--------------- 2007 - === m e e




Lending Strength.

At the Seattle Bank, we use this simple
phrase to capture our commitment to our
members. But what does it mean to those
who rely on our products and services to
meet their business and community needs?

What is the value of your membership
in the Seattle Bank cooperative?



Norm

Chief Financial Officer
Anchorage, Alaska

Alaska USA Federal
Credit Union

“Our long association with the Seattle Bank has provided
us with easy access to liquidity and funding products
that have allowed us to take advantage of opportunities
in the markets. As a result, we have been able to earn a
great deal of extra income that we have returned to our
members in the form of higher deposit rates and lower
fees and charges. Personally, I like working with the
Seattle Bank’s friendly and helpful employees, who make
dealing with the Seattle Bank seem like I am working
with another department in my own organization.”
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“It’s easy to manage
interest rate risk when the
market is static, but when
rates are rapidly changing,
you have to be able to quickly
adjust your strategy. It’s
difficult to do this on your
own balance sheet because
loans and deposits don’t
always match up. With the
Seattle Bank’s structured
funding solutions, we get the
flexibility we need to effectively
manage our interest rate
risk, maximize our earnings,
and provide a return to
our shareholders.”

Vice President and Investment Manager
D ane Teruya’ Honolulu, Hawaii

Central Pacific
Bank
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Marianne Kimura

Vice President
Commercial Real Estate Division
Honolulu, Hawaii

Flrst Hawallan “The cost of living in Hawaii is high, and there is a great

need for affordable rental and owner-occupied housing.

B ank Making loans for conventional housing is a fairly straight-
forward process; it’s much harder to finance affordable
housing projects. The Seattle Bank’s Affordable Housing
Program allows us to support a broader range of our
community’s housing needs. Without it, many of the very
affordable housing projects we sponsor would not be able
to move forward. At First Hawaiian, AHP is an important
part of the value we derive from our membership in the
Seattle Bank cooperative.”
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“Our relationship with the Federal Home Loan Banks goes back nearly
73 years, and we rely on the Seattle Bank for funding, securities safekeeping,
and a number of other services and support. Their educational seminars,
for example, have been great for us. The staff is knowledgeable and offers
specific expertise that we, as a smaller community bank, don’t have in-house.
We appreciate their perspectives and the thoughtful approach they take to
finding solutions that meet our needs. The staff, the service, and the support
are just great.”

Senior Vice President
Sheridan, Wyoming

e Tom Gligorea e
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Ray Mooney

Vice President / Community Development Manager
Spokane, Washington

“The Seattle Bank’s community investment programs are
flexible tools that we use to help finance affordable housing.
Our extensive use of both the Affordable Housing Program
and the HomeS$tart Program allows us to support affordable
rental and first-time homeownership projects and to demon-
strate our commitment to our communities. At the same time,
we leverage AHP subsidies to provide construction loans,
deposit services, and tax investments related to the projects
we sponsor. Finally, these Seattle Bank programs provide
opportunities to add CRA value to our institution in
the form of CRA lending, service, and investment credits.”
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Letter to Members



Dear Seattle Bank Members,

For the past 75 years, the Federal Home Loan Bank System has served as a primary source of
liquidity and funding for our nation’s financial institutions—Ilending strength to its members and
the communities they serve. This is our mission, and it is why the Federal Home Loan Banks exist.

The Federal Home Loan Bank System was created by Congress in 1932 to support a struggling
housing market and credit-constrained economy. Homeowners and small businesses, desperate
for cash or credit, looked to their local lenders, who had nowhere to turn when their deposits dried
up. The creation of the FHLBanks gave those lenders the opportunity to join a member-owned
financial cooperative, issue the FHLBank’s collective debt in the capital markets, and use the
proceeds to facilitate members’ mortgage lending and community credit activities.

Much has changed in the past 75 years. The capital markets have become far more sophisticated,
and new sources of wholesale funding now compete with FHLBank advances. For those who have
come to question the need for the FHLBanks, however, the subprime mortgage crisis and credit
market collapse of 2007 removed any doubt that our system and our mission are as relevant and
critical as ever to our members, their communities, and our economy.

In response to unprecedented demand, the FHLBanks injected a record amount of primary
liquidity into the U.S. financial system in 2007. Systemwide, advances outstanding were $875 billion
as of December 31, 2007. This is an impressive sum by any measure, but equally impressive is
the way in which the FHLBanks performed their role: efficiently, effectively, and without great
fanfare—just as they have for the past 75 years.

