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May 10,2006 

Federal Housing Flnmcc Board 
1625 Eye St NW 
Wash~n.gton DC 20006 

Attention- Public Co~nmcnts 
Federal Housing Flnance Boar-d Proposed Rule- Excess Stock Restnctlons and 
Retaincd Earnings Requlrernmls for the Fedcral Home Loan Banks 
R I N  # 3069-AB30 
Docket Nurnbcr 2006-03 

T;(c '4. r ,  re,, 3 EJ &-:*9~ lSl~l.ll 
OG ~ J T J . W ~ , ~ * ~  = IS a member of the Federal Home Loan Bank of C t ~ ~ c ~ m a t i  and the Ohlo 

Bankers Leapc .  Our inslltution relies on the Cinannati Bank for servlces and also for a 
rensonable retun1 on the investlnmt we malntan In Class B stock We are deeply 
concerned that the proposed rule IS at best unnecessary, and pote~ltially very damngng to 
the Cinc~nnati Bank, its mission and our a b ~ l ~ t y  to serve our customers. For the reasons 
which wc describe In greater dctall below, we respectfully urge the Fcderal H o m ~ n g  
Finance Board (FFIFB) to wtthdraw the proposed rule for further considcratlon. 

T h c  proposed rulc can bc reduced lo four m a n  rcqulrements. The proposed will 1) Llmit 
h e  amount of stock the Fedcral Home Loan Banks may carry. In spite of the fact ~liat i t  IS 

cons~dercd permanent cap~tal under fcdcral law1, 2) P r e s a ~ b e  a mlmmum amount of 
retaincd enrmngs, and do~ng, so in a way that dlscnminntcs aga:nsl and discourages 
advance borrowings and the succes~ful mortgage purchase programs of the Clnclmab 
Bank; 3) Ltrnit the paynent of dlvldcnds; and 4) Prccludc the payment of stock 
dlvldends, wen  though Fcderal law delegates that decis~oll to the local banks. These 
requirements wlll be applicd in a ngid, one-sizc-fits-all format, ~rrespectivc of the 
rmportant dlffercnces among the vanous Home Loan Banks. l a e n  all four requirements 
are read togcther however, it I S  the ~nescapablc conclusion that thc FHFB has a goal of 
shnnklng all of the FHL Banks and programs, ~nc lud~ng  the Bank in Cinc~nnat~.  

The Proposed Rule WJII Efzmznate the Cinclnnall Bartk 's 1701untarv Housrrre ?I-oerams 
and G r e n f l ~  Dimrnrsh orher Marzdatonl HousrngPi-oarams 
Llke a11 other Home Loan Banks, the Clnc~nnatl bank has a strong commlbnent to 
affordable hous~ng programs The successful Affordable Housing Program, whch has 
helped nearly 35,000 households In the C~ncinnnti Distnct 1s funded through a 10 percent 
set aside of net canlings This pool of funding wtll bc reduced as profits are reduced 
Gwen the uncertainly over future retamed earnlngs requ~remcnls and lnandatory cap~tal 
reductions, the Cil~cinnati board ofdlrectors temporarily suspended two voluntary 
hous~ng prog-ams, the New Neighbors and Amencan Dream Hoincowncrship Challenge. 
The Ncw Ne~gllLors h n d  for humcanc vlctims and the Amencan Drcam 
Homcowl~ershlp Challenge for mlnonty and special-necds homebuyers have been uscd 

I A11 of  Ihc stock of the C~nclnnatl Bnnk IS Class R stock, w h ~ c h  contalns n five year call opt~on. 



CITIZENS NATIONAL PAGE 03/04 

successfully by Ohio banks to hclp our commun~ties. If the Clnclnnsti Bank 13 forced to 
shnnk capttal to comply with the proposed n ~ l e ,  resulting In declii-ring profits, ~t w11l 
naturally follow that less f u i ~ d ~ n g  w ~ l l  be available for these successhl houslng programs 

For the Cirtcrnnalr Bo~zlc. New Rules E,~acted In tile Name ofsafe& & Soundnes~ are 
Slrnplv l V ~ t  Arecessarv, and Could &sen be Ha~mful  
Tne Clncinnatl Bank 1s a conservatlve, well managed institution that m a ~ n t a n s  the 
h~$est posslble rating with both Moody's and Standard & Poor's Our FHL Bal~k is 
well-captal~zed, successfully opcratlng under a capital plan the FHFB approved In 2 0 0 2 ~  
Wc cannot speak for the other FML Banks, but the new rules you propose in the name of 
safety and soundness are unnecessary for our Federal Home Lorn Bank Worse, we 
bclieve if the proposed rule is enacted in ~ t s  current form, the ratrng 01 the Cincinnati 
FHL Bank will bc lowered. 

