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M.m:h 4, 2010 
Ms. MaryRupp 
Secretary ofthe Board 
NatioDaI Credit t1Dion Adminisa:aIion 
1ns Date Street 
Alexandria. VA 22314-3428 

Dear Ms. Rupp: 

Chabot Peckal Cndit UaioD (CIJabot FCU) appreciata the opportuDity to QOIIlIIIellt on NCUA's 
proposed ..........10 hit104. TbI: pIVJIOIId ........woulcl mala: mIIjor mtisions 
~ COJJoOu..CI8dit.~~ iIIn..... lISICt-liabiIity ......1l'IIt, perl.x:e, and 
cmUt unlOR seNice or_II'1OIlactmtia. 

NCUA·s desire to reduce risk fiom the corporate system is evideut in the scope and bn:adth of 
thiS propoal. a.bot FCU COIlCUl'S with this objecItiw, and. as a.NCipieat ofa S9.7 mj11jon 

impa.inneat loss Oft WeaCoIp rapital, ill additicxt to the ....Ipecial ••sllllCllt, 'We are 
paiDfUlly a'W8I8 of1he need to mitipte t\mae loa! &om..corporate credit aioD sysIaD. 
HO'MMII'. we allO value the UDiquc tole that corponie c:ndit 'DDiODB play ill 1he __ ofliquidity, 
investments, ad co.aespoll"ht.mces. It is our...desire fortbe fiaII npJation10 st:rike an 
appIopriatc ba1aGce bdweeo ibII.a'iDa impovedri* IJIIMIl'IllfIIt practices 8Dd allowiDg a 
sustau.able busiaesB model for corDOI8fe a:edit UDions. 

0vcn.U, we are coocemcd. the cumatproposed 8IIlC:IIdments fall ctisproportioDa on the side 
of"risk. avoidala. " Tbe coatcq.-ce of. dsIt a.voicIante stauce is that itwDl rc:ader corporate 
credit uoiODS inelmmt to DIlUnIl perIOD credit UDiOllS. AccordiaaIY, we advoc::af.e a stIDce of 
"responsible risk l'II1ID8pRICIIt,9t wheRby the ameaded Part 704 cn:aleS more striageut standards 
for risk ~wbile aUowiq sufticient balance sheet t1exibili~ to support a viable 
business modeL 

We have provided aDumber ofsuaested modifIcatioDs to the proposed a:mradmeDts in this 
comment letmr. However, giwo what is at stab -1he possible viability or nc:m-~ ofa 
cadit UJUon..owDed corporate "steal -lW 1Il'F..NCUA to withdraw the proposal. drafted 
so that a mare cohesive and feasible set ofniles can be e:ratb!kl. We feel SClODIIy tbere should be 
anotherlO111ld ofproposed mlam.ting for Part 704 - with mother 90 day oommOBt period
before isIuiDg final rules to govern corJ)Ol'8Ie credit unions. 
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Our comments are organized as follows: 

• CritkllllDIMS 0/C""CD'II 
1. Time Period for Capital Ratio AttaiOOlent 
2. Retained &mings Growth Model 
3. Averap-Life NEV Testing 
4. Weighted Average Asset Life 
5. Qualifications ofDirectors 
6. Legacy Assets 

• OtIrer"""" ofCtllI.U171 
7. Risk-Based Net Worth for Natural Person Credit Unions 
8. Consolidation ofCorporate Credit Unions 
9. Premium for Early Withdrawal on Corporate Certificates 
10. Perpetual Contributed Capital 
11. Payment ofDividends 
12. Concentration Limits 
13. Corporate Credit Union Service Orpnizations 
14. Credi,tRatings 
15. Overall Limit on Business Generated from Individual Credit Unions 
16. Disclosure of Executive and Ditector Compensation 
17. An Extra Line ofDefense between Corporate credit unions and Natural Person Credit 
Unions 

CritktIlIss"es ofCOllcem 
Chabot FCU is deeply concerned that ifthe following issues are left uncban,ged. there will be 
severe., aDd possibly unrecoverablet Iepercussions to corporate credit unions, which in tmn would 
have bannfUl effects on the natural person credit uniODS that rely upon them. 

1. Time Peri.od for Capital Ratio Attainment 
As drafted. the one year window required by the proposal to attain the risk-based capital ratios 
(i.e., the 4% Leverage Ratio) wiD require corporate credit unions to bring in new capital Of, at a 
minim~ convert existing MeA to the new pce durina a time when significant issues remain 
unresolved regarding legacy assets. Due to a lack ofsufficient retained earnings at most 
corporate credit unions, and an inability to grow retained earnings at a rate required. by the 
proposed rule (see discussion below). member credit unions will likeJy be asked to con1ribute 
approximately 4% ofthe corporate credit union deposits as perpetual capital within 12 montbs of 
the publication date ofthe final rule. 

We are certain that DO credit unions will be willing to contribute additioDal capital in such a short 
time frame. and in such an UDCel1aiD enviromnent. Indeed, some cmllt unions may decide to pull 
their deposits from the colpOJ2te system as the result ofsucb a precipitous move to achieving a 
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4% Leverage Ratio via pee. This, in tum, would lead to liquidity concerns fur corporate credit 
unions. 

