callable (bullet) bonds via the FHLBs' Tap issue program. This program uses specific maturities that may be reopened daily
during a three month period through competitive auctions. The goal of the Tap program is to aggregate frequent smaller issues
into a larger bond issue that may have greater market liquidity. The Tap issue program aggregates the most common maturities
issued over a three month period rather than frequently bringing numerous small bond issues of similar maturities to market.
Tap issues generally remain open for three months, after which they are closed and a new series of Tap issuances is opened to
replace them. The Tap issue program has reduced the number of separate bullet bonds issued.

Although we issue fixed-rate bullet and callable bonds, we may also issue bonds that have adjustable rates, step-up rates that
step-up or increase at fixed amounts on predetermined dates, zero-coupons, and other types of rates. See Note 11 -
Consolidated Obligations to the financial statements for details. Bonds are issued and distributed daily through negotiated or
competitively bid transactions with approved underwriters or selling groups.

We receive 100% of the net proceeds of a bond issued via direct negotiation with underwriters of FHLB debt when we are the
only FHLB involved in the negotiation; we are the sole FHLB that is primary obligor on the bond in those cases. When we and
one or more other FHLBs jointly negotiate the issuance of a bond directly with underwriters, we receive the portion of the
proceeds of the bond agreed upon with the other FHLBs; in those cases, we are primary obligor for the pro rata portion of the
bond based on proceeds received. The majority of our bond issuance is conducted via direct negotiation with underwriters of
the FHLB bonds, some with, and some without participation by other FHLBs.

We may also request specific bonds to be offered by the Office of Finance for sale via competitive auction conducted with
underwriters in a bond selling group. One or more other FHLBs may request amounts of the same bonds to be offered for sale
for their benefit via the same auction. We may receive from 0% to 100% of the proceeds of the bonds issued via competitive
auction depending on:

» the amount and cost for the bonds bid by underwriters;

» the maximum cost we or other FHLBs participating in the same issue, if any, are willing to pay for the bonds; and

» guidelines for allocation of the bond proceeds among multiple participating FHLBs administered by the Office of Finance.
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We also participate in the Global Issuances Program. The 5-year and 10-year Global Issuances Program commenced in 2002
through the Office of Finance with the objective of providing funding to FHLBs at lower interest costs than consolidated
obligations issued through the Tap issue program or through medium term notes. Consolidated obligations issued under the
Global Issuances Program have resulted in lower interest costs because issuances occur less frequently, are larger in size, and
are placed by dealers to investors via a syndication process.

The FHLB System, through the Office of Finance, has implemented a scheduled monthly issuance of global fixed-rate
consolidated bonds through the Global Issuances Program. As part of this process, management from each FHLB determines
and communicates a firm commitment to the Office of Finance for an amount of scheduled global debt to be issued on its behalf.
If the FHLBs' orders do not meet the minimum debt issuance size, each FHLB receives an allocation of proceeds equal to the
larger of the FHLB's commitment or the ratio of the individual FHLB's capital to total capital of all of the FHLBs. If the FHLBs'
commitments exceed the minimum debt issuance size, then the proceeds are allocated based on actual commitment amount.

Consolidated Obligation Discount Notes

The FHLBs sell consolidated obligation discount notes (discount notes) in the capital markets to provide short-term funds for
advances to members, for seasonal and cyclical fluctuations in savings flows, and for mortgage financing and short-term
investments. Discount notes have maturities up to 360 days and are sold through a selling group and through other authorized
securities dealers. Discount notes are sold at a discount and mature at par.

On a daily basis, we may request specific amounts of discount notes with specific maturity dates to be offered by the Office of
Finance at a specific cost for sale to underwriters in the selling group. One or more other FHLBs may also request an amount of
discount notes with the same maturity to be offered for sale for their benefit on the same day. The Office of Finance commits to
issue discount notes on behalf of the participating FHLBs when underwriters in the selling group submit orders for the specific
discount notes offered for sale. We may receive from zero to 100% of the proceeds of the discount notes issued via this process
depending on: the maximum costs we or other FHLBs participating in the same discount notes, if any, are willing to pay for the
discount notes; the amount of orders for the discount notes submitted by underwriters; and guidelines for allocation of discount
note proceeds among multiple participating FHLBs administered by the Office of Finance.

Twice weekly, we may also request specific amounts of discount notes with fixed maturity dates ranging from four weeks to 26
weeks to be offered by the Office of Finance for sale via competitive auction conducted with underwriters in the selling group.
One or more FHLBs may also request amounts of those same discount notes to be offered for sale for their benefit via the same
auction. We may receive from zero to 100% of the proceeds of the discount notes issued via competitive auction depending on
the amounts and costs for the discount notes bid by the underwriters and guidelines for allocation of discount note proceeds
among multiple participating FHLBs administered by the Office of Finance. The majority of our issuances are conducted via the
twice weekly auctions.

Subordinated Notes

Under the FHLB Act, no FHLB is permitted to issue individual debt unless it has received regulatory approval. As approved by
the Finance Board, we issued $1 billion of subordinated notes in June 2006. As of December 31, 2013, we have $944 million of
subordinated notes still outstanding which mature on June 13, 2016. The subordinated notes were rated Aa2 by Moody's and
AA- by S&P at the time of issuance. The subordinated notes are not obligations of, and are not guaranteed by, the U.S.
government or any of the FHLBs other than us. See Note 13 - Subordinated Notes to the financial statements for further
details.

Deposits

We accept deposits from our members, institutions eligible to become our members, institutions for which we are providing
correspondent services, other FHLBs, and other government instrumentalities such as the FDIC. We offer several types of
deposits to our deposit customers including demand, overnight, and term deposits. Deposits are not a significant source of
funding for our operations and are primarily offered for the convenience of our members doing business with us.

The table below presents average deposit balances and the rate paid for the past three years. Interest expense was not
material for all periods presented.

For the years ended December 31, 2013 2012 2011
Average outstanding interest bearing $ 733§ 728 $ 730
Average outstanding non-interest bearing 66 106 103
Weighted average rate interest bearing 0.01% 0.01% 0.02%
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Capital Resources

Capital Rules

Under our capital plan our stock consists of two sub-classes of stock, Class B1 stock and Class B2 stock (together, Class B
stock), both with a par value of $100 and redeemable on five years' written notice, subject to certain conditions. For a discussion
of our capital rules, see Note 14 - Capital and Mandatorily Redeemable Capital Stock to the financial statements.

Reduced Capitalization Advance Program

On October 8, 2013, we announced a Reduced Capitalization Advance Program (RCAP) that allowed members to borrow one or
more advances with an activity stock requirement of only 2.0% for the life of the advance instead of the 5.0% requirement under
our capital plan’s general provisions, if the new advances represented an incremental increase in a member’s overall level of
advances and had maturity dates of at least one year. Fifty-six members borrowed $9.5 billion in advances through RCAP. Of
these 56 members, 46 are community lenders. The initial RCAP expired on December 31, 2013. We may implement future
programs for advances with a reduced activity stock requirement that may or may not have the same characteristics as the first
RCAP.

Minimum Capital Requirements

We are subject by regulation to the following three capital requirements:
* total regulatory capital ratio;
* leverage capital ratio; and

*  risk-based capital.

For tables showing our compliance with the total capital ratio and leverage capital ratio as well as further details on all of our
capital requirements, see Note 14 - Capital and Mandatorily Redeemable Capital Stock to the financial statements.

Under the risk-based capital requirement, we must maintain permanent capital equal to the sum of our (i) credit risk capital
requirement, (ii) market risk capital requirement, and (iii) operations risk capital requirement, as outlined below:

» Credit Risk Capital Requirement. The credit risk capital requirement is the sum of the capital charges for our assets,
off-balance sheet items, and derivatives contracts. These capital charges are calculated using the methodologies and
percentages assigned by the FHFA regulations to each class of assets.

»  Market Risk Capital Requirement. The market risk capital requirement is the sum of (a) the market value of our
portfolio at risk from movements in interest rates, foreign exchange rates, commodity prices, and equity prices that
could occur during periods of market stress; and (b) the amount, if any, by which the market value of total capital is less
than 85% of the book value of total capital.

*  Operations Risk Capital Requirement. The operations risk capital requirement is 30% of the sum of our (a) credit risk
capital requirement and (b) market risk capital requirement.
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The following table summarizes our risk based capital amounts. Under the FHFA regulation on capital classifications and critical
capital levels for the FHLBs, we were adequately capitalized.

As of December 31,2013 December 31, 2012
Capital stock $ 1,670 $ 1,650
Capital stock classified as MRCS 5 6
Total retained earnings 2,028 1,691
Total permanent capital $ 3,703 $ 3,347
Credit risk capital $ 1,063 $ 1,172
Market risk capital 63 16
Operations risk capital 339 357
Total risk based capital requirement $ 1,465 $ 1,545
Excess permanent capital stock over risk based capital requirement $ 2,238 $ 1,802

Statutory and Regulatory Restrictions on Capital Stock Repurchase and Redemption

In accordance with the FHLB Act, our capital stock is considered putable with restrictions given the significant restrictions on the
obligation/right to redeem.

We cannot redeem shares of stock from any member if:

the principal or interest on any consolidated obligation is not paid in full when due;

we fail to certify in writing to the FHFA that we will remain in compliance with our liquidity requirements and will remain
capable of making full and timely payment of all of our current obligations;

we notify the FHFA that we cannot provide the required quarterly certification, or project that we will fail to comply with
statutory or regulatory liquidity requirements, or will be unable to timely and fully meet all of our current obligations; or

we actually fail to comply with statutory or regulatory liquidity requirements or to timely and fully meet all of our current
obligations, or enter or negotiate to enter into an agreement with one or more other FHLBs to obtain financial
assistance to meet our current obligations.

Additional statutory and regulatory restrictions on the redemption and repurchase of our capital stock include the following:

In no case may we redeem or repurchase capital stock if, following such redemption, we would fail to satisfy our
minimum regulatory capital requirements established by the GLB Act or the FHFA.

In no case may we redeem or repurchase capital stock if either our Board of Directors or the FHFA determines that we
have incurred, or are likely to incur, losses resulting or expected to result in a charge against capital stock.

The FHLB Act provides that, in accordance with rules, regulations, and orders that may be prescribed by the FHFA, we may be
liquidated or reorganized and our capital stock paid off and retired, in whole or in part, after paying or making a provision for
payment of our liabilities. The FHLB Act further provides that, in connection with any such liquidation or reorganization, any
other FHLB may, with the approval of the FHFA, acquire our assets and assume our liabilities, in whole or in part. The FHFA has
issued an order providing that, in the event of our liquidation or reorganization, the FHFA shall cause us, our receiver,
conservator, or other successor, as applicable, to pay or make provision for the payment of all of our liabilities, including those
evidenced by the subordinated notes, before making payment to, or redeeming any shares of, capital stock issued by us,
including shares as to which a claim for mandatory redemption has arisen.
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Capital Amounts

The following table presents our five largest holders of regulatory capital stock and reconciles our capital reported in our
statements of condition to the amount of capital stock reported for regulatory purposes. MRCS is included in the calculation of
the regulatory capital and leverage ratios but is recorded as a liability in the statements of condition.

As of December 31, 2013 Capital Stock MRCS
BMO Harris Bank, N.A. $ 170 10% $ —
The Northern Trust Company 142 9% —
Associated Bank, N.A. 110 7% —
State Farm Bank, F.S.B. 92 6% —
One Mortgage Partners Corp. ? 82 5% —
All other members 1,074 63% 5
Total $ 1,670 100% $ 5
December 31,2013 December 31, 2012 Change
Capital stock $ 1,670 $ 1650 $ 20
Total retained earnings 2,028 1,691 337
Total permanent capital 3,698 3,341 357
Accumulated other
comprehensive income (loss) 67 107 (40)
Total GAAP capital $ 3,765 $ 3,448 $ 317
Capital Stock $ 1,670 $ 1,650 $ 20
MRCS 5 6 (1)
Total retained earnings 2,028 1,691 337
Regulatory capital $ 3,703 $ 3,347  $ 356

a

One Mortgage Partners Corp. is a subsidiary of JPMorgan Chase & Co.
Components of total GAAP capital changed for the following reasons:

«  Capital stock increased due to several offsetting factors as shown in Statements of Capital on page F-6.
« Total retained earnings increased due to our income less dividends paid; see Statements of Capital on page F-6.

*  Ourunrealized income in AOCI decreased due to several offsetting factors; see Statements of Comprehensive
Income on page F-5.

Repurchase of Excess Capital Stock

Pursuant to a resolution required by the FHFA and adopted by our Board of Directors, we continue to repurchase excess capital
held by members if we maintain compliance with the following financial and capital thresholds:

* The ratio of our total capital to total assets is greater than or equal to 4.25%;

e Our ratio of the Bank's market value of equity to book value of equity is at least 85% on a U.S. GAAP basis;

*  Ourrisk-based capital is greater than or equal to 125% of the minimum amount required, as discussed in Capital
Resources on page 54;

*  Compliance with all of our minimum capital requirements;

*  Projected compliance with each of our minimum regulatory capital requirements for the next four quarters using the most
recent expected case income projections; and

*  Compliance with our contractual obligations under the Joint Capital Enhancement Agreement, as discussed in Joint
Capital Enhancement Agreement with other FHLBs on page 58.

Effective May 28, 2013, we announced completion of our quarterly excess capital stock repurchase program initiated in 2012
and our current practice of repurchasing excess capital stock held by members within three business days of receiving a
repurchase request, subject to regulatory requirements and prudent business practices. Since initiating this practice, all capital
stock repurchases were made within three business days of receipt of the request. For further discussion, including amounts
repurchased during 2013, see Note 14 - Capital and Mandatorily Redeemable Capital Stock to the financial statements.
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Retained Earnings & Dividends
Dividend Payments

FHFA rules state that FHLBs may declare and pay dividends only from previously retained earnings or current net earnings, and
may not declare or pay dividends based on projected or anticipated earnings. Under our capital plan, any dividend declared on
Class B1 shares must be greater than or equal to the dividend declared on Class B2 shares for the same period, and dividends
may be paid in the form of cash or stock. All dividends we have paid since 2011 have been in cash rather than stock. We first
implemented the feature of our capital plan to pay an enhanced dividend on Class B1 activity stock based on the financial results
for the third quarter of 2013, which was declared and paid in the fourth quarter.

Under existing Board resolution limits, dividends paid for any given quarter of 2014 must not exceed the following rates on an
annualized basis: (1) the average of three-month LIBOR plus 300 basis points on Class B1 capital stock, and (2) the average of
three-month LIBOR plus 100 basis points on Class B2 capital stock. The Board has also resolved that payment of any dividend
shall not result in our retained earnings falling below the level of retained earnings at the previous year-end. Our Board may not
pay dividends above these limits or otherwise modify or terminate this resolution without written consent by the Director of the
FHFA. Although we continue to work to maintain our financial strength to support a reasonable dividend, any future dividend
determination by our Board will be at our Board's sole discretion and will depend on future operating results and any other
factors the Board determines to be relevant, and be reviewed in accordance with the Board's resolution and our Policy.

We may not pay dividends if we fail to satisfy our minimum capital and liquidity requirements under the FHLB Act and FHFA
regulations. Further, under FHFA regulations, we may not pay any dividends in the form of capital stock if excess stock held by
our shareholders is greater than 1% of our total assets or if, after the issuance of such shares, excess stock held by our
shareholders would be greater than 1% of our total assets.

Retained Earnings and Dividend Policy

Our Board of Directors has adopted a Retained Earnings and Dividend Policy (Policy) which establishes target retained earnings
for the Bank to mitigate several risks and exposures and provide a cushion against the potential for loss that could impact
shareholder value. Specifically, the Policy requires us to establish an overall target for retained earnings to take into account the
following:

* estimated credit risk, market risk and operational risk;

» deterioration in market value when the Bank's market value to book value of equity ratio on a U.S. GAAP basis is less
than 100%;

* hedge accounting and OTTI accounting adjustments to our other comprehensive income that may impact our future net
income as the adjustments are amortized over time; and

* hedging-related accounting adjustments to the book value basis of advances, MPF Loan portfolio and consolidated
obligations that may impact our net income as they are amortized.

Under the Policy, we may, but are not required, to pay a dividend out of our net income (with certain adjustments as described
below) based on our attainment of the retained earnings target on a quarterly basis and management's assessment of the
current adequacy of retained earnings. The Policy's dividend payout schedule provides for no dividend if we meet less than 50%
of the retained earnings target, with a maximum dividend of 90% of adjusted net income if we meet 100% or more of the
retained earnings target. For these purposes, adjusted net income is income resulting directly from certain business activities,
excluding income from such activities as advance prepayments, transfers of debt to other FHLBs and gains or losses resulting
from certain hedge practices. Dividends that are permitted under the Policy but not paid in any given quarter may be applied to
subsequent quarters if certain requirements set forth in the Policy are met.
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Our Board of Directors declared quarterly cash dividends at annualized percentage rates per $100 of par value as presented in
the below table based on the previous quarter's earnings.

