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Thank you very much, Mike, for that kind introduction. It is a pleasure to join you
at NAFCU’s Congressional Caucus — the place where, just over a year ago, |
delivered my very first speech after being sworn in as NCUA Chairman. Now that
| have completed the first year of my Chairmanship, | appreciate this chance to join
NAFCU again and to add my perspective as you discuss current issues.

Some of you may be familiar with the ancient Chinese proverb, “May you live in
interesting times.” Well, if you had to choose an interesting time to start leading
the federal agency that regulates credit unions, you could pick one of several years
filled with dramatic action. You might choose 1934, when FDR signed the Federal
Credit Union Act. Or perhaps you might choose 1970, when NCUA became an
independent federal agency and the federal Share Insurance Fund was created.

But, from my viewpoint: If you are really in search of “interesting times” in credit
union history, you just cannot beat 2009 and 2010. In the aftermath of the worst
recession since the Great Depression, everyone at NCUA has had to be constantly
on call and ready to respond to sudden crises — ’round the clock, 24/7.

Virtually every day, we have held strategy sessions about how to deal with credit
unions in danger of insolvency, from some of the very largest to the very smallest.
In many cases we have had to take unpopular but unavoidable administrative
actions to protect the Insurance Fund and safeguard credit union members.

And outside the public eye, we have been working diligently to find the lowest-
cost solution to a toxic asset meltdown of historic proportions. At times this year-
long effort has been painstaking and frustrating — but it has always been
interesting.

| now understand why that Chinese proverb about “interesting times” was intended
not as a blessing, but as a curse!

These “interesting times,” however, have afforded us a very positive perspective
about how important credit unions are to our country . . . about how credit unions
help families save for the future, help businesses invest, and help our communities
grow. Moreover, these times have prompted both the regulators and the regulated
to think carefully about the future structure and likely evolution of the credit union
system.



When | spoke at the Congressional Caucus last year, | indicated that NCUA would
pursue three immediate priorities to keep up with the fast pace of change.

First, we would strengthen our regional offices, making sure that all our offices
were sufficiently staffed and that our personnel were adequately trained. Since
then, we have hired 128 new employees. Just as importantly, we have stepped up
the intensity and quality of our training program. In addition to strengthening our
regional offices, we have also created an Office of Consumer Protection and an
Office of the Chief Economist. With these new resources, we will be better able to
assist credit unions, so you will be better able to serve your members and receive
timely guidance anticipating future economic trends.

| also said that we would move quickly to redefine the field of membership for
community charters. | am pleased to say that we adopted a new rule this summer
that clarifies the criteria for a valid field of membership. This new rule ends the
lengthy, expensive application process that led credit unions to submit stacks of
superfluous information to demonstrate that a community exists. Now that we have
streamlined the process, credit unions are better able to concentrate resources on
doing what they do best: serving members, and creating new products and services
to keep up with members’ needs.

NCUA has accomplished the first two priorities I set for my first year as Chairman.
And we are well on our way to accomplishing the third: developing a plan, once
and for all, to resolve the corporate crisis. We have been grappling with that
challenge every day throughout the past year. Now we are just three days away
from finally being able to publicly announce our proposed solution.

In my remarks today, | will explore three factors that have shaped the agenda over
the past year, and will influence the future of the nation’s credit unions.

| will reflect on the challenging financial environment, which has required credit
unions to more carefully manage how they conduct their everyday business.

Next, | will focus on how credit unions have arrived at today’s pivot-point in their
history —as NCUA’s imminent adoption of a corporate rule and development of a
“legacy assets” plan is set to propel the credit union system beyond these crisis
years.



And finally, I will explore why I believe America’s credit unions are on the
threshold of a new era of growth . . . and how you can take advantage of your full
potential, once we put behind us the lingering legacies of the past.

First: I"d like to reflect on the economic forces that reshaped today’s financial
landscape, and the way that credit unions have responded under stress. These
challenging times have forced credit unions to rethink the way they have
traditionally conducted business. Credit unions have had to take extraordinary
steps to cut costs and increase efficiency.