Recom:me'lfdqtion: We recommend that NCUA clarifY its intention with respect to the time 
period for capital ratio attainment. Oiveft the unavojdl.blc reality that 
credit unions will need longer than one year before they will fcel 
comfortable recapitalizing corporate credit unions, we propose that NeUA 
provide capital infusions to get them to the required capjtal level. The 
capital infusions would be offset by capital notes that would have to be 
repaid in three annual increments. Any corporate credit union unable to 
adequateJy re-capitaJizc within the three-yeal' timeframe would bave to be 
merged or liquidated at no 1055 to its members. 

Uetaiql Eamjna growth Model 
We take issue with NeUA's assumptions regar.ding a cor.porate's ability to grow retained 
earnings under the proposed investment and ALM limitation.s (pages 99·101 in the proposed 
rule), and are ofthe opinion that it does not represent a reasonable or attainable mix. 

NCUAModel 

ASSns 

Auto ADS 

OtherABS 
Overnight 

TOTAL 

CCTtItkates 

TOTAl. 

OTBERINCOME 

FFELP Student Loans 
Privlltc Student Loans 

Credit Card ADS 

SHARES Al'oI" EQUITY 
Overnight Slurr" 

Capital Notes 

NET INTEREST MAR.GI~ 

OPERATING EXPENSES 
_l"mT)NCOMK 

NCUA EXAMPLE 
I"ERCINT OF BAL\l\IaSHEET I SPREAD TO UIOIt 

lO% 25 
1"0% 200 
20% 25 
10% 30 
10% 10 
30% 0 
1009(. 34 

30% 0 
70% 0 
fl% 0 

100% 0 

34 
17 
30 
lL 

For example, NeUA's model appears to work because it allocates 10% of the investment 
portfolio to a fairly high risk, extremely illiquid sector - private label student loans. This is on 
top of a 200'" allocation in government guanmteed student loans; We believe it is unreal1stic and 
unsound to allocate 30% of a portfolio to the student loan sector. (Tn fact, it is doubtful that a 
corporate could even find enough of these risk assets to make such a model work.) This single 
sector of NCUA's model accounts for an astonishing 75% of the interest income. Even more 
startling is the realization that private student loans (l 0% of the portfolio) ~ount for 68% of 
interest income and, subsequently, 390,4 of net income. This strikes us as untenable. 

In addition, the mode) assumes funding using a deposit mix; of 300,4 overnight shares and 70% 
certificates. This assumption is not valid, as other provisions of the proposal (e.g .• the early 
withdrawal premium provision for certificates) will serve to create a major disincentive for 
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corporate tenn funding. Finally, the model does not provide any cost of capital in its 
assumptions. This b8ffiil'lg omission further weakens the credibility of the retained earning 
goowth outcomes presented. 

We believe the proposed mQdel violates principles of concentration risk, represents too much 
exposure, and is far-removed from attainable, real-world results. Further, the model appears to 
provide little opportunity for diversification, which wm mak.e retained eammgs growth that 
much more difficult to realize. It is apparent ftom these assumptions that NCUA is attempting to 
eliminate risk at the corporate level, as opposed to permitting co.-porate credit unions to manage 
risk. Such a busi.ness model is unreasonable and counterproductive and, ultimately, will be 
crippling to the corporate network. For example, without an ability to generate earnings from 
investment risk, corporate credit unions will not be able to keep payment system fees down, 
forcing a move from a cooperative payment system pricing model to a market-based., for-profit 
model. This will have a pronounced effect on natural person credit unions, as they wilJ be 
saddled with much higher fees (we have seen anaJysis which indicates a potential increase in fees 

.of 2 to 3 times current leve)s), as wen as the possibility of obtaining and maintainin.g new 
payment services relationships. 

The adjusted model below created by the Association of Corporate Credit Unions (ACCU») 
illustrates a mon: realistic outcome, and highlights the need to make necessary revisions to the 
pooposed assumptions and limitations. This model is based on a $10 billion dollar balance sheet 
for example purposes and assumes no powth in assets or asset mix. Spreads are adjusted 
downward by 2 or 3 bps over the 7-year: time horizon to reflect industry expectations. Funding 
has been modified to include a capital note of $400 million (4% capital assuming a $10 billion 
balance sheet) issued on day one. priced as floating at a spread of 200 bps to LIBOR. The 
adjusted model also assumes that fees and operating expense will increase in line with inflation 
at an assumed rate of2% per annum. 

NCUA Model Adjusted for Capita) and Spreads 

fDalftar ..... 
I!I.SIi!i 

15... 2GO ••2M 25 21M1_ 
)0 r....,. 10 1ft 

3C* • .. 
:1 

..... JoII *" 
3C* •.. 0 
IN II 

TOtALI ltOM • 
lM 

n 
» 

"5::~;!~....,. .... 


"'" I) 

0... .... too 
~ • 

.
.1 

n 
s 

-- .... 

