Federal Home Loan Bank of San Francisco
2005 Second Quarter Report

To Our Members

The Federal Home Loan Bank of San Francisco paid a dividend rate of 4.21% (annualized) for the
second quarter of 2005. This dividend rate was lower than the 4.68% dividend rate we paid for the
second quarter of 2004 primarily because profit spreads on our mortgage portfolio were narrower in
the second quarter of 2005 than in the year-earlier period. The spread of the dividend rate to the
dividend benchmark, a key measure of our core financial performance, was 1.13% for the quarter.

Net income for the second quarter was $106 million, down from $150 million in the second quarter
of 2004. The decrease was chiefly due to the net effect of unrealized fair value adjustments on
trading securities, derivatives, and hedged items, which resulted in net unrealized fair value gains of
$10 million in the second quarter of 2005 and $68 million in the second quarter of 2004.

In the first six months of 2005, we expanded our lending to members by $12.6 billion, reaching a
new record of $152.8 billion in advances outstanding at June 30, 2005. Of the total increase in
advances, $7.1 billion, or 57%, was attributable to our three largest members. The remaining growth
in advances reflected increased borrowings by members of all asset sizes and charter types. In total,
135 institutions increased their advance borrowings during the first half of 2005, while 81
institutions decreased their advance borrowings.

Members made greater use of longer-term adjustable rate advances to lock in spreads on funding for
the adjustable rate mortgages on their balance sheets, rather than using short-term fixed rate
advances, resulting in a significant shift in the composition of our advance portfolio in the first half
of 2005. Adjustable rate advances with terms of one year or more grew by $30.1 billion to $98.0
billion, while fixed rate advances with terms of less than one year decreased by $19.4 billion to $17.5
billion. In addition, short-term adjustable rate advances increased by $3.2 billion to $7.2 billion, and
fixed rate advances with terms of one year or more decreased by $1.3 billion to $30.3 billion.

Total assets grew $21.7 billion during the first half of 2005, from $185.0 billion at yearend 2004 to
$206.7 billion at June 30, 2005. In addition to the growth in advances, Federal funds grew $5.0
billion and held-to-maturity securities, primarily mortgage-backed securities, grew $3.4 billion.

For a more complete discussion of our financial results, please refer to Management’s Discussion
and Analysis of Financial Condition and Results of Operations, which begins on page 2 of the 2005
second quarter report.

On June 30, 2005, we filed our initial registration statement on Form 10 with the Securities and
Exchange Commission under the Securities Exchange Act of 1934. We filed Amendment No. 1 to
Form 10 on August 25, 2005. This registration statement, relating to the Bank’s Class B stock, is
expected to become effective on August 29, 2005. The information in our Form 10 supersedes the
information in our 2004 annual report because our Form 10 includes additional information about
the Bank and its financial condition and results of operations.



In June, we awarded $22 million in Affordable Housing Program grants in the first round of the
2005 competition. These grants will support 49 projects and create over 3,000 affordable homes in
Arizona, California, Nevada, and Texas. We thank our members and their community partners for
their participation in this round, as they continue to address the severe affordable housing challenges
facing our cities, towns, and neighborhoods.

We encourage you to take advantage of the enhancements we have recently made to our member
website, in particular to eTransact, our secure Internet transaction service. You may now transact
short-term Variable and Fixed Rate Credit advances under both our Standard Credit Program and
our Securities-Backed Credit Program. You may also complete and submit a variety of securities
forms online. During the first half of 2005, we were pleased to see that 11% of all new advances
were transacted via eTransact because it demonstrated that the service is proving useful and
convenient for our members.

In closing, I would like to invite you to our annual member conference and golf event at the Four
Seasons Resort Aviara in Catlsbad, California, on September 25 and 26. Keynote speakers will
include Mara Liasson, National Political Correspondent for National Public Radio, and Chris
Thornberg, Senior Economist, UCLA Anderson Forecast. I hope you will be able to join us.

Sincerely,

e

Dean Schultz
President and Chief Executive Office
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Financial Highlights

(Unaudited)

June 30, March 31, December 31, September 30, June 30,
(Dollars in millions) 2005 2005 2004 2004 2004
Selected Balance Sheet Items
Total Assets $ 206,727 $ 192,761 § 184,982 $ 172573 $160,375
Advances 152,808 142,316 140,254 123,722 119,124
Mortgage Loans 5,648 5,855 6,035 6,200 6,335
Mortgage-Backed Securities 25,039 23,866 21,957 21,388 19,595
Consolidated Obligations:!

Bonds 173,061 160,111 148,109 137,095 122,223

Discount Notes 21,261 21,277 26,257 24,089 28,962
Capital Stock —

Class B — Putable 8,725 8,117 7,765 7,176 6,382
Total Capital 8,858 8,234 7,900 7,298 7,055
Capital to Assets Ratio? 4.31% 4.30% 4.30% 4.24% 4.40%
Quarterly Operating Results
Net Interest Income $ 159 $ 159 $ 147 $ 131§ 145
Net Income 106 62 82 15 150
Net Interest Margin 0.32% 0.34% 0.33% 0.32% 0.38%
Operating Expenses as a

Percent of Average Assets 0.03 0.03 0.04 0.03 0.04
Return on Equity 4.94 3.11 4.29 0.82 8.99
Dividend Rate 4.21 4.25 3.97 3.70 4.68
Dividend Benchmark3 3.08 2.87 2.65 2.48 2.36
Spread of Dividend Rate

to Dividend Benchmark 1.13 1.38 1.32 1.22 2.32

1 All of the Federal Home Loan Banks (FHLBanks) have joint and several liability for FHLBank consolidated obligations. The
joint and several liability regulation of the Federal Housing Finance Board (Finance Board) authorizes the Finance Board to
require any FHLBank to repay all or a portion of the principal or interest on consolidated obligations for which another
FHIBank is the primary obligor. The Federal Home Loan Bank of San Francisco (Bank) has never been asked or required to
repay the principal or interest on any consolidated obligation on behalf of another FHLBank. The par amount of the outstanding
consolidated obligations of all 12 FHLBanks at the dates indicated was as follows:

Quarter ended Par amount
June 30, 2005 $908,305
March 31, 2005 872,733
December 31, 2004 869,242
September 30, 2004 850,466
June 30, 2004 838,550

2 For this purpose, capital includes mandatotily redeemable capital stock.

3 The dividend benchmark is calculated as the combined average of (i) the daily average of the overnight Federal funds effective
rate and (ii) the four-year moving average of the U.S. Department of Treasury note yield calculated as the average of the three-

year and five-year U.S. Department of Treasury note yields.

Federal Home Loan Bank of San Francisco

2005 Second Quarter Report



Management’s Discussion and Analysis
of Financial Condition and Results of Operations

Statements contained in this report, including statements describing the objectives, projections, estimates, or
predictions of the future of the Federal Home Loan Bank of San Francisco (Bank), may be “forward-looking

” o«
4

statements.” These statements may use forward-looking terms, such as “anticipates,” “believes, ould,”

“estimates,” “may,” “should,” “will,” or their negatives or other variations on these terms. The Bank cantions that
by their nature, forward-looking statements involve risk or uncertainty and that actnal results could differ materially
Sfrom those expressed or implied in these forward-looking statements or conld affect the extent to which a particular
objective, projection, estimate, or prediction is realized. These forward-looking statements involve risks and
uncertainties including, but not limited to, the following: economic and market conditions; volatility of market prices,
rates, and indices; political, legisiative, regulatory, or judicial events; the Bank’s capital structure; membership
changes; competitive forces; changes in investor demand for consolidated obligations and/ or the terms of interest rate
exchange agreements and similar agreements; and timing and volume of market activity. This Management’s
Discussion and Analysis of Financial Condition and Results of Operations should be read in conjunction with the
Bank’s interim financial statements and notes, which begin on page 60, and the Bank’s Registration Statement on
Form 10, initially filed with the Securities and Exchange Commission under the Securities Exchange Act of 1934
on June 30, 2005, as amended (Registration Statement).

Quarterly Overview

The Federal Home Loan Bank of San Francisco (Bank) maintains a balance between its obligation to achieve
its public policy mission to promote housing, homeownership, and community development through its
activities with members, and its objective to provide adequate returns on the private capital provided by its
members. The Bank achieves this balance by delivering low-cost credit to help its members meet the credit
needs of their communities while paying members a market-rate dividend.

The Bank’s financial strategies are designed to enable it to safely expand and contract its assets, liabilities, and
capital in response to changes in membership composition and member credit needs. The Bank’s capital
grows when members are required to purchase additional capital stock as they increase their advance
borrowings ot sell more mortgage loans to the Bank under the Mortgage Partnership Finance® (MPF®)
Program. (“Mortgage Partnership Finance” and “MPF” are registered trademarks of the Federal Home Loan
Bank of Chicago.) The Bank may also repurchase capital stock from members if their advances or mortgage
loan balances decline below certain levels. As a result of these strategies, the Bank has been able to achieve its
housing mission by meeting member credit needs and to pay market-rate dividends despite significant
fluctuations in total assets, liabilities, and capital in recent years.

The Bank measures its dividend rate on its capital stock relative to a unique dividend benchmark that is
calculated as the combined average of (i) the daily average of the overnight Federal funds effective rate and
(ii) the four-year moving average of the U.S. Department of Treasury note yield calculated as the average of
the three-year and five-year U.S. Department of Treasury note yields. The benchmark is consistent with the
Bank’s interest rate risk and capital management goals.

The Bank’s annualized dividend rate for the second quarter of 2005 was 4.21%, compared to 4.68% in the
second quarter of 2004. The spread between the dividend and the dividend benchmark decreased to 1.13%
for the second quarter of 2005 from 2.32% for the second quarter of 2004. The Bank’s annualized dividend
rate was 4.23% for the first six months of 2005, compared to 4.33% in the first six months of 2004. The
spread between the dividend and the dividend benchmark decreased to 1.25% for the first six months of
2005 from 1.92% for the first six months of 2004. The decreases in the annualized dividend rate reflect lower
net interest spreads in the three and six months ended June 30, 2005, relative to the same periods in 2004,
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primarily as a result of narrower profit spreads on the mortgage portfolio, partially offset by higher yields on
invested capital.

Total assets grew $21.7 billion, or 12%, to $206.7 billion at June 30, 2005, from $185.0 billion at December
31, 2004, primarily because of an increase in advances to $152.8 billion from $140.3 billion; an increase in
Federal funds sold to $13.5 billion from $8.5 billion; and an increase in held-to-maturity securities, primarily
mortgage-backed securities (MBS), to $27.3 billion from $23.8 billion.

Net income decreased $44 million, or 29%, to $106 million in the second quarter of 2005 from $150 million
in the second quarter of 2004. Net income decreased $28 million, or 14%, to $168 million in the first six
months of 2005 compared to $196 million in the first six months of 2004. These decreases were primarily due
to the net effect of unrealized fair value adjustments on trading securities, derivatives, and hedged items,
which resulted in a net unrealized fair value gain of $10 million in the second quarter of 2005 compared to a
net unrealized fair value gain of $68 million in the second quarter of 2004 and a net unrealized fair value loss
of $19 million in the first six months of 2005 compared to a net unrealized fair value gain of $50 million in
the first six months of 2004. Net unrealized fair value gains or losses are primarily a matter of timing because
they will generally reverse over the remaining contractual terms to maturity, or by the exercised call or put
date, of the hedged financial instruments and associated interest rate exchange agreements. Nearly all of the
Bank’s derivatives and hedged instruments are held to maturity, call date, or put date. These decreases were
partially offset by higher net interest income.

Net interest income increased $14 million, or 10%, to $159 million in the second quarter of 2005 from $145
million in the second quarter of 2004 and increased $54 million, or 20%, to $318 million in the first six
months of 2005 from $264 million in the first six months of 2004. The increases in net interest income wete
driven primarily by higher average interest-earning assets outstanding, combined with higher average capital
balances.

Results of Operations

The primary source of Bank earnings is net interest income, which is the interest earned on advances,
mortgage loans, and investments, less interest paid on consolidated obligations, deposits, and other
borrowings. The following Average Balance Sheets tables present average balances of earning asset categories
and the sources that fund those earning assets (liabilities and capital) for the three and six months ended June
30, 2005 and 2004, together with the related interest income and expense. They also present the average rate
on total earning assets and the average cost of total funding sources. The Change in Net Interest Income
tables detail the changes in interest income and interest expense for the second quarter of 2005 compared to
the second quarter of 2004 and for the first six months of 2005 compared to the first six months of 2004.
Changes in both volume and interest rates influence changes in net interest income and the net interest
margin.
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Average Balance Sheets

Three months ended

June 30, 2005 June 30, 2004
Interest Interest
Average Income/ Average Average Income/ Average
(In millions) Balance  Expense Rate Balance  Expense Rate
Assets
Interest-earning assets:
Interest-bearing deposits in banks $ 3,988 $ 31 3.12% $ 3,718 $ 10 1.08%
Securities purchased under
agreements to resell 228 2 352 1,932 5 1.04
Federal funds sold 12,271 92 3.01 7,637 21 1.11
Trading securities:
MBS 311 5 6.45 378 5 5.32
Other investments — — — 682 2 1.18
Held-to-maturity securities:
MBS 23,237 243 4.19 17,138 156 3.66
Other investments 2,345 18 3.08 2,677 8 1.20
Mortgage loans 5,754 69 4.81 6,396 82 5.16
Advances! 150,027 1,161 3.10 112,686 353 1.26
Deposits for mortgage loan program
with other FHIL.Bank — — 3.06 5 — 0.88
Loans to other FHIL.Banks 7 — 3.15 14 — 1.06
Total interest-earning assets 198,168 1,621 3.28 153,263 642 1.68
Other assets? 1,790 — — 2,230 — —
Total Assets $ 199,958 $1,621 3.25% $ 155,493 $ 642 1.66%
Liabilities and Capital
Interest-bearing liabilities:
Consolidated obligations:
Bonds! $ 163,161 $1,270 3.12% $ 120,429 $ 427 1.43%
Discount notes! 25,750 187 2.91 25,959 69 1.07
Deposits 586 5 3.42 500 1 0.80
Borrowings from other FHLBanks 4 — 3.01 — — —
Mandatorily redeemable capital stock 52 — 4.21 1 — 4.68
Other borrowings 17 — 2.08 6 — 1.34
Total interest-bearing liabilities 189,570 1,462 3.09 146,895 497 1.36
Other liabilities? 1,823 — — 1,877 — —
Total Liabilities 191,393 1,462 3.06 148,772 497 1.34
Total Capital 8,565 - 6,721 - —
Total Liabilities and Capital $ 199,958 $1,462 2.93% $ 155,493 $ 497 1.29%
Net Interest Income $ 159 $ 145
Net Interest Spread? 0.19% 0.32%
Net Interest Margin* 0.32% 0.38%
Total Average Assets/Capital Ratio® 23.2x 23.1x
Interest-bearing Assets/
Interest-bearing Liabilities 1.0x 1.0x

I Interest income/expense and average rates include the effect of associated interest rate exchange agreements.

2 Includes forward settling transactions and fair value adjustments in accordance with Statements of Financial Accounting Standards (SFAS)
No. 133 and No. 115.

3 Net interest spread is the difference between the average rate earned on interest-earnings assets and the average rate paid on interest-
bearing liabilities.

4 Net interest margin is net interest income (annualized) divided by average interest-earning assets.

5> For this purpose, capital includes mandatorily redeemable capital stock.
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Change in Net Interest Income: Rate/Volume Analysis
Three Months Ended June 30, 2005, Compared to Three Months Ended June 30, 2004

Increase/ Attributable to Changes in!
(In millions) (Decrease) Average Volume Average Rate
Interest-earning assets:
Interest-bearing deposits in banks $ 21 $ 2 $ 19
Securities purchased under agreements €) (15) 12
to resell
Federal funds sold 71 34 37
Trading securities:
MBS — 1) 1
Other investments 2 2 —
Held-to-maturity securities:
MBS 87 64 23
Other investments 10 3 13
Mortgage loans (13) (7 6)
Advances? 808 286 522
Total interest-earning assets 979 358 621
Interest-bearing liabilities:
Consolidated obligations:
Bonds? 843 330 513
Discount notes? 118 2 120
Deposits 4 1 3
Total interest-bearing liabilities 965 329 636
Net interest income $ 14 $ 29 $ (15)

I Combined rate/volume variances, a third element of the calculation, are allocated to the rate and volume variances
based on their relative sizes.
2 Intetrest income/expense and average rates include the interest effect of associated interest rate exchange agreements.
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Average Balance Sheets

Six months ended

June 30, 2005 June 30, 2004
Interest Interest
Average Income/ Average Average Income/ Average
(In millions) Balance  Expense Rate Balance  Expense Rate
Assets
Interest-earning assets:
Interest-bearing deposits in banks $ 4,716 $ 64 2.74% $ 3,577 $ 19 1.07%
Securities purchased under
agreements to resell 260 4 3.10 3,168 16 1.02
Federal funds sold 11,136 154 2.79 8,121 43 1.06
Trading securities:
MBS 315 9 5.76 387 11 5.72
Other investments 46 1 4.38 654 4 1.23
Held-to-maturity securities:
MBS 22,622 466 4.15 16,478 293 3.58
Other investments 2,212 32 2.92 2,769 17 1.23
Mortgage loans 5,848 144 4.97 6,417 160 5.01
Advances! 145,949 2,079 2.87 105,951 665 1.26
Deposits for mortgage loan program
with other FHIL.Bank — — 2.61 5 — 4.02
Loans to other FHIL.Banks 7 — 2.88 15 — 0.94
Total interest-earning assets 193,111 2,953 3.08 147,542 1,228 1.67
Other assets? 1,917 — — 2,142 — —
Total Assets $ 195,028 $2,953 3.05% $ 149,684 $ 1,228 1.65%
Liabilities and Capital
Interest-bearing liabilities:
Consolidated obligations:
Bonds! $ 161,102 $2,319 2.90% $ 109,528 $ 797 1.46%
Discount notes! 23,024 308 2.70 31,291 165 1.06
Deposits 535 7 2.64 523 2 0.77
Borrowings from other FHLBanks 12 — 2.52 — — 0.74
Mandatorily redeemable capital stock 52 1 4.23 9 — 433
Other borrowings 17 — 2.37 5 — 0.82
Total interest-bearing liabilities 184,742 2,635 2.88 141,356 964 1.37
Other liabilities? 1,946 — — 1,900 — —
Total Liabilities 186,688 2,635 2.85 143,256 964 1.35
Total Capital 8,340 - 6,428 - —
Total Liabilities and Capital $ 195,028 $2,635 2.73% $ 149,684 $ 9064 1.30%
Net Interest Income $ 318 $ 264
Net Interest Spread? 0.21% 0.30%
Net Interest Margin* 0.33% 0.36%
Total Average Assets/Capital Ratio® 23.4x 23.3x
Interest-bearing Assets/
Interest-bearing Liabilities 1.0x 1.0x

I Interest income/expense and average rates include the effect of associated interest rate exchange agreements.

2 Includes forward settling transactions and fair value adjustments in accordance with SFAS No. 133 and No. 115.

3 Net interest spread is the difference between the average rate earned on interest-earnings assets and the average rate paid on interest-
bearing liabilities.

4 Net interest margin is net interest income (annualized) divided by average interest-earning assets.

5> For this purpose, capital includes mandatorily redeemable capital stock.
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Change in Net Interest Income: Rate/Volume Analysis
Six Months Ended June 30, 2005, Compared to Six Months Ended June 30, 2004

Increase/ Attributable to Changes in!
(In millions) (Dectrease) Average Volume Average Rate
Interest-earning assets:
Interest-bearing deposits in banks $ 45 $ 15 $ 30
Securities purchased under agreements (12) 45) 33
to resell
Federal funds sold 111 41 70
Trading securities:
MBS 2) 2) —
Other investments 3) (13) 10
Held-to-maturity securities:
MBS 173 125 48
Other investments 15 8) 23
Mortgage loans (106) (14 2
Advances? 1,414 557 857
Total interest-earning assets 1,725 656 1,069
Interest-bearing liabilities:
Consolidated obligations:
Bonds? 1,522 730 792
Discount notes? 143 (112) 255
Deposits 5 — 5
Mandatorily redeemable capital stock 1 1 —
Total interest-bearing liabilities 1,671 619 1,052
Net interest income $ 54 $ 37 $ 17

1 Combined rate/volume variances, a third element of the calculation, are allocated to the rate and volume variances
based on their relative sizes.
2 Interest income/expense and average rates include the interest effect of associated interest rate exchange agreements.

The net interest margin decreased 6 basis points during the second quatter of 2005 compared to the second
quarter of 2004. The net interest spread was 13 basis points lower during the second quarter of 2005
compared to the second quarter of 2004.

For the first six months of 2005, the net interest margin decreased 3 basis points compared to the first six
months of 2004. The net interest spread was 9 basis points lower for the first six months of 2005 compared
to the first six months of 2004.

These decreases were primarily due to lower profit spreads on the combined mortgage loan and MBS
portfolios, reflecting higher market rates on short- and intermediate-term financing. In addition, the yields
and interest income on MBS and mortgage loans decreased in the three and six months ended June 30, 2005,
and increased in the three and six months ended June 30, 2004, because of the effects of retrospective
adjustments for amortization of purchase premiums and discounts from the acquisition dates of the mortgage
loans and MBS in accordance with Statement of Financial Accounting Standards (SFAS) No. 91, Acounting for
Nonrefundable Fees and Costs Associated with Originating or Acquiring Loans and Initial Direct Costs of Leases (SFAS

91).
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Net Interest Income.

Second Quarter of 2005 Compared to Second Quarter of 2004— Net interest income in the second
quarter of 2005 was $159 million, a 10% increase from $145 million in the second quarter of 2004. The
increase was largely the result of higher average interest-earning assets outstanding, particulatly in the
advances and MBS portfolios, combined with higher average capital balances.

Interest income on non-MBS investments (interest-bearing deposits in banks, securities purchased under
agreements to resell, Federal funds sold, and other non-MBS investments classified as held-to-maturity and
trading securities) contributed $97 million to the increase in interest income in the second quarter of 2005
compared to the second quarter of 2004. Of this increase, $16 million was the result of a 13% rise in average
non-MBS investment balances, primarily in Federal funds sold, and $81 million was the result of higher
average yields on investments.

Interest income from the mortgage portfolio (MBS and mortgage loans) increased $74 million in the second
quarter of 2005 compared to the second quarter of 2004. Of this increase, $24 million was the result of the
impact of higher average yields on MBS investments, and $63 million was the result of a 34% rise in average
MBS outstanding, partially offset by a $6 million decrease as a result of lower average yields on mortgage
loans and a $7 million decrease as a result of lower average mortgage loans outstanding. The increase was net
of the impact in the second quarter of 2005 of retrospective adjustments for amortization of purchase
premiums and discounts from the acquisition dates of the mortgage loans and MBS in accordance with SFAS
91, which decreased interest income by $7 million. In contrast, during the second quarter of 2004,
retrospective adjustments made in accordance with SFAS 91 increased interest income by $12 million.

Interest income from advances increased $808 million, which consisted of $286 million from a 33% increase
in average advances outstanding, reflecting higher member demand during the second quarter of 2005 relative
to the second quarter of 2004, and $522 million as a result of higher average yields because of increases in
interest rates for new advances coupled with paydowns and maturities of lower-yielding advances.

Paralleling the growth in interest-earning assets, average consolidated obligations (bonds and discount notes)
funding the earning assets increased 29%, resulting in a $961 million increase in interest expense for the
second quarter of 2005 relative to the second quarter of 2004. Higher average consolidated obligation
balances, which were issued primarily to finance growth in intermediate-term advances, contributed $328
million to the increase in interest expense during the second quarter of 2005. Higher interest rates on
consolidated obligations outstanding in the second quarter of 2005 compared to the second quarter of 2004
contributed $633 million to the increase in interest expense.

Six Months Ended June 30, 2005, Compared to Six Months Ended June 30, 2004— Net interest
income in the first six months of 2005 was $318 million, a 20% increase from $264 million in the first six
months of 2004. The increase was largely the result of higher average interest-earning assets outstanding,
particularly in the advances and MBS portfolios, combined with higher average capital balances.

Interest income on non-MBS investments contributed $156 million to the increase in interest income in the
first six months of 2005 compared to the first six months of 2004, primarily as a result of higher average
yields on investments.

Interest income from the mortgage portfolio increased $155 million in the first six months of 2005 compared
to the first six months of 2004. Of this increase, $48 million was the result of higher average yields on MBS
investments, and $123 million was the result of a 36% rise in average MBS outstanding, partially offset by a
$2 million decrease as a result of lower average yields on mortgage loans and a $14 million decrease as a result
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of lower average mortgage loans outstanding. The increase was net of the impact in the first six months of
2005 of retrospective adjustments for amortization of purchase premiums and discounts from the acquisition
dates of the mortgage loans and MBS in accordance with SFAS 91, which decreased interest income by $6
million. In contrast, during the first six months of 2004, retrospective adjustments made in accordance with
SFAS 91 increased interest income by $9 million.

Interest income from advances increased $1,414 million, which consisted of $557 million from a 38%
increase in average advances outstanding, reflecting higher member demand during the first six months of
2005 relative to the first six months of 2004, and $857 million as a result of higher average yields because of
increases in interest rates for new advances coupled with paydowns and maturities of lower-yielding advances.

Paralleling the growth in interest-earning assets, average consolidated obligations funding the earning assets
increased 31%, resulting in a $1,665 million increase in interest expense for the first six months of 2005
relative to the first six months of 2004. Higher average consolidated obligation bond balances, which were
issued primarily to finance growth in intermediate-term advances, contributed $730 million to the increase in
interest expense during the first six months of 2005, while lower average balances of consolidated obligation
discount notes offset the increase in interest expense by $112 million. In addition, higher interest rates on
consolidated obligations outstanding in the first six months of 2005 compared to the first six months of 2004
contributed $1,047 million to the increase in interest expense.

The Bank experienced significant growth in average interest-earning asset portfolios and net interest income
during the second quarter of 2005 compared to the second quarter of 2004 and during the first six months of
2005 compared to the first six months of 2004. This growth was driven primarily by member demand for
advances and increased investment in MBS. Member demand for wholesale funding from the Bank can vary
greatly depending on a number of factors, including economic and market conditions, competition from
other wholesale funding sources, member deposit inflows and outflows, the activity level of the primary and
secondary mortgage markets, and strategic decisions made by individual member institutions. As a result,
Bank asset levels and operating results may vary significantly from period to period.

Other Income/ (Loss).

Second Quarter of 2005 Compared to Second Quarter of 2004—Other income/ (loss) was a net gain
of $5 million in the second quarter of 2005 compated to a net gain of $76 million in the second quatter of
2004. The decreased gain was primarily the result of unrealized fair value adjustments associated with
derivatives and hedging activities under the provisions of SFAS No. 133, Acounting for Derivative Instruments and
Hedging Activities, as amended by SFAS No. 138, Accounting for Certain Derivative Instruments and Certain Hedging
Alctivities, on January 1, 2001, and SFAS No. 149, Amendment of Statement 133 on Derivative Instruments and Hedging
Alctivities, on July 1, 2003 (together referred to as “SFAS 133”).

