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Re: Treatment of Certain Claims On, or Guaranteed By, Fannie Mae and Freddie M ac

| am writing this comment letter on behalf of the Federal Home Loan Bank of San Francisco
("Bank") in response to the publication by the Office of the Comptroller of the Currency, the Board
of Governors of the Federal Reserve System, the Federal Deposit Insurance Corporation, and the
Office of Thrift Supervision (collectively, the "federal banking agencies") of a proposed rule to
amend their respective risk-based capital rules to allow banks, bank holding companies and
savings associations to assign a 10 percent risk weight to claims on, or guaranteed by, Fannie Mae
and Freddie Mac. In particular, the proposed rule requests comments on the potential effects of
the proposal on other banking organization claims on G S E's, such as Federal Home L oan Bank
debt. Thank you for the opportunity to comment on this proposal.

The Bank has significant concerns about the proposal. We do not object to the lower risk
weighting for the obligations of Fannie Mae and Freddie Mac, but we believe the same lower risk
weighting should apply to FHLBank obligations, as well. Lowering the risk weighting for Fannie



and Freddie obligations without affording similar treatment to FHL Bank obligations creates a
perception that the latter represent a higher level of risk, a perception that we believe is
unwarranted and that could have unintended adverse consequences for the FHL Banks, their
member financial institutions, and the housing market in general, particularly during this time of
€economic stress.
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All of the housing G S E's have consistently shared a comparable level of support from the U.S.
Government for their housing mission. Congress created the Federal Housing Finance Agency
(FHF A) toensurethat all the housing G S E's are subject to the same strict safety and soundness
oversight. The U.S. Treasury is providing the same temporary backstop funding facility to all the
housing G S E'sthrough the G SE Credit Facility. The New Y ork Fed provided support for the
FHLBanks, as well as Fannie Mae and Freddie M ac, by purchasing their discount notesin recent
open market operations. And, while the U.S. Treasury recently offered Fannie and Freddie
additional support in the form of Senior Preferred Stock Purchase Agreements ("Agreements"),
that support was necessary only because both of these G S E'swere placed into conservatorship.
These Agreements served as an inducement to investors to continue buying Fannie and Freddie
debt obligations so that they could continue to support their housing mission at this critical time.
We do not believe that these Agreements were intended to create a"lower risk” G S E or to place
the FHLBanks at a competitive disadvantage, but rather to bring certainty to the capital markets
that Fannie and Freddie obligations represent a risk profile commensurate with their status as

G SE's. The FHLBanks have not entered into a comparabl e agreement because there is no need for
one.

Nevertheless, the FH F A's control over Fannie and Freddie in conservatorship and the existence of
the Agreements have fueled a perception that the Government's backing for Fannie and Freddie is
more explicit than it isfor the FHLBanks. As aresult, spreads between FHL Bank senior debt and
comparable bonds issued by Fannie and Freddie have already widened significantly. The
proposed regulation will only feed the misperception that FHL Bank obligations are inherently
riskier and worsen this spread disparity.

Given a choice between two different risk weightings, banking organizations will likely reduce
purchases of FHL Bank debt obligationsin favor of Fannie Mae and Freddie Mac debt Any such
shift will either put pressure on the availability of advances for our members, or require the
FHLBanks to pay more to attract investors, resulting in higher advance costs. In either event, our
member financial institutions will be adversely impacted at a time when they are especially
dependent upon the FHL Banks as essential sources of liquidity.

To the extent that this proposal increases the cost of advances available from the FHLBanks, itis
also likely to increase the cost of mortgages that are funded by such advances. Member financial
institutions depend on access to |low-cost liquidity from the FHLBanks to provide credit to the
communities they serve for all types of loans, but particularly loans that do not meet conforming
loan underwriting standards. Because the private securitization market is not presently aviable
alternative for such loans, F H L B advances may be the only option available to a member that
wants to use such loans to raise additional funds for lending; this means that any significant
increase in the cost of Bank advances resulting from this proposal may have a disproportionately



negative impact on the mortgage and housing markets in some of the most severely impacted
regions of the country, furthering the downward economic spiral in these areas.
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In announcing the conservatorship of Fannie Mae and. Freddie Mac on September 7, FH F A
Director James L ockhart acknowledged that the FHL Banks "have performed remarkably well"
during the current credit crisis, due in large part to their unique business model and capital
structure. At the same press conference, Treasury Secretary Paulson said that the measures being
taken, including establishment of the G S E Credit Facility to which the FHL Banks have access, were
intended to put all the G S E'sin astronger position to fund their regular business activitiesin the
capital markets. Giving Fannie Mae and Freddie M ac obligations more favorable capital treatment
will undermine this announced goal by making it more difficult and more expensive for the

FHL Banks to raise debt in the capital markets.

For ail of the reasons discussed above, we believe that it isimportant to set the risk weighting
requirement for all of the housing G S E's at the same level. If, however, the federal banking
agencies decide that it is not appropriate to lower the risk weighting for FHLBank System debt to
10 percent, then, in the alternative, we believe that Fannie and Freddie's risk weighting should
remain at 20 percent, despite their temporary additional Government backing. This would be
entirely consistent with the approach taken by the F D | Cinitsrecently announced Temporary
Liquidity GuaranteeProgram (T L GP). UndertheT L G P, theF D | C-guaranteed debt obligations of
participating insured depository institutions will be explicitly backed by the full faith and credit of
the United States Government, but continue to carry a capital risk weighting of 20 percent. The

F D | Cexplainedthat lowering therisk weighting for F D | C-guaranteed debt bel ow 20 percent
would be "inconsistent with the need for insured depository institutions to maintain strong capital
bases" and that maintaining the 20 percent risk weighting would not have significant long term
effect, given the temporary nature of the T L G P. We believe that similar considerations would
support maintaining a 20 percent risk weighting for Fannie and Freddie obligations held by
banking organizations.

The FHLBanks have consistently performed their statutory mission of providing low-cost liquidity
to their members and have been particularly important sources of funding during the present
credit crisis. By giving preferential treatment to Fannie Mae and Freddie M ac debt obligations, the
proposed regulation could undermine the FHLBank System's ability to fulfill its critical rolein
supporting community-based lenders. | urge the federal banking agencies to reconsider their
proposal and afford comparable capital risk-weight treatment to the debt securities of all the
housing G S E's. Such parity will achieve the most favorable outcome not only for the FHL Banks but
forall G SE stakeholders.

Verytrulyyours, signed

Dean Schultz
President and Chief Executive Officer



