
83/89/2818 15:58 12783355438 WIO<l...IFFEPAPERMILLaJ 

o WICKLIFFE PAPER MILL 
FBDBIlAL CRBDlI' UNION 

._lllel'l 863 Court Street • P.O. Box ~74 • W1CUiffll, ICY 42087 
Phone (2?0) 335-3868C~h~~~· 

M$. Mary Rupp 

Secretary ofthe Board 

National Credit Union Administration 

J775 Duke Street 

Alexandria, VA 22314-3428 

Rc: Proposed Corporate Credit Union RcguJation 704 

Dear Ms. Rupp: 

On behalfof the mauagement and Board of WICldUfe PIpet:' 'Mill Fedaal Credit Union, 1 
would like to take this opportuDity to express our appreciation to the NCU A Board for 
allowing us to comment on the propos~~ credit union Regulation 704. 

Wickliffe Paper Mill Federal Credit u~~~i~~~~~ assets, has 745 members, and 
~es.NewPage and MeadWestvaco ~~~.ly family members in 
Wickliffe KY and are cuzrentIy membei!~"~ FeU . 

. - ::.:t.;.:·~·-=:~. ::
While the l)1'Oposed NeUA Regulation Part 7t14-l:bDtains some 'beneficial changes that will 
reduce risk and augment the value ofcorp,orate. ~ umons going forward (i.e. stronger 
capital standards, limits on inycstmedt ~oQs, prohibitions on certain securities, 
and enhanced liquidity processe8)f tlW prCsi.o~ ~e~ SeYetal.cb.qes which, Jeft 
unchanged in the final rule. Will'~jltiifieantly limii'tmfvaltie thatc'otpota1es win be able to 
provide and therefore are not in the best interests ofthe credit union system. 

784.2 DefiDitioB' -..4".;/4"" 10 cgvU I",,, ,h., exclled re,,,i.lld 1I",1Ii1166 

To the t!XteIIt t/l.1II. _, COJltribldlUl CIIpiItIl/IIIIb tin IIHtI 10 ctJ'HJ' ..., til. corportlte 
~Ndit llllioft ",1IIt "Dt restore or rqlcnbh the 4lfet:ted. arpitalllCCOlIntJ lIlIder 4lIy 
ci.rc"""'''CBI. 

We are confused wi th the rationale for this definition. If the intent of this 
definition is not to rcduce the capital level of.a corporate credit union then this 
could be achieved by adding the phrase, "until a corporate credit union meets the 
wcll-capitalized level and any retum of capita] will not lower the corporate capital 
below the well-capitali%ed level" following this sentence. Iftbe agency's concern 
js safety and soundness, once these capital levels are met, there will no longer be a 
$Iafety and soundness issue. 

Addjtionally. the regulatoty mandate, to permanently deplete capital based on estimated 
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]osses created by Orrl models with. no ability for corporates to replenish capital back to 
existing capital holders ifactual losses are less than projected, is a major concern. GMP 
does not require the treatment being applied by the NeUA, which is covered in the Letter to 
Credit Unions 09--CU-l 0 and now incJuded in the revised defini.tions in tht!! proposed rule. 
Further, as part ofits Accounting for Financial Instruments project, it is likely that the 
FASS win change the credit impairment model standards in 2010 to allow OITI reversals 
as loss projections improve. NCUA regulatory aooounting treatment should allow for the 
same accounting treatment as natjonal standards and not pennanently deplete credit union 
capital bas~ on projections which win continua])y change. 

704.3 f;otporate credit pgion caRital 
Etledive [ 12 MONTHS AFI'ER DATE OF PUBLICATION OF FINAL RULE IN 
THE FEDERAL REGISTER], revise 1704..3 to read as foUO'WI: 
(a) CtlpittJI requirements. (J) A corporate credit union must maiDtain.t all times: 
(i) A leverage ratio of 4.0 pereent or greater; 
(ii) A Tier 1 risk-bued eapital ratio of 4.0 pene.t or greater; and 

We are also confused by this section ofthe regulation .. We have been told in several of 
your town haJJ meetings that the "leverage ratio" would not become effective until 36 
months after the :Anal rule has been published. However, in this section of the regulation 
(pages 152 and 153), it states that tbis part of the regulation would become effective 12 
months after the final rule has been published. We ask 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 NeUA to make the effective date ofthe Tier I 
risk-hased capital ratio 36 months, the same as the leverage ratio. To require corporates to 
bring in new capital or at a m.inimum convert existing MCA to the new pee could be 
difficult during a time when significant issues stm remain with regards to legacy assets for 
som.e corporates. Raising contributing capital in such a short time frame will be 
challenging until corporate credit unjons can dem.on.strate their business model will succeed 
under the revised regulation 704. Since it will bc nccessary to raise pee for both the 
leverage ratio and the Tier 1 risk-based ratios, it makes sense to extend the effective date of 
both ratios to 36 months. 

