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MPF® Risk & Reward
Understanding the MPF® Program 
Credit Enhancement Obligation & Fee

Chris Endicott MPF Member Operations Manager
Dave Davis MPF Account Manager
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Loan Presentment

• Loan Presentment Purpose
– The process of entering loan data from the loan 

application and transmittal summary
– The process of determining the amount of Loan 

Level Credit Enhancement

• Entering data is done electronically on eMPF® 

(www.fhlb-mpf.com)
– Loan Presentment Form – via eMPF
– Batch Presentment – via eMPF

Purpose and Data Transfer
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Loan Presentment - eMPF

Loan Level Credit Enhancement
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This is called the Loan Level Credit 
Enhancement (LLCE)

Loan Level Credit Enhancement

• Data from the Loan Presentment Form is 
transferred into an industry risk model.
– System assesses probability and severity of loss
– System calculates a percentage of the loan amount 

needed to credit enhance the loan to “AA” rated 
equivalent.

Loan Level Credit Enhancement

This $1,519.88 is the Loan Level 
Credit Enhancement (LLCE) 
amount
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The Credit Enhancement Obligation
“Sharing in the Credit Risk”

• Each loan is presented individually 
on the Loan Presentment Form 

• The amount of the LLCE is calculated on loan

• Once loan is sold into the Program, each LLCE 
becomes part of the overall CE Obligation

• The LLCE is loan specific

• The CE Obligation is Master Commitment (MC) 
specific

Credit Enhancement Obligation

LLCE

LLCE

LLCE

+

+

LLCE & the Credit Enhancement Obligation
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Active Master Commitment Summary

• CE Obligation is the maximum amount of 
loss coverage you are responsible for in 
the event losses from your MC cannot be 
covered by:
– Home Owner Equity
– Primary Mortgage Insurance, (if applicable)
– FHLBank’s First Loss Account (FLA)

• The Hierarchy of Loss structure is a key 
part of the Risk/Reward concept of the MPF 
Program

What does having a CE Obligation mean?
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Hierarchy of Loss

Homeowner Equity

Primary Mortgage Insurance

First Loss Account (FLA)
Per annum calculation of 4 bps of unpaid 

principal of loans in MC

Designed to cover normal and expected losses

Member CE Obligation

FHLBank Topeka

Credit Risk Sharing Structure

FHLBank

PFI CE 
Obligation

FLA

Primary MI

EquityOriginal MPF Product
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FHLBank Topeka Fundings vs. Losses

• As of September 30th, 2008
– Total number of loans: 46,360
– Gross fundings: $6 billion
– Number of loan losses: 41
– FLA coverage: $482,581 
– CE Obligation coverage: $23,073

Why take on the CE Obligation?

• No Guarantee Fees
• No risk–based pricing
• You control your exposure
• Credit Enhancement Fee income
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• CE Obligation is a contingent liability
– Contingent upon losses not covered by 

homeowner equity, PMI or FLA
• Soft dollar; off-balance sheet item
• FHLBank does not collect money to fund 

obligation
• Other liabilities – event driven
• Your share of the credit risk

CE Obligation = Contingent Liability

The Credit Enhancement Fee
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Credit Enhancement Fee

• Revenue stream paid to PFI for sharing in the 
credit risk on loans sold into the MPF Program
– Up to 10 bps per annum of the unpaid principal 

balance, paid monthly
• CE Fee income is guaranteed

• Calculation
– Based on Unpaid Principal Balance (UPB) each month

• CE Fee = 10 bps
• UPB = $10 million
• 10,000,000.00 x .0010/12 = $833.33/monthly income

• Where to find it
– Pool Detail Report

• eMPF “Reports”
– CE Fee
– Cumulative CE Fee

Credit Enhancement Fee

This is a real future income stream for your institution 
and should be considered when determining where 
loans will be sold.
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Pool Detail Report

• Rule of Thumb
– However many $$$ millions you produce annually 

roughly translates into that many in $$$ thousands 
paid to you

• More than $14 million paid out to PFIs since 
2004.

Credit Enhancement Fee: Review
• Up to 10 bps annually, paid monthly
• Income above and beyond:

– Transaction price proceeds 
– SRP
– Servicing income
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Pricing

• Risk-based pricing
– Most standard secondary market investors provide 

you a base price, then have certain loan level 
adjustments or “dings” depending upon:

• Type of loan – C/O refinance, refinance
• Type of property – manufactured home, 3-4 unit O/O
• Loan Statistics – LTV, Credit Score

• MPF pricing
– MPF Program pricing does not adjust regardless of 

the type of loan you are selling into the Program 
(excluding term or remittance)

• The only adjustments you may find will occur in the LLCE

Risk-based Pricing vs. MPF Pricing
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MPF Pricing and Income (all-in execution)

All-in Execution

Asset Price & SRP*

Servicing Fee*

Float*

CE Fee

Dividend

Asset Price (plus SRP if sold service-released)

Servicing Fee (if sold service-retained)

Float (if remittance is once per month)

Credit Enhancement Fee
(risk/reward annuity; unique to MPF Program)

Dividend - FHLBank member benefit

Agency Loan Level Price Adjusters are putting a 
pricing stranglehold on the industry.

0.500 – 1.0002-4 Units

Cash Out

LTV/FICO

Adverse Market

Sample Agency
Price Adjustments

0.500 – 0.750

0.250 – 2.750

0.250

0.0002-4 Units

Cash Out

LTV/FICO

Adverse Market

FHLBank MPF®

Price Adjusters

0.000

0.000

0.000

Loan Level Price Adjustment Comparison
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Pricing Comparison

Accounting for the 
CE Obligation
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MPF Accounting Manual
• Provides assistance for PFIs in complying with 

accounting/regulatory requirements 
• Developed by Wilary Winn

– Industry experts in secondary market accounting/regulatory 
requirements

• The Loan Process
– Provides info to determine investment quality of loan

• Loan Presentment
– Process of inputting loan information to determine LLCE

• LLCE
– Amount of enhancement needed to bring loan up to “AA” 

investment-quality equivalent

• CE Obligation
– Your share of credit risk - sum of all LLCEs from loans 

sold by MC (minus FLA for MPF 125 & MPF 100)

Summary
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• Hierarchy of Loss
– Levels of loss coverage unique to the MPF Program

• CE Fee:
– Payment you receive for sharing in the credit risk with 

the FHLBank

• Risk-based Pricing:
– Pricing which fluctuates depending upon individual loan 

factors including LTV, FICO and loan type

Summary

Upcoming Risk/Reward Presentation

• Our next full version of the Risk/Reward 
presentation will be held:

– Wednesday, November 5th

• 2:00 to 3:00 p.m. CT

– You may register by emailing:
• Mpfmail@fhlbtopeka.com
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Thank You

Questions?

MPF, Mortgage Partnership Finance, the MPF Logo and eMPF are 
registered trademarks of the Federal Home Loan Bank of Chicago