~ ....... ~ 

I'",...1_ 
lIM 0 .... ..
• ~ 

•.OIM 

II 

II 

n 

4 

r/~) 



•• 

v 

PAGE. 05/16CHABOT FCU3/a5/2818 11:54 925-828-87513 

As the adjustments for capital costs, LIBOR spreads, and operating expenses indicate, rather than 
realizing positive net income of 21 bps, the hypothetical cotpOr.ate credit union would realize 
negative net income of -3 bps. 

The following alternative model by ACCU illustrates probable investment portfolio performance 
over a 6-year period using realistic and prudent sector mixes and spreads: 

Longer-Term Analysis Projected Over 6 Years 
IDNGDt-TERM ANALYSIS ......... ....
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In summaty, with an investment mix. that includes loans, ABS-Autos, ABS-Credit Cards, FFELP 
Student Loans, Structured Agency, Bank Floaters, Other Short-tenn, :MBS.CMBS, and 
Overnight, it is projected that net income of 14 bps can be realized. However, we mu..1ilt point out 
that even this margin would be insufficient to meet the proposed capital targets. Even at 14 bps, 
a corporate would be short 7 bps ofNCUA's model projected net income of21 bps. 

Recommendation: Chabot FeU calls on NCUA to provide independent, ~.party "proof of 
concept" validation ofthe Agency's business modeJ ~ in this 
proposal or any alternative proposal. A proper assessment must do more 

I 

5 

11(p& 


http:IABS�Qdc.ls


PAGE 136/1611: 54 925-828-8758 	 CHABOT FOJ13/05/2Iua 

c/ 

than. just ''test th.e math." A credible assessment will test the assumptions 
and ultimate viability of the proposed business model. 

Beyond what we believe are obvious fajUngs 0{the proposed retained eamiDgs growth modeJ, 
we are very concerned about the broader implications ofwhat is reflected in this section. It 
appears that NCUA envisioDS the shrinking ofCOJ]JOl'8te credit lUlions' ba.boc.e sheets. Sucb. 
movement would not only represent a fundamental chaage to the corporate business mode - a 
fact which lies unaddressed by the Agency in its proposed model ami assumption - but would 
also result in a shifting ofthe investmcm function to natural person C1edit UDioDS. Olwiously, 
corporate credit tmions possess fat more in the way ofexperience, expertise, and resources (e.g., 
people and software) to DUmale this function than does the typical natural person credit union. 
believe such a "managblg down" ofcorpor.ate balance sheets to the natmal person credit union 
tier would introduce greater instability, risk, burden, aDd costs into the credit union system, and 
would pose ever greater risk and losses to the NCUSJF. This consequence ofNCUA's retained 
earninas growth model proposed is alatmiDa and a further indication ofthe impractical and 
nonsyncbronous Dature ofthe proposal. One need only rec:all the horrific investment losses 
associated with Penn Square Bank and Ginnie Mae in the early 19805 to question 1he advisability 
ofpushing the investment function back down to NPCUs. Surely, NCUA cmmot have :intended 
to introduce greater risk at the uatura1 person credit UDion level and areater losses to the share 
insu.rance fUnd. 

Recommendation: 	 Given the severe risks posed. to natural person credit unions 8IJ.d the shate 
insurance fond, we recommend that NCUA consider the UDintended 
consequences ofpushing the in.vestment function down to natural person 
credit un1.0ns that, for the most part, lack adequate expertise to safely 
manage investment portfolios. 

3. Average"Life NEV Testiug 

The proposal requires 8:\'el1lic-life mismatch net economic value (NEV) modeling/stress testing, 

in addition to existing interest rate risk (IRR) NEV modeling, to include: 


• 300 basis point credit spread widening, coupled with NEV ratio decline limited to 15% 
• 50 % slowdown in prepayment speeds to detetmine ifthe corporate has excessive 
extension risk; combined with 
• portfolio/asset limit oftwo years in average weighted life. 

Chabot FeU is vexy troubled by analyses which indicate that there is no combination ofasset
with a two~year average life and limitx:d extension risk - that could generate sufficient m.arsin to 
attract funding and pass a 300 basis point credit shock test. Further, the proposed limitations 
placed upon a corporate by these tests would not allow corporate credit unions to generate 
sufficient interest margin to build retained earnings to meet the new capital requirements 
contained in the proposal. (Ibe 2 year average weighted life limitation will make holding Agency 
and Private Label Mortg8&e Backed Securities - the largest sector ofpotential investments 
virtually impossible for corporate credit unions.) Any ability to generate a reasonable interest 
margin in order to build :retained earnings will become very dependent upon a lower cost of funds 
for corporate credit unioDS. which means a lower yield paid to members. 
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Tn our view, the proposed spread widening of 300 bps appear.s to be an over-reaction by NCVA 
to a on.ce-in-a-lifetime, completely unique event. Historical analysis indicates that, over the past 
1 S years. excluding recent events, credit card. and a.um ABS credit spreads to LJBOR widened to 
a maximum of approximateJy 50 bps, and generated a standard deviation of spread volatility of 
approximately 10 bps. 

