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March 3, 2010

Mary Rupp

Secretary to the Board

National Credit Union Administration
1775 Duke Street

Alexandria, Virginia 22314-3428

RE: Proposed Revision to Rule 704
Dear Ms. Rupp:

On behalf of Rainbow Federal Credit Union, I would like to express my comments on
the proposed Corporate Credit Union Regulation.

I applaud the review conducted by NCUA which has been prompted by the Corporate
Credit Union Crisis but I am concern how it will impact a large number of Natural Person
Credit Unions. We utilize two Corporates for our daily operational needs including overnight
mvestments, setﬂement and asa hquxdlty resource through their vanous borrowmg and
mvestment ‘Optlons. ,':

g | beheve ‘there are some -major Ilmltations in the propased rule that cause me a number
of concerns, 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,
possibly far more costly, and certainly more unreliable, providers instead of a Corporate Credit
Union. Below are my primary concerns:

Prompt Corrective Action

One of my Corporates, Tricorp, has seen 32 years of retained earnings lost to cover the
losses at U.S. Central and my credit union, Rainbew Federal Credit Union, has lost $265,000
due to the depletion of capital at Tricorp. Tricorp has always managed its balance sheet very
conservatively and has started to rebuild its retained earnings. Tricorp should be given a
reasonable time period to adjust to the new capital requirements and so we support the time
period to meet the risk weighted capital requirements to the three years to coincide with a
leverage ratio requirement of three years as well.

NEV Sensitivigz Analyses

1 have seen analyses that show that the proposed limitations 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
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forced expense reductions that will adversely impact the level of service and support that my
credit union needs. The rule should be revised to allow for Tricorp to make sufficient income
from the balance sheet to grow and invest in innovation for the benefit of all its member credit
unions, while exercising an acceptable level of credit and interest rate risk.

While Tricorp’s balance sheet is and always has been very conservative, information
that we have received from them demonstrates that Tricorp would have been in violation of
the new requirements by more than twice the proposed limitations for most of its history.

Weighted Average Asset Life

I look to Tricorp as a liquidity provider for both short and long-term needs. I understand
that the limitations placed on asset maturities or average life limitations may severely impact
my ability to obtain term liquidity if I need it as well as term investments. Again, that means I
will have to look elsewhere. The alternative choices are problematic as well. I do not want to
be left with the choice of going to a bank for expensive funding, but that may be my only
choice.

Indemnification Payments

This proposed change may dissuade credit union executives from serving on the Board
of a Corporate credit union. In one part of the proposed regulation you are requiring that
Directors of Corporate credit unions must meet eligibility requirements and we agree that
qualified Directors and management are crucial for a Corporate to succeed. This proposed
change seems to impose limits on protecting Directors and management even if they have
performed their duties in good faith. This proposed change should not be implemented and
Corporates should be able to decide how to provide indemnification for Directors and
management.

Prohibition Against Redeeming Certificates at a Premium

My credit union has benefited from enhanced yields on my excess funds placed with my
Corporate, but I do not see why I am not able to obtain a premium on a certificate redemption
if I need 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 choice, which will effectively mean
the end of Corporate certificates as a competitive investing option. That will not be good for
my credit union, Tricorp or the system as a whole. This proposal must be removed.

Prohibition on Replenishing Capital

This is another issue of a rule whose impact may not be fully realized until it is in place
and it is too late to revise. No one knows whether or not there will be recoveries at U.S.
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Central but Tricorp has had $38 million in capital taken for losses that to a large degree may
not occur for several more years or maybe not at all. Then again maybe the projections are
right but if not, credit unions should be able to receive back whatever portion of the capital
that has been lost that becomes available. If Tricorp is meeting its regulatory capital
requirements then there should be no reason not to reimburse credit unions, it is our money.

Elimination of the Provision in The Regulation for a Wholesale Corporate

While we are very unhappy with the costs that have been associated with U.S. Central’s
investment portfolio, we do not want to see the very valuable and unique automated payment
system discontinued leaving us to the devices of the banking system. The Corporate credit
union automated payment system is a crown jewel of the credit union system as a whole that
provides for the safe, efficient and cost effective payment of many credit union payments such
as debit and credit card transactions as well as ATM and may other payments. Along with
automated settlement are three other very important services, access to the overnight
investment market, access to a term portfolio and access to external liquidity in the
marketplace. These are all very important services that Tricorp utilizes and in turn provides to
our credit union. Without a payment system and access to various liquidity services as
described from my Corporate, it will be very difficult to replace these and it will require several
vendors and/or partners to duplicate.

Whether or not U.S. Central has to be reorganized or these services can be provided
through a CUSO, the very important and valuable functions should be preserved so that there
is no disruption to the credit union payment system. At the same time, it does not appear to
make sense that there will be a great deal of time and money spent to recreate what is already a
very good functioning book of business.

Impact to My Credit Union

As currently proposed the regulation would require that we do the following:
1. Rewrite our ALM Policy.

2. Rewrite our Investment Policy.

3. Develop a working relationship with brokers.

4. Deal with banks which we have not done in over 20 years.

5. Probably reduce dividend rates.

6. Diversify our portfolio.

The above areas comprise my major concerns with the proposed rule, and I hope that
my comments on this are sufficient to prompt you to reconsider these proposals in the ways 1
have indicated.
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It is very clear to me that you have put a great amount of time, thought and
consideration into a proposal that you intend to strengthen the Corporate Network to be of
lasting value to all credit unions. '

1 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 it happen.

Sincerely,
o
AL R Fnsan

Philippe R Moreau
President

cc: File (2)
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