The recent economic downturn was triggered by a credit crisis of unprecedented
global scope. The sudden tightening of credit in late 2007 and 2008 delivered a
severe shock to the entire financial system. Credit unions were caught in a crisis
that was largely created on Wall Street. The credit squeeze forced lenders to cut
back on loans to anyone except their lowest-risk customers. At the same time,
borrowers were reluctant to take on any new debt.

That was a recipe for economic paralysis. With borrowing and lending almost
frozen, the recession dragged on far longer than just about anyone had imagined.

This situation has put enormous pressure on credit unions. Delinquencies and loan
losses continue to increase in many parts of the country. A large number of credit
unions are draining capital due to negative earnings. All too many have fallen from
strong CAMEL 1s and 2s into the troubled categories of CAMEL 3, 4 and 5. For
some, the pressures have simply been too much to bear: So far in 2010, 23 credit
unions have been liquidated or merged with assistance from the Share Insurance
Fund.

This severe recession has tested the patience and perseverance of us all.

| have heard many of you describe the difficult business decisions that you must
confront, along with the hard choices that your members have had to make. And,
yes, | have heard many of you voice your frustration with this year’s dual
assessments for the Share Insurance Fund and the Corporate Stabilization Fund —
both of which cover the costs of other credit unions’ failures.

At NCUA, we have worked diligently to stabilize the credit union system, looking
forward to the day when better economic conditions will allow for stronger
financial performance. We try, whenever possible, to provide extra flexibility to
credit unions that are working their way through short-term problems — especially
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smaller credit unions that serve low-income members. At the same time, we are
carrying out our mission of protecting the 90 million credit union members who
rely on the safety of the Share Insurance Fund. We will continue to make sure that
no federally insured credit union operates in a manner that threatens the system’s
safety and soundness.

The enormous challenges of the past year have required credit unions to manage
payrolls more carefully . . . to invest in technology more wisely . . . to market more
cost-effectively . . . and to do more with less.

Yet, now that the economic clouds are finally beginning to part, we can see that the
nation’s credit union system has weathered the worst of the storm.

The credit union system, overall, has emerged from the crisis intact and resilient.
More than 95 percent of credit unions remain well-capitalized. The pace of
lending, while slower than we would all prefer, is gradually picking up. Share
growth has been so strong that some credit unions are burdened by too many
deposits, which depresses their net worth ratio.

Best of all, membership growth has continued to surge nationwide. America’s
savers and borrowers are “voting with their feet.” More and more consumers are
eagerly entrusting their money to credit unions.

That brings me to my second point: why this pivotal moment offers tremendous
opportunity for credit unions, and for the members who put their trust in credit
unions.

As NCUA prepares to adopt a stronger regulatory framework for the corporate
credit union network, | look forward to working with the nation’s credit union
leaders to begin a new chapter in credit union history.

The timing of NAFCU’s Congressional Caucus is fortuitous. NCUA is on the
verge of announcing the details of the crucial and very complex corporate reform
initiative that | mentioned earlier.

The NCUA Board, which met last Thursday, is scheduled to meet again this
Friday. There will be two vitally important items on our agenda: finalizing the new
corporate rule and updating progress on the “legacy assets” plan.



| am sure that many of you have been following the rampant speculation that has
been circulating, in the trade press and among industry observers, about what the
new regulatory regime will mean. Frankly, most of that speculation has been just
that — speculation. | know, however, that you are all eager to hear the actual details.

So, as we approach Friday’s Board meeting, | think it would be valuable to re-
emphasize the basic principles that have shaped NCUA’s approach to realigning
the corporate system.

In crafting a new corporate rule, NCUA set out to fundamentally reform the way
the corporates operate. We aim to make sure that never again will such a corporate
crisis be possible in the future.

The process of crafting the new rule has drawn on the best thinking of the credit
union community. | am proud to say that the rulemaking process has been
transparent and inclusive. We invited the input of every stakeholder, and the
outpouring of responses has helped us reach a better understanding of how to
reform the corporate network.

NCUA’s Board started the process in January of 2009 by issuing an Advance
Notice of Proposed Rulemaking — which drew 445 responses, with about 1,500
pages of comments. Then in November 2009, when the Board outlined our
proposed rule, we received more than 800 responses — with another 2,500 pages of
comments. And, yes, we did read each and every page.

