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RURAL COOPERA11VES CIlEDIT UNION, INC. 
1-800-788-7228 P. O. Box 32170 Fax: (502) 458-4336
(502) 451·2430 Louisvill•• KY 40232 www.rocv.COf7'I 

February 25.2010 

MI. MaryRupps.c._"of tt.. Board 
National Credit Union Admlnlention 

1775 Duke 8trMt 

Alexandria, VA 22314-M28 

Re: Propoaed Corporate Credit Union Reaulation 704 

Dear MI. Rupp: 

On behalf of the .,."egement and Board of Rural CooperatI~ Credit Union. I 
wouIdlcato..tttt.opportunllyto.xpr... ourappreolation to the NCUA 
Board for .(Iowin; u. to comment on the propoa.d corporate credit union 
Reguletlon 104. 

Rural CooperatlYel Credit Union Ie $31.5 mllion in ....., h.6.DeO membera. 
and eervee rurat electric oooperdvea In the etat.. of Kentucky and Ohio. We are 
currently membeta of Kentucky Corporate FCU. 

WhIle the propoaed NCUA Regulation Part 704 contalna some beneficial changes 
that will reduce rI8k and Improve tM value of corporate credit unlane going forward 
(I••• atronger capital standardl. IinitI on Inveetment concentrationa. prohibition. on 
certain ucurltiee, and ..,henoed liquidity procH_). the propoead rule contalne 
..veNi changee which. left unohengeclln hi final rule, wiN algnlftoantly Hmlt the 
value that oorpo..... will be able to provide and therefore .. not In the beat 
in..... of the aedlt union ayatem. 

104.2 Definition. - An"." to cAnr 10UM lb" vel."""In.d
'nDR . 
To lb • ....", filet MYeo,*,buffldcaplttlllu". .,. wed mcover , ...., ",. 
.",.".,.CIWlIt union WI'" not...to" or,.,.,,"" the aIffIolfMI_pItaI 
80CCN1nt1 utHltl'..y ch~ 

We are perplexed with the rationale for this definition. If the intent of thia 
definition Ie not to reduce the capital level of • corporate credit union then 
this could be .chleved by addln; the phrase, "until s corporate credit union 
meets the well-capitalized level and any return of capital will not lower the Cftrt: 
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corporate capital below the well-capitalized level" following this .entencEi. If 
the agency'. concern is safety and soundness, once these capital levels are 
met, there will no longer be a safety lind soundness issue. 

Additionally, the regulatory mandate, to permanently deplete capital based on 
estimated losses created by OTTI models with no ability for corporate. to replenish 
capital back to existing capital holdel"$ If actual losse8 are less than projected, is a 
major concern. GAAP does not require the treatment being applied by the NCUA. 
which is covered in the Letter to Credit Unions 09-CU-10 and now included in the 
revised definitions In the proposed rule. Whatever the final regulation is comprised 
of, we encourage careful consideration of this part; the final regulation should allow 

. for equitable participation in any gains that may result from lesa than estimated 
losses created by OTTI modeling. 

Further, as part of Ita Accounting for Financial Instruments project, It is likely that 
the FASe will change the crectlt Impairment modelatandarda in 2010 to allow OTTI 
reveraal••s loss projections improve. NCUA regulatory accounting treatment 
should allow for the same accounting treatment as national standards and not 
permanently deplete credit union capital baaed on projections which will continually 
change. 

704.3 Corpora" Cradlt unjon capital 
Effective PNSERT DATE 12 MONTHS AFTER DATE OF PUBLICATION OF 
FINAL RULE IN THE FEDERAL RI!GISTER], revi.eI704.3 to read a. follows: 
(a) Capi.' requlI'8trJents, (1) A corporate credit union must maintain It all 

times: 

(I) A leverage ratio of 4.0 percent or greater; 
(II) A Tlar 1 rllk-baaed capital ratio of 4.0 percent or greater; and 

We are confused by this section of the regulation. We have been told in several of 
your town hall meetings that the Nleverage ratio" would not become effective until 
36 months after the final rule has been published. However, In this section of the 
regulation (pages 152 and 153), it states thatthls part of the regulation would 
become effective 12 months after the final rule has been published. We a8k that 
you make regulation to reflect the 36 month time frame, as it continues to be 
communicated to all credit unions by you, the NCUA. 

In addition to the leverage ratio, we ask the NCUA to make the effective date of the 
Tier 1 risk-based capital ratio 36 months. the sarTIe as the leverage ratio. To 
require corporates to bring In new capital or at a minimum convert eXi8ting MCA to 
the new PCC could be difficult during a time when significant issues still remain 
with regards to legacy assets for some corporates. Raising contributing capital in 
such a short time frame will be challenging until corporate credit unions can 
demonstrate their busine8s model will succeed under the revised regulation 704. 
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Since It will be necessary to raise pee for both the leverage ratio and the Tier 1 
riak-bal8d ratios, tt makes senae to extend the effective date of both ratios to 38 
months. 