As a result of the extraordinary events of the past year—and the continuing progress in our
business transition—the Seattle Bank, too, experienced strong growth in advances and net income,
demonstrating the strength, stability, and flexibility of our own cooperative.

The Seattle Bank reported net income of $70.7 million for 2007 compared to $25.8 million for
2006, an increase due primarily to the growth in interest income from advances and investments.
Advance volumes increased significantly during the second half of the year when volatility

in the credit markets increased demand for FHLBank funding. Advances outstanding were
$45.5 billion as of December 31, 2007, an increase of 62.8 percent, compared to $28.0 billion

as of December 31, 2006.
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Net interest income for the year ended December 31, 2007, increased to $171.0 million
compared to $77.0 million for the year ended December 31, 2006. In addition to the growth
in advances, our net income increased as a result of our reinvestment of maturing low-yielding
investments into higher-yielding instruments during 2006 and 2007. The significant reduction
in our operating expenses and hedging costs from 2005 levels also contributed to our increased
net income.

As of December 31, 2007, we held total assets of $64.2 billion compared to $53.5 billion
as of December 31, 2006. This increase primarily resulted from the significant growth in advances
and the decrease in our capital-to-assets ratio target from 4.30 percent to 4.10 percent starting
in the first quarter of 2007. At December 31, 2007, advances represented 70.9 percent of our
assets and investments represented 19.5 percent of our assets, as compared to 52.2 percent and
34.9 percent, respectively, at December 31, 2006.

Retained earnings as of December 31, 2007, increased to $148.7 million compared to
$92.4 million as of December 31, 2006. With total capital at $2.6 billion, the bank’s capital-
to-assets ratio was 4.14 percent as of December 31, 2007, exceeding all regulatory capital
requirements.

Through our 2007 Affordable Housing Program, we provided net awards of $7.9 million
to support the purchase, construction, and rehabilitation of 1,490 units of affordable housing.
In addition, we had $649.9 million in low-interest advances outstanding for affordable housing
and community economic development as of December 31, 2007.

The Seattle Bank paid $14.3 million in cash dividends on an average of 22 million shares
of capital stock outstanding during the year.

The focus of 2007 has been on liquidity—and rightly so. It has been an extraordinary time, and
we have experienced an unprecedented demand for funding. But as so clearly articulated by our
members, their access to liquidity, while critical to their needs, is just one of the ways in which
they derive value from the Seattle Bank cooperative.
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The Seattle Bank’s advances, in addition to serving as vehicles for liquidity, provide our
members with effective tools for managing their assets, liabilities, and interest rate risk to improve
their earnings. Our structured funding solutions are designed to meet our members’ specific
business needs in a variety of economic conditions and, like all of our advances, offer our members
the flexibility to grow, prepay, or restructure their borrowings as needed. Our educational programs
complement these products, providing information, insights, and strategies that help our members
use our advances to achieve their business goals.

Our community investment programs offer our members and their community partners
financial resources to create clean, safe, affordable housing, facilitate homeownership, and support
economic development. In addition to the community investment credit earned from their use of
these programs, our members’ involvement in the housing and economic development activities
of their communities builds and strengthens relationships with residents and community partners.
These relationships, in turn, often lead to new deposit growth and lending opportunities for
their institutions.

Not to be overlooked, our demand deposit, securities safekeeping, and wire transfer services
offer our members the convenience of relying on their cooperative—a resource they know and
trust—for a variety of transaction services.

In the end, of course, it’s all about people, working together to strategize and implement
new solutions and accomplish the day-to-day work that helps to keep our businesses running and
our relationships strong. We are fortunate to have a highly talented and knowledgeable staff that
is dedicated to understanding and meeting our members’ needs and to providing a superior level
of service. Equally important, they are committed to doing so with an emphasis on safety and
soundness and in a way that provides value for the cooperative as a whole.

Our 2007 results illustrate the strength of your borrowing, and our cooperative is stronger for it.
The increased demand for liquidity in the second half of the year has helped to accelerate our
business turnaround, but it is your use of our products and services that enabled it.

We have made good progress, but there is still work to be done. We continue to address the
mismatches in our assets and liabilities that have depressed our earnings. In 2007, we used part
of our earnings to retire some of these liabilities, and we will continue to look for opportunities
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to address this issue, but it will take some time. It is also our earnest desire to increase to more
acceptable levels the dividend paid on your Class B stock investment in our cooperative.

