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The Credit Union 
6705 Sugarl0afParhvay, Suite 200· Duluth, GA 30097 

Loan Sour ( e,L L ( 800.768.4282 Phone · 770.497.9534 Fax 

Febru;llY 15,2012 

Ms Mary Rupp 
Secretary to the Board 
National Credit Union Administration 
1775 Duke Street 
Alex(lndri,l , Virginia 22314-3428 

Re: NCUA Proposed Rulemaking for parts 7()1 (lnd 7..+1 Loan Participation Propos<ll 

Dear Ms Rurl): 

On behal f of The Credit Union Loan Source, LLC I respectfully submit these comments to the 
proposed IO;lfl participation rules issued by NeUA on December 22. 20 II. 

The Credit Union Loan Source was organized and ch;lrtcrcd by th e Georgia Secretary of State Oil 

Sept 2. 2()()"+ ;IS;1 Georgia Limited Liability Comp;lny. The origin;tI ,lnd current owners ' members 
01 th e cOlllp(lny are three Georgia state chartered creelit unions ;lnd the wholly owned suhsicll;tr) llC 
th e Georgia Credit Union League. 

The primary initial purpose of the company was providing indirec t ;IUto loans to the thlCL' unlit 
union owners in (l shared company and pooled lo,ln portfolios. Long term the comp;lny IS 

envisioned as;1 source of point of purchase loans to other credit unions (now s ix addition;tI) ;tS well 
as allY other investor as liquidity requires. 

We full y support the idea of transparency of program and opcr;ltion. We ;lIso ful ly CIlcour(lge 
best rrac\ices that include policy , agreement . underwriting. servicing (lnd monitoring. Wc d(1n'\ 
believe: it IS necessary to craft regulat ion to do this. Safety ;IIHJ.soundncss should encourage Ihe 
shdrillg or best practices. CULS is always open 10 r(;a l ,In(l v;did recomrnendations th;lt «Ill 
improve reriorJ11ance and we have impl ementecl mall) such reco mmendations from v;lrious 
sources. 

The atl;lchcd document A includes a bri ef background on CULS history. Import antly, it ,tiso 
sh,ue s the several differe nt ways the C ULS mode l unique ly mitig,ltes risk in the point of 
rurch;lsc <Iuto loan market. CLLS provides Internet dCCess to a subst;ll1tial array of rcrons lor 
1110llitOllllg the loans. Custom reports arc ,iVdi l,lble d<., illcii viclu,ti credit unions reques t thcm. 

The proposal sugges ts that a limit of lYle' to one horro'vver he in place , and that is flexible \\ith 
w(t iv er by the RD. Then it proposes to limit the rurch;lses 10 2Y; or capital [rom il single 
provider with 110 waiver proviso. Those appe;n to be discolllleclClI. As ,I point of rderence - ;t11 
credit unions th ,lt participate in the CULS program dre required to get approvals tll p,lrlicip,lte 



from both the Georgia Department of Banking and Finance and The National Credit Union 
Auministration. Those approvals in recent years h;lvc hcen more res trictive fo r firsl lime 
parlicip;lnt'-.. Over time those limits have increased - as the credil union has requesled those 
incredses, allci (1'-. they have shown that they ;He correclly Jllonit oring the program on an ongoing 
basis. We encourage continued revi ew by parLicip;lting clcelit unions. Almost all credit unions in 
the CllS program have approvcllietters from NC UA granting (aher careful revi ew ) limits 
greater than 25(;{ of capital. 

One of th e important reasons for developing a Credit Union Service Organization is hiring 
speciali zed ex pertise that the CU might not do on it s own . Cost sharing makes the program more 
effeclive and more valuable. It also make s it possible to C1'cate SOllle or the value adds that CULS 
brings - web (Iccess to reports, derailed third party dn;d ysis, e tc. It al so means that creuil unions 
Can participate in programs and services that th ey could not do on the ir own, and as such, they 
might not have the same or better policies . 

Purchas ing credit unions need to know the product they are bu ying, the y need to know the ke y 
metrics for success so that they can monitor, but th ey may nOI need to be expert at it , or h,lvc 
pol icies that completely match it. If so - why build a CU SO to do it? 

