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WIBSTIR GNITED FEDER.I. CREDIT "11111011 

POST OFFICE BOX 171 . 

MINDEN. LA 7106E 
Phone (31e) 377~8 

Marc:h 8, 2010 

Ms. Mat:y Rupp 
Secretary ofthe Board 
National Credit UrDon Administration 
1775 Duke Street 
Alexandria, VA 22314-3428 

Re: Proposed CoIporate Credit Union Repla1i.on 704 

Dear Ms. Rupp: 

On behalf oftbe management and Board of Webster United Fedeml Credit Union, thank 
yOu for the opportunity to comment on the proposed COIpOrate crectit union Regulation 
704. . 

Webster United Federal Credit Union is $3.3 million in assets, bas 1,139mentbers, and is 
multiple bonds. We are members ofLouisjana Corporate Credit Union and Southwest 
.Corporate Credit Union. 

While the proposed NeUA Replation Part 704 contains some beneficial changes, the 
proposed rule contains sevei'a1 changes which, left unchanged in the rule, will 
significantly limit the value that ~ will be able to pro\1l le and therefore arc not in 
the best interest ofthe credit union system. These cbaDges will threaten the credit union 
system by putting limits on the availability of lines ofthe ctedil to NPCU's , increasing 
the cost of conespondcnt services. and tbreatcning the smooth I )perat1on ofpayment and 
settlement systems in the post reauJ.ation implementation pcriocL 

794.2 Pdlnititms -A",."" It cgrcr,." tqI mull"'••eaiBp 

·To til. cdeIIt tIuII-., contrlbllted Cllplttll.jilnds lire II.Id to Q'Hr loaes, tile CfJrptJ"* 

cr.dit IUIIM IIIIISt 1UJt restore or IY!pkllish tilt! 46.dtftl c."IttIlII.CCOIUIb l1li)' 

cb'cltllllllUlces. . 


lftbc: intelrt ofthis definition is not reduce the capital level of the corporate .:redit union then this could be 
achieved by addi1Ia the phrase. "until a corporate aedit uni01'l meets the weli -capnaJized level and any 
mum of capitol willftOt lower the corporate Clpltal below woll-<lllpitaJizcd I nol" following dds SCI'Ibmce. 
lfdle agency'. c:oncem is safety IIIdlOUl'ldneu, once these capital levels are mct, there wUl no longer be a 
safety and IOUftdness issue. 

p~tt
• 


http:Repla1i.on


03/09/2010 04:59 3183717775 PAGE 82 

Additionally. the regulatory mandate, to permanently deplete cap ital based on estimated 
losses created by om models with no ability for corporates to rnplenisb capital back to 
existing capital holders if actual losses are less than projected, is :1 major concern. GAAP 
does not require the tIeatment being applied by the NeVA. whict, is covered in the Letter to 
Credit Unions 09-CU-IO and now included in the revised definiti ms in the proposed rule. 
Further, as part ofits ACCOWlting for Financial Instruments projettl, it is likely that tile 
FASB will change the credit impairment model standards in 201(I to allow OTII reversals 
as loss projections improve. NCUA MlUlatory accounting 1Ieabr.ent should allow for the 
same accounting treatment as national standards and not pennanently deplete credit union 
capital based on projections whicb will continually change. 

714.3 Cargo". credit ,mo. capital 

Effecttft PNSERT DATE 12 MONTHS AFTER DATE OF PUBUCATlON 'OF 

FINAL RULE IN THE FEDERAL REGISTER), revile .7....;J to ....d at 10....,.: 

(a) CapIttd ,.,1IItvunma.. (I) A corporate credit aalea _lilt mumtai. at all times: 
(i) A levera.. ratio of 4.8 percat or greater; 
(II) A Tier 1 rilk·bucd capital ntio of ~o pel'eeat or greater; aDd 

We have been told in several of your town haJJ meetings 'that the uleYerase ratio" wouJd Dot 

become effective until 36 months after the final rule has been published. However, in this 

section ofthe regulation (pages 152 and 153), it states that this part oftile regulation would 

become effective 12 months after the final rule has been pubJished. We ask that you 

correct the regulation to reflect the 36 month time frame, as it continues to be 

communicated to all credit unions by the NCUA. 