The demand for liquidity will vary, and the Seattle Bank—Ilike all of the Federal Home Loan
Banks—will expand and contract with market demand. As economic cycles change and demand
for our advances expands and contracts, we will continue our focus on providing consistent access
to liquidity, competitively priced advances, funding for community investment, and superior
service levels.

For the past three years, our Board of Directors and the entire Seattle Bank team have diligently
worked to build a stronger cooperative. We have asked for your patience and support as we have
worked through our transition to an advance-focused business. Your response has been tremendous.

We are very pleased that throughout 2007 and particularly during this challenging time, the
Seattle Bank and the Federal Home Loan Bank System have served as reliable sources of funding
and support—Iending strength to our members, in the true spirit of a cooperative, just as the
Federal Home Loan Banks were designed to do 75 years ago.

We thank you for your ongoing support, and we look forward to meeting your liquidity,
funding, and community investment needs for years to come.

Sincerely,

NS RN SDQQ_\ %W
Mike C. Daly Richard M. Riccobono
Chairman of the Board of Directors President and Chief Executive Officer
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Board of Directors
as of March 28, 2008

Mike C. Daly — Chairman
Chairman, President,
and Chief Executive Officer

Wheatland, Wyoming

Craig E. Dahl — Vice Chair
President, Chief Executive
Officer, and Director
Alaska Pacific

Bankshares, Inc.

Juneau, Alaska

Les AuCoin

Former President and
Chief Executive Officer
Oregon Health Sciences
Foundation (retired)
Ashland, Oregon

Marianne M. Emerson
Chief Information Officer
Seattle Housing Authority
Seattle, Washington

Daniel R. Fauske

Chief Executive Officer
and Executive Director
Alaska Housing Finance
Corporation

Anchorage, Alaska

Harold B. Gilkey
Chairman and Chief
Executive Officer
Sterling Financial
Corporation
Spokane, Washington
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Wheatland Bankshares, Inc.

William V. Humphreys
President, Chief Executive
Officer, and Director
Citizens Bancorp
Corvallis, Oregon

Frederick C. Kiga

Vice President, Government
Relations and Global
Corporate Citizenship

The Boeing Company
Seattle, Washington

Russell J. Lau

President and Chief
Executive Officer
Finance Enterprises, Ltd.
Honolulu, Hawaii

James G. Livingston, PhD
Vice President,
Investments Division
Zions First National Bank
Salt Lake City, Utah

William A. Longbrake
Vice Chair

Washington Mutual, Inc.
Seattle, Washington

Michael W. McGowan
President and Chairman
Daniel Capital
Management Ltd.
Missoula, Montana

Cynthia A. Parker

Senior Vice President,

Affordable Housing and

Real Estate

Seattle-Northwest Securities Corp.
Seattle, Washington

Park Price

President and Director
Bank of Idaho

Idaho Falls, Idaho

Donald V. Rhodes
Chairman

Heritage Financial
Corporation
Olympia, Washington

Jack T. Riggs, MD
Chief Executive Officer
Pita Pit USA, Inc.
Coeur d’Alene, Idaho

David F. Wilson
Commissioner, Idaho Housing
and Finance Association
Owner, Wilson

Construction LLC

Ketchum, Idaho

Gordon Zimmerman
President and Director
Community Bank, Inc.
Ronan, Montana



Richard M. Riccobono
President
Chief Executive Officer

Vincent L. Beatty
Senior Vice President
Chief Financial Officer

John W. Blizzard
Senior Vice President
Chief Business Officer

Gerard J. Champagne
Senior Vice President
Chief Counsel

Christina J. Gehrke
Senior Vice President
Chief Accounting and
Administrative Officer

Steven R. Horton
Senior Vice President
Chief Risk Officer

Executive Team
as of March 28, 2008

Lisa A. Grove
Vice President
Director of Auditing

Terry L. Prether

Vice President
Chief Information Officer
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Affordable Housing Advisory Council

President and Chief Executive Officer
Cook Inlet Housing Authority
Anchorage, Alaska

Representing: Alaska

President and Chief Executive Officer
ShoreBank Enterprise Cascadia
Ilwaco, Washington

Representing: Washington

Business Development and
Strategic Consultant
homeWORD, Inc.
Missoula, Montana
Representing: Montana
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Executive Director
CASA of Oregon
Newberg, Oregon
Representing: Oregon