704.14. Representation 
(3) No individu41 1If4Y be ekcted to th.e bOllrd if, lit th.e expilYltWn ojthe term to which the 
individual is seeking election, the individJUJI will hll"e se1'l1ed 11$ II dJrectorjor more thlUl 

six consecutive yelUs. 

We fee} the 6 year term limitation is too restrictive. It typically takes several years 
for a board m.ember to receive adequate training and to fully understand the 
operations of a corporate credit union. On.ce the six year term limit is instituted. 
there will be very Httle institutional knowledge on a Board with these limitations. Once a 
board member becomes knowledgeable of aU corporate functions, they win be forced to 
step down. If the NCUA is determined to institute a term limit. a nine year term 
Hmit would be more practical. ~'{ {O 
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704.8(hl Two-year average life 
(h) Weighted average tJS$et life. The weighted Ilverage life (WAL) 1'/11 cotportJte credit 
",aio" t$ i1fJlemnentpDnjolio, acllUlUJg deriwrtivE contrlJds lind e,uity Invalm4nt.f, ""'Y 

not t:Xceed 2 yetU'S. 


The impact of this pm ofthe proposed regulation negative]y effects a corporate credit 

union's abUity to eam an adequate yield on its invcstment portfolio. One way a corporate 

credit union adds yield to its portfolio is to move out the maturity spECtrum. Securities with 

longer maturities or weighted averaae Jives typically earn higher yields to compensate 

investors for the additional interest rate risk inherent in the longer term. The current NEV 

testing required ofcorporate credit unions adequately measures tuld limits this risk. This 

WAt restriction will lower the yield a corporate credjt union will be able to earn on its 

portfolio BUd will lead to lower rates available to natural person credit unions on corporate 

credit union certificates. We might note that this will be a significant 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 ofthe proposed regulation will be on the asset mix of a 

corporate credit union's inve..crtment portfolio. This weighted average life limit will make it 

very difficult for a corporate credit union to invest in agency mortgage-backed securities 

(MBS). While we realize MBS are the cause of the corporate losses, it was the private 

issue, non-agency mortgages that were the problem. Agency MBS are highJy liquid 

instruments that can be ea.sHy sold jf liquidity is needed. Unlikc non-agency MBS. agency 

pass through securities have very 10w credit risk and pose very little risk to a widening of 

credit spreads. There are very active and liquid markets for borrowing using agency MBS 

as collateral should liquidity needs arise. Had U.S. Central or other corporate, bought 

agency MBS, my credit union would not be e:x:perienc;ng large insurance premi\D1S or 

writing off our capital at my corporate. Agency MBS, used properly, are a prudent 

investment alternative for ~orporate credit unions. 


Wc urge you to amend this section to allow a weighted average life of 3 years and that 

Agency and government-guaranteed securities be treated separately wi.th a longer weighted 

average life restriction of 5 years. 


Ability to grow retained earninp UDder the Rroposed investment and ALM 

limitations 


Pages 99-101 of the NeUA proposed rule preamble contains an example of the ability to 
grow earnings under the proposed investment and ALM ]imitations. We believe this 
example does not represent an attainable or realistic outcome. The NeUA's exampJe does 
not include any cost for new capital that must be attained. 1ms capital should be wen . 
above market rates thus causing lower net income tban. reported in. the NeUA's example. 
The assumptions on spreads and other factors appear to be unreasonabJe or unachievable. 
W c ask that you review the example provided and verify with outside SOUTces to ensure 
these regulations allow for a viable business modeJ for corporate credit unions. 