Quarter in which dividend was declared Dividends Declared Annualized Rate
2013
1st quarter $ 1 0.30%
2nd quarter 2 0.30%
3rd quarter 1 0.30%
4th quarter, B1 stock 2 1.30%
4th quarter, B2 stock - 0.30%
Total $ 6
2012
1st quarter $ 1 0.10%
2nd quarter 1 0.25%
3rd quarter 1 0.30%
4th quarter 2 0.35%
$ 5

*

Less than $1 million.

On January 28, 2014, our Board of Directors declared a cash dividend for both the average activity-based capital stock (Class
B1) and average membership-based capital stock (Class B2), based on our financial results for the fourth quarter of 2013. The
dividend declared per share of Class B1 activity stock was at an annualized rate of 1.30% per share while the dividend declared
per share of Class B2 membership stock was at an annualized rate of 0.30%.

Joint Capital Enhancement Agreement with other FHLBs

The 12 FHLBs, including us, entered into a Joint Capital Enhancement Agreement (JCE Agreement) intended to enhance the
capital position of each FHLB. The intent of the JCE Agreement is to allocate that portion of each FHLB's earnings historically
paid to satisfy its REFCORP obligation to a separate retained earnings account at that FHLB.

For more information on the JCE Agreement, see Note 14 - Capital and Mandatorily Redeemable Capital Stock to the
financial statements.

Although restricted retained earnings under the JCE Agreement are included in determining whether we have attained the
retained earnings target under the Bank's Retained Earnings and Dividend Policy discussed above, these restricted retained
earnings will not be available to pay dividends. We do not believe that the requirement to contribute 20% of our future net
income to a restricted retained earnings account under the JCE Agreement will have an impact on our ability to pay dividends
except in the most extreme circumstances. There is a provision in the JCE Agreement that if, at any time, our restricted retained
earnings were to fall below the required level, we would only be permitted to pay dividends out of (1) current net income not
required to be added to our restricted retained earnings and (2) retained earnings that are not restricted.
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Off Balance Sheet Arrangements

We provide members with standby letters of credit for a fee as further discussed in Note 18 - Commitments and
Contingencies to the financial statements. If we are required to make a payment for a beneficiary's draw under a letter of credit,
these amounts are reimbursed by the member or converted into a collateralized advance to the member. We do not expect to
be required to make advances under these outstanding letters of credit and did not have to do so at any point in 2013.

As further discussed in Note 18 - Commitments and Contingencies to the financial statements, we have entered into standby
bond purchase agreements with the lllinois and Wisconsin state housing authorities within our two-state district whereby we, for
a fee, at the request of the applicable authority, agree to purchase and hold the authority's bonds until the designated
remarketing agent can find a suitable investor. However, we were not required to purchase any of these bonds in the years
presented.

Each FHLB contributes 10% of its pre-assessment net earnings to its AHP, or such additional pro-rated amounts as may be
necessary to assure that the aggregate annual contributions of the FHLBs is not less than $100 million.

Contractual Cash Obligations

In the normal course of business, we enter into various contractual obligations that may require future cash payments.
Commitments for future cash expenditures primarily include the following obligations.

The following table summarizes our long-term contractual payments due by period:

Contractual Payments Due by Period

Less than After 5

As of December 31, 2013 1 year 1-3years 3-5years years Total ?
Consolidated obligation bonds $ 5164 $ 5424 $ 8513 $ 13,391 $ 32,492
Subordinated notes — 944 — — 944
Delivery commitments - MPF Loans and MPF Xtra 103 — — — 103
Other 7 7 7 12 33
Total contractual cash obligations $ 5274 $ 6375 $ 8520 $ 13,403 $ 33,572
a Total excludes projected contractual interest payments for consomom.mr mnm

million.
Credit-Risk Related Guarantees

We are the primary obligor for the portion of consolidated obligations that are issued on our behalf and for which we receive
proceeds. We are also jointly and severally liable with the other 11 FHLBs for the payment of principal and interest on
consolidated obligations of all the FHLBs.

Under FHFA regulations, each FHLB, individually and collectively, is required to ensure the timely payment of principal and
interest on all consolidated obligations. At the same time, the regulation requires that in the ordinary course of events, each
FHLB is responsible for making the payments on all consolidated obligations for which it has received proceeds, which are
referred to in the FHFA regulation as its direct obligations. If the principal or interest on any consolidated obligation issued on our
behalf is not paid in full when due, we may not pay dividends to, or redeem or repurchase shares of capital stock from, any of our
members.

The FHFA, in its discretion, may require us to make principal or interest payments due on any of the FHLBs' consolidated
obligations. To the extent that we make a payment on a consolidated obligation on behalf of another FHLB, we would be entitled
to reimbursement from the non-complying FHLB. However, if the FHFA determines that the non-complying FHLB is unable to
satisfy its direct obligations (as primary obligor), then the FHFA may allocate the outstanding liability among the remaining
FHLBs on a pro rata basis in proportion to each FHLBs participation in all consolidated obligations outstanding, or on any other
basis the FHFA may determine, even in the absence of a default event by the primary obligor. For additional information
regarding consolidated obligations and our joint and several liability, see Note 11 - Consolidated Obligations to the financial
statements and Joint and Several Liability on page 61.
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Critical Accounting Policies

See Note 2 - Summary of Significant Accounting Policies and Note 3 - Recently Issued but Not Yet Adopted Accounting
Standards to the financial statements for the impact of changes in accounting policies and recently issued accounting standards
on our financial results.

Overnight Indexed Swaps (OIS)

We recognize that there is an industry trend towards using the overnight index swap (OIS) curve to fair value certain
collateralized interest rate exchange agreements. As a result, we performed an analysis using the OIS curve and compared it to
using the LIBOR swap curve to ensure that our valuations derived using the LIBOR swap curve were materially consistent with
the fair value measurement guidance provided under GAAP. Based on our analysis, we concluded that we will continue to use
the LIBOR swap curve rather than the OIS curve to discount cash flows when determining the fair values of our derivative
contracts as of December 31, 2013 since the LIBOR-based valuations of our derivatives portfolio produced fair values that were
materially reflective of exit prices by market participants. Further, we assessed the potential effect on our hedge accounting and
determined that the effect of using the OIS curve is not material as of December 31, 2013. We are currently working to enhance
our operational capability of valuing certain collateralized derivatives using an OIS discount curve within our formal internal
control environment. At this time, we do not expect to operationally implement using the OIS curve to determine the fair value of
our derivative contracts until later in 2014.

Estimating Fair Value

See Note 17 - Fair Value Accounting to the financial statements for the amounts of our assets and liabilities classified as
Levels 1, 2, or 3.

Controls over Valuation Methodologies

Senior management, independent of our investing and treasury functions, is responsible for our valuation policies. The Asset/
Liability Management Committee approves fair value policies, reviews the appropriateness of current valuation methodologies
and policies, and reports significant policy changes to the Risk Management Committee of the Board of Directors. The Audit
Committee of the Board of Directors oversees the controls over these processes including the results of independent model
validation where appropriate.

The Risk Management Group prepares the fair value measurements of our financial instruments independently of the investing
and treasury management functions. In addition, the group performs control processes to ensure the fair values generated from
pricing models are appropriate. In the event that observable inputs are not available, we use methods that are designed to
assure that the valuation approach utilized is appropriate and consistently applied and that the assumptions are reasonable.

Our control processes include reviews of the pricing model's theoretical soundness and appropriateness by personnel with
relevant expertise who are independent from the fair value measurement function. For financial instruments where prices or
valuations require unobservable inputs, we engage in procedures that include back testing models to subsequent transactions
(e.g. termination of a derivative), analysis of actual cash flows to projected cash flows, comparisons with similar observable
positions, and comparisons with information received from pricing services. In circumstances where we cannot verify a fair
value derived from a valuation model to active market transactions, it is possible that alternative methodologies could produce a
materially different estimate of fair value.

Controls over Third-Party Pricing Services

We obtain pricing information for certain investment securities from third-party pricing services. Senior management,
independent of our investing and treasury functions, is responsible for fair value measurements we receive from third-party
pricing services. The Asset/Liability Management Committee approves our control processes over third-party pricing services,
reviews the appropriateness of such control processes and reports significant control process changes to the Risk Management
Committee of the Board of Directors. The Audit Committee of the Board of Directors oversees the controls over these
processes. The Risk Management Group prepares the fair value measurements of our financial instruments from the fair value
inputs received from third-party pricing services independently of the investing and treasury management functions. In addition,
the group performs control processes to ensure the fair values received from third-party pricing services are consistent with
GAAP fair value measurement guidance.

Our primary objective is to understand and evaluate the fair value measurements received on each major investment security
type to ensure that the amounts reported in our financial statements as well as our fair value disclosures comply with GAAP. In
this regard, we use all fair value inputs received from multiple third-party pricing services to determine the fair value of an
individual security unless we determine that exclusion of a fair value input is appropriate based on our control processes. Our
control processes include discussions with our third-party pricing services to validate that we are in compliance with fair value
accounting guidance under GAAP. Our discussions focus on the following:
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* Understanding their pricing models to the extent possible, as some pricing models are proprietary in nature.

* Understanding the principal or most advantageous market selected and our ability to access that market.

*  Assumptions and significant inputs used in determining the fair value measurement.

*  The appropriateness of the fair value hierarchy level as of the reporting date.

*  Whether the market was active or illiquid as of the reporting date.

*  Whether transactions were between willing buyers and sellers or distressed in nature as of the reporting date.

*  Whether the fair value measurements as of the reporting date is based on current or stale assumptions and inputs.

Additionally, our control processes include, but are not limited to, the following:

*  Obtaining the third party pricing service methodologies and control reports.

*  Challenging fair value measurements received that represent outliers to the fair value measurements received on the
same financial instrument from a different third-party pricing service. We document these challenges on a monthly
basis.

*  Examining the underlying inputs and assumptions for a sample of individual securities across asset classes and
average life.

* Identifying stale prices, prices changed significantly from prior valuations and other anomalies that may indicate that a
price may not be accurate.

*  Performing implied yield analysis to identify anomalies.

Fair Value Measurement Effect on Liquidity and Capital

Fair value measurements of Level 3 financial assets and liabilities may have an effect on our liquidity and capital. Specifically,
our estimated fair values for these financial assets and liabilities are highly subjective. Further, we are subject to model risk for
certain financial assets and liabilities. Our liquidity and capital could be positively or negatively affected to the extent that the
amount that could be realized in an actual sale, transfer, or settlement could be more or less than we estimated. This also would
apply to the fair value of investment securities deemed other-than-temporarily impaired.

Joint and Several Liability

The FHFA, in its discretion, may require us to make principal or interest payments due on any of the FHLBs' consolidated
obligations. To the extent that we make a payment on a consolidated obligation on behalf of another FHLB, we would be entitled
to reimbursement from the non-complying FHLB. However, if the FHFA determines that the non-complying FHLB is unable to
satisfy its direct obligations (as primary obligor), then the FHFA may allocate the outstanding liability among the remaining
FHLBs on a pro rata basis in proportion to each FHLBs participation in all consolidated obligations outstanding, or on any other
basis the FHFA may determine, even in the absence of a default event by the primary obligor. For additional information
regarding consolidated obligations and our joint and several liability, see Note 11 - Consolidated Obligations to the financial
statements.

We consider our joint and several liability for consolidated obligations as a related party guarantee, which is scoped out of GAAP
guidance pertaining to the initial recognition and measurement of guarantees. As a result, we do not recognize an initial liability
for our joint and several liability at fair value. However, we assess on a quarterly basis whether to accrue a liability and
recognize a loss related to our joint and several liability. Specifically, we would accrue a liability and an estimated loss
attributable to our joint and several liability when both of the following conditions are met:

* Information available prior to issuance of the financial statements indicates that it is probable a liability had been
incurred as of the reporting date of our financial statements and
*  The amount of loss can be reasonably estimated.

We did not accrue a liability for our joint and several liability as of December 31, 2013 and we do not believe a loss is reasonably
possible as of December 31, 2013 for the reasons outlined below.

*  The FHFA Director has not notified us that we would be required to assume or pay the consolidated obligation of
another FHLB.

»  The current status of the payment/performance risk related to our joint and several liability to other FHLBs.

*  We evaluate other FHLB's commitment to make payments by taking into account their ability to meet statutory and
regulatory payment obligations and the level of such payments in relation to the operating performance of the FHLB,
based on its publicly available filings. See Consolidated Obligations on page 85.
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Critical Accounting Estimates
Other-Than-Temporary Impairment (OTTI)

Adverse Case Scenario. In addition to evaluating our private-label MBS under a base case best estimate scenario as discussed
in Note 5 - Investment Securities to the financial statements, we performed a cash flow analysis for each of these securities
under a more stressful housing price scenario. This stress test adverse case scenario was primarily based on a short-term
housing price forecast that was decreased five percentage points relative to the base case, followed by a recovery path that is
33.0% lower than the base case.

We recorded no actual OTTI in the most recent quarter of 2013 based on the base case scenario. Testing our portfolio under
adverse conditions resulted in no significant credit related OTTI.

Significant Inputs Used On All Residential Private-Label MBS Securities

We perform cash flow analyses on substantially all of our private-label MBS, impaired or not, from our two independent model
services.

The following table summarizes the significant inputs for all our private-label MBS, except for securities for which the underlying
collateral data is not readily available. These were evaluated for OTTI using alternative procedures. The classification in this
table (prime, Alt-A, and subprime) is based on the model used to run the estimated cash flows for the CUSIP, which may not
necessarily be the classification at the time of issuance.

Unpaid Prepayment Default Rates Loss Severity Credit Enhancement

Principal Rate Weighted Weighted Weighted Weighted
As of December 31, 2013 Balance Average % Average % Average % Average %
2006 $ 664 10.1 17.9 37.2 —
2004 & prior 15 11.1 4.5 29.3 12.9
Total Prime 679 10.1 17.6 37.0 0.3
2006 565 10.0 30.5 41.2 0.1
2005 27 8.9 27.4 40.8 —
2004 & prior 2 13.6 20.1 31.6 21.6
Total Alt-A 594 10.0 30.3 411 0.2
2007 8 5.4 55.3 59.4 43.4
2006 735 5.7 55.9 60.3 21.0
2005 39 6.5 49.6 56.5 42.9
2004 & prior 14 8.4 211 56.8 30.0
Total Subprime 796 5.8 55.0 60.1 22.4
Total 2,069 8.4 35.7 471 8.8
Analyzed by alternative procedures 75
Total MBS $ 2,144
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Risk Management

Operational Risk

Operational risk is the risk of loss resulting from the failure of processes, people, or systems, or from external events. We have
established comprehensive risk assessment and management activities, financial and operating policies and procedures, and
appropriate insurance coverage to mitigate the likelihood of, and potential losses from, such occurrences.

Governance and Control Activities

The Board of Directors has established bank-wide policies governing operational risk, which include an Enterprise Risk
Management Policy and an Enterprise Operational Risk Management Policy. Primary oversight responsibility for operational risk
is vested with our management level Operational Risk Oversight Committee. Responsibilities of this committee include, but are
not limited to, oversight and review of bank-wide operational risk programs such as the management of business continuity,
operational aspects of new business activities, analysis and mitigation of any operational loss, independent information security
program, oversight and direction to our compliance activities, and oversight to internal controls and procedures in compliance
with the Sarbanes-Oxley Act of 2002. This Committee monitors the performance of these operational activities by reviewing
management reports prepared by the responsible business manager on a periodic basis. Also, the Committee monitors the
effectiveness of operational controls through the reporting of critical operational losses, and events, and a quarterly certification
of operational and financial internal controls.

Our executive officers provide periodic reports, as appropriate, to the following Board committees: Risk Management Committee,
Operations and Technology Committee, and the Audit Committee.

Business Continuity

In order to ensure our ability to provide liquidity and service to our members and PFls, we have business resumption plans
designed to restore critical business processes and systems in the event of business interruption. We have transitioned key
information systems infrastructure to vendors with reliable and consistent data recovery capabilities as well as more optimal
geographic diversity to provide a more resilient technology infrastructure. We are party to a reciprocal arrangement with the
FHLB Dallas to recover operations supporting our banking activities. Both the FHLB Dallas and our off-site recovery plans are
subject to periodic testing.

Credit Risk

Credit risk is the risk of loss due to default or non-performance of an obligor or counterparty. We are exposed to credit risk principally
through:

. short-term investments unsecured credit exposure;
. investment securities;

. member credit products;

. MPF Loans; and

. derivatives.

We have established policies and procedures to limit and help monitor our exposures to credit risk. We extend credit to
members on a fully secured basis (excluding occasional investments in Federal Funds sold with our members as discussed in
Unsecured Short-Term Investments Credit Exposure on page 64) and are subject to regulatory limits on the amount of credit
that we may extend as well as on the types of underlying collateral that we may accept. We are also subject to certain regulatory
limits on the amount of unsecured credit that we may have outstanding to any one counterparty or group of affiliated
counterparties associated with Federal Funds sold, commercial paper and derivatives activity, which are based in part on our
total regulatory capital. We are authorized to determine compliance with the unsecured credit limits based on the sum of our
outstanding regulatory capital stock, and retained earnings.