In addition to the leverage ratio, we ask the NCUA to make the effedive date ofthe TIer 1 

risk-based capital ratio 36 months, the same as the leverage ratio. To require corporates to 

bring in new capital or at a minimum convert existing MeA to the: new pee could be 

difficult during a time when significant issues still remain with rq;ards to Jegacy assets for 

some corporates. Raising contributing capital in such a short time frame will be 

challenging until corporate credit unions can demonstrate their bUliiness model will succeed 

under the revised regulation 704. Since it will be necessary to raise PCC for both the 

leverage ratio and. the Tier 1 risk-based ratios, it makes sense to ClC tend the effective date of 

both mtios to 36 months. 


704,14. "7Ql.14(a)l ReD......tigD 
(J) Nfl buIivItlll.lII ,.,y btt el«ted '0 t"e bolU'll if, III. t"e expirlltioll 0/tile term '0 widell the 

;"divi4u1ll is .,lingelectiDn, 'he inlli"itllUll will "4'H s,twd III c, director for more til"" 

six COIISItCIllWe yelln. 


We feel the 6 year term limitation is too restrictive. It typically takes several years 

for a board member to receive adequate training and to fully understand the 

operations of a corporate credit union. Once the six year ter.n limit is instituted, 

there will be very little institutional knowledge on a Board with thc~se limitations. Once a 

board member becomes knowledgeable orall corporate fimctions. ':bey will be forced to 

step down. If the NCUA is determined to institute a term limit, a nine year term 

limit would be more practical. Limitation of service to individuaJs that currently 

hold a CEO, CFO, or COO title wiIl prevent otherwise qualified individuals from 

serving and is diametrically. opposed to the fundamental tradition of volunteer 


2 (

~')~~ 



PAGE03/09/2010 04:59 3183717775 

governance of the credit union system. The Board at the former U.S. Central FeU 
consisted nearly completely of CEO's and. despite the p7esence of a full time, OR­
site NCUA examiner. did nothing to prevent the failure .,ftbat institution on an 
epic scale which threatens the viability of the entire crcc.it union industry. 

704.80Y Two-Dlr 'verlge IIfi' 

(Ia) W • .",.".""........Uf•• Jk ,.,."'*".... lifo ~"AL) IIf. eo""".,. udJt 

_lIIn'. ill.,."".,.,,,,,,,,.,., at:I"""g".rlWlliWl u""'" j md 69"'" "'Ire"""", IIIIIJ' 

riot excllefl 2y-.rs. 

The impact oftbis part of the proposed regulation negatively affects a corporate credit 
union's ability to earn an adequate yield on its investment portfolio. One way a corporate 
credit union adds yield to its portfolio is to move out the mat\Ii;ty spectrum. Securities with 
longer maturities or weighted average lives typically eam higIJ« yields to compensate 
investors for the additional interest rate: risk inherent in the longer term.. The current NEV 
testing ~uired ofCOIpOrate credit unions adequately measures and limits this risk. This 
WAL restriction williowel' the yield a corporate credit union will be able to earn on its 
portfolio aud will lead to lower rates available to natural persoIt eredit unions on corporate 
credit union certificates. We miaht note that this will be a sillmcant CODlpetitive 
disadvantage to the banking industry; credit unions will be mu:m more restricted in their 
investing choices than other deposit takers in the US economy The earning restriction is so 
severe that no amount ofcorporate consolidation will allow a c:orporate to reduce expenses 
sufficiently to produce a positive gross margin, since it will not allow a corporate to cover 
its cost of fimds. It will resuJt in greater credit risk in the corporate system in an effort to 
meet the capital restoration requirements. 

A second effect from this part of the proposed regulation will te on the asset mix ofa 
corporate credit union's investment portfolio. This weighted a,'erage life limit will make it 
very difficult for a colpOrate credit union to invest in agency III ortgage-backed securities 
(MBS). While we realize MBS are the cause ofthe corporate lnsses, it was the private 
issue, non-aseney mortgages that WCIe the problem. Agency ~fBS are highly liquid 
instruments that can be easily soJd if liquidity is needed. Unlikt~ non-agency MBS~ agency 
pass through securities have very low credit risk aDd pose very little risk to a widening of 
credit spreads. There are very active and liquid markets for borrowing using agency MBS 
as collateral sbould liquidity DeCIds ariSe. Had U.S. CenINl Or c'"~ kugbt 
agency MBS, my credit union would not be experiencing large insurance premiums or 
writing off our capital at my corporate. Agency MBS, used Pr'(lperiy. are a prudent 
investment alternative for COIpOr&te credit unions. 

