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The Federal Home Loan Bank of Chicago’s Mission is:

To promote housing finance, in partnership with member financial

institutions which provide sound and economical home financing,

throughout America and in all phases of financial and economic

cycles; and 

To provide liquidity, funding, and asset-liability management

capability to member institutions on a secured basis with minimal

credit risk to the FHLB, and to assist them to provide affordable

housing and economic development in their communities.
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Financial
Highlights

2001 2000 1999

Total Members 857 841 812

($ in thousands)

Advances Outstanding $21,901,609 $18,462,288 $17,167,291
MPF® Loans Outstanding $16,570,308 $ 8,102,680 $ 1,618,768
Total Housing Finance Related Assets $ 43,425895 $31,445,613 $23,903,385
Total Assets $49,185,897 $35,388,778 $29,228,447
Total Capital $ 2,502,784 $ 1,701,268 $ 1,504,954

Net Income Before REFCORP $ 202,427 $ 161,453 $ 130,507
Net Income After REFCORP $ 161,949 $ 129,154 $ 111,789

Average Annual Dividend Rate 6.34% 7.47% 6.69%
Net Interest Income to Average Assets 0.53% 0.66% 0.62%
Operating Expenses to Average Assets 0.10% 0.09% 0.09%
Equity to Risk-Weighted Assets 20.6% 19.2% 18.8%
Equity to Total Assets 5.09% 4.81% 5.15%

Five Year
Performance
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To Our
Members and Customers

We are pleased to report that 2001 was another very 

successful year for the FHLB Chicago. Net income after REFCORP payments grew 25.4% to

$161.9 million, up from $129.2 million last year. Net income before REFCORP was $202.4 mil-

lion, up from $161.5 million. 

Strong earnings enabled us to provide members with an attractive average dividend of

6.34%. This rate was 135 basis points over the moving average of the one-year Treasury bill,

which exceeded our goal of maintaining at least 100 basis points over our Treasury index.

Financial institutions continued to actively seek membership in the FHLB Chicago,

although mergers slowed growth in member totals. This year, 48 financial institutions became members.

At the end of 2001, total membership stood at 857 thrifts, commercial banks, credit unions, and insur-

ance companies, an all-time high. Since 1991, penetration of the thrift and commercial bank market has

increased to 72% of eligible institutions.

Credit customers — members that have used an advance, a letter of credit, an off-balance sheet

product, or funded loans through the MORTGAGE PARTNERSHIP FINANCE
® Program during the year —

ended the year at 669 institutions, or 78% of membership. Advances outstanding reached a record high,

ending the year at $21.9 billion, up from $18.5 billion in 2000. 

The MPF® Program continued to grow rapidly as more member institutions recognize the Program’s

benefits. System-wide, MPF Program loans outstanding increased 61% to $24.8 billion. There were 282

Participating Financial Institutions (PFIs) by the end of 2001. For Chicago, MPF Program loans totaled

$16.6 billion while Illinois and Wisconsin PFIs rose to 132. The FHLB districts of Atlanta, Boston,

Chicago, Dallas, Des Moines, New York, Pittsburgh, San Francisco, and Topeka are approved to offer

the MPF Program. With loans in all 50 states and PFIs in 32 states, the MPF Program has become a

nationwide business.

In October, the FHLB Chicago submitted its capital plan to the Federal Housing Finance Board, as

required by the Gramm-Leach-Bliley Act.  Our capital plan will provide a solid base for the future.  The

plan, structured to minimize tax and accounting issues for members, establishes two classes of stock:

Class A, redeemable on six months’ notice, and Class B, redeemable on five years’ notice. Although both

classes of stock will be issued and redeemed at par of $100, Class A has features similar to preferred

stock, such as dividend and liquidation preferences, while Class B stock will be common stock, the jun-

ior position with higher return potential.

Our Community Investment and Affordable Housing Programs continued their success. Members

used over $271.8 million in new CICA credit for housing and economic development initiatives. We

awarded $13.7 million in competitive AHP grants to 77 member-sponsored projects in order to create

more than 2,700 units of affordable housing, of which 1,406, or 51%, were targeted for very low income

units. Over 25% of our members participated in the Community Investment Program in 2001.
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Technology continued to play an important part in our business, as we introduced “eBanking”.

eBanking is our customer-specific website which allows members to access many reports regarding their

FHLB relationship using the Internet. eMPF™, our transactional website for the MPF Program, contin-

ued to operate at a high level of sophistication and efficiency. Enhancements to the eMPF website includ-

ed giving members the ability to credit enhance and fund loans via the website through an online form. 

In order to insure a mission-consistent balance sheet, we maintain a ratio of housing/mission-relat-

ed assets to consolidated obligations of at least 85%. At year-end, this ratio was 100.4%. 