Executive Director

Nampa Housing Authority
Nampa, Idaho
Representing: Idaho

Executive Director

Cheyenne Housing Authority
Cheyenne, Wyoming
Representing: Wyoming

Member

Hawaii Housing Finance LLC
Honolulu, Hawaii
Representing: Hawaii

Executive Director

Color Country Community Housing, Inc.
St. George, Utah

Representing: Utah
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Forward-Looking Statements

This report contains forward-looking statements that are subject to risk and uncertainty. These statements
describe the expectations of the Federal Home Loan Bank of Seattle, or the Seattle Bank, regarding future events
and developments, including future operating results, growth in assets, and continued success of our products.
These statements include, without limitation, statements as to future expectations, beliefs, plans, strategies,
objectives, events, conditions, and financial performance. The words “will,” “believe,” “expect,” “intend,”
“may,” “could,” “should,” “anticipate,” and words of similar nature are intended in part to help identify forward-
looking statements.

Future results, events, and developments are difficult to predict, and the expectations described in this
report, including any forward-looking statements, are subject to risk and uncertainty that may cause actual results
to differ materially from those we currently anticipate. Consequently, there is no assurance that the expected
events and developments will occur. See “Part I. Item 1A. Risk Factors™ of this report, for additional information
on risks and uncertainties.

Factors that may cause actual results, events, and developments to differ materially from those discussed in
this report include, among others, the following:

e significant changes in market conditions, including fluctuations in interest rates, shifts in yield curves
and spreads on mortgage-based assets relative to other financial instruments;

e withdrawal of one or more large members, significant increases or decreases in business from or
change in business of large members, unexpected demand for liquidity from our large members, or
consolidation among our members;

o changes in local and national economic conditions;

e competition from other alternative sources of funding available to our members, including other
Federal Home Loan Banks, or FHLBanks;

e adverse changes in the market prices of our financial instruments or our failure to effectively hedge
these instruments;

*  negative changes in our credit agency ratings or ratings applicable to the FHLBanks, the Finance
Board, and the Office of Finance, or collectively the FHLBank System;

e changes in investor demand for consolidated obligations or changes in our ability to participate in the
issuance of consolidated obligations;

e the need to make principal or interest payments on behalf of another FHLBank as a result of the joint
and several liability of all FHL.Banks for consolidated obligations;

e failure to satisfy hedge accounting criteria under the accounting principles generally accepted in the
United States, or U.S. GAAP, in hedging our interest-rate risk;

e our members’ willingness to do business with us despite limitations on our payment of dividends and
continuing restrictions on repurchases of excess Class B stock;

e legislative or regulatory changes or actions initiated by the Federal Housing Finance Board, or the Finance
Board, or other body, that could cause us to modify our current structure, policies, or business operations;

e changes in accounting rules or in the interpretation of existing accounting rules; and

o events such as terrorism, natural disasters, or other catastrophic events that could disrupt the financial
markets where we obtain funding, our borrowers’ ability to repay advances, the value of the collateral
that we hold, or our ability to conduct business in general.

These cautionary statements apply to all related forward-looking statements, wherever they appear in this
report. We do not undertake to update any forward-looking statements that we make in this report or that we may
make from time to time.



PART L.

ITEM 1. BUSINESS
Overview

The Seattle Bank, a federally chartered corporation organized in 1964, is a member-owned cooperative. Our
mission is to provide liquidity, funding, and services to enhance our members’ success and the availability of
affordable homes and economic development in their communities. We make loans, which we call advances,
provide letters of credit, accept deposits, and provide securities safekeeping and other services. Historically, we
also purchased mortgage loans from participating members through the Mortgage Purchase Program, or MPP.
During the first quarter of 2005, we decided to exit the MPP.

We conduct most of our business with or through our members and do not conduct our business directly
with the general public. For the year ended December 31, 2007, we reported net income of $70.7 million, and as
of December 31, 2007, we had total assets of $64.2 billion, total deposits of $997.7 million, and retained earnings
of $148.7 million.

We also work with our members and a variety of other entities, including non-profit organizations, to provide
affordable housing and community economic development funds through direct subsidy grants and low- or
no-interest loans, for individuals and communities in need. We fund these grants and loans through the Affordable
Housing Program, or AHP, the Community Investment Program, or CIP, and a number of other programs.