RecommendaJion: 	 We believe it would be more rlI8.1istic to set the credit shock. test at 100 bps 
widening - doubJe the bistorical average. Even at 100 bps credit shook, a 
NEV volatility limit of 35 percent decline is needed to accommodate the 
impact of floating-rate investments carrying the loss to maturity. 
Therefore, RCU urge the NeUA to amend this test to a 100 bps credit 
spread widening and a 35 percent NEV volatility tolerance limit. 

4. Wejghted Average Asset Life 
This provision limits the weighted average life (WAL) of a cotporate oredit union's aggregate 
assets to two years and includes loans to members. Such a requirement will have adverse 
implications for natural person credit unions seeking to fin liquidity oeeds with term loans from 
corporate credit unions. In order to keep the overall W AL of its portfolio within the two year: 
limit, most of the loans made by a cotpOrate will be limited to shorter-term maturities. For 
longer-term loans, a corporate will have to substantially increase the rate offered in order to 
compensate fotthe impacttbe longertenn wilt ha.ve on its two year WALtest. 

As a result, long-term financing to natural person credit unions will be drastically reduced, and 
wilt come with a much higher borrowing cost. Currently. less than 2S% of California and 
Nevada credit unions are m.em.bers olthe FHLB. The remaining credit unions rely on a corporate 
to obtain term lending. Therefore, the two year proposed limitation will forc;e hundreds of credit 
unions-in California and Nevada alone-to seek less beneficial, Or more expensive, funding 
from other sour.ces. In addition, ma.oy natural person credit wions use Jonger term botTOwings to 
mitigate interest rate risk, A limitation on borrowings from corporate credit unions to two yeaTS 
wou1d take away an important too) for these credit unions. 

Recommendation: 	 Therefore. we request the Board to exclude loans from the calculation of 
weighted average life of the investment portfolio. After aII, the origioal 
purpose of corporate credit unions was to enable financial intermediation 
between credit unions-not only their short term needs but a1so medium 
and long term needs. Whatever chanl'cs NCUA makes to the WAL of 
corporate as..'lets, it must consider appropriate adjustments to the liabilities 
side of corporate balance sheets. 

5. Qualifications ofDirectors 
The proposal requires, as qualification for directorship, that all candidates must currently hold 
the equivalent of a CEO, CPQ, or chief operating officer (COO) posit jon at the member 
institution (typicaJ1y~ though not always. a natural person credit union). We do not agree that a 
particular job title necessarily makes for a better board member, and instead suggest that NCVA 
consider relevant competencies, sucb as finance. risk mao.agement, investing, and ALM. 
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Recommendation: 	 We recommend that qualification standards be ebanged from titles to 
relevant COJlll.JCtellcies. 

6. Legacy Assets in Coxporate Credit Unions 
While we are aware that NCUA has made public statements indicating that it willarmounce 
plans in April 2010 for addressing legacy assets, we are puzzled as to why this critical topic is 
not mentioned at all in the proposed rule. Dc:aling with investment securities remaining on 
corporate Cl'Idit unioos' books is vitaJ to realizing any lasting, consequential chImges to the 
corporate system. These assets - by some estimates believed to represent as much as 530 billion 
in eventual losses, or one-third ofall natural person a:ed.i.t union net worth - continue to create 
instability in the network, and serve as a :major disincentive to credit unions providing any future 
capi1al contributions. No investor will invest unless the toxic assets are segregated so that new 
capital is not at risk. We believe that fail\1l'e to address this issue inv.ites the weakening ofeven 
cummtly stable ~ credit unions, and woukl serve to negate the positive changes that 
NCUA and credit unions would like to see in the eorporate system. 

Recommendatio,,: Chabot FCU NCUA to cooperatively and transparently address the business 
and regulatory isStJeS associated with these assets so that corporate credit 
union balance sheets can start with a "clean slate," rather than from a 
negative position. We would like to point out that, in addition to the 
proto-typical assets on corporate balance sheets,. NCUA should also 
address any problem assets that may reside OIl the balance sheets of 
corporate credit union service organizations. 

To sllD1l11BTize, Chabot FeU fumly believes that the Board should forego finalizing the above 
critical issues in their current proposed form, and should carefWly assess all comments and 
analysis NCUA J:eCeives reprdiDg the viability and. :reasonableness ofthe tests and the two year 
average weighted life limitation, as well as 1he capital ratio attainment and the retained earning 
growth 8SS'lDnptions. NCUA should also review whether historical trends justify the proposed 
tests and thresholds. Further, NeUA should transparently clarify how it intends to deal with 
legacy assets that remain On the books ofcorporate credit unions and what impact there will be 
on natural person credit unions upon the dispositi.on ofassets in question. Lastly, Chabot FeU 
believes that, in the spirit oftlaosparency and fahness, NCUA should publicly provide its 
modeling tool and/or assumptions. Our doubts and concerns regarding these proposed provisions 
are further amplified when we coasider that NCUA m.ay choose to in~ them into planned 
revisions to Part 703, which will have similar. debilitating effects on natural person credit unions. 