For 2002, we have revised the strategic goal which benchmarked our dividend rate to the one-year

Treasury bill. The reduced proportion of Treasury securities in the market has changed their spread

dynamics, while the LIBOR market continues to be a liquid, global market, which is closely related to

our cost of debt. Reflecting this, our dividend goal is now expressed as a spread to LIBOR. Our strate-

gic goals are thus:

October, 2001 was the 10th anniversary of my joining the FHLB Chicago. I have greatly enjoyed

working with you all during this decade of challenge, growth, and successful strategic change.

We are especially proud of our strong relationships with member institutions as your strategic part-

ner for housing finance and thank you for the success the FHLB Chicago has enjoyed. We look forward

to continuing our progress through 2002 and beyond.

Alex J. Pollock
President and CEO

1. A sustainable dividend of 0.75% or more over

the moving average of one-year LIBOR.

2. Return on equity above the System aver-

age, while making strategic research and 

development investments.

3. Continuous flow of new products, new 

ideas, and new marketing and community 

investment programs.

4. Excellent service as perceived by customers.

5. Continued addition of new members and 

rapid growth in members participating in MPF.

6. Maintain high market penetration and 

rapid growth in MPF market penetration.

7. Truly AAA/Aaa quality. 

8. Total control of every aspect of the business.

9. Continuous focus on productivity enhance-

ment and cost effective new methods.

10. Continuous increase in skills, knowledge, 

and competence.

11. High energy.

12. An intellectual and managerial leader of 

the System.



James K. Caldwell
President and CEO
The First Citizens State Bank of Whitewater

Scott K. Heitmann
Vice Chairman
LaSalle Bank N.A.

Leslie Ann Howard
President and CEO
United Way of Dane County

Allen H. Koranda
Chairman and CEO
Mid America Bank, fsb

P. David Kuhl
President
Busey Bank Urbana

C. William Landefeld
President and CEO
Citizens Savings Bank

Michael D. Meeuwsen
President and CEO
First Northern Savings Bank, SA

Michael L. Morgan
Program Related Investment Officer
Helen Bader Foundation

Karl S. Pnazek
President and CEO
CAP Services, Inc.

Raymond S. Stolarczyk
Chairman of the Board and CEO
Fidelity Federal Savings Bank

H. Lee Swanson
Chairman of the Board and CEO
State Bank of Cross Plains

Douglas J. Timmerman
Chairman, President, and CEO
AnchorBank, F.S.B.

Mindy W. Turbov
President
Turbov Associates

David C. Wilhelm
President
Wilhelm and Conlon Public Strategies

Timothy W. Wright
Principal
Wright & Associates

2001 Board of
Directors
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Redefining the Mortgage Market:
The MPF® Program 

Undoubtedly the most exciting and innovative program in the 

mortgage markets today is the alternative method of financing home loans developed by the FHLB

Chicago. The MORTGAGE PARTNERSHIP FINANCE
® Program creates a partnership between the Federal

Home Loan Bank (FHLB) and members which adds much-needed competition and balance to the sec-

ondary mortgage market, specifically the traditional Government Sponsored Enterprises (GSEs), Fannie

Mae and Freddie Mac. The MPF® Program benefits members as well as American homebuyers. 

The MPF Program began in 1997 when the FHLB Chicago funded the mortgage loan for a modest

three-bedroom bungalow in northwest Chicago. Since then, the MPF Program has grown rapidly due to

enthusiastic demand from mortgage lenders. Today, the MPF Program is available through 9 FHLBs.

By December 31, 2001, FHLB members have created $24.8 billion of MPF Program outstanding

loans which represent every state of the country. In only five years, thousands of individuals and fami-

lies have purchased new homes or lowered the cost of their existing homes as a result. 

Why does the MPF Program work so well? Members don’t sell 

residential mortgage loans because of credit risk; they sell them because of interest rate risk. With the

MPF Program, the FHLB manages the interest rate risk, and the member is rewarded for retaining a

principal portion of the credit risk. The better a loan performs, the more profitable the Participating

Financial Institution (PFI) becomes. The MPF Program allows the PFI to maintain its customer rela-

tionships and is a more efficient way to fund fixed-rate mortgages. The MPF Program provides two

sources of improved profits: a better upfront price and improved fee income because PFIs do not pay a

guarantee fee — they receive a credit enhancement fee.

Financial institutions of all sizes have joined the program. Of the

132 PFIs in Illinois and Wisconsin as of December 31, 2001, 3% had

assets in excess of $1 billion, 11% had assets less than $1 billion but

greater than $100 million, and over 86% had assets below $100 mil-

lion. Systemwide, the numbers are similar (see chart 1). Indeed, the

MPF Program is for members of all sizes. Throughout the FHLB

System, 282 institutions had become PFIs by December 31, 2001.