The Seattle Bank is one of 12 FHLBanks that, along with the Finance Board and the Office of Finance,
comprise the FHLBank System. The FHL.Bank System was created by Congress under the authority of the
Federal Home Loan Bank Act of 1932, as amended, or the FHLBank Act, to ensure the availability of housing
funds to expand home ownership throughout the nation. The 12 FHLBanks are government-sponsored
enterprises, or GSEs, of the United States of America. Each FHLBank is a separate entity with its own board of
directors, management, and employees. The 12 FHLBanks are located throughout the United States, with each
FHLBank responsible for a particular district. The Seattle Bank is responsible for the Twelfth District, which
includes the states of Alaska, Hawaii, Idaho, Montana, Oregon, Utah, Washington, and Wyoming, as well as the
U.S. territories of American Samoa, Guam, and the Northern Mariana Islands.

The primary sources of funding for all of the FHLBanks consist of consolidated obligation bonds and
discount notes, which are referred to collectively as consolidated obligations. The Office of Finance, a joint
office of the FHLBanks created by the Finance Board, acts as an authorized agent of the FHLBanks, facilitating
and executing the issuance of consolidated obligations on behalf of the FHLBanks. The U.S. government does
not guarantee, directly or indirectly, the consolidated obligations or other obligations of any of the FHLBanks.
Consolidated obligations are the joint and several obligations of the 12 FHLBanks. As of December 31, 2007, the
aggregate par value of consolidated obligations outstanding for the FHLBank System was $1.2 trillion; however,
individual banks are primarily liable for an allocated portion of the consolidated obligations in which they
participate. As of December 31, 2007, the Seattle Bank was the primary obligor for $60.0 billion par value of
consolidated obligations.

During the three-year period from 2004 through 2006, we significantly restructured our business and
operations. The changes in our business were driven by declining net income from 2003 to 2005 and issues raised in
our 2004 Finance Board examination, which focused on, among other factors, our risk management practices. As a
result of the 2004 Finance Board examination, we operated under an agreement with the Finance Board, which we
refer to as the Written Agreement, from December 2004 until January 2007. The Written Agreement required us to
develop a three-year business and capital management plan, which we refer to as our business plan, and submit it to
the Finance Board’s Office of Supervision. Some of the primary actions taken under the restructuring and our
business plan have included: refocusing our business on providing advances to our members, exiting the MPP, and
improving our risk management practices and operational efficiency. In changing the direction of our business, we
reversed a trend of declining net income and reported significant increases in net income in each of the years ended
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December 31, 2007 and 2006. For additional information regarding recent operations of the Seattle Bank, see
“Part II. Item 7. Management’s Discussion and Analysis—Results of Operations.”

Even though our net income grew significantly in 2006 and 2007, changes in market interest rates during the
years ended December 31, 2007, 2006, and 2005 and liquidity concerns in the global credit markets in the second
half of 2007 have had a net unfavorable impact on the fair value of our assets and liabilities. The significant
deterioration and volatility in the global credit markets, which resulted in the non-parallel changes in the market
value of our assets and liabilities, was the primary factor in the significant increase in our unrealized market
value losses in 2007 and the first two months of 2008. As of December 31, 2007, 2006, and 2005, we disclosed
net unrealized market value losses of $460.1 million, $245.0 million, and $363.1 million, which, in accordance
with U.S. GAAP, are not reflected in our financial position and operating results. Because of our net unrealized
market value losses, the ratio of the market value of our equity to the book value of our equity was estimated at
82.2%, 89.0%, and 83.5% as of December 31, 2007, 2006, and 2005. As of March 14, 2008, our unrealized
market value loss had increased to $1.0 billion. For additional information, see “Part II. Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Financial Condition,” “Part II.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk,” and Note 16 in “Part II. Item 8. Financial
Statements and Supplementary Data—Audited Financial Statements—Notes to Financial Statements.”

Membership and Market

The Seattle Bank is a cooperative that is owned by member financial institutions located within our district.
All federally insured depository institutions and insurance companies engaged in residential housing finance and
community financial institutions located in the Seattle Bank’s district are eligible to apply for membership.
Eligible institutions must purchase capital stock in the Seattle Bank as a condition of membership. Members
generally are assigned a credit line at the time they join, based on our evaluation of their financial condition, and
are eligible to receive dividends, when and if payable, on their capital stock investment. Members are subject to
activity-based capital stock requirements, which may require them to purchase additional stock if the amount of
business they do with us increases. All of our outstanding capital stock is owned by our members, except in
limited circumstances, for example, for a period after a member is acquired by a nonmember.

