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RANDOLPH*BROOKS 
_____-- F.derol Credit Union 

P.o. Box 2097 210.945..3300 or 800••.33OD 
Umverul aty. Texll 78148-2097 www.rl*u.org 

March 3. 2010 

Ms. Mary Rupp 

Sect'Ctary of the Board 

Natitmal Credit Union Mministration 

1775 Duke 8tJ:eet 

Alexandria, VA 22314-3428 


Re: Proposed Amendments to NCUA Rules and Regulations Part 704 - Corporate Ctedit 
Uniom 

DcarMs. Rupp: 

On behalfofthe board and management ofR.andolph-Broolcs Federal Credit Union,. we 
appr-ecia:te this oppOl't1.1nity to provide our offioiaJ comments on the apncy's proposed 
changes to Part 704 ofNCUA Rules and Replations regarding corporate credit UDions. 

We oommend the agency for its i.ntantion to forthrightly address the issues facing 
corporate credit unions today, as welles 1be impact of corporate credit uaions on the 
natural person credit union conummity. Tbii is a crucial issuo for the entire Credit Union 
Movemcmt" oue that - tremendous impact on the competitiveness ofcredit unions, the 
availability ofcertain products and services within the movcmCll1;, the inceD:d:ve to remain 
a part ofthe cooperative credit union system and the long term viability of'the credit 
union share insurance fund. 

It is because offhe importanCe ofthis l2l8'tt«' and the implications ofeDS1.1l'ins that the 
change, that are implemen:ted to Part 704 of1hc NCUA Rules and. Repl.ati.ons are 
appropriate to the :cisks involved and 'balanced in their approach to all credit unions that 
we offer the following comments. 

First and foremost) we belicvc that the corporate credit unioD system. needs to be 
preser\'ecl. Credit unions need to have a system alternative. History has taught us that we 
cannot always rely on the com.mercial banking system for aU ofour needs. Many in the 
'commercial banking system have sought to destroy f;fw credit union system and a num.be.r 
continue on that path today. We also believe that natural person credit lmions (NPCUs) 
will require an incentive to recapitalize the corporate credit unions. It is imperative that 
the :final regulation proVide NPCUs with a strong comfort Jevel that corporate credit 
unions will be able to implement the new rules in a way that they can actually survive 
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and thrive. It appears that the proposed restrictions on corporate credit wUOllS will lead 
manyPQtential investors among NPCUs to a belieftbat no corporate can comply with the 
reqwrements oftbe proposed rule. This will unfortunately force manyNPCUs, even 
thoSe who would otherwise desire to support the corporates t and through them the credit 
union system, to look elsewhere for investm~nt oftheir capital dollars. 

In fact, we believe that this proposed regulation eQuld force some NPCUs to more 
seriously oonsider conversion to a mutual savings bank charter. These field of 
membership 1'eStlietions and capital cOllStmints. losses to date by NPCUs in their capital 
investments in corporate credit unions., and increases in premiums for the Temporary 
Corporate Credit Union Stabilization Fund (TCCUSF) and National Credit Union Share 
Insurance FWld. (NCUSIF) provide much fodder for those promoting conversioll to 
another charter. 

Vlhile Randolph.Brooks Federal Credit Union has always been co~ttcd to the credit 
union charter. we recognize that it will take only a few ofthe larger NPCUs to abandon 
their charter for the Credit Union Movement as a whole to be severely damaged (possibly 
beyond recovery). 

Therefore, we believe that it is important for NCUA to provide some assurance to 
NPCUs that their decision to te--invest mthe corporate system is a sound. decision. One 
of the ways tbatthe agency could contribute to this assurance would be to segregate the 
exiSting "legacyn assets ofcorporates SO that future capital invested by NPCUs will not 
,be subject to continued losses from the old assets. 

Cnpitallssues 

The provisions in the proposed rule that establish the time period allowed for a OOIp01'8te 

credit union to reach the regulatory capital target ratios through a transition period ofone 
to three years seem unreasonably short. We believe strongly that given the existing 
financial condition ofcorporate credit unions and the far·reaching impact ofthe decisions 
that will be required to meet the regulatory capital requirements, this time period must 
reasonably be lengthened to a minimum offive years. 

, . 

Likewi!!e~ the prohibition against replenishment ofcapital from NPCUs following a 
writ&-down ofthat capital is unreasonable. Given that write-downs are predicated on 
current accounting estimates, the Other Than Temporarily Impaired (OTn) estimates for 
corporate credit unions could be C?verly conservative. Even iftbe estimates prove to be 
reasonably aeeu.ra~ the losaes to date have certainly been significant enough to 
dramatically impact NPCUs. The proposed regulation has taken away a corporate credit 
union's ability to recoup some of the impairment as the market stabilizes) because any 
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recoveries in value on legacy assets will acc;ro.e to the TCCUSF andIorthe NCUSIF. 
rather than to NPCUs which invested in the corporates tmd took the risk to do so. This 
experience will bring with it"long Ulemories on the part ofNPCUs and could very likely 
further discourage their willingness to recapitalize the corporate credit unions • 

. We also view the retained earnings targets in the proposal as basically incompatible with 
the new Asset-Liability Management (ALM) oriteria established in the proposed rule. 
The following section addresses these concerns. 