Under SFAS 133, the Bank is required to carry all of its derivative instruments on the balance sheet at fair
value. If derivatives meet the hedging criteria, including effectiveness measures, specified in SFAS 133, the
underlying hedged instruments may also be carried at fair value so that some or all of the unrealized gain or
loss recognized on the derivative is offset by a corresponding unrealized loss or gain on the underlying
hedged instrument. The unrealized gain or loss on the “ineffective” portion of all hedges, which represents
the amount by which the change in the fair value of the derivative differs from the change in the fair value of
the hedged item or the variability in the cash flows of the forecasted transaction, is recognized in current
period earnings. In addition, certain derivatives are associated with assets or liabilities but do not qualify as
fair value or cash flow hedges under SFAS 133. These economic hedges are recorded on the balance sheet at
fair value with the unrealized gain or loss recorded in earnings without any offsetting unrealized loss or gain
from the associated asset or liability.
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In general, the Bank’s derivatives and hedged instruments are held to maturity, call date, or put date.
Therefore, nearly all of the SFAS 133 cumulative net gains and losses that are unrealized fair value gains or
losses are primarily a matter of timing and will generally reverse over the remaining contractual terms to
maturity, or by the exercised call or put date, of the hedged financial instruments and associated interest rate
exchange agreements.

The table below shows the accounting classification of hedges and the categories of hedged items that
contributed to the gains and losses on derivatives and hedged items that were recorded in earnings in the
second quarter of 2005 and 2004.

Sources of Gains/(Losses) on Derivatives and Hedged Items Recorded in Earnings
Three Months Ended June 30, 2005, Compared to Three Months Ended June 30, 2004

(In millions)

Three months ended

June 30, 2005 June 30, 2004
Gain/(Loss) Net Interest Gain/(Loss) Net Interest
Expense on Expense On
Fair Value Cash Flow  Economic Economic Fair Value  Cash Flow  Economic Economic
Hedged Ttem Hedges Hedges Hedges Hedges Total Hedges Hedges Hedges Hedges Total
Advances $ — $ — $ 17 $ — $ 17 $ — $ — $ O $ — $ 0
Consolidated
obligations @) — 3 7 (11) 108 — 10) (13) 85
MBS — — @) @) — — 14 “) 10
Mortgage
purchase
commitments — — — — — — — @ — @
Intermediated — — — — — — — @ 1)
Total $ O S — $ 20 $ O $ 4 $ 108 $§ — $ O $ (17) $ 90

During the second quarter of 2005, net gains on derivatives and hedging activities totaled $4 million
compared to $90 million in the second quarter of 2004. These amounts included net interest expense on
derivative instruments used in economic hedges of $9 million in the second quarter of 2005 and $17 million
in the second quarter of 2004. The majority of this net interest expense is attributable to a funding strategy
that employs callable interest rate swaps matched to discount notes to effectively create callable debt. These
callable swaps allow the Bank to receive a floating rate linked to the three-month London Interbank Offered
Rate (LIBOR) and to pay a fixed rate coupon based on the maturity of the callable swap. The original terms
of these callable swaps typically range from three to ten years.

Excluding the $9 million impact from net interest expense on derivative instruments used in economic
hedges, fair value adjustments were primarily unrealized net gains of $13 million in the second quatter of
2005. The $13 million net gains consisted of net gains of $17 million attributable to the economic hedges
related to advances, in which the Bank primarily both paid and received adjustable rate coupons and net
losses of $4 million attributable to the hedges related to consolidated obligations.

Excluding the $17 million impact from net interest expense on derivative instruments used in economic
hedges, fair value adjustments were primarily unrealized net gains of $107 million in the second quarter of
2004. The $107 million net gains consisted of $108 million in net gains on fair value hedges related to
consolidated obligations and $14 million in net gains on the economic hedges related to MBS classified as
trading, partially offset by net losses of $3 million on the economic hedges related to advances, in which the
Bank primarily both paid and received adjustable rate coupons, and net losses of $10 million on derivative
instruments used in economic hedges of consolidated obligations.
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Six Months Ended June 30, 2005, Compared to Six Months Ended June 30, 2004—Other
income/(loss) was a net loss of $50 million in the first six months of 2005 compatred to a net gain of $36
million for the first six months of 2004. The $86 million decrease was primarily the result of unrealized fair
value adjustments associated with derivatives and hedging activities under the provisions of SFAS No. 133, as
discussed above.

The table below shows the accounting classification of hedges and the categories of hedged items that
contributed to the gains and losses on derivatives and hedged items that were recorded in earnings in the first
six months of 2005 and 2004.

Sources of Gains/(Losses) on Derivatives and Hedged Items Recorded in Earnings
Six Months Ended June 30, 2005, Compared to Six Months Ended June 30, 2004

(In millions)
Six months ended
June 30, 2005 June 30, 2004
Gain/(Loss) Net Interest Gain/(Loss) Net Interest
Expense on Expense On
Fair Value Cash Flow Economic Economic Fair Value Cash Flow  Economic Economic
Hedged Ttem Hedges Hedges Hedges Hedges Total Hedges Hedges Hedges Hedges Total
Advances $ 2 $§ — $ 5 $ @4 $ 3 $ 2 $ — $ @ $ 1 $ 1
Consolidated
obligations (20) @ @) 17 (51) 69 — — (25) 44
MBS — — 5 ) 1 — — 11 ) 2
Mortgage
purchase
commitments — — — — — — — ™) — @
Intermediated — — — — — — — — 1) 1)
Total $ (24 $ M $ 3 $ (25) $ (47) $ 71 $ — $ 8 $ (34 $§ 45

During the first six months of 2005, net losses on derivatives and hedging activities totaled $47 million
compared to net gains of $45 million in the first six months of 2004. These amounts included net interest
expense on derivative instruments used in economic hedges of $25 million in the first six months of 2005 and
$34 million in the first six months of 2004. The majority of this net interest expense is attributable to a
funding strategy that employs callable interest rate swaps matched to discount notes to effectively create
callable debt. These callable swaps allow the Bank to receive a floating rate linked to the three-month LIBOR
and to pay a fixed rate coupon based on the maturity of the callable swap. The original terms of these callable
swaps typically range from three to ten years.

Excluding the $25 million impact from net interest expense on derivative instruments used in economic
hedges, fair value adjustments were primarily unrealized net losses of $22 million in the first six months of
2005. The $22 million net losses consisted of net losses of $34 million attributable to the hedges related to
consolidated obligations, net gains of $7 million attributable to the hedges related to advances, and net gains
of $5 million attributable to the economic hedges related to MBS classified as trading.

Excluding the $34 million impact from net interest expense on derivative instruments used in economic
hedges, fair value adjustments were primarily unrealized net gains of $79 million in the first six months of
2004. The $79 million net gains consisted of $69 million in net gains on the fair value hedges related to
consolidated obligations and $11 million in net gains on the economic hedges related to MBS classified as
trading, partially offset by net losses of $1 million related to mortgage purchase commitments.

Return on Equity. Return on equity (ROE) was 4.94% in the second quarter of 2005, a decrease of 405
basis points from the second quarter of 2004. This decrease reflects the 29% decline in net income, to $106

million in the second quarter of 2005 from $150 million in the second quarter of 2004. This decline was
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primarily due to lower net unrealized fair value gains ($71 million) on trading securities, derivatives, and
hedged items in the second quarter of 2005 compared to the same period in 2004. The decrease was partially
offset by the $14 million, or 10%, rise in net interest income, to $159 million in the second quarter of 2005
from $145 million in the second quarter of 2004.

ROE was 4.05% for the first six months of 2005, a decrease of 208 basis points compared to the first six
months of 2004. This decrease reflects the 14% decline in net income, to $168 million in the first six months
of 2005 from $196 million in the first six months of 2004, which was primarily due to net unrealized fair
value losses of $52 million in the first six months of 2005 compared to net unrealized fair value gains of $34
million in the first six months of 2004 on trading securities, derivatives, and hedged items. The decrease was
partially offset by the $54 million, or 20%, rise in net interest income, to $318 million in the first six months
of 2005 from $264 million in the first six months of 2004.

Dividends. The Bank’s annualized dividend rate was 4.21% for the second quarter of 2005, compared to
4.68% in the second quarter of 2004. The Bank’s annualized dividend rate was 4.23% for the first six months
of 2005, compared to 4.33% for the first six months of 2004. The decreases in the dividend rate were
primarily due to the lower net interest spread in the first quarter and first six months of 2005 compared to the
year-earlier periods, including narrower profit spreads on the mortgage portfolio primarily driven by
retrospective adjustments for the amortization of net purchase premiums in accordance with SFAS 91,
partially offset by higher yields on invested capital.

The spread between the dividend rate and the dividend benchmark decreased to 1.13% for the second quarter
of 2005 from 2.32% for the second quarter of 2004 and to 1.25% for the first six months of 2005 from
1.92% for the first six months of 2004. These decreases were also due, in part, to the decline in the net
interest spread, including narrower profit spreads on the mortgage portfolio. In addition, higher market
interest rates in the second quarter of 2005 and the first six months of 2005 compared to the prior-year
periods caused an increase in the dividend benchmark and in earnings on invested capital, but as interest rates
rise, the yield on invested capital after assessments increases by a smaller amount than the increase in the
benchmark yield.

As discussed below, to provide for a build-up of retained earnings, the Bank retained from current earnings
$7 million in the second quarter of 2005 and $7 million in the second quatter of 2004, which reduced the
annualized dividend rate by 34 basis points in the second quarter of 2005 and by 43 basis points in the second
quarter of 2004. The Bank retained from current earnings $15 million in the first six months of 2005 and $14
million in the first six months of 2004, which reduced the annualized dividend rate by 37 basis points in the
first six months of 2005 and by 45 basis points in the first six months of 2004.

By Finance Board regulation, dividends may be paid out of current net earnings or previously retained
earnings. As required by the Finance Boatd, the Bank has a formal retained earnings policy that is reviewed at
least annually. The Bank’s Retained Earnings and Dividend Policy establishes amounts to be retained in
restricted retained earnings, which are not made available for dividends in the current dividend period. The
Bank may be restricted from paying dividends if the Bank is not in compliance with any of its minimum
capital requirements or if payment would cause the Bank to fail to meet any of its minimum capital
requirements. In addition, the Bank may not pay dividends if any principal or interest due on any
consolidated obligations on which the Bank is primary obligor has not been paid in full, or, under certain
citcumstances, if the Bank fails to satisfy certain liquidity requirements under applicable Finance Board
regulations. The Finance Board’s regulatory liquidity requirements state: (i) each FHLBank shall maintain
eligible high quality assets (advances with a maturity not exceeding five years, Treasury security investments,
and deposits in banks or trust companies) in an amount equal to or greater than the deposits received from
members, and (i) each FHLBank shall hold contingency liquidity in an amount sufficient to meet its liquidity

Federal Home Loan Bank of San Francisco 12 2005 Second Quarter Report



needs for at least five business days without access to the consolidated obligation debt markets. At June 30,
2005, advances maturing within five years totaled $150.9 billion, significantly in excess of the $1.3 billion of
member deposits on that date. At December 31, 2004, advances maturing within five years totaled $138.3
billion, also significantly in excess of the $0.9 billion of member deposits on that date. In addition, as of June
30, 2005, and December 31, 2004, the Bank’s estimated total sources of funds obtainable from liquidity
investments, repurchase agreement borrowings collateralized by the Bank’s marketable securities, and
advance repayments would have allowed the Bank to meet its liquidity needs for more than 90 days without
access to the consolidated obligation debt markets.

In accordance with the Retained Earnings and Dividend Policy, the Bank retains in restricted retained
earnings any cumulative net unrealized gains in earnings (net of applicable assessments) resulting from SFAS
133. Retained earnings restricted in accordance with this provision totaled $65 million at June 30, 2005, and
$83 million at December 31, 2004. In general, the Bank’s derivatives and hedged instruments are held to
maturity, call date, or put date. Therefore, neatly all of the SFAS 133 cumulative net gains and losses that are
unrealized fair value gains or losses are primarily a matter of timing and will generally reverse over the
remaining contractual terms to maturity, or by the exercised call or put date, of the hedged financial
instruments and associated interest rate exchange agreements. As the cumulative net unrealized gains are
reversed (by petiodic net unrealized losses), the amount of cumulative net unrealized gains decreases. The
amount of retained earnings required by this provision of the policy is therefore decreased; that portion of the
previously restricted retained earnings becomes unrestricted and may be made available for dividends. In this
case, the potential dividend payout in a given period will be substantially the same as it would have been
without the effects of SFAS 133, provided that the cumulative net effect of SFAS 133 since inception is a net
gain. In the event that the Bank terminates a hedge relationship or items associated with a hedge relationship
prior to maturity, the associated previously unrecognized gains or losses on these hedge relationships or
securities ate realized and reflected in earnings available for dividends. The purpose of the SFAS 133 category
of restricted retained earnings is to ensure that the Bank has sufficient retained earnings to offset future net
losses that result from the reversal of these cumulative net gains. This ensures that the future membership
base does not bear the cost of the future reversals of these unrealized gains. Although restricting retained
earnings in accordance with this provision of the policy may preserve the Bank’s ability to pay dividends, the
reversal of the cumulative net unrealized SFAS 133 gains in any given period may result in a net loss if the
reversal exceeds net earnings before the impact of SFAS 133 for that period. Also, if the net effect of SFAS
133 since inception results in a cumulative net unrealized loss, the Bank’s other retained earnings at that time
(if any) may not be sufficient to offset the net unrealized loss. As a result, the future effects of SFAS 133 may
cause the Bank to reduce or temporarily suspend paying dividends.

In addition, in 2003 the Bank began holding other restricted retained earnings intended to protect members’
paid-in capital from an extremely adverse credit or operations risk event, an extremely adverse SFAS 133
quarterly result, or an extremely low (or negative) level of net income before the effects of SFAS 133 resulting
from an adverse interest rate environment. Effective March 31, 2005, starting with the first quatter of 2005,
the Board of Directors amended the Retained Earnings and Dividend Policy to provide for this build-up of
restricted retained earnings to reach $130 million by the end of the third quarter of 2007. (For further
information regarding this policy, see Note 6 to the Financial Statements.) The retained earnings restricted in
accordance with this provision totaled $72 million at June 30, 2005, and $50 million at December 31, 2004.

Prior to the first quarter of 2005, the Bank also retained in restricted retained earnings the amount of advance
prepayment fees and other gains and losses related to the termination of interest rate exchange agreements
and the early retirement of consolidated obligations related to advance prepayments that would have been
reflected in future dividend periods if the advances had not been prepaid. This was based on the Bank’s
historical strategy of funding fixed rate advances with fixed rate debt. If a fixed rate advance was prepaid after
interest rates had fallen, the Bank would receive a large advance prepayment fee. If the associated debt were
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also extinguished, the large loss on debt extinguishment would generally offset most of the advance
prepayment fee. However, if it were not possible to extinguish the debt, the Bank would experience an
immediate positive income impact from the up-front advance prepayment fee, but would have an ongoing
obligation to pay a high fixed rate of interest on the remaining debt until maturity. The purpose of this
category of restricted retained earnings was to ensure that the burden of any high-cost debt that was not
extinguished was not borne by the Bank’s future membership base. Retained earnings restricted in accordance
with this provision totaled $6 million at December 31, 2004. Effective March 31, 2005, the Board of
Directors amended the Retained Earnings and Dividend Policy to eliminate the requirement to restrict
retained earnings for advance prepayment fees and other gains and losses related to the termination of
interest rate exchange agreements and the eatly retirement of consolidated obligations related to advance
prepayments. Management determined that this requirement was no longer warranted as fixed rate advances
are generally hedged with fixed rate interest rate swaps that create the equivalent of floating rate advances. If a
tixed rate advance is prepaid, the fixed rate interest rate swap is also terminated. The advance prepayment fee
and the gain or loss on the termination of the interest rate swap will generally offset each other. The amount
previously restricted in accordance with this provision is now part of the $130 million build-up of restricted
retained earnings discussed above.

The Board of Directors may amend the Retained Earnings and Dividend Policy from time to time.

The Board of Directors may declare and pay dividends out of current net earnings or previously retained
earnings. There is no requirement that the Board of Directors declare and pay any dividend. A decision by the
Board of Directors to declare or not declare a dividend is a purely discretionary matter and is subject to the
requirements and restrictions of the Federal Home Loan Bank Act of 1932, as amended (FHLB Act), and
applicable Finance Board requirements.

The Bank has historically paid dividends, if declared, in stock form (except fractional shares) and intends to
continue this practice.

Financial Condition

Total assets were $2006.7 billion at June 30, 2005, a 12% increase from $185.0 billion at December 31, 2004.
Average total assets were $200.0 billion for the second quarter of 2005, a 29% increase compared to $155.5
billion for the second quarter of 2004. Average total assets were $195.0 billion for the first six months of
2005, a 30% increase compared to $149.7 billion for the first six months of 2004. These increases were largely
driven by strong growth in advances.

Total liabilities were $197.9 billion at June 30, 2005, a 12% increase from $177.1 billion at December 31,
2004. Average total liabilities were $191.4 billion for the second quarter of 2005, a 29% increase compared to
$148.8 billion for the second quarter of 2004. Average total liabilities were $186.7 billion for the first six
months of 2005, a 30% increase compared to $143.3 billion for the first six months of 2004. The increase in
liabilities reflects increases in consolidated obligations, paralleling the growth in assets. Consolidated
obligations were $194.3 billion at June 30, 2005, and $174.4 billion at December 31, 2004. Average
consolidated obligations were $188.9 billion in the second quarter of 2005 and $146.4 billion in the second
quarter of 2004. Average consolidated obligations were $184.1 billion in the first six months of 2005 and
$140.8 billion in the first six months of 2004.

All FHLBanks have joint and several liability for FHLBank consolidated obligations. The joint and several
liability regulation of the Finance Board authorizes the Finance Board to require any FHLBank to repay all or
a portion of the principal or interest on consolidated obligations for which another FHLBank is the primary
obligor. The Bank has never been asked or required to repay the principal or interest on any consolidated
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obligation on behalf of another FHLBank. The par amount of the outstanding consolidated obligations of all
12 FHLBanks was $908.3 billion at June 30, 2005, and $869.2 billion at December 31, 2004.

Some of the FHLLBanks have been the subject of regulatory actions pursuant to which their boards of
directors and/or managements have agreed with the Office of Supetvision of the Finance Boatd to, among
other things, maintain higher levels of capital. The Bank cannot provide assurance that it has been informed
or will be informed of regulatory actions taken at other FHLBanks. In addition, the Bank or any other
FHLBank may be the subject of regulatory actions in the future.

Standard & Poor’s has downgraded three of the FHLBanks’ individual long-term credit ratings from AAA to
AA+. All FHLBanks continue to be rated AAA by Moody’s Investors Services. Changes in FHLBank
individual long-term credit ratings do not necessarily affect the credit rating of the consolidated obligations
issued on behalf of the FHLBanks. Rating agencies may from time to time change a rating because of various
factors, including operating results or actions taken, business developments, or changes in their opinion
regarding, among other things, the general outlook for a particular industry or the economy. In addition, the
Bank cannot provide assurance that rating agencies will not reduce the Bank’s ratings or those of the
FHILBank System or any other FHLBank in the future.

The Bank has evaluated the known regulatory actions and individual long-term credit rating downgrades as of
June 30, 2005, and as of each period end presented and has determined that they have not increased the
possibility that the Bank will be required by the Finance Board to repay any principal or interest associated
with consolidated obligations for which the Bank is not the primary obligor.

Financial condition is further discussed under “Segment Information.”

Segment Information

The Bank analyzes financial performance based on the adjusted net interest income of two operating
segments: the advances-related business and the mortgage-related business. For purposes of segment
reporting, adjusted net interest income includes the net interest expense on derivative instruments used in
economic hedges that are recorded in “Net gain/(loss) on derivatives and hedging activities” in other income.
For a reconciliation of the Bank’s operating segment adjusted net interest income to the Bank’s total net
interest income, see Note 7 to the Financial Statements.

Advances-Related Business. The advances-related business consists of advances and other credit products
provided to members, related financing and hedging instruments, liquidity and other non-MBS investments
associated with the Bank’s role as a liquidity provider, and member capital.

Assets associated with this segment increased to $175.9 billion (85% of total assets) at June 30, 2005, from
$156.9 billion (85% of total assets) at December 31, 2004, an increase of $19.0 billion, or 12%. The increase
was primarily due to higher demand for advances by the Bank’s members.

Adjusted net interest income for this segment was $114 million in the second quarter of 2005, an increase of
$39 million, or 52%, compared to $75 million in the second quarter of 2004. In the first six months of 2005,
adjusted net interest income for this segment was $212 million, an increase of $71 million, or 50%, compared
to $141 million in the first six months of 2004. The increases were primarily due to an increase in average
advance and capital balances and a higher yield on invested capital, partially offset by a decline in advance
prepayment fees, which decreased $2 million, to $110,000 in the second quarter of 2005 from $2 million in
the second quarter of 2004, and decreased $4 million, to $162,000 in the first six months of 2005 from $4
million in the first six months of 2004. Higher interest rates at the time of the advance prepayments relative
to interest rates at the time the advances were originally transacted led to lower prepayment fees on advances
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prepaid during 2005. In addition, a lower volume of advances were prepaid in the first quarter and first six
months of 2005 compared to the year-earlier periods. Members prepaid $0.4 billion of advances in the second
quarter of 2005, compared to $0.5 billion in the second quarter of 2004. Members prepaid $0.6 billion of
advances in the first six months of 2005, compared to $1.0 billion in the first six months of 2004.

Adjusted net interest income for this segment represented 76% and 59% of total adjusted net interest income
for the second quarter of 2005 and 2004, respectively, and 72% and 61% of total adjusted net interest income
for the first six months of 2005 and 2004 respectively.

Advances— Advances outstanding increased 9%, to $152.8 billion at June 30, 2005, from $140.3 billion
at December 31, 2004. Advances outstanding included unrealized fair value losses of $82 million at June 30,
2005, and unrealized fair value losses of $5 million at December 31, 2004. The increase in the unrealized fair
value losses of hedged advances from December 31, 2004, to June 30, 2005, was primarily attributable to the
effects of higher short-term and intermediate-term interest rates on the fair value of hedged fixed rate
advances and hedged adjustable rate advances that contain caps on the interest rates that members may pay.

Federal Home Loan Bank of San Francisco 16 2005 Second Quarter Report



The components of the advances portfolio at June 30, 2005, and December 31, 2004, are presented in the
following table.

Advances Portfolio by Product Type

June 30, December 31,
(In millions) 2005 2004
Standard advances:
Adjustable — LIBOR-indexed $ 75977 $ 45,252
Adjustable — other indices 398 342
Fixed 43,791 65,003
Daily variable rate 7,169 4,010
Subtotal 127,335 114,607
Customized advances:
Adjustable — amortizing 8 9
Adjustable — LIBOR-indexed with caps or floors 537 1,187
Adjustable — LIBOR-indexed with caps and/or
floors and partial prepayment symmetry (PPS)! 11,300 11,300
Adjustable — 3-month T-bill average 8,000 8,000
Adjustable — 12-month Treasury average 1,750 1,750
Fixed — amortizing 849 812
Fixed with PPS! 965 305
Fixed — callable at member’s option 828 837
Fixed — putable at Bank’s option 1,311 1,444
Subtotal 25,548 25,0644
Total par value 152,883 140,251
SFAS 133 valuation adjustments (82) 5)
Net premium on advances 7 8
Total $ 152,808 $ 140,254

' Partial prepayment symmetry (PPS) means the Bank may charge the member a prepayment fee or pay the member a
prepayment credit, depending on certain circumstances such as movements in interest rates, when the advance is

prepaid.

During the first six months of 2005, adjustable rate advances with terms of one year or more increased by
$30.1 billion to $98.0 billion, and short-term adjustable rate advances increased by $3.2 billion to $7.2 billion,
while short-term fixed rate advances decreased by $19.4 billion to $17.5 billion and fixed rate advances with
terms of one year or more decreased by $1.3 billion to $30.3 billion.

Of the total increase in advances during the first six months of 2005, $7.1 billion, or 57%, was attributable to
the Bank’s three largest members. The remaining growth in advances reflects increased borrowings across all
segments, asset sizes, and charter types. In total, 135 institutions increased their advance borrowings during
the first six months of 2005, while 81 institutions decreased their advance borrowings.

Average advances were $150.0 billion in the second quarter of 2005, a 33% increase from $112.7 billion in the
second quarter of 2004. Average advances were $145.9 billion in the first six months of 2005, a 38% increase
from $106.0 billion in the first six months of 2004. The increase in average advances reflected continued
mortgage portfolio growth on members’ balance sheets and their increased use of Bank advances to finance
their asset growth.
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Non-MBS Investments— The Bank’s non-MBS investment portfolio consists of high-quality financial
instruments that are used to facilitate the Bank’s role as a cost-effective provider of credit and liquidity to
members. The Bank’s total non-MBS investment portfolio was $22.5 billion as of June 30, 2005, an increase
of $6.3 billion, or 39%, from $16.2 billion as of December 31, 2004. During the first six months of 2005,
Federal funds sold increased $5.0 billion, securities purchased under agreements to resell increased $1.2
billion, and commercial paper increased $0.5 billion, while housing finance agency bonds decreased $0.4
billion. The overall increase in non-MBS investments was primarily driven by the 9% increase in advances
and 12% increase in total capital during the first six months of 2005.

Non-MBS investments other than housing finance agency bonds generally have terms to maturity of three
months or less. The rates on housing finance agency bonds generally adjust quarterly.

Borrowings— Consistent with the changes in advances and non-MBS investments, total liabilities
(primarily consolidated obligations) funding the advances-related business increased $18.1 billion, or 12%,
from $149.0 billion at December 31, 2004, to $167.1 billion at June 30, 2005. For further information and
discussion of the Bank’s joint and several liability for FHLBank consolidated obligations, see “Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Financial Condition.”

To meet the specific needs of certain investors, fixed and adjustable rate consolidated obligation bonds may
contain embedded call options or other features that result in complex coupon payment terms. When these
consolidated obligation bonds are issued, typically the Bank simultaneously enters into interest rate exchange
agreements with features that offset the complex features of the bonds and, in effect, convert the bonds to
adjustable rate instruments tied to an index, primarily LIBOR. During 2005 and 2004, the Bank used fixed
rate callable bonds that were typically offset with interest rate exchange agreements with call features that
offset the call options embedded in the callable bonds. This combined financing structure enabled the Bank
to meet its funding needs at costs not generally attainable solely through the issuance of non-callable debt.
These transactions generally receive fair value hedge accounting treatment under SFAS 133. Despite the fair
value hedge classification, there has been and there may continue to be potential for significant accounting
income volatility from the Bank’s portfolio of hedged callable bonds resulting from interest rate movements.
The interest rate movements of the Bank’s debt instruments and hedging instruments are highly correlated,
but they are not always perfectly symmetrical. Given the size of the Bank’s portfolio, relatively minor
differences in rate movements can contribute to fair value changes resulting in significant income volatility.

At June 30, 2005, the notional amount of interest rate exchange agreements associated with the advances-
related business totaled $215.7 billion, of which $51.9 billion were hedging the advances and $163.8 billion
were hedging the consolidated obligations funding the advances. At December 31, 2004, the notional amount
of interest rate exchange agreements associated with the advances-related business totaled $191.7 billion, of
which $70.2 billion were hedging the advances and $121.5 billion were hedging the consolidated obligations
funding the advances. The hedges associated with advances and consolidated obligations were primarily used
to convert the fixed rate cash flows and non-LIBOR-indexed cash flows of the advances and consolidated
obligations to adjustable rate LIBOR-indexed cash flows or to reduce the interest rate sensitivity and net
repricing gaps of assets, liabilities, and interest rate exchange agreements.

FHILBank System consolidated obligation bonds and discount notes, along with similar debt securities issued
by other government-sponsored enterprises (GSEs) such as Fannie Mae and Freddie Mac, are generally
referred to as agency debt. The agency debt market is a large sector of the debt capital markets. The costs of
fixed rate debt issued by the FHLBanks and the other GSEs rise and fall with increases and decreases in
general market interest rates.
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The following table provides selected market interest rates as of the dates shown.