As of December 31, 2007, the Seattle Bank had 380 members, which represented approximately 39.3% of
the financial institutions in our district eligible for membership. We also had nine stockholders that were
nonmembers holding capital stock as a result of acquisitions that are awaiting redemption of their stock by us.
Additionally, we had six approved housing associates that were not required to purchase our stock to use our
services within the parameters of our regulations and policies. As of December 31, 2007, 12 of our members had
requested withdrawal from membership.

The number of members and the composition of our membership have remained essentially the same from
2005 through 2007, with membership ranging between 373 and 380. Commercial banks and thrifts comprised
76% and credit unions 23% of our membership. The following tables show the capital stock holdings and the
geographic locations of our stockholders, by type, as of December 31, 2007.

Total Value
Number of of Capital

Type of Institution Institutions  Stock Held"
(in thousands, except institution count)
Commercial banks . ... ... 250 $1,321,964
ThriftS . o e 37 1,036,208
Credit UNIONS . . oottt e e e e e 88 143,154
INSUTaNCe COMPANIES . . . o ot vttt ettt e e et e e e e e et e 5 9,609
Total .. e 380 $2,510,935

*  Includes $82.3 million in mandatorily redeemable capital stock. See Note 14 in “Part II. Item 8. Financial Statements and Supplementary
Data—Audited Financial Statements—Notes to Financial Statements.”



Commercial Credit Insurance

State or Territory Banks Thrifts Unions Companies Total
Alaska ... ... 5 1 5 11
American Samoa . ... ... ... 1 1
Colorado® .. ... ... 1 1
GUAM . ..o 2 1 1 4
Hawaii .. ... .. . 6 2 13
Idaho . ... ... . 13 3 2 1 19
MiInnesota™ . ... ... ... 1 1
Montana . ......... .. 58 2 7 67
Oni0™ . . 1 1
Oregon . ...t 31 2 19 1 53
Utah . ..o 34 3 15 1 53
Washington . ........ .. ... 64 20 30 2 116
Wyoming . ........ . 33 3 40
Total ... . 250 37 88 5 380

*  Out-of-district nonmember stockholder holding capital stock as a result of an acquisition, pending redemption.

The Seattle Bank’s market area is the same as its membership district. Institutions that are members of the
Seattle Bank must have their principal places of business within this market area but may also operate elsewhere.
Historically, the value of membership in the Seattle Bank has been derived primarily from the following aspects
of our business:

e the access we provide to readily available funding for liquidity purposes;

o the relatively low rates at which members can borrow from us, which stems from our ability to raise
funds in the financial markets at favorable interest rates through consolidated obligations, due primarily
to the FHLBank System’s “AAA” credit rating;

e the access we provide to grants and below-market-rate loans for affordable housing and economic
development;

o the dividends that we have paid to members; and

e the access we previously provided as a competitively priced secondary mortgage market alternative.

To provide value to our members, we leverage our capital stock through the issuance of FHLBank System
debt in the form of consolidated obligations. We have used a majority of the proceeds from the sale of
consolidated obligations on which we are the primary obligor to provide advances to member and approved
nonmember borrowers and historically to purchase mortgage loans under the MPP. We have also used the
proceeds from consolidated obligations on which we are the primary obligor to purchase investments, with the
goal of achieving market-rate returns on those investments. Interest income from our advances, investments, and
mortgage loans, and income from our other fee-based services are used to pay our interest expense, operating
expense, other costs, and dividends to our members.

Our Business
Products and Services
Advances

We make advances to our member and approved nonmember borrowers at competitive rates, with maturities
ranging from overnight to 30 years. Advances can be customized to meet a borrower’s special funding needs,
using a variety of interest-rate indices, maturities, amortization schedules, and embedded options such as call or
put options. Borrowers pledge mortgage loans and other eligible collateral, such as U.S. Treasury or agency
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securities, to secure these advances. With the exception of overnight and other very short-term advances, we
generally do not make advances of less than $100,000.

As of December 31, 2007, we had 230 member borrowers with the par value of outstanding advances
totaling $45.4 billion, and two approved nonmember borrowers with outstanding advances totaling $7.1 million.

Advances to Members. Advances generally support our members’ mortgage lending activities. In addition,
advances made to member community financial institutions may be used for the purpose of providing loans to
small businesses, small farms, and small agribusinesses. Community financial institutions are financial
institutions that, in 2007, had average assets over the last three years of no more than $599.0 million.