Wh en CUlS originates a loan it retains 1%. To retain lO o/r.. would require the owner credit 
unions to inves t significantly more in the CUSO. That shouldn't increase or reduce their 
ex posure - they are the owners. For other inves ting credit unions (non-owners) the story 
\\ouldn't be any di fferent. CULS has nine CLJ's [helt me parti cipating in it s program . To date , 
only Ih e owners have over 10% of any loan. Whatever additional rercentage that lhe CUSO 
\\ould retain wouldn't change the perce ntage that the other ClJ's have individually. The reaso n 
CUlS retains I rx. is ease of recordkeeping. As the originator th e loan starts in our name and it 
stil ys there. Titles, legal work, payment, collections (wc arc collecting for our own account) - all 
can be done \vith 0% interest. but are easier to explain \vith (\ 'real' ownership interest - even ,I 
small one. In other loan types - where a CU purchases l)OI/; of a commercial rea l estate IO;Ifl, th e 
purchasing credit union may want greater ability to Jl) ,lfl<lge th e accounl- where 1()(Vi 
ownership would be prefe rred. 

CUlS has polici es and procedures that meet the following Ne LIA rules on Cl'SO's - regul<ltm 
access, monthl y financi al statements, annual certified (ludits, eve n an SSAE 16 (form erl y SAS 
70) audit. Bes t pr;lctices - we agree , We work to build th ose where none existed before us. 
Credit uni ons should do their due-diligence, then step cautiously and monitor closely. Over lime 
th ey should be abl e to grow their participations where it works besl for th em and th e ir sCI'\'ice 10 

members. Regul ators should make sure they are doing th ;1I , not limiting all credit unions 10 Olle­
size-fits-all where the 'all ' is the leas t fit. and the practice is to automatically allow the regulated 
arnount to ,til. 

Credit Union Boards should have the tl exibility 10 permit th ei r manage ment - with cl ernonstratcd 
perfoflll<lncc. between both parties - to participate a\ a mu ch hi gher leve l than new relationships. 
:--JCl.IA statlhas been heard to say "we don' t like indirect lending, but we would much rathe r 
eli's purchase through CULS tban try to get into the business on their own." 



CULS is the originator of record for the loans it granl\, and the owners of the CUSO have 
significant say in the operation, practices and policies. CULS services the loans it origin;lIes with 
agreements with the purchasing credit unions. We understand that the role of the serVIceI' is more 
critical to the ongoing performance of a loan than the origination of that loan. It is imrort(lllt thai 
origination he done right , but it happens once on the 10(ln, servicing continues throughout Ihe life 
of the loan. 

A tin,t! note: CULS loan portfolio grew by $75 million in the first l) lI10nths of 2011. That WilS 

more th,ID 25% of the total loan growth of all Georgia ereuit unions in that same period. The 
trirk net yield on those loans is projected to be higher tl1(1/1 the yield on alternative investm ent 
vehicks available at the same time. Restricting the 0rrorlunity to p<lrticipate would have a 
negative imract on earnings for [hose credit unions that purchased CULS obligations. 

Our suggestions are as follows: 

• 	 Require thai the credit union board of directors establish a reasonable plan for purchasing 
particir(ltions from a single originator. That rl(1n would rrohahly begin with lower 
amounts the first year and grow over time as exrerience shows the program is working d\ 

exrccted and continues to serve a need ,\I the Ci'eciit union. 

• 	 Require that a credit union do careful due-diligence on the participation and careful 
monitoring, and not restrict to only loans the credil union is empowered to gr(lnt wilh 
same or better underwriting standards. 

• 	 Withdraw the 10% ownership requirement. 

• 	 NCUA should develop a process for analyzing credit ullion participation programs 011 , I 

case-by-case basis, requiring policy, agreement, underwriting, servicing and monitoring 
standards based on program, on asset cl ass and risks within that asset class. 

Thank you for lhe opportunity to comment. W e understand the issues and concerns, but helieve 
that NCUA can do what it needs to do without the burden 01 this rroposed regulation. 

Sincerely, 
./ 

7 /;/ 

vip'l~ 
Ralph L Jones 
Pres ident 



The Credit Union 

Loan Source, LLC 


The Credit Union Loan Source was organized and chartered by the Georgia Secretary of 
State on Sept 2, 2004 as a Georgia Limited Liability Company. The original and current 
owners I members of the company are Delta Community Credit Union, Atlanta Postal Credit 
Union, Georgia's Own Credit Union and The Georgia Credit Union Services, Inc. These are 
three Georgia state chartered credit unions and the wholly owned subsidiary of the Georgia 
Credit Union League. 

The primary initial purpose of the company was providing indirect auto loans to the three 
credit union owners in a shared company and pooled loan portfolios. Long term the 
company is envisioned as a source of indirect loans (not just auto loans) to other credit 
unions as well as any other investor as liqu idity requires. 

Significant competitive advantages that CULS has over traditional credit union indirect auto 
loan programs are: 

• 	 CULS does not create channel conflict internal to the credit union between 
direct and indirect lending - The participating credit unions do not have an 
indirect channel - they are purchasing an interest in eligible auto loans. 

