
Classification: Public

How It Works: 
HLB-Option Advance

May 2023



Classification: Public

Cautionary Statements Regarding Disclaimer
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Disclaimer: The data, material, and information provided in this presentation (“Content”) does not, and is not intended to, constitute legal, accounting, 

consulting, or other professional advice.  The Content is for general informational purposes only, may not constitute the most up-to-date legal, 

accounting, or other information, and may become stale. Some Content is unaudited. Nothing in the Content shall constitute an offer by the Bank to 

transact on any terms contained herein. The Content does not necessarily represent the views of the Bank or its management and should not be 

construed as indicating the Bank’s business prospects or expected results. Content identified herein with a third-party source is provided without any 

independent verification by the Bank,  the Bank does not guarantee the accuracy, adequacy, completeness, timeliness or availability of any Content, 

and the Bank expressly disclaims any responsibility for providing any additional information that might be necessary to make the Content not 

misleading. Accordingly, you are cautioned against placing any undue reliance on the Content. You should consult with your accountants, counsel, 

financial representatives, consultants, or other advisors regarding the extent the Content may be useful to you and with respect to any legal, tax, 

business or financial matters. In no event shall the Bank be liable for any damages, costs, expenses, legal fees, or losses (including lost income or lost 

profit and opportunity costs) in connection with any use of the Content. Reproduction of any Content, in any form, is prohibited except with the Bank’s 

prior written consent. 
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The HLB-Option Advance allows you to borrow at lower rates than would typically be available on Classic Advances by 
selling the option to FHLBank Boston to cancel the advance prior to final maturity.  

What is the HLB-Option Advance?
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Features of the HLB-Option Advance

Coupon Type Fixed Putable/Callable Putable, after the 

lockout period at pre-

determined intervals

Available Term Up to 20 years Availability Every day

Interest Paid 2nd business day of the month Minimum Size $2,000,000

Principal Due At maturity Prepayable Yes
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When the yield curve is inverted and interest-rate volatility is high, the rate on an HLB-Option Advance can be 
below that of Classic Advances with a maturity matching that of the HLB-Option Advance’s lockout period.

How is the HLB-Option Advance Priced?
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Source: FHLBank Boston*Rates as of 5/31/23- all pricing is subject to change and rates and spreads are not guaranteed

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

    



HLB-Option Advance and Classic Advance Curves
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Because the member is selling the optionality, certain features (longer maturities, shorter lockouts, higher 
frequency, higher volatility) will typically lead to that option having more value, reducing the rate.

What Factors Impact How the Advance is Priced?
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Source: FHLBank Boston

Factors that Can Lead 

to Lower Rates on HLB-

Option Advances

More Frequent Puts 

vs.

Less Frequent Puts

Shorter Lockout Period

vs.

Longer Lockout Period

Longer Stated Maturity

vs.

Shorter Stated Maturity

Higher Levels of 

Interest-Rate Volatility

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                          



HLB-Option Advance Put Frequency
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The average life can extend and contract - like a mortgage loan or mortgage-backed security - as interest rates 
and interest-rate volatility change over time.

What Does the Cash Flow Profile Look Like?
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<- RATES DOWN (VOLATILITY UP) : RATES UP (VOLATILITY) DOWN ->

Example Instantaneous Rate Shock: HLB-Option Advance

Source: FHLBank Boston
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Flat and higher rates are desirable paths, but the sizable cost savings during the lockout period can create a 
cushion for rates to move lower and still have the HLB-Option produce a lower total interest expense.

What is the Breakeven Rate in Stress Test Scenarios?
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Source: FHLBank Boston

 



 

 

  

 

 

 

 

 

 

 

 

 

                  

Scenario Analysis
If HLB-Option (5yr/1yr) extends past the lockout, what is the 

breakeven rate (on a 5-year horizon) vs. 1yr Classic + Replace?

 



 

 

 

 

 

 

 

 

 

 

 

 

 

    



Breakeven Rate Sensitivity 
Analysis
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As the yield curve inverts further and volatility remains high, shorter maturity structures (like the 2yr/3mo) with less 
tail/extension risk have seen a widening discount relative to the short-term alternative. 

Where is Relative Value in the Current Environment?
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Source: FHLBank Boston

 

 

 

 


 

 

 

 

 

 

 

HLB-Option Spreads vs. 3-month Classic
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Thank You
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Andrew Paolillo

Andrew.Paolillo@fhlbboston.com

617-292-9644

mailto:Andrew.Paolillo@fhlbboston.com
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