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WANT BETTERYIELDS ON YOUR
AGENCY MBS PURCHASES?

Consider MPF mortgage participations

FHLBank Topeka members have the opportunity to participate in
mortgages that are sold under the MPF Program, which although not
fully guaranteed, have a similar credit profile to agency MBS secuirities.

The MPF mortgages are backed by a credit enhancement provided by the origina-
tor/servicer and enforced by FHLBank Topeka. In addition, the loans offer higher
yields based on the purchase price and prepayment characteristics. The following
analysis compares recent MPF production to the TBA agency MBS market and
illustrates the yield and spread improvement that can be achieved through MPF
participations.

The tables below compare the transaction details for the MPF mortgages and
MBS securities using recent MPF loan production and a comparable Fannie Mae
MBS security.

MPF Mortgages vs. MBS Securities
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The MPF mortgages have a weighted average note
rate of 3.88% and were purchased at a weighted aver-
age price of 102.0522. The MBS security has a coupon
of 3.00% and underlying mortgage collateral with a
note rate of 3.75%. The security traded at a price of
102.5625.

The expected asset yield is driven by the price and
corresponding premium paid as well as the speed at
which the mortgages prepay in a base case or sta-
ble interest rate environment as determined by the
models FHLBank Topeka uses to estimate prepayment
speeds and measure interest rate risk. We also used
these same models to run 1,000 interest rate scenar-
ios to determine a funding approach that provides
good risk adjusted returns based on the transaction
spread and net duration mismatch between the as-
sets and advance funding.

The linked analysis at the bottom right illustrates
the expected asset yields in different interest rate
scenarios where faster or slower prepayment speeds
impact the amortization of the premium paid on the
assets. Higher interest rates and slower prepayments
generally result in increased yield because of lower
premium amortization.

The funding strategy detailed in the analysis is gen-
erally the same for both assets and consists of a blend
of fixed rate and callable advances. The Advance
Summary section illustrates a weighted average fund-
ing cost on the MPF mortgages that is slightly higher
because of the longer term callable advances used
in the funding mix. The MBS strategy has increased
reliance on longer term fixed rate advances (20 year).
Both approaches produce fairly conservative net du-
ration mismatches in different interest rate scenarios.

The net duration mismatch for both transactions is
slightly positive as rates rise, which produces slightly
wider transaction spreads. Both transactions also ben-
efit from the ability to call, or prepay without fee, the
callable advances in a declining interest rate environ-
ment with wider spreads in the -100 scenario than in
the base case.

While both sample transactions are well hedged
and provide wider transaction spreads in both falling
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and rising interest rate scenarios, the MPF mortgages
deliver wider spreads than the MBS security. This is
primarily because of continued wide spreads be-
tween primary and secondary market yields that are
driven by the large guarantee fees being charged by
FNMA and FHLMC.

The tables below compare the transaction spreads
on the two investment alternatives with the MPF
mortgage strategy providing an average spread pick-
up of another 25 basis points. The pickup becomes
greater as interest rates rise.

MPF Spreads Lead MBS by 25 bps

Other advantages to buying participations in MPF
mortgages are the ability to grow your institution’s
loan portfolio, invest in high quality assets that pro-
vide substantial protection from credit losses through
the provided credit enhancement and the ability to
achieve greater geographic diversification from loans
originated outside your market. FHLBank Topeka
administers all aspects of the MPF Program including
managing the mortgage servicing and mortgage
payments as well as ongoing quality control reviews
and the enforcement of origination rep and warrant
violations.

see our full analysis:
30-year Funding Strategy - MPF
30-year Funding Strategy - MBS
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