1.-~tt 
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704.8(k). Deposit Concentrations 
(Ie) OvernH limit on busiluss 6ener.edfrom ;"dJpldual credit ll1Iions. 011 or after (30 
MONTHS AFTER. DATE OF PUBUC4.T10N OFFINAL RULE IN THE FEDEllAL 
REGISTER), a t!O'Porflle credit union uprohlbitedjrDm IJCcepting,from tI mDIIlHtr or 
other entity lilly investIMnt, inclrulbl.g sh.res, loans, Pee, or NCAs if,fo[k)..,;"g Ihlll 
invutllU!n', 'he tlfBrepte 0/aIllnvest:lltents from th. membe,. or enti1y in the corporate 
HIOuld exceed }O percent olthe corportlle credit ll1Iioll rs moving dtlily llVUage net tlssets. 

The stated objective for limiting deposits from anyone source to no more than ten 
percent of a corporate's 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's assets, the proposed regulation would: 

1. 	 force funds out of the credit union system 
2. 	 penalize corporates that acted responsibly with their mem.bers money 
3. 	 deny credit unions their ability to invest in in.stitutions they deem 


appropriate 


If this limit is imposed, the likely scenario going forward is that the credit unions 

will withdraw funds from the system. This Dot only decreases the liquidity in the 

network (possibly leadin.g 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 theit own members. 


A ctedit union can choose to invest an unlimUed amoun.t 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 UJ.l\on (corporate or otherwise) if they conduct the 
same due diligence? There are many credit unions that are extremely glad that their 
money was invested i.n. certaiu. corporates. If the proposed ten percent limit had 
been in place prior to this crisis, those credit unJons could have 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 shouM be removed. 

704.8. Asset and liability management 
(c) Penaltylor early withdrawals. A corporllte credit uninn that permits early shan 
certifICate withdrawals mUff redeem at the lesser ofbook value plus accrued dividends or 
the value based on II market~btuedpenalJ.y su.ffIClent to cover the esti:mtlted repillcement 
cost ofthe certifictlle redeemed. This meaJU the minimum penalty must be reasonably 
Felated to the rate that the corporate credit union would be f'e'lu;"ed to offer to attract 
lundslor a similar term with similar characteristks. 

d-- '11. 
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This section ofthe regulation removes the ability ofa Corporate to redeeming an 
outstandjng certificate at the market rate for a credit union. even ifit is at a premium dollar 
price. 

The apparent intent oftbis section is to remove a credit unions' motivation to wi.thdraw 
funds prior to maturity-as many did during the current crisis. 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 wouJd penalize early withdrawals and elim.inate the 
Corporates' ability to pay a premium on early withdrawals. Credit unions would have little 
choice but to look outside the corporate system for longer-tenn liquid ins1ruments, which 
would not punish them for early redem.ptions. We ask that NCUA leave the current rule in 
place; rem.oving this section from the fmal regulation. 

Legacy Assets 
This regulation does nothing to address the legacy assets (non performing investments) that 
U.s. Central and some corporate!! h01d on their books today, but require new capital to be 
rai.sed by members in order to stay in business. Corporate's future is clearly in the hands of 
the NCUA for many years to comc because ofthe new capital standards and the new PCA 
requirements. To those Credit Unions willing to further capitalize the Corporate in the ncar 
future, this is not a comfortable position for Corporates or eXisting m.embers. NCUA's 
delay in detailing theit plans for these "legacy assets" causes a corporate to defer any 
decisions or plans to m.ove forward untiJ this is resolved. These delays could cause issues 
for our corporate to meet the several capital goals in the near future, as mandated by the 
regulation. 

Conclusion 

There are a number ofgood proposals in these regulations in its current state, including: 

raising the capital reqwrements for enti.ues with higher investment risks; reducing the u.~ 


ofshort-term funding to finance longer tenn assets; and improving portfolio diversification. 

Th.ese provisions should remain. 


However, there are also serious issues that must be addressed, as listed above. Anyone of 

these new rules on its own would cause a ma:jor change to the operations of my corporate 

credit union whjch may threaten its very existence. Please consider my comments carefulJy 

to ensure a safe and sound corporate credit union, while providing our credit union with the 

fmaneia] services necessary to survive. 


Again, thank you for providjng us with the opportunity to respond to the proposed 

regulation. 


Sincerely, 


WGL\I!tJM~ 
Paula Beardsley 

Manager 
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