Over the past year, MPF Program loans have grown significantly faster than Fannie Mae's or Freddie

Mac's total mortgage portfolio, including their mortgage-backed securities. From 2000 to 2001, Fannie

Mae grew 19%, Freddie Mac grew 18% and the MPF Program grew 61%.  At the same time, the MPF

portfolio experienced fewer delinquencies than the national average. For conventional loans, the MPF

delinquency rate by the end of 2001 was 0.68%, with the national average at 3.42%. 

The MPF Program has been proven to work for Americans of all income levels. Of the more than

276,000 loans funded under the Program by the end of 2001, over half have been funded for borrowers

11% 

13%

76%

over $3 billion

$500 million 
to $3 billion

under 
$500 million

Chart 1: PFI Asset Size for
FHLB System



“Since the MPF Program began in June 1997, I have heard nothing but good reviews

about its innovative approach to financing home mortgages. The new competition

which MPF adds to the secondary mortgage market benefits both community lenders

and homebuyers. That is why the program enjoys the overwhelming support of both

the Illinois and Wisconsin congressional delegations.”
U.S. Representative Don Manzullo (Il)
House Financial Services Committee
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Redefining the Mortgage Market:
The MPF® Program 

with low to moderate incomes. In total, loans to borrowers with incomes equal to or less than 100% of

the MSA Median comprise 50% of MPF loans funded.

The MPF Program has also proven to be a profitable program for the FHLB Chicago. This can be

seen as MPF assets have raised the FHLB Chicago’s ROE, which, in turn, has allowed the Bank to offer

very attractive dividends to members. The post-REFCO return on equity was 8% for 2001, which was

the highest in the FHLB System.

The FHLB Chicago serves the FHLB System as the operational 

center for the MPF Program. The FHLB Chicago provides many services for other FHLB MPF Banks,

including: transaction processing, systems development, pricing, quality assurance, reporting and docu-

menting, product development, master servicing, custody, and research and development. 

In April of 2001, the FHLB Chicago implemented a Customer Support Desk for PFIs throughout

the country. The Customer Support Desk is staffed by knowledgeable staff ready to assist PFIs and to

answer questions about MPF origination and servicing guidelines as well as requests for MPF product

descriptions, information, and forms. PFIs can call the toll free number at 1-877-463-6673, Monday

through Friday from 8:30 a.m. to 4:30 p.m. (Central Time). PFIs can also e-mail questions and requests

to the Help Desk at MPF-Help@fhlbc.com. 

The electronic mortgage systems created at the FHLB Chicago are 

all custom-designed, state-of-the-art systems. All financial entries are automated for the MPF Banks.

A full 95% of all customer transactions are handled with no human interface. This highly efficient

and tightly controlled system has enabled the MPF Program to move forward in an increasingly

complex mortgage environment. The controls within these systems are independently examined by

KPMG LLP to obtain reasonable assurance of the effectiveness of such controls.                                   

Due to the success of the Program, a special relationship between the FHLB MPF Banks has been

created. Within the FHLB Chicago, a newly established department called FHLB Relationships has

been commissioned to serve as liaison to other FHLBs. This department coordinates monthly confer-

ence calls, arranges quarterly partnership meetings, handles document flow, and maintains complete

document files on the relationships. The new arrangement has improved communication between the

FHLBs and has had a positive effect on how the MPF Program is viewed nationally.

Risk management is one of the most important aspects of the MPF 

Program, and this activity is handled in a unique fashion. The PFI provides a credit enhancement struc-

ture to the “AA” subordination level.  The FHLB manages the interest rate risk by using a variety of

readily traded risk management tools, including: fixed rate/fixed term consolidated obligation bonds,

callable consolidated obligation bonds, swaps, and options. The FHLBs have already been successful in

managing the risks of mortgage assets for more than a decade. 



“Alex Pollock and his team at the Chicago Home Loan Bank are to be commended for

creating and developing the MPF Program.  We strongly support its central concept

of improving the secondary mortgage market through added competition.”
James M. Murphy, Chairman, 
Mortgage Bankers Association of America



Federal Home Loan Bank of Chicago
2001 Annual Report

9

Redefining the Mortgage Market:
The MPF® Program 

The FHLB Chicago employs state-of-the-art risk measurement and management techniques,

including daily mark-to-market of all on- and off-balance sheet instruments as well as daily market sen-

sitivity analysis. Going forward, the FHLB Chicago will continue to develop additional risk management

and risk transfer alternatives.

The MPF Program is growing, both in loan volume as well as program options. Some features that

will be available to PFIs include a Servicing Released Option and Multiple Remittance Actual/Actual

investor servicing.

