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Proposød Rule Exces Stock Rest ictions and Retained
Earnings Requirement for the Fesicral

Deai r or Madam:

The Federal Home Loan Bank
the Proposed Rule

Retained ngs i
publ i shed on March 15,

1 Housing inance

("Bank") is pleased to
"Excess Stock Restriceions and

Home Loan
06 in Federal Register by the

("FHFB")

of Chi

s "

Tl Proposed Rule restricts the amount excess to held
by Federal Home Bank ("FHJ ") proposingal new
provisions First, a FHLB would be ii i ted from selling stock
to it that would be excess stock at e ime of the
ale. , the Proposed Rule 1 ts the aggregate am01 t f
excess SLOL that be ing at a to 1% of the
FHLB iS 1 assets. Fin~ lly, the Proposed Rule prohibits a
rom or ying stock dividend The FBFB specif cally

requested comments on whether the proposed prohibition the
issuance t.k di was nec ssary given overal imit
on outstanding s seock t is being

Bank believes t the Proposed Rule should be modified
to limi te the prohibitions the sale excess k and the
declarationf stock Given the FHFB's proposed cap of
1% of t assets for outstanding excess ~tock at a FHLB, the
FHFB w 11 achieve its objective in limiting the amount 0 excess
stock and, hus thes~ additional prohibitions are unnecessary
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By 'oh biting sal f any s ck, the FHFB
eliminates the flexibil. y members to plan for futuri
borrowings. A member may wish to ensure that it stock
requirements are satisfied prior t taking out an advance.
Without the ability purchase tock, which would be excess at
the t. bu t ¡ when the advance made, the

woul required to wait until t day it wants to borrow
to ensure that it; stock requirements were before it iuld l
able to obtain a v nc This could lead to delays in the
member obtaining the advance.

The prohibition on declaration stock dividends would
lower the tax adjusted vi returns to the Bank's members.
Historically, the Bank has provided it members wi di vidend
~ t which were L t. with comparable short term
investments The B d many of t 1 othe FHLB i S have utilized
stock dividends to enhance member returns. Bank t k result

a stock d vidend is held on a tax-deferred basis by members.
A member does not taxei on the ncome t t stock dividend
represents until tho t is redeemed for cash This tax
deferred t mi t dOPD not apply to di

Since the 1 of stock and the ssuance of stock
dividends would be subject t the FHFB's 1% limit on excess
stock, each FHLB should be able to manage the le of excess
stock i vidends, as long as such or dividend
would ot cause the FHI to 1 the 1 excess stock
limi tation. Therefore, Bank requests that the prohibitions
on the sale of t and the declaration stock
dividends be 81iminated the r Rule.

t

The
have

Thank you for ehe
nk would b

t ion or

i ty to comment
answer any quest

comment letter or de
comments t would be helpful

o on this p 1
s your staff may

such dd tional

Sincerely yours,

~~ --~
Peter Gutzmer
Executive Vice President
General Counsel &
Corporate Secretary
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