We urge you to amend this section to allow a weighted average life of3 years and that 
Agency and government-guaranteed secmities be treated separntely with a longer weighted 
average life restriction of5 years. 

Ability to II'!!!! relaiD" !!Illig. Hader Ihe groDOMd javC,I!.at aDd ALM 
lilaitatiopi 

Pages 99-101 of the NeUA proposed rule preamble contains an example of the ability to 
grow earnings under the proposed investment and ALM limitations. We believe this 
example does Dot represent an attainable or realistic outcome. 1'be NeUA's example does fp 
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not include any cost tor new capital that must be attained. This c:&pital should be well 
above market rates thus causing lower net income than reported :n the NCUA's example. 
The model assumes discount margins on stud.ent loan asset back.xl securities that are clearly 
uureasonable in the opinion ofneady all professionals with a wor.king day to day 
knowledge ofthe investment markets. The assumptions on these preads and other factors 
appear to be unreasonable or \DlaChievable. We ask that you revi ew the example provided 
and verify with outside sources to ensure these regulations allow for a viable business 
model for corporate credit unions. 

7'4,8(k) PepoBit COIH.tratjoD. 
(k) OvmIIIlt.It 011 ""'u,_".,..,./t'tRII iII• .,,,,_t:mIIt ..,,;0.. 0. or 1Ijle, 

IINSERT DATE J'MONTHS AFl'Ell. DATE OF PUJlUCt1JON OF FINAL RULE 

IN THE FBDEllAL llEGlSTER}, • corpDnJte oellif lUI••U p"""l6ittulfrtlm 8«.... 


from ,. ",...,.0'...MiI(y ...., ;"'tJUIIIIiDJt, iIId".". sIuJr£:, ."s,pee, 0'NCAsIf, 

f~",., "..".".""1M .,.,...ofIIU iaW!Sllllllllls/rutl' tA., ,."",.or rlIIiI1ln 

tAl! corptll'llll! IfNIII/J,I ~41'pcl'CltJII 0/111., eorpo"* CI'I!IIIt .."Io,,·s ".""iIIgdlJily 

.tl6WJe".... 

The stated objective for li.miting deposita from anyone source to no more than ten 

percent of a corporate's assets is to reduce risks that arise fr(lm placing undue 

reliance on a single entity. However, by limiting funds fronl anyone source to no 

greater than ten percent of a corporate's assets, the proposecl regulation would! 


I.. 	 force funds out of the credit union system 
2. 	 penalize corporates that acted responsibly with their members money 
3. 	 deny credit unions their ability to invest in institutio:1S they deem 


appropriate 


If this limit is imposed, the likely scenario going forward is 1hat the credit 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 credL 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 prc~Juded from investing 

the same funds in another credit union (corporate or otherwise) if they conduct the 

same due diligence? There are many credit unions that are eKtremely glad that their 

money was invested in certain corporates. If the proposed tl~n percent limit had 

been in place prior to this crisis, those credit unions couJd hive lost money 

unnecessarily by virtue of them being forced to make deposits into other 

institutions or other investment options. A credit union should have the right to 

choose into which fInancial institutions it places its money and its trust. 


This part of the regulation shOUld be removed.. 

No! Pedol'!l.iac AH!t! ?--;;~1
This regulation does nothing to address the non performing investlltents that U.S. Central 
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and some I:Orporatcs hold on their boob today, but. require Ilew capital to be taiscc1 by 
members in order to stay in business. Tbe COrporate system.'s f\mn is clearly in the hands 
ofthe NeVA for maDY years to come becaOlO ofthe new cij:Hta1 standards and'the new 
PCA requhemeDts. To those Credit UoiolJ8 williDa to turthcr capitalize the Corporale in 
the Deal' future,.this is not a comfortable position for Corpon_ or existiDa members. 
NCUA's delay in detailmg their p1aIJ8 for these "lepcy aue:s" oauses a eorporale· to defer 
any deeisions or pJaas,to move forward until this is 1'II801ved. Those dola18 could cause 
issues for our corporate to meet the IC\'eI'8l capital aoals iii the n.- future, as maadated by 
the regulation. 

CODclusiGD 
There ate some good proposals ill these regulations in its current arate, including: ndsing 
the capital tequirements foi entities with higher invostment rim; reduciol the ...ofshort­
tenn ftadinl to fimince lonaer term asaeta;~and improviq pll1folio diversification. "Ihese 
proVisions should remain. . . . 