We track total credit risk with our members, including credit risk on advances plus risks in any of the other categories as
described above. We had total credit risk concentrated with members with 10% or more of our total member credit outstanding
as follows:

As of December 31, 2013 Total Member Credit Outstanding % of Total
One Mortgage Partners Corp. * $4,100 16%
Associated Bank, N.A. $3,338 13%

a

One Mortgage Partners Corp. is a subsidiary of JPMorgan Chase & Co.
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Investments
For an introduction into our investments see Investments on page 11.
Unsecured Short-Term Investments Credit Exposure

We face credit risk on our unsecured short-term investment portfolio that we maintain to provide funds to meet the credit needs
of our members and to maintain liquidity. See Liquidity on page 49 for a discussion of our liquidity management. Excluding
investments in U.S. Government and agency debt, our unsecured credit investments can have maturities that range between
overnight and nine months and can consist of commercial paper, certificates of deposit, and Federal Funds sold. We are not
currently entering into short-term unsecured investments beyond overnight and we are transacting in Federal Funds only.

We actively monitor our credit exposure and the credit quality of each counterparty, including an assessment of each
counterparty's financial performance, capital adequacy, sovereign support and the current market perceptions of the
counterparty. General macro-economic, political and market conditions may also be considered when deciding on unsecured
exposure. As a result of this monitoring activity, we may limit or suspend existing unsecured credit limits.

Under our current policy, eligible counterparties for short-term investments are:

(i) other FHLBs;
(i) other U.S. GSEs; and
(iii) FDIC-insured financial institutions, including U.S. subsidiaries of foreign commercial banks, or U.S. branches of

foreign commercial banks whose most recently published financial statements exhibit at least $250 million of Tier 1
(or total) capital. Foreign banks must be domiciled in a country whose sovereign rating is at least Aa3 from
Moody's or AA- from Standard & Poor's.

Non-member counterparties must have a rating from an NRSRO of at least Baa or BBB in order to be eligible for an unsecured
credit line. Members who are FDIC-insured financial institutions discussed in (iii) above are eligible Federal Funds
counterparties, although our members do not have to meet the NRSRO ratings requirement in order to be eligible for an
unsecured credit line.

We comply with FHFA regulations that limit the amount of unsecured credit we may extend to any counterparty or to a group of
affiliated counterparties. The FHFA limit is based on a percentage of eligible regulatory capital and the counterparty's overall
credit rating. The level of eligible regulatory capital is determined as the lesser of our total regulatory capital or the eligible
amount of regulatory capital of the counterparty. We may offer for term extensions of unsecured credit ranges from 1% to 15%
of eligible regulatory capital based on the counterparty's credit rating.

FHFA regulations permit additional unsecured credit for overnight extensions of credit and for sales of Federal Funds on
continuing contracts that renew automatically. Our total unsecured exposure to the counterparty may not exceed twice the
above regulatory limit for term exposures, or a total of 2% to 30%.

We do not invest in financial instruments issued by non-U.S. entities (other than those issued by U.S. branches and agency
offices of foreign commercial banks) as we are prohibited from doing so by FHFA regulations. Our unsecured credit exposures
to U.S. branches or agency offices of foreign commercial banks include the risk that, as a result of political or economic
conditions in a country, the counterparty may be unable to meet their contractual repayment obligations. Our unsecured credit
exposures to domestic counterparties and U.S. subsidiaries of foreign commercial banks include the risk that these
counterparties have extended credit to foreign counterparties.

The following table presents the credit ratings of our unsecured investment credit exposures by the domicile of the counterparty
or the domicile of the counterparty's parent for U.S. branches and agency offices of foreign commercial banks. This table does
not reflect the foreign sovereign government's credit rating. The unsecured investment credit exposure presented in the table
may not reflect the average or maximum exposure during the period as the table reflects only the balances at period end.

December 31, 2013 A rated
U.S. branches and agency offices of foreign commercial banks:
Canada $ 500

No investments in the above table were of longer than overnight duration and no investments were with members.
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Investment Securities

In the following tables, we classify our private-label MBS as prime, subprime, or Alt-A based upon the nature of the majority of
underlying mortgages collateralizing each security based on the issuer's classification, or as published by an NRSRO, at the time
of issuance of the MBS. On October 15, 2010, we instituted litigation relating to sixty-four private label MBS bonds purchased by
us in an aggregate original principal amount of $4.29 billion. Our complaints assert claims for untrue or misleading statements in
the sale of securities, and it is possible that the classifications of private-label MBS, as well as other statements made about the
securities by the issuer, are inaccurate.

Majority of
Underlying
Category Mortgage Loans Description of Mortgage Loans Underlying the Security and Security Features
Prime Prime Mortgage loans meet the criteria of Ginnie Mae, Fannie Mae, or Freddie Mac and the
securities have credit protection in the form of a guarantee from the U.S. government in
the case of Ginnie Mae, or a guarantee from Fannie Mae or Freddie Mac.
Prime Prime Fixed Rate/ First-lien mortgage loans that typically conform to “prime” credit guidelines described
Adjustable Rate above, but with a balance that exceeds the maximum allowed under programs sponsored
by Ginnie Mae, Fannie Mae or Freddie Mac.
Prime Interest First - Prime Mortgage loans typically conform to traditional “prime” credit guidelines described above,

Fixed/Adjustable Rate  but may allow for principal deferment for a specified period of time.

Alt-A Alternative Mortgage loans generally conform to traditional “prime” credit guidelines described
Documentation Fixed/  above, although the LTV ratio, loan documentation, occupancy status, property type, loan
Adjustable Rate size, or other factors causes the loan not to qualify under standard underwriting
programs. Typically includes less-than-full documentation.
Subprime  Subprime Primarily first-lien mortgage loans that have lower credit scores, higher debt to income

ratios, and higher loan to value ratios.

In addition to private-label MBS, we also hold a variety of other investment securities we believe are low risk and mostly
government backed or insured such as GSE debt, FFELP ABS, etc. We are not permitted by regulation to hold any European
sovereign debt or other foreign sovereign debt.

In 2011, S&P downgraded the U.S. long-term sovereign rating from AAA to AA+ with a negative outlook, while Moody's confirmed
its Aaa U.S. Government bond rating, but with a negative outlook. These actions impacted the bond ratings of certain
government backed or insured securities, including those of the GSEs as well as the FFELP ABS, which we currently hold in our
investment portfolio.
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The carrying amounts of our investments are presented in the following table by the long term NRSRO credit rating of the
counterparty.

Below
Investment Carrying
AAA AA A BBB Grade Unrated Amount
December 31, 2013
Investment securities-
U.S. Government & other
governmental related $ — 4,670 $ — S — S — S — $ 4,670
State or local housing agency — 22 — — — — 22
FFELP ABS 18 6,785 — — — — 6,803
MBS:
GSE residential — 14,649 — — — — 14,649
Government-guaranteed residential — 3,941 — — — — 3,941
Private-label MBS residential — 1 74 18 1,161 13 1,267
Total investment securities 18 30,068 74 18 1,161 13 31,352
Federal Funds sold — — 500 — — — 500
Securities purchased under
agreements to resell — 3,000 850 — — 700 4,550
Total carrying amount of
investments $ 18 $ 33,068 $ 1,424 $ 18 $ 1,161 $ 713 $ 36,402
December 31, 2012
Investment securities-
U.S. Government & other
governmental related $ — 5 4347 § — 3 — 3 — 3 — 3 4,347
State or local housing agency — 24 — — — — 24
FFELP ABS 25 7,428 — — — — 7,453
MBS:
GSE residential — 16,630 — — — — 16,630
Government-guaranteed residential — 4,293 — — — — 4,293
Private-label MBS residential 13 5 90 25 1,367 3 1,503
Total investment securities 38 32,727 90 25 1,367 3 34,250
Securities purchased under
agreements to resell — 1,450 4,100 — — 950 6,500
Total carrying amount of
investments $ 38 $ 34177 $ 4190 $ 25 $ 1,367 $ 953 $ 40,750
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Investment Securities Issuer Concentration

The following table summarizes our investment securities by issuer with a carrying amount exceeding 10% of our stockholders'

equity:
Carrying Fair Market

December 31, 2013 Amount Value
Fannie Mae $ 12,030 $ 12,168
Freddie Mac 2,619 2,666
Ginnie Mae 3,737 3,768
SBA 2,779 2,821
US Treasury 1,823 1,823
SLM Student Loan Trust SLMA 2009-1 A 1,753 1,753
SLCLT 2009-1 Student Loan ABS 1,357 1,357
SLM Student Loan Trust SLMA 2009-2 A 1,439 1,439
SLC 2009-3 Student Loan ABS 969 969
SLM Student Loan Trust SLMA 2009-1 A1 1,071 1,071
All Others 1,775 2,218
Total Investment securities $ 31,352 32,053
Categorized as:

Trading securities $ 1,899 1,899

Available-for-sale securities 21,536 21,536

Held-to-maturity securities 7,917 8,618
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Aging and Carrying Amount

The following table presents the aging of our investments for the current year, as well as the carrying amounts for the previous
two years. It also discloses the yields by aging categories for the current year.

2013 2012 2011
Due
after one Due after
year five

Due in  through years
one year five through Due after Carrying  Carrying Carrying

As of December 31, or less years tenyears tenyears Amount Amount Amount
Trading

U.S. Government & other

governmental related $ 1,823 $ — 3 — 3 — $ 1823 $ 1,106 $ 2,737
MBS:

GSE residential — 4 — 70 74 120 195
Government guaranteed residential — — — 2 2 3 3
Total trading securities 1,823 4 — 72 1,899 1,229 2,935
Yield on trading securities 0.81% 5.05% —% 5.09% 0.98% 2.08% 0.52%
AFS

U.S. Government & other

governmental related — 68 82 438 588 754 1,001
FFELP ABS — 10 117 6,676 6,803 7,453 8,159
MBS:

GSE residential 60 747 10,418 157 11,382 12,228 12,132
Government-guaranteed residential — — — 2,691 2,691 2,950 2,961
Private-label residential — — — 72 72 69 63
Total AFS securities 60 825 10,617 10,034 21,536 23,454 24,316
Yield on AFS securities 3.32% 3.72% 4.39% 4.62% 4.47% 4.23% 4.21%
HTM

U.S. Government & other

governmental related 679 60 438 1,082 2,259 2,487 2,573
State or local housing agency

obligations — — 14 8 22 24 27
MBS:

GSE residential — 122 1,641 1,430 3,193 4,282 5,761
Government-guaranteed residential — — 205 1,043 1,248 1,340 1,414
Private-label residential — 1 — 1,194 1,195 1,434 1,702
Total HTM securities 679 183 2,298 4,757 7,917 9,567 11,477
Yield on HTM securities 0.60% 3.23% 3.63% 3.82% 3.48% 3.40% 3.64%
Total investment securities 2,562 1,012 12,915 14,863 31,352 34,250 38,728
Federal Funds sold 500 — — — 500 — 950
Securities purchased under

agreements to resell 4,550 — — — 4,550 6,500 825
Total investments $ 7612 $ 1,012 $12915 $14,863 $36,402 $40,750 $40,503
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Mortgage Backed Securities

The following three tables present the unpaid principal balance and credit ratings of our private-label residential MBS by vintage
year of issuance and by Prime, Alt-A, and Subprime as designated at time of issuance. Except for an immaterial amount of fixed

rate, these MBS are all variable rate securities.

At December 31, 2013, 36% of the total mortgage properties collateralizing our private-label MBS were located in California,
which was the only state with a concentration exceeding 10% of this portfolio.

Private-label MBS Prime

Vintage Year of Issue

As of December 31, 2013 2006 2005 an?:lolgfior Total
A $ —  $ — S 67 $ 67
BBB — — 8 8
Below investment grade 1,112 27 8 1,147
Unrated 14 — — 14
Total unpaid principal balance $ 1,126 $ 27 $ 83 $ 1,236
Amortized cost $ 877 $ 21 $ 84 $ 982
Gross unrealized losses (incl. non-credit OTTI) (227) (3) (1) (231)
Gross unrealized gains 284 2 1 287
Fair value $ 934 $ 20 $ 84 $ 1,038
Weighted average percentage fair value to unpaid principal
balance 82.9% 74.1% 101.2% 84.0%
Original weighted average credit support 11.8% 14.2% 3.6% 11.3%
Current weighted average credit support 0.1% —% 9.3% 0.7%
Weighted average collateral delinquency 14.7% 16.4% 5.7% 14.2%
Private-label MBS Alt-A Vintage Year of Issue

2004
As of December 31, 2013 2006 and Prior Total
Below investment grade $ 104 $ 2 $ 106
Total unpaid principal balance $ 104 $ 2 3 106
Amortized cost $ 68 $ 2 70
Gross unrealized gains (losses) 3 (1) 2
Fair value $ 71 $ 1 $ 72
Weighted average percentage fair value to unpaid principal balance 68.3% 50.0% 67.9%
Original weighted average credit support 17.8% 6.9% 17.7%
Current weighted average credit support —% 18.1% 0.3%
Weighted average collateral delinquency 30.8% 11.4% 30.5%
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Private-label MBS Subprime Vintage Year of Issue

2004
As of December 31, 2013 2007 2006 2005 and Prior Total
A — — 2 4 6
BBB — 6 2 3 11
Below investment grade 8 729 36 11 784
Unrated — — — 2 2
Total unpaid principal balance $ 8 $ 735 $ 40 $ 20 $ 803
Amortized cost $ 8 $ 473 $ 35 $ 18 $ 534
Gross unrealized losses (incl. non-credit OTTI) 1) (87) (2) (1) (91)
Gross unrealized gains 1 151 3 2 157
Fair value $ 8 § 537 $ 36 $ 19 $ 600
Weighted average percentage fair value to
unpaid principal balance 100.0% 73.1% 90.0% 95.0% 74.7%
Original weighted average credit support 23.0% 22.8% 22.0% 40.9% 23.2%
Current weighted average credit support 43.4% 21.0% 43.1% 28.4% 22.5%
Weighted average collateral delinquency 30.9% 35.0% 31.1% 17.5% 34.3%

The following table summarizes the components of amortized cost of our private label MBS and the life-to-date OTTI credit
impairment taken at some point in time on these securities.

Unpaid Principal Life-To-Date OTTI
As of December 31, 2013 Balance Credit Impairment®  Other Adjustments ° Amortized Cost
Private label MBS $2,144 $(742) $ 182 $1,584

a Life-to-date OTTI credit impairment excludes certain adjustments, such as increases in cash flows expected to be collected that have been

recognized into net income.
Other Adjustments primarily consists of principal shortfalls and life-to-date accretion of interest related to the discounted present value of
previously recognized credit-related impairment losses.

b

Member Credit Outstanding
Collateral Arrangements

We intend to manage our credit exposure to credit products through an integrated approach that provides for a credit limit to be
established for each borrower, includes an ongoing review of each borrower's financial condition, and is coupled with what we
believe to be conservative collateral/lending policies to limit risk of loss while balancing borrowers' needs for a reliable source of
funding. In addition, we lend to our members in accordance with federal statutes and FHFA regulations. Specifically, we comply
with the FHLB Act, which requires us to obtain sufficient collateral to fully secure credit products. Accordingly, our agreements
require that a member provide collateral loan value equal to its credit outstanding (unless we specifically require more for a
particular member). The estimated collateral loan value required to secure each member's credit products is calculated for
investment securities, by multiplying a percentage margin by the fair value of each investment security; and for loans, by
multiplying a percentage margin by the unpaid principal balance of pledged loans, along with any applicable ineligibility discount
factor. We accept investment securities, residential mortgage loans, deposits, and other real estate related assets as collateral.
In addition, community financial institutions (CFls) are subject to expanded statutory collateral provisions, which allow them to
pledge secured small business, small farm, or small agri-business loans.

We determine the maximum amount and term of the advances we will lend to a member by assessing the member's
creditworthiness and financial condition utilizing financial information available to us, including the quarterly reports members file
with their regulators. Credit availability is also determined on the basis of the collateral pledged and we conduct periodic on-site
collateral reviews to confirm the quality and quantity of collateral pledged. We require delivery of all securities collateral and may
also require delivery of loan collateral under certain conditions (for example, when a member's credit condition deteriorates). We
refer to both members and former members as borrowers in the following disclosures.

Eligible collateral includes whole first mortgages on improved residential property, or securities representing a whole interest in

such mortgages; securities issued, insured, or guaranteed by the U.S. government or any of its agencies; MBS issued or
guaranteed by Fannie Mae, Freddie Mac, or Ginnie Mae; FHLB consolidated obligations; cash or deposits; and other real estate
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related collateral (includes home equity loans and lines of credit and commercial real estate) we deem to be acceptable,
provided that it has a readily ascertainable collateral loan value and we can perfect a security interest in the related property.

Under our collateral guidelines, members may pledge mortgage loans and MBS that could include subprime and nontraditional
mortgage loans. For collateral purposes, we define a subprime mortgage loan as a first-lien loan or a simultaneous second-lien
loan secured by a 1-4 family residential property made at the time of origination to a borrower with (1) a FICO score of 660 or
below; or (2) if no FICO score is available, a total debt-to-income ratio of 50% or greater. Nontraditional mortgage loans consist
of closed-end, adjustable-rate mortgages that allow the borrower to defer repayment of interest, unless the mortgage is
underwritten at the fully indexed rate and contains annual caps on interest rate increases. As part of the credit review process,
we may require more collateral or limit or restrict members from pledging subprime and nontraditional mortgage loans or
subprime and nontraditional mortgage MBS as collateral, if we determine that a member has a concentration of them in its
pledged collateral.