8 


( / (;1 


http:dispositi.on


3/05/2010 11:54 925-828-875e CHABOT FCU 	 PAGE e9/16 

t/ 

0tIu!r Area ofConcern 

7. Risk-Based Net Worth for Natural Person Credit Unions 
Chabot FCU strongly supports adoption ofrisk-based capital among corporate credit uniODS. 
Corporate credit unions and natural penon credit unions, alike, have been opending in aD 

outdated capital1iameworlc that is out-of-step with the broader fiDaDclal sedor and worldwide 
financia1 reauIatmY regimes. While it is beyond the ICOpe ofSection 704, we take this 
opportunity to ask that risk-based capital be extended to naturall*5Oll credit unions. As the 
corporan: credit UDion meltdown clearly reminded the entire credit union system, not all assets 
are created equal and NCUA should modernize its measurement ofcapi1al adequacy to reflect the 
degree ofrisk associated with different assets. This chanae is fully within NCUA's regulatory 
authority, is low risk., and would provide many credit unions with relief wbile SliD maintaining 
S1rong and credible credit union net worth S1andards. 

Recommendation: 	 We wge NCUA to exercise its regulatory authority to update the capital 
framework for natural person credit unions to align with the broader 
fiDanclaJ sector by extending risk-based net worth to them. 

8. Consolidation ofCorporate Credit Unions 
As stated in our comment letter on last year's corporate ANPR.. Chabot FCU believes that 
corporate consoUdation would be beneficial to the system" aud that NCUA should be more open, 
responsive, and supportive ofsuch consolidation by removing l.IDl'e8SQlI8b1.e impediments and/or 
resistance to corpGJ:ate credit union mergers. We:teWgDize that the cmrent number ofcorporate 
credit unions is less than ideal with respect 10 efficiency and effectiveness (e.g., poten1ia1ly 
rednndant member capital requirements. duplica1ion of expertise, staffing. and infrastructure). 
While we undastand and approve ofNCUA's avoidance in dictating the number ofcorporate 
credit unions in the system, we would like to see more open dialogue between NeUA, corporate 
credit unions, and credit unions regardiD.g consolidation scenarios inc1udiDg the effect it wou1d 
have on the viability of the entire credit union system. In identifyina the "best" business model 
for corporate credit uniODS in the future, it is worthwhile to lXl.ate:mplate how much stroIJFI' and 
more valuable co!p01'Btc credit unions would be to the Dation, credit unions, and conS\DJler 
members ifthey adopted an FHLB-type model wherein 'corporate credit unions could raise 
money :&om. seUina bonds with tbe fWl faith and credit ofthe Treasury to support consmner and 
snudl business lending. 

Recommendation: 	 Chabot FCU encourages a candid discussion, possibly as pan ofa 
subsequent round ofrulemaking, about the efficiency, effectiveness, and 
sustainabUity ofa single corporate credit union with multiple regional 
offices. We believe that sucb. a discussion should include the assessment 
ofelements ofthe Federal Home Loan Bank: model that might be 
successfully imported into the corporate system. 

9. Premium for Early Withdrawals on Corporate Certificates 
This proposed provision limits a corporate credit union's ability to pay a market-based. 
redeJnption price 10 no more than pat. thus eliminating the ability to pay a premium on early 
withdrawals. Such a change will pose a significant disincentive for member credit unions seeking 
liquidity, and will likely lead them to seek ~ competitive investing options than corporate 
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credit unions. Many smaller credit UDiODS take advantage ofa non-penalty option to .1ll8Uage 

liquidity, especially ifthey do not invest in securities. 

Such a change will also have the effect ofincreasing corporate credit unions' fimding costs. Even 
ifa corporate: desired to raise their yield in ord. to compete, it would be unlikely that they could 
generate sufficient eaminp to cover the increased rate. As a result, corpo1atc cndit tmions· 
institutional fundiDg market for term cenifica1es will be severely impai:red-or even wiped out
which. will lead to a significant reduction in overall liquidity in the corpol'8're ctedit union S)'3tem. 

Recommendation: Therefore, Chabot Feu urges the Board to strike this proposed requirement 
from the final rule, as it is not only countaproductive to maintaining co!pOl'8.te 
liquidity and natural cxedit union investment options. but would likely 
bave long-lasting and barmtw. effects to the system. 

10. Perpetual Contributed Capital 
Chabot FeU supports eliminating the current prolu'biti.on on corporates requiring credit unions to 
con1ribute: capital to obtain membership or receive serviocs. (In other words, a cozporate can 
choose or not to require credit unions to COIdribute capital in order to receive services.) We are of 
the opinion that leaviDg this decision to 1he board and manapment ofa corporate credit union 
provides app.copriate flexibility, and applaud NCUA for proposing this chaDge. 

Caveats: 	However, we would like to reiterate our concern that many credit unions remain 
wary ofcontributing additiona1 capital durin& these stUl..unsettled times. This 
wariness is sharpened in the case ofWesCotp. as the degn::e and duration of 
NCUA's conservatorship remains und.e6ned. Further, in the event a corporate 
cannot earn their way into buiJ.diDg retained eaminp - and, as we indicated 
earlier. we believe that such an outcome is not likely under the proposed rules 
concerns have been raised by credit unions about the possibility ofa forced 
capital contribution. APnt these issues highlight that it is imperative for NCUA 
to carefully consider the impact ofthis proposal in all its aspects - not only each 
provision on its own, but also the effect each. provision will have when put into 
play with all other provisions in the proposal. When this is done, it becomes 
apparent to us that the proposal is unworkable in its current form. 