7Q4,14. Rap..antatipn 
(3) No IndItIldu.1 may be .leated to the board If, .t the explrelion of lb. farm 
to which the'ndlvldualla aMklng eI.t:tIon, til. Individual will hew .fllVfld.. 
a dltfICfo, fo, mol'fl than .Ix OOlllHlCutlW yea"'. 

We f.el the eyear term limitation is too restrictive. It typically takes aeveral 
years for a board member to receive adequate training and to fully 
understand the operations of a corporate credit union. Once the six year 
term limit is instituted, there will be very little institutional knowledge on a Board 
with these limitations. Once a board member becomes knowledgeable of all 
corporat. functions, they will be forced to stap down. If the NCUA is determined 
to institute a term limit. a nine year term limit would b. more practlcel. 

From a practical standpoint, why require term limits for a board that is meeting ita 
objectives and functioning effectively? Board members need time to acclimate to 
the group of directors and the education proce88 involves a time investment. It 
would be Impractical to require corporate credit unions to discard the investment in 
experienced board members. 

7Q4.llb) twO-D" .va,.R'"''
(II) Weighted aVlfl'llge .... ,,,.~ Th. weighted aV."fII'Ite (WAL.) of. 
corpora,. credit union's Invutment portfolio, excluding det1vatlVe contracts 
and equity invutnlant8, m.ynot exCHd 2 yoN'" 

The impact of this part of the proposed regulation negatively affects a corporate 
credit union's ability to earn an adequate yi,ld on its Investment portfolio. One way 
a corporate credit union adds yield to ita portfolio is to moye out the maturity 
spectrum. Securities with longer maturities or weighted average lives typically earn 
higher yields to compensate Investors for the additional interest rate risk Inherent In 
the longer term. The current NEV testing required of corporate credit unions 
adequately measuras and limits this risk. This WAL restriction will lower the yield a 
corporate credit union will be able to earn on its portfolio and willl.ad to lower 
rates available to natural person credit unions on corporate credit union 
certificates. We might note that this will be I aignlficant competitive disadvantage 
to the banking industry; credit unions will be much more restricted in their Investing 
choices than other deposit takers in the US economy. 

A second effect from this part of the proposed regulation will be on the asset mix of 
a corporate credit union's investment portfolio. This weighted averag.life limit will 
make it very difficult for a corporate credit union to invest in agency mortgage-
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backed securities (MBS). While we realize MBS are the cause of the corporate 
10••••, it was the private i_u•. non-agancy mortgages that were the problem. 
Agency MBS are highly liquid Instruments that can be easily sold if liquidity is 
needed. Unlike non-agency MBS, agency pass through securities have very low 
oredit risk and pose very little risk to a widening of credit spreads. There are very 
actlva and liquid markets for borrowing u.ing agency MBS 88 collateral should 
liquidity needs arise. Had U.S. Central or other corporates bought agency MBS, 
my credit union would not be experiencing large lnaurance premiums or writing off 
our capital at my corporate. Agency MBS. used properly, are a prudent investment 
alternative for corporate credit uniona. 

We urge you to amend this section to allow a weighted average life of 3 years and 
that Agency and govemment-guaranteed securities be treated separately with a 
longer weighted average life restriction of 5 yea .... 

At!U1tv to grow ,..talned ,.rnine und.r the proPot" Iny__ent and ALM 
Ijmjtaljon. 

Pages 99-101 of the NCUA proposed rule preamble oontains an example of the 
ability to grow earnings under the proposed investment and ALM limitations. We 
believe this example does not represent an attainable or realistic outcome. The 
NCUA's example does not include any cost for new capital that mUlt be attained. 
This capital should be well above market rat .. thus causing lower net income than 
reported in the NCUA'. example. The assumptions on spread. and other factora 
appear to be unreasonable or unachievable. We a8k that you review the example 
provided and verify with outside sources to ensure these regulations allow for a 
viable business model for corporate credit unions. 