We are required to obtain and maintain a security interest in eligible collateral at any time an advance is outstanding. The FHLB
Act affords any security interest granted to us by any of our members, or any affiliate of any such member, priority over the
claims and rights of any party, including any receiver, conservator, trustee, or similar party having rights of a lien creditor. The
only two exceptions are claims and rights that would be entitled to priority under otherwise applicable law or are held by actual
bona fide purchasers for value or by parties that are secured by actual perfected security interests. We perfect the security
interests granted to us by borrowers and affiliates by taking possession of securities collateral and by filing UCC-1 financing
statements on all other collateral.

In certain circumstances, for example when a member terminates membership due to a merger and the acquiring entity is a
member of another FHLB, the other FHLB will hold and manage the former member's collateral covering advances and any
other amounts still outstanding to us. The other FHLB will usually subordinate to us all collateral it receives from the member or
we may elect to accept a pledge assignment of specific collateral in an amount sufficient to cover our exposure. Likewise, if one
of our members were to acquire the member of another FHLB, we would usually hold and manage the collateral for the other
FHLB.

Collateral arrangements will vary with borrower credit quality, collateral availability, collateral quality, results of periodic on-site
reviews of collateral, and overall borrower credit exposure. On-site collateral verifications are performed on a schedule that
varies based upon our assessment of the credit risk of the borrower, the size of the borrower's advances, the types of collateral
pledged, and the amount of collateral coverage. Under the security agreement with our borrowers, we have the right to protect
our security position with respect to advances, including requiring the pledging of additional collateral, whether or not such
additional collateral was required to originate or renew an advance. As a result, we may require the delivery of additional or
substitute collateral from any borrower at any time during the life of an advance, including delivery of collateral that would not be
eligible to pledge for a new advance. As additional security for a borrower's indebtedness, we have a lien on their capital stock in
us.

During 2011, we expanded collateral capacity for those members who executed an updated security agreement to expand the
scope of our security interest in certain member assets. We generally require members to pledge collateral under a blanket lien
under which our security interest in collateral is automatically released when such collateral is not necessary to secure a
member's outstanding credit obligations and the member has sold or otherwise transferred its interest in the collateral. If we
have a lien on collateral that a member wants to pledge at the Federal Reserve and that collateral is not required to adequately
secure a member's outstanding credit obligation to us, we may enter into an agreement with the Federal Reserve that releases
or subordinates our lien to, and only to, the Federal Reserve. Our lien is still in place with regard to any other creditor, but the
Federal Reserve’s lien on assets they take is senior to our lien.

In addition to providing advances, we also offer standby letters of credit to our members and standby bond purchase agreements
with state housing authorities within our district, as disclosed in Note 18 - Commitments and Contingencies to the financial
statements. To secure letter of credit risks, we require collateral as we do on advances.

Member Credit Risk Ratings

We utilize an internally developed credit risk rating system for our borrowers, whether or not they currently have a balance
outstanding, which focuses primarily on an institution's overall financial health and takes into account the borrower's asset
quality, earnings, and capital position. We assign each borrower a credit risk rating from one to five (one being the least amount
of risk and five the greatest amount of risk). Borrowers in categories four and five may be required to maintain higher amounts of
collateral and/or deliver loan collateral to us or a third party custodian on our behalf, may be restricted from obtaining convertible
advances and may face more stringent collateral reporting requirements. Within categories 4 and 5 we also assign some
members a minus rating where additional risk mitigation tools may be used including increased haircuts and collateralization of
potential advance prepayment obligations.
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The following table presents the number of borrowers and credit outstanding to our borrowers by rating. Our internal rating
reflects our assessment of the default risk associated with a member rather than the risk of loss on the credit outstanding. We
manage our member-related credit risk through collateral controls and, based on our risk rating, increase over-collateralization
requirements as a member's credit quality deteriorates. As a result, we have never suffered a credit loss from a member default.
Credit outstanding consists primarily of outstanding advances and letters of credit. MPF credit enhancement obligations,
member derivative exposures, and other obligations make up the rest. Collateral loan value describes the borrowing capacity
assigned to the types of collateral we accept for advances. Collateral loan value does not imply fair value. Of the total credit
outstanding, $23.5 billion were advances and $2.1 billion were letters of credit at December 31, 2013, compared to $14.3 billion
and $1.4 billion at December 31, 2012.

December 31, 2013 December 31, 2012
Number of % of Credit % of Collateral Numberof % of Credit % of  Collateral
Rating Borrowers Total Outstanding Total Loan Value Borrowers Total Outstanding Total Loan Value
1-3 455 90% $ 25,262 98% $ 52,465 453 87% $ 14,573 92% $ 36,671
4 16 3% 136 1% 809 26 5% 718 4% 1,255
5 35 7% 307 1% 489 43 8% 715 4% 1,320
Total 506 100% $ 25,705 100% $ 53,763 522  100% $ 16,006 100% $ 39,246

The majority of borrowers assigned a 4 rating in the above table were required to submit specific collateral listings and the
majority of borrowers assigned a 5 rating were required to deliver collateral to us or a third-party custodian on our behalf. The
method by which a borrower reports collateral is dependent upon the collateral status to which it is assigned, as well as the type
of collateral being pledged. We assign borrowers to a borrowing base (blanket-lien) status, listing-collateral status, or delivery-
collateral status. Under a blanket lien status, a borrower may report collateral pledged under a summary borrowing base. For
members or a class of collateral on listing status, the member must provide us with loan-level detail of the collateral. For
members or a class of collateral on delivery status, the member must deliver the collateral to us or an approved custodian for our
benefit. Members must report their collateral at least quarterly. For insurance company members we took delivery of collateral
for all advances outstanding regardless of credit rating for the periods presented.

The following table describes the collateral loan values assigned to the types of collateral we accept for advances. The table also
presents the breakdown of pledged collateral from borrowers by underlying type.

Minimum Maximum Gross Value Collateral Average
Margin Majority Margin Majority Reported by Loan Effective
December 31, 2013 of Collateral of Collateral Borrowers Value Margin
Single-family mortgage loans 38% 95% $ 44,787 $ 33,285 74%
Multi-family mortgage loans 31% 78% 3,429 2,100 61%
Community Financial Institutions @ 29% 85% 4,291 2,041 48%
Commercial real estate 20% 70% 4,623 1,944 42%
Home equity loans and lines of credit 15% 47% 7,672 3,007 39%
GSE MBS & CMO 90% 98% 6,191 6,043 98%
GSE securities (excluding MBS & CMO) 94% 98% 832 802 96%
State and local government securities 83% 90% 1,959 1,761 90%
Cash, U.S. government & Treasury securities 85% 100% 151 140 92%
Commercial MBS 89% 93% 2,759 2,553 93%
Student loan securities 92% 92% 94 87 92%
Total Collateral $ 76,788 $ 53,763 70%

a

Community Financial Institutions are subject to expanded statutory collateral provisions, which allow them to pledge secured small business,
small farm, or small agri-business loans.

As a result of the collateral and other credit risk mitigation efforts, we believe we are sufficiently well collateralized on our credit
outstanding and we have not recorded an allowance for credit losses on our advances or other credit products in the periods
presented. Although we had borrowers placed into receivership by their regulator during the year-to-date period ended
December 31, 2013, their total advances outstanding at the time of failure were immaterial. All outstanding advances were either
repaid or were assumed by the acquirer. No credit losses were incurred on these advances.
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MPF Loans

For a description of the MPF Program see Mortgage Partnership Finance Program on page 7.

We record provisions for credit losses for MPF Loans due to portfolio and market trends related to rising delinquency rates,
increased loss severities, and prepayment speeds consistent with the percentage increase in delinquent, nonaccrual, and

impaired MPF Loans to total conventional MPF Loans. For details on our allowance for credit losses, please see Note 8 -
Allowance for Credit Losses to the financial statements.

The following table shows our five year trend in our MPF Loan portfolio.

2013 2012 2011 2010 2009
Recorded investment as of December 31,
MPF Loans past due 90 days or more and still accruing interest ® $ 178 $§ 275 $§ 376 $ 456 $ 494
Nonaccrual MPF Loans including nonperforming troubled debt
restructurings (TDR) © 221 234 211 97 36
TDRs - performing ° 16 14 6 2 —
Allowance for the years ended December 31,
Allowance for credit losses, beginning balance $ 42 $ 45 $ 33 $ 14 $ 5
Charge-offs (11) (12) (7) (2) (1)
Provision for (release of) allowance for credit losses (2) 9 19 21 10
Allowance for credit losses, ending balance $ 29 $ 42 % 45 $ 33 % 14
Gross interest original terms nonaccrual loans/nonperforming TDRs °© $ 1% 109$ 7% 4% 1
Interest recognized nonaccrual loans/nonperforming TDRs © 1 8 6 3 1

a Includes loans which are well-secured and in the process of collection. MPF Loans that are on non-performing status, and that are viewed

as collateral-dependent loans, are considered impaired and are excluded. MPF Loans are viewed as collateral-dependent loans when
repayment is expected to be provided solely by the sale of the underlying property, and there is no other available and reliable source of
repayment. Government loans are included because repayment is insured or guaranteed by the government.

The net (charge-off)/recovery rate was less than one basis point for all periods presented.

SEC Guide 3 disclosure guidance for troubled debt restructurings differs from GAAP disclosure guidance. Specifically, pursuant to SEC
Guide 3, troubled debt restructurings that are on nonaccrual status are reported as a nonaccrual loan while GAAP requires these troubled
debt restructurings to be shown as both - that is double-counted as a nonaccrual loan and as a troubled debt restructuring. As a result, the
amounts disclosed in this table as troubled debt restructurings will not match the troubled debt restructurings disclosed in Note 8 -
Allowance for Credit Losses to the financial statements.

Credit Risk Exposure

Our credit risk exposure on conventional MPF Loans held in our portfolio is the potential for financial loss due to borrower default
and depreciation in the value of the real estate collateral securing the MPF Loan, offset by our ability to recover losses from PMI,
SMI (MPF Plus), the CE Amount, and Recoverable CE Fees. The PFl is required to pledge collateral to secure any portion of its
CE Amount that is a direct obligation. We also face credit risk losses on conventional MPF Loans to the extent such losses are
not recoverable under PMI. The portion of our MPF Loan unpaid principal balances outstanding exposed to credit losses was
$6.0 billion at December 31, 2013, and $8.3 billion at December 31, 2012. Our actual credit exposure is less than these amounts
because the borrower's equity, which represents the fair value of underlying property in excess of the outstanding MPF Loan
balance, has not been considered. For those loans with an LTV ratio over 80% at origination, we require PMI as noted below. In
addition, our credit risk exposure is mitigated for conventional MPF Loans by average FICO® scores at the time of origination
that were 735 for loans still outstanding at December 31, 2013.

Our portfolio of MPF Loans includes conventional mortgage loans that may be viewed has having greater credit risk because the
borrowers have weaker credit histories. The current MPF Program eligibility criteria for conforming conventional MPF Loans
excludes loans to borrowers with a FICO score less than 620. Historically, we accepted MPF Loans from borrowers with FICO
scores below 620 provided they met the underwriting standards set forth in the MPF Guides, which require compliance with
applicable laws and regulations, including the Interagency Guidance on Nontraditional Mortgage Product Risks (issued October
4, 2006) and the Statement on Subprime Mortgage Lending (issued on July 10, 2007) issued by the Office of the Comptroller of
the Currency, Office of the Thrift Supervision, Board of Governors of the Federal Reserve System, Federal Deposit Insurance
Corporation, and the National Credit Union Administration. MPF Loans to borrowers with no FICO scores are also eligible for
delivery under the MPF Program provided that acceptable alternate documentation of credit history is provided. While we do not
classify these loans internally as “subprime” because they are not higher-priced mortgage loans, we have designated member
pledged residential mortgage collateral securing credit obligations as “subprime” when (i) the borrower's FICO score is below
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660 or (ii) if no FICO score is available, when the borrowers total debt-to-income ratio is 50% or greater in order to simplify
member collateral reporting. Mortgages that meet the MPF Program's definition of higher-priced mortgage loans are not eligible
for delivery under the MPF Program. MPF Loans with borrowers having no FICO scores or with FICO scores less than 660
represent a relatively small portion of our total conventional MPF Loan portfolio.

For MPF Loans, the MPF Program allows for varying levels of documentation with respect to borrower income, and the level of
documentation is considered when determining the amount of credit enhancement required for each master commitment under
the NRSRO model we utilize to set credit enhancement. To date, we have not experienced material differences in loss or
delinquency rates based on documentation levels of our MPF Loans.

Mortgage Repurchase Risk

We are exposed to mortgage repurchases in connection with our sale of MPF Xtra loans to Fannie Mae under the MPF Xtra
product. If a loan eligibility requirement or other warranty is breached, Fannie Mae could require us to repurchase an ineligible
MPF Xtra loan or provide an indemnity. If the PFI from which we purchased an ineligible MPF Xtra loan is viable, we may
require the PFI to repurchase that loan from us or indemnify us for related losses. For the year ending December 31, 2013, we
have repurchased $22 million of unpaid principal balances related to MPF Xtra loans sold to Fannie Mae. These repurchases
represent repurchase requests that have been resolved during the reporting period. Due to recoveries from PFls we incurred no
material losses on these loans. As of December 31, 2013, we have $56 million related to mortgage loans that represent
unresolved claims with Fannie Mae, see Note 18 - Commitments and Contingencies to the financial statements. Specifically,
we believe a repurchase request from Fannie Mae may occur; however, it is still uncertain if or when Fannie Mae will request us
to repurchase these mortgage loans.

Our mortgage repurchase liability is an estimate of our losses associated with all mortgage loans previously sold in connection
with the MPF Xtra product for which a breach or representation or warranty has occurred, regardless of when those losses occur
or how they are ultimately resolved (e.g., repurchase, indemnification payment). Our mortgage repurchase liability does not
represent the unpaid principal balance for repurchase requests made by Fannie Mae or amounts that we may recover from third
parties. To estimate our mortgage repurchase liability, we consider the factors outlined below, which are predominantly based on
our historical repurchase experience:

*  We only include mortgage loans for which we deem it probable that Fannie Mae will require us to either repurchase the
mortgage loan or indemnify them for a loss on the mortgage loan. The fact that a mortgage loan may breach a
representation and warranty does not necessarily mean Fannie Mae will request us to repurchase the mortgage loan
or indemnify it. For example, Fannie Mae may decide to retain a performing loan even if there has been a breach of a
representation or warranty. Our estimate of the likelihood of having to repurchase a mortgage loan involving a breach
of a representation or warranty from Fannie Mae is initially based upon outstanding repurchase and indemnification
requests related to breaches of representations and warranties discovered during our quality control review process,
which is further discussed in Quality Assurance Process on page 9. This estimate incorporates:

o Fannie Mae, PFIl, and other third party behavior;

o Potential defects or breaches with the mortgage loans;

> Whether the mortgage loans are performing or nonperforming;

o Our potential ability to cure the defects identified in the repurchase demands;

o The estimated loss severity upon repurchase of the loan or collateral, and any make-whole settlement or
indemnification agreement with Fannie Mae.

Based on these factors we recognized a mortgage repurchase liability to Fannie Mae of less than $1 million as of December 31,
2013. We also recognized an offsetting receivable due from our PFls, since we deem it probable that we will recover any losses
from third parties (i.e., PFIs). As a result, we did not recognize a loss in our statements of income related to MPF Xtra loan
repurchase or indemnification risk to Fannie Mae.

While we use the best information available to us in estimating our mortgage repurchase liability, the estimation process is
inherently uncertain and imprecise. Factors that may lead to imprecise estimates of our mortgage repurchase liability include,
but are not limited to, the following:

»  The mortgage repurchase liability may be influenced by third party (e.g., PFI) servicing practices, the potential actions
of Fannie Mae, and the financial condition of our PFls. These influences continue to evolve and may necessitate
revising our estimate of the mortgage repurchase liability.

»  Our ability to estimate probable repurchase or indemnification requests from Fannie Mae on pools of mortgage loans is
limited due to our lack of extended historical experience with repurchase/indemnification demand activity related to the
MPF Xtra product. As a result, for purposes of our analysis, we assumed only probable repurchase or indemnification
requests from Fannie Mae in cases where both an actual breach attributable to a mortgage loan has been specifically
identified and where we believe Fannie Mae is likely to request us to repurchase or indemnify them (e.g., the mortgage
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loan is nonperforming). Mortgage loans in the remaining pool in which an actual breach has not yet been identified or
where we do not expect Fannie Mae to request us to repurchase or indemnify them for the mortgage loan are excluded
from our analysis.

»  Fannie Mae may seek repurchase of a mortgage loan until full repayment of a loan rather than when a purported defect
is first identified. Thus repurchase requests as of a particular date may not reflect total repurchase liability for loans
outstanding as of that date as further described in Note 18 - Commitments and Contingencies to the financial
statements.