The FHLB Chicago has discovered, through discussions with members, 

that many institutions would like to be able to sell the servicing of their loans. Currently, we are explor-

ing ways to offer a Servicing Released Option through the MPF Program. This would give the PFI a

choice between retaining the loan servicing activity or receiving a servicing released premium.

The new “Multiple Remittance Actual/Actual” option is currently 

being tested by three members of the FHLB Chicago. Because the FHLB receives the proceeds from

P&I payments more quickly, this investor reporting option provides a higher up-front price than the cur-

rent Single Remittance Actual/Actual option. With the Multiple Remittance Actual/Actual option, the

PFI maintains a P&I custodial deposit account at the FHLB Chicago. Whenever total loan collections

are greater than $2,500, net of servicing fees, the PFI simply deposits the funds in its custodial deposit

account. In addition to the attractive up-front price, the Multiple Remittance Actual/Actual investor

reporting option is much simpler than Scheduled/Scheduled investor reporting.

The MPF Program currently offers an electronic online 

transaction option for PFIs that prefer fast, efficient processing and reporting. Called “eMPF™,” this

option is a secure transaction website. By submitting loan files electronically, PFIs can determine if their

loans are eligible for delivery and obtain a Credit Enhancement determination, either via batch

processing or on a loan level data entry basis. Both conventional and government loans can be submit-

ted through the eMPF Website. The price feature within eMPF allows users to view the current indica-

tive price schedules as well as the credit enhancement, purchased loan balance, interim or accrued inter-

est, agent fee or premium/discount, and net funding amount for each loan submitted in a batch or on a

loan level basis. PFIs can also fund loans previously evaluated for credit enhancement through the

eMPF website.

The MPF Program also has a new, expanded presence on the FHLB Chicago’s website. When vis-

iting fhlbc.com, click on “Mortgage Partnership Finance Program”. There, browsers will find a wide

range of useful information, including product descriptions, eMPF instructions, press releases, product

bulletins and notices, and much more. 



“It is fitting that the MPF Program is established by the FHLB Chicago. It serves as

a reminder of our city’s best tradition; welcoming people to share in our neighbor-

hoods, to raise families here, and to join with us in mapping a bright future. Like

Chicago, MPF embodies creativity, cooperation, and even competition.”

U.S. Representative Luis V. Gutierrez (IL)
House Financial Services Committee
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Redefining the Mortgage Market:
The MPF® Program 

What do PFIs think of the MPF Program?

The Bank of Luxemburg, Luxemburg, Wisconsin, was approved As a PFI 

in April of 1999 and had delivered $70.3 million by year-end 2001. David Luebbers, President, said,

“The MORTGAGE PARTNERSHIP FINANCE Program has enabled us to be competitive with the larger insti-

tutions due to the very competitive rates we were able to offer our customers. Our customers are very

aware of our loan relationship and are very comfortable dealing with a local bank. We have received calls

from our larger competitors inquiring into our rates. The FHLB has allowed us to be an active part of

the program. They value our opinion and expertise in the mortgage program. Additionally, the credit

enhancement fees have added to our bottom line.”

The Farmers State Bank and Trust Company, Jacksonville, Illinois 

was approved as a PFI in August of 2000 and had delivered $6.6 million by year-end 2001. Kevin Heitz,

Assistant Vice President, explained why his institution joined the MPF Program. “Like many rural com-

munity banks, our residential lending portfolio consisted entirely of three year balloon mortgages. In

order to be competitive in today's environment, we needed to offer a fixed rate mortgage product. We

tried a third party origination relationship that proved to be confusing to our customers and not very

profitable. We tried establishing a relationship with a government sponsored agency only to be told that

we lacked the necessary secondary market underwriting experience. Then we heard about MPF. We

were amazed at how easy it was to establish a relationship with MPF. The mortgage volume originated

in our first year of participation exceeded even our most optimistic projections. Not only are we now

able to offer our existing customers a very competitive product, but we've been able to attract new busi-

ness that, prior to MPF, would have never been a possibility. Our initial goal was merely to retain our

existing customer base, but in doing so, it has proven to be very profitable.”

The MPF Program has proven to be a success in a very short time. The Program creates greater com-

petition in the secondary mortgage market, has grown to include most of the FHLBs in the System, and

creates a larger role for PFIs in home financing. It represents a major commitment to technological infra-

structure and demands a high level of control and risk management. The MPF Program will continue to

grow to satisfy the mortgage needs of our members.

“MORTGAGE PARTNERSHIP FINANCE” and “MPF” are registered trademarks of the Federal Home Loan Bank of Chicago. 

“eMPF” is a trademark of the Federal Home Loan Bank of Chicago. 



