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Ladies and Gentlemen,
 
Thank you for the opportunity to comment on the proposed changes to the loan
participations rule, Section 701.22 of the NCUA Rules and Regulations.  Overall, we
believe that the basis for the proposal is sound and that there is a need to strengthen
key aspects of the loan participation process, including the loan participation policy,
the loan participation agreement, and ongoing monitoring of loan participations.  It is
equally important that all FICUs should follow the same standards when engaging in
loan participation to avoid potential regulatory conflicts and/or safety and soundness
issues. 
 
Concentration limits for a single originator and one borrower or group of associated
borrowers are justified given the potential for systemic risk in loan participations. 
However, the aggregate originator limit could prove harmful if it compels FICUs to
seek out other, less known partners in order to comply with the rule.  The
multiplication of partners, combined with the decrease in familiarity of each partner,
could result in increased risk to purchasing institutions, a consequence not intended
by the proposed rule.   NCUA could increase the maximum originator limit, require
each FICU to establish its own maximum limit, subject to review during the
examination process, or at least give additional consideration to granting waivers
upon a showing by the applicant that a higher limit would not impair the safety and
soundness of the institution. 
 
There would appear to be at least one area of the rule that may need further
clarification.  Specifically, Section 701.22(b)(5)(i) suggests that a FICU would be
prevented from participating in any type of loan that it does not originate to its own
members.  For example, if a FICU does not originate long-term mortgage loans to its
own members, the language of Section 701.22(b)(5)(i) would seem to prevent it from
participating in long-term mortgage loans to other credit union members.  This has
not been NCUA’s position in the past to the best of our knowledge.  In the past, a
Federal Credit Union has been permitted to participate in loans to other credit union
members even if the loans were of a type it did not originate to its own members,
provided the credit union had underwriting standards in place for the loans at the time
the participations were purchased. 
 
We look forward to NCUA’s analysis of our comments in the final rule.
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Please contact us if you have any questions.
 
Charles H. Felker
 
E. Prescott Ford, CFA
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guarantee it is accurate or complete. This information is subject to change without
notice. Neither the information presented nor the opinions expressed constitute an
offer to buy or sell any security. We do not accept time sensitive and/or action
oriented messages via e-mail. This information is solely for the addressee and is for
discussion purposes only. The firm and/or its officers/employees may have a position
in the securities referred to herein and may act as principal in securities referred to
herein. As with all debt securities, sale prior to maturity may cause principal gain or
loss. Securities have inherent risk, including credit, prepayment/extension and
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