June 30, December 31, June 30, December 31,
Market Instrument 2005 2004 2004 2003
Federal Reserve target rate for

overnight Federal Funds 3.25% 2.25% 1.25% 1.00%

3-month Treasury Bill 3.21 2.22 1.27 0.90
3-month LIBOR 3.52 2.56 1.61 1.15
2-year Treasury Note 3.64 3.07 2.69 1.83
5-year Treasury Note 3.70 3.01 3.77 3.25

The costs of fixed rate FHLBank System consolidated obligation bonds and discount notes issued on behalf
of the Bank in the first six months of 2005 were higher than the costs of comparable bonds and discount
notes issued in the first six months of 2004, consistent with the general rise in short-term and intermediate-
term market interest rates.

The relative cost of FHLBank System consolidated obligation bonds and discount notes compared to market
benchmark rates (such as LIBOR rates and LIBOR-indexed interest rate swap rates) improved modestly in
the first six months of 2005 from 2004 levels because of several factors. These factors included a slowdown
in the growth in the supply of agency debt as a result of the slower growth of two other major GSE debt
issuers, continued strong investor demand for intermediate-term GSE debt, and modest increases in short-
and intermediate-term market interest rates, all of which tend to increase the differences between agency debt
costs and other market rates.

All sectors of FHLBank System consolidated obligation debt experienced improvement in their relative cost
in the first six months of 2005 compared to the first six months of 2004. The average cost of discount notes
relative to comparable term LIBOR rates improved between 0.03% and 0.04%. The average cost of
intermediate-term non-callable bonds and callable bonds relative to rates of LIBOR-indexed interest rate
swaps improved between 0.02% and 0.03%.

At June 30, 2005, the Bank had $86.5 billion of swapped intermediate-term non-callable bonds and $45.8
billion of swapped callable bonds that primarily funded advances and non-MBS investments. These swapped
non-callable and callable bonds combined represented 76% of the Bank’s total consolidated obligation bonds
outstanding. The Bank increased its swapped non-callable bonds outstanding by $36.2 billion in the first six
months of 2005, as strong investor demand continued for the FHLBank System’s non-callable fixed rate and
adjustable rate bonds. The improvement in the relative cost of these swapped consolidated obligation bonds
allowed the Bank to maintain competitive rates for intermediate-term advances offered to members.

At December 31, 2004, the Bank had $50.3 billion of swapped intermediate-term non-callable bonds and
$53.1 billion of swapped callable bonds that primarily funded advances and non-MBS investments. These
swapped non-callable and callable bonds combined represented 70% of the Bank’s total consolidated
obligation bonds outstanding.

These swapped callable and non-callable bonds are used in part to fund the Bank’s advances portfolio. In
general, the Bank does not match-fund advances with consolidated obligations. Instead, the Bank uses
interest rate exchange agreements to swap most advances to floating rate LIBOR-indexed assets (except
overnight advances and adjustable rate advances that are already indexed to LIBOR) and to swap most
consolidated obligation bonds to floating rate LIBOR-indexed liabilities.
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Mortgage-Related Business. The mortgage-related business consists of MBS investments, mortgage loans
acquired through the MPF Program, and the consolidated obligations specifically identified as funding those
assets and related hedging instruments. Adjusted net interest income for this segment is derived primarily
from the difference, or spread, between the yield on the MBS and mortgage loans and the cost of the
consolidated obligations funding those assets, including the cash flows from associated interest rate exchange
agreements, less the provision for credit losses on mortgage loans.

At June 30, 2005, assets associated with this segment were $30.8 billion (15% of total assets), an increase of
$2.7 billion, or 10%, from $28.1 billion at December 31, 2004. The increase was primarily due to increased
investments in MBS. In contrast, mortgage loan purchase activity was subdued during the first six months of
2005 because (i) the originations of conforming fixed rate mortgage loans were lower in 2005, (ii) member
business strategies resulted in sales of these mortgage loans to other purchasers, and (iii) the Bank limited its
purchases of fixed rate mortgages because the profit spreads available were below the Bank’s targets.

Average mortgage loans decreased $0.6 billion and average MBS investments increased $6.0 billion in the
second quarter of 2005 compared to the second quarter of 2004. Average mortgage loans decreased $0.6
billion and average MBS investments increased $6.1 billion in the first six months of 2005 compared to the
first six months of 2004. The increases in average MBS investments reflect the Bank’s strategy to maintain
MBS investments close to the regulatory limit of three times capital; capital grew significantly on a year-over-
year basis in 2005 because of growth in advances.

Adjusted net interest income for this segment was $36 million in the second quarter of 2005, a decrease of
$17 million, or 32%, from $53 million in the second quarter of 2004. In the first six months of 2005, adjusted
net interest income for this segment was $81 million, a decrease of $8 million, or 9%, from $89 million in the
first six months of 2004. The decreases were primatily the result of the impact of retrospective adjustments
for amortization for purchase premiums and discounts from the acquisition dates of the mortgage loans and
MBS in accordance with SFAS 91, which decreased adjusted net interest income by $7 million in the second
quarter of 2005 and by $6 million in the first six months of 2005 but increased adjusted net interest income
by $12 million in the second quarter of 2004 and by $9 million in the first six months of 2004. Narrower
profit spreads on the mortgage portfolio also contributed to the decline in adjusted net interest income.
These decreases were partially offset by increased earnings on MBS as a result of higher average MBS
outstanding.

Adjusted net interest income for this segment represented 24% and 41% of total adjusted net interest income
for the second quarter of 2005 and 2004, respectively, and 28% and 39% of total adjusted net interest income
for the first six months of 2005 and 2004, respectively.

MPF Program—Under the MPF Program, the Bank may purchase FHA-insured and VA-guaranteed
and conventional conforming fixed rate residential mortgage loans directly from eligible members. Under the
program, participating members originate or purchase the mortgage loans, credit-enhance them and sell them
to the Bank, and generally retain the servicing of the loans. The Bank manages the interest rate and
prepayment risk of the loans. The Bank and the member selling the loans share in the credit risk of the loans.
For more information regarding credit risk, see the MPF discussion in the Bank’s Registration Statement in
“Management’s Discussion and Analysis of Financial Condition and Results of Operations — Credit Risk —
MPF Program.”

At June 30, 2005, and December 31, 2004, the Bank held conventional fixed rate conforming mortgage loans

purchased under one of two MPF products, MPF Plus or Original MPF, which are described in greater detail
in the Bank’s Registration Statement in “Management’s Discussion and Analysis of Financial Condition and

Federal Home Loan Bank of San Francisco 20 2005 Second Quarter Report



Results of Operations — Credit Risk — MPF Program.” Mortgage loan balances at June 30, 2005, and
December 31, 2004, were as follows:

(In millions) June 30, 2005 December 31, 2004
MPF Plus $ 5,166 $ 5,548
Original MPF 504 509
Subtotal 5,670 6,057
Unamortized net premiums 21 31
Unamortized net discounts (43) (53)
Total $ 5,648 $ 6,035

The Bank may allow one or more of the other FHLBanks to purchase participations, on a loan by loan basis,
in all or a portion of the loans purchased by the Bank. As of June 30, 2005, and December 31, 2004, only the
Federal Home Loan Bank (FHLBank) of Chicago owned participation interests in some of the Bank’s MPF
loans.

The following table presents purchases during the second quarter of 2005 and 2004 and during the first six
months of 2005 and 2004 of MPF loans with participation interests shared by the Bank and the FHLBank of
Chicago:

Purchases of Mortgage Loans with Shared Participation Interests

Three months ended June 30, Six months ended June 30,

(Dollars in millions) 2005 2004 2005 2004
Participation amounts purchased by FHLBank:

San Francisco $ 21 $ 201 $ 42 $ 339

Chicago 1 44 1 71

Total $ 22 $ 245 $ 43 $ 410

Number of loans purchased 108 1,385 213 2,378

The following table presents the balances of loans with shared participation interests that were outstanding as
of June 30, 2005, and December 31, 2004.

Balances Outstanding on Mortgage Loans with Shared Participation Interests

(Dollars in millions) June 30, 2005 December 31, 2004
Amounts outstanding by FHLBank:
San Francisco $ 2,330 $ 2,539
Chicago 1,307 1,416
Total $ 3,637 $ 3,955
Number of loans outstanding 21,718 23,135

The FHLBank of Chicago’s loan participation interest included a total of $2.0 billion of loan purchase
transactions since inception in which the Bank allowed the FHLBank of Chicago to participate in lieu of
receiving a program contribution fee from the Bank at the time the Bank joined the program. Under this
arrangement, the Bank allowed the FHLBank of Chicago a 50% participation interest in the first $600 million
of the loans purchased by the Bank from its eligible members. When the cumulative amount of the FHLBank
of Chicago’s participation share reached approximately $300 million, the amount of participation interest
allocated to the FHLBank of Chicago was reduced to allow for only a 25% participation interest.
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Beginning in March 2004, for loans purchased after December 31, 2003, the Bank began paying monthly
transaction services fees of 5 basis points (annualized) to the FHL.Bank of Chicago. The transaction services
fees are calculated each month on the aggregate outstanding balance of the Bank’s retained interest in loans at
the end of the previous month. These transaction services fees totaled $53,000 and $45,000 in the second
quarter of 2005 and 2004, respectively, and totaled $105,000 and $45,000 in the first six months of 2005 and
2004, respectively.

Under the participation agreement with the FHLBank of Chicago, the credit risk is shared pro-rata between
the two FHLBanks according to their respective ownership of the loans. Credit oversight of the member
resides with the Bank and consists of monitoring the financial condition of the member on a quarterly basis
and holding collateral to secure the member’s outstanding credit enhancement obligations. Oversight of the
member’s financial condition includes an evaluation of its capital, assets, management, earnings, and liquidity.
Any material adverse change in a membet’s financial condition that affects the membet’s continuing eligibility
could result in suspension of the member from further participation in the MPF Program.

The Bank periodically reviews its mortgage loan portfolio to identify probable credit losses in the portfolio
and to determine the likelihood of collection of the portfolio. The Bank maintains an allowance for credit
losses, net of credit enhancements, on mortgage loans acquired under the MPF Program at levels
management believes to be adequate to absorb estimated probable losses inherent in the total mortgage
portfolio.

The Bank evaluates the provision for credit losses on Original MPF mortgage loans based on two
components. The first component applies to each individual loan that is specifically identified as “impaired.”
A loan is considered impaired when it is reported 90 days or more past due (nonaccrual) or when it is
probable, based on current information and events, that the Bank will be unable to collect all principal and
interest amounts due according to the contractual terms of the mortgage loan agreement. Once the Bank
identifies the impaired loans, the Bank evaluates the exposure on these loans in excess of its first and second
layer of loss protection (the liquidation value of the real property securing the loan and any primary mortgage
insurance) and records a provision on Original MPF loans for potential credit losses.

The second component applies to loans that are not specifically identified as impaired and is based on the
Bank’s estimate of probable credit losses in the portfolio as of the financial statement date. The Bank
evaluates the credit loss exposure based on the First Loss Account exposure on a loan pool basis and also
considers various observable data, such as delinquency statistics, past performance, current performance, loan
portfolio characteristics, collateral valuations, industry data, collectibility of credit enhancements from
members or from the mortgage insurer, and prevailing economic conditions, taking into account the credit
enhancement provided by the member under the terms of each Master Commitment. The Bank had
established an allowance for credit losses for the Original MPF loan portfolio of $0.4 million as of June 30,
2005, and $0.3 million as of December 31, 2004.

The Bank evaluates the provision for credit losses on MPF Plus mortgage loans based on two components.
The first component applies to each individual loan that is specifically identified as impaired. The Bank
evaluates the exposure on these loans in excess of the first and second layers of loss protection to determine
whether the Bank’s credit loss exposure is in excess of the performance-based credit enhancement and
supplemental mortgage insurance. If the analysis indicates the Bank has credit loss exposure, the Bank
records a provision for potential credit losses on MPF Plus loans. As of June 30, 2005, and December 31,
2004, the Bank determined that a provision for credit losses was not required for these loans. The second
component applies to loans that are not specifically identified as impaired and is based on the Bank’s estimate
of probable credit losses in the portfolio as of the financial statement date. The Bank evaluates the credit loss
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exposure and considers various observable data, such as delinquency statistics, past performance, current
performance, loan portfolio characteristics, collateral valuations, industry data, collectibility of credit
enhancements from members or from the mortgage insurer, and prevailing economic conditions, taking into
account the credit enhancement provided by the member under the terms of each Master Commitment. As
of June 30, 2005, and December 31, 2004, the Bank determined that a provision for credit losses was not
required for these loans.

At June 30, 2005, the Bank had 20 loans totaling $2 million classified as nonaccrual or impaired. Fourteen of
these loans totaling $1 million were in foreclosure or bankruptcy. At December 31, 2004, the Bank had 21
loans totaling $2 million classified as nonaccrual or impaired. Nine of these loans totaling $1 million were in
foreclosure or bankruptcy.

The Bank manages the interest rate and prepayment risks of the mortgage loans by funding these assets with
callable and non-callable debt. These risks are limited because the size of the fixed rate mortgage loan
portfolio is currently limited to a level of two times Bank capital.

MBS Investments— The Bank’s MBS portfolio increased 14% to $25.0 billion, or 281% of Bank capital
(as defined by the Finance Boatd), at June 30, 2005, from $22.0 billion, or 276% of Bank capital, at December
31, 2004. During the first six months of 2005, the Bank purchased $7.0 billion in MBS. However, as a result
of relatively low interest rates, MBS principal payments during the same period totaled $3.7 billion. MBS
portfolio balances continued to be slightly below the regulatory maximum authorized level of 300% of Bank
capital. The Bank expects to continue to invest in MBS near the maximum authorized level in the future,
subject to the availability of MBS that meet the Bank’s credit risk, interest rate risk, and expected profitability
parameters.

MBS purchases must meet the following credit risk and interest rate risk parameters:

e MBS Credit Risk Parameters: The Bank purchases MBS securities issued and guaranteed by Fannie
Mae, Freddie Mac, or Ginnie Mae, and non-agency MBS securities rated AAA by Moody’s Investors
Service or Standard & Poor’s. Exposure to any one issuer is limited to 20% of the Bank’s total MBS
portfolio. All of the MBS are backed by pools of residential mortgage loans. The Bank prohibits the
purchase of MBS backed by pools of commercial mortgage loans and MBS backed by pools of
residential mortgage loans labeled as subprime or meeting certain Bank-defined subprime
characteristics.

e MBS Interest Rate Risk Parameters: The Bank is prohibited from purchasing both adjustable rate
MBS with rates at their contractual cap on the trade date and fixed rate MBS that have average lives
that vary more than 6 years under an assumed instantaneous interest rate change of 300 basis points.

Intermediate-term and long-term fixed rate MBS investments are subject to prepayment risk, and long-term
adjustable rate MBS investments are subject to interest rate cap risk. The Bank has managed these risks
primarily by predominantly purchasing intermediate-term fixed rate MBS (rather than long-term fixed rate
MBS), funding the fixed rate MBS with a mix of non-callable and callable debt, and, to a lesser degree,
purchasing certain MBS for which the prepayment or interest rate cap risk has been partially offset by interest
rate exchange agreements, which create synthetic, floating rate assets that may have lifetime interest rate caps
but do not have periodic interest rate caps.

In accordance with the provisions of SFAS 133, interest rate exchange agreements associated with held-to-
maturity securities are non-hedge qualifying. The transition provisions of SFAS 133 allowed the Bank to
transfer any securities classified as held-to-maturity to trading. The Bank transferred its portfolio of
economically hedged MBS to the trading securities category on January 1, 2001; as a result, the unrealized fair
value gains or losses on these MBS partially offset the unrealized losses or gains on the associated interest rate
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exchange agreements. This designation required the Bank to mark certain MBS to fair value through earnings
to partially offset the mark-to-fair value of the associated interest rate exchange agreements, for net unrealized
gains of $677,000 and net unrealized losses of $1 million during the second quarter of 2005 and 2004,
respectively, and for net unrealized gains of $274,000 and net unrealized losses of $674,000 during the first six
months of 2005 and 2004, respectively.

Borrowings— Total consolidated obligations funding the mortgage-related business increased $2.7
billion, or 10%, from $28.1 billion at December 31, 2004, to $30.8 billion at June 30, 2005, paralleling the
growth in mortgage portfolio assets. For further information and discussion of the Bank’s joint and several
liability for FHLBank consolidated obligations, see “Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Financial Condition.”

At June 30, 2005, the notional amount of interest rate exchange agreements associated with the mortgage-
related business totaled $11.6 billion, of which $0.3 billion were associated with specific MBS classified as
trading securities and $11.3 billion hedged or were associated with consolidated obligations funding the
mortgage portfolio. At June 30, 2005, $6.7 billion in notional amounts of interest rate exchange agreements
associated with consolidated obligations were economic hedges that did not qualify for either fair value or
cash flow hedge accounting under SFAS 133.

At December 31, 2004, the notional amount of interest rate exchange agreements associated with the
mortgage-related business totaled $10.8 billion, of which $0.3 billion were associated with specific MBS
classified as trading securities and $10.5 billion hedged or were associated with consolidated obligations
funding the mortgage portfolio. At December 31, 2004, $7.8 billion in notional amounts of interest rate
exchange agreements associated with consolidated obligations were economic hedges that did not qualify for
cither fair value or cash flow hedge accounting under SFAS 133.

Liquidity and Capital Resources

The Bank’s financial strategies are designed to enable the Bank to expand and contract its assets, liabilities,
and capital in response to changes in membership composition and member credit needs. The Bank’s
liquidity and capital resources are designed to support these financial strategies. The Bank’s primary source of
liquidity is its access to the capital markets through consolidated obligation issuance, which is described in
“Business—Funding Sources.” The Bank’s equity capital resources are governed by the capital plan, which is
described in the following “Capital” section.

Liquidity. The Bank strives to maintain the liquidity necessary to meet member credit demands, repay
maturing consolidated obligations, meet other obligations and commitments, and respond to significant
changes in membership composition. The Bank monitors its financial position in an effort to ensure that it
has ready access to sufficient liquid funds to meet normal transaction requirements, take advantage of
investment opportunities, and cover unforeseen liquidity demands.

During the last two and one-half years, the Bank has experienced an expansion of its balance sheet. The
Bank’s advances have increased from $81.2 billion at December 31, 2002, to $152.8 billion at June 30, 2005.
This expansion was supported by an increase in capital stock purchased by members, in accordance with the
Bank’s capital stock requirements, from $5.6 billion at December 31, 2002, to $8.7 billion at June 30, 2005, as
the balances for both advances and mortgage loans (purchased from the member and held by the Bank)
increased. The increases in advances, mortgage loans, MBS, and other investments were also supported by an
increase in consolidated obligations of $86.1 billion from December 31, 2002, to June 30, 2005.

The Bank’s ability to expand in response to member credit needs is based on the capital stock requirements
for advances and mortgage loans. A member is required to increase its capital stock investment in the Bank as
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its outstanding advances and mortgage loans increase. The capital stock requirement for advances is currently
4.7% and for mortgage loans is 5%, while the Bank’s minimum capital to assets leverage limit is currently
4.0% based on Finance Board policy. The additional capital stock from higher balances of advances and
mortgage loans expands the Bank’s capacity to issue consolidated obligations, which are used not only to
support the increase in these balances but also to increase the Bank’s purchases of MBS and other
investments.

The Bank can also contract its balance sheet and liquidity requirements in response to members’ reduced
credit needs. As member credit needs result in reduced advance and mortgage loan balances, the member will
have capital stock in excess of the amount required by the capital plan. The Bank’s capital stock policies allow
the Bank to repurchase surplus capital stock if a member reduces its advance balances or mortgage loan
balances decrease. The Bank may allow its consolidated obligations to mature without replacement, or
repurchase and retire outstanding consolidated obligations, allowing its balance sheet to shrink.

The Bank is not able to predict future trends in member credit needs since they are driven by complex
interactions among a number of factors, including: mortgage originations, other loan portfolio growth,
deposit growth, and the attractiveness of the pricing of advances versus other wholesale borrowing
alternatives. However, the Bank regularly monitors current trends and anticipates future debt issuance needs
to be prepared to fund its members’ credit needs and its investment opportunities.

Short-term liquidity management practices are described in “Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Liquidity Risk.” The Bank manages its liquidity needs to
ensure that it is able to meet all of its contractual obligations and operating expenditures as they come due
and to support its members’ daily liquidity needs. Through the Bank’s contingency liquidity plans, the Bank
attempts to ensure that it is able to meet its obligations and the liquidity needs of members in the event of
operational disruptions at the Bank or the Office of Finance or short-term disruptions of the capital markets.
Such disruptions could include being required to repay all or a portion of the principal or interest on
consolidated obligations for which another FHLBank is the primary obligor. For further information and
discussion of the Bank’s guarantees and other commitments, see “Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Off-Balance Sheet Arrangements and Aggregate Contractual
Obligations,” and for further information and discussion of the Bank’s joint and several liability for FHLBank
consolidated obligations, see “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Financial Condition.”

Capital. Total capital as of June 30, 2005, was $8.9 billion, a 12% increase from $7.9 billion as of December
31, 2004. This increase was consistent with the rise in advances during the first six months of 2005, and
primarily reflected additional capital stock purchases by existing members to support additional borrowings
during the period and, to a lesser degree, capital stock purchases by new members. The increase was net of
repurchases of capital stock, which primarily resulted from the Bank’s surplus capital stock repurchase policy.
The Bank’s surplus capital stock repurchase policy provides for the reduction of a member’s capital stock
outstanding if a member has surplus capital stock as of the last business day of the quarter. A member’s
surplus capital stock is defined as any stock holdings in excess of 115% of the member’s minimum capital
stock requirement, generally excluding stock dividends earned and credited for the cutrent yeat. In
accordance with this policy, the Bank repurchased $203 million in surplus capital stock in the first six months
of 2005. As of June 30, 2005, Bank members held $220 million in surplus capital stock. On the repurchase
date, approximately one month after the end of the quarter, the Bank recalculates the amount of stock to be
repurchased to ensure that each member continues to meet its minimum stock requirement after the stock is
repurchased on the repurchase date. For this reason, the Bank repurchased only $218 million of surplus
capital stock on July 29, 2005.
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In addition to the Bank’s repurchase of surplus capital stock, the Bank may repurchase some or all of a
member’s excess stock at the Bank’s discretion by giving the member 15 days’ written notice. The member
may waive the notice period. If the Bank is repurchasing excess stock from a member, the Bank will first
repurchase any excess stock subject to a redemption notice submitted by that member, followed by the most
recently purchased shares of excess stock not subject to a redemption notice, and then by shares of excess
stock most recently acquired other than by purchase and not subject to a redemption notice. In accordance
with the Bank’s current surplus capital stock repurchase policy, at the Bank’s discretion, the Bank repurchases
excess stock that constitutes surplus capital stock on a quarterly basis.

Capital stock in excess of the minimum amount required to be held in accordance with the Bank’s capital plan
totaled $669 million as of June 30, 2005. In addition to the repurchase of surplus capital stock noted above,
the Bank repurchased excess capital stock totaling $5 million on July 29, 2005. A member may obtain
redemption of excess capital stock following a five-year redemption period, subject to certain conditions, by
providing a written redemption notice to the Bank. At its discretion, under certain conditions the Bank may
repurchase excess stock at any time before five-year redemption period has expired by providing a member
with written notice. On a quartetly basis, the Bank evaluates and determines whether it will repurchase excess
stock. While historically the Bank has repurchased excess stock at the membet’s request prior to the
expiration of the redemption period, the decision to repurchase remains at the Bank’s discretion. Stock
required to meet a withdrawing member’s membership stock requirement may only be redeemed at the end
of the five-year notice period.

Provisions of the Bank’s capital plan are more fully discussed in Note 6 to the Financial Statements.

Capital Requirements. The FHLB Act and Finance Board regulations specify that each FHLBank must
meet certain minimum regulatory capital standards. The Bank must maintain (i) total capital in an amount
equal to at least 4.0% of its total assets, (ii) leverage capital in an amount equal to at least 5.0% of its total
assets, and (iii) permanent capital in an amount equal to at least its regulatory risk-based capital requirement.
In addition, the Finance Board staff has indicated that mandatorily redeemable capital stock is considered
capital for regulatory purposes. At June 30, 2005, the Bank had a total capital to assets ratio of 4.31%, a
leverage capital to assets ratio of 6.47%, and a risk-based capital requirement of $742 million, which was more
than satisfied by the Bank’s permanent capital of $8.9 billion. Permanent capital is defined as total capital
stock outstanding, including mandatorily redeemable capital stock, plus retained earnings. At December 31,
2004, the Bank had a total capital to assets ratio of 4.30%, a leverage capital to assets ratio of 6.45%, and a
risk-based capital requirement of $689 million, which was more than satisfied by the Bank’s permanent capital
of $8.0 billion.

The Bank’s capital requirements are more fully discussed in Note 6 to the Financial Statements.

Risk Management

The Bank has an integrated corporate governance and internal control framework designed to support
effective management of the Bank’s business activities and the risks inherent in these activities. As part of this
framework, the Bank’s Board of Directors has adopted a Risk Management Policy and a Member Products
Policy, which are reviewed regularly and reapproved at least annually. The Risk Management Policy
establishes risk guidelines, limits (if applicable), and standards for credit risk, market risk, liquidity risk,
operations risk, concentration risk, and business risk in accordance with Finance Board regulations, the risk
profile established by the Board of Directors, and other applicable guidelines in connection with the Bank’s
capital plan and overall risk management. The Member Products Policy, which applies to products offered to
members and housing associates (nonmember mortgagees approved under Title 11 of the National Housing
Act, to which the Bank is permitted under the FHLB Act to make advances), addresses the credit risk of
secured credit by establishing credit underwriting criteria, appropriate collateralization levels, and collateral
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valuation methodologies. For more information, see “Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Risk Management” in the Bank’s Registration Statement.

Business Risk

Business risk is defined as the possibility of an adverse impact on the Bank’s profitability or financial or
business strategies resulting from business factors that may occur in both the short and long term. Such
factors may include, but are not limited to, continued financial services industry consolidation, a declining
membership base, concentration among members, the introduction of new competing products and services,
increased inter-FHLBank and non-FHLBank competition, initiatives to weaken the FHLBank System’s
status, changes in regulatory authorities to make advances to members or to invest in mortgage assets,
changes in the deposit and mortgage markets for the Bank’s members, and other factors that may have a
significant direct or indirect impact on the ability of the Bank to achieve its mission and strategic objectives.

The identification of these business risks is an integral part of the Bank’s annual planning process, and the
Bank’s strategic plan identifies initiatives and supporting operating plans to address these risks.

For more information on business risk, see “Management’s Discussion and Analysis of Financial Condition
and Results of Operations — Risk Management — Business Risk” in the Bank’s Registration Statement.

Operations Risk

Operations risk is defined as the risk of an unexpected loss to the Bank resulting from human error, fraud,
unenforceability of legal contracts, or deficiencies in internal controls or information systems. The Bank’s
operations risk is controlled through a system of internal controls designed to minimize the risk of
operational losses. Also, the Bank has established and annually tests its business resumption plan under
various disaster scenatios involving offsite recovery and the testing of the Bank’s operations and information
systems. In addition, an ongoing internal audit function audits significant risk areas to evaluate the Bank’s
internal controls.

