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UBC Southem Council ofIndustriallYorlcers 

Federal Credit Union 
P.OBOX1397 


Minden., LA 71058 

PHONE (318)377-5802 FAX(318)377-5892 


March 9,2010 

Ms. Mary Rupp 
Secretaly of the Board 
NatioDal Credit Union Administration 
177S Duke StnIet 
Alexandria, VA 22314-3428 

Re: Proposed Corporate Credit Union Regulation 704 

Dear Ms. Rupp: 

On behalfoftbe management and Board ofUBC Southern Ccnmcil ofIndustrial Workers 
Federal Credit Union, thaDk you for the 0l'J)0l't.uDity to comment em tbe ~ 
corporate etedit union Regulation 704. 

U Be Southern Cotmcil ofIn.c:h1Strial Workers Federal Credit IJO,ion is 5528,864.32 in 
assets, bas 346 members, IDd is multiple common bond cha.rtG'. We are members of 
LOuiJiana CotpOtate Credit Union and Southwest Corporate C,,:dit Union. 

WlUle the proposed NeUA Regulation Part 704 contains lOme beneficial changes, the 
proposed rule contains several cbanges which, left unchanged in the rule, will. 
significantly limit the value that corpor8te will be able to pro\i~ and therefore are not in 
the best interest ofthe credit union system. These changes wil i 1hra.tal the credit union 
system by pUUing limits on the availability oflines of the credit to NPCU's , increasing 
the cost ofcorrespondent services. and threatening the smooth apemon ofpayment aDd 
settlement systems in the post regulation implementation period. 

ZH,2 pen.Itfw -AvIIlqItlc " qwcr "",. tilt m«tl,.".."",inn 
To til. tlJdfUtt tlllII." CtHItriIHItaI t:IIJIiItIlfads ,.,.1I$INl to ctm.'r..., tlut CDrptn'tltIl 
cretIit ",." mflSt ,,01 restore or nplalsll. tJall tI/IllCktieqIIII f tlCcollllfs 1lIIY 
cire~ 

If the Intent ofthis ddlnition is not reduce the c:apitaJ level oflhe corporate credle union Chen !his could be 
achieved by Iddinalhe phrase, 'iI1ti1 a corporate credit union meetIJ the ~ 'l-c:aphIJized level and a:ny 
Tetum ofcapitol will not l0w0rthe corporate capita) below well-eapitaUad lover' followinal this sentenc:e. 
If1he aaencY's concern is saf'c&y and soundness.. onc:e these capital levels atb mel, there will 110 longer be a 
safety ad soundness issue. 
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AdditioD8lly, the regulatoiy JD8Ddate, to pe:m:umendy deplete C8)rital based on estimated 
losses created by om models with no ability for corpomtes to ::eplnish capital back to 
existing capital bolders Ifactual losses are less than projected, is • major conc:em. GMP 
does not require the treatmalt beiDg applied by the NCUA, 'Whi<:h is covered in the LeIter 
to Credit Unions 09-CU-IO and DOW inclu.ded in the revised c:lcfiDitions in the proposed 
rule. 
Further, as part of its Accounting for Financial Instrumeots proj.:ct, it is likely that the 
F ASB win clumae the credit impairmeDt model standan1s in 20] 0 to allow OTIl 
revenals as loss projections improve. NCUA regulatory accouaUng treafmeDt should 
allow for the same accountiDg treatmeDt as natiOllai staDcIanIs .4DOt permaneotIy 
deplele credit union capital based on projections which wiU CODllnual1y change. 

70Q Com" c.......pDitrl 

EffecCive [INSERT DATI: 11 MONTHS AlTER DATE 01' PVBUCATION 01' 

FINAL RVLIt IN THE nDERAL REGISTER). NriIe 17041.3 te ......10"': 

(a) C.".,~ __t B.aI.'" at aD .....:(1) A eorporate CJ'8Iit ... 
(I) A ........ ratio 014.0 ..._t or .....ter; 

C-l A Tier 1 riIIt-based capital ratio 014.0 pereeDt or ....atel; ... 