»  Additional repurchase requests and indemnifications not yet identified may result from our quality assurance review of
MPF Xtra loans.

As of December 31, 2013, we believe the estimate of reasonably possible losses is zero, as we believe it is probable that we
would recover such reasonably possible losses from third parties. We may require PFls to collateralize repurchase obligations
and indemnifications on the basis of their credit condition and size of their repurchase obligation or indemnification. See Risk
Factors on page 27 of risks and trends related to our mortgage repurchase liability.

Additionally, PFls are required to repurchase ineligible MPF Loans held in our portfolio unless we either require the PFI to
indemnify us or decide to continue to hold such loans in our portfolio. The PFI repurchase requirement is a factor in determining
our allowance for credit losses. If a PFl is unable to repurchase ineligible MPF Loans or indemnify us, we would incur a loss to
the extent a credit loss is not expected to be recovered from collateral provided by the PFI or, alternatively, from the FDIC. In
this regard, we have not recorded an allowance for credit losses for repurchase requests or indemnifications related to MPF
Loans held in our portfolio, as we do not expect to incur any losses after factoring in our recovery claims from PFls.

Setting Credit Enhancement Levels

The PFI's CE Amount is calculated using an NRSRO model to equal the difference between the amounts of credit enhancement
needed for the master commitment to have an estimated rating equivalent to an AA rated mortgage-backed security and our
initial FLA exposure (which is zero for the Original MPF product). We recalculate an estimated credit rating of each master
commitment quarterly. Through December 31, 2011, this would impact the amount of retained earnings we need to hold.
Subsequent to the implementation of our new capital plan on January 1, 2012, this requirement is replaced with a risk based
capital calculation that incorporates master commitments with estimated ratings lower than AA ratings. See Liquidity, Funding,
and Capital Resources on page 49 for further details.

The conventional MPF Products with CE Amounts were designed to allow for periodic resets of the CE Amount, and for certain
products the FLA, for each master commitment because the amount of credit enhancement necessary to maintain our risk of
loss equivalent to the losses of an investor in an AA rated mortgage-backed security for any master commitment is usually
reduced over time. The Original MPF, MPF 100, and MPF 125 products are initially reset 10 years from the date of the master
commitment. The SMI policy for the MPF Plus product is reset after five years and annually thereafter, with any PFI direct CE
Amount reset at the same time or starting five years after the date of the master commitment. In addition to scheduled resets, a
PFI's CE Amount may be reduced to equal the balance of the MPF Loans in a master commitment if the balance of the MPF
Loans equals or is less than the CE Amount.

For the MPF Plus product, the PFl is required to provide an SMI policy covering the MPF Loans in the master commitment and
having a deductible initially equal to the FLA. As of December 31, 2013, and 2012, the outstanding balances of MPF Loans
under the MPF Plus product were $2.5 billion and $4.0 billion and the amounts of SMI coverage provided against losses were
$50 million and $56 million. The reduction in coverage was due to the resetting of SMI policies as provided in the MPF Plus
product structure.

On a number of MCs we have stopped paying performance CE Fees due to the SMI provider's rating being lowered below an AA
rating. Under these circumstances, the PFI has the option to replace the SMI provider, indemnify us for any losses, or forfeit
performance CE Fees. Most PFls have elected to forfeit future performance CE Fees.

Except with respect to Original MPF, our losses incurred under the FLA can be recovered by withholding future performance CE

Fees otherwise paid to our PFls. We recovered $4 million, $6 million, and $8 million in Recoverable CE Fees for the years
ended December 31, 2013, 2012, and 2011.
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The following table shows the status of our credit enhancement structure on MPF Loans held in portfolio. Unpaid principal
balances in this table include REO, as losses in REO impact, and are impacted by, the credit enhancement structure of a master
commitment. As defined, PFI CE includes SMI on the Plus product. Government loans are excluded from the table as they are
not a factor in the credit enhancement structure.

As of December 31, 2013

MPF Product Type Unpaid Principal Balance 90+ Days Delinquent FLA® PFI CE + SMI
100 $ 701 1.98% 4.05% 5.51%
125 208 5.91% 3.70% 7.21%
Plus 4,189 3.44% 2.44% 1.39%
Original 911 2.76% 1.30% 13.72%

@ For each product above, except MPF Original, a portion of losses experienced at the FLA level may be recovered through the withholding of
performance-based CE Fees from PFls.

Concentration Risks

In conjunction with assessing credit risks on the MPF Loan portfolio, we also assess concentration risks that could negatively
impact this portfolio.

PMI Provider Concentration - We are exposed to the risk of non-performance of PMI companies. We receive PMI coverage
information only at acquisition of MPF Loans and do not receive notification of any subsequent changes in coverage. The
following table details our exposure to companies providing 10% or more of our total PMI coverage for seriously delinquent loans
(conventional loans 90 days or more delinquent or in the process of foreclosure):

Loan Amount of Credit Rating 2
As of December 31, 2013 Balance Coverage % of Total at 2/28/2014 Outlook
Mortgage Guaranty Insurance Corp. $ 20 $ 6 33% Ba3 Stable
Genworth Mortgage Insurance Corp. 8 2 11% BB- Positive
United Guaranty Residential Insurance Co. 7 2 11% Baa1 Stable
Republic Mortgage Insurance Co. 7 2 11% R
PMI Mortgage Insurance Co. 9 3 17% R
All Others 9 3 17%
Total PMI Coverage $ 60 $ 18 100%

a Rating shown is the lowest rating among the three largest NRSROs, and an R rating signifies the insurer is under regulatory supervision.

Geographic Concentration - While we have MPF Loans throughout the United States, our largest concentrations of MPF Loans
were secured by properties located in states as noted in the following table. An overall decline in the economy, residential real
estate market, or the occurrence of a natural disaster could adversely affect the value of the mortgaged properties in these
states and increase the risk of delinquency, foreclosure, bankruptcy or loss on MPF Loans, which could negatively affect our
business, results of operations, and financial condition.

The following table summarizes the par value of our conventional MPF Loans state concentrations for the top five states.
Government guaranteed loans are excluded.

As of December 31, 2013 Par %

Wisconsin $ 952 16%
Illinois 720 12%
California 708 12%
Texas 363 6%
Florida 287 5%
All other states 2,939 49%
Total unpaid principal balance of conventional MPF Loans $ 5,969 100%

For further discussion of how concentration risks may affect us, see Risk Factors on page 19.
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Derivative Counterparties

We transact most of our derivatives with large banks and major broker-dealers. Derivative transactions may be either over-the-
counter with a counterparty (bilateral derivatives) or over-the-counter cleared through a Futures Commission Merchant (FCM)
with a derivatives clearing organization (clearinghouse). As of December 31, 2013, we held an immaterial amount of cleared
derivative contracts.

We are subject to credit risk due to the risk of nonperformance by counterparties to our derivative agreements. The amount of
credit risk on derivatives depends on the extent to which netting procedures, collateral requirements and other credit
enhancements are used and are effective in mitigating the risk. We manage credit risk through credit analysis, collateral
management and other credit enhancements. We are also required to follow the requirements set forth by applicable regulation.

Bilateral Derivatives. We are subject to credit risk due to non-performance by counterparties to derivative agreements. We
require collateral on bilateral derivative agreements. The amount of net unsecured credit exposure that is permissible with
respect to a counterparty depends on the credit rating of that counterparty. The counterparty must deliver collateral to us if the
total market value of our exposure to that counterparty rises above a specific trigger point. As a result of these risk mitigation
initiatives, we do not anticipate any credit losses on our bilateral derivative agreements with counterparties as of December 31,
2013.

Cleared Derivatives. We are subject to credit risk due to nonperformance by the clearinghouse. The requirement that we post
initial and variation margin through the FCM, on behalf of the clearinghouse, exposes us to institutional credit risk in the event
that the FCM or the clearinghouse fails to meet their obligations. Clearing derivatives through a clearinghouse mitigates
counterparty credit risk exposure because the central clearinghouse counterparty is substituted for individual counterparties and
collateral is posted daily for changes in the value of cleared derivatives through an FCM. We do not anticipate any credit losses
on our cleared derivatives as of December 31, 2013.

We actively monitor our counterparties' exposure to European sovereign debt and consider this exposure as a component of our
credit risk review process. Due to the significant European sovereign credit concerns, we have reduced new derivatives
transactions with European counterparties to reduce our exposure to these counterparties. We may further limit derivatives
transactions with other European counterparties in accordance with our risk management policies and regulatory requirements.

The contractual or notional amount of derivative agreements reflects our involvement in the various classes of financial
instruments. Our maximum credit risk with respect to derivative agreements is the estimated cost of replacing interest-rate
swaps, forward agreements and purchased caps and floors if the counterparty defaults, minus the value of any related collateral.
In determining maximum credit risk, we consider, with respect to each counterparty, accrued interest receivables and payables
as well as the legal right to net assets and liabilities.

The following table presents the derivative positions with non-member counterparties and member institutions to which we had
credit exposure. Rating shown is the lowest rating among the three largest NRSROs.

Derivative Asset
Exposure at Fair

Value Net of Cash Securities Net Exposure
Collateral Collateral Held After Collateral

As of December 31, 2013
A rated $ 32 § 31 $
Member institutions and MPF delivery commitments 3 — 3
Total derivatives $ 35 $ 31 $ 4
As of December 31, 2012
AA rated $ 1 % — 3 1
A rated 31 30 1
Member institutions and MPF delivery commitments 15 — 15
Total derivatives $ 47  $ 30 $ 17
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

The FHFA's regulations, its Financial Management Policy, and our internal asset and liability management policies all establish
guidelines for our use of interest rate derivatives. These regulations and policies prohibit the speculative use of financial
instruments authorized for hedging purposes. They also limit the amount of counterparty credit risk allowed.

Market Risk Profile

Market risk is the risk that the value of our financial assets will decrease or financial liabilities will increase due to changes in
market risk factors. There are several market risk factors that may impact the value of our financial assets and financial
liabilities, but interest rate risk, which arises due to the variability of interest rates, is the most critical. Our key interest rate risk
exposures include:

*  Yield curve risk - We are exposed to movements in the yield curve used to discount the future cash flows from our
assets, liabilities, and derivatives.

*  Option risk - We are exposed to option risk as the value of option positions (explicit and embedded) vary due to
changes in the implied volatility of the yield curve as well as the yield curve itself.

* Basis risk - We are exposed to basis risk as the yields on different assets, liabilities and derivatives are determined on
different yield curves. This includes (1) differences between the swap curve and the Office of Finance cost of funds or
consolidated obligation curve; (2) changes in individual securities' spreads to the swap curve as a result of changes in
supply, demand, and credit quality of different securities in the market; and (3) changes in mortgage rates relative to the
swap curve.

Mortgage-related assets, which include MPF Loans and MBS, are the predominant sources of interest rate risk in our market risk
profile. We also own GSE obligations, the taxable portion of state or local housing finance agency securities, and FFELP
student loan ABS. The interest rate and prepayment risk associated with these assets are managed through a combination of
debt issuance and derivatives. The prepayment options embedded in mortgage assets can result in extensions or contractions
in the expected maturities of these investments, primarily depending on changes in interest rates.

The optionality embedded in certain advances can create interest rate risk. When a member prepays an advance, we could
suffer lower future income if the principal portion of the prepaid advance were invested in lower-yielding assets that continue to
be funded by higher-cost debt. To protect against this risk, we generally charge a prepayment fee that makes us financially
indifferent to a member's decision to prepay an advance. When we offer advances (other than short-term advances) that a
member may prepay without a prepayment fee, we may finance such advances with callable debt or otherwise hedge this
embedded option.

We enter into offsetting delivery commitments under the MPF Xtra product, where we agree to buy loans from PFls and
simultaneously re-sell them to Fannie Mae. Accordingly, we are not exposed to market risk with respect to these delivery
commitments.

Hedge Objectives and Strategies

The goal of our interest rate risk management strategy is not to eliminate interest rate risk, but to manage it within appropriate
limits. To mitigate the risk of loss, we have established policies and procedures, which include guidelines on the amount of
exposure to interest rate changes we are willing to accept. In addition, we monitor the risk to our net interest income, and
average maturity of our interest-earning assets and funding sources.

We measure and manage market exposure through four measurements: duration, convexity, curve, and volatility.

»  Duration measures our exposure to parallel interest rate shifts where changes in interest rates occur at similar rates
across the yield curve.

»  Convexity measures how fast duration changes as a function of interest rate changes. Convexity is largely driven by
mortgage cash flows that vary significantly as borrowers respond to rate changes by either prepaying their mortgages
or slowing such prepayments.

*  Curve quantifies our exposure to non-parallel shifts in the yield curve.
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*  Volatility describes the degree to which the value of options, explicit or embedded, fluctuates. MPF Loans and MBS
include options held by the mortgage borrowers to prepay their loans. As a result, we have effectively sold options by
owning MPF Loans and MBS.

We manage duration, convexity, curve, and volatility as part of our hedging activities. We analyze the risk of our mortgage assets
on a regular basis and consider the interest rate environment under various rate scenarios. We also perform analyses of the
duration and convexity of the portfolio. We hedge the duration and convexity of MPF Loans by using a combination of derivatives
placed in either relationships using hedge accounting or in economic hedge relationships. Duration and convexity risks arise
principally because of the prepayment option embedded in our MPF Loans. As interest rates become more volatile, changes in
our duration and convexity profile become more volatile. As a result, our level of economic hedging activity, as discussed below,
may increase resulting in an increase in hedging costs.

Our primary risk mitigation tools include funding instruments, swaps, swaptions, futures, options on futures and mortgages,
caps, floors and callable debt. We do not manage exposure to spreads. Based on our risk profile, we do not use our funding to
match the cash flows of our mortgage assets on a transaction basis. Rather, funding is used to address duration, convexity,
curve, and volatility risks at the balance sheet level.

Hedge positions may be executed to reduce exposure or the risk associated with a single transaction or group of transactions.
Our hedge positions are evaluated daily and adjusted as deemed necessary.

Cash Flow Hedges

Anticipated Discount Notes - Our hedge objective is to mitigate the variability of cash flows associated with the benchmark
interest rate, London Interbank Offer Rate (LIBOR), of variable interest streams associated with the recurring maturity and re-
issuance of short-term fixed rate discount notes. The variability in cash flows associated with each new issuance of discount
notes results from changes in LIBOR over a specified hedge period caused by the recurring maturity and re-issuance of short-
term fixed-rate discount notes over that hedge period. Our hedge strategy may involve the use of forward starting swaps

to hedge this variability in cash flows due to changes in LIBOR so that a fixed-rate is secured over the life of the hedge
relationship. In effect, we are changing what would otherwise be deemed a variable-rate liability into a fixed-rate liability. The
total principal amount at issuance of the discount notes (i.e. net proceeds) and the total principal amount of the discount notes
on an ongoing basis is equal to or greater than the total notional on the actual swaps used as hedging instruments. We
document at hedge origination, and on an ongoing basis, that our forecasted issuances of discount notes are probable. We
measure effectiveness each period using the hypothetical derivative method. The purpose of this measurement is to reclassify
the amount of hedge ineffectiveness from AOCI to derivatives and hedging activities in the periods where the actual swap has
changed in fair value greater than the hypothetical swap's changes in fair value.

Variable-Rate Advances - We may use an option to hedge a specified future variable cash flow of variable-rate LIBOR-based
advances. The option will effectively create a floor on the variable cash flow at a predetermined target rate. These hedges are
considered perfectly effective since in each hedge relationship, the critical terms of the LIBOR floor completely match the related
terms of the hedged forecasted cash flows. For effective hedges using options, the option premium is reclassified out of AOCI
using the floorlet method. Specifically, the initial basis of the instrument at the inception of the hedge is allocated to the
respective floorlets comprising the floor. All subsequent changes in fair value of the floor, to the extent deemed effective, are
recognized in AOCI. The change in the allocated fair value of each respective floorlet is reclassified out of AOCI when each of
the corresponding hedged forecasted transactions impacts earnings.

Fair Value Hedges

Consolidated Obligation Bonds - Our goal is to manage the fair value risk of a consolidated obligation by matching the cash
inflow on the derivative with the cash outflow on the consolidated obligation bonds. For instance, when a fixed-rate consolidated
obligation bond is issued, we may simultaneously enter into an interest rate swap in which we receive fixed cash flows from a
counterparty designed to offset in timing and amount the cash outflows we pay on the consolidated obligation bond. We also
hedge the LIBOR benchmark rate on callable fixed-rate step-up consolidated obligation bonds at specified intervals where we
own a call option(s) to terminate the consolidated obligation bond. The hedging instrument is a fixed-rate interest rate swap with
a matching step-up feature that converts the callable fixed-rate step-up bond into a floating rate liability and has an offsetting call
option(s) to terminate the interest rate swap. Such transactions are treated as fair value hedges. We assess hedge
effectiveness primarily under the long-haul method. However, in certain cases where all conditions are met, hedge effectiveness
is assessed using the shortcut method. Currently, we apply shortcut accounting to certain non-callable fixed-rate consolidated
obligations.