“The secondary mortgage market needs more competition, which is what MPF pro-

vides. MPF has significant potential for the mortgage industry.”
Lewis S. Ranieri, Fmr. Vice Chairman, Salomon Brothers, Inc.
Fmr. Chairman, Bank United
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The Many Benefits of
Community Investment

The FHLB Chicago offers members a wide variety of reduced-cost 

products under the Community Investment and Affordable Housing programs. Members can strength-

en their community reinvestment activities by taking advantage of subsidy and grant programs, lower

rate financing products, and by seeking technical assistance for community development financing,

ranging from affordable housing to industrial activities. 

The Community Investment Cash Advances offer below market rate

advances to finance qualifying community lending projects. These advances are generally priced 45 basis

points below regular FHLB Chicago advances and are available for terms ranging from one month to 30

years. Members can, in turn, lend these funds to homebuyers, for-profit, not-for-profit, or public devel-

opers of housing, economic development projects, community facilities, and infrastructure.

The Community Investment Program (CIP) provides advances to finance housing and economic

development projects.  CIP funds may be used to:

• Finance economic development projects that benefit low- and moderate-income families and

workers (<80% of area median income) or that are located in qualified geographic areas such as low-

and moderate-income neighborhoods, Empowerment Zones, or Enterprise Communities.

• Finance the purchase or rehabilitation of housing for rent by families whose incomes do not exceed

115% of area median income;  

• Finance home purchases by families whose incomes not not exceed 115% of area median income. 

The Economic Development Advance (EDA) provides advances for 

community and economic development projects inclusive of community facilities, infrastructure,

Brownfields projects, and small businesses. A $25 million pool has been reserved for use in the program.

The advances are for five to 10 years at the CIP rate, with a significant rate discount in the first year.

Members are encouraged to call the Community Investment Department to inquire about availability.

CIP Standby Letters of Credit are available to facilitate residential

housing finance and economic development. They may be used in a variety of ways, including collat-

erialization of public unit deposits and as a credit enhancement for financial instruments involving

community lending. As with CIP advances, the letters of credit are also available at a reduced cost

to members.

In 2001, the Community Investment Program generated over $271.8 million in new Community

Investment Cash Advance (CICA) credit.



“The Community Investment programs offered by the Chicago FHLB serve a vital role

in the affordable housing efforts in Illinois and Wisconsin. The Home Loan Bank

serves as a strategic partner with its member institutions to promote projects that

not only provide basic housing needs, but also enrich the surrounding community.”
Michael M.F. Liu, Assistant Secretary of Public & Indian Housing
U.S. Department of housing & Urban Development
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The Many Benefits of
Community Investment

The Affordable Housing Program (AHP) provides grants to member

institutions to assist in the creation and preservation of housing for lower income families and individ-

uals. The FHLB Chicago always contributes a minimum of 10% of its previous year’s net income to the

AHP fund. 

FHLB Chicago members have access to affordable housing funds through a competitive application

process conducted twice a year, in April and October. The subsidy is provided as a direct payment

through the member to reduce the cost of the housing, or, in special circumstances, as a subsidized

loan. The AHP subsidy must be used to finance the purchase, construction, or rehabilitation of either

owner-occupied housing for households at or below 80% of area median income or affordable rental

housing with at least 20% of the units occupied by households with incomes at or below 50% of area

median income. 

In 2001, the FHLB Chicago awarded $13.7 million in competitive AHP grants to 77 member-spon-

sored projects in order to create more than 2,700 units of affordable housing, of which about 1,400

(1,406) or 51% were targeted for very low income units. Over $2.67 million ($2,678,045.80) in down-

payment and closing cost assistance grants was disbursed using 2001 AHP set-aside funds through the

Downpayment Plus® Program.

LaSalle Bank, National Association in Chicago has been a strong 

supporter of the FHLB Chicago’s Affordable Housing Program, receiving AHP awards for some 50 proj-

ects assisting very low, low and moderate income households. Many projects offer more than affordable

housing, as is the case in the aptly named “Brand New Beginnings” on Chicago’s south side. This proj-

ect offers supportive, permanent housing to 24 formerly homeless women and their children. A com-

prehensive social service and training program is offered through a network of agencies and an on-site

social worker. The building owner and developer, Brand New Beginnings, is a subsidiary of The Chicago

Coalition for the Homeless, and has connected thousands of women with employment, childcare, and

housing services. The three-story building underwent a $2.7 million rehabilitation, with financing from

LaSalle Bank, N.A., the Illinois Housing Development Authority, and the City of Chicago in addition to

the $115,000 AHP subsidy. 