Seeking the widest possible input, my fellow Board members and | traveled to
town hall meetings and credit union conferences across the country to talk with
credit union leaders about the corporate crisis, how to resolve it, and what
provisions to include in the new corporate rule.

We also produced a DVD with detailed presentations on the corporates’ history,
structure, and recent financial problems. For ease of access, we posted the video on
our website, and we sent the DVD free of charge to every credit union. We hope
that the DVD has helped board members and executives fully understand the
corporate system — and that it has prepared you for the choices you will soon need
to make, as the corporate system is realigned.

As we considered the vast range of comments, we adjusted our proposed rule to
incorporate your very best ideas. The result will be a final rule that emphasizes
realism, rigor and responsibility. Once the new rule is adopted, it will define the
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overall boundaries for the corporates, which will continue to provide the familiar
services that member credit unions have come to rely on.

As you know, the new corporate rule has four main themes, which involve
strengthening the flawed, yet critically important areas within Part 704 of NCUA’s
rules.

First: On capital standards: The new rule will significantly strengthen capital
requirements — aligning corporates with Basel One standards; subjecting corporates
to a leverage capital requirement in an effort to reduce risk; and imposing Prompt
Corrective Action standards on corporates that match those that apply to all other
federally insured financial institutions.

Second: On asset-liability management: It includes specific ALM requirements to
limit the average life of assets, ensuring that they will not present excessive
liquidity risks. It also prohibits a corporate from accepting funds from any
member, or non-member credit union, that exceed 15 percent of the corporate’s
assets. This will avoid excessive reliance on a single depositor.

Third: On risk concentration: It will limit credit risks by forbidding corporates
from purchasing any private-label mortgage-backed securities or subordinated
securities. It will also prohibit excessive concentration in any other single type of
asset. Promoting a diverse portfolio of investments will help avoid the kind of risk
concentration that was permitted under the flawed corporate rule that was approved
in 2002. Back then, | voted against that rule, for this very reason.

Fourth and finally: On governance standards: It will raise standards for corporate
board member qualifications, aiming to elevate each director’s level of experience
and expertise.

Improvements in these four areas will go a long way toward preventing a
recurrence of the kind of corporate crisis we have just endured.

The new corporate rule will also make it clear that consumer credit unions are
empowered to make decisions about the future of the corporates. Taken together,
the business judgments made by the nation’s 7,500 consumer credit unions will
shape the new corporate structure.



It will be up to the board members and executives of consumer credit unions to
determine whether to continue to use a corporate credit union or whether to seek
alternative methods of fulfilling their operational and liquidity needs. As consumer
credit unions gradually make their individual decisions, they will collectively
shape the future of the corporates.

The other major initiative, which goes hand-in-hand with the revised rule to
resolve the corporate crisis, will also be discussed this Friday. That is the legacy
assets plan.

| should explain that, when we refer to “legacy assets,” we’re talking about
predominantly mortgage-backed securities held by corporates, whose value
plummeted as a result of the collapse of the bond market in 2008.

| assure you that, as we are putting the plan together, we are keeping in mind the
guidance you have given to us. | am pleased to acknowledge the early and active
role that Fred Becker played in urging a comprehensive solution for the legacy
assets dilemma. Fred had the foresight to be among the first to call for the isolation
of these severely impaired mortgage-backed securities. While it is taking NCUA
longer than we had originally anticipated to develop this plan, we are finally near
the finish line.

The planning and preparation for isolating these assets is an enormous undertaking,
involving dozens of our top staff in consultation with many outside experts. There
is simply no easy way to un-bundle about $50 billion worth of long-term assets,
repackage them, and isolate them from the corporates’ balance sheets — all in a
way that, under accounting rules, does not end up causing greater losses.

One of our main goals is to devise a way to safely deal with the legacy assets at the
lowest possible cost consistent with sound public policy. To accomplish this,
NCUA staff is navigating through more legal, accounting and procedural issues
than you can imagine.

