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T Inrerim Final Policy Statement on Covered Bonds — Requesr for Commenes
Dear Mr. Feldman:

On Apnl 15, 2008, the Federal Deposit Insurance Corporadon adopred an interim final policy
staternent titled “Covered Bond Policy Statement” (Policy Statement) and solicited public comment
on, among other wopics, the FDIC S reatment of “secured liabilines™ of depository insartions for
deposit insurance assessment and other purposes. In particular, the FDIC asked “whether an
insdtution's pereentage of secured labilices o total liabilites should be factored into an insttution's
insurance assessment rate of whether the total secured habilites should be included in the
assessment base™ and “wherher .., there should - .. be an overall cap for secured kabilies.™

The Federal Home Loan Bank of Adanea appreciates cthe opportunity to address the important
igsues raised by this request for commenrs,

While the Policy Seatement did not spedifically refer to Federal Home Loan Bank (FHLBank)
advances, we are concerned thar the reem “secured habilines™ may be deemed o encompass such
secured loang, IF so, we believe thar penalizing the use of FHLBank advances, or placing an
arbitrary cap on their use, would not be consistent with Congressional intent or with sound pubbe

policy, espectally in light of the current demand for enhanced liquidicy in the credit markets.

FHLBank advances serve as a consistent, rehable source of ligudity for FHLBank member financial
msrmtons. In 2007 FHLBank advances increased 36.0 percent to $875 billion, and advances
increased further ro 8913 billion by the end of the fiest quarter 2008 — indicating that the FHLBanks
are playing a vital role in J][L".'J:lung the current shortage of liquidity in the mortgage markees.
Limniting or penalizing the use of FHLBank funding 13 inconsistent with the current efforrs of the
Administration, Congress, and the Federal Reserve ro restore liguidity and bolster confidence in the
MOTEagEe Sector.

\ policy that discourages borrowing from the FHLBanks would be counterproductive to reducing
rhe nisk of falare of FIIC-insared insdrunons and could, in facr, increase the risks of sech falures,
FHLBank advances are commonly used for lquidity purposes, and advances help FHLBank
membiers manage nterest-rate nisk and fund koan geowth, 1 the use of FHELBank advances is
disenuraged, FHI Bank members may be forced 1o seck alternative, often more costly and volatde
sorees of funding, therchby reducing profitabilicy and increasing liquidity nsk,
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W thenk the D should consider the rmrq;mi.nl unintended eonseguences of its acoons if it were
o cip the amount of FHLBank advances available to insured depository insdmtons. To the extent
that a particular instrution were close 1o such a cap, and it had need of additenal liuidicy in a enists,
such a cap would prevent an FHLBank from supplying liquidity 1o such an insomtion with adequate
collateral. Thus, we believe that the imposition of a cap could increase the Lkelihood thar the
institunon would default and, instead of decreasing the costs to the FDIC, could increase the coss
o the FDIC,

y pobicy thar discourages the use of FHI Bank advances by imposing higher deposit insurance
premams on institutions based on their use of FHLBank advances, or thar hmirs the amount of
advances that they can use, would be contrary o the inrent of Congress in ¢stablishing the
FHLBanks, in up:mnﬂl THILBank mn:mershlp o commercial banks as part of FIRREA, and more
recently, in adopting the Gramm-Leach-Bliley Act, which expanded small banks’ access to advances.
When the FDIC inidated its risk-based deposit insurance assessment rulemaking, a similas question
arpse as to the reatment of FHLBank advances, On a bi-partisan basis, both the House and Senare
scrongly expressed eoncern that the FDICs development and implementanon of a osk-based
insurance assessment systeim would have a negative effect on the cost of homeownership or
communiry credit if higher premivms were imposed on insotutions using FHLBank advances. (See
the House Budget Comminee eepost on the Deficn Reducnon Act of 2005 (Movember 7, 2003) and
the House Financial Services Committee report on depaosit insurance reform {Apnl 29, 2005).) Such
congern also was expressed in separate Congressional Record statemenes by principal sponsors of
FIAMC reform. The FIIC recerved 569 comments on the ssue and all but one argued that the FDIC
should not prnalize FHI.Bank advances,

For 75 vears, FHIL Bank member financal instmdons and the communities they serve have
benefited from FHLBank advances. FHILBank advances function as a enirical source of credit for
housing and community development purposes, sustain prodent financial management practices,
and enable member banks throughout the nation @ remain competitive, FHLBank membership has
long been viewed as protection for deposic insurance funds becawse FHLBank members have access
o a relinble source of bguadity.

In considering a final Policy Srarement on covered bonds, or in raking any other administrative
action, we strongly urge the FDIC not wo penalize insured depository institutions based on their use
of FHIBank advances, or to hmit the amount of such habilines thar they can use for their funding
needs,

=imcerely,

Wé’

Rachard A. Dorfman
President and Chicf Execunve Officer