HoWever, there are also serious issues that must be addresseci, u liSlt!d above. Ally one of 
those Dew rules on its own "Would cause a major change to tluoperationS ofmy corporate 
credit union and threaten its ability to offer the services that t lUI' credit union dDpends upon. 
Please consider O1y ~mmcnts oan:fbIly to ensure alife IDCl ,JOUDd COJpOratc crodit uaiOD, 
while providinB OlD' credit UBionwith the fill8l1Crial services llece8BlU')' to survive. We would 
urge you to coDSider the widldJawal ofIbis ,pI'Op>sed version aDd a cooperative effort to 
rewrite the regulation in cooperation with industry experts w.~ Ale familiar with the day to 
day OperatiOD ofthe investment and oapital·lDII'kem. 

Again, thank you for providing UI \\lith the opportunity to respond to the proposed 
regulation. ' 

Sincerely, 

,~1t1f--
GwenNMihlS 
Manger, Webster United Federal Credit Union 

~J~~ 
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governance of the credit union system. The Board at the former U.S. Central FCU 
consisted nearly completely of CEO's and, despite the presence of a full time, on­
site NeUA examiner, did nothing to prevent the failure of that institution 00 an 
epic scale which threatens tbe viability of the entire credit union industry. 

7Q4.8<II) IyrO=YSlt I""a., IUe 
(It) W • ..,.,""."". --11ft. DIe ~d""....Iff. (H'AL) -/- CflIJIIII'IlIe cmIiI 
""iMfl ill""."".",ptII'I/bllo, a:dIuIIII, de"""". CfIIIIr'IIcIl adetllil:1 ~ IIIIq 

801 tJtCftIl :1 J'IINfI'$. 

The impact oflhis part ofthe proposed regulation neptiveJy affects a corporate credit 
union's ability to earn an adequate yield on its investment POltfOUO. One way a corporate 
credit union adds yield to its portfolio is to move out the matlrity spectrum. Securities with 
longer maturities or weighted average lives typically eam higher yields to compensate 
investors for the additional interest rate risk inherent in the 10118er term. The current NEV 
testing required of corporate credit unions adequately measunl$ and limits this risk. This 
WAL restriction williowar the yield a corporate credit union'Hill be able to earn on its 
portfolio and will lead to lower rates available to natural per3Cl n credit unions on cOIpOrate 
credit union certificates. We migln note that this will be a signifiClllt competitive 
disadvantage to the banking industry; credit unions win be much more restricted in tbeir 
investing choices than other deposit rakers in the US economy. The earning restriction is so 
severe that 110 amount ofcorporate consolidation will allow a c:orporate to reduce expenses 
sufficiently to produce a positive gross marlin, since it will not allow a corporate to cover 
its cost of funds. It will result in peater credit risk in the corporate system in an effort to 
meet the capital restoration requirements. 

A second effect from this part ofthe proposed regulation will te on the asset mix ofa 
corporate credit union's investment portfolio. This weighted a~erage life limit will make it 
very difficult for a corporate credit union to invest in agency m lrtgage-backed securities 
(MRS). While we realize MBS are the cause of the corporate ICl sscs, it was the private 
issue, noo-agency mortgages that were tho probJem. Agency ~:BS are highly liquid 
instruments that can be easily sold ifliquidity is needed. Unlike non-agency MBS. agency 
pass through securities have very low credit risk and pose very jttle risk to a widening of 
credit spreads. There are very active and liquid markets for bonowing using agency MBS 
as collateral should liquidity needs 1Iri:ie. Had U.S. Central or oiheF ~tcs boupt 
agency MBS, my credit union would Dot be experiencing large insurance premiums or 
writing off our capital at my corporate. Agency MBS, used prO]terly, are a prudent 
investment alternative for cO!pOrate credit unions. 

We urge you to amend this section to allow a weighted average life of3 years and that 
Agency and government-guaranteed securities be treated separat:Jy with a longer weighted 
average life restriction of S years. 

Abilitv to vow gteiaed CIJ]Iipp pder tbe prc!DCJ!t!I igvgtllSllt agd AI1M 
limite... 

Pages 99-101 ofthe NeUA proposed rule preamble contains an example ofthe ability to 
grow earnings under the proposed jnvesunent and ALM limitatiO:1S. We believe this 
example does not represent an attainable or realistic outcome. n e NCUA' s ex.ample does t 
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