Concentration Risk

Advances. The following tables present the concentration in advances to members whose advances
outstanding represented 10% or more of the Bank’s total advances outstanding as of June 30, 2005, and
December 31, 2004. They also present the interest income from advances before the impact of interest rate
exchange agreements associated with these advances for the three and six months ended June 30, 2005 and
2004.
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Concentration of Advances

(In millions)

Name of Borrower

June 30, 2005

December 31, 2004

Percentage of
Total
Advances Advances

Outstanding ! Outstanding

Percentage of
Total
Advances Advances

Outstanding ! Outstanding

Washington Mutual Bank $ 61,084 40% $ 60,251 43%

World Savings Bank, FSB 24,256 16 22,282 16

Citibank (West), FSB 22,627 15 18,294 13
Subtotal 107,967 71 100,827 72

Others 44916 29 39,424 28
Total $ 152,883 100% $ 140,251 100%

Concentration of Interest Income from Advances
(In millions)

Three Months Ended June 30,

2005

2004

Percentage of
Total Interest
Income from Income from

Interest

Percentage of
Total Interest
Income from Income from

Interest

Name of Borrower Advances 2 Advances Advances 2 Advances
Washington Mutual Bank $ 441 38% $ 149 32%
World Savings Bank, FSB 186 16 53 11
Citibank (West), FSB 173 15 71 15
Subtotal 800 69 273 58
Others 356 31 195 42
Total $ 1,156 100% $ 468 100%
Six Months Ended June 30,
2005 2004
Percentage of Percentage of
Interest Total Interest Interest Total Interest

Income from Income from

Income from Income from

Name of Borrower Advances 2 Advances Advances 2 Advances
Washington Mutual Bank $ 791 38% $ 267 30%
World Savings Bank, FSB 341 16 100 11
Citibank (West), FSB 315 15 141 16
Subtotal 1,447 69 508 57
Others 646 31 384 43
Total $ 2,093 100% $ 892 100%

1 Member advance amounts and total advance amounts are at par value, and total advance amounts will not agree to amounts shown
in the Statements of Condition. The difference between the par and book value amounts primarily relates to fair value adjustments

for hedged advances arising from SFAS 133.

2 Interest income amounts exclude the interest effect of interest rate exchange agreements with nonmember counterparties; as a

result, the total interest income amounts will not agree to the Statements of Income.

Because of this concentration of advances, the Bank has implemented enhanced credit and collateral review
procedures for these members. The Bank also analyzes the implications for its financial management and
profitability if it were to lose the advances business of one or more of these members.

If these members were to prepay the advances (subject to the Bank’s limitations on the amount of advance

prepayments from a single member in a day or a month) or repay the advances as they came due, and no
other advances were made to replace them, the Bank’s assets would decrease significantly and income could
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be adversely affected. The loss of a significant amount of advances could have a material adverse impact on
the Bank’s dividend rate until appropriate adjustments were made to the Bank’s capital level, outstanding
debt, and operating expenses. The timing and magnitude of the impact would depend on a number of factors,
including: (i) the amount and the period over which the advances were prepaid or repaid, (ii) the amount and
timing of any decreases in capital, (iii) the profitability of the advances, (iv) the size and profitability of the
Bank’s short-term and long-term investments, (v) the extent to which debt matured as the advances were
prepaid or repaid, and (vi) the ability of the Bank to extinguish debt or transfer it to other FHLBanks and the
costs to extinguish or transfer the debt. As discussed in “Our Business Model” in the Bank’s Registration
Statement, the Bank’s financial strategies are designed to enable it to shrink and grow its assets, liabilities, and
capital in response to changes in membership composition and member credit needs while paying a market-
rate dividend. Under the Bank’s capital plan, Class B stock is redeemable upon five years’ notice. However, at
its discretion, under certain conditions the Bank may repurchase excess Class B stock at any time before the
five years have expired.

MPF Program. The Bank had the following concentration in MPF loans with members whose outstanding
mortgage loans represented 10% or more of the Bank’s total outstanding mortgage loans at June 30, 2005,
and December 31, 2004.

Of the nine members participating in the MPF Program at June 30, 2005:

e $4.2 billion, or 75% of the principal balance of outstanding mortgage loans held by the Bank, were
purchased from Washington Mutual Bank. This amount represented 28,186, or 71%, of the total
number of loans outstanding at June 30, 2005.

e $0.9 billion, or 16%, were purchased from IndyMac Bank, FSB (IndyMac). This amount represented
8,042, or 20%, of the total number of loans outstanding at June 30, 2005.

Of the eight members participating in the MPF Program at December 31, 2004:

e $4.5 billion, or 75% of the principal balance of outstanding mortgage loans held by the Bank, were
purchased from Washington Mutual Bank. This amount represented 29,696, or 71%, of the total
number of loans outstanding at December 31, 2004.

e  $1.0 billion, or 17%, were purchased from IndyMac. This amount represented 8,588, or 21%, of the
total number of loans outstanding at December 31, 2004.

Members participating in the MPF Program, including Washington Mutual Bank and IndyMac, have made
representations and warranties that the mortgage loans comply with the MPF underwriting guidelines. The
Bank relies on the quality control review process established for the MPF Program for identification of loans
that may not comply with the underwriting guidelines. In the event a mortgage loan does not comply with the
MPF underwriting guidelines, the agreement with the member provides that the member is required to
repurchase the loan as a breach of the member’s representations and warranties. The Bank may, at its
discretion, choose to retain the loan if the Bank determines that the noncompliance can be cured or mitigated
through additional contract assurances from the member. During the three months ended June 30, 2005,
members repurchased 3 loans totaling $0.6 million that did not comply with the MPF underwriting guidelines.
During the six months ended June 30, 2005, members repurchased 6 loans totaling $1.0 million that did not
comply with the MPF underwriting guidelines. In addition, all participating members have retained the
servicing on the mortgage loans purchased by the Bank. The FHLBank of Chicago (the MPF Provider) has
contracted with a master servicer, Wells Fargo Bank of Minnesota, N.A., to monitor the servicing performed
by all participating members, including Washington Mutual Bank and IndyMac. The Bank has the right to
transfer the servicing at any time, including in the event a participating member does not meet the MPF
servicing requirements.
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Derivatives Counterparties. The following table presents the concentration in derivatives with derivatives
counterparties whose outstanding notional balances represented 10% or more of the Bank’s total notional
amount of derivatives outstanding as of the dates indicated:

June 30, 2005 December 31, 2004

Credit Notional =~ Percentage of Notional =~ Percentage of
Derivatives Counterparty Rating  (in millions) Total Notional — (in millions) Total Notional
Deutsche Bank AG AA $ 45309 20% $ 33,328 16%
JP Morgan Chase Bank AA 27,790 12 26,067 13
Subtotal 73,099 32 59,395 29
Others 154,182 68 143,089 71
Total $ 227,281 100% $ 202,484 100%

For more information regarding credit risk on derivatives counterparties, see the Credit Exposure to
Derivatives Counterparties table in Management’s Discussion and Analysis under “Credit Risk — Derivatives
Counterparties.”

Liquidity Risk

Liquidity risk is defined as the risk that the Bank will be unable to meet its obligations as they come due or to
meet the credit needs of its members and eligible nonmember borrowers in a timely and cost-efficient
manner. The Bank is required to maintain liquidity for operating needs and for contingency purposes in
accordance with certain Finance Board regulations and with the Bank’s own Risk Management Policy. In
their asset-liability management planning, members may look to the Bank to provide standby liquidity. The
Bank seeks to be in a position to meet its customers’ credit and liquidity needs and pay its obligations without
maintaining excessive holdings of low-yielding liquid investments or being forced to incur unnecessarily high
borrowing costs. The Bank’s primary sources of liquidity are short-term investments and the issuance of new
consolidated obligation bonds and discount notes. The Bank maintains short-term, high-quality money
market investments in amounts that average up to three times the Bank’s capital as a primary source of funds
to satisty these requirements and objectives. Growth in advances to members may initially be funded by on-
balance sheet liquidity, but within a short time it will be funded by increased issuance of consolidated
obligations. The capital to support the growth in advances is provided by the borrowing members, through
their capital requirements, which are based in part on outstanding advances. At June 30, 2005, the Bank’s
total capital to assets ratio was 4.31%, 0.31% above the minimum regulatory requirement. At December 31,
2004, the Bank’s total capital to assets ratio was 4.30%, 0.30% above the minimum regulatory requirement.

The Bank maintains contingency liquidity plans designed to enable it to meet its obligations and the liquidity
needs of members in the event of operational disruptions at the Bank or the Office of Finance or short-term
disruptions of the capital markets. The Bank has a regulatory contingency liquidity requirement to maintain at
least five days of liquidity to enable it to meet its obligations without issuance of new consolidated
obligations. In addition, the Bank’s Asset-Liability Committee adopted a formal guideline in 2004 to maintain
at least three months of liquidity to enable the Bank to meet its obligations in the event of a longer-term
capital markets disruption. The Bank maintained at least three months of liquidity for such circumstances
beginning in the third quarter of 2004. On a daily basis, the Bank models its cash commitments and expected
cash flows for the next 90 days to determine the Bank’s projected liquidity position. If a market or operational
disruption occurred that prevented the issuance of new consolidated obligation bonds or discount notes
through the capital markets, the Bank could meet its obligations by: (i) allowing short-term liquid investments
to mature, (ii) using eligible securities as collateral for repurchase agreement borrowings, and (iii) if necessary,
allowing advances to mature without renewal. In addition, the Bank may be able to borrow on a short-term
unsecured basis from financial institutions (Federal funds purchased) or other FHLBanks (inter-FHILBank
borrowings).
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The following tables show the Bank’s principal financial obligations due, estimated sources of funds available to
meet those obligations, and the net difference of funds available or funds needed for the five-business-day and
90-day periods following June 30, 2005, and December 31, 2004. Also shown are additional contingent sources of
funds from on-balance sheet collateral that can be used in repurchase agreement borrowings.

Principal Financial Obligations Due
And Funds Available over Selected Periods

As of June 30, 2005 As of December 31, 2004
5 Business 5 Business
(In millions) Days 90 Days Days 90 Days
Obligations due:
Commitments for new advances $ 2,003 $ 2,038 $ 750 $ 1,150
Commitments to purchase investments — 146 — 276
Maturing member term deposits 16 35 18 49
Discount note and bond maturities and
expected exercises of bond call options 2,984 33,235 7,359 39,156
Subtotal obligations 5,003 35,454 8,127 40,631
Sources of available funds:
Maturing investments 3,275 21,197 6,887 14,462
Proceeds from scheduled settlements of
discount notes and bonds 2,315 3,150 410 1,060
Maturing advances and scheduled
prepayments 10,110 28,069 8,882 37,103
Subtotal sources 15,700 52,416 16,179 52,625
Net funds available $ 10,697 $ 16,962 $ 8,052 $ 11,994
Additional contingent sources of funds:!
Estimated borrowing capacity of securities
available for repurchase agreement borrowings:
MBS $ 20,700 $ 20,700 $ 18,135 $ 18,135
Housing finance agency bonds 1,117 1,117 1,476 1,476
Marketable money market investments 6,448 — 5,055 —

I The estimated amount of repurchase agreement borrowings obtainable from authorized securities dealers is subject to matket
conditions and the ability of securities dealers to obtain financing for the securities and transactions entered into with the Bank. The
estimated maximum amount of repurchase agreement borrowings obtainable is based on the current par amount and estimated
market value of MBS and other investments (not included in above figures) that are not pledged at the beginning of the petiod and
subject to estimated collateral discounts taken by a securities dealer.

In addition, the U.S. Sectetaty of the Tteasury is authorized, at his/her discretion, to purchase up to $4.0
billion of consolidated obligations.

The Bank projects the amount and timing of expected exercises of the call options of callable bonds in its
liquidity and debt issuance planning. The projections of expected exercises of bond calls are performed at
then-current interest rates and at both higher and lower levels of interest rates.

The Bank is not aware of any significant capital market trends that may adversely affect the availability of

funds or the liquidity and collectibility of short-term assets. The Bank has no current plans to alter its liquidity
management strategies or target amounts of on-balance-sheet liquid assets.
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Credit Risk

Credit risk is defined as the risk that the market value, or estimated fair value if market value is not available,
of an obligation will decline as a result of deterioration in the creditworthiness of the obligor. The Bank
further refines the definition of credit risk as the risk that a secured or unsecured borrower will default and

the Bank will suffer a loss because of the inability to fully recover, on a timely basis, amounts owed to the
Bank.

Advances. The Bank manages the credit risk associated with lending to members by closely monitoring the
creditworthiness of the members and the quality and value of the assets that they pledge as collateral. The
Bank also has procedures to assess the mortgage underwriting and documentation standards of the members
that pledge mortgage collateral. In addition, the Bank has collateral policies and restricted lending procedures
in place to help manage its exposure to members that experience difficulty in meeting their capital
requirements or other standards of creditworthiness. These credit and collateral policies balance the Bank’s
dual goals of meeting members’ needs as a reliable soutce of liquidity and limiting credit loss by adjusting the
credit and collateral terms. The Bank has never experienced a credit loss on an advance.

All advances must be fully collateralized. To secure advances, members may pledge one- to four-family
residential mortgage loans; multifamily mortgage loans; mortgage-backed securities; securities issued, insured,
or guaranteed by the U.S. government or any of its agencies, including without limitation MBS issued or
guaranteed by Fannie Mae, Freddie Mac, or Ginnie Mae; cash or deposits in the Bank; and certain other real
estate-related collateral, such as home equity or commercial real estate loans. The Bank may also accept
secured small business, small farm, and small agribusiness loans as collateral from members that are
community financial institutions. Community financial institutions are defined for 2005 as FDIC-insured
depository institutions with average total assets over the preceding three-year period of $567 million or less.

In accordance with the FHLB Act, any security interest granted to the Bank by any member or member
affiliate has priority over the claims and rights of any other party, including any receiver, conservator, trustee,
or similar entity that has the rights of a lien creditor, unless these claims and rights would be entitled to
priority under otherwise applicable law and are held by actual putrchasers or by parties that are secured by
actual perfected security interests. The Bank perfects its security interest in loan collateral by completing a
UCC-1 filing for each member. The Bank requires delivery of all securities collateral and may also require
delivery of loan collateral under certain conditions (for example, from a newly formed institution or when a
member’s creditworthiness deteriorates).

Management determines the borrowing capacity of a member based on the member’s credit quality and
eligible collateral pledged in accordance with the Bank’s Risk Management Policy and regulatory
requirements. Credit quality is determined and periodically assessed using the member’s financial information,
regulatory examination and enforcement actions, and other public information. The Bank values the pledged
collateral and conducts periodic collateral field reviews to establish the amount it will lend against each
collateral type for each member.

The Bank evaluates the type of collateral pledged by members and assigns a borrowing capacity to the
collateral based on a percentage of its fair value. The borrowing capacities include a margin for potential
future credit exposure, estimated costs to liquidate, and the risk of a decline in the fair value of the collateral.

In general, the Bank’s maximum borrowing capacities range from 50% to 100% of the fair value of the
collateral. For example, Bank term deposits have a borrowing capacity of 100%, while small business loans
have a maximum borrowing capacity of 50%. Securities pledged as collateral typically have higher borrowing
capacities (80% to 99.5%) compared to first lien residential mortgage loans (75% to 90%) and other loans
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(50% to 80%) because they tend to have readily available market values, cost less to liquidate, and are
delivered to the Bank when they are pledged.

Other factors that the Bank considers in assigning borrowing capacity to a member’s collateral include the
pledging method for loans (for example, specific identification, blanket lien, or required delivery), collateral
tield review results, the member’s financial strength and condition, and the concentration of collateral type by
member. The Bank monitors and reviews each member’s borrowing capacity and collateral requirements on a
daily basis and adheres to the Bank’s Collateral Guide when assigning borrowing capacity.

During the collateral field reviews, the Bank examines a statistical sample of each member’s pledged loans
every six months to every three years, depending on the risk profile of the member and the pledged collateral.
The loan examination validates the loan ownership and existence of the loan note, determines whether the
Bank has a perfected interest in the loans, and validates that the critical legal documents exist and are
accessible to the Bank. The loan examination also identifies applicable secondary market discounts in order to
assess salability and liquidation risk and value.

The following tables present a summary of the status of members’ credit outstanding and collateral borrowing
capacity as of June 30, 2005, and December 31, 2004. Almost all credit outstanding and collateral borrowing
capacity are with members that have the top three credit quality ratings. Credit quality ratings are determined
based on results from the Bank’s credit model and on other qualitative information, with the assighment of a
rating within the range of one to ten, with one being the highest credit quality rating.
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Member Credit Outstanding and Collateral Borrowing Capacity

by Charter Type

June 30, 2005
(Dollars in millions)

All
Members Members with Credit Outstanding
Collateral Borrowing
Capacity?
Credit

Charter Number Number  Outstanding! Total Used
Savings

institutions 33 31 $131,900 $203,545 65%
Commercial

banks 239 168 18,357 33,805 54
Thrift and loan

companies 9 9 2,356 4,524 52
Credit unions 77 41 1,888 5,506 34
Insurance

companies 4 — — — —
Total 362 249 $154,501 $247,380 63%

Member Credit Outstanding and Collateral Borrowing Capacity
By Credit Quality Rating

June 30, 2005
(Dollars in millions)

All
Members Members with Credit Outstanding
Collateral Borrowing
Capacity?

Member Credit Credit

Quality Rating Number Number  Outstanding! Total Used
1 116 95 $72,762 $121,902 60%
2 101 72 12,650 18,023 70
3 76 54 68,518 106,117 65
4 51 20 364 873 42
5 13 5 79 210 38
6 5 3 128 255 50
7-10 — — — — —
Total 362 249 $154,501 $247.380 63%

! Includes letters of credit, the market value of swaps, Federal funds and other investments, and the credit enhancement

obligation on MPF loans.

2 Collateral borrowing capacity does not represent commitments to lend on the part of the Bank.
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Member Credit Outstanding and Collateral Borrowing Capacity

By Charter Type
December 31, 2004
(Dollars in millions)
All
Members Members with Credit Outstanding
Collateral Borrowing
Capacity?
Credit

Charter Number Number  Outstanding! Total Used
Savings

institutions 35 30 $122,478 $184,952 66%
Commercial

banks 235 160 15,519 30,826 50
Thrift and loan

companies 9 9 2,071 3,785 55
Credit unions 73 34 1,414 4,423 32
Insurance

companies 4 — — — —
Total 356 233 $141,482 $223,986 63%

Member Credit Outstanding and Collateral Borrowing Capacity
By Credit Quality Rating
December 31, 2004
(Dollars in millions)
All
Members Members with Credit Outstanding
Collateral Borrowing
Capacity?

Member Credit Credit
Quality Rating Number Number  Outstanding! Total Used
1 91 78 $62,742 $105,542 60%
2 106 69 5,555 11,994 46
3 78 44 72,070 104,578 69
4 62 35 1,072 1,759 61
5 13 3 34 88 39
6 5 3 7 20 35
7-10 1 1 2 5 40
Total 356 233 $141,482 $223,986 63%

U Includes letters of credit, the market value of swaps, Federal funds and other investments, and the credit enhancement
obligation on MPF loans.
2 Collateral borrowing capacity does not represent commitments to lend on the part of the Bank.

Based on the borrowing capacity of collateral held as security for advances, management’s credit analyses, and
prior repayment history, no allowance for credit losses on advances is deemed necessary by management.

MPF Program. Both the Bank and the FHLBank of Chicago must approve a member to become a
participant in the MPF Program. To be eligible for approval, a member must meet the loan origination,
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servicing, reporting, credit, and collateral standards established by the Bank and the FHLBank of Chicago for
the program.

The Bank and any member selling loans to the Bank through the MPF Program share in the credit risk of the
loans sold by that member as specified in a master agreement. These assets have more credit risk than
advances. MPF loans generally have a credit risk exposure equivalent to AA-rated assets taking into
consideration the credit risk sharing structure mandated by the Finance Board’s Acquired Member Asset
(AMA) regulation. The MPF Program structures potential credit losses on conventional MPF loans into
layers with respect to each pool of loans purchased by the Bank under a single Master Commitment:

1. The first layer of protection against loss is the liquidation value of the real property securing the loan.

2. The next layer of protection comes from the primary mortgage insurance that is required for loans with a
loan-to-value ratio greater than 80%.

3. Losses that exceed the liquidation value of the real property and any primary mortgage insurance, up to
an agreed-upon amount called the “First Loss Account” for each Master Commitment, are incurred by
the Bank.

4. Losses in excess of the First Loss Account for each Master Commitment, up to an agreed-upon amount
called the “credit enhancement amount,” are covered by the membet’s credit enhancement obligation.

5. Losses in excess of the First Loss Account and the membert’s remaining credit enhancement for the
Master Commitment, if any, are incurred by the Bank.

The First Loss Account provided by the Bank is a memorandum account, a record-keeping mechanism the
Bank uses to track the amount of potential expected losses for which it is liable on each Master Commitment
before the membert’s credit enhancement is used to cover losses.

The credit enhancement amount for each Master Commitment, together with any primary mortgage
insurance coverage, is sized to limit the Bank’s credit losses in excess of the First Loss Account to those that
would be expected on an equivalent investment with a long-term credit rating of AA, as determined by the
MPF Program methodology. As required by the AMA regulation, the MPF Program methodology has been
confirmed by a nationally recognized statistical rating organization (NRSRO) as providing an analysis of each
Master Commitment that is “comparable to a methodology that the NRSRO would use in determining credit
enhancement levels when conducting a rating review of the asset or pool of assets in a securitization
transaction.” By requiring credit enhancement in the amount determined by the MPF Program methodology,
the Bank expects to have the same probability of incurring credit losses in excess of the First Loss Account
and the member’s credit enhancement obligation on any Master Commitment as an investor has of incurring
credit losses on an equivalent investment with a long-term credit rating of AA.

Before delivering loans for purchase under the MPF Program, the member submits data on the individual
loans to the FHLBank of Chicago, which calculates the loan level credit enhancement needed. The rating
agency model used considers many characteristics, such as loan-to-value ratio, property type, loan purpose,
borrower credit scores, and loan term, to determine the loan level credit enhancement. The resulting credit
enhancement amount for each loan purchased is accumulated under a Master Commitment to establish a
pool level credit enhancement amount for the Master Commitment. A member may have multiple Master
Commitments, each of which is unique based on the actual loans delivered under the Master Commitment.

The Bank’s mortgage loan portfolio currently consists of two MPF products: Original MPF and MPF Plus,
which differ from each other in the way the amount of the First Loss Account is determined, the options
available for covering the member’s credit enhancement obligation, and the fee structure for the credit
enhancement fees. For more information, see “Management’s Discussion and Analysis of Financial
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Condition and Results of Operations — Risk Management — Credit Risk — MPF Program” in the Bank’s
Registration Statement.

As of June 30, 2005, the Bank held $0.5 billion in mortgage loans purchased under Original MPF and $5.2
billion in mortgage loans purchased under MPF Plus. As of December 31, 2004, the Bank held $0.5 billion in
mortgage loans purchased under Original MPF and $5.5 billion in mortgage loans purchased under MPF
Plus.

The First Loss Account for Original MPF for the three and six months ended June 30, 2005 and 2004, was as
follows:

First Loss Account for Original MPF

Three months ended June 30, Six months ended June 30,
(In millions) 2005 2004 2005 2004
Balance at beginning of period $ 0.4 $ 0.2 $ 0.3 $ 0.1
Amount accumulated during the period — — 0.1 0.1
Balance at end of the period $ 0.4 $ 0.2 $ 0.4 $ 0.2

The First Loss Account for MPF Plus for the three and six months ended June 30, 2005 and 2004, was as
follows:

First Loss Account for MPF Plus

Three months ended June 30, Six months ended June 30,
(In millions) 2005 2004 2005 2004
Balance at beginning of period $ 13 $ 12 $ 13 $ 12
Amount accumulated during the period — 1 — 1
Balance at end of the period $ 13 $ 13 $ 13 $ 13

In the second quarter of 2005 and 2004, the Bank reduced net interest income for credit enhancement fees
totaling $0.2 million and $0.1 million, respectively, for Original MPF loans. In the first six months of 2005
and 2004, the Bank reduced net interest income for credit enhancement fees totaling $0.3 million and $0.2
million, respectively, for Original MPF loans.

In the second quarter of 2005 and 2004, the Bank reduced net interest income for credit enhancement fees
totaling $2 million and $2 million, respectively, for MPF Plus loans. In the first six months of 2005 and 2004,
the Bank reduced net interest income for credit enhancement fees totaling $3 million and $3 million,
respectively, for MPF Plus loans.

The Bank’s liability for performance-based credit enhancement fees for MPF Plus was $2 million at both June
30, 2005, and December 31, 2004.

The Bank had not experienced any realized losses, and no performance credit enhancement fees had been
forgone as of June 30, 2005.

At June 30, 2005, and December 31, 2004, 83% of the participating members’ credit enhancement obligation
on MPF Plus loans was met through the purchase of supplemental mortgage insurance. None of the
supplemental mortgage insurance at June 30, 2005, and December 31, 2004, was provided by member
institutions or their affiliates.
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The Bank provides for a loss allowance, net of the credit enhancement, for any impaired loans and for the
estimates of other probable losses, and the Bank has policies and procedures in place to monitor the credit
risk appropriately. The Bank bases the allowance for credit losses for the Bank’s mortgage loan portfolio on
management’s estimate of probable credit losses in the portfolio as of the balance sheet date. The Bank
performs periodic reviews of its portfolio to identify the probable losses within the portfolio. The overall
allowance is determined by an analysis that includes consideration of observable data such as delinquency
statistics, past performance, current performance, loan portfolio characteristics, collateral valuations, industry
data, collectibility of credit enhancements from members or from the mortgage insurer, and prevailing
economic conditions, taking into account the credit enhancement provided by the member under the terms
of each Master Commitment.

Mortgage loan delinquencies as of June 30, 2005, and December 31, 2004, were as follows:

(Dollars in millions) June 30, 2005 December 31, 2004
30 — 59 days delinquent $ 17 $ 24
60 — 89 days delinquent 2 2
90 days or more delinquent 2 2
Total delinquencies $ 21 $ 28
Nonaccrual loans! $ 2 $ 2
Loans past due 90 days or more and still accruing interest — —
Delinquencies as a percentage of total mortgage loans outstanding 0.35% 0.47%
Nonaccrual loans as a percentage of total mortgage loans outstanding 0.03% 0.04%

I The nonaccrual loans included 14 loans totaling $1 million that were in foreclosute or bankruptcy as of June 30, 2005,
and 9 loans totaling $1 million that were in foreclosure or bankruptcy as of December 31, 2004.

For the six months ended June 30, 2005, interest income that was contractually due but not received and
interest income forgone on the nonaccrual loans totaled $44,000.

The weighted average age of the Bank’s MPF mortgage loan portfolio was 23 months as of June 30, 2005,
and 18 months as of December 31, 2004. Delinquencies amounted to 0.35% of the total loans in the Bank’s
portfolio as of June 30, 2005, which was below the national delinquency rate for prime fixed rate mortgages
of 1.83% in the first quarter of 2005 published in the Mortgage Bankers Association’s National Delinquency
Survey. Delinquencies amounted to 0.47% of the total loans in the Bank’s portfolio as of December 31, 2004,
which was below the national delinquency rate for prime fixed rate mortgages of 2.23% in the fourth quarter
of 2004 published in the Mortgage Bankers Association’s National Delinquency Survey.

Estimated losses on MPF loans in excess of the liquidation value of real property securing the loans and
primary mortgage insurance were $23,000 in the second quarter of 2005 and $51,000 in the first six months
of 2005. These estimated losses were recorded as reductions to the credit enhancement fee liability. There
were no estimated losses on MPF loans in excess of the liquidation value of real property securing the loans
and primary mortgage insurance in the first quarter of 2004 or the first six months of 2004.

Investments. The Bank has adopted credit policies and exposure limits for investments that promote
diversification and liquidity. These policies restrict the amounts and terms of the Bank’s investments

according to the Bank’s own capital position as well as the capital and creditworthiness of the counterparty.