AnchorBank, FSB in Madison, Wisconsin is another frequent user of 

AHP funds, having received 20 AHP project awards. The financial institution recently partnered with

Wisconsin Good Samaritan Housing to construct senior housing in the small rural community of

Fennimore, Wisconsin. The 16-unit, one-story building, located next to an existing nursing care center,

offers an independent housing option for very low income seniors who want to remain in the communi-

ty. In addition to affordable housing, the project offers supportive services to help with shopping, house-

keeping, home health care, and transportation. The $112,000 AHP subsidy through AnchorBank, FSB

plugged a financing gap in the $1.2 million project that was financed with a HUD capital advance. 



“To remain a vital force in our nation’s housing finance system, Federal Home Loan

Banks must continue to look for new ways to serve their members. Innovations like

the MPF Program point the way.”
John T. Korsmo, Chairman
Federal Housing Finance Board
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Since 1996, the FHLB Chicago has dedicated up to 15% of its AHP 

funds for a special homeownership program,  Downpayment Plus®, that is not part of the competitive

AHP process. The Downpayment Plus Program allows all FHLB Chicago members to provide down-

payment and closing cost assistance grants when they provide first mortgage financing to income-eligi-

ble first-time home buyers. 

Grants of up to $3,000 were available to borrowers whose incomes were 80% or less of the area medi-

an income. Funds are available on a first-come, first-served basis, with per-member limits established

yearly. The funds are separately administered for each state by non-profit organizations. Members who

want to participate in the program should contact the program sponsor for the state in which they are

headquartered. In Illinois, contact the Illinios League of Financial Institutions and in Wisconsin, con-

tact the Wisconsin Partnership for Housing Development.

Over $2.67 million in downpayment and closing cost assistance grants were disbursed from $3.5 mil-

lion available through the Downpayment Plus Program in 2001. 

New to the FHLB Chicago is the Homeownership Individual 

Development Account (HIDA) initiative. Under the HIDA program, the FHLB Chicago provides

matching grant funds through a member institution for a participating household. The FHLB Chicago

will match $1 to every $1 saved by that household, up to $1000, provided that the savings is used for

down payment accumulation. At the end of a pre-determined savings period, the participating house-

hold must complete the purchase of a home. 

A participating household that receives a grant must have a household income of no more than 80% of

the median income for the area, adjusted by family size, as published annually by HUD. They must also

be first-time homebuyers. Households that qualify are required to complete a homeownership counseling

program provided by, or based on one provided by, an organization experienced in homeownership coun-

seling. The FHLB Chicago will provide the funds to help pay for the counseling program.

The HIDA program requires that all funds be expended by December 31, 2003. Approved programs

also must provide progress reports to the FHLB Chicago. In 2001, the FHLB Chicago awarded over

$400,000 in matching grants for 14 programs. 

In 2001, Eldridge Edgecombe joined the FHLB Chicago as Senior Vice President of the Community

Investment Department, replacing Michael M. Liu, who left to become Assistant Secretary for Public

and Indian Housing at the U.S. Department of Housing and Urban Development. Mr. Edgecombe

comes to Chicago from the Cincinnati FHLB where he was the COO of that bank’s Housing and

Community Investment staff. He has more than 28 years of housing and financial experience.

The Many Benefits of
Community Investment

“Downpayment Plus” is a registered trademark of the Federal Home Loan Bank of Chicago.



“The greatest selling point of MPF is its promise of an attractive profit potential

for lenders on both a stand-alone basis and relative to Fannie Mae and Freddie Mac.

Under MPF, lenders can earn returns for assuming mortgage credit risk, versus the

payment of guarantee fees to Fannie Mae and Freddie Mac. . . . We believe MPF could

provide lenders with a new avenue with which to generate high returns on capital

for the management of a layer of credit risk.”
Fox-Pitt, Kelton Report: GSE Competition —
A Bigger Issue than Investors May Realize
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At the Forefront:
Technological Advances

Each year, technology becomes more and more important in running 

a highly responsive, efficient business. The FHLB Chicago works diligently to ensure that the

Local Area Network and all related computer systems are performing efficiently and effectively.

Through the use of a strong technological base, the FHLB Chicago is poised to lead the way into

the new century.

The technological advance most readily apparent to members

in 2001 was eBanking, our customer-specific report website. eBanking offers members/customers of

the FHLB Chicago Internet access to many of their statements and reports, including five “opera-

tions” reports: Daily Cash Management Statement, Monthly Cash Management Statement,

Safekeeping Monthly P&I Statement, Monthly DDA Statement, and Wire Activity Report, and four

“marketing” reports: Customer Profile Daily, Profile Prior Month, Profile Prior Quarter, and the

Advances by Maturity Date reports. 

