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August 23, 2011

VIA E-MAIL TO: regs.comments@ncua.gov

Mary Rupp, Secretaty of the Board
National Credit Union Administration
1775 Duke Street

Alexandria, VA 22314-3428

RE:  Advance Notice of Proposed Ruled Making — Financial Detivatives
Transactions to Offset Interest Rate Risk

Dear Ms. Rupp,

The Ohio Credit Union League (OCUL) appreciates the opportunity to comment on the
National Credit Union Administration’s Advance Notice of Proposed Rule Making —
Financial Derivatives Transactions to Offset Interest Rate Risk.

The comments reflected in this letter represent the recommendations of the Ohio Credit
Union League. The Ohio Credit Union League is the trade association for credit unions
in Ohio and advocates on behalf of 384 credit unions and their 2.7 million members in
the state of Ohio. OCUL appreciates the opportunity to provide suggestions and
feedback to the National Credit Union Administration prior to adoption of any rules as
proposed.

Summary of Proposal

Currently, the NCUA has a pilot program permitting a limited number of credit unions
meeting certain criteria to engage in derivatives through an investment pilot program. At
the June 2011 NCUA Board meeting, the agency indicated that this program might be
expanded to more federal credit unions (FCUs) approved on a case-by-case basis, while
limiting permissible derivatives to “plain vanilla” interest rate “swaps™ and “caps”.

In this ANPR, the NCUA considers three policy alternatives:

® Whether to discontinue the investment pilot progtams for FCUs and third
parties to engage in derivatives to offset interest rate risk (IRR) and, if so,
whether to terminate such existing pilot programs;

® Whether to allow FCUs that meet prudential standards to engage in derivatives
on a case-by-case basis (i.e., by waiver) through a third party and/or
independently; and

® What approval standards should be established to evaluate an FCU’s request to
engage in derivatives?
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Detrivatives Are a Useful Tool to Help Offset Interest Rate Risk

OCUL generally believes that credit unions should have access to financial derivatives to hedge
Interest Rate Risk consistent with adequate risk management. In the current low interest rate
environment, FCUs face the risk of rising interest rates, decreasing net margins because FCUs
receive fixed payments from a portfolio of fixed-rate mortgages held to maturity and pays vatiable
payments based on variable intetest rates. One method of countering this IRR is to engage in
derivatives as an investment strategy. Detivatives derive their value from the performance of an
undetlying asset. To maintain a ptedetermined net interest margin, a credit union may use a
derivative that will increase in value when interest rates rise to offset the increased payment based on
variable rates of deposits.

To better enable FCUs to manage net intetest margin and interest rate risk, the permissible types of
investments should be expanded to include those which present minimal risk, such as the “plain
vanilla” interest rate swaps and caps. Because the values of such derivatives behave in an inverse
mannet to typical credit union assets such as low interest rate fixed-rate mortgages held to maturity,
they present a valuable tool in managing net interest margins.

OCUL suppotts the continuation of the existing pilot program and urges its expansion to other
FCUs meeting the criteria as laid out in the program. FCUs need more tools to help manage IRR,
not fewer tools.

Standatds for Engaging in Derivatives Transactions

The cutrent pilot program institutes parameters to be used in setting up a derivatives program,
including stringent monitoring by the Boatd of Ditectors of an FCU, analysis and approval of
approved countet-patties, independent audits of the financial statements of the program, and strong
internal controls such as a segregation of duties between those individuals responsible for various
pottions of the transaction and subsequent monitoring of the investments. Additionally, FCUs
participating in the program must have a minimum net worth ratio of 7% and positive stable
earnings for the preceding 12 months.

OCUL tecognizes the need for additional analysis and internal controls and supports those outlined
in the current pilot program. OCUL further urges that the program be expanded beyond the cutrent
limit of 50 FCUs to include all FCUs meeting the net worth and earnings standards who will comply
with the guidelines set forth.

Conclusion

Derivatives transactions ate a valuable tool to help FCUs better manage interest rate risk and risk to
net interest margins. The current pilot program should be expanded to all financially stable FCUs
meeting the requirements of the progtam. The program should be structured to provide enhanced
monitoting of the program while allowing the flexibility for an FCU to diversify its investments.
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Futther, financial detivatives to hedge Interest Rate Risk should continue to be accessible through a
third-party program ot independently with a sufficient number of eligible counterparties.

OCUL supportts the expansion of the pilot program as a necessary enhancement to better allow
FCUs to diversify theit investments and control IRR while maintaining safeguards to protect the
interests of the FCU’s members.

The Ohio Credit Union League appreciates the opportunity to present comments on behalf of
Ohio’s credit unions. OCUL would also be available to provide additional comments or suggestions
if so tequested. Thank you for your consideration in this matter. If you have any questions, please

contact me at (614)923-9766 or jkozlowski@ohiocul.org

Respectfully submitted,
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ohn F. Kozlowski Carole D. McCallister
General Counsel Manager, Member Compliance Setvices