Z04,8U.d DaDollt Concentrations 
(k) Overall/lmit on bus/n... ,.,..,.,.d from Indlvldul# cl8dif union•• On or 
III'ter(INSERT DATE 30 MONTHS AFTSR DATE OF PUBUCAnON OF RNAL 
RULE IN THE FEDERAL REG/BTEN, a corpo",tt credit unlan I. prohibited 
ftDm .cceptlng from 8 member 01' ather entity any inVNtment, ino/udlng 
aha,..., loaM, pce, or NCAa If, followIng th.t InVfJlltment, the alltJl'8fla" ofa" 
Investm.". from that member or entity In the corpo,." would flXceed 10 
percent of the corporate cI'8dlt union'. moving dailyav""". net _ItS. 
The stated objective for limiting deposits from anyone source to no more 
than ten percent of a corporatets assets is to reduce risks that arise from 
placing undue reliance on a single entity. However, by limiting funds from 
anyone source to no' greater than ten percent of a corporate', assets, the 
proposed regulation would: 

1. force funds out of the credit union system 

qq/ 
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2. 	 penalize corporate. that acted responsibly with their members money 
3. 	deny oredit unions their ability to invest in Institutions they deem 

appropriate 

If this limit is imposed. the likely scens riO going forward 18 that the creel it 
unions will withdraw funds from the system. This not only decreases the 
liquidity In the network (possibly leading to the forced sale of distressed 
securities currently held by U.S. Central and other corporates). but also the 
overall decreased liquidity In the system may result in the restriction of 
credit some credit unions would otherwise provide to their own members. 

A credit union can choose to invest an unlimited amount of funds in a bank 
if they conduct proper due diligence. Why, then, should they be precluded 
from Investing the same funds in another credit union (corporate or 
otherwise) if they conduct the aame due diligence? There are many credit 
unions that are extremely glad that their money was Invest.d in certain 
corporates. If the proposed ten percent limit had been in place prior to this 
crisia, tho •• credit unions could have lost money unnece.sarily by virtue of 
them being forced to make depOSits Into other Institutions or olher 
investment options. A credit union should have the right to choose into 
which financial institutiona il places Its money... and its trust. 

This part of the regulation should be removed. 

704,8. Altlt and II,blllty m,n,a,m,nt 
(c) PfIIf.1ty for _rty wlthdl1lWIJ•• A corpo,,". credit unIon th.tpermlttl early 
aha,.. cfJl'fltlcate wltlH:lt'lnllela mu.t redeem .t the I_fIIofbook velue plu• 
•cr:rued divldenda or the val.,. baed on a ma"'et-bued pwralty .urlC/ent to 
cover the ea1Imeted ,..placement cost of the clJl'tlficate redeemed. Tht. 
means the minimum pen.1ty mwtbe raa.onably reI..d to the""" th., the 
corpo,," credit union would be NqU'red to offer to .ltnIct funa tor. mmll.r.rm with .'mll.r Ch.I1IcfetiatiN. 

This section of the regulation remove. the ability of a Corporate to redeeming an 
outstanding certificate at the market rate for a credit union, even If It 18 at a 
premium dollar price. 

The apparent intent of this section is to remove a credit unions' motivation to 
withdraw funds prior to maturity-aa many did during the current criais. Currently, a 
credit union can redeem one of its corporate certificates. even if the redemption 
price, due to falling rates, is above par. This proposed rule would penalize early 
withdrawals and eliminate the Corporales' ability to pay a'premlum on early 
withdrawals. Credit unions WQuld have little choice but to look outside the corporate 
system for longer-term liquid instruments. which would not punish them for early 
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rademptlons. We ask that NCUA leave the current rule in place; removing this 

seation from the final regulation. 


l..J.g!lcr Alasts 

This regulation does nothing to .dd..... the legacy assets (non performing 

Investments) that U.S. Central and some corporales hold on their books today. but 

require new capital to be raised by membe ... in order to .tay in bulin .... 

Corporate's future is clearly in the hends of the NCUA for many years to come 

because of the new capital standards and the new PCA requirements. To those 

Credit Unions willing to runher capitalize the Corporate in the near future. thl. 18 not 

a comfortable pesition for Corporates or existing membera. NCUA's delay in 

detailing their plana for the.. "legacy assets" C8ueeS a corporate to defer any 

decisions or plans to move forward until this is resolved. Theae delays could 

cause iaaues for our corporate to meet the several capital goals in the near future, 

8S mandated by the regulation. 


ConclU8lon 

There are a number of good proposals In theBe regulations in its current state, 

including: raiSing the capital requirements for entities wlh higher investment risks; 

reducing the use of short-term funding to finance longer term aaaets; and 

Improving portfolio dlvel'$ification. Thase provisions should remain. 


However, there are also serious ISlues that must be addresseel, as listed above. 

Anyone of these new rules on ita own would cause a major change to the 

operations of my corporate credit union which may threaten fts very existence. 

Please consider my comments carefully to ensure a safe and sound corporate 

credit union. while providing our credit union with the financial services necessary 

to survive. 


Again, thank you for providing us with the opportunity to respond to the 
proposed regulation. 

Sincerely. 

X"'OrB~ 
Larry J. Bischoff 
CeO/General Manager 
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