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March 31, 2006

Dear Member Institution:
 
I’m certain that you have heard or read about the proposed regulation by the Federal Housing Finance Board, the body that oversees and regulates the twelve FHLBanks. Over the past two weeks, the FHLBI board of directors and the bank staff has discussed the proposed regulation and how it could have an impact on the capital structure and capital management of the Federal Home Loan Banks. In the weeks ahead, our discussions will continue.  As new information/analysis unfolds, I will be glad to share that with you.
 
Below I have listed what we believe are the key provisions of the proposed regulation for your review. The Finance Board has established a comment period of 120 days to respond to their proposal. Also, a copy of the proposed regulation was published in the Federal Register on March 15, 2006, and can be found on our website, www.fhlbi.com.
 
· Establish a minimum retained earnings requirement equal to $50 million plus 1.0 percent of an FHLBank’s average balance of non-advance assets. 

 

· Absent regulatory approval, limit dividend payments by FHLBanks that have not achieved compliance with the minimum retained earnings requirement to 50 percent of the Bank’s quarterly net income. 

 

· Once an FHLBank has achieved compliance with its minimum retained earnings requirement, prohibit the payment of dividends without regulatory approval if the Bank subsequently falls below its requirement. 

 

· Require each FHLBank to declare and pay dividends only after the close of the quarter to which the dividend payment pertains, and the Bank’s earnings for that quarter have been calculated. 

 

· Prohibit the payment of dividends in the form of additional shares of capital stock. 

 

· Limit the aggregate amount of stock held by members in excess of their minimum investment requirements (excess stock) to 1.0 percent of an FHLBank’s total assets. 
 

Please know that when the Finance Board first stated their desire for a retained earnings policy several years ago, we responded immediately. At year-end 2005, our retained earnings were $149.0 million, up from $84.9 million at year-end 2004, and $43.3 million at year-end 2003.  Under the newly proposed regulation, our retained earnings target would be approximately $300 million.
            
We would appreciate your careful study of this proposal. You can contact Barbara Hembree, Vice President, Manager Communications/Media Relations (317/465-0445) at FHLBI with your questions. Please know we value our relationship with you, and we appreciate your support. 
 
 
Sincerely,
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Martin L. Heger

President and CEO
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Building Partnerships. Serving Communities.