ALM Reqlllrcmeuts 

It appears that the proposed additional spread test will only allow approximately three 
. months ofassetlliability mlsinatch. As we see it, this requirement will likely force a 

corporate credit union 10 dip down in credit quality in order to generate spread, instead of 
taking advantage of e. benefioial yield curve that is steep and could have a longer life 
span. A dip in credit quality is exactly the opposite ofwhat a corporate credit llllion 
should be doing. We do not see this 8S safe or sound and we encourage the agency to 
teVisit this requirement. Perhaps, mther than using a three month mismatch, a mismatch 
ofat least one year (and po$Sibly up to two years) would provide COIpOra1eS with the' 
ability to meet testing requirements that w~:)Uld make the various mismatched instruments 
viable. 

Likewise, the two-year Weighted Average Life (WAL) limitation will severely limit the 
produCTS a corporate credit union can mab available to a NPCU. At the sam~ time, this 
requirement will hinder the ability of corpomte credit unions to gain iIEl:proved earninis 
from a steeper yield curve. Most NPCUs would like the fle,qbility to use longer tenn 
borrowings from corporates to help mitigate the interest rate risk on some oftheir longer 
term assets. This requirement will Jikely fOl'CB many NPCUs to look outside the 
COlporate credit union system to address mitigation of their interest rate risk. Forcing out 
ofthe system the very type ofcredit union business that is needed to build earnings will 
hurt the ability of corporate credit unions to eam their way out oftheir capital issues. 

From our reacting ofwhat the agency has cited in its narrative regarding this part ofthe 
proposed regulation, one mi'ght be led to believe that NeUA is ofthe opinion thai the 
current mortgage crisis was the result of.interest rate risk issues. It is generally 
recognized and acoepted that this was not the case. Rather. it was poor credit quality on 
mortgages. not interest rate risk, that was at the foundation of the present crisis. Thus, it 
is our opinion that the NeUA should give more weight to credit quality rather than 
imposing interest rate risk restrictions such as the three month mismatch and the two-year 
WAL. 
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As oredit quality ofthe underlying mortgaaoo collateralizing certain investments i$ 
widely recognized to bave been the primary cause ofthe losses that have impacted 
many banks, brokerage houses) corporate credit unions and others, we believe that . 
NeUA should more directly address this issue. For example, NCUA and other financial 
regulators should work with organizations such as PNMA and FHLMC to put in place 
more effcothl'e loan underwriting standard3 that would be required ofali originators and 
sellers ofmortgages to tb~e agencies. We recognize that this is Dot directly a part ofthis 
proposed role; however, we are convinced that to avoid a future crisis, poor underwriting 
standards must be addressed. 

We have one final point in the area ofasset-liability management. The prohibition 
against redeem.ini share certificates above par would severely hamper the ability of a 
cOI]lOratc credit union to offer longer term share certificates to NPCUs. This will very 
likely adversely impact the competitiveness ofcorporate credit unions in ~marketplace. 
When compared to alternatives available to NPCUs. this prohibition could leave 
corporate credit unions with a marketability challenge that they canuot overcome as it 
:relates to the share certificates. . 

·CUSOs 

The limitation on CUSOs offeririg primarily brokerage and investment advisorY services 
will result in an unnecesSary reduction in services to some NPCUs. In return, we find 
that there would be only a negligible reduction in risk. In fa.ot. one ofthe reasons tbal 
cOIporates usc CUSOs for «rtain types ofservices is to insulate the corporate credit 
union from risks assooiated with such services. The reduction ofsuch risk is a benefit to 
the corporate. Therefore, we encourage this provision to be removed from the proposed 
regulation. 

Representation 

We agree with the proposed nde as it relates to term limits for directors and see value in 
such a provision. HOwever, 'we strongly disagree with the potentiailimltati.on on 
indemnifying directors against liability exposure. With some former directOrs already 
facing litigation over this most recent Crisis. it is quite unlikely that individuals will be 
willing to volunteer to serve as a director ofa corporate credit union and face potential 
1egalliahility without having a basic provision for indemnification. We encOurage the 
agency to allow for corporate credit unions to incIemnifY directors and pUrchase C1TOXS 

and omissions insurance to protect them from legalliabillty. Unless such a provision is 
allowed:, the concept ofthe volunteer corporate credit union board ofdirectors could 
become a thing oftbe past. In fact, without indeIJlDi:fica.tion, we question whether even 
paying directors would attract good oaildidates. 
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We also strongly disagree with the proposed rule's limitation ofdirectorial candidates to 
CEOs. COOs, and CPOs ofNPCUs. While we believe that such a restriction is well 
meanjus, it is simply not :reasonable to assume that persons in these pos:.itions are always 
better qualified than some in other positions who might have considerably more personal 
or career experience. Instea.d; we believe the agency ~ou1d establish certain minimum 
qua1ific'aiions for the director position, such as expertise and experience OJlliquidity. 
asset-liability uumagemelit and the types ofinvestments allo\Wd for corporate credit 
unions. 

Our final recommendation is for the agency to rewrite the proposed mle based on . 
comments it receives and to telease the modified. proposal for comments. This subject is 
ofsuch critical importance that itjustifies another roUDd ofcomments from interested 
parties. . . 

In closing, we again COIJ.lIl1eDd the agency for ~ts efforts 10 stren,gthen the cmporate credit 
~on~ '. 

On behalfofRandolph-Brooks Federal Credit Umo1l, please contact me ifI can be of 
assistance in this matter; . 

Sincerely, 

~/J2it~ 
Randy M. Smith 
President and CEO 

co: Chairman Matz .. 
Board Member Fryz.el 
Board Member Hyland 
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