The Bank invests in short-term unsecured Federal funds sold, negotiable certificates of deposits (interest-
bearing deposits in banks), and commercial paper with member and nonmember counterparties.
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The Bank’s policy sets forth the capital and creditworthiness requirements for member and nonmember
counterparties for unsecured credit. All Federal funds counterparties (members and nonmembers) must be
FDIC-insured financial institutions or domestic branches of foreign commercial banks. In addition, for all
unsecured credit lines, member counterparties must have at least $100 million in Tier 1 capital (as defined by
the applicable regulatory agencies) or tangible capital and nonmembers must have at least $250 million in Tier
1 capital (as defined by the applicable regulatory agencies) or tangible capital. Additional guidelines are as

follows:
Unsecured Credit Limit Amount is the
Lower of Percent of Bank Capital or
Percent of Counterparty Capital
Maximum Maximum
Percentage Limit Percentage Limit Maximum
Long Term Credit for Outstanding for Total Investment
Rating! Term? Outstanding Term
Member
counterparty AAA 15% 30% 9 months
AA 14% 28% 9 months
A 9% 18% 9 months
BBB 3% 6% 9 months
Nonmember
counterparty AAA 15% 20% 9 months
AA 14% 18% 6 months
A 9% 12% 3 months

I Long term credit rating scores shown in the table are based on the lowest of Moody’s Investors Services, Standard
& Poot’s or comparable Fitch ratings. Other comparable agency scotes may also be used by the Bank.

2 Term limit applies to unsecured extensions of credit excluding Federal funds transactions with a maturity of one day
or less and Federal funds subject to a continuing contract.

The Bank’s unsecured investment credit limits and terms for member counterparties are less stringent than
for nonmember counterparties because the Bank has access to more information from members to assist in
evaluating the member counterparty credit risk.

The Bank’s investments also include housing finance agency bonds issued by housing finance agencies
located in the 11t District of the FHLBank System. These bonds currently are all AAA-rated mortgage
revenue bonds (federally taxable) that are collateralized by pools of residential mortgages and credit enhanced
by bond insurance. The Bank’s policy limits these investments to $3 billion of AAA-rated bonds and $250
million of AA-rated bonds.

In addition, the Bank’s investments include AAA-rated non-agency MBS, some of which are issued by
and/or purchased from members or their affiliates, and MBS that are guaranteed by Fannie Mae, Freddie
Mac, or Ginnie Mae. The MBS guaranteed by Fannie Mae and Freddie Mac are not guaranteed by the U.S.
government. The Bank’s policy limits these MBS investments in total to three times the Bank’s capital. The
Bank does not have investment credit limits and terms that differ for members and nonmembers for these
investments.

Consistent with the Bank’s investment objectives, and subject to the established credit limits described above,

the Bank executes all investments, non-MBS and MBS, without preference to the status of the counterparty
or the issuer of the investment as a nonmember, member, or affiliate of 2 member.
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The following tables present the Bank’s investment credit exposure at the dates indicated, based on

counterparties’ long-term credit ratings provided by Moody’s Investors Service, Standard & Poot’s, or

comparable Fitch ratings.

Investment Credit Exposure

June 30, 2005
(In millions)

Credit Rating!
Investment Type AAA AA A BBB Total
Interest-bearing deposits in banks $ — $ 3388 § 1,814 — $ 5202
Securities purchased under agreements to
resell? 1,250 — — — 1,250
Federal funds sold — 7,476 5,993 30 13,499
Trading securities:
MBS:
GNMA 58 — — — 58
FNMA 257 — — — 257
Total trading securities 315 — — — 315
Held-to-maturity securities:
Commercial paper 747 — 498 — 1,245
Housing finance agency bonds 1,314 — — — 1,314
MBS:
GNMA 41 — — — 41
FHIL.MC 249 — — — 249
FNMA 612 — — — 612
Non-agency 23,822 — — — 23,822
Total held-to-maturity securities 26,785 — 498 — 27,283
Total investments $ 28350 $§ 10,864 $ 8,305 30 $ 47,549
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December 31, 2004
(In millions)

Credit Rating!
Investment Type AAA AA A Total
Interest-bearing deposits in banks $ — $ 4916 $ 335 $ 5,251
Federal funds sold — 5,394 3,067 8,461
Trading securities:
Housing finance agency bonds 266 — — 266
MBS:
GNMA 67 67
FNMA 269 — — 269
Total trading securities 602 — — 602
Held-to-maturity securities:
Commercial paper 748 — — 748
Housing finance agency bonds 1,470 — — 1,470
MBS:
GNMA 48 — — 48
FHLMC 297 — — 297
FNMA 693 — — 693
Non-agency 20,583 — — 20,583
Total held-to-maturity secutities 23,839 — — 23,839
Total investments $ 24441 $ 10,310 $ 3,402 $ 38,153

1

At June 30, 2005, $1.3 billion of the A-rated investments and the $30 million of BBB-rated investments were with members. At
December 31, 2004, $1.1 billion of the A-rated investments were with members. The A- and BBB-rated investments all had

maturities of 3 months or less as of June 30, 2005, and December 31, 2004.
Classified based on the credit rating of securities held as collateral.

The following tables present the portfolio concentration in the Bank’s trading and held-to-maturity securities
portfolios at June 30, 2005, and December 31, 2004, with U.S. government agency and GSE issuers and other
issuers whose aggregate carrying values represented 10% or more of the Bank’s capital separately identified.

Trading Securities: Portfolio Concentration

June 30, 2005

Carrying Estimated

(In millions) Value Fair Value
MBS:

GNMA $ 58 $ 58

FNMA 257 257

Total trading securities $ 315 $ 315

December 31, 2004

Carrying Estimated
(In millions) Value Fair Value
Housing finance agency bonds:
California Housing Finance Agency $ 266 $ 266
MBS:
GNMA 67 67
FNMA 269 269
Total trading securities $ 602 $ 602
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Held-to-Maturity: Securities Portfolio Concentration

June 30, 2005

Carrying Estimated
(In millions) Value Fair Value
Commercial paper! $ 1,245 $ 1,245
Housing finance agency bonds:
California Housing Finance Agency 1,314 1,323
MBS:
GNMA 41 41
FHILMC and FNMA 861 862
Banc of America Mortgage Securities 1,403 1,390
Countrywide Alternative Loan Trust 1,863 1,859
Countrywide Home Loans 1,064 1,060
Indymac Index Mortgage Loan Trust 1,012 1,011
Master Adjustable Rate Mortgages Trust 1,222 1,215
MLCC Mortgage Investors Inc. 1,354 1,352
Sequoia Mortgage Trust 1,400 1,398
Structured Asset Securities Cotp. 2,971 2,927
Washington Mutual 1,912 1,895
Wells Fargo Mortgage Backed Securities Trust 1,372 1,371
Other non-agency issuers ! 8,249 8,237
Total MBS 24,724 24,618
Total held-to-maturity securities $ 27,283 $ 27,186
December 31, 2004
Carrying Estimated
(In millions) Value Fair Value
Commercial paper! $ 748 $ 748
Housing finance agency bonds:
California Housing Finance Agency 1,470 1,479
MBS:
GNMA 48 48
FHILMC and FNMA 990 997
Banc of America Mortgage Securities 1,596 1,577
Countrywide Home Loans 1,181 1,178
CS First Boston Mortgage Securities Corp. 1,154 1,152
Master Adjustable Rate Mortgages Trust 989 981
MLCC Mortgage Investors Inc. 1,406 1,404
Sequoia Mortgage Trust 1,755 1,753
Structured Asset Securities Corp. 3,069 3,024
Washington Mutual 2,025 2,007
Wells Fargo Mortgage Backed Securities Trust 1,490 1,496
Other non-agency issuers ! 5,918 5,913
Total MBS 21,621 21,530
Total held-to-maturity securities $ 23,839 $ 23,757

I Includes issuers of securities that have a carrying value that is less than 10% of total Bank capital.
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Many of the Bank’s members and their affiliates are extensively involved in residential mortgage finance.
Accordingly, members or their affiliates may be involved in the sale of MBS to the Bank or in the origination
or securitization of the mortgage loans backing the MBS purchased by the Bank.

The Bank held approximately $5.8 billion book value of non-agency MBS at June 30, 2005, that had been
issued by entities sponsored by five members or their affiliates. In addition, the Bank held $2.5 billion book
value of MBS at June 30, 2005, that had been purchased from three registered securities dealers that were
affiliates of members at the time of purchase.

The Bank held approximately $4.7 billion book value of non-agency MBS at December 31, 2004, that had
been issued by entities sponsored by five members or their affiliates. In addition, the Bank held $2.3 billion
book value of MBS at December 31, 2004, that had been purchased from two registered securities dealers
that were affiliates of members at the time of purchase.

Derivatives Counterparties. The Bank has also adopted credit policies and exposure limits for derivatives
and off-balance sheet credit exposure. All extensions of credit (including interest rate swaps, caps, and floors)
to counterparties that are members of the Bank must be fully secured by eligible collateral. For nonmember
counterparties, the Bank selects only highly rated derivatives dealers that meet the Bank’s eligibility criteria.

In addition, the Bank has entered into master netting arrangements and bilateral security agreements with all
active nonmember derivatives counterparties that provide for delivery of collateral at specified levels to limit
net unsecured credit exposure to these counterparties.

Under these policies and agreements, the amount of unsecured credit exposure to an individual counterparty
is the lesser of (i) an amount commensurate with the counterparty’s capital and its credit quality, as
determined by rating agency long-term credit ratings of the counterparty’s debt securities or deposits, or (ii)
an absolute credit exposure limit. The following tables present the Bank’s credit exposure to its derivatives
counterparties at the dates indicated.
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Credit Exposure to Derivatives Counterparties

June 30, 2005

(In millions)
Counterparty Gross Credit Net Unsecured
Credit Rating Notional Balance Exposure Collateral Exposure
AA $ 148,552 $ 1 $ — $ 1
A 77,951 — — —
Subtotal 226,503 1 — 1
Member institutions ! 778 17 17 —
Total detivatives $ 227,281 $ 18 $ 17 $ 1
December 31, 2004
(In millions)
Counterparty Gross Credit Net Unsecured
Credit Rating Notional Balance Exposure Collateral Exposure
AA $ 134,221 $ 10 $ 10 $ —
A 67,474 18 15 3
Subtotal 201,695 28 25 3
Member institutions ! 789 15 15 —
Total derivatives $ 202,484 $ 43 $ 40 $ 3

I Collateral held with respect to interest rate exchange agreements with members represents either collateral physically
held by or on behalf of the Bank or collateral assigned to the Bank, as evidenced by a written security agreement, and
held by the members for the benefit of the Bank.

At June 30, 2005, the Bank had a total of $227.3 billion in notional amounts of derivative contracts

outstanding. Of this total:

o  $226.5 billion represented notional amounts of derivative contracts outstanding with 20
nonmember derivatives counterparties. Nine of these counterparties made up 80% of the total
nonmember notional amount outstanding and individually ranged from 5% to 20% of that total.

The remaining nonmember counterparties each represented less than 5% of the total

nonmember notional amount outstanding. Three of the nonmember derivatives counterparties
that had $20.4 billion of derivatives outstanding at June 30, 2005, were affiliates of members.

e  $778 million represented notional amounts with member counterparties, which included notional
amounts of derivative contracts of $775 million with seven member counterparties and MPF
purchase commitments of $3 million with three member counterparties. The $775 million
notional amount consisted of exactly offsetting interest rate exchange agreements that the Bank
entered into for purposes of acting as an intermediary between exactly offsetting transactions
with members and other counterparties. This intermediation allows members indirect access to

the derivatives market.

Gross credit exposure at June 30, 2005, was $18 million, which consisted of:

¢  $1 million of gross credit exposure with two nonmember derivatives counterparties. After
consideration of collateral held by the Bank, the amount of net unsecured exposure totaled $1

million.
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e 317 million of gross credit exposure on open derivative contracts with four member
counterparties, all of which was secured with eligible collateral.

At December 31, 2004, the Bank had a total of $202.5 billion in notional amounts of detivative contracts
outstanding. Of this total:

e $201.7 billion represented notional amounts of derivative contracts outstanding with 20
nonmember derivatives counterparties. Ten of these counterparties made up 82% of the total
nonmember notional amount outstanding and individually ranged from 5% to 17% of that total.
The remaining nonmember counterparties each represented less than 5% of the total
nonmember notional amount outstanding. Three of the nonmember detivatives counterparties
that had $19.7 billion of derivatives outstanding at December 31, 2004, were affiliates of
members.

e  $789 million represented notional amounts with member counterparties, which included notional
amounts of derivative contracts of $785 million with six member counterparties and MPF
purchase commitments of $4 million with three member counterparties. The $785 million
notional amount consisted of exactly offsetting interest rate exchange agreements that the Bank
entered into for purposes of acting as an intermediary between exactly offsetting transactions
with members and other counterparties. This intermediation allows members indirect access to
the derivatives market.

Gross credit exposure at December 31, 2004, was $43 million, which consisted of:

e  $28 million of gross credit exposure with three nonmember derivatives counterparties. After
consideration of collateral held by the Bank, the amount of net unsecured exposure totaled $3
million. These three counterparties made up 100% of the total nonmember gross credit exposure
amount outstanding and individually ranged from 5% to 60% of the gross credit exposure with
nonmember counterparties.

e  $15 million of gross credit exposure on open derivative contracts with three member
counterparties, all of which was secured with eligible collateral.

The Bank’s gross credit exposure with nonmember counterparties, representing net gain amounts due to the
Bank, was $1 million at June 30, 2005, and $28 million at December 31, 2004. The gross credit exposure
reflects the fair value of derivative contracts, including interest amounts accrued through the reporting date,
and is netted by counterparty because such legal right exists with all Bank counterparties.

The Bank’s gross credit exposure decreased from December 31, 2004, to June 30, 2005, primarily as a result
of increases in both long-term and short-term U.S. dollar-denominated swap interest rates. In general, the
Bank is a net receiver of fixed interest rates and a net payer of floating interest rates under its derivative
contracts with counterparties. Therefore, as interest rates rise, the net fair value of the interest rate exchange
agreements with counterparties declines, which reduces the Bank’s gross credit exposure to these
counterparties compared to fair values estimated under the prior period’s lower interest rate conditions. In
addition, as interest rates rise, certain counterparties to interest rate swaps in which the Bank is a net receiver
of fixed interest rates may have increased credit exposure to the Bank resulting in an increase in the collateral
the Bank must deliver and pledge to the counterparties.

The notional amount of derivative contracts outstanding with nonmember derivatives counterparties grew
$24.8 billion from December 31, 2004, to June 30, 2005. The increase primarily reflects the derivatives used
to hedge the liabilities used to fund the increased volume of outstanding advances. An increase or decrease in
the notional amounts of derivative contracts may not result in a corresponding increase or decrease in gross
credit exposure because the fair values of derivatives contracts are generally zero at inception.
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Market Risk

Market risk is defined as the risk to the Bank’s net equity value and net interest income (excluding the impact
of SFAS 133) as a result of movements in interest rates, interest rate spreads, market volatility, and other
market factors.

The Bank’s market risk management objective is to maintain a relatively low exposure of net equity value and
future earnings (excluding the impact of SFAS 133) to changes in interest rates. This profile reflects the
Bank’s objective of maintaining a conservative asset-liability mix and its commitment to providing value to its
members through products and the dividend without subjecting their investments in Bank capital stock to
significant interest rate risk.

Total Bank Market Risk.

Market Value of Equity Sensitivity—The Bank uses market value of equity sensitivity (the interest rate
sensitivity of the net fair value of all assets, liabilities, and interest rate exchange agreements) to measure the
Bank’s exposure to changes in interest rates. The Bank maintains its estimated market value of equity
sensitivity within the limits specified by the Board of Directors in the Risk Management Policy primarily by
managing the term, size, timing, and interest rate attributes of assets, liabilities, and interest rate exchange
agreements acquired, issued, or executed.

The following table presents the estimated percentage change in the Bank’s market value of equity that would
result from changes in interest rates under different interest rate scenarios.

Market Value of Equity Sensitivity

Estimated Percentage Change in Market Value of Bank Equity for Various Changes
in Interest Rates

Interest Rate Scenario* June 30, 2005 December 31, 2004
+200 basis point change -3.6% =5.0%
+100 basis point change -1.6% —2.3%
—100 basis point change +0.4% +1.2%
—200 basis point change +0.6% +1.5%

* Instantaneous change from actual rates at dates indicated.

The Bank’s estimates of the sensitivity of the market value of equity to changes in interest rates show a
reduction in sensitivity as of June 30, 2005, compared to estimates as of December 31, 2004. This reduced
sensitivity is primarily attributable to the impact of higher short- and intermediate-term interest rates and
lower long-term interest rates, and a general flattening in the yield curve, at June 30, 2005, compared to
December 31, 2004. Compared to interest rates as of December 31, 2004, interest rates as of June 30, 2005,
were about 68 basis points higher for terms of 1 year, 10 basis points higher for terms of 5 years, and 30 basis
points lower for terms of 10 years. In general, lower long-term interest rates have reduced the duration or
effective maturity of the Bank’s portfolio of mortgages and MBS, while higher short- and intermediate-term
interest rates have generally increased the duration or effective maturity of the callable bonds and derivatives
that fund and hedge these assets. The result of these changes has been to reduce the duration gap between
mortgage assets and mortgage liabilities, which has reduced net market value sensitivity or risk.

Potential Dividend Yield— The potential dividend yield is used by the Bank to assess financial
performance. The potential dividend yield is based on current period earnings excluding the effects of fair
value adjustments made in accordance with SFAS 133, which will generally reverse over the remaining
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contractual terms to maturity, or by the exercised call or put date, of the hedged assets, hedged liabilities, and
derivatives.

The Bank limits the sensitivity of projected financial performance through a Board of Directors’ policy limit
on projected adverse changes in the potential dividend yield. The policy limits the adverse impact of a
simulated plus or minus 200-basis-point instantaneous change in interest rates (limited such that interest rates
cannot be less than zero) on the projected potential dividend yield, measured over a 12-month forecast
period, to —175 basis points. Results of simulations as of June 30 2005, showed that the adverse change in the
projected potential dividend yield from an instantaneous and parallel increase or decrease of 200 basis points
in interest rates was —88 basis points, well within the policy limit of —175 basis points.

Repricing Gap Analysis—Repricing gap analysis shows the interest rate sensitivity of assets, liabilities,
and interest rate exchange agreements by term-to-maturity (fixed rate instruments) or repricing interval
(adjustable rate instruments). In assigning assets to repricing periods, management considers expected
prepayment speeds, amortization of principal, repricing frequency, where applicable, and contractual
maturities of financial instruments. The repricing gap analysis excludes the reinvestment of cash received or
paid for maturing instruments. The Bank monitors the net repricing gaps at the total Bank level but does not
have a policy limit. The amounts shown in the following table represent the net difference between total asset
and liability repricings, including the impact of interest rate exchange agreements, for a specified time period
(the “periodic gap”). For example, the positive periodic gap for the “6 months or less” time period indicates
that as of June 30, 2005, there were $5.1 billion more assets than liabilities repricing or maturing during the 6-
month period beginning on June 30, 2005. The large positive net periodic gap in the first 6-month period
equals approximately 57% of the Bank’s total capital, is consistent with the Bank’s interest rate risk
management strategies, and indicates that: (i) the market value risk for a large portion of invested Bank
capital, as measured by net periodic gaps, is maintained at a low level, and (ii) the income sensitivity for a large
portion of invested Bank capital is responsive to changes in short-term interest rates.
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Repricing Gap Analysis

As of June 30, 2005
(In millions)
Interest Rate Sensitivity Period

Less Than 6 Months
6 Months to 1 Year 1 to 5 Years Over 5 Years
Advances-related business:
Assets
Investments $ 22,522 $ — $ — $ —
Advances 130,495 5,548 15,082 1,684
Other assets 588 — — —
Total Assets 153,605 5,548 15,082 1,684
Liabilities
Consolidated obligations:
Bonds 45,573 17,378 83,215 4,545
Discount notes 11,939 1,012 — —
Deposits 1,295 — — —
Mandatorily redeemable
capital stock — — 52 —
Other liabilities 1,698 — — 353
Total Liabilities 60,505 18,390 83,267 4,898
Interest rate exchange
agreements (87,347) 13,382 71,025 2,940
Periodic gap of advances-related
business 5,753 540 2,840 (274)
Mortgage-related business:
Assets
MBS 8,053 2,310 12,140 2,538
Mortgage loans 446 383 2,428 2,390
Other assets 120 — — —
Total Assets 8,619 2,693 14,568 4,928
Liabilities
Consolidated obligations:
Bonds 1,216 1,246 16,129 3,759
Discount notes 7,947 363 — —
Other liabilities 149 — — —
Total Liabilities 9,312 1,609 16,129 3,759
Interest rate exchange
agreements ) 151 1,181 (1,323)
Periodic gap of mortgage-related
business (702) 1,235 (380) (154)
Total periodic gap $ 5,051 $ 1,775 $ 2,460 $ (428)

Duration Gap—Duration gap is the difference between the estimated durations (market value
sensitivity) of assets and liabilities (including the impact of interest rate exchange agreements) and reflects the
extent to which estimated maturity and repricing cash flows for assets and liabilities are matched. The Bank
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monitors duration gap analysis at the total Bank level but does not have a policy limit. The Bank’s duration
gap was less than one month as of June 30, 2005, a decrease from the one-month duration gap as of
December 31, 2004.

Total Bank Duration Gap Analysis

June 30, 2005 December 31, 2004
Amount  Duration Gap! Amount  Duration Gap!
(In millions) (In months) (In millions) (In months)
Assets $ 206,727 5 $ 184,982 6
Liabilities 197,869 5 177,082 5
Net $ 8,858 — $ 7,900 1

I Duration gap values include the impact of interest rate exchange agreements.

Segment Market Risk. The financial performance and interest rate risks of each business segment are
managed within prescribed guidelines, which, when combined, are consistent with the policy limits for the
total Bank.

Advances-Related Business—Interest rate risk arises from the advances-related business primarily
through the use of member-contributed capital to fund fixed rate investments of targeted amounts and
maturities. In general, advances result in very little net interest rate risk for the Bank because most fixed rate
advances with original maturities greater than three months and advances with embedded options are hedged
contemporaneously with interest rate swaps or options with terms offsetting the advance. The interest rate
swaps and options generally are maintained as hedges for the life of the advances. These hedged advances
effectively create a pool of variable rate assets, which, in combination with the strategy of raising debt
swapped to variable rate liabilities, creates an advances portfolio with low net interest rate risk.

Non-MBS investments have maturities of less than three months or are variable rate investments. These
investments also effectively match the interest rate risk of the Bank’s variable rate funding.

Because of the short-term and variable rate nature of the assets, liabilities, and derivatives of the advances-
related business, the Bank’s interest rate risk guidelines address the minimum and maximum amounts of net
assets that are expected to mature or reprice in a given period. For example, net assets of the advances-related
business equal to 56% of Bank capital are targeted to mature or reprice within six months of the
measurement date. The repricing gap analysis table as of June 30, 2005, in “Repricing Gap Analysis” above
shows that approximately $5.8 billion of net assets for the advances-related business (65% of capital) were
scheduled to mature or reprice in the six-month period following June 30, 2005.

Mortgage-Related Business—The Bank’s mortgage assets include MBS, most of which are classified as
held-to-maturity and some of which are classified as trading, and mortgage loans purchased under the MPF
Program. The Bank is exposed to interest rate risk from the mortgage-related business because the cash flows
of the mortgage assets and the liabilities that fund them are not exactly matched through time and across all
possible interest rate scenarios, given the uncertainty of the mortgage prepayments and the existence of
interest rate caps on certain adjustable rate MBS.

The Bank purchases a mix of intermediate-term fixed rate and floating rate MBS. Generally, purchases of

long-term fixed rate MBS have been relatively small; any MPF loans acquired are long-term fixed rate
mortgage assets. This results in a mortgage portfolio that has a diversified set of interest rate risk attributes.
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The Bank’s interest rate risk guidelines for the mortgage-related business address the net market value
sensitivity of the assets, liabilities, and derivatives of the mortgage-related business. The following table
presents results of estimated market value of equity sensitivity analysis attributable to the mortgage-related
business as of June 30, 2005, and December 31, 2004.

Market Value of Equity Sensitivity

Estimated Percentage Change in Market Value of Bank Equity Attributable to the
Mortgage-Related Business for Various Changes in Interest Rates

Interest Rate Scenario* June 30, 2005 December 31, 2004
+200 basis point change -1.9% —3.4%
+100 basis point change —0.8% -1.6%
—100 basis point change -0.1% +1.1%
—200 basis point change —0.9% +0.7%

* Instantaneous change from actual rates at dates indicated.

The Bank’s estimates of the contribution of the mortgage-related business segment to the sensitivity of the
market value of equity to changes in interest rates show a reduction in sensitivity as of June 30, 2005,
compared to estimates as of December 31, 2004. This reduced sensitivity is primarily attributable to the
impact of higher short- and intermediate-term interest rates and lower long-term interest rates, and a general
flattening in the yield curve, at June 30, 2005, compared to interest rates at December 31, 2004. Compared to
interest rates as of December 31, 2004, interest rates as of June 30, 2005, were about 68 basis points higher
for terms of 1 year, 10 basis points higher for terms of 5 years, and 30 basis points lower for terms of 10
years. In general, lower long-term interest rates have reduced the duration or effective maturity of the Bank’s
portfolio of mortgages and MBS, while higher short- and intermediate-term interest rates have generally
increased the duration or effective maturity of the callable bonds and derivatives that fund and hedge these
assets. The result of these changes has been to reduce the duration gap between mortgage assets and
mortgage liabilities, which has reduced net market value sensitivity or risk.

Interest Rate Exchange Agreements. A derivative transaction or interest rate exchange agreement is a
tinancial contract whose fair value is generally derived from changes in the values of an underlying asset or
liability. The Bank uses interest rate swaps, options to enter into interest rate swaps (swaptions), interest rate
cap and floor agreements, and callable and putable interest rate swaps (collectively, interest rate exchange
agreements) to manage its exposure to interest rate risks inherent in its normal course of business — lending,
investment, and funding activities.

The primary strategies that the Bank employs for using interest rate exchange agreements and the associated
market risks are as follows:

e To convert fixed interest rate advances to LIBOR floating rate structures, which reduces the Bank’s
exposure to fixed interest rates.

e To convert non-LIBOR-indexed advances to LIBOR floating rate structures, which reduces the
Bank’s exposure to basis risk from non-LIBOR interest rates.

e To convert fixed interest rate consolidated obligations to LIBOR floating rate structures, which
reduces the Bank’s exposure to fixed interest rates. (A combined structure of the callable derivative
and callable debt instrument is usually lower in cost than a comparable LIBOR floating rate debt
instrument, allowing the Bank to reduce its funding costs.)

e To convert non-LIBOR-indexed consolidated obligations to LIBOR floating rate structures, which
reduces the Bank’s exposure to basis risk from non-LIBOR interest rates.
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e To reduce the interest rate sensitivity and repricing gaps of assets, liabilities, and interest rate

exchange agreements.

e To obtain an option to enter into an interest rate swap to receive a fixed rate, which provides an

option to reduce the Bank’s exposute to fixed interest rates on consolidated obligations.

e To obtain callable fixed rate equivalent funding by entering into a callable pay-fixed interest rate swap

in connection with the issuance of a short-term discount note. The fixed rate callable equivalent

funding is used to mitigate exposure to prepayment of mortgage assets.

e To offset an embedded cap and/or floor in an advance.