Advances help our members manage their assets and liabilities and serve as a funding source for a variety of
member uses, including mortgage loans that members may be unable or unwilling to sell in the secondary
mortgage market. Advances matched to the maturity and prepayment characteristics of mortgage loans can
reduce a member’s interest-rate risk associated with holding mortgage loans. Accordingly, advances play an
important role in supporting housing markets, including those focused on low- and moderate-income households.
In addition, advances provide members with a low-cost source of liquidity, reducing their need to hold
low-yielding liquid assets financed with longer-term, more expensive debt, and provide long-term financing to
support our members’ balance sheet management strategies. For example, for members that choose to sell their
mortgage loans in the secondary mortgage markets, advances can provide funding for temporary liquidity needs.
Advances also provide competitively priced wholesale funding to smaller community lenders that typically do
not have access to many of the funding alternatives available to larger financial organizations, such as repurchase
agreements, commercial paper, and brokered deposits.

Advances to Nonmembers. Under the FHLBank Act, we are permitted to make advances to nonmembers
that are approved under Title II of the National Housing Act, which we also refer to as approved nonmember
borrowers. An approved nonmember borrower must be a government agency or be chartered under federal or
state law with rights and powers similar to those of a corporation, and it must lend its own funds as its principal
activity in the mortgage lending field. Although the same regulatory lending requirements generally apply to
them as apply to members, these approved nonmember borrowers are not subject to all of the provisions of the
FHLBank Act that apply to our members. For example, they have no capital stock purchase requirements. The
financial condition of an approved nonmember borrower must be such that, in our sole opinion, we can safely
make advances to the approved nonmember borrower.

Types of Advances. The Seattle Bank offers a variety of advances, including variable interest-rate, fixed
interest-rate, and structured advances. Structured advances are either fixed interest-rate or variable interest-rate
advances that include certain options that are affected by interest rates or that alter the cash flows. All of our
advances, except for returnable advances, are subject to prepayment fees for payment of principal prior to
maturity. We determine the amount of fees charged for prepayments using the interest rate, the amount, the
remaining time to maturity of the prepaid advance, and our cost of funds at the time the advance is prepaid. The
prepayment fee requirement is intended to make us economically indifferent to a borrower’s decision to prepay
an advance.

Variable Interest-Rate Advances

Cash Management Advances. Cash management advances are short-term, variable interest-rate advances
designed to provide immediate and flexible funding to meet borrowers’ daily liquidity needs. A cash
management advance is an open-note program, similar to a revolving line of credit or a federal funds line.
Outstanding cash management advance balances are automatically renewed unless repaid by the borrower.
Borrowers can increase or decrease cash management advance balances daily. Cash management advance
rates are based on overnight federal funds rates and are reset daily. There are no minimum dollar amounts
for cash management advances.




Adjustable-rate Advances. Adjustable-rate advances are variable interest-rate, fixed-term advances with
interest rates based on a spread to a specified market interest-rate index, such as the London Interbank
Offered Rate, known as LIBOR, or prime. Maturities range from one to five years, and principal is due at
maturity.

Fixed Interest-Rate Advances

Fixed Interest-Rate Advances. Fixed interest-rate advances include short-term advances with maturities
from seven days to one year and long-term advances with maturities from one year to 30 years. In both
cases, principal is due at maturity.

Amortizing Advances. Amortizing advances are fixed interest-rate, fixed-term advances where the principal
is repaid over the term of the advance, generally on a straight-line basis. Maturities range from two to

30 years. Amortizing advances allow borrowers to reduce the principal level of their advances in tandem
with their funded assets, such as mortgage loans.

Structured Advances

Putable Advances. Putable advances have a fixed interest rate and include an option for the Seattle Bank to
terminate the advance on specific dates throughout the term of the advance following a specified period of
time, which we refer to as a lock-out period. In exchange for our option, the borrower pays a lower interest
rate on the advance. Maturities range from one to 10 years, with lock-out periods from three months to five
years or longer. At the end of the lock-out period, and on a periodic basis thereafter, we may terminate the
advance at our discretion. If we elect to terminate the advance, the member may apply for a new advance at
the then-current advance rates, subject to all applicable credit requirements.

Knockout Advances. Knockout advances are a type of putable advance that is automatically canceled by the
Seattle Bank in the event that LIBOR exceeds a pre-determined interest rate on set future dates. If the
advance is canceled, the member may apply for a new advance at the then-current advance rates, subject to
all applicable credit requirements.