A comprehensive plan must isolate the riskiest legacy assets from the corporate
system, allowing the whole credit union system to move forward unburdened by
the impaired assets.



The legacy assets plan must work in tandem with the corporate rule to ensure that
NCUA will achieve the goals we established at the outset. In particular, with the
Impact of the legacy assets contained, credit unions will have the ability to make
real choices about the future of the corporates.

And by doing so, the corporates will be much better positioned to protect
members’ capital — as well as ensure stronger protection for the safety and
soundness of the overall credit union system.

So we are approaching a major milestone. The new corporate rule and legacy
assets plan will resolve the problems in the corporates and will help the entire
credit union system to break free from the burdens of the recent past and move into
a brighter future.

And that brings me to my third point: the promising future that the credit union
industry can enjoy if credit unions make the most of their strengths.

| am, of course, a federal regulator, not an industry advocate. But the distinctive
value proposition that credit unions bring to the marketplace, and the constructive
role they play in the American economy, is clear for all to see.

America’s credit unions enjoy a reputation for member-friendly, personalized
services that is unsurpassed. Credit unions have earned strong public support from
members. In survey after survey, consumers say they recognize that well-run credit
unions offer members the highest-quality, lowest-cost financial options — and that
credit unions deliver on their promises.

Your marketing executives will tell you, correctly, that the value of a strong
reputation is an asset that can be leveraged. Your accountants will tell you
something similar: “Intangible assets,” like reputation and brand, can have
tremendous value.

The fact that consumer-friendly credit unions were widely seen as “wearing the
white hats” during the financial crisis, when so many families felt betrayed by
other financial institutions, gives credit unions still more reputational capital.

Amid the general mood of public disdain for so much of the financial-services
sector, Americans’ confidence in credit unions continues to grow.



Broader public knowledge of the high standards to which regulators hold the
industry further sustains that confidence. So does better public understanding of
the incomparable protection that federal insurance provides to members’ deposits.

To enhance that understanding, NCUA has launched a new initiative aimed at
strengthening awareness of the benefits that federal deposit insurance delivers to
credit union members. At our midsummer Board meeting, we announced a new
public information campaign to educate consumers about the value of federally
insured credit union accounts. | am very excited that one of the best-recognized
financial advisors in the country — Suze Orman — has agreed to be the
spokesperson in a series of television spots that will soon be on the air nationwide.

Any of you who have seen Suze’s personal finance show on television, or who
have read any of her books, know that she is an expert whom people trust with
their most personal issues about handling money wisely. | cannot imagine a better
advocate for the credit union system.

The new campaign will provide the information consumers need so they can make
sound decisions about their financial future. Along with these ads, you might
consider publicizing the many factors that demonstrate your credit union’s value to
your members.

A culture of personalized service is an enormous value proposition that you
deliver. So is a spirit of innovation in designing products and services that
anticipate your members’ changing demands. And so is a broad public awareness
of the strong federal oversight that protects members’ money, and the robust
federal Share Insurance Fund that provides a reliable safety net. Strengthening
public confidence keeps your members reassured and keeps the system stable.

After the recent years of economic contraction, we are all looking ahead toward a
renewed economic expansion. Once the recovery gets rolling, credit unions will
enjoy the benefits from the reforms that we have undertaken. We are strengthening
the foundation of the system, so that it will be around to serve your members for a
long time to come.

With a new corporate rule . . . with a new legacy assets plan . . . with better public
awareness of the safeguards that keep the system strong . . . America’s credit
unions will be well-positioned to take advantage of the opportunities that a
recovering economy will offer.
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This week, as the NCUA Board enacts the new reform measures, the system will
turn the page — from unprecedented challenges to a promising future.

Through good decision-making, in the coming months: You will play a critical role
in the corporate realignment that will revitalize the credit union system.

Through good management, in the years to come: You will be poised to channel
new capital into investments that will renew the nation’s economy.

Thanks to the energy you bring to serving your members . . . to leading in
innovation . . . and providing capital for a more robust economy . . . you are ready
to prove that the nation’s credit union community is ready to play a leading role in
building a stronger America.

Thank you very much.

#HH#
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