No.: 533.2
Date: July 17, 1992

FEDERAL HOUSI NG FI NANCE BOARD

Revision to the Policy Cuidelines for FHLBank
Standby Letters of Credit to Authorize their Use
in Support of Community |nvestnent Activities

WHEREAS, the authority of the FHLBanks to issue standby letters
of credit is derived fromtheir statutory authority to make
advances to their nenbers; and

WHEREAS, Section 10(i)(2)(c) of the Federal Honme Loan Bank Act,
as amended by FIRREA, directs the Federal Honme Loan Banks
("FHLBanks") as part of their "community-oriented nortgage

| ending" to nmake advances that "finance commercial and economic
devel opnent activities that benefit |ow and noderate- incone
famlies or activities that are located in |ow and
noder at e-i ncone nei ghbor hoods"; and

WHEREAS, the Finance Board intends to encourage the broadest
possi bl e support of financing of commercial and economc
devel opnent activities that benefit |ow and noderate-incone
famlies or activities that are located in |low and
noder at e-i ncone nei ghbor hoods;

NOW THEREFORE, BE |IT RESOLVED, that the Finance Board hereby
adopts the attached Policy Quidelines for FHLBank Standby
Letters of Credit which have been anmended to authorize the use
of FHLBank standby letters of credit and confirmations in
support of financing of commercial and econom c devel opnent
activities that benefit |ow and noderate-incone famlies or
activities that are located in |ow and noderate-incone

nei ghbor hoods.

By the Federal Housing Finance Board

Dani el F. Evans, Jr., chairman



PCLI CY GUI DELI NES FOR FHLBANK
STANDBY LETTERS OF CREDI T

1. The Federal Honme Loan Banks may issue or confirm standby
letters of credit, on behalf of menber institutions, to
facilitate the following types of nenbers' business transactions
with third parties:

a. purchase of, or commtnent to purchase, nortgage
| oans where the letter of credit functions as a
performance bond and is restricted to
housi ng-rel at ed purposes;

b. collateralization of public unit deposits;

C collateralization of Internal Revenue Code Section
936 deposits;

d. interest rate swaps;

e. others that encourage or assist the asset/liability
managenent of nenber institutions; and

f. other transactions that pronote hone financing,
housi ng activity, or financing of comercial and
econom ¢ devel oprment activities that benefit |ow
and noderate-incone famlies or activities that are
| ocated in |ow and noderate-income nei ghborhoods.

FHLBank standby letters of credit and confirmations shall only
be used in conjunction with tax-exenpt bonds or notes when the

i ssues are designed to pronote housing or the financing of
commerci al and econoni ¢ devel opnent activities that benefit |ow
and noderate-incone famlies or activities that are located in

| ow and noder at e-i ncone nei ghbor hoods.

FHLBank confirmations shall not be used solely to pronote a
nmenber's letter of credit programor to increase a nmenber's
profitability for this fee-based service.

2. Standby letters of credit and confirmations shall be issued
only in accordance with the foll owi ng conditions:

a. the menber's application shall be accepted only in
accordance with the FHLBank's credit policy;

b. the standby letter of credit shall contain a specific
expiration date or be for a definite term and the term
shall not exceed that prescribed for FHLBank advances in
the case of interest rate swap transactions and a
maxi mum of ten (10) years for all other transactions;



if renewable, the standby letter of credit shall be
condi ti oned upon the nmenber neeting the FHLBank's credit
criteria at the tine of renewal; confirmation renewal s
will be subject to the sane approval requirenents;

the standby letter of credit/confirmation shall be
collateralized fully at the tinme of issuance and
included in the conputation of the nenber's

advances/ assets and advances/FHLBank capital stock

rati os, unless the nenber deposits funds in a segregated
account under the conplete dom nion of the FHLBank to
cover the anmount of the letter of credit;

if transferable, the transfer shall be only to an agreed
upon party;

t he di sbursenent process under the letter of
credit/confirmation shall be linked directly to the
menber's account at the FHLBank;

outstanding letters of credit and confirmations shall be
refl ected on the FHLBank's bal ance sheet as contingent
liabilities;

t he FHLBank shall not be required to exam ne any
docunentation supporting a beneficiary's demand for

payment ;

the FHLBank wi |l develop witten policies consistent
wWith these guidelines that outline the criteria the Bank
will utilize in nonitoring the gromh and underwiting

the risk of its letter of credit portfolio;

the District Banks Directorate will report to the Board
mont hly on Bank System letters of credit outstanding;
and

the Director, District Banks Directorate, wll be
responsible for interpretation of this policy.

3. Any exceptions to these policy guidelines shall require

prior

Board approval .