Capped Floater Advances. A capped floater advance is a variable interest-rate advance that is capped at a
pre-determined interest rate. The funding structure allows the borrower to benefit from lower borrowing
costs should interest rates decline, while offering protection against a significant increase in interest rates.

Floored Floater Advances. A floored floater advance is a variable interest-rate advance that contains a long
position in an interest-rate floor that is based on a benchmark index rate such as LIBOR. If interest rates
decline below a pre-determined interest rate, the borrower’s rate will be reduced to an interest rate that
reflects the lower index rate less the difference between the pre-determined interest rate and the index rate.

Floating-to-Fixed Convertible Advances. A blend of a variable interest-rate advance and a putable advance,
the floating-to-fixed convertible, or FFC, advance initially has a floating or variable interest rate, which
converts to a fixed rate of interest on a pre-determined date, if we do not exercise our option to cancel the
advance on that date. In addition, the FFC advance has an option for the Seattle Bank to cancel the advance
on specific dates throughout the term of the advance, including the conversion date, following a lock-out
period. The FFC advance offers sub-LIBOR, variable interest-rate funding in exchange for selling the
Seattle Bank the right to cancel the advance on pre-determined dates.

Returnable Advances. This fixed interest-rate advance gives the borrower the right to prepay the advance to
the Seattle Bank on pre-determined dates without a prepayment penalty. The cost of purchasing the option is
reflected in an interest rate that is higher than that of a standard fixed interest-rate advance.




The types and par amounts of advances outstanding as of December 31, 2007 and the amount of income
generated by each advance type for the year ended December 31, 2007 are described in the table below.

As of For the Year Ended
December 31, 2007 December 31, 2007
Percent Percent
of Total of Total
Advances Advances Advances Advances
Advance Type Outstanding  Outstanding Income” Income
(in thousands, except percentages)
Variable interest-rate advances
Cash management advances . ..................... $ 1,920,674 4.2 $ 62,831 3.7
Adjustable advances . ............ ... ... ... 24,582,854 54.3 969,289 57.2
Fixed interest-rate advances
Fixed interest-rate advances ...................... 13,352,746 29.5 432,584 25.5
Amortizing advances . ...............0..aiiia... 654,307 1.4 33,149 2.0
Structured advances
Putable advances .................. ... 4,186,609 9.2 166,624 9.8
Capped floater advances .. ...............counn.. 140,000 0.3 7,962 0.5
Floored floater advances ........................ 150,000 0.3 8,711 0.5
Floating-to-fixed convertible advances ............. 370,000 0.8 13,915 0.8
Total par value ........... ... ..., $45,357,190 100.0 $1,695,065 100.0

*  Advances income excludes hedging adjustments, amortization of discounts on AHP advances, commitment fees, and amortization of
prepayment fees.

Security Interests. We are required under the FHLBank Act to obtain and maintain a security interest in
eligible collateral at the time we originate or renew an advance. Eligible collateral for member borrowers
includes:

e whole first mortgage loans on improved residential property or securities representing a whole interest
in the mortgage loans;

e securities issued, insured, or guaranteed by the U.S. government or any of its agencies, such as
mortgage-backed securities issued or guaranteed by the Government National Mortgage Association,
or Ginnie Mae;

*  mortgage-backed securities issued or guaranteed by the Federal National Mortgage Association, or
Fannie Mae, or the Federal Home Loan Mortgage Corporation, or Freddie Mac, neither of which are
guaranteed, directly or indirectly, by the U.S. government;

e cash or other deposits in the Seattle Bank; and

e other acceptable real estate-related collateral that has a readily ascertainable value, can be liquidated in
due course, and in which, we can perfect a security interest.

We also have a statutory lien on our member borrowers’ capital stock in the Seattle Bank. Members that are
community financial institutions, as defined by regulation, may also pledge as collateral small business, small
farm, or small agribusiness loans.

Nonmember borrowers are subject to more stringent collateral requirements than are member borrowers.
For example, collateral generally is limited to whole first mortgage loans on improved residential real estate that
are insured by the Federal Housing Administration, or FHA, of the U.S. Department of Housing and Urban
Development under Title II of the National Housing Act. Securities that represent a whole interest in the
principal and interest payments due on a pool of FHA mortgage loans also are eligible. Collateral for nonmember
borrowers is maintained in the physical possession of the Seattle Bank.

7