The following table summarizes the type of hedged item, hedging instrument, associated hedging strategy,
accounting designation as specified under SFAS 133, and notional amount as of June 30, 2005, and

December 31, 2004.
Notional Amount
Accounting June 30, 2005 December 31, 2004
Hedging Instrument Hedging Strategy Designation (In millions) (In millions)
Hedged Item: Advances
Pay fixed, receive To convert the asset’s fixed rate to a Fair Value $ 29,418 $ 44,638
floating interest rate LIBOR floating rate, may have mirrored ~ Hedge
swap, may have offsetting customized features
customized features
Interest rate cap To offset the cap and/or floor Fair Value 11,837 12,987
and/or floor embedded in the variable rate advance Hedge
asset
Subtotal Fair Value Hedges 41,255 57,625
Basis swap To convert the asset’s non-LIBOR Economic 10,101 10,047
index rate to a LIBOR floating rate Hedge!
Basis swap To convert a 3-month LIBOR floating Economic 500 2,500
rate asset to a 1-month LIBOR floating ~ Hedge!
rate to reduce interest rate sensitivity
and repricing gaps
Pay fixed, receive To convert the asset’s fixed rate to a Economic 8 —
floating interest rate LIBOR floating rate Hedge!
swap
Subtotal Economic Hedges! 10,609 12,547
Total $ 51,864 $ 70,172
Hedged Item: Non-Callable Bonds
Receive fixed, pay To convert the fixed rate debt Fair Value $ 76,166 $ 42,409
floating interest rate instruments to a LIBOR floating rate Hedge
swap
Pay fixed, receive To offset the variability of cash flows Cash Flow — 45
LIBOR forward associated with anticipated fixed rate Hedge
starting swap debt issuance
Basis swap To convert the debt instrument’s non- Economic 13,129 10,779
LIBOR index to a LIBOR floating rate Hedge!
Basis swap To convert a 3-month LIBOR floating Economic 24,512 13,327
rate debt instrument to a 1-month Hedge!
LIBOR floating rate to reduce interest
rate sensitivity and repricing gaps
Swaption To obtain an option to enter into an Economic 3,587 3,487
interest rate swap to receive a fixed rate, ~ Hedge!
which provides an option to reduce the
Bank’s exposure to fixed interest rates
on consolidated obligations that offset
the prepayment risk of mortgage assets
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Notional Amount

Accounting June 30, 2005 December 31, 2004
Hedging Instrument Hedging Strategy Designation (In millions) (In millions)
Subtotal Economic Hedges! 41,228 27,593
Total $ 117,394 $ 70,047
Hedged Item: Callable Bonds
Receive fixed or To convert the fixed or structured rate Fair Value $ 45,631 $ 52,897
structured, pay debt instruments to a LIBOR floating Hedge
floating interest rate rate; swap is callable on the same date as
swap with an option the bond
to call
Pay fixed, receive To offset the variability of cash flows Cash Flow 70 330
LIBOR forward associated with anticipated callable fixed ~ Hedge
starting swap with an rate debt issuance; swap is callable
option to call
Receive fixed, pay To convert the fixed rate debt Economic 150 175
floating interest rate instruments to a LIBOR floating rate; Hedge!
swap with an option swap is callable
to call
Total $ 45,851 $ 53,402
Hedged Item: Discount Notes
Receive fixed, pay To convert the individual fixed rate Fair Value $ 2,728 $ 1,036
floating interest rate debt instrument to a LIBOR floating Hedge
swap rate
Pay fixed, receive To convert debt to fixed rate callable Economic 2,253 2,023
floating callable debt that offsets the prepayment risk of ~ Hedge!
interest rate swap mortgage assets
Receive fixed, pay To convert a discount note to a 1- Economic 5,227 3,620
adjustable month LIBOR or other short-term Hedge!
floating rate to hedge repricing gaps
Subtotal Economic Hedges! 7,480 5,643
Total $ 10,208 $ 6,679
Hedged Item: Trading Securities
Pay MBS rate, receive To convert the MBS rate to a LIBOR Economic $ 281 $ 320
floating interest rate floating rate Hedge!
swap
Hedged Item: Intermediary Positions
Pay fixed, receive To offset interest rate swaps executed Economic $ 1,610 $ 1,810
floating interest rate with members by executing interest rate ~ Hedge!
swap, and receive swaps with counterparties
fixed, pay floating
interest rate swap
Intetest rate cap/floor  To offset stand-alone cap and/or floor Economic 70 50
executed with member Hedge!
Total $ 1,680 $ 1,860
Total $ 227278 $ 202,480
Mortgage Delivery Commitments? 3 4
Total Notional $§ 227281 $ 202,484

1 Economic hedges are derivatives that are matched to balance sheet instruments but do not meet the requirements for
hedge accounting under SFAS 133.

2 Mortgage delivery commitments are classified as derivatives pursuant to SFAS 149, with changes in their fair value
recorded in other income.
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While management uses interest rate exchange agreements to achieve the specific financial objectives
described above, certain transactions do not qualify for hedge accounting under the rules of SFAS 133
(economic hedges). As a result, changes in the fair value of the interest rate exchange agreement are recorded
in current petiod earnings. Finance Board regulation and the Bank’s Risk Management Policy prohibit the
speculative use of interest rate exchange agreements, and the Bank does not trade derivatives for profit.

It is the Bank’s policy to use interest rate exchange agreements only to reduce the market risk exposures
inherent in the otherwise unhedged asset and funding positions of the Bank and to achieve other financial
objectives of the Bank, such as obtaining low-cost funding for advances and mortgage assets. The central
focus of the financial management practices of the Bank is preserving and enhancing the long-term economic
performance and risk management of the Bank. Under SFAS 133 it is expected that reported GAAP net
income and other comprehensive income will exhibit period to period vatiability.

At June 30, 2005, the total notional amount of interest rate exchange agreements outstanding was $227.3
billion, compared with $202.5 billion at December 31, 2004. The $24.8 billion increase in the notional amount
of derivatives during the first six months of 2005 was primarily due to a $43.3 billion increase in interest rate
exchange agreements that hedge various types of consolidated obligations, partially offset by an $18.3 billion
decrease in interest rate swaps used to hedge the market risk of new short- and intermediate-term fixed rate
advances. The notional amount serves as a basis for calculating periodic interest payments or cash flows
received and paid.
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The following tables categorize the notional amounts and estimated fair value gains and losses of the Bank’s

interest rate exchange agreements, excluding accrued interest, and related hedged items by product and type
of accounting treatment under SFAS 133 as of June 30, 2005, and December 31, 2004.

Estimated Fair Values of Derivatives, Hedged Items, and Trading Securities

June 30, 2005

Notional Hedged
(In millions) Amount Derivatives Instruments Difference
Fair value hedges:
Advances $ 41,255 $ 82 $ (78 $ 4
Non-callable bonds 76,166 (465) 477 12
Callable bonds 45,631 (360) 360 —
Discount notes 2,728 @) 2 —
Subtotal 165,780 (745) 761 16
Cash flow hedges:
Callable bonds 70 — — —
Not qualifying for hedge
accounting (economic hedges):
Advances 8,859 8 — 8
Advances with embedded
derivatives 1,750 4 — 4
Non-callable bonds 36,919 43 — 43
Non-callable bonds with
embedded detivatives 4,309 (23) — (23)
Callable bonds 125 ™1 — 1)
Callable bonds with
embedded derivatives 25 &) — 1)
Discount notes 7,480 13 — 13
MBS — trading 281 ) — )
Intermediated 1,680 1 — 1
Subtotal 61,428 35 — 35
Total $ 227,278 $ (710 $ 761 $ 51
Mortgage delivery
commitments ! 3
Total $ 227,281

I Mortgage delivery commitments are classified as derivatives pursuant to SFAS No. 149, Amendment of Statement
133 on Derivative Instruments and Hedging Activities (SFAS 149), with changes in their fair value recorded in other

income.

Federal Home Loan Bank of San Francisco

54

2005 Second Quarter Report



Estimated Fair Values of Derivatives, Hedged Items, and Trading Securities

December 31, 2004

Notional Hedged
(In millions) Amount Derivatives Instruments Difference
Fair value hedges:
Advances $ 57,625 $ 5 $ © $ 3
Non-callable bonds 42,409 (179) 197 18
Callable bonds 52,897 (401) 416 15
Discount notes 1,036 ) 1 —
Subtotal 153,967 (576) 612 36
Cash flow hedges:
Callable bonds 45 — — —
Non-callable bonds 330 — — —
Subtotal 375 — — —
Not qualifying for hedge
accounting (economic hedges):
Advances 10,797 2 — 2
Advances with embedded
derivatives 1,750 3 — 3
Non-callable bonds 27,124 57 — 57
Non-callable bonds with
embedded derivatives 469 5 — 5
Callable bonds 125 1 — 1)
Callable bonds with
embedded derivatives 50 — — —
Discount notes 5,643 6 — 6
MBS — trading 320 (14) — (14)
Intermediated 1,860 1 — 1
Subtotal 48,138 59 — 59
Total $ 202,480 $ (517) $ 612 $ 95
Mortgage delivery
commitments ! 4
Total $202,484

I Mortgage delivery commitments ate classified as derivatives pursuant to SFAS 149, with changes in their fair
value recorded in other income.

The fair values of embedded derivatives presented on a combined basis with the host contract and not
included in the above tables are as follows:
Estimated Fair Values

of Embedded Derivatives
(In millions) June 30,2005  December 31, 2004
Host contract:
Advances $ 4 $ (3)
Non-callable bonds 23 5)
Callable bonds 1 —
Total $ 20 $ ®)

The primary source of SFAS 133-related income volatility arises from hedging certain callable bonds to
effectively create floating rate debt with uncertain maturities; the callable bond and related callable swap may
be called prior to their contractual maturity. These transactions generally receive fair value hedge accounting
treatment under SFAS 133. Despite the fair value hedge classification, there is potential for significant
accounting income volatility from period to period on the Bank’s portfolio of hedged callable bonds as a
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result of hedge ineffectiveness caused by interest rate movements, including changes in (i) interest rate
spreads between FHLBank System consolidated obligation debt and comparable term LIBOR-indexed
interest rate swaps, and (i) the expected life of swapped callable debt resulting from changes in the level of
interest rates. The interest rate movements of the Bank’s debt instruments and hedging instruments ate highly
correlated, but they are not always perfectly symmetrical. Given the size of the Bank’s portfolio, relatively
minor differences in interest rate movements can create significant income volatility.

The ongoing impact of SFAS 133 on the Bank cannot be predicted, and the Bank’s retained earnings in the
future may not be sufficient to offset the impact of SFAS 133. As a result, the effects of SFAS 133 may lead
to significant volatility in future earnings, other comprehensive income, and dividends. Because the SFAS 133
periodic and cumulative net untealized gains or losses are primarily a matter of timing, the unrealized gains or
losses will generally reverse over the remaining contractual terms to maturity of the hedged financial
instruments and associated interest rate exchange agreements.

Critical Accounting Policies and Estimates

The preparation of financial statements in accordance with generally accepted accounting principles (GAAP)
requires management to make a number of judgments, estimates, and assumptions that affect the reported
amounts of assets and liabilities, the disclosure of contingent assets and liabilities (if applicable), and the
reported amounts of income and expenses during the reported period. Changes in estimates and assumptions
could potentially affect the Bank’s financial position and results of operations significantly. Although
management believes these judgments, estimates, and assumptions to be reasonably accurate, actual results
may differ.

The Bank has identified four accounting policies that it believes are critical because they require management
to make subjective or complex judgments about matters that are inherently uncertain and because of the
likelihood that materially different amounts would be reported under different conditions or using different
assumptions. These policies include estimating the allowance for credit losses on the advance and mortgage
loan portfolios; accounting for derivatives; estimating fair values of investments classified as trading and all
derivatives and hedged items carried at fair value in accordance with SFAS 133; and estimating the fair value
of the collateral pledged to the Bank. These policies and the judgments, estimates, and assumptions are
described in greater detail in the Bank’s Registration Statement in Note 1 to the 2004 Financial Statements
and “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Critical
Accounting Policies and Estimates.”

Recent Developments

Delays in Publication of FHLBanks' Combined Financial Reports; Intended Restatements by Office
of Finance and other FHLBanks; Delays in Other FHLBanks’ SEC Registration. The Office of
Finance has not yet published the FHLBanks' 2004 third quatter combined Financial Report, 2004 full

year combined Financial Report, or any 2005 combined Financial Report. In addition, earlier this year the
Office of Finance announced that its board of directors had decided to restate the FHLBanks' combined
financial statements for the years ended December 31, 2002 and 2003, and subsequent interim periods. The
Office of Finance has stated that the delays in publication and intended restatements were the result of
certain regulatory and accounting matters at some of the FHLBanks, and that the Office of Finance board of
directors may elect to delay publication of the FHLBanks' combined Financial Reports until all or
substantially all of the FHLBanks have completed their registration with the SEC. By Finance Board
regulation, each FHLBank is required to register a class of its equity securities under the Securities Act of
1934 and to ensure that the registration becomes effective no later than August 29, 2005. Some of the
FHIBanks have announced that they will not meet the regulatory deadline for registration and some have
announced that they will restate prior period financial statements. It is uncertain at this time what effect, if
any, the delays in publication, the delays in registration, or the intended restatements will have on the cost of
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FHLBank System debt, the timing of the issuance of new FHLBank System debt, or other aspects of the
Bank's operations.

Proposed Changes to Regulation of GSEs. Congress is considering proposed legislation to establish a new
regulator for the housing GSEs (the FHLBanks, Fannie Mae, and Freddie Mac) and to address other GSE reform
issues. The House Financial Services Committee ordered a GSE bill reported to the House and the Senate Banking
Committee ordered a GSE bill reported to the Senate; both bills would establish a new regulator for the housing
GSEs and address the authority of the housing GSEs and their regulator. It is uncertain at this time whether there will
be final legislation affecting the FHLBanks, the other housing GSEs, or their regulators.

Federal Reserve Bank Policy Statement on Payments System Risk (PSR Policy). The Federal Reserve
Board announced the revision of its PSR Policy as it applies to interest and redemption payments on
Fedwire-eligible securities issued by GSEs and certain international organizations. Currently, the Federal
Reserve Banks post these payments by 9:15 a.m. Eastern time, even if the issuer has not fully funded its
payments, creating an intraday overdraft of the issuers’ settlement accounts with the Federal Reserve in some
instances. Beginning July 20, 20006, the Federal Reserve Banks will post these payments only when the issuer’s
Federal Reserve account contains sufficient funds to cover them before 4:00 p.m. Eastern time. The Federal
Reserve has coordinated the formation of a working group of industry representatives to promote a smooth
transition to the revised policy. The Bank participates in the working group and is evaluating the potential
impact of the revised PSR Policy on its operations. This revised PSR Policy will change how interest and
redemption payments are made on consolidated obligations. It is uncertain at this time what effect, if any,
these changes will have on the Bank’s cost of funds or other aspects of the Bank’s operations.

Reallocation of Board Seats and Departure of Board Member. Washington Mutual Bank has announced
that it intends to redesignate its home office from Stockton, California, to Henderson, Nevada, and that the
redesignation will occur in 2005. The redesignation will not affect the Bank’s business transactions with
Washington Mutual Bank; however, it will affect the composition of the Bank’s Board of Directors. John F.
Robinson is an elected director of the Bank and an officer of Washington Mutual Bank. Mr. Robinson’s seat
on the Board of Directors is one of the six elected director positions currently allocated to California.
According to Finance Board rules, Mr. Robinson must be an officer or director of a Bank member located in
California to be eligible to remain in this seat. If the home office of Washington Mutual Bank is redesignated
to Nevada, Mr. Robinson’s position with Washington Mutual Bank will no longer qualify him for his current
seat on the Board of Directors. The seat will become vacant and the vacancy will be filled by the Board of
Directors. In addition, each year the Finance Board allocates the Bank’s elected director positions to the three
states in the Bank’s district (Arizona, California, and Nevada), based on the number of shares of capital stock
required to be held by the members in each of the three states as of the preceding December 31. Based on
the redesignation of the home office of Washington Mutual Bank to Nevada in 2005, the Bank expects that
two of the six elected director positions currently allocated to California will be subsequently reallocated to
Nevada.

Off-Balance Sheet Arrangements, Guarantees, and Other Commitments

In accordance with Finance Board regulations, the Bank is jointly and severally liable for the FHLBank
System’s consolidated obligations issued under Section 11(a) of the FHLB Act, and in accordance with the
FHLB Act, the Bank is jointly and severally liable for consolidated obligations issued under Section 11(c) of
the FHLB Act. The joint and several liability regulation of the Finance Board authorizes the Finance Board to
require any FHLBank to repay all or a portion of the principal or interest on consolidated obligations for
which another FHLBank is the primary obligor.

The Bank’s joint and several contingent liability is a guarantee, as defined by FASB Interpretation No. 45,
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Guarantor’s Acconnting and Disclosure Reguirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others,
an interpretation of FASB Statements No. 5, 57, and 107 and Rescission of FASB Interpretation No. 34 (FIN 45), but is
excluded from the initial recognition and measurement provisions of FIN 45. Therefore, the valuation of this
contingent liability is not recorded on the balance sheet of the Bank. The par amount of the outstanding
consolidated obligations of all 12 FHLBanks was $908.3 billion at June 30, 2005, and $869.2 billion at
December 31, 2004. The par value of the Bank’s participation in consolidated obligations was $195.4 billion
at June 30, 2005, and $175.1 billion at December 31, 2004. For additional information on the Bank’s joint and
several liability contingent obligation, see Notes 11 and 18 to the 2004 Financial Statements in the Bank’s
Registration Statement.

In addition, in the ordinary course of business, the Bank engages in financial transactions that, in accordance
with GAAP, are not recorded on the Bank’s balance sheet or may be recorded on the Bank’s balance sheet in
amounts that are different from the full contract or notional amount of the transactions. For example, the
Bank routinely enters into commitments to extend credit such as advances and standby letters of credit. While
these commitments may represent future cash requirements of the Bank, the standby letters of credit usually
expire without being drawn upon. Standby letters of credit are subject to the same underwriting and collateral
requirements as advances made by the Bank. At June 30, 2005, the Bank had $2.0 billion of advance
commitments and $789 million in standby letters of credit outstanding. At December 31, 2004, the Bank had
$1.2 billion of advance commitments and $783 million in standby letters of credit outstanding. The estimated
fair values of these commitments were immaterial to the balance sheet at June 30, 2005, and December 31,
2004.

The financial statements do not include a liability for future statutorily mandated payments from the Bank to
REFCORP. No liability is recorded because each FHLBank must pay 20% of net earnings (after its AHP
obligation) to REFCORP to support the payment of part of the interest on the bonds issued by REFCORP,
and each FHLBank is unable to estimate its future required payments because the payments are based on the
future earnings of that FHLBank and the other FHLBanks and are not estimable under SFAS 5, Accounting for
Contingencies. Accordingly, the REFCORP payments are disclosed as a long-term statutory payment
requirement and, for accounting purposes, are treated, accrued, and recognized like an income tax.
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Report of Independent Accountants
To the Board of Directors of the Federal Home Loan Bank of San Francisco:

We have reviewed the accompanying statements of condition of the Federal Home Loan Bank of San
Francisco as of June 30, 2005 and 2004, and the related statements of income and of capital accounts for each
of the three-month and six-month periods ended June 30, 2005 and 2004, and the related statements of cash
flows for the six-month period ended June 30, 2005 and 2004. These interim financial statements are the
responsibility of the Company’s management.

We conducted our review in accordance with the standards established by the American Institute of Certified
Public Accountants. A review of interim financial information consists principally of applying analytical
procedures and making inquiries of persons responsible for financial and accounting matters. It is
substantially less in scope than an audit conducted in accordance with auditing standards generally accepted in
the United States of America, the objective of which is the expression of an opinion regarding the financial
statements taken as a whole. Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any material modifications that should be made to the
accompanying interim financial statements referred to above for them to be in conformity with accounting
principles generally accepted in the United States of America.

We have previously audited, in accordance with auditing standards generally accepted in the United States of
America, the statement of condition of the Federal Home LLoan Bank of San Francisco as of December 31,
2004, and the related statements of income, of capital accounts, and of cash flows for the year then ended
(not presented herein), and in our report dated March 14, 2005, we expressed an unqualified opinion on those
financial statements. In our opinion, the information set forth in the accompanying statement of condition
information, as of December 31, 2004, is fairly stated in all material respects in relation to the statement of
condition from which it has been detived.

PricewaterhouseCoopers LLP

San Francisco, California
August 22, 2005
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Statements of Condition

(Unaudited)
June 30, Dec. 31, June 30,

(In millions-except par value) 2005 2004 2004
Assets
Cash and due frombanks .............. ittt $ 12 8 16 $ 17
Interest-bearing deposits inbanks . ............ ... 5,202 5,251 3,575
Deposits for mortgage loan program with other Federal Home Loan Bank ... ... .. 2 — 2
Securities purchased under agreements toresell ... ......... ... ... .. ... .. ... .. 1,250 — 850
Federal funds sold . . ... ... . 13,499 8,461 6,970
Trading securities ($102, $0, and $0, respectively, were pledged as collateral) . . . . . 315 602 1,052
Held-to-maturity securities ($309, $242, and $318, respectively, were pledged as

collateral) (Q) . ... vvn ittt 27,283 23,839 22,045
AdVANCES . ..t 152,808 140,254 119,124
Mortgage loans held for portfolio, net of allowance for credit losses on mortgage

loans of $0.4, $0.3, and $0.2, respectively ..............c.viiiiiiiain .. 5,648 6,035 6,335
Accrued interest receivable . ... ... 594 398 243
Premises and equipment, Net . ... ... ... e 7 7 7
Derivative assets . ... ..ottt 18 43 87
Other @SSELS . ..o\ttt e 89 76 68

TOtal ASSELS . v . v v et e e e e e e $206,727 $184,982 $160,375

Liabilities and Capital
Liabilities:
Deposits:

Interest-bearing:

Demand and overnight ......... ... ... ... ... . . ... $ 1,248 $ 876 $ 840
Term ... 37 39 38
Other ...t 4 15 25
Non-interest-bearing—Other . ........... ... .. . .. . .. 6 5 3
Total deposits . .. ..ottt 1,295 935 906
Consolidated obligations, net:
Bonds . ..o 173,061 148,109 122,223
DiSCOUNTt NOES . . . o oottt ettt e e e e e e 21,261 26,257 28,962
Total consolidated obligations .............. ... .. ..., 194,322 174,366 151,185
Mandatorily redeemable capital stock ... ....... .. .. . 52 55 —
Accrued interest payable ... ... ... 1,183 809 592
Affordable Housing Program . .......... . ... . .. .. i, 130 132 135
Payable to REFCORP . ... ... . e 27 20 38
Derivative liabilities ... ... ... ... e 663 438 409
Other lHabilities ... ... .. oo 197 327 55
Total Liabilities . . ... ..ottt e 197,869 177,082 153,320
Commitments and Contingencies: (Note 10)
Capital (Note 6):
Capital stock—Class B—Putable ($100 par value) issued and outstanding:

87 shares, 78 shares, and 69 shares, respectively ........................ 8,725 7,765 6,882
Restricted retained earnings . .............. ... 137 139 181
Accumulated other comprehensive loss:

Unrecognized net loss related to hedging activities ...................... 3) 4) ®)

Additional minimum liability on benefitplans .......................... (1) — —

Total Capital ....... .. ... . 8,858 7,900 7,055
Total Liabilities and Capital .................coveiiiiiiinnn... $206,727 $184,982 $160,375

(a) Fair values of held-to-maturity securities were $27,186, $23,757, and $21,909 at June 30, 2005, December 31,
2004, and June 30, 2004, respectively.

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

(Unaudited)

(In millions)

Interest Income:

Advances . ...
Prepayment fees on advances ...................
Interest-bearing deposits inbanks .. ..............

Securities purchased under agreements to resell

Federal fundssold ............................

Trading securities

Held-to-maturity securities . ....................
Mortgage loans held for portfolio ................

Total Interest Income

Interest Expense:
Consolidated obligations:
Bonds

Mandatorily redeemable capital stock

Total Interest Expense . . ...................

Net Interest Income . . ........................

Other Income/(Loss):
Net loss on trading securities

Discountnotes . . ...t
Deposits . ..o

Net gain/(loss) on derivatives and hedging activities . . ..

Other ....... .. .

Total Other Income/(Loss)
Other Expense:

Operating eXpense . . .. ..o vtnenn e

Federal Housing Finance Board
Office of Finance

Total Other Expense

Income Before Assessments ...................
REFCORP . ....... ... .

Affordable Housing Program

Total Assessments . .............c.covvvnv....

NetIncome .............. . ... . ...,

For the three months ended For the six months ended
June 30,2005 June 30,2004 June 30,2005 June 30,2004

$1,161 $351 $2,079 $ 661
— 2 — 4
31 10 64 19
2 5 4 16
92 21 154 43
5 7 10 15
261 164 498 310

69 8 144 160

1,621 642 2,953 1,228

1,270 427 2,319 797
187 69 308 165
5 1 7 2
_ _ 1 _

1,462 497 2,635 964
159 145 318 264
— (15) &) (11)
4 90 47) 45
1 1 2 2

s 76 (50) 36
18 15 34 29
1 1 3 2
1 1 2 2
20 17 39 33
144 204 229 267
26 37 42 49
12 17 19 22
38 54 61 71

$ 106 $150 $ 168 $ 196

The accompanying notes are an integral part of these financial statements.
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(In millions)

Balance, March 31,2004 ..................
Issuance of capital stock . ..................
Repurchase/redemption of capital stock . ......

Capital stock reclassified to mandatorily

redeemable capital stock ................

Comprehensive income:

Netincome .............. ... ...,

Other comprehensive income:

Net amounts recognized as earnings . .

Net change in period relating to

hedging activities ..............
Total comprehensive income . . ..

Transfers to restricted retained earnings . . . . ...
Conversion to Class B shares ...............
Dividends on capital stock (4.68%) ..........

Stockissued ............ ...

Balance, June 30,2004 . ...................

Balance, March 31,2005 ..................
Issuance of capital stock . ..................
Repurchase/redemption of capital stock . ......

Capital stock reclassified to mandatorily

redeemable capital stock ................

Comprehensive income:

Netincome .............. ... ...,

Other comprehensive income:

Net amounts recognized as earnings . .

Net change in period relating to

hedging activities ..............

Additional minimum liability on

benefitplans ..................
Total comprehensive income . . . .

Transfers to restricted retained earnings . . . .. ..
Dividends on capital stock (4.21%) ..........
Stockissued ............ ... ...

Balance, June 30,2005 ....................

Statements of Capital Accounts

(Unaudited)

Capital Stock— Capital Stock— Accumulated

Class B—Putable Putable Retained Earnings ccg)thue:‘ ¢
Par Par Comprehensive Total
Shares Value Shares Value Restricted Unrestricted Total Income/(Loss) Capital
— $ — 63  $6,285 $106 $ — $106 $09) $6,382
6 636 — — 636
1) (114) — - (114)
150 150 150
(H ()
2 2
151
75 (75) — —

63 6,285  (63)  (6,285)

1 75 — — (75) (75) —
69 $6,882 —  $ — 181 $ — $181 $(8) $7,055
81 $8,117 — $ —  $119 $ — $119 $(2) $8,234
7 693 — — 693
2) (173) — — (173)
106 106 106
1 1
2) (2)
(N (1)
104
18 (18) — —
1 88 — — (88) (88) —
87 $8,725 —  $ — 8137 $ — $137 $4) $8,858

The accompanying notes are an integral part of these financial statements.
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(In millions)

Balance, December 31,2003 ...............
Issuance of capital stock .. .................
Repurchase/redemption of capital stock ......

Capital stock reclassified to mandatorily

redeemable capital stock ................

Comprehensive income:

Netincome ...............covunin...

Other comprehensive income:

Net amounts recognized as earnings . .