The Daily Cash Management Statement replaced our old “Dial-A-Statement” system, which was

decommissioned in December after many years of reliable service. Other reports were mailed and/or

faxed to members, depending upon prior arrangements. All of these reports have been greatly improved

for eBanking and many also offer several months of history online. Perhaps the greatest benefit for mem-

bers is that these reports are now only minutes away and can be accessed at a member’s convenience.

There is no charge for this service.

Over time, many more reports will be added to eBanking. We invite all members to take advantage

of the system. To access eBanking, simply go to our website, located at www.fhlbc.com. First, click on

“Members”, then click on “eBanking”. Enter your ID and password to have full access to a multitude of

valuable information. To request additional passwords, members are encouraged to call Joe Bliujus at

312-565-5347.

The FHLB Chicago has established a business recovery center,

geographically separate and able to operate independently. Intended to take over for bank operations

should a disaster arise, considerable resources over the years have been invested in the Center to ensure

members that business will continue. The FHLB Chicago had to move operations  to the Center dur-

ing the tragic events of September 11. The 111 East Wacker building was closed and employees had to

vacate the building. The FHLB Chicago completed a successful move to the Center and within a few

hours, systems were up and available to members and business was conducted for the remainder of the

afternoon and evening. On the next day, operations moved back to 111 East Wacker. 



“It is clear that the MPF Program is here to stay, and that it will continue to grow,

since MPF offers originators an attractive alternative source of execution . . . We

expect the MPF Program to be a growing fixture in the mortgage landscape.”
PaineWebber Mortgage Strategist
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The FHLB Chicago 
Shows Leadership

One of the FHLB Chicago’s goals is to demonstrate leadership in 

managerial and financial arenas. Over the past year, there have been many examples of leadership.

Perhaps the most visible example is the success of the MPF Program. 

Financial leadership can be shown in advance and mortgage loan growth from 2000 to 2001. The

FHLB Chicago ranked first in the FHLB System with a 44.8% growth rate and first in ROE after

REFCO with 8.01%. The FHLB Chicago ranked second in total net income growth with 25.4% while

ranking third in interest margin of .55%. Diversification is also an important goal of the FHLB Chicago,

one of the most diversified banks in the FHLB System.

The FHLB Chicago also leads the System in FAS 133 accounting issues and implementation, and

developed Homeownership Individual Development Accounts for consumer downpayment accumula-

tion. Management for the FHLB Chicago served in a lead role on the System’s Funding Task Force proj-

ect and developed an alternative legal and policy approach to multi-district membership.

The FHLB Chicago developed a unique capital plan, which was 

submitted to the Finance Board in Washington in October, 2001 under the provisions stipulated in the

Gramm-Leach-Bliley Act. The FHLB Chicago’s philosophy is to create capital that members want,

rather then viewing capital as a penalty for membership.

The plan, structured to minimize tax and accounting issues for members, establishes two classes

of stock: Class A, redeemable on six months’ notice, and Class B, redeemable on five years’ notice.

Although both classes of stock will be issued and redeemed at par of $100, Class A has features similar

to preferred stock, such as dividend and liquidation preferences, while Class B stock will be analogous

to common stock, the junior position with higher return potential.

This approach is more voluntary than many other proposed plans. It will allow clearer signals from

members, in keeping with the cooperative structure of the FHLB Chicago. Through voluntary stock

purchases, FHLB Chicago members will help determine how many assets the bank can support, rather

than determining for members how much capital they must buy. 

The capital plan is still in the process of discussion with the FHFB. Members will be informed of

the progress of the plan later in 2002. 

The FHLB Chicago, its management, and its staff are proud 

of the strong leadership role the bank has taken throughout the FHLB System. With examples such as

the MPF Program, the FHLB Chicago remains ready to assist members with their financial needs far

into the future. The Bank will continue to work towards demonstrating its leadership and

financial expertise.
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December 31,
2001 2000

(In thousands)
AAsssseettss
Cash and due from banks (Note 3) $ 2,099 $ 4,194
Securities purchased under agreements to resell (Note 4) 49,895 45,685
Federal funds sold 3,165,000 2,397,000
IInnvveessttmmeennttss::

Held-to-maturity securities includes $187,895,320
and $181,025,000 pledged in 2001 and 2000 (Note 5) 5,254,416 5,779,596

Securities held at fair value (Note 6) 1,826,176 —
Advances (Note 7) 21,901,609 18,462,288
Mortgage loans net of allowance for credit losses of $3,339,520

in 2001 and $1,502,568 in 2000 (Note 9) 16,570,308 8,102,680
Accrued interest receivable 242,021 578,352
Bank premises and equipment, net 19,455 12,394
Derivative assets (Note 15) 149,627 —
Other assets 5,291 6,589
TToottaall  AAsssseettss $ 49,185,897 $ 35,388,778