Available-for-Sale Securities - We use interest rate swaps to hedge certain AFS securities to shorten our duration profile in an
increasing interest rate environment. Our hedge strategy focuses on hedging the benchmark interest rate of LIBOR by effectively
converting fixed-rate securities into floating rate assets to reduce our exposure to rising interest rates. This type of hedge is
accounted for as a fair value hedge. We assess hedge effectiveness under the long-haul method. AFS securities are measured
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at fair value with changes in fair value reported in AOCI; however, in the case of a fair value hedge, the adjustment of its carrying
amount for changes in the benchmark interest rate is recognized in earnings rather than in AOCI in order to offset the gain or
loss on the hedging instrument. The gain or loss (that is, the change in fair value) on the AFS securities attributable to changes
in the benchmark interest rate is the amount that is recognized currently in derivatives and hedging activities in our statements of
income. Any gain or loss on these securities that is not attributable to changes in the benchmark interest rate is recognized into
AOCI.

Advances - With issuances of certain putable advances, we purchase from the member an embedded option that enables us to
extinguish the advance. We may hedge a putable advance by entering into a cancelable interest rate swap where we pay fixed
interest payments and receive floating rate interest payments based off of LIBOR. This type of hedge is accounted for as a fair
value hedge. We assess hedge effectiveness primarily under the long-haul method. However, in certain cases where all
conditions are met, hedge effectiveness is assessed using the shortcut method. Currently, we principally apply shortcut
accounting to certain non-putable fixed-rate advances. In the case of putable advances, the transactions are primarily hedged
under a highly effective hedge relationship. In those cases, the swap counterparty can cancel the derivative financial instrument
on the same date that we can put the advance back to the member.

MPF Loans - We discontinued our fair value hedge relationships for MPF Loans during 2012 due to hedge ineffectiveness.

Forward Starting Advances - We enter into fair value hedge relationships between forward starting advances, which represent
firm commitments, and interest rate swaps. In such cases, we carry the forward starting advance at fair value with any changes
in fair value recognized in non-interest gain (loss) on derivatives and hedging activities. Such changes in fair value are offset by
the change in fair value of the interest rate swap (i.e., hedging instrument).

Economic Hedges

An economic hedge is defined as a derivative hedging specific (or a non-specific pool of) underlying assets, liabilities, or
derivatives that does not qualify (or was not designated) for hedge accounting, but is an acceptable hedging strategy for risk
management purposes. These economic hedging strategies also comply with FHFA regulations that prohibit speculative hedge
transactions. An economic hedge may introduce the potential for earnings volatility caused by the changes in fair value on the
derivatives that are recorded in income but not offset by recognizing corresponding changes in the fair value of the economically
hedged assets, liabilities, or firm commitments.

Fair Value Option - We elected the fair value option for advances, discount notes, and short-term consolidated obligation bonds
for which hedge accounting treatment may not be achieved. Specifically, hedge accounting may not be achieved in cases where
it may be difficult to pass prospective or retrospective effectiveness testing under derivative hedge accounting guidance even
though the interest rate swaps used to hedge these financial instruments have matching terms. Accordingly, electing the fair
value option allows us to better match the change in fair value of the advance, discount note, and short-term consolidated
obligation bonds with the interest rate swap economically hedging it.

MPF Loans - Interest rate swaps, swaptions, and futures contracts may be used to hedge the duration and convexity of the MPF
Loan portfolio and prepayment risk on MPF Loans. We may also purchase cancelable swaps to minimize the prepayment risk
embedded in the MPF Loans.

Investments - We may manage against prepayment and duration risk by funding investment securities with consolidated
obligations that have call features, by economically hedging the prepayment risk with caps, floors, or by adjusting the duration of
the securities by using derivatives to modify the cash flows of the securities. We issue both callable and non-callable debt to
achieve cash flow patterns and liability durations similar to those expected on MBS. We may also use derivatives as an
economic hedge to match the expected prepayment characteristics of the MBS.

We may also manage the risk arising from changing market prices and volatility of investment securities classified as trading
securities by entering into derivative financial instruments (economic hedges) that offset the changes in fair value of the
securities. The market value changes of both the trading securities and the associated derivatives are recognized in non-
interest income.
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The table below outlines our hedge activity by hedged item or economic risk exposure, hedging instrument, hedge type and
notional amount by hedging activity.

As of December 31,

Notional Amount

a

Hedged Item/ Economic Risk Exposure ? Hedging Instrument Hedge Type 2013 2012

Discount Notes Receive-floating, pay fixed interest rate Cash flow $ 6,103 $ 6,718
swap

Fair value risk exposure related to Discount Receive-fixed, pay floating interest rate Economic 75 —

Notes swap

Consolidated Obligation Bonds Receive-fixed, pay floating interest rate Fair value 617 2,349

(fixed-rate without options) swap (without options)

Consolidated Obligation Bonds Receive fixed, pay floating interest rate Fair value 14,313 8,660

(fixed-rate with options) swap (with options)

Consolidated Obligation Bonds Receive floating with embedded features, Fair value 50 50

Convert variable rate to a different variable  pay floating interest rate swap

rate to offset embedded option risk

Fair value risk exposure related to Receive-fixed, pay floating interest rate Economic 1,000 250

Consolidated Obligation Bonds in which the swap

fair value option was elected.

Consolidated Obligation Bonds Receive fixed, pay floating interest rate Economic 20 —

(fixed-rate with options) swap (with options)

Fair value risk exposure related to Receive-floating, pay floating interest rate Economic — 1,000

Consolidated Obligation Bonds in which the swap

fair value option was elected.

Available-for-Sale Securities Receive floating, pay fixed interest rate Fair value 3,983 3,995
swap

The risks arising from changing market Receive floating, pay fixed interest rate Economic — 594

prices and volatility of investment securities swap

classified as trading securities.

Advances Receive-floating, pay fixed interest rate Fair value 2,269 1,854
swap (without options)

Advances Receive-floating, pay fixed interest rate Fair value 1,011 1,052
swap (with options)

Advances converting fixed rate to a Pay fixed, receive floating swap Economic 30 10

variable rate

Advances Interest rate swaption Economic 180 —

Fair value risk exposure related to Pay floating, receive floating basis swap Economic 4 4

Advances in which the fair value option

was elected.

Advances Cap Economic 39 38

Duration, convexity and prepayment risk of A combination of swaps, swaptions, caps, Economic 18,422 22,009

MPF Loans floors and futures

To offset interest rate swaps executed with  Receive floating interest rate swap, pay- Economic 57 50

members by executing interest rate swaps  fixed

with derivative counterparties

Protects against fair value risk associated Mortgage delivery commitment N/A 203 992

with fixed rate mortgage purchase

commitments

Total $48,376 M

Hedged item only applies to hedges that qualify for hedge accounting. Economic risk exposure applies economic hedges that are

accounted for at fair value.
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Measurement of Market Risk Exposure

To measure our exposure, we discount the cash flows generated from modeling the terms and conditions of all interest rate-
sensitive securities using current interest rates to determine their fair values or spreads to the swap curve for securities where
third party prices are used. This includes considering explicit and embedded options using a lattice model or Monte Carlo
simulation. We estimate yield curve, option, and basis risk exposures by calculating the fair value change in relation to various
parallel changes in interest rates, implied volatility, prepayment speeds, spreads to the swap curve and mortgage rates.

The table below summarizes our sensitivity to various interest rate risk exposures in terms of changes in market value.

Option Risk Basis Risk
Yield Curve Implied Prepayment Spread to Mortgage
Risk Volatility Speeds Swap Curve Spread
As of December 31, 2013
Advances $ (3) $ — $ — S (7) $ —
MPF Loans (2) (6) (2) (3) 1
Mortgage Backed Securities (7) (3) (1) (9) —
Other interest earning assets (1) — — (4) —
Interest-bearing liabilities 13 22 — 12 —
Derivatives 1 (17) — — —
Total $ 1 9 4) $ (3) nm $ 1
As of December 31, 2012
Advances $ 3) $ — $ — 3 “4) $ —
MPF Loans (2) (2) (6) 3) 1
Mortgage Backed Securities (9) (1) (2) (10) —
Other interest earning assets (1) — — (5) —
Interest-bearing liabilities 10 8 = 9 =
Derivatives 5 (5) — — —
Total $ — 3 — 3 (8) nm $ 1
n/m Spread movements to the swap curve within each category are independent of the other categories and therefore a total is not
meaningful.

Yield curve risk — Change in market value for a one basis point parallel increase in the swap curve.

Option risk (implied volatility) — Change in market value for a one percent parallel increase in the swaption volatility.

Option risk (prepayment speeds) — Change in market value for a one percent increase in prepayment speeds.

Basis risk (spread to swap curve) — Change in market value for a one basis point parallel increase in the spread to the swap
curve.

Basis risk (mortgage rates) — Change in market value for a one basis point increase in mortgage rates.

As of December 31, 2013, our sensitivity to changes in implied volatility was $(4) million, compared to none at December 31,
2012. These sensitivities are limited in that they do not incorporate other risks, including but not limited to, non-parallel changes
in yield curves, implied volatility, prepayment speeds, and basis risk related to differences between the swap and the other
curves. Option positions embedded in our mortgage assets and callable debt impact our yield curve risk profile, such that swap
curve changes significantly greater than one basis point cannot be linearly interpolated from the table above.
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Duration of equity is another measure to express interest rate sensitivity. We report the results of our duration of equity
calculations to the FHFA each quarter. We measure duration of equity in a base case using the actual yield curve as of a
specified date and then shock it with an instantaneous shift of the entire curve. The following table presents the duration of
equity reported by us to the FHFA in accordance with the FHFA's guidance, which prescribes that down and up interest-rate
shocks equal 200 basis points. However, the applicable regulation restricts the down rate from assuming a negative interest
rate. Therefore, we adjust the down rate accordingly in periods of very low levels of interest rates. The results are shown in
years of duration equity.

As of December 31, 2013 As of December 31, 2012
Down 200 bps Base Up 200 bps Down 200 bps Base Up 200 bps
5.9 1.0 -0.9 24 0.8 -3.5

Duration gap is another measure of interest rate sensitivity. Duration gap is calculated by dividing the dollar duration of equity by
the fair value of assets. A positive duration gap indicates an exposure to rising interest rates. As of December 31, 2013, our
duration gap was 0.7 months, compared to 0.4 months as of December 31, 2012.

As of December 31, 2013, on a U.S. GAAP basis, our fair value surplus (relative to book value) was $588 million, and our
market value of equity to book value of equity ratio was 116%. At December 31, 2012, our fair value surplus was $65 million and
our market value of equity to book value of equity ratio was 102%. These improvements were primarily caused by the widening
of consolidation obligation spreads relative to LIBOR and in lesser part due to interest rate movement. Our market to book value
of total capital for regulatory risk-based capital purposes differs from this GAAP calculation, as discussed in Note 14 - Capital
and Mandatorily Redeemable Capital Stock to the financial statements.

Our Asset/Liability Management Committee provides oversight of risk management practices and policies. This includes routine
reporting to senior management and the Board of Directors, as well as maintaining the Market Risk Policy, which defines our
interest rate risk limits. The table below reflects the change in market risk limits under the Market Risk Policy.

December 31, 2013 December 31, 2012
Change in Market Change in Market

Scenario as of Value of Equity Loss Limit Value of Equity Loss Limit

-200 bp $ 149.3 $ (185.0) $ 1152 § (185.0)
-100 bp 62.3 (77.5) 724 (77.5)
-50 bp 26.5 (30.0) 42.5 (30.0)
-25 bp 12.4 (15.0) 19.8 (15.0)
+25 bp (8.3) (30.0) 6.7 (30.0)
+50 bp (13.6) (60.0) 28.6 (60.0)
+100 bp (12.6) (155.0) 107.4 (155.0)
+200 bp 21.7 (370.0) 248.5 (370.0)

83



Table of Contents
Federal Home Loan Bank of Chicago
(Dollars in millions except per share amounts unless otherwise indicated)

Item 8. Financial Statements and Supplementary Data.

Our Annual Financial Statements and Notes, including the Report of Independent Registered Public Accounting Firm, are
set forth starting on page F-1.

Supplementary Data - Selected Quarterly Financial Data (Quarter amounts are unaudited)

Year 4th 3rd 2nd 1st

2013

Interest income $ 1,511 $ 355 $ 373 $ 380 $ 403
Interest expense 1,061 235 254 282 290
Provision for credit losses (2) — — (2) —
Net interest income 452 120 119 100 113
Other-than-temporary impairment credit losses — — — — —
Non-interest income gain (loss) (1) 27)° (10) 35 1
Non-interest expense 75 49 ° 26 (25)° 25
Total assessments 33 5 8 11 9
Net income $ 343 $ 39 $ 75 $ 149 $ 80
2012

Interest income $ 1916 §$ 440 $ 466 $ 485 §$ 525
Interest expense 1,344 305 326 347 366
Provision for credit losses 9 1 — 2 6
Net interest income 563 134 140 136 153
Other-than-temporary impairment credit losses (15) — — (14) )
Non-interest income gain (loss) (20) (2) (12) (13) 7
Non-interest expense 111 21 28 32 30
Total assessments 42 11 10 8 13
Net income $ 375 $ 100 $ 0 $ 69 $ 116

@ Includes a loss of $118 million on the early extinguishment of debt and a gain of $99 million on litigation settlement awards. See Results of
Operations on page 42 for details.

® Includes $19 million in litigation settlement legal expense, see Results of Operations on page 44 for details.
¢ Includes a $50 million gain from the reversal regarding the Community First Fund, see Results of Operations on page 44 for details.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.
None.
Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Under the supervision and with the participation of management, including our principal executive officer and principal financial
officer, we conducted an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures,
as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended, as of the end of the
period covered by this report (the Evaluation Date). Based on this evaluation, the principal executive officer and principal
financial officer concluded as of the Evaluation Date that the disclosure controls and procedures were effective such that
information relating to us that is required to be disclosed in reports filed with the SEC: (i) is recorded, processed, summarized,
and reported within the time periods specified in SEC rules and forms, and (ii) is accumulated and communicated to
management, including our principal executive officer and principal financial officer, as appropriate to allow timely decisions
regarding required disclosure.

Management's Report on Internal Controls over Financial Reporting

We are responsible for establishing and maintaining adequate internal control over financial reporting as such term is defined in
Exchange Act 13a-15(f). Internal control over financial reporting is designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external reporting purposes in accordance with
generally accepted accounting principles. Because of its inherent limitations, internal control over financial reporting may not
prevent or detect misstatements.

Our management, which includes our principal executive officer and principal financial officer, assessed the effectiveness of our
internal control over financial reporting as of December 31, 2013. In making this assessment, management uses as guidance
the framework developed by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) in “Internal
Control - Integrated Framework (1992)” and other authoritative guidance on governance and internal control. The assessment
included extensive documenting, evaluating and testing the design and operating effectiveness of our internal control over
financial reporting. Management concluded that based on its assessment, our internal control over financial reporting was
effective as of December 31, 2013.

The effectiveness of our internal control over financial reporting as of December 31, 2013, has been audited by
PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in their report included herein.

Changes in Internal Control over Financial Reporting

For the quarter ended December 31, 2013, there were no changes in our internal control over financial reporting that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

Consolidated Obligations

Our disclosure controls and procedures include controls and procedures for accumulating and communicating information
relating to our joint and several liability for the consolidated obligations of other FHLBs. Because the FHLBs are independently
managed and operated, our management relies on information that is provided or disseminated by the FHFA, the Office of
Finance or the other FHLBs, as well as on published FHLB credit ratings, in determining whether the FHFA's joint and several
liability regulation is probable to result in a direct obligation for us or whether it is reasonably possible that we will accrue a direct
liability.

Our management also relies on the operation of the FHFA's joint and several liability regulation. The joint and several liability
regulation requires that each FHLB file with the FHFA a quarterly certification that it will remain capable of making full and timely
payment of all of its current obligations, including direct obligations, coming due during the next quarter. In addition, if an FHLB
cannot make such a certification or if it projects that it may be unable to meet its current obligations during the next quarter on a
timely basis, it must file a notice with the FHFA. Under the FHLB Act and related regulation, the FHFA may order any FHLB to
make principal and interest payments on any consolidated obligations of any other FHLB, or allocate the outstanding liability of
an FHLB among all remaining FHLBs on a pro rata basis in proportion to each FHLB's participation in all consolidated
obligations outstanding or on any other basis.

Item 9B. Other Information.

None.
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PART Ill

Item 10. Directors, Executive Officers, and Corporate Governance.

Our Board is comprised of a combination of industry directors elected by the Bank's member institutions (referred to as member
directors) on a state-by-state basis and independent public interest directors elected by a plurality of the Bank's members
(referred to as independent directors). No member of the Bank's management may serve as a director of an FHLB. Our Board
currently includes ten member directors and seven independent directors. Under the FHLB Act, there are no matters that are
submitted to shareholders for votes with the exception of the annual election of the Bank's directors.

Nomination of Member Directors

Member directors are required by statute and regulation to meet certain specific criteria in order to be eligible to be elected and
serve as Bank directors. To be eligible an individual must:

*  be an officer or director of a Bank member institution located in the state in which there is an open Bank director
position;

*= the member institution must be in compliance with the minimum capital requirements established by its regulator; and

* the individual must be a U.S. citizen.