11. Payment ofDividends 
The proposal will probibit an undercapitalized corporate, unless it obtains NeUA's prior written 
approval, from paying dividends on capital accounts. A blanket prohibition strikes us as 
counterintuitive and potentially counter-productive for the future re.-capitalization ofthe 
cotpOrate credit union system. Capital 8f;COums, as natural person credit unions have painfully 
learned, are riskier than insured deposits. To balance that higher risk, investing credit unions will 
be reluctant to contnlnlte capital without the promise ofa higher return to compensate for the 
added risk. Indeed, in public comments, NCUA officials have observed that past behavior of 
cotpOrate credit unions and Datural person credit unioDS with !elII'd to administration of 
coxporate capital aecoums, had been "bac.kwan:Is" in that lower returns were being paid and 
accepted on riskier investments. 
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Chabot FCU understands the operational questionability ofdividends on paid-in capital when an 
undercapitalized financial iDstitntion needs to maximize te1ained earnings to build capital. We 
strongly believe that this case-by-case decision be made by the m~ and Board ofa 
corporate credit union in the COnteXt of the interest rate environment at that time. Furthfll\ the 
proposed tetained. earnings target will serve as a built-in coU$lraint on paying dividends. 

Recommendation: 	NCUA should not impose a blanket prolnDition on undercapitalize 
corporate credit unions :from paying dividends on capital aocouDU. 
NCUA should, instead, rely on a mained earnings target-to be 
developed, presumably, irJ the next round ofproposed rule-mak:i.nt--to 
serve as a built-in constraint on the payment ofdividends. 

12. Concentration Limits 
As written, Fedeml Funds transactions are not specifically excluded from the sector 
concentrati.OD limits. As a result, eotpOrate c:redit 1D1ioos would have severely limited access to 
the federal funds marlcet. This will have the hannfbl effect ofreducing the overnight rates tbat 
member credit unions m::cive ftom their corporate. In addition, it would reduce natural person 
credit union. ability to access or engage in. a market-based ovemight in\1estment option. 

Recommendation: 	To address this, Chabot FCU recommends the definition ofdeposits in 704.6 
(d) be amended to include Federal Funds or, altematively, the exemptions 
from sector concenuation limits include Federal Funds transactions. A1so, 
Chabot FCU further recommend that 704.6(c) be changed to allow a larger 
single obligor limit of200% ofcapital on money market transactions with a 
term of9O-days or less. An alternative solution might be to specifically allow 
a single obligor limit of2OO% ofcapital for Federal Funds transactions sold 
to other depository institutions. 

13. Corporate Cmlit Union Service Organizations 
The section ofthe proposal adds a very short list ofpemUssible corporate CUSO activities 
(consisting ofhrokerage services. investment advisory services, and other categories as approved 
by NCUA). Chabot FCU asks the NCUA for clarity in the form ofdefinitions or additional 
information regarding permlssible avities, which are surprisingly scant aDd inadequately 
defined in the proposal. Further, it is lDlclear what would happen regarding corporate CUSOS 
which currently engage in activiti.es not listed in the proposal. Would these activities be 
grandfatb.ered? Would the NCUA subject them to an approwl process? We believe these issues 
must be addressed to avoid credit union uncertainty or concern regarding CUSO services. 

This section ofthe proposal provides for expanded access by NCUA to a corporate CUSO books, 
.records, and facilities. Chabot FeU respectful1y disagrees with this proposed expansion. While 
NCUA has unparalleled skill and knowledge in exam.inina credit unions, this expertise wouJd not 
necessarily translate into efficient and effective examination ofother business entities or business 
products. Indeed, some CUSOs and their activities are already examined by state reguJatmy 
agencies~ so NCUA oversight would be a redundant and inefficient use ofthe Agency's 
resources. Chabot FCU also notes thal, in the case ofa CUSO with both state and federal 
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credit unions owners, NCUA has access to th.e CUSO's books and records through, them. 

We disagr.ee with a blanket expansion ofaccess to CUSOs by NCUA especially where potential 
losses do not meet the test ofmateriality. We do uo.de:rstand that there may be situations, $\1Qh as 
CUSO activities which involv.: greater corporate tisk,. and/or in situations wber.el a corporate has 
a controlling interest in a CUSO, which wammt greater Aaency access. For exampl~ CMBS and 
SimpJiCD may pose the thr.eat ofmaterial losses in contrast to a corporate's minority intexest in 
MDC or COOL In addition, we appreciate that NCUA's objective may be to limit corporate 
abiJity to shift non-perfonning assets off-balanc:e sheet through corpomte CUSOs. RCU would 
welcome further discussion about tbis issue, in order to outline areas ofagreement with NCUA. 