We have been told in several ofyour town hall meeUDP that tIM! "leveraae ratio" would 
DOt become effective until 36 months after the final rule bas been publisbed. Ho'tluIlver, in 
this section oftho reaulation (paps 152 and 153), it states that this part of the mgulation 
would become elfective 12 months after the final rule has been IlUbJished. We ask that 
you conect the regulation to reflect the 36 month time fi'ame, as it continues to be 
communicat.ed 10 all credit unions by the NCUA. 

In addition to the level'llc ratio, we ask the NeUA to make the dfective date ortha TIer 
1 risk~based capital ratio 36 months, the saqae as the leverage ralio. To require corporaleS 
to bring in new capital or at I minimum CODVat aistiag MeA to the new Pee could be 
difficult during a time when signifiClDt issues still remain with Ngards to logacy assets 
for some corpma.tes. Raising contributing capi18l in such a short time frame will be 
cballeuaiDI until corporate credit unions can demonstrate their blJSiness model will 
succeed under the revised regulation 704. Since it will be DeceSS ary to raise pce for both 
the leverage ratio and the Tier 1 risk ..based ratios, it makes sense to extend the effec1ive 
date of both ratios to 36 months. 

104.14•• 101.14(a)2 B_reseatatio. 
(3) No iIuIWitI"., ".",_d«*d tD tIN IJtNmI if, .tde .,.IIIi,'" oftlur,.,.", tD w1IIdI 
tile ilttlivi4_ Is .....~ tIut IIuIitriIIMJ will"IIN _fWd. " tIbw:ttwji1r more 
",_ six ctJIUet:lItiNy.n. 
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We feel the 6 year term limitation is too ~ctive. It typically takes several years for a 
boaId member to receive adequate training aad to fUlly UDCierstIDd the opcntkms ofa 
corporate credit union. Oace the six year term limit is iDstitutel, there will be Vcf:y little 
iDstitutional1cnow1edae on a Board with these limiblliODS. Oaa: a board member becomes 
knowledpable ofall corporate fuDctions, they will be forced to step down. If the NCUA 
is determined to institute a tenD limit, a Dille year tema limit wauld be more practical. 
UmitatiOll ofserYice to individuals that oummtly hold a CEO, I::FO, or COO title will 
JftVeIl't 0Ihenvise qualified iDdividuals from serving and is diatoetrically opposed to the 
fundamental tradition ofvolunteer governance of the credit unic.. system. The Board. at 
the former U.S. CeDtral FCU CODSistat nearly completely ofCIO's and, despite the 
pmence ofa fUll time, on-site NCUA examiner, did 1lOtbi.DB to preveDt the failure oftbat 
iDstitu.tioD on an epic scale which tIueateos 1he viability aftbe entire credit union 
industly. 

7D4JKlIUwo=mr I!!IJIC life 
(It) W.",., ".,..". _elllj'e. JlI! wWi.""""'1fI~ ~IL) ./- ctJIfHIIfI* t:rI!IlIt"'_'s....".....,/M1'IfoIItI, twd".,., ~ t:tJJItnJJI:b ...1/~",. ",..,.",."" 
"..,_tJI tIJlUetl2yMrs. 