Net change in period relating

to hedging activities ............
Total comprehensive income . . . .

Transfers from restricted retained earnings . . . .
Conversion to Class B shares . ..............
Dividends on capital stock (4.33%) ..........

Stockissued ......... ... L.

Balance, June 30,2004 . ...................

Balance, December 31,2004 . ..............
Issuance of capital stock .. .................
Repurchase/redemption of capital stock ......

Capital stock reclassified to mandatorily

redeemable capital stock ................

Comprehensive income:

Netincome ...............covuin...

Other comprehensive income:

Net amounts recognized as earnings . .

Net change in period relating

to hedging activities ............

Additional minimum liability

onbenefitplans ...............
Total comprehensive income . . . .

Transfers from restricted retained earnings . . . .
Dividends on capital stock (4.23%) ..........
Stockissued ......... . ..

Balance, June 30,2005 ....................

Statements of Capital Accounts

(Unaudited)
Capital Stock— Capital Stock—
Class B—Putable Putable Retained Earnings Acc(u)rtl;ll;ll‘flted

Par Par Comprehensive Total
Shares Value Shares Value Restricted Unrestricted Total Income/(Loss) Capital
— $ — 57  $5739 $119 $ — $119 $(12) $5,846
6 636 7 689 1,325
(€Y) 14 @ (182) (296)
— (20) (20)
196 196 196
2 2
2 2
200
62 (62) — —

63 6,285  (63)  (6,285)
1 75 1 59 (134) (134) —
69 $6,882 — $ —  $181 $ — $ 181 $® $7,055
78 $7,765 — % —  $139 $ — $ 139 $ @ $7,900
10 1,046 — — 1,046
3) 251y — — (251)
— (5) (5)
168 168 168
2 2
(1) (1
(1) (1)
168
2 2 — —
170 — — (170) (170) —
87  $8725 — $ — 8137 $ —  $137 $ @ $8,858

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

(Unaudited)
Six months ended
June 30, June 30,
(In millions) 2005 2004
Cash Flows from Operating Activities:
NEt INCOME . . .ottt et e e e e e e e e e e e e e e e e e $ 168 $ 196
Adjustments to reconcile net income to net cash provided by/(used in) operating
activities:
Depreciation and amortization:
Net premiums on consolidated obligations, advances, and investments . ... .. 67 9
Net discounts on mortgage loans . ............ ..., — (1)
Concessions on consolidated obligations . .............. ... ..., 16 20
Bank premises and eqUIpmMent . ... ....... .. 2
Deferred net losses on interest rate exchange agreements ................. 2 —
Decrease in Affordable Housing Program (AHP) liability and discount on AHP
AAVANCES . .\ttt e 3) —
Increase in REFCORP liability . .. ... 7 22
Loss/(gain) due to change in net fair value adjustment on derivative and hedging
ACHIVILIES v vttt et e 16 (198)
Decrease/(increase) in trading SECUities . ... .......vuvrvnine e enennnn .. 287 (135)
Decrease in derivative asset accrued interest . ..., 18 59
Decrease in derivative liability accrued interest . . ........... ... ... i, 41 65
Increase in accrued interest receivable .. ... ... . ... (196) (25)
Increase in accrued interest payable . .......... .. . i 374 64
Decrease in Other assets ... .. ...ttt e — 32
Decrease in other liabilities . ............ . ... i (@) (18)
Non-cash interest on mandatorily redeemable capital stock ................... 1 —
Total adjustments . .. .. ... ...ttt 627 (104)
Net cash provided by operating activities ............... .. ..., 795 92
Cash Flows from Investing Activities:
Net decrease/(increase) in interest-bearing deposits inbanks ...................... 49 (288)
Net increase in Federal funds sold ........... ... ... .. . . . . i .. (5,038) (1,536)
Net (increase)/decrease in securities purchased under agreements toresell ........... (1,250) 4,250
Net increase in short-term held-to-maturity securities . ........................... (487) (209)
Purchases of long-term held-to-maturity securities .............................. (7,169) (7,552)
Maturities of long-term held-to-maturity securities .....................coven... 4,070 3,987
Principal collected on advances . .......... ... ... i 674,320 395,578
Advances made . . ... ... (686,952) (422,771)
Principal collected on mortgage loans held for portfolio .......................... 428 449
Purchases of mortgage loans held for portfolio .............. .. ... ... .......... 41) (338)
Net (increase)/decrease in deposits for mortgage loan program with other Federal Home
Loan Bank . .. ... . e 2) 10
Increase in premises and eqUIPMENt . . . .. .. ...ttt 2) —
Net cash used in investing activities . . ... ......c.c.vuiinin e .. (22,074) (28,420)
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Statements of Cash Flows

(Unaudited)
Six months ended
June 30, June 30,

(In millions) 2005 2004
Cash Flows from Financing Activities:
Net increase/(decrease) in dePOSILS . ..o vttt vttt e e e 360 (82)
Net proceeds from issuance of consolidated obligations:

Bonds ... 55,306 57,215

DISCOUNT NOES . o o oot e e e e e e 114,973 116,634
Bonds transferred from other FHLBanks . ......... ... .. .. . . ... . .. ... ... 97 30
Payments for maturing and retiring consolidated obligations:

Bonds ... (30,227)  (26,920)

DiSCOUNt NOLES . . . .ottt e e (120,019) (119,559)
Proceeds from issuance of capital stock .. ........ ... ... . 1,046 1,325
Payments for repurchase/redemption of mandatorily redeemable capital stock ........ (10) (20)
Payments for repurchase/redemption of capital stock ............................ (251) (296)

Net cash provided by financing activities ............................. 21,275 28,327
Net decrease in cash and cash equivalents ............................. (@) (D)

Cash and cash equivalents at beginning of year . ............. .. ... ... .. .. ...... 16 18
Cash and cash equivalents at end of period .......... ... ... ... ... ... ... ... $ 12 $ 17
Supplemental Disclosure:

Interest paid during the period . ............ . $ 1,793 § 786

AHP payments during the period ........... .. .. .. .. . . i 21 22

REFCORP payments during the period .......... ... ... .. .. .. .. .. .. .... 35 28

The accompanying notes are an integral part of these financial statements.
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Notes to Financial Statements
(Unaudited)

(Dollars in millions except per share amounts)

Note 1 — Summary of Significant Accounting Policies

The significant accounting policies and the financial condition and results of operations of the Federal Home
Loan Bank of San Francisco (Bank) as of December 31, 2004, are contained in the Bank’s Registration
Statement on Form 10, initially filed with the Securities and Exchange Commission under the Securities
Exchange Act of 1934 on June 30, 2005, as amended (Registration Statement). The unaudited second quarter
2005 financial statements should be read in conjunction with the Registration Statement. The interim
financial statements as of June 30, 2005, and for the six months ended June 30, 2005, and June 30, 2004, have
been prepared by the Bank and are not audited. In the opinion of the Bank, the interim financial statements
include all adjustments necessary for a fair statement of the results for the interim periods. The results of
operations for the three- and six-month periods ended June 30, 2005, are not necessarily indicative of the
results to be expected for any subsequent period or for the entire year ending December 31, 2005.

Use of Estimates. The preparation of financial statements in accordance with GAAP requires management
to make a number of judgments, estimates, and assumptions that affect the reported amounts of assets and
liabilities, the disclosure of contingent assets and liabilities, if applicable, and the reported amounts of income,
expenses, gains, and losses during the reporting period. Changes in estimates and assumptions could
potentially affect the Bank’s financial position and results of operations significantly. Although management
believes these judgments, estimates, and assumptions to be reasonably accurate, actual results may differ.

Descriptions of the significant accounting policies of the Bank are included in Note 1 to the 2004 Financial

Statements in the Bank’s Registration Statement. There have been no significant changes to these policies as
of June 30, 2005.

Reclassifications. Certain amounts in the 2004 financial statements have been reclassified to conform to the
2005 presentation. In particular, for the three and six months ended June 30, 2004, the Bank reclassified
prepayment fee income on the Statements of Income. Previously, prepayment fee income was classified as a
separate line item within other income. These amounts have been reclassified and are now included as a
separate line item in interest income for the three and six months ended June 30, 2004. As a result of this
reclassification, net interest income and other income were adjusted by $2 for the three months ended June
30, 2004, and by $4 for the six months ended June 30, 2004.
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Note 2 — Held-to-Maturity Securities
The Bank classifies the following securities as held-to-maturity because the Bank has the positive intent and

ability to hold these securities to maturity:

June 30, 2005 Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
Commercial paper $ 1,245 $ — $ — $ 1,245
Housing finance agency bonds 1,314 10 1 1,323
Subtotal 2,559 10 1 2,568
Mortgage-backed securities (MBS):
GNMA 41 — — 41
FHIL.MC 249 6 ) 254
FNMA 612 3 7 608
Non-agency 23,822 45 (152) 23,715
Total MBS 24,724 54 (160) 24,618
Total $ 27,283 $ 64 $ (@161 $ 27,186
December 31, 2004 Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
Commercial papet $ 748 $ — $ — $ 748
Housing finance agency bonds 1,470 10 1 1,479
Subtotal 2,218 10 ) 2,227
MBS:
GNMA 48 — — 48
FHLMC 297 9 ) 305
FNMA 693 4 5) 692
Non-agency 20,583 48 (140) 20,485
Total MBS 21,621 61 (152) 21,530
Total $ 23,839 $ 71 $ (153 $ 23,757
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Redemption Terms. The amortized cost and estimated fair value of certain securities by contractual
maturity and MBS as of June 30, 2005, and December 31, 2004, are shown below. Expected maturities of
certain securities and MBS will differ from contractual maturities because borrowers generally have the right

to prepay obligations without prepayment fees.

June 30, 2005 Weighted
Amortized Estimated Average
Year of Maturity Cost Fair Value  Interest Rate
Due in one year or less $ 1,245 $ 1,245 3.15%
Due after five years through ten years 38 38 3.36
Due after ten years 1,276 1,285 3.40
Subtotal 2,559 2,568 3.28
MBS:
GNMA 41 41 3.71
FHILMC 249 254 5.15
FNMA 612 608 4.39
Non-agency 23,822 23,715 4.55
Total MBS 24,724 24,618 4.55
Total $ 27,283 $ 27,186 4.43%
December 31, 2004 Weighted
Amortized Estimated Average
Year of Maturity Cost Fair Value  Interest Rate
Due in one year or less $ 748 $ 748 2.28%
Due after five years through ten years 43 43 2.31
Due after ten years 1,427 1,436 2.35
Subtotal 2,218 2,227 2.33
MBS:
GNMA 48 48 2.90
FHIL.MC 297 305 4.84
FNMA 693 692 4.23
Non-agency 20,583 20,485 4.19
Total MBS 21,621 21,530 4.20
Total $ 23,839 $ 23757 4.03%

The amortized cost of the Bank’s MBS classified as held-to-maturity included net premiums of $121 at June
30, 2005, and net premiums of $89 at December 31, 2004.
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Interest Rate Payment Terms. Interest rate payment terms for held-to-maturity securities at June 30, 2005,
and December 31, 2004, are detailed in the following table:

June 30, 2005

December 31, 2004

Amortized cost of held-to-maturity
securities other than MBS:

Fixed rate $ 1,245 $ 748
Adjustable rate 1,314 1,470
Subtotal 2,559 2,218
Amortized cost of held-to-maturity MBS:
Passthrough securities:
Fixed rate 585 670
Adjustable rate 185 209
Collateralized mortgage obligations:
Fixed rate 18,571 15,887
Adjustable rate 5,383 4,855
Subtotal 24,724 21,621
Total $ 27,283 $ 23,839

Certain MBS classified as fixed rate passthrough securities and fixed rate collateralized mortgage obligations

have an initial fixed interest rate that subsequently converts to an adjustable interest rate on a specified date.

The Bank does not own MBS that are backed by mortgage loans purchased by an FHLBank from the Bank’s

members or from the members of other FHLBanks.
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Note 3 — Advances
Redemption Terms. The Bank had advances outstanding at interest rates ranging from 1.35% to 8.75% at
June 30, 2005, and 1.13% to 8.75% at December 31, 2004, as summarized below.

June 30, 2005 December 31, 2004
Weighted Weighted
Amount Average Amount Average
Year of Maturity Outstanding  Interest Rate =~ Outstanding  Interest Rate
Due in 1 year or less $ 61,218 3.06% $ 068,350 2.14%
Due after 1 year through 2 years 58,161 3.21 44,518 2.45
Due after 2 years through 3 years 19,031 3.45 15,830 2.65
Due after 3 years through 4 years 6,289 3.85 5,664 3.62
Due after 4 years through 5 years 06,168 3.67 3,985 3.10
Due after 5 years 2,016 5.09 1,904 5.18
Subtotal 152,883 3.25% 140,251 2.42%
SFAS 133* valuation adjustments (82) )
Net premium on advances 7 8
Total § 152,808 $ 140,254

* Statement of Financial Accounting Standatds (SFAS) No. 133, Accounting for Derivative Instruments and Hedging Activities,
as amended by SFAS No. 138, Acwounting for Certain Derivative Instruments and Certain Hedging Activities, on January 1,
2001, and by SFAS No. 149, Amendment of Statement 133 on Derivative Instruments and Hedging Activities, on July 1, 2003
(together referred to as “SFAS 133”).

Security Terms. The Bank lends to member financial institutions involved in housing finance that have a
principal place of business in Arizona, California, or Nevada. The Bank is required by the Federal Home
Loan Bank Act of 1932 (FHLB Act) to obtain sufficient collateral for advances to protect against losses and
to accept as collateral for advances only certain U.S. government or government agency securities, residential
mortgage loans or MBS, other eligible real estate-related assets, cash or deposits in the Bank, and Bank capital
stock. The Bank may also accept secured small business, small farm, and small agribusiness loans as collateral
from members that qualify as community financial institutions. For additional information on secutity terms,
see Note 7 to the 2004 Financial Statements in the Bank’s Registration Statement.

Credit and Concentration Risk. The Bank’s potential credit risk from advances is concentrated in savings
institutions. As of June 30, 2005, the Bank had a concentration of advances totaling $107,967 outstanding to
3 members, representing 71% of total outstanding advances (40%, 16%, and 15%, respectively). The interest
income from advances to these members amounted to approximately $800 during the second quarter of 2005
and $1,447 during the first six months of 2005. The Bank held collateral from each of these institutions with
an estimated value in excess of their respective advances outstanding, and the Bank does not expect to incur
any credit losses on these advances. Each of these members owned more than 10% of the capital stock
outstanding as of June 30, 2005.

The Bank has never experienced any credit losses on advances to a member. The Bank has policies and
procedures in place to manage the credit risk of advances. Based on the collateral held as security for
advances, management’s credit analyses of members’ financial condition, and prior repayment history, no
allowance for losses on advances is deemed necessary by management.
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Interest Rate Payment Terms. Interest rate payment terms for advances at June 30, 2005, and December
31, 2004, are detailed below:
June 30, 2005 December 31, 2004

Par amount of advances:

Fixed rate $ 47,744 $ 68,401
Adjustable rate 105,139 71,850
Total $ 152,883 $ 140,251

Note 4 — Mortgage Loans Held for Portfolio

Under the Mortgage Partnership Finance® (MPF®) Program, the Bank may purchase qualifying mortgage
loans directly from its participating members. (“Mortgage Partnership Finance” and “MPEF” are registered
trademarks of the Federal Home Loan Bank of Chicago.) The mortgage loans represent held-for-investment
loans. Under the MPF Program, participating members originate or purchase the mortgage loans, credit-
enhance them and sell them to the Bank, and generally retain the servicing of the loans. The following table
presents information as of June 30, 2005, and December 31, 2004, on mortgage loans, all of which are
qualifying conventional, conforming fixed rate residential mortgage loans on single-family properties:

June 30, 2005 December 31, 2004
Fixed rate medium-term mortgage loans $ 2,061 $ 2,228
Fixed rate long-term mortgage loans 3,609 3,829
Premiums 21 31
Discounts (43) (53)
Total mortgage loans held for portfolio $ 5,048 $ 6,035

Medium-term loans have contractual terms of 15 years or less, and long-term loans have contractual terms of
more than 15 years.

Concentration Risk. At June 30, 2005, 75% and 16% of the mortgage loans held by the Bank were
purchased from Washington Mutual Bank and IndyMac Bank, FSB, respectively, out of the nine participating
members. Of these two members, only Washington Mutual Bank owned more than 10% of capital stock
outstanding as of June 30, 2005. No other participants in the MPF Program represented more than 10% of
the Bank’s mortgage loan portfolio at June 30, 2005.

Credit Risk. The allowance for credit losses on the mortgage loan portfolio was as follows:

Three months ended Six months ended
June 30,2005  June 30, 2004 June 30,2005  June 30, 2004
Balance, beginning of the period $ 0.4 $ 0.2 $ 0.3 $ —
Chargeoffs — — — —
Recoveties — — — —
Provision for credit losses — — 0.1 0.2
Balance, end of the period $ 0.4 $ 0.2 $ 0.4 $ 0.2

The Bank’s allowance for credit losses consists of two components. The Bank’s first component applies to

each individual loan that is specifically identified as “impaired.” A loan is considered impaired when it is

reported 90 days or more past due (nonaccrual) or when it is probable, based on current information and
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events, that the Bank will be unable to collect all principal and interest amounts due according to the
contractual terms of the mortgage loan agreement. At June 30, 2005, the Bank had 20 loans totaling $2
classified as nonaccrual or impaired. Once the Bank identifies these loans, the Bank evaluates the exposure on
these loans in excess of the first and second layer of loss protection (liquidation value of the real property
securing the loan and primary mortgage insurance). The Bank then further evaluates any exposure in excess
of these loss protection layers to determine whether the Bank’s credit loss exposure is in excess of the
available credit enhancement and supplemental mortgage insurance. If so, the Bank records an additional
provision for credit losses. As of June 30, 2005, the Bank determined that an allowance for credit losses was
not required for these loans because the amount of available credit enhancement and supplemental mortgage
insurance associated with these loans was in excess of the estimated loss exposure.

The Bank’s second component applies to loans that are not specifically identified as impaired and is based on
the Bank’s estimate of probable credit losses in the portfolio as of the financial statement date. For these
loans, the Bank evaluates the credit loss exposure and considers various observable data, such as delinquency
statistics, past performance, current performance, loan portfolio characteristics, collateral valuations, industry
data, collectibility of credit enhancements from members or from the mortgage insurer, and prevailing
economic conditions, taking into account the credit enhancement provided by the member under the terms
of each Master Commitment. As of June 30, 2005, the Bank had established an allowance for credit losses of
$0.4 for the mortgage loan portfolio.

At June 30, 2005, the Bank’s other assets included $0.3 of real estate owned resulting from foreclosure of
three mortgage loans held by the Bank.

Note 5 — Consolidated Obligations

Consolidated obligations are the joint and several obligations of the 12 Federal Home Loan Banks
(FHLBanks) and consist of consolidated obligation bonds and discount notes. Consolidated obligations are
jointly issued by the FHLBanks through the Office of Finance, which serves as their agent. In connection
with each debt issuance, each FHLBank specifies the type, term, and amount of debt it wants issued on its
behalf. The Office of Finance tracks the amount of debt issued on behalf of each FHLBank. In addition, the
Bank separately tracks and records as a liability its specific portion of consolidated obligations and is the
primary obligor for its specific portion of consolidated obligations issued. The Federal Housing Finance
Board (Finance Board) and the U.S. Secretary of the Treasury have oversight over the issuance of FHLBank
debt through the Office of Finance.
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Redemption Terms. The following is a summary of the Bank’s participation in consolidated obligation
bonds at June 30, 2005, and December 31, 2004:

June 30, 2005 December 31, 2004
Weighted Weighted
Amount Average Amount Average
Year of Maturity Outstanding  Interest Rate =~ Outstanding  Interest Rate
Due in 1 year or less $ 56,382 2.81% $ 53,402 2.17%
Due after 1 year through 2 years 56,643 3.37 45,364 2.62
Due after 2 years through 3 years 26,276 3.67 15,512 3.13
Due after 3 years through 4 years 13,648 3.68 15,455 3.39
Due after 4 years through 5 years 11,163 4.02 9,399 3.78
Due after 5 years 9,849 4.66 9,665 4.44
Index amortizing notes 12 4.61 14 4.61
Subtotal 173,973 3.37% 148,811 2.78%
Bond premiums 99 64
Bond discounts (150) (158)
SFAS 133 valuation adjustments (861) 608
Total $§ 173,061 $ 148,109

The Bank’s participation in consolidated obligation bonds outstanding includes callable bonds of $56,610 at
June 30, 2005, and $54,235 at December 31, 2004. Contemporaneous with the issuance of callable bonds, the
Bank usually enters into an interest rate swap (in which the Bank pays a variable rate and receives a fixed rate)
with a call feature that mirrors the call option embedded in the bond (a sold callable swap). The Bank had
notional amounts of interest rate exchange agreements hedging callable bonds of $45,781 at June 30, 2005,
and $53,072 at December 31, 2004. The combined sold callable swap and callable bond enable the Bank to
meet its funding needs at costs not otherwise directly attainable solely through the issuance of non-callable
debt, while effectively converting the Bank’s net payment to an adjustable rate. The Bank also uses fixed rate
callable bonds to finance fixed rate callable advances, fixed rate MBS, and fixed rate mortgage loans.

The Bank’s participation in consolidated obligation bonds was as follows:

June 30, 2005 December 31, 2004

Par amount of consolidated obligation bonds:
Non-callable $ 117,363 $ 94,576
Callable 56,610 54,235
Total par value $ 173,973 $ 148,811
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The following is a summary of the Bank’s participation in consolidated obligation bonds outstanding at June
30, 2005, and December 31, 2004, by the eatlier of the year of contractual maturity or next call date:

Earlier of Year of Contractual

Maturity or Next Call Date June 30, 2005 December 31, 2004
Due in 1 year or less $ 107,427 $ 92,655
Due after 1 year through 2 years 42,231 36,700
Due after 2 years through 3 years 12,094 5,722
Due after 3 years through 4 years 5,550 8,173
Due after 4 years through 5 years 4,138 3,003
Due after 5 years 2,521 2,544
Index amortizing notes 12 14
Total $ 173,973 $ 148,811

Interest Rate Payment Terms. Interest rate payment terms for consolidated obligations at June 30, 2005,

and December 31, 2004, are detailed in the following table:

June 30, 2005 December 31, 2004

Par amount of consolidated obligations:

Bonds:

Fixed rate $ 129,536 $ 100,682
Adjustable rate 31,848 36,627
Step-up 8,019 7,402
Fixed rate that converts to adjustable rate 1,402 1,214
Adjustable rate that converts to fixed rate 1,995 1,695
Comparative index 971 987
Zero-coupon 165 165
Inverse floating 25 25
Index amortizing notes 12 14
Total bonds, par 173,973 148,811
Discount notes, par 21,387 26,321
Total consolidated obligations, par $ 195,360 $ 175,132

Consolidated obligation discount notes are consolidated obligations issued to raise short-term funds; discount

notes have original maturities up to 360 days. These notes are issued at less than their face amount and

redeemed at par value when they mature. The Bank’s participation in consolidated obligation discount notes,

all of which are due within one year, was as follows:

June 30, 2005 December 31, 2004

Weighted Weighted

Amount Average Amount Average

Outstanding  Interest Rate Outstanding  Interest Rate

Par value $ 21,387 3.07% $ 26,321 2.08%
Discounts (124) (63)
SEAS 133 valuation adjustments (2) (1)
Total $ 21261 $ 26,257
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Note 6 — Capital

Capital Requirements. The Bank is subject to risk-based capital requirements, which must be met with
permanent capital (defined as retained earnings and Class B stock). In addition, the Bank is subject to a 5%
minimum leverage capital ratio with a 1.5 weighting factor for permanent capital, and a 4% minimum total
capital to assets ratio calculated without reference to the 1.5 weighting factor. As of June 30, 2005, and
December 31, 2004, the Bank was in compliance with these capital rules and requirements. The FHLB Act
and Finance Board regulations require that the minimum stock requirement for members must be sufficient
to enable the Bank to meet its regulatory requirements for total capital, leverage capital, and risk-based capital.
In addition, the Finance Boatd staff has indicated that mandatorily redeemable capital stock is considered
capital for regulatory purposes.

The following table shows the Bank’s compliance with the Finance Board’s capital requirements at June 30,
2005, and December 31, 2004.

Regulatory Capital Requirements

June 30, 2005 December 31, 2004
(Dollars in millions) Required Actual Required Actual
Risk-based capital $ 742 $ 8914 $ 689 $ 7,959
Total capital to assets ratio 4.00% 4.31% 4.00% 4.30%
Total capital $ 8,269 $ 8914 $ 7,399 $ 7,959
Leverage ratio 5.00% 6.47% 5.00% 6.45%
Leverage capital $ 10,336 $ 13,371 $ 9,249 $ 11,938

The Bank’s capital requirements are more fully discussed in Note 12 to the 2004 Financial Statements in the
Bank’s Registration Statement.

Mandatorily Redeemable Capital Stock. In accordance with SFAS No. 150, Accounting for Certain Financial
Instruments with Characteristics of Both Liabilities and Equity (SFAS 150), the Bank had mandatorily redeemable
capital stock from seven former members totaling $52 at June 30, 2005, of which $49 is scheduled for
redemption in 2009 and $3 is scheduled for redemption in 2010. At December 31, 2004, the Bank had
mandatorily redeemable capital stock from four former members totaling $55, which is scheduled for
redemption in 2009. These amounts included accrued interest expense (accrued stock dividends) of §1 at June
30, 2005, and $1 at December 31, 2004, and have been classified as a liability in the Statements of Condition.
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The Bank’s activity for mandatorily redeemable capital stock for the three and six months ended June 30,
2005 and 2004 was as follows.

Mandatorily Redeemable Capital Stock Activity

Three months ended Six months ended
June 30,2005  June 30, 2004 June 30,2005  June 30, 2004

Balance at beginning of the period $ 54 $ 17 $ 55 $ —
Mandatorily redeemable capital stock reclassified

from equity upon adoption of SFAS 150 — — — 18
Mandatorily redeemable capital stock reclassified

from equity during the period — — 5 2
Repurchase of mandatorily redeemable capital stock 4 17) (10) (20)
Dividends paid on mandatorily redeemable capital

stock 2 — 2 —
Balance at end of the period $ 52 $ — $§ 52 $ —

The Bank’s mandatorily redeemable capital stock is more fully discussed in Note 12 to the 2004 Financial
Statements in the Bank’s Registration Statement.

Retained Earnings and Dividend Policy. By Finance Board regulation, dividends may be paid out of
current net earnings or previously retained earnings. As required by the Finance Board, the Bank has a formal
retained earnings policy that is reviewed at least annually. The Bank’s Retained Earnings and Dividend Policy
establishes amounts to be retained in restricted retained earnings, which are not made available for dividends
in the current dividend period. The Bank may be restricted from paying dividends if the Bank is not in
compliance with any of its minimum capital requirements or if payment would cause the Bank to fail to meet
any of its minimum capital requirements. In addition, the Bank may not pay dividends if any principal or
interest due on any consolidated obligations for which the Bank is primary obligor has not been paid in full,
o, under certain circumstances, if the Bank fails to satisfy certain liquidity requirements under applicable
Finance Board regulations.