• 	 CULS provides experienced indirect auto loan staff. There are meaningful 
differences between indirect and direct loan approval processes. In a direct 
world the credit union is dealing with established members with known 
histories and proven records. In the indirect world the consumer is buying 
from a dealer and their F&I person where they will most likely have no further 
relationship. CULS' staff work only in the indi rect world and their expertise is 
shared among the purchasing investors. 

• 	 Investors that purchase an interest in these auto loans are sharing in the risks 
and rewards. They are not purchasing whole single loans where the risks and 
rewards fall completely on a single credit union. If an individual loan fails to 
perform, then each purchasing investor takes their proportionate share of the 
loss. Likewise if a loan perfonns well each investor shares in that loan ' s 
performance. This helps mitigate against adverse dealer selection or 
assignment of loans. It also mitigates against investor A receiving a $20,000 
loan at 4. 5% and A+ cred it quality, and investor B receiving a $40,000 loan at 
8.0% and C + credit qual ity. lnstead each investor receives a proportionate 
share of each loan . 

• 	 CULS currently purchases loans in several different states and several 
different markets within those states. The economy in each market may vary 



according to different factors - this provides diversification of marketplace 
risk. This also provides management flexibility - pricing, terms and appetite 
can be managed in one market and not adversely impact buying in another 
market. 

• 	 Credit unions have seasonal liquidity requirements. CULS has the ability to 
redirect volume to buyers according to their capacity, without creating adverse 
dealer reaction. 

• 	 CULS auto loans offer a much shorter duration exposure than mortgages or 
other longer term portfolio items. 

• 	 CULS auto loans are a product that credit unions have experience with, and 
comfort evaluating. 

• 	 Credit Union accounting is simplified - purchases and repayments are each 
booked once a month. Detailed reports are available online. 

• 	 CULS program provides investors access to credit guidelines, rates sheets, 
loan documentation, and performance analytics - online, most updated 
weekly. Investors are provided with the necessary tools and resources to 
perform thorough due-diligence. 

• 	 CULS uses outside firms to perform third party review of performance, yield, 
and anticipated performance. 

• 	 CULS Operating and Member Agreements specifically provide both The 
Georgia Department of Banking and Finance, and The National Credit Union 
Administration access to records and books of the company. CULS 
appreciates competent and thorough oversight from its investors, and credit 
union regulators. 

• 	 The CULS program is not intended to replace loans to members, in fact it is 
designed to supplement credit union direct programs, and encourage credit 
unions to grow those programs by not creating internal channel conflict. 

• 	 CULS acts as the investor' s indirect auto loan department; while the investor 
has outsourced the origination and servicing of the loans, its obligations and 
risks begin when the loan is purchased from the dealer. It is important that the 
investor thoroughly review the program and its operations and decide if the 
program fits within its liquidity and risk parameters. If so, then the program 
can work well for the investor. If not, then the investor should find other 
solutions. 

• 	 The CULS program is intended to offer an alternative source of familiar auto 
loans, in a mitigated, diversified, and specialized process. 



was to hire a person to run the day-to-day 
role. 25+ vears in the auto 

and 
_ _ _. two different 

The first loan application received was on March 31,2005. 
71,000 forover$1.7Bil 31,2011. Current loan 

portfolio (as of December 31, I) at and just over 
million in balances. 

ORGANIZATION 

Board of Managers 
The Board Managers ""VU;:'I;:' 

of Managers the final approval 

Operations Committee 
owner company has 

corruuittee has ,."''' ...... rm 

to 
enhancement plans. 

the of 
all actions 

four owner 
the company. 

to the CULS Operations 
oversight company, and meets 

and review and 

after review of the market 

Board 

CULS finance committee oversight of the rate 
management yields and 

Committee is composed of the Senior 
of the owner companies. 

Credit Committee 
All are underwritten to 
Committee. CULS Credit Committee is composed or a 
each of the owner credit unions. The Committee meets to determine any to 
credit underwriting policy. committee meets at semi-annually to 
loans that been denied to see if opportunities to the portfolio into a 
higher yield position. All loans are priced accordmg to score, term. 