The rahnp of the Clncmnat~ Bank will Iikcly be lowered for three reasons First, because 
excess capltal must be rcdeemcd under your proposal, the Cinc~nnat~ FHLB wlll havc less 
total cap~tal under the proposed rule Tt is not relevant to the markets or the rattng 
agenaes that the FHL Bank's cap~tal account may have a hlgher pacentage of retmned 
eanungs Second, less capital will result in reduced scrvlces to m y  inshtution For 
example, because the rule requtres addll~onal capital for non-advmce assets, the FHLB 
may have to tcrmlnate or rcduce mortgage purchase programs. Additionally, thc 
Cincinnatl bank may not havc the liquidity or f lcx~b~li ty  to be able to contlnue offenng 
sane day advances Thus, ~f semces are reduced and dlvldcnds are slashed and lnadc 
taxable as a result of the propo~ed rule, many of the shareholders will ~nevital~ly chose to 
redeem additional stock, agaln lowering ovcrall cap~tal. While thls cannot bc 
charactenzed a,s a mn on the Bank's capital account, we find ~t iron~c that prevcnt~ng 
accelerated rcdernptions in tlmcs of stress is one ofthe stated reasons jut t l l j~ng thc 
proposed rule Yct an accelerated rcdernptlon is called for by redeem~ng Excess Stock 
wlthln 60 days of enactment of t h ~ s  proposcd regulation 

FinalIy, whether it IS a pol~cy goal or not, tl.11~ rule will reduce I~quidity Contrary to the 
Rase1 cap~tal debate for banks and thnfts, thc Fedc~al Home Loan Banks w11 be requlred 
to hold the samc cap~tal to support cash and read~ly marketable sccuritics as for o thn  
rnisslon-rclated assets Givcn the scarclly of capltal, it will sunply be toe cxpens~ve to 
rnaii~ta~n ]nore than the absolute lnin~rnum amount of liquid~ty 

TIC Pro-~osed Rule will D r o ~ e r  Additlonu1 Taxes for the Federal Home Loan Bank 
Members 
The proposed rule will undermine the careful tax planning of all of the Federal Home 
Loail Balks F~rs t ,  and most dn-ectly our bank believes it IS 111 the best ~ntcrest of both tlie 
Clnclnnati FHL Bank and the shareholders lo Issue stock dividends whenevcr feasible 
This policy not only perrn~ts [lie Cincinnatl FHL Bauk to retam the capltal to support our 
housing and advallcc progalns, hut also pelmlts FHLB shareholders to defer any 

For several reasons. thc proposed n ~ l e  will lilt thc C~ncinnali bank harder than thc other FHL bmlks One 
of chose reasons is that the proposal does not count cooperative capital Slnce cooperollve capital benefits 
all of thc C~ncinnali bank's sl~ortholders, t h a ~  should be cons~dercd as a posihvc psrt af core capital 



CITIZENS NATIONAL 
PAGE 04/04 

taxation, as compared to regular d~v~dends,  whlcll are i~nmediatcly taxable Second, ~f 
adopled in ~ t s  current form the rule will requlre the Ctnclnnatr FHL Bank to redeem 
excess capital as dcfined in the rule for cash withln 60 days. This forced redcmpt~on will 
also force banks and thnfrs to rcal~ze taxablc galns and will have an adverse tax ~lnpact 
on my bank. 

T h c  tragedy of this is that ~t wlll put banks and thnh yet again at a c.ompetrhvc 
d~sndvantage to credit unlons If divtdends arc required to be ~ssued In cash, credit miion 
mcn~bers do not have to pay taxes on the galns, but banks md thr~fts will Tllis w ~ l l  be yet 
another blow to the comlnunlty banks that arc the primmy constituents of t he  Federal 
Home Loan Banks 

For these rcasons, a* a shareholder of t h e  C~ncmnati Bonk, we respectfully request that 
you withdraw the Proposed Rule 