In accordance with the Retained Earnings and Dividend Policy, the Bank retains in restricted retained
earnings any cumulative net unrealized gains in earnings (net of applicable assessments) resulting from SFAS
133. Retained earnings restricted in accordance with this provision totaled $65 at June 30, 2005, and $83 at
December 31, 2004. Because the SFAS 133 cumulative net unrealized gains or losses are primarily a matter of
timing, the unrealized gains or losses will generally reverse over the remaining contractual terms to maturity,
or by the exercised call or put date, of the hedged financial instruments and associated interest rate exchange
agreements. As the cumulative net unrealized gains are reversed (by periodic net unrealized losses), the
amount of cumulative net unrealized gains decreases. The amount of retained earnings required by this
provision of the policy is therefore decreased, and that portion of the previously restricted retained earnings
becomes unrestricted and may be made available for dividends. In this case, the potential dividend payout in a
given period will be substantially the same as it would have been without the effects of SFAS 133, provided
that the cumulative net effect of SFAS 133 since inception is a net gain. The purpose of this category of
restricted retained earnings is to ensure that the Bank has sufficient retained earnings to offset future net
losses that result from the reversal of these cumulative net gains. This ensures that the future membership
base does not bear the cost of the future reversals of these unrealized gains. Although restricting retained
earnings in accordance with this provision of the policy may preserve the Bank’s ability to pay dividends, the
reversal of the cumulative net unrealized SFAS 133 gains in any given period may result in a net loss if the
reversal exceeds net earnings before the impact of SFAS 133 for that period. Also, if the net effect of SFAS
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133 since inception results in a cumulative net unrealized loss, the Bank’s other retained earnings at that time
(if any) may not be sufficient to offset the net unrealized loss. As a result, the future effects of SFAS 133 may
cause the Bank to reduce or temporarily suspend paying dividends.

In addition, in 2003 the Bank began holding other restricted retained earnings intended to protect members’
paid-in capital from an extremely adverse credit or operations risk event, an extremely adverse SFAS 133
quarterly result, or an extremely low (or negative) level of net income before the effects of SFAS 133 resulting
from an adverse interest rate environment. Effective March 31, 2005, starting with the first quarter of 2005,
the Board of Directors amended the Retained Earnings and Dividend Policy to provide for this build-up of
restricted retained earnings to reach $130 by the end of the third quarter of 2007. (Further information
regarding this policy can be found in the Bank’s Registration Statement in Note 12 to the 2004 Financial
Statements and “Management’s Discussion and Analysis of Financial Condition and Results of Operations -
Dividends.”) The retained earnings restricted in accordance with this provision totaled $72 at June 30, 2005,
and $50 at December 31, 2004.

Prior to the first quarter of 2005, the Bank also retained in restricted retained earnings the amount of advance
prepayment fees and other gains and losses related to the termination of interest rate exchange agreements
and the early retitement of consolidated obligations related to advance prepayments that would have been
reflected in future dividend periods if the advances had not been prepaid. This was based on the Bank’s
historical strategy of funding fixed rate advances with fixed rate debt. If a fixed rate advance was prepaid after
interest rates had fallen, the Bank would receive a large advance prepayment fee. If the associated debt were
also extinguished, the large loss on debt extinguishment would generally offset most of the advance
prepayment fee. However, if it were not possible to extinguish the debt, the Bank would experience an
immediate positive income impact from the up-front advance prepayment fee, but would have an ongoing
obligation to pay a high fixed rate of interest on the remaining debt until maturity. The purpose of this
category of restricted retained earnings was to ensure that the burden of any high-cost debt that was not
extinguished was not borne by the Bank’s future membership base. Retained earnings restricted in accordance
with this provision totaled $6 at December 31, 2004. Effective March 31, 2005, the Board of Directors
amended the Retained Earnings and Dividend Policy to eliminate the requirement to trestrict retained earnings
for advance prepayment fees and other gains and losses related to the termination of interest rate exchange
agreements and the early retirement of consolidated obligations related to advance prepayments. Management
determined that this requirement was no longer warranted as fixed rate advances are generally hedged with a
fixed rate interest rate swaps that creates the equivalent of floating rate advances. If a fixed rate advance is
prepaid, the fixed rate interest rate swap is also terminated. The advance prepayment fee and the gain or loss
on the termination of the interest rate swap will generally offset each other. The amount previously restricted
in accordance with this provision is now patt of the $130 build-up of restricted retained earnings discussed
above.

The Boatd of Directors may amend the Retained Earnings and Dividend Policy from time to time.

The Board of Directors may declare and pay dividends out of current net earnings or previously retained
earnings. There is no requirement that the Board of Directors declare and pay any dividend. A decision by the
Boatd of Directors to declare or not declare a dividend is a purely discretionary matter and is subject to the

requirements and restrictions of the FHLB Act and applicable Finance Board requirements.

The Bank has historically paid dividends, if declared, in stock form (except fractional shares) and intends to
continue this practice.
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Surplus Capital Stock Repurchase Policy. The Bank’s surplus capital stock repurchase policy provides for
the reduction of a member’s capital stock outstanding if a member has surplus capital stock as of the last
business day of the quarter. A member’s surplus capital stock is defined as any stock holdings in excess of
115% of the member’s minimum capital stock requirement, generally excluding stock dividends earned and
credited for the current year. As of June 30, 2005, Bank members held $220 in surplus capital stock. On the
repurchase date, the Bank recalculates the amount of stock to be repurchased to ensure that each member
continues to meet its minimum stock requirement after the stock is repurchased on the repurchase date. For
this reason, the Bank repurchased only $218 in surplus capital stock on July 29, 2005.

Excess Capital Stock. As of June 30, 2005, capital stock in excess of the minimum amount required to be
held in accordance with the Bank’s capital plan totaled $669. In addition to the repurchase of surplus capital
stock noted above, the Bank repurchased excess capital stock totaling $5 on July 29, 2005. A member may
obtain redemption of excess capital stock following a five-year redemption period, subject to certain
conditions, by providing a written redemption notice to the Bank. At its discretion, under certain conditions
the Bank may repurchase excess stock at any time before the five-year redemption period has expired. The
Bank’s capital requirements are more fully discussed in Note 12 to the 2004 Financial Statements in the
Bank’s Registration Statement.

Concentration. As of June 30, 2005, the Bank had a concentration of capital stock totaling 55 million shares
outstanding to three members, representing 64% of total capital stock outstanding (38%, 14%, and 12%,
respectively).

Note 7 — Segment Information

The Bank analyzes financial performance based on the balances and adjusted net interest income of two
operating segments, the advances-related business and the mortgage-related business, based on the Bank’s
method of internal reporting. For purposes of segment reporting, adjusted net interest income includes
interest income and expenses associated with economic hedges that are recorded in “Net gain/(loss) on
derivatives and hedging activities” in other income. It is at the adjusted net interest income level that the
Bank’s chief operating decision maker reviews and analyzes financial performance and determines the
allocation of resources to the two operating segments. Except for the interest income and expenses associated
with economic hedges, the Bank does not allocate other income, other expense, or assessments to its
operating segments.

The advances-related business consists of advances and other credit products provided to members, related
financing and hedging instruments, liquidity and other non-MBS investments associated with the Bank’s role
as a liquidity provider, and member capital. Adjusted net interest income for this segment is derived primarily
from the difference, or spread, between the yield on all assets associated with the business activities in this
segment and the cost of funding those activities, including earnings on invested member capital and the cash
flows from associated interest rate exchange agreements. The mortgage-related business consists of MBS
investments, mortgage loans acquired through the MPF Program, the consolidated obligations specifically
identified as funding those assets, and related hedging instruments. Adjusted net interest income for this
segment is derived primarily from the difference, or spread, between the yield on the MBS and mortgage
loans and the cost of the consolidated obligations funding those assets, including the cash flows from
associated interest rate exchange agreements, less the provision for credit losses on mortgage loans.

Federal Home Loan Bank of San Francisco 78 2005 Second Quarter Report



The following table presents the Bank’s adjusted net interest income by operating segment and reconciles
total adjusted net interest income to net interest income before assessments for the three and six months

ended June 30, 2005 and 2004.

Reconciliation of Adjusted Net Interest Income and Income Before Assessments

Adjusted  Net Interest

Advances- Mortgage- Net Expense on Net Other Income
Related Related Interest Economic Interest  Income/ Other Before
Business Business ~ Income Hedges* Income (Loss) Expense Assessments

Three months ended:
June 30, 2005 $ 114 $ 306 $ 150 $ 9 $ 159 $ 5 $ 20 $ 144
June 30, 2004 75 53 128 17 145 76 17 204

Six months ended:

June 30, 2005 $ 212 $ 81 $ 293 $ 25 $ 318 $ (50) $ 39 $ 229
June 30, 2004 141 89 230 34 264 36 33 267

* The Bank includes interest income and interest expense associated with economic hedges in its evaluation of financial
performance for its two operating segments. Net interest income does not include these amounts in the Statements of
Income for financial reporting purposes. Interest income and interest expense associated with economic hedges are
recorded in other income in “Net gain/(loss) on detivatives and hedging activities” on the Statements of Income.

The following table presents total assets by operating segment at June 30, 2005, and December 31, 2004:

Total Assets
Advances- Mortgage-
Related Business  Related Business Total Assets
June 30, 2005 $ 175,918 $ 30,809 $ 206,727
December 31, 2004 156,389 28,093 184,982
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Note 8 — Derivatives and Hedging Activities

Accounting for Derivative Instruments and Hedging Activities. SFAS 133 requires that all derivative
instruments be recorded on the balance sheet at their fair value. Changes in the fair value of detivatives are
recorded each period in current earnings or other comprehensive income, depending on whether a derivative
is designated as part of a hedge transaction and, if it is, the type of hedge transaction. The gains and losses on
derivative instruments that ate reported in other comprehensive income are recognized as earnings in the
periods in which earnings are affected by the variability of the cash flows of the hedged item. The gains or
losses on the ineffective portion of all hedges are recognized in current period earnings. Changes in the fair
value of a derivative instrument that does not qualify as a hedge of an asset or liability under SFAS 133 for
asset/liability management (economic hedge) are recorded each period in current earnings.

Net gains/(losses) on detivatives and hedging activities recorded in other income for the three and six
months ended June 30, 2005 and 2004, wete as follows:

Three months ended Six months ended
June 30,2005  June 30, 2004 June 30,2005  June 30, 2004

Net (losses)/gains related to fair value hedge

ineffectiveness $ @ $ 108 $ (24) $ 71
Net gains/(losses) on economic hedges 20 1 3 8
Net losses related to cash flow

ineffectiveness — — 1 —
Net interest expense on derivative

instruments used in economic hedges ) (17) (25) (34)
Net gains/(losses) on detivatives and

hedging activities $ 4 $ 90 $ @7 $ 45

As of June 30, 2005, the unrecognized net losses on derivative instruments accumulated in other
comprehensive income to be reclassified to earnings during the next 12 months is expected to be immaterial.
The maximum length of time over which the Bank is hedging its exposure to the variability in future cash
flows for forecasted transactions, excluding those forecasted transactions related to the payment of variable
interest on existing financial instruments, is less than three months.
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The following table represents outstanding notional balances and estimated fair values of the derivatives
outstanding at June 30, 2005, and December 31, 2004:

June 30, 2005 December 31, 2004
Estimated Estimated
Type of Derivative and Hedge Classification Notional ~ Fair Value Notional ~ Fair Value
Interest rate swaps:
Fair value $ 153943  $ (785) $ 140,979 $ (574
Cash flow 70 — 375 —
Economic 57,771 (12) 44,602 2
Interest rate swaptions: Economic 3,587 47 3,487 57
Interest rate caps/floors:
Fair value 11,837 40 12,987 2
Economic 70 — 50 —
Mortgage delivery commitments* 3 — 4 —
Total $ 227281  § (710) $ 202,484 $ (517
Total derivatives excluding accrued interest $ (710) $ (517)
Accrued interest, net 65 122
Net derivative balances $ (645) $ (395
Net derivative asset balances $ 18 $ 43
Net derivative liability balances (663) (438)
Net derivative balances $ (645) $ (395)

* Mottgage delivery commitments are classified as detivatives pursuant to SFAS No. 149, Amendment of Statement 133 on
Derivative Instruments and Hedging Activities SFAS 149), with changes in their fair value recorded in other income.

The fair values of embedded derivatives presented on a combined basis with the host contract and not
included in the above table are as follows:
Estimated Fair Values

of Embedded Derivatives
(In millions) June 30,2005  December 31, 2004
Host contract:
Advances $ 4 $ (3)
Non-callable bonds 23 5)
Callable bonds 1 —
Total $ 20 $ 8

Credit Risk - The Bank is subject to credit risk as a result of the risk of nonperformance by counterparties to
the derivative agreements. All derivative agreements are subject to master netting arrangements with each
counterparty to mitigate the credit risk exposure. The Bank manages counterparty credit risk through credit
analyses and collateral requirements and by following the requirements of the Bank’s risk management
policies and credit guidelines and the Finance Board’s Financial Management Policy. Based on the master
netting arrangements, its credit analyses, and the collateral requirements in place with each counterparty,
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management of the Bank does not anticipate any credit losses on its agreements, and no allowance for losses
is deemed necessary by management.

The contractual or notional amounts of interest rate exchange agreements reflect the extent of the Bank’s
involvement in particular classes of financial instruments. The Bank had notional amounts outstanding of
$227,281 at June 30, 2005, and $202,484 at December 31, 2004. The notional amount does not represent the
exposure to credit loss. The Bank is subject to credit risk relating to the nonperformance by a counterparty to
a non-exchange-traded interest rate exchange agreement. The amount potentially subject to credit loss is the
estimated cost of replacing a favorable interest rate exchange agreement if the counterparty defaults; this
amount is substantially less than the notional amount.

Maximum credit risk is defined as the estimated cost of replacing all interest rate exchange agreements the
Bank has transacted with counterparties where the Bank is in a net favorable position (has a net unrealized
gain) if the counterparties all defaulted and the related collateral proved to be of no value to the Bank. At
June 30, 2005, and December 31, 2004, the Bank’s maximum credit risk, as defined above, was estimated at
$17 and $43, respectively, including $8 and $24 of net accrued interest receivable, respectively. Accrued
interest receivables and payables and the legal right to offset assets and liabilities by counterparty (under
which amounts recognized for individual transactions may be offset against amounts recognized for other
transactions with the same counterparty) are considered in determining the maximum credit risk. The Bank
held cash, investment grade securities, and mortgage loans valued at $17 and $41 as collateral from
counterparties as of June 30, 2005, and December 31, 2004, respectively. This collateral has not been sold or
repledged. A significant number of the Bank’s interest rate exchange agreements are transacted with financial
institutions such as major banks and broker-dealers. Some of these banks and dealers or their affiliates buy,
sell, and distribute consolidated obligations. Assets pledged as collateral by the Bank to these counterparties
are more fully discussed in Note 10.

Intermediation - As an additional service to its members, the Bank enters into offsetting interest rate
exchange agreements, acting as an intermediary between exactly offsetting derivatives transactions with
members and other counterparties. This intermediation allows members indirect access to the derivatives
market. The offsetting derivatives used in intermediary activities do not receive SFAS 133 hedge accounting
treatment and are separately marked to market through earnings. The net result of the accounting for these
derivatives does not significantly affect the operating results of the Bank. These amounts are recorded in
other income and presented as “Net gain/(loss) on detivatives and hedging activities.”

Derivatives in which the Bank is an intermediary may arise when the Bank (1) enters into derivatives with
members and offsetting derivatives with other counterparties to meet the needs of its members, and (2)
enters into derivatives to offset the economic effect of other derivatives that are no longer designated to
either advances, investments, or consolidated obligations. The notional principal of interest rate exchange
agreements arising from the Bank entering into derivatives with members and offsetting derivatives with
other counterparties was $1,550 at June 30, 2005, and $1,570 at December 31, 2004. The notional amount of
interest rate exchange agreements that are derivatives to offset the economic effect of other derivatives that
were no longer designated to either advances, investments, or consolidated obligations was $130 at June 30,
2005, and $290 at December 31, 2004.

Note 9 — Estimated Fair Values

The following estimated fair value amounts have been determined by the Bank using available market
information and the Bank’s best judgment of appropriate valuation methods. These estimates are based on
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pertinent information available to the Bank as of June 30, 2005, and December 31, 2004. Although the Bank
uses its best judgment in estimating the fair value of these financial instruments, there are inherent limitations
in any estimation technique or valuation methodology. For example, because an active secondary market does
not exist for a portion of the Bank’s financial instruments, in certain cases fair values are not subject to
precise quantification or verification and may change as economic and market factors and evaluation of those
factors change. Therefore, these estimated fair values are not necessarily indicative of the amounts that would
be realized in current market transactions. The fair value summary tables do not represent an estimate of the
overall market value of the Bank as a going concern, which would take into account future business
opportunities. The estimated fair values of the Bank’s financial instruments are more fully discussed in Note
16 to the 2004 Financial Statements in the Bank’s Registration Statement.

The estimated fair values of the Bank’s financial instruments at June 30, 2005, and December 31, 2004, were
as follows:

Fair Value of Financial Instruments — June 30, 2005

Carrying Net Unrealized Estimated
Value Gains/ (Losses) Fair Value
Assets
Cash and due from banks $ 12 $ — $ 12
Interest-bearing deposits in banks 5,202 — 5,202
Securities purchased under agreements to resell 1,250 _ 1,250
Federal funds sold 13,499 — 13,499
Trading securities 315 — 315
Held-to-maturity securities 27,283 97) 27,186
Advances 152,808 110 152,918
Mortgage loans held for portfolio, net of allowance for
credit losses on mortgage loans 5,648 16 5,664
Accrued interest receivable 594 — 594
Derivative assets 18 — 18
Other assets 98 (61) 37
Total $ 206,727 $ (32) $ 206,695
Liabilities
Deposits $ 1,295 $ — $ 1,295
Consolidated obligations:
Bonds 173,061 100 172,961
Discount notes 21,261 8 21,253
Mandatorily redeemable capital stock 52 — 52
Accrued interest payable 1,183 — 1,183
Derivative liabilities 663 — 663
Other liabilities 354 — 354
Total $ 197,869 $ 108 $ 197,761
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Fair Value of Financial Instruments — December 31, 2004

Carrying Net Unrealized Estimated
Value Gains/ (Losses) Fair Value
Assets
Cash and due from banks $ 16 $ — $ 16
Interest-bearing deposits in banks 5,251 — 5,251
Federal funds sold 8,461 — 8,461
Trading securities 602 — 602
Held-to-maturity securities 23,839 (82) 23,757
Advances 140,254 39 140,293
Mortgage loans held for portfolio, net of allowance for
credit losses on mortgage loans 6,035 2 6,033
Accrued interest receivable 398 — 398
Derivative assets 43 — 43
Other assets 83 (52) 31
Total $ 184,982 $ 97) $ 184,885
Liabilities
Deposits $ 935 $ — $ 935
Consolidated obligations:
Bonds 148,109 56 148,053
Discount notes 26,257 8 26,249
Mandatorily redeemable capital stock 55 — 55
Accrued interest payable 809 — 809
Derivative liabilities 438 — 438
Other liabilities 479 — 479
Total $ 177,082 $ 64 $ 177,018

Note 10 — Commitments and Contingencies

All FHLBanks have joint and several liability for all FHL.Bank consolidated obligations. The joint and several
liability regulation of the Finance Board authorizes the Finance Board to require any FHLBank to repay all or
a portion of the principal or interest on consolidated obligations for which another FHLBank is the primary
obligor. The Bank has never been asked or required to repay the principal or interest on any consolidated
obligation on behalf of another FHLBank. The par amount of the outstanding consolidated obligations of all
12 FHLBanks was $908,305 at June 30, 2005, and $869,242 at December 31, 2004. The par value of the
Bank’s participation in consolidated obligations was $195,360 at June 30, 2005, and $175,132 at December 31,
2004. The Bank’s joint and several liability for FHL.Bank consolidated obligations is more fully discussed in
Note 18 to the 2004 Financial Statements in the Bank’s Registration Statement.

Commitments that legally obligate the Bank for additional advances totaled $2,044 at June 30, 2005, and
$1,162 at December 31, 2004. Commitments are generally for petiods up to 12 months. Based on
management’s credit analyses of members’ financial condition and collateral requirements, no allowance for
losses is deemed necessary by management on these advance commitments. Advances funded under these
advance commitments are fully collateralized at the time of funding (see Note 3). The estimated fair value of
commitments was immaterial to the balance sheet as of June 30, 2005, and December 31, 2004.

Federal Home Loan Bank of San Francisco 84 2005 Second Quarter Report



Commitments that unconditionally obligate the Bank to purchase mortgage loans totaled $3 at June 30, 2005,
and $4 at December 31, 2004. Commitments are generally for periods not to exceed 45 business days. In
accordance with SFAS 149, commitments entered after June 30, 2003, were recorded as derivatives at their

fair value through the settlement date of the commitment.

The Bank executes interest rate exchange agreements with major banks and broker-dealers that have long-
term credit ratings of single-A or better from both Standard & Poor’s and Moody’s Investors Service. The
Bank also executes interest rate exchange agreements with its members. The Bank enters into master
agreements with netting provisions and bilateral security agreements with all counterparties and requires all
member counterparties to fully collateralize their net credit exposure. As of June 30, 2005, and December 31,
2004, the Bank had pledged as collateral securities with a fair value of $415 and $243, respectively, to broker-
dealers that had a net credit risk exposure to the Bank related to interest rate exchange agreements.

The Bank may be subject to various pending legal proceedings arising in the normal course of business. After
consultation with legal counsel, management does not anticipate that the ultimate liability, if any, arising out
of these matters will have a material effect on the Bank’s financial condition or results of operations.

The Bank had committed to the issuance of $3,150 of consolidated obligations at June 30, 2005. The Bank
had committed to the issuance of $960 of consolidated obligations at December 31, 2004.

The Bank entered into $4,830 of notional amount of interest rate exchange agreements that had traded but
not yet settled at June 30, 2005. The Bank entered into $900 of notional amount of interest rate exchange

agreements that had traded but not yet settled at December 31, 2004.

In June 2005, the Bank entered into an amendment to its operating lease for office space at 600 California

Street in San Francisco, California. This amendment provides for an extension of the original lease term for a
period of approximately 11 years through June 30, 2020, and a renewal option term to extend the term of the
lease for an additional five years. The monthly base rent for the extension term shall be at ninety-five percent

(95%) of the fair market rent at the commencement of the extension term.

Other commitments and contingencies are discussed in Notes 3, 4, 5, 6, and 8.

Note 11 — Other

The table below discloses the categories included in operating expense.

Three months ended

Six months ended

June 30, 2005

June 30, 2004

June 30,2005  June 30, 2004

Compensation and benefits $ 10 $ 9 $ 20 $ 19
Professional and contract services 4 3 7 4
Other 4 3 7 6
Total operating expense $ 18 $ 15 $ 34 $ 29
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The table below discloses the Affordable Housing Program (AHP) liability balances.

Three months ended Six months ended
June 30,2005  June 30, 2004 June 30,2005  June 30, 2004
Balance, beginning of the period $ 126 $ 126 $ 132 $ 135
AHP assessments 12 17 19 22
AHP subsidy payments 8) 8) 21) (22)
Balance, end of the period $ 130 $ 135 $ 130 $ 135

Note 12 — Transactions with Members

Transactions with Members. The Bank is a cooperative whose member institutions own the capital stock
of the Bank and may receive dividends on their investments. In addition, certain former members that still
have outstanding transactions are also required to maintain their investment in the Bank’s capital stock until
the transactions mature or are paid off and the capital stock is redeemed following the five-year redemption
period for capital stock, in accordance with the Bank’s capital requirements (see Note 12 to the 2004
Financial Statements in the Bank’s Registration Statement for further information).

All advances ate issued to members, and all mortgage loans held for portfolio are purchased from members.
The Bank also maintains deposit accounts for members primarily to facilitate settlement activities that are
directly related to advances and mortgage loan purchases. All transactions with members and their affiliates
are entered into in the normal course of business. In instances where the member ot an affiliate of the
member has an officer or director who is a director of the Bank, transactions with the member or affiliate are
subject to the same eligibility and credit criteria, as well as the same conditions, as transactions with all other
members, in accordance with Finance Board regulations.

In addition, the Bank has investments in Federal funds sold, interest-bearing deposits, commercial paper, and
MBS with members or their affiliates. All investments are transacted at market prices and MBS are purchased
through securities brokers or dealers. As an additional service to its members, the Bank enters into offsetting
interest rate exchange agreements, acting as an intermediary between exactly offsetting derivative transactions
with members and other counterparties. These transactions are also executed at market rates.

The following tables set forth information at the dates and for the periods indicated with respect to the

Bank’s transactions with members and their affiliates and former members and their affiliates with
outstanding transactions:
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June 30, 2005

December 31, 2004

Assets:
Interest-bearing deposits in banks $ 362 $ —
Federal funds sold 3,247 608
Held-to-maturity securities* 6,338 5,022
Advances 152,808 140,254
Mortgage loans held for portfolio 5,048 6,035
Accrued interest receivable 476 315
Derivative assets 17 25
Total $ 168,896 $ 152,259
Liabilities:
Deposits $ 1,295 $ 935
Derivative liabilities 29 23
Total $ 1,324 $ 958
Notional amount of detivatives $ 21,152 $ 20,452
Letters of credit 789 783

* Held-to-maturity securities include MBS issued by and/or putrchased from the Bank’s members or their affiliates.

Three months ended

June 30, 2005

June 30, 2004

Six months ended
June 30, 2004

June 30, 2005

Interest Income:

Interest-bearing deposits in banks $ 4 $ 2 $ 6 $ 3
Federal funds sold 22 3 33 7
Held-to-maturity securities 61 43 120 82
Advances* 1,161 351 2,079 661
Prepayment fees on advances — 2 — 4
Mortgage loans held for portfolio 69 82 144 160
Total $ 1,317 $ 483 $ 2,382 $ 917
Interest Expense:
Deposits $ 5 $ 1 $ 7 $ 2
Consolidated obligations* (15) (46) (29) (94)
Total $ @10 $ @45 $ (22 $ (92
Other Income:
Net gain/ (loss) on detivatives and hedging
activities $ 37 $ (©7) $ (13 $ (62
Fees earned on letters of credit — — — 1
Total $ 37 $  (©7) $ (13 $ (01

* Includes the effect of associated derivatives with members and their affiliates.

Transactions with Certain Members. The following tables set forth information at the dates and for the

periods indicated with respect to transactions with (i) members and former members holding more than 10%

of the outstanding shares of the Bank’s capital stock at each respective period end, (if) members or former

members with a representative serving on the Bank’s Board of Directors at any time during the year ended on
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the respective dates or during the respective periods, and (iii) affiliates of the foregoing members or former

members.
June 30, 2005 December 31, 2004

Assets:
Interest-bearing deposits in banks $ 125 $ —
Federal funds sold 1,329 608
Held-to-maturity securities* 2,360 2,525
Advances 113,753 106,433
Mortgage loans held for portfolio 4,459 4,744
Accrued interest receivable 390 246
Derivative assets 1 10
Total $ 122,417 $ 114,566

Liabilities:

Deposits $ 18 $ 45
Notional amount of derivatives $ 11,425 $ 11,006
Letters of credit 199 226

* Held-to-maturity securities include MBS securities issued by and/or putchased from the foregoing Bank members or
their affiliates.

Three months ended Six months ended
June 30,2005  June 30, 2004 June 30,2005  June 30, 2004

Interest Income:
Interest-bearing deposits in banks $ 2 $ — $ 2 $ 1
Federal funds sold 3 — 5 —
Held-to-maturity securities 25 24 53 46
Advances* 844 295 1,530 543
Prepayment fees on advances — 1 — 1
Mortgage loans held for portfolio 56 63 113 128

Total $ 930 $ 383 $ 1,703 $ 719
Interest Expense:
Consolidated obligations* $ 0 $§ @1 $ (15 $ 43
Other Income:
Net gain/(loss) on detivatives and hedging

activities $ 20 $ (20 $ (0) $ 19

* Includes the effect of associated detivatives with the foregoing members or their affiliates.
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