These criteria are the only permissible eligibility criteria that member directors must meet. The FHLBs are not permitted to
establish additional eligibility criteria for member directors or nominees. For member directors, each eligible institution may
nominate representatives from member institutions in its respective state to serve four-year terms on the Board of the Bank. As
a matter of statute and regulation, only FHLB stockholders may nominate and elect member directors. FHLB Boards are not
permitted to nominate or elect member directors, although they may appoint a director to fill a vacant directorship in advance of
the next annual election. Specifically, institutions which are members required to hold capital stock in the Bank as of the record
date (i.e., December 31 of the year prior to the year in which the election is held) are entitled to participate in the election
process. With respect to member directors, under FHFA regulations, no director, officer, employee, attorney, or agent of the
Bank (except in his/her personal capacity) may, directly or indirectly, support the nomination or election of a particular individual
for a member directorship. Because of the structure of FHLB member director nominations and elections, we do not know what
factors our member institutions consider in selecting member director nominees or electing member directors.

Nomination of Independent Directors

For independent directors, the members elect these individuals on an at large basis to four-year terms. Independent directors
cannot be officers or directors of a Bank member, and must meet certain statutory and regulatory eligibility criteria. To be eligible
to serve as an independent director, an individual must be a citizen of the United States and a bona fide resident of the district in
which the Bank is located. In addition, the FHFA regulation requires an independent director to either have more than four years
experience representing consumer or community interests or have experience in or knowledge of auditing and accounting,
derivatives, financial management, organizational management, project development, risk management practices or the law.

Under FHFA regulation, our members are permitted to nominate candidates to be considered by the Bank to be included on the
nominee slate and our Board determines the nominees after consulting with the Bank's Community Investment Advisory Council
(Advisory Council). FHFA regulations permit a Bank director, officer, attorney, employee or agent and our Board and Advisory
Council to support the candidacy of any person nominated by the Board for election to an independent directorship. Our Board
selected independent director nominees based on their qualifications as described in each independent director's biography
below.
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2013 Director Election

Voting rights and process with regard to the election of member and independent directors are set forth in the FHLB Act and
FHFA regulations. For the election of both member directors and independent directors, each eligible member institution is
entitled to cast one vote for each share of capital stock that it was required to hold as of the record date; however, the number of
votes that each institution may cast for each directorship cannot exceed the average number of shares of capital stock that were
required to be held by all member institutions located in that state on the record date. The only matter submitted to a vote of
shareholders in 2013 was the election of certain member and independent directors, which occurred in the fourth quarter of 2013
as described above. We conducted this election to fill two open member directorships and two open independent directorships
for 2014 designated by the FHFA. In 2013, the nomination and election of member directors was conducted by mail. No
meeting of the members was held in regard to the election. Our Board does not solicit proxies, nor are eligible member
institutions permitted to solicit or use proxies to cast their votes in an election for member or independent directors. Information
about the results of the election, including the votes cast, was reported in an 8-K filed on November 8, 2013, as amended by an
8-K/A filed on December 17, 2013.

Information Regarding Current Directors of the Bank

The following table provides information regarding each of our directors as of February 28, 2014.

Expiration of

Director Term as of
Name Age Since December 31,
Steven F. Rosenbaum, Chairman ? 57 2007 2017
William W. Sennholz, Vice Chairman ® 48 2008 2014
Diane M. Aigotti ¢ 49 2009 2015
James T. Ashworth 2 62 2013 2016
Owen E. Beacom 55 2012 2015
Edward P. Brady ° 50 2009 2015
Mary J. Cahillane ¢ 62 2011 2016
Mark J. Eppli @ 52 2012 2017
Thomas M. Goldstein * ¢ 54 2009 2016
Arthur E. Greenbank ® 59 2010 2016
Thomas L. Herlache® 71 2005 2016
Roger L. Lehmann® 72 2004 2014
E. David Locke® 65 2007 2017
John K. Reinke ® 62 2012 2015
Leo J. Ries ° 60 2009 2014
Michael G. Steelman ? 63 2011 2014
Gregory A. White °© 50 2009 2017

lllinois member director.

Wisconsin member director.

Public interest director.

Independent director.

Mr. Goldstein previously served as a member director from 2005 to 2007.

® o 0 T o

Diane M. Aigotti has served as Managing Director and CFO of Ryan Specialty Group since 2010. Ms. Aigotti formerly held the
titles of Senior Vice President, Chief Risk Officer, and Treasurer for the Aon Corporation in Chicago, lllinois from 2000 to 2008.
Ms. Aigotti was Vice President of Finance for the University of Chicago Hospitals and Health System from 1998 to 2000. She
was also Budget Director of the City of Chicago from 1995 to 1997 and Assistant to the Mayor and Chief Financial Officer, City of
Chicago, from 1992 to 1995. The Board nominated Ms. Aigotti to serve as an independent director based on her knowledge of
and experience in risk management practices and financial management, as indicated by her background.

Ms. Aigotti serves on the following Board committees of the Bank: Audit (Vice Chairman) and Risk Management.

James T. Ashworth joined CNB Bank & Trust, N.A. in 1978 and has served as Vice Chairman and Investment Officer of CNB
Bank & Trust, N.A. and President and CEO of its holding company, CNB Bank Shares, Inc. since 1989. Mr. Ashworth served as
Chairman of the Community Bankers Association of lllinois and as an elected director of the Independent Community Bankers of
America, on the state association's Legislative Committee and the national association's Regulation Review Committee. He also
has previously served on the lllinois State Treasurer's Community Bank Advisory Council and as an appointed delegate to the
White House Conference on Small Business.
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Mr. Ashworth serves on the following Board committees of the Bank: Affordable Housing and Operations & Technology.

Owen E. Beacom has served as Chief Lending Officer of First Bank & Trust since 2004. Mr. Beacom has also served as a
director on the Board of First Bank & Trust and its holding company, First Evanston Bancorp, since 2004. Mr. Beacom's banking
experience dates back to 1982 and includes American National Bank of Chicago, Lake Shore National Bank and Bank One. Mr.
Beacom's career experience has centered on commercial banking, including community development lending and affordable
housing.

Mr. Beacom serves on the following Board committees of the Bank: Human Resources & Compensation and Operations &
Technology.

Edward P. Brady has served as president/owner of Brady Homes and Brady Group in Bloomington, lllinois, since 1988. He
serves on the Executive Committee and Board of Directors for the National Association of Home Builders and the Home Builders
Association of lllinois. Mr. Brady is a former director of Freestar Bank, served as Chairman of the Brady for Illinois 2010
campaign, and has previously served on the Board of Habitat for Humanity for lllinois, the lllinois Chamber of Commerce, the
Board of Economic Development Council for McLean County, and other community organizations. Mr. Brady currently serves as
third vice chairman of the National Association of Home Builders. The Board nominated Mr. Brady to serve as an independent
director based on his knowledge of and experience in organizational management and project development, as indicated by his
background.

Mr. Brady serves on the following Board committees of the Bank: Affordable Housing and Public Policy.

Mary J. Cahillane has served as the Vice President of Finance and Investments of The Spencer Foundation since 2003 and is
currently its Chief Investment Officer. She previously worked for Bank of America from 1994 to 2003, Continental Bank from
1981 to 1985 and again from 1989 to 1994 and Texas Commerce Bank from 1985 to 1989. Ms. Cahillane also currently serves
on the Boards of Forsythe Technology, Inc., IES Abroad, St. Anthony's Hospital, Children's First Fund, and PEAK (Partnership to
Educate and Advance Kids). Ms. Cahillane previously served on the Boards of ShoreBank Corporation and ShoreBank. The
Board nominated Ms. Cahillane to serve as an independent director based on her knowledge of and experience in financial
management and risk management practices, as indicated by her background.

Ms. Cahillane serves on the following Board committees of the Bank: Audit, Executive & Governance (Alternate) and Risk
Management (Vice Chairman).

Mark J. Eppli is Interim Keyes Dean and Robert B. Bell, Sr. Chair in Real Estate at Marquette University in Milwaukee,
Wisconsin. Dr. Eppli was appointed Interim Keyes Dean in 2012 and Bell Chair in 2002, and has also served as Director of the
Center for Real Estate since 2009. Dr. Eppli was also Professor of Finance and Real Estate in the School of Business and
Public Management at The George Washington University in 2002, Associate Professor of Finance and Real Estate at The
George Washington University from 1997 to 2002 and Assistant Professor of Finance and Real Estate at The George
Washington University from 1991 to 1997. He has been an active instructor and author for the Urban Land Institute since 1992.
Dr. Eppli was also a Lecturer and Teaching Assistant at the University of Wisconsin-Madison from 1987 to 1991. Prior to
obtaining his doctorate, Dr. Eppli pursued a career in commercial real estate, serving as Manager of Research and Investment
Analysis with PM Realty Advisors from 1985 to 1986 and a Specialist in Real Estate Acquisitions at GE Capital Corporation from
1984 to 1985. The Board nominated Dr. Eppli to serve as an independent director based on his knowledge of and experience in
financial management and risk management practices, as indicated by his background.

Dr. Eppli serves on the following Board committees of the Bank: Affordable Housing and Risk Management.

Thomas M. Goldstein currently serves as Senior Vice President, Chief Financial Officer, Protection Division of Allstate
Insurance Company. He served as a consultant to the financial services industry with the GRG Group, LLC. and as Managing
Director and Chief Financial Officer for Madison Dearborn Partners in Chicago, lllinois, from 2007 to 2009. Mr. Goldstein also
served as Chairman, Chief Executive Officer, and President of ABN AMRO Mortgage Group from 2005 to 2007. Mr. Goldstein
also served as Senior Executive Vice President, Executive Vice President , Chief Financial Officer, Division Head, Finance
Division, and Head of Financial Planning and, Analysis, of LaSalle Bank Corporation from 1998 to 2004, most recently as Senior
Executive Vice President. He also worked for Morgan Stanley Dean Witter, as Senior Vice President, Head of Risk Management
and Financial Planning and Analysis, of Novus Financial, from 1997 to 1998, and Vice President, Head of Finance, of SPS
Transaction Services, from 1994 to 1997, and as a First Vice President in the Treasurer's office from 1988-1994. Mr. Goldstein
previously served on the Board of Directors of the Federal Home Loan Bank of Chicago from 2005 to 2007, as a Director,
Chairman of the Risk Management Committee and a Member of the Executive and Governance Committee and Personnel and
Compensation Committee. The Board nominated Mr. Goldstein to serve as an independent director based on his knowledge of
and experience in risk management practices, financial management, derivatives and organizational management, as indicated
by his background.
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Mr. Goldstein serves on the following Board committees of the Bank: Executive & Governance, Human Resources &
Compensation (Vice Chairman), and Risk Management (Chairman).

Arthur E. Greenbank has been with First Bankers Trust Company, N.A. and its holding company, First Bankers Trustshares,
Inc., since 1992, and currently serves as director and has served as President and CEO of both since 2002. Previously, Mr.
Greenbank held various positions with Harris Bankcorp and Harris Bank between 1977 and 1992 and was with Edward D. Jones
Company as a Series 7 licensed stockbroker from 1976 to 1977.

Mr. Greenbank serves on the following Board committees of the Bank: Risk Management and Operations & Technology (Vice
Chairman).

Thomas L. Herlache serves as a director on the Board for Baylake Bank and Baylake Corp., a one-bank holding company, in
Sturgeon Bay, Wisconsin. From 1983 to 2007, Mr. Herlache has served as President, CEO, and Chairman of the Board for
Baylake Bank and Baylake Corp. Mr. Herlache currently serves as a director on the Door County Memorial Hospital Board and
as president of the Sturgeon Bay Waterfront Redevelopment Authority. He has previously served on the Door County Board of
Supervisors, Door County Chamber of Commerce Board as well as on the Sturgeon Bay Utility Commission from 1981 to 1986.
Mr. Herlache served as President for part of his tenure at the Sturgeon Bay Utility Commission.

Mr. Herlache serves on the following Board committees of the Bank: Audit, Executive & Governance and Human Resources &
Compensation.

Roger L. Lehmann joined The Harvard State Bank in 1978 and currently serves as President, CEO, and Chairman of the Board
of The Harvard State Bank and its holding company Harvard Bancorp, Inc., in Harvard, lllinois. Mr. Lehmann is a past Chairman,
and he currently serves on the board, of the Community Bankers Association of lllinois. Mr. Lehmann has also served on the
boards of several economic and community development organizations in Harvard, lllinois, and in McHenry County.

Mr. Lehmann serves on the following Board committees of the Bank: Executive & Governance (Alternate), Affordable Housing
(Chairman), and Public Policy.

E. David Locke has been in banking since 1966 and employed with McFarland State Bank in McFarland, Wisconsin since 1975.
Mr. Locke currently serves as Chairman of the Board and CEO of McFarland State Bank and has been a director there since
1977. Mr. Locke previously served as President of McFarland State Bank from 1977 to 2006. A leader in several banking and
non-profit organizations, Mr. Locke has served on the Salvation Army Board, the Board of Wisconsin Bankers Association,
Bankers' Bank (original organizer and founding director) and is a charter member of the Greater Madison Chamber of
Commerce's Collaboration Council, now called “Thrive”, an economic development enterprise for the Madison Region.
Additionally, he is a contributor to various educational sponsorships including the McFarland Education Foundation's scholarship
fund and pays personal attention and commitment to the growth of Junior Achievement (JA) programs in McFarland, Dane
County, and Wisconsin. Spanning his entire career; Mr. Locke has actively contributed his time and talents to the many
grassroots efforts of regional and national banking associations, taking leadership roles in a variety of campaigns. Mr. Locke
was elected to the Board of Directors of the American Bankers Association in October, 2012. Mr. Locke has also received
numerous awards including the Community Bankers of Wisconsin Association's “Banker of the Year” in 2006, a finalist in the
2006 Ernst & Young Entrepreneur of the Year Award program and was named North Western Financial Review's 2009 Banker of
the Year.

Mr. Locke serves on the following Board committees of the Bank: Executive & Governance, Public Policy (Vice Chairman) and
Operations & Technology (Chairman).

John K. Reinke has been with The Stephenson National Bank & Trust since 1974 and has served as President there from 2000
to 2013. Mr. Reinke currently serves as Chair of the board of directors of The Stephenson National Bank & Trust subsequent to
his retirement from the CEO position in April 2013. Mr. Reinke previously served on the Government Relations Administrative
Council for the American Bankers Association. In addition, he served on the Board of the Wisconsin Bankers Association from
2002 through 2008 and as Chairman from 2006 to 2007. Mr. Reinke also has previously served as a Bay Area Medical Center
board member and Treasurer, President of the University of Wisconsin - Marinette Foundation, Inc., President of the Menominee
Area Chamber of Commerce, Chairman of the M&M Area Community Foundation, M&M Area Great Lakes Sport Fishermen
President, M&M YMCA President, and Marinette County Revolving Loan Committee President.

Mr. Reinke serves on the following Board committees of the Bank: Audit, Executive & Governance (Alternate) and Human
Resources & Compensation (Chairman).

Leo J. Ries has been the Executive Director of Local Initiatives Support Corporation (LISC) in Milwaukee, Wisconsin, since
2000. Mr. Ries was a private consultant for profit and nonprofit corporations from 1999 to 2000. He also was Deputy
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Commissioner for the City of Milwaukee in the Department of Neighborhood Services in 1999 and Director of the Housing and
Neighborhood Development Division from 1992 to 1998. Mr. Ries served on the Board of Directors of the Neighborhood
Improvement Development Corporation from 1992 to 1999, Select Milwaukee, Inc., from 1996 to 2000, Walker's Point
Development Corporation from 1999 to 2000 and Canticle Court/Juniper Court from 1999 to 2000. The Board nominated Mr.
Ries to serve as an independent director based on his experience representing community interests in housing, as indicated by
his background.

Mr. Ries serves on the following Board committees of the Bank: Affordable Housing (Vice Chairman) and Operations &
Technology.

Steven F. Rosenbaum has been employed by Prospect Federal Savings Bank since 1987. He has served as President and
CEO since 1998 and, in 2006, was named Chairman of the Board. Prior to his service with Prospect Federal Savings Bank, he
was a lobbyist with the lllinois State Chamber of Commerce. In addition, he serves on the Board of the Illinois League of
Financial Institutions (Chairman from 2002 to 2003), is a member of the Mutual Institutions Committee for the American Bankers
Association, and a member of the lllinois Board of Savings Institutions. He is a member of the Board of Directors of Brother Rice
High School (Chicago, lllinois).

Mr. Rosenbaum serves as the Bank's Chairman of the Board and Chairman of the Executive & Governance Committee. He
serves as an ex officio member of the following Board committees: Affordable Housing, Audit, Public Policy, Human Resources
& Compensation, Risk Management and Operations & Technology.