LLiiaabbiilliittiieess  aanndd  CCaappiittaall
LLiiaabbiilliittiieess
Deposits: (Note 10)

Demand and overnight $ 1,527,712 $ 1,654,290
Term 109,702 155,075
Other 122,802 200,767

Total deposits 1,760,216 2,010,132
Borrowings:

Securities sold under agreements to repurchase (Note 11) 800,000 —
Total Borrowings 800,000 —
Consolidated obligations, net: (Note 12)

Discount notes 8,995,376 4,948,713
Bonds 34,273,282 25,953,135

Total consolidated obligations, net 43,268,658 30,901,848
Accrued interest payable 446,532 664,059
Affordable Housing Program (Note 8) 36,816 31,979
Payable to REFCORP (Note 13) 18,053 8,696
Derivative liabilities  (Note 15) 330,509 —
Other liabilities 22,329 70,796
TToottaall  LLiiaabbiilliittiieess 46,683,113 33,687,510
Commitments and contingencies (Notes  8, 12, 13, 14 and 18)
CCaappiittaall  ((NNoottee  1133))
Capital stock ($100 par value) issued and outstanding shares:

23,943,341 shares in 2001 and 16,308,053 shares in 2000 2,394,334 1,630,805
Retained earnings (subject to restrictions)         110,429 70,463
Accumulated other comprehensive income:

Unrealized loss relating to hedging activities (1,979) —
TToottaall  CCaappiittaall 2,502,784 1,701,268
TToottaall  LLiiaabbiilliittiieess  aanndd  CCaappiittaall $ 49,185,897 $ 35,388,778

The accompanying notes are an integral part of these financial statements.
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Statement of
Income

For the Years Ended December 31,
2001 2000 1999      

(In thousands)
IInntteerreesstt  IInnccoommee::
Advances  $ 882,358 $ 1,185,628 $ 871,143
Interest-bearing deposits in banks 76 — —
Securities purchased under agreements to resell 2,200 3,775 23,115
Federal funds sold 96,481 155,326 136,615
Investments:

Held-to-maturity securities 278,900 409,428 351,548
Securities held at fair value 50,293 - -

Mortgage loans, including fees 723,983 360,314 81,985
Loans to other FHLBanks 295 541 247
Total interest income 2,034,586 2,115,012 1,464,653
IInntteerreesstt  EExxppeennssee::
Consolidated obligations 1,740,900 1,797,074 1,127,748
Deposits 82,208 105,705 168,182
Securities sold under agreements to repurchase 1,107 — —
Borrowings from other FHLBanks — 4 —
Other borrowings 27 — 188
Total interest expense 1,824,242 1,902,783 1,296,118
NNeett  IInntteerreesstt  IInnccoommee 210,344 212,229 168,535

Provisions for credit losses on mortgage loans 1,810 906 452
NNeett  IInntteerreesstt  IInnccoommee  aafftteerr  PPrroovviissiioonn  ffoorr  CCrreeddiitt  LLoosssseess 208,534 211,323 168,083
OOtthheerr  IInnccoommee::
Service fees 1,033 1,067 1,099
Net loss on securities held at fair values (4,872) — —
Net gain on derivatives and hedging activities 62,996 — —
Other, net 2,958 1,340 1,105
Total other income 62,115 2,407 2,204
OOtthheerr  EExxppeennsseess::
Operating 38,332 29,844 24,434
Finance Board and Office of Finance 2,018 1,641 1,610
Other 10,449 4,567 1,272
Total other expenses 50,799 36,052 27,316

IInnccoommee  bbeeffoorree  AAsssseessssmmeennttss 219,850 177,678 142,971
Affordable Housing Program 17,996 14,355 12,464
REFCORP (Note 1) 40,478 32,299 —
TToottaall  AAsssseessssmmeennttss 58,474 46,654 12,464

IInnccoommee  bbeeffoorree  EExxttrraaoorrddiinnaarryy  IItteemm  aanndd  ccuummuullaattiivvee  eeffffeecctt
ooff  cchhaannggee  iinn  aaccccoouunnttiinngg  pprriinncciippllee 161,376 131,024 130,507

Extraordinary loss on early extinguishment of debt — (1,870) —
Cumulative effect of change in accounting principle 573 — —
NNeett  IInnccoommee $ 161,949 $ 129,154 $ 130,507

The accompanying notes are an integral part of these financial statements.

SSuupppplleemmeennttaall  DDiisscclloossuurree::  ((uunnaauuddiitteedd))
Net Income $ 161,949 $ 129,154 $ 130,507
REFCORP capital distribution — — 18,718
IInnccoommee  aafftteerr  RREEFFCCOORRPP  ccaappiittaall  ddiissttrriibbuuttiioonn $ 161,949 $ 129,154 $ 111,789
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