Recommendahon: 	NCUA should clarify definitions or additional information regarding 
permissible CUSO actitivities and the grandfilthering ofcurrent but 
unlisted CUSO activities. Also, NCUA should utilize the concept of 
"materiality" to determine the extent ofNCUA's acc:ess to CUSO books, 
records, and facilities. NCUA's reach should be restricted to CUSO 
acti.vities that represent material risk. 

14. Credit R.a1.inp 
Chabot FCU appreciates NCUA's de-emphasis ofNRSRO ratinp, and generally agree with 
using ratings :in order to exclude an investment, not as authorization to include an investment. 
However, we believe that the requirement to obtain multiple ratings maybe problematic, as some 
securities only have one NRSRO rating. This would limit some investment options for corporate 
credit unions and, ifthis requitement is also implemented in Part 703, natural person cJ:edit 
unions. In any case, it is important to stress that credit ratings are only one ofsevenl tools that 
comorate credit unions and natural pason c:redit unions should utilize to evaluate risk. 

Recommendation: 	We urge NCUA to consider permitting an exception to the multiple rating 
requirement in situations wher.e there is only one rating and, more broadly, 
to provide further elabomtion in tH proposal on what standards, methods, 
or tools corporate credit unions should use in analyzing credit ratings. 

1S. Overall Limit on Business Generated :ftom Individual Credit Unions 
This provision prohibits a corporate ftom accepting from a member credit UDl.on or other entity 
a:o.y investment in excess of 10 percent of tbe corporate's daily average net assets, witb the 
objective ofreducing risks that could arise ftom placing undue reliance on a single entity. Chabot 
FCU believes that such a limitation-ftom an individual credit union standpoint-is prudent and 
reasonable from a liquidity management standpoint. However, many corporate credit unions 
avail themselves of inter-month funding when needed to address short-tenn liquidity volatility. 
Typical sources ofthese funds include the Federal Reserve Bank. and th.e Federal Home Loan 
Bank. Therefore, including "or other entities" in. the 10 percent limit may force corporate credit 
unions into short-term bolTOwing with less favorable tenDs. It would force co:rporate credit 
un.ions to maintain larger cash balances, which would likely be detrimental to earnings. Chabot 
FCU is concerned that this pro\7ision, as written, may limit corporate cn::dit unions' ability to 
provide their credit unions with reasonably priced short-term liquidity. 
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Recommendation: Chabot FCU suagests that NeUA eonsider allowing borrowinss with a 
maturity of30 days or less :from a Federal Reserve Bank, a Fedeml 
Home Loan BaDk, a Repurchase AgreeJnent counterpart or a Federal 
Funds counterpart, in excess of lOOAt ofthe corporate credit wu.on's 
mcMng daily average net assets. Alternatively, siDc:e the objective is to 
limit risk associated with a single credit union, this issue could be most 
simply addressed by eliminating the "or other entity" language ofthe 
proposed limitation. 

16. Disclosure ofExecuti.ve and Director Compensation 
The requirement to disclose all eompeDsation between a corporate and its senior executives 
defined as a chief executive officer, any assistant chief executive officer (e.g.. any assistant 
president. any vice president or any assistant treasurer/manager), and the chieffinancial officer
goes deeper than. industry requireI)JCIIts for banking counterparts and, for a large, complex 
corporate with many vice presidents and assistant managers, could mean disclosure of 
compensation for DOn-exeeuuve staff. Chabot FCU believe that this requirement goes well 
beyond expected and necessary practice. As NCUA has indicated that this provision mirrors IRS 
Form. 990 with regard to infonnation and access process, we believe it is sensible and desirable 
for NCUA to align its compensation disclosure requirements with IRS Form 990 guidelines. 

Recommendation: 	Per IRS practice, we recommend that the definition of"senior executive" 
in this provision be modified to conform with Form. 990 definiuons (e.g., 
"ofticers.'t"keyemployees") and limitati.oos (e.g., only over $150,000 
reportable compensation. for key employec,s). Consistent with the Form 
990 disclosur.e requirements, we also advise NCUA to require compensation 
disclosures upon request only rather than require annual outward reporti.ns of 
compensation which can be abused by the press to the d.et.riment ofthe credit 
union system. Fmthennore, COlpOI'8te credit unions should only be required to 
honor compensation disclosure tequests made by bonafide members ofthe 
COlpOI'8te. In lieu ofoutward annual reporting ofcompensation information, 
Chabot FeU would sa:pport a requirement to aDDually announce the 
availability ofcompensation information upon member request. 

17. An Extra Line ofDefense between Corporate and Natural Person Credit Unions 
In our ANPR comment letter ofApril 2009, we 'I.lfIed NCUA to consider the erection ofa more 
robust "firewall" or "buffer" between COlpOI'8te credit union risk and natural person credit union 
(NPCU) safety. We suggested tbatNCUAmightoonsidertbe ereationofa separate insurance 
fund or sepatate in.SUIaIlce "system" for corporate credit unions in the future. Since then, from 
public comm.ents made by NeUA officials, we understand that decoupling ofcorporate and 
NPCU insurance coverage would not have insulated NPCUs from the corporate credit union 
meltdown. That is, the liquidation of corporate credit unions would have wiped out not only 
NPCUs' PIC and MeA but also NPCU uninsured deposi1s to the t1me oftotaI losses upwards of 
$30 billion mther than the $6 biJUon ultimately associated with the corporate losses. To be sure, 
hypothetically, even jfcorporate credit unions were separately iDsured, any losses by a natural 
person credit union on W1insured corporate investments that caused the natutaI penon credit 
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union to fail would then cause losses to the share insurance fund and aU other credit unions. We 
understand that all credit unions and their losses are linked through 1he iDSurancc fund.. 