The Credit Committee also has responsibility for assuring that random loans are 
for compliance with policy. All loan documents are scanned into an image that is 
available viewing through secure Internet connection. Each CU reviews a random 
sampling loans to an schedule. Their reviews are available for each 
other, and examiners to review. Any are recorded and reported to the 

Rate 
portion of 

and Credit Guidelines are available and are stored on the 



Union 
documents, and 

Both The Georgia department Banking and 
are provided access to any and all 

National Cooperative Bank, (NCB) - Hillsboro, Ohio 
with funding for pool development. NCB has 
provide same day funding to by 

an 
a 99% participation interest in 

loan that is purchased each day. Once a month the umon purchase the 
loans from NCB that onginated that month. provides the 
with a simpli fied accounting process - they keep track of 

rather than each individual loan. However, credit unions do on 
share of the pool of 

each loan as 

As automobile dealers present 
automatically approved by 

loans appear in 
they have questions or concerns they contact the dealer andlor the customer to 

questions or to make counter Once approved, completes 
paperwork and forwards it payment. Quality control exist to 

confirm documentation is complete. an account at NCB that is 
to fund the deals. Automatic Q:enerates 

NCB purchases a 99% ownership interest 
deals, and deposits the price into 
settlement to the dealers. a month l .... ua::,\;;:') a 

liquidity 
available liquidity 

the analysts are notified and pull 



limits for months prior 
to the start each pool. investor purchases a percentage of every loan in the pool 
with a maximum dollar - they are not purchasing specific whole loans. Just as the 
effective yield is same for each investor, the to the dealers and to 

are proportional to investor's ownership, as are and 
recoveries which may occur. This risk mitigation to 

Each pool is closed and funded by the investors several month-end (about the 
28th 

). New pools begin the following day. Investors are infonned of the amount for 
funding on the afternoon the pool and initiate a funding to NCB bv 10:00 
am the following morning. investors provIde CULS with a 6 month volume 
commitment and a 12 month inclination for purchase appetite. 

month-end, reports which are used to notify investors of 
share (by percentage dollar) of the (principal and interest), servicing 
charge backs to early payoffs (in first 90 days), incurred 
during the month. The reports include a suggested amortization of dealer and 

provides a loan allowance calculation. 
own calculation for amortization 

and Loan Provision. provides a 
the in portfolio) as a 

tracking 

paid to 
with detennining 

calculation simply for own purpose (it holds 1 % 

are produced monthly at month-end, and are provided by pool (New 
and Used) and by 

finns CenterOne and CU LS uses two national and 
has contracted with a national recovery company-

deficiency accounts for recovery of these 
FMS early delinquency collection n~n;nt.,~ro", 

outstanding charged 

"HUHF> are sent to the credit unions about the 5th 

is then on the 1 oth day 
purchasers' accounts. 

month, by 
day of the 

to the 

All reports to investors are maintained on The reports are accessible 
with established username and passwords. provides investors with access 

all loan documents through secure and controlled internet access. Sample 
rPr,r.Ftc are available upon 



The each loan is on the Daybreak 
software provided by Oracle Financial Services and hosted by VeriCenter. 
CULS' loan document are hosted by Cooperative Services Inc (CSI) and 
SAS70 reports on both and are on file and can be provided if 

has had a 16 type 2 audit perfonned by Orth, Chackler 
Murname. As copy of that Audit is also available. 

CULS uses Sail Software from (fonnerly for front mterface with 
Track Route One dealer systems. SAIL software is hosted in an ASP 
environment. CULS has received a copy of the 70 audit on the ASP 

EVALUATION 

ALM and Monetrics to evaluations outstanding pools on 
a quarterly or annual basis. quarter the ALM evaluations are On 

Monetrics evaluations are ...."'...+:.-, ...rY1 

and project 
It includes 

at collateral, market, 
are maintained on the 

by investors. 

LOAN 

union participating in the CULS 
with CULS, as CULS does the on 
Agreement is available upon request. 

DOCUMENTS AND FfNANCIAL 

Interested investors may obtain a copy 
request. Financial Statements for 
are audited annually. 

CONSUMER LOAN FORMS 

CULS allows auto dealers to use System or Reynolds and Reynolds 
(LA W) contracts only. of each consumer contract and supporting documents are 

for internet access. 

are monthly 
are available upon request 

Bylaws) upon 
to GAAP and 



CULS 

Board of Managers 
Rick Foley, President CEO Delta Community CU 
Don DeCinque, President CEO Atlanta Postal CU 
David Preter, President CEO Georgia's Own CU 
Michael Mercer, President CEO Georgia Credit Union Services, Inc. 

President 
Ralph Jones 
(678) 542-3431 

Senior Vice President and Chief Operating Officer 
Terry Meek 
(404) 669-5389 

Legal Address 
6705 Sugarloaf Parkway, Suite 200 
Duluth, Georgia 30097 

Operations 
5036 Clark Howell Highway (until March 3, 2012) 
1669 Phoenix Parkway, Suite 11 0 (effective March 3, 20 t2) 
College Park, Georgia 30349 

www.CULSLLC.com 
www.TheCreditUnionLoanSource.com 
www.CreditUnionLoanSource.com 

http:www.CreditUnionLoanSource.com
http:www.TheCreditUnionLoanSource.com
http:www.CULSLLC.com