William W. Sennholz joined Marshfield Savings Bank (now Forward Financial Bank) in Marshfield, Wisconsin, in 2005 as
President and CEO. Prior to his service with Marshfield Savings Bank, he served as President, CEO, and Chairman of the
Board of Clarke County State Bank in Osceola, lowa, from 2002 to 2005. From 1997 to 2002, Mr. Sennholz was the Vice
President, Senior Lending Officer at Peoples State Bank in Wausau, Wisconsin. He held various positions of increasing
responsibility at M&I First American Bank from 1989 to 1997.

Mr. Sennholz serves as the Bank's Vice Chairman of the Board and Vice Chairman of the Executive & Governance Committee.
He also serves on the following Board committees of the Bank: Executive & Governance (Vice Chairman), Audit (Chairman), and
Risk Management.

Michael G. Steelman has been with the Farmers and Merchants State Bank of Bushnell and its holding company, Prairieland
Bancorp., Inc., since 1984. He has served as Chief Executive Officer of Farmers and Merchants State Bank of Bushnell since
1996, and was appointed Chairman in 2001. In addition, Mr. Steelman has served as President and Chairman of the holding
company since 2001. Mr. Steelman served as Chairman of the lllinois Bankers Association in 2008-2009, and was actively
involved in the legislative and regulatory process at federal and state levels. An attorney practicing in banking law, Mr. Steelman
is a member of the lllinois State Bar Association, and a graduate of the University of Wisconsin Graduate School of Banking. Mr.
Steelman also serves as Secretary and Director of the Bushnell Economic Development Corporation.

Mr. Steelman serves on the following Board committees of the Bank: Audit, Executive & Governance (Alternate) and Public
Policy (Chairman).

Gregory A. White has been the President and Chief Executive Officer for LEARN Charter Schools located in Chicago, lllinois,
from 2008 to present. Mr. White was Vice President, Strategy and Operations, of The Chicago Community Trust, from 2006 to
2008. He was Co-Founder and Partner, Chicago Venture Partners, LP, from 1998 to 2006, and President, Corporate Advisory
Services, from 1995 to 2006. Mr. White was also a Board Chairman of Learn Charter Schools for four years, a board Member
for over ten years and Board Chairman of Lakefront Supportive Housing for three years, and Board Chairman, Citizens Advisory
Board, Chicago Transit Authority, for three years. The Board nominated Mr. White to serve as an independent director based on
his experience representing consumer and community interests in credit needs and housing, as indicated by his background.

Mr. White serves on the following Board committees of the Bank: Public Policy and Human Resources & Compensation.

There are no family relationships among the above directors or our executive officers.
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Audit Committee

Our Audit Committee is comprised of non-executive directors. The Audit Committee Charter is available in full on our website at
http://www.fhibc.com/OurCompany/Pages/federal-home-loan-bank-chicago-governance.aspx.

Audit Committee Report
March 13, 2014

The Audit Committee is composed of seven non-executive directors, two of whom are non-member directors, and operates
under a written charter adopted by the Board of Directors that was last amended on April 23, 2013. Our Board of Directors
determined that each Audit Committee member (Directors Sennholz, Aigotti, Cahillane, Herlache, Reinke, Steelman and
Rosenbaum) is an “Audit Committee financial expert” for purposes of SEC requirements. Our Board of Directors elected to use
the New York Stock Exchange definition of “independence” and, in doing so, concluded that each of the Directors on the Audit
Committee, during 2013 and currently, is not independent, with the exception of Directors Aigotti and Cahillane who do not serve
as officers or directors of a Bank member. Under Federal Housing Finance Agency (FHFA) regulations applicable to members of
the Audit Committee, each of the Audit Committee members is independent. For further discussion about the Board's analysis of
director independence under the New York Stock Exchange rules, see Item 13. Certain Relationships and Related
Transactions on page 114.

In accordance with its written charter adopted by the Board of Directors, the Audit Committee, assists the Board in fulfilling its
responsibility for oversight of the Federal Home Loan Bank of Chicago's accounting, reporting and financial practices, including
the integrity of its financial statements, among other areas.

The Audit Committee is directly responsible for the appointment and oversight of our independent auditors,
PricewaterhouseCoopers LLP (PwC), including review of their qualifications, independence and performance. Among other
duties, the Audit Committee also oversees:

» the integrity of the Bank’s financial statements, the Bank’s accounting and financial reporting processes and systems;

» internal control over the Bank’s financial reporting and safeguarding the Bank’s assets;

» the programs, policies and compliance systems of the Bank designed to ensure compliance with applicable laws,
regulations, other legal and regulatory requirements and policies;

»  practices with respect to risk assessment and risk management;

»  external auditor's qualifications and independence;

»  performance of the internal audit function; and

»  performance of the external auditor.

The Audit Committee annually reviews PwC'’s independence and performance in connection with the Committee’s determination
of whether to retain PwC or engage another firm as the Bank’s independent auditor. In the course of these reviews, the
Committee considered, among other things:

+  PwC'’s historical and recent performance on the Bank’s audit, including the results of an internal survey of PwC service
and quality;

* an analysis of PwC’s known legal risks and significant proceedings;

» external data relating to audit quality and performance, including recent Public Company Accounting Oversight Board
(PCAOB) reports on PwC and its peer firms;

» the appropriateness of PwC’s fees, on both an absolute basis and as compared to its peer firms;

»  PwC'’s tenure as the Bank’s independent auditor and its familiarity with Bank operations and businesses, accounting
policies and practices and internal control over financial reporting; and

»  PwC'’s capability and expertise in auditing the breadth and complexity of Bank operations.

Audit Fees represent fees for professional services provided in connection with the audit of the Bank’s annual financial
statements and internal control over financial reporting and reviews of the Bank’s quarterly financial statements, regulatory
filings, consents and other SEC matters. Audit Fees remained the same in 2013 consistent with PwC’s commitments following
the decision in 2011 to retain PwC as independent auditor. The Committee has reviewed and approved the amount of fees paid
to the independent auditors for audit, audit related and other services. The Audit Committee has determined that PwC does not
provide any non-audit services that would impair their independence. PwC has served as the independent registered public
accounting firm of the Bank since 1990.

In accordance with SEC rules, audit partners are subject to rotation requirements to limit the number of consecutive years an
individual partner may provide service to the Bank. For lead and concurring audit partners, the maximum number of consecutive
years of service in that capacity is five years. The process for selection of the Bank’s lead audit partner pursuant to this rotation
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policy involves a meeting between the Chair of the Audit Committee and the candidate for the role, as well as discussion by the
full Committee and with management.

Based on its reviews discussed above, the Audit Committee recommended to the Board of Directors the appointment of
PricewaterhouseCoopers LLP as the Bank's independent registered public accounting firm for 2014.

The Audit Committee annually reviews its written charter and practices, and has determined that its charter and practices are
consistent with the applicable FHFA regulations and the provisions of the Sarbanes-Oxley Act of 2002.

Among other matters, the Committee also:

» reviewed the scope of and overall plans for the external and internal audit program;

» discussed with management and PwC the Bank’s processes for
risk assessment and risk management;

» reviewed and approved the Bank’s policy with regard to the hiring of former employees of the
independent auditor;

» reviewed and approved the Bank’s policy for the pre-approval of audit and permitted non-audit
services by the independent auditor;

»  received reports pursuant to the Bank’s policy for the submission and confidential treatment of
communications from employees and others about accounting, internal controls and auditing matters;

+ reviewed with management the scope and effectiveness of the Bank’s disclosure controls and procedures, including for
purposes of evaluating the accuracy and fair presentation of the Bank’s financial statements in connection with
certifications made by the Bank’s President and Chief Financial Officer; and

»  reviewed significant legal developments and the Bank’s processes for monitoring compliance with law and Bank
policies.

The Audit Committee has established procedures for the receipt, retention and treatment, on a confidential basis, of any
complaints we receive. The Bank encourages employees and third-party individuals and organizations to report concerns about
the Bank’s accounting controls, auditing matters or anything else that appears to involve financial or other wrongdoing.

Management has the primary responsibility for the preparation and integrity of the Bank's financial statements, accounting and
financial reporting principles, and internal controls and procedures designed to assure compliance with accounting standards

and applicable laws and regulations. The Bank's independent auditor, PwC, is responsible for performing an independent audit of
the Bank's financial statements and of the effectiveness of internal control over financial reporting in accordance with auditing
standards promulgated by the PCAOB and the U.S. Government Accountability Office. The internal auditors are responsible for
preparing an annual audit plan and conducting internal audits under the control of the General Auditor, who reports to the Audit
Committee. The Audit Committee's responsibility is to monitor and oversee these processes. The Audit Committee met 11 times
during 2013, and has regular executive sessions with both internal and external auditors.

In this context, prior to their issuance, the Audit Committee reviewed and discussed the quarterly and annual earnings releases,
financial statements (including the presentation of non-GAAP financial information) and disclosures under “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” (including significant accounting policies and
judgments) with management, the Bank’s internal auditors and PwC. The Audit Committee also reviewed the Bank’s policies and
practices with respect to financial risk assessment, as well as its processes and practices with respect to enterprise risk
assessment and management. The Audit Committee discussed with PwC matters required to be discussed by Auditing Standard
No. 16 Communications with Audit Committee, as amended, and Rule 2-07 (Communication with Audit Committees) of
Regulation S-X. The Audit Committee met with PwC and with the Bank’s internal auditors, in each case, with and without other
members of management present, to discuss the results of their respective examinations, the evaluations of the Bank’s internal
controls and the overall quality and integrity of the Bank’s financial reporting. Management represented to the Audit Committee
that the Bank's financial statements were prepared in accordance with accounting principles generally accepted in the United
States of America.

Based on the discussions with management, the internal auditors, and PwC, as well as the review of the representations of
management and PwC's report referred to above, the Audit Committee recommended to the Board, and the Board has
approved, to include the audited financial statements in the Bank's Annual Report on Form 10-K for the year ended December
31, 2013, for filing with the Securities and Exchange Commission.

As of the date of filing for this Annual Report on Form 10-K, the members of the Audit Committee are:

William W. Sennholz (Chairman)
Diane M. Aigotti (Vice Chairman)
Mary J. Cahillane

Thomas L. Herlache

John K. Reinke

Michael G. Steelman

Steven F. Rosenbaum (ex officio)
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Executive Officers of the Registrant

The following table provides certain information regarding our executive officers as of February 28, 2014:

Employee of the

Executive Officer Age Capacity in Which Served Bank Since

Matthew R. Feldman 60 President and Chief Executive Officer 2003

Sanjay K. Bhasin 45 Executive Vice President, Members and Markets 2004

Michael A. Ericson 42 Executive Vice President & Chief Risk Officer 2005

Peter E. Gutzmer 60 Executive Vice President, General Counsel and 1985
Corporate Secretary

Thomas H.W. Harper* 48 Executive Vice President, General Auditor 2005

Roger D. Lundstrom 53 Executive Vice President & Chief Financial Officer 1984

Samuel J. Nicita 53 Executive Vice President, Community Investment & 2008
Member Products Support

John Stocchetti 57 Executive Vice President, Mortgage Partnership 2006
Finance Program

Nancy A. Nottoli 59 Senior Vice President, Bank Services 2012

*

Although Mr. Harper is a non-voting member of the Bank's Executive Team, he is not considered an "executive officer" as defined in Rule
3b-7 of the Securities Exchange Act of 1934 because he is not in charge of a principal business unit, division or function, nor does he perform
a similar policy making function.

Matthew R. Feldman became President and Chief Executive Officer in May 2008, after serving as Acting President from April
2008 until then. Mr. Feldman was Executive Vice President, Operations and Administration of the Bank from 2006 to 2008,
Senior Vice President, Risk Management of the Bank from 2004 to 2006 and Senior Vice President, Manager of Operations
Analysis of the Bank from 2003 to 2004. Prior to his employment with the Bank, Mr. Feldman was founder and Chief Executive
Officer of Learning Insights, Inc. from 1996 to 2003. Mr. Feldman conceived, established, financed, and directed the operations
of this privately held e-learning company of which he is still Non-Executive Chairman. Mr. Feldman was President of Continental
Trust Company, a wholly-owned subsidiary of Continental Bank from 1992 to 1995 and Managing Director-Global Trading and
Distribution of Continental Bank from 1988 to 1992. Mr. Feldman currently serves on the Board of Directors of the FHLBs' Office
of Finance and on the Board of the Pentegra Defined Benefit Plan for Financial Institutions.

Sanjay K. Bhasin became Executive Vice President & Group Head, Members and Markets of the Bank in August 2011. Prior to
that, Mr. Bhasin was Executive Vice President & Group Head, Financial Markets of the Bank from 2008 to 2011, Senior Vice
President, Mortgage Finance of the Bank from 2007 to 2008, and Vice President, Mortgage Finance of the Bank from 2004 to
2007. Prior to his employment with the Bank, Mr. Bhasin was responsible for managing interest rate risk on mortgages at Bank
One, NA from 1999 to 2004.

Michael A. Ericson became Senior Vice President & Chief Risk Officer of the Bank in July 2008 and Executive Vice President in
December 2008. Prior to that, Mr. Ericson was Senior Vice President of Accounting Policy and SEC Reporting since joining the
Bank in January 2005. Prior to joining the Bank, Mr. Ericson was Vice President, Accounting Policy at Bank One before the
merger with JPMorgan Chase and became Global Treasury Controller at JPMorgan Chase subsequent to the merger from 2003
to 2004. Mr. Ericson was Senior Manager with PricewaterhouseCoopers LLP in the Financial Services group from 1994 to 2003.

Peter E. Gutzmer has been Executive Vice President, General Counsel, and Corporate Secretary of the Bank since 2003. Mr.
Gutzmer was Senior Vice President, General Counsel and Corporate Secretary of the Bank from 1992 to 2003, and General
Counsel of the Bank from 1985 to 1991. Prior to his employment with the Bank, Mr. Gutzmer was Assistant Secretary and
Attorney of LaSalle Bank, NA from 1980 to 1985.

Thomas H. W. Harper became Senior Vice President, General Auditor of the Bank in 2006 and Executive Vice President in
January 2011. Prior to that, Mr. Harper was Senior Vice President, Audit Director from 2005 to 2006. Prior to joining the Bank,
Mr. Harper was First Vice President, Senior Audit Manager with JPMorgan Chase and Co., from 2004 to 2005, responsible for
the corporate areas of JPMorgan Chase and Co. From May 1997 until the merger of Bank One, NA with JPMorgan Chase in
June 2004, Mr. Harper was responsible for the internal audit of the Commercial and Investment Bank, Treasury Services and
Corporate areas of Bank One, NA. Mr. Harper was Vice President, Audit Manager with the First National Bank of Chicago, NA
(which became Bank One, NA) in London, U.K. from 1993 to 1997 and an auditor in Banking and Financial Services with KPMG
Peat Marwick in London, U.K., from 1987 to 1992. Mr. Harper is a Chartered Accountant (England and Wales), a Certified
Financial Services Auditor, and a Certified Internal Auditor.
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Roger D. Lundstrom has been Chief Financial Officer since October 2008 and Executive Vice President & Group Head,
Financial Information (now Financial Information and Technology) of the Bank since 2003. Mr. Lundstrom was Senior Vice
President, Financial Information of the Bank from 1997 to 2003 and Senior Vice President, Financial Reporting and Analysis of
the Bank from 1992 to 1997. Mr. Lundstrom held various positions with the Bank in analysis and reporting functions with
increasing levels of responsibility from 1984 to 1992.

Samuel J. Nicita became Executive Vice President & Group Head, Community Investment and Member Products Support of the
Bank in January 2014. Prior to that, he was Senior Vice President & Group Head, Community Investment of the Bank from 2012
to 2014, Community Investment Officer of the Bank from 2011 to 2012, Senior Vice President, Manager Premier Group/Middle
Office of the Bank from 2010 to 2011 and Vice President, Manager Premier Group/Middle Office of the Bank from 2008 to 2010.
Prior to joining the Bank, Mr. Nicita was Chief Operating Officer of Highview Capital Management from 2006 to 2008, Director of
Operations of Ritchie Capital Management from 2001 to 2006 and held various positions with Chicago Research and Trade
(which was acquired by Nations Bank, and later merged with Bank of America) from 1990 to 2001.

John Stocchetti became Executive Vice President & Group Head, Mortgage Partnership Finance Program of the Bank in
January 2014. Prior to that, he was Executive Vice President & Group Head, Products and Operations (formerly Operations and
Administration) of the Bank from May 2008 to January 2014, after having served as Senior Vice President, Acting Head of
Operations and Administration from April 2008 until then. Mr. Stocchetti served as Senior Vice President, Project Premier
Director of the Bank from 2006 to 2008. Prior to joining the Bank, Mr. Stocchetti was with Ritchie Capital Management, LLC,
serving as Chief Financial Officer from 2005 to 2006 and Director - Business Development from 2004 to 2005. Previously, Mr.
Stocchetti was with Learning Insights, Inc., serving as Chief Executive Officer from 2003 to 2004 and SVP, Operations and
Product Management from 2000 to 2003.

Nancy A. Nottoli became Senior Vice President & Group Head, Bank Services of the Bank in March 2013, after serving as
Director, Human Resources of the Bank from October 2012 until then. Prior to joining the Bank, Ms. Nottoli was Regional
Human Resources Manager - Americas with AkzoNobel, Surface Che