Still, we believe that NCVA sbould eXplore other options for creatini a J.ilv; ofdefense between 
00Jp0ftlte credit uni.o.ns and NPCUs. Although a number ofFederaJ Home Loan Banks are 
known to have invested in similarly toxic securities and have found themselves in highly 
weakened capital positions. DO credit unions not their ba:ok counterparts have Jost stock held in. 
FHLBs-a looming eon.trast to capi1aJ lost by NPCUs in the credit union corporate system. 
Admittedly, FmBs ate "a differ.ent animal" in that they are government-sponsored entities; 
however, like corporate credit lD1ions, FHLBs are privately capitalized. 

UDder FHL Banks' newly formed regulator, the Federal Housing Finance Agency (FHFA), 
capital adequacy in this peri.od offinancial sector and ec:onomic stress bas been measuxed. by 
"regolatoIy capital" instead. ofOAAP-based capital. "Regulatory capital," according to 
SubsidyScope, does not count the losses that a FHLBank suffered on its mortgage-backed 
securities. Thus, the Fm..B ofSeattle. for ex.ample was allowed to state a capital position of 
nearly 53 billion with only 5960 m.illion in GMP-based capital. This critical tool of"regulatol)' 
capital" that was employed by the FHFA created an effective "'line ofdefense" between investors 
(i.e., investing credit unions and banks) and tb.ose FHLBanks that held problem assets. 

We understand that last year the NCUA Board issued an order to permit corporate credit unions 
to use their capital level as reported on their November 30, 2008 Call Report. for purposes of 
determining compliance with regulatory capital requirements. This 'WaS a much needed action 
and Chabot FCU encourages NCUA to further explore and actuate a more lasting, flexible 
approach regarding tools ofthis nature. whether to create a line ofdefense between investing 
credit unions and corpora.te cadit unions or to enable natural person credit unions to weather 
recessionary times and a protracted period ofslow economic recover.y. 

To this end, we wish to hiPJight two salient comments regarding this vet)' issue which. were 
made by Robert H. Hen; C.bairman ofthe Financial Accounting Standards Board, at an AICPA 
Conference in DeCember 2009: 

(l]n my view, there should be a greater decoupling ofbanlc regulation from Us. 
GMP reporting requirements. Doing SO could enhance the ability ofboth the 
FASB and the regulators to fWfill out critical mandates. We can continue to work 
with independence and an unwavering dedication to market transparency; at the 
same time the bank regulators can utilize their authority to take whatever actions 
are required to hep thefmanclal system stable and healthy. (Emphasis added.J 
Handcuffing regulators to GAAP or distorting GAAP to always fit the needs of 
regulators is inconsistent with the di/forent.purpo.fBS 0/financial reporting and 
prutkntiaJ regulation. [Em.phasis added.J 

-Robert H HeTZ, F ASB Chairman, December 2009 

tntimately, 90 million credit union members rely on the corporate system to provide trading, 
payments, clearing, and settlement services for thei, local credit unions. Given this systemically 
important role that the COlpOrate credit union network plays in our nation's "financial plumbing," 
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it wou1d appear that ~n of a COJ."pOIate credit union option is tlDtsmount to pre8Cl'\'ing 
the credit union option, Jooally, for e'leJyday consumen in out country. 

Reco~: 	 NCUA should btilize its regulatory aurhority to rcclefine the definition of 
"wtal useta" under §702.2{J) of the 'Pr.ompt Corrective Action rule to 
exclude guaranteed or IOW/DO-risk aseets fi'om net worth ratio calculations. 
RCU recommend that the followinl auets be excluded from "total assets" 
for the calculation orRet worth: 

• 	 Cash 
• 	 Ovemight investments in COlpOl'atc 

credit unions 
• 	 CU SIP deposits in corporate 
• 	 Corporate CU CDs 
• 	 Insured institutional eertificatcs of 

deposit 
• 	 Guaranteed student loans 
• 	 Share secured loans 
• 	 Guatarrt£ed portion ofSBA loans 
• 	 Sham and Joans guaranteed by the 

government 
• 	 Other go'lemmentl~ loans 

• 	 Accrued interest ofnon-risk 
investments 

• 	 Loans purchased from liquidatilll 
credit unions 

• 	 Assets held with options to sell to 
govf.IJnmcJlt 

• 	 Loans under Corporate CU Loan 
Guarantee Program 

• 	 ONMAfF'NMAIFHLMC (GSE) 
securitieslbonc:ls 

• 	 U.S. Treasuries 
• 	 FumitUJe, fixtures, and equipment 
• 	 Land and buUdings 
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