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The Local Choice...

January 5, 2010

Ms. Mary Rupp |
" Secretary of the Board’
- National Credit Union Admlmstratlon
1775 Duke Street
Alexandria, Virginia 2231 4-3428

Re Pmposed Regulation 12 CFR Part 704~

Dear Ms. R.upp

I understand the NCUA Board has drafted.a ‘significant proposed regulation, which is directed at
the nation’s corporate credit unions. But ultimately, this proposed regulation will affect a large
number of natural’ person «credit unions. Many of these institutions are small credit unions that

' depend upon the services offered by the corporate system for their survival. -

| beheve there are sorhe major limitations in the proposed rule that cause me a number of
cencerns, mostly.over liquidity and investment returns. If not amended, these parts-of the
proposed rule will force my credit union into. the undesirable position of seeking alternative,
possxbly far more costly, and certainly more unreliable, providers mstead ofa corporate credit
‘ umon I and other credit unions would own. :

‘ Here are my pnmary concerns:

704.8 (c) Peual(y Jfor ear{y wtthdrawals on corporate certificates

My credit union has benefited from enhanced yields on my excess funds placed with my
corporate (WesCorp), but I do not see why I am not able to obtain a premium on a certificate
redemption if | néed liquidity. If this proposed change stays.in, I will have to seriously consider
putting my longer-term investable funds elsewhere in liquid instruments that do not penalize
early redemptions. All credit unions will be forced into the same choiee, which will effectively
mean the end of corporate certificates as a competitive investing option. That will not be good
for my credit union, WesCorp, or the system as a whole. This proposal should be removed.

- 704.8 (d), (e) & () NEYV sensitivity analyses

I have seen analyses that show that the proposed | hmltanons placed upon a corporate through
various NEV tests do not allow the corporate to generate sufficient interest margin to build
 retained earnings to meet your proposed capital requirements. If enacted as drafted, this proposal
will inevitably lead to some combination of increased fees being charged to me and forced
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expense reductians that will adversely impact the level of service and support that my credit
union needs. The rule should be revised to allow for WesCorp to make sufficient income from
the balance sheet to grow and invest in innovation for the benefit of all its member credit unions,
whlle exercising an acceptable level of credit and. interest rate risk.

704.8 (h) Weighted average asset life

I look to WesCorp as a liquidity provider for both short- and long-term needs. I undérstand that
the limitations placed on asset maturities or average life limitations may severely impact my
ability to obtain term liquidity if I need it. Again, that means I will have to look elsewhere. ] am
not willing to join the FHLB and put capital with them as well as with WesCorp. I am also
unwilling to go to a bank for expensive funding ~ but that may be my only choice.

704.6 (¢) & (d) Concentration limits :
~“Under the current propasals for concentration limits, WesCorp will be severely challenged to
intvest short-term liquidity at reasonable rates. This'will have the effect of reducing the overnight
_rates my credit union receives from WesCorp — something I simply cannot afford. I respectfully
urge a number of revisions here: Please change the defimition of deposits in 704.6 (d) to include
* Federal Funds, or include Federal Funds transactions in the exemption from sector concentration
limits. Also, please change 704.6 (c) to allow a larger single obligor limit of 200% of capital on
‘money market transactions with a term of 90-days or less. An alternative solution might be to
;specifically allow a single obligor limit of 200% of capital for Federal Funds transactions sold to
other depository institutions. ,

' 704.19 Disclosure of executive and director compensation ' \

Given the size and complexity of some corporates,-I can understand why they need more vice
presidents to operate efficiently than I need at my credit union. I understand that the salaries of
“senior executives”-should be available to members, but only “senior executives™. I would define
a “senior executive” as any officer reporting directly to the Chief Executive Officer,and exclude
vice presidents not reporting to the CEO. This would be in' line with current practices within
other financial institutions. I could see that this rule might make it very difficult to recruit
externally from experienced and qualified individuals from non-credit union financial institutions
where the title of “vice president” definitely does not denote a “senior executive” level °
individual. The rule should address disclosure of executive and director compensation for the
President and CEO, the principal financial officer and the three most highly compensated
executive officers. Please consider revising the rule to accommeodate these concerns; if we are
‘going to-have corporates; we would like the competitive flexibility to attract and retain the
caliber of staff necessary to manage the aggregated risk in the credit union system.

704.8 (k) Overall limit on business generated from individual credit unions

I do understand why a limit ought to be placed on the aggregate investment in WesCorp that -
comes from my credit union. That’s common sense. However, the current limit of 10% may
force a corporate into short-term borrowings with less favorable terms regarding price, maturity
and collateral. It may also be damaging to the corporate’s earnings: It would force corporates to
maintain larger cash balances, which would likely be detrimental to earnings. I am concerned -
that this proposal may limit WesCorp’s at_nhty to provide my credit union with reasonably priced

short-term liquidity.



I ask you to consider allowing borrowings with a maturity of 30 days or less, from either the
Federal Reserve Bank, a Federal Home Loan Bank, a Repurchase Agreement counterpart or a
Federal Funds counterpart, in excess of 10% of the corporate credit union’s moving daily
average net assets, by eliminating the “or other entity” part of the proposed regulation.
Alternatively, consider allowing a higher borrowing limit of as much as 20% of the corporate ]
moving daily average net assets from these entities.

704.11 Corporate Credzt Union Service Organizations

I urgently request some clearer definition as to what will be permissible in the final rule I am
concerned that, in its current wording, the proposed rule will make it extremely difficult for
WesCorp to find qualified CUSO partners with whom to offer credit unions the competitive
products and services they need. I can certainly understand that if I where a third-party provider
of a necessary service in which WesCorp wanted to be a minority partner, I would not allow the
NCUA free access to my books, records, software and operations. Rather, I would force

.WesCorp to leave the partnership.

Furthermore, as the products my members demand continue to evolve, the expense of producing
those products becomes prohibitive. Many natural person credit unions are creating CUSOs to
help produce innovative products-at a minimum cost. Often we rely on WesCorp to join that
CUSO, because they bring considerable expertise that is not available to most credit unions. Any
changcs such as the full access to operations, which may prohibit WesCorp from joining such
CUSOs, will obviously be a detriment to our future abilities. These-changes should be limited to
a more practical and realistic status where, for example, WesCorp has the controlling mterest in

the CUSO

The above areas comprise my major concerns with your proposed rule, and I hope that my
comment on this is sufficient to prompt you to reconsider these proposals in the ways I have

" indicated.

It is very clear to me that you have'put an incalculable amount of time, thought and consideration
into a proposal that you intend to strengthen the corporate network and be of lasting value to all

credlt unions.

The fact that the leaders you have placed in power at Wescorp oppose this proposed regulation
makes he: question whether it is.in the bast intetest of Member.-. 1% Credit Unicn. -

I want to see it work the right way, and I hope that my comments, along with those of my fellow
credit union leaders, will assist you in making that happen.

Slncercly, ,

(VP

Ma.rk J. Mo
President/CEO
Members 1% Credit Union