The impact ofthis part ofthe proposed regUlation negatively aflecm a c:otpOJate credit 
UDion's ability to cam an adequate yield on its investment portfolio. ODe way a corporate 
credit union adds yield to its portfollo is to move out the maturilY spectrum. Securities 
with longer matUrities or weighted averqe lives typic:aIly earn t.igher yields to 
cxmpensade invatOlS for the additional interest rate risk. iDhereIlt in the longer term. The 
cutteDt NEV tesaina teqUited ofcorporate CftIdit UDioDS adequDaIy IDOISURS and limits 
this risk:. 'Ibis W AL restriction will lower the yield a corporate (redit union will be able to 
cam on its portfolio and will lead to 10Wll!ltrates available to naunl penon credit unions 
011 corpomte credit union certificates. We might note that this 'Qill be a sianificant 
competitive disadvantage to the banking industry; credit unions will be much more 
restricted in their invesdq choices than other deposit takers in tile US economy. The 
caming JeStrlction is so severe that no amount ofCOIpOI'ate COQSi)lidation will allow a 
corporate to reduce expenses sufficiently to produce a positive troIS margin, since it will 
DOt allow a co!pOl'8te to cover its cost of funds. It will result in greater credit risk in the 
corporate system in an effort to meet the capital restoration reqU:leIDents. 

A second. effect from this part ofthe proposed regulation will be on the asset mix ofa 
corporate credit UDion's investment portfolio. This weighted average 11& 1imitwill make 
it vety difficult for a corporate credit union to invest in agency It.ortgage-backed. 
seewities (MBS). While we realize MBS are the cause ofthe COl porate losses, it was the 
private issue, non-agency mOl'tlages that were the problem. Agency MBS are higbly 
liquid instrumeDts that can be easily sold ifliquidity is needed. lnlike non-agency MBS, 
agency pass through securities have very low aedit risk. aDd pose: very little risk to a 
wideniDl ofcredit spreads. There are very ave and liquid mad.ets for borrowing using 
agency MRS as collateral should liquidity needs arise. Had U.S. Centnl of other 
corporates bou&ht agency MaS, my credit union would not be ~periencing large 
insurance premiums or writing oft' our capital at my corporate. A.geney MaS, used 
pmpedy. are a prudent inves1meDt altemative for corporalc credi1 mDons. 

~'1oY 
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We mae you to ame.ncl this section to allow a weighted averqe life of3 yean aDd. that 
.AgeDq and govemment-paraateecl securities be 1re8tCCI separately with a longer 
weichted aVCI8F life restriction of S years. 

Ability to Ill!!! ......_Iap yd. tile pro..... jpmtwIl* ad ALM 

U-MatIw 

Pages 99-101 ofthe NeUA proposed rule peamble comaiDs lID example oftbe ability to 
glOW eamiDgs under the proposed investmc:Dt and ALM limitations. We believe this 
example does not replesaat an attIiDfible 01' malistic outcome. The NeUA's example 
does not include any cost for new capital tbat must be attained, Thi:l capital should be 
well above madtet rates thus causing lower net income thaD. repone.I in the NeUA's 
example. The model assumes discount ID8.IXins on student loan ISS.:t backed secmities 
that are clearly unreasonable in the opinion ofnearly all professionals with a working day 
to day knowledae ofthe inves'bDellt markets. The assumptiODS on tbese preads and other 
factors appear to be 1IOl'eaSOD2Ib1e or UDBCbil!Y8b1e. We'" that you review the ~ 
providal aad wrify with ouIside IOUIt8S to easure these n:gu1aDons allow for a viable 
business model for C01pOI'8te credit unions. 

7Q4,l(kl DeJwit C....tntio. 
(I) ONraIllbltlt - _ .....,..,.,,..,~l ctwIit..-. On or.,.,. 
[lNSSTDATE jl MONTHS~DATEOFPUBLlCA7'/OJV OFFINAL IlULE 
IN THE FEDBltAL BEGISTEIlJ • • corptHfI* awllt-.;.pt'II~,lIJIIdfto'" 
......",.", • ___or td.m__, iIwatltItnIt, bId",,,,,,r '''''''' ItHuts, Pee, 
III'Nets IJ;''''''''''' IIuIt ilrr;alatt!llt, flu ".,...sId• .".""Mb""'"dull 
IIfttIIIIIer II' elllity ill tU CfH'JN"II* wollllla:t:MtIl'perc"" 111_. c'fH'IIO"'* CIWII"",,·s 1fItWiIIg..~,.tID_ 
Tbe stated objective for limiting deposits from any one source to DO more than teD percent 
of a corpotatc's assets is to reduce risks 1bat arise &om placing unctta.: reliance OIl a sinaIe 
entity. However. by limiting funds fiom my one source to DO greater than teD percent of 
a comorate's assets, the proposed tegulation would: 

l. fOJCe funds out oftbe credit uoion system. 
2. penalize corporatcs that acted responsibly with their member:; money 
3. deny credit unions their ability to invest in institutions they d=em awropriate 

Ifthis limit is imposed, the likely scenario goins forward. is that the credit unions wiD 
withdraw fimds from the system. This DOt only deereases the liquidit:f in the n.etwork 

1-"\, OJ 




PAGE 13583/89/21318 85:132 3183717775 

(possibly leading to the forced sale of distressed aecurlties CUtftntly held by U.S. Central 
and other eorpol'8leS), but al.90 tt. overall clecreaseclllquidlty iD the system rnay JeSUit in 
the Je.tlriction ofcredit some credit unions would olbmviae provi.de to their own 
mcmben. 

A credit union can. choose.to inveIt an unliDdIlld amount offUDSs in a baak if they 
eoncluct proper due dilipocc. Why. then,. sbould they be prec1uled from iIM:sdDa the 
same fi.mds in another credit union (corpomte or otherwiIe) ifdcy conduct the same due 
diligeace? lb__ many «edit _ODS tbat are extremely glad that their IDOIIiC)' was 
invesb:cl ill certain corporates. Ifthe proposed ten pen=d .timit bad been in,place prior to 
this crisis, thole credit UDiODS could. have lost money unneeeslldly by virtue of them 
beiDa forced to make deposits mto other iDsIitutioDS or other in'IestmeD.t opUODS. A credit 
union should have the right to choose iaCo ~ finanoial instilutions it plaees its money 
and its trust. 

This part ofthe tegUlatiOD sbould be removed. 

NoD Perl.....AIleD 
This regulation does nothing to Idchss the DOll performing inVI~Stments that U.S. Central 
aDd some COtpOmtes h:ohi on their boob today, but requiN new capital to be raised by 
members in order to stay in business. The CorpoIate system', fidure is clearly in the 
hands of tile NCUA for many years to come because oftbc nC'W capital standards and the 
new PCA requirements. To tbose'CmIit UnioDS wiDina to turtllc:t capitalize the 
COIpo&at.e ia-dle RC8f boIe,.this .is.lItL •. ~b1e poaiti.oD. hr Corporak:8 or existing . 
members. NCUA's delay iD detailiDg their pJans for these "Iega:y assets" causes a 
corporate to defer any decisions or plaas to move forward Wltil 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. 

Coad"•• 
Tbae are some good proposals in these qulations in its CmreJI t state, includklg: raising 
the capital requirements for entities with hiaber iavCSlment risk;; reducina the use of 
short-term fundiJaa to finance longer term assets; and improvine. portfolio diversification. 
These provisions should remain. 

However, there are also serious issues that must be addressed, 8S listed. above. Any one of 
these new rules on its own would cause a major cbaD,ge to the o::»erations ofmy COIpOI'&1c 
CI1:dit union and threa1en its ability to offer the services that our crectit union depends 
upon. Please comide.r my comments carefully to eostn a safe lad souad corporate credit 
union, while providina our credit lDIion with the fiDancjal serYic es necessary to survive. 
We would urge you to coasider the withdrawal oftbis proposed versioD and a coopelatiVC 
effon to rewrite the regulatioD in cooperation with industry expctts who are familiar with 
the day to day operation ofthe investment and capital markets. 

Again. tbaok you for providing us with the opportunity to respoud to the proposed 
regulation. 

. '-"..-_.. ·-smcereLY. _ ... - .. _ ..... _ ...__.-., 
-
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