April 3, 2014

) )
Via Email to reqcomments@ncua.gov U n Ive rS I ty

Mr. Gerard Poliquin

Secretary of the Board

National Credit Union Administration
1775 Duke Street

Alexandria, Virginia 22314-3428

RE: Prompt Corrective Action; Risk-Based Capital

Dear Mr. Poliquin:

University Federal Credit Union (“UFCU”) appreciates the opportunity to comment on the
proposed rule on Prompt Corrective Action (the “Proposal”). UFCU is a $1.7 billion federally-
chartered credit union headquartered in Austin, Texas that serves over 175,000 members.
While we are generally supportive of the concept of risk-based capital for credit unions, we
have concerns regarding the logic utilized by NCUA to assess risk as reflected in the parameters
detailed in this draft regulation and offer the following comments with intent to improve the

Proposal.

1. While we support appropriate risk-based capital ratio measures, we do not support
measures for credit unions that exceed Basel Il standards for banks less than $15 billion
in assets (“Basel Standards”). Examples of this include the following.

d.

Residential mortgages - Residential mortgages guaranteed by the FHA or VA
have a 20% risk weighting in the Proposal whereas Basel Standards assign a 0%
risk weighting.

Non-delinquent first mortgage loans if greater than 25% of total assets -
Depending on the concentration level, the Proposal assigns a weighting as high
as 100%, which is twice that of Basel Standards (please refer to our comment 2
below).

Other real estate loans if greater than 10% of total assets - Again, depending on
the concentration level, the Proposal exceeds Basel Standards by 50% with a risk
weighting as high as 150% (please refer to our comment 2 below).

Member business loans if greater than 15% of total assets - The Proposal’s
200% risk weighting at the highest concentration is twice the 100% Basel
Standards risk weighting (please refer to our comment 2 below).

Securities guaranteed by U.S. GSAs with a weighted average life greater than
one year - The Proposal assigns up to a 200% risk weighting depending on the
weighted average life. Basel Standards assign 20% regardless of the weighted-
average life.

2. The Proposal overly-simplistically and inconsistently attempts to manage concentration,
credit, and interest rate risks by using one simple risk-based model to produce a
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numeric representation of overall risk, especially with respect to investments that are not
direct and unconditional U.S. Government obligations. Proper risk quantification requires
additional sophistication and judgment that the Proposal does not provide and further
ignores other proven risk management tools and methodologies designed to appropriately
quantify risk. In effect, the “one-for-all” approach used in the Proposal will not yield desired
results and likely will prompt more harm than good to credit union safety and soundness.

With regard to items discussed in sections 1 and 2 above, there is no explanation of how
risk-based weightings were derived and how they directly correlate to risks the Proposal
attempts to mitigate.

With respect to the NCUSIF deposit, there is merit to providing a risk weighting rather
than excluding it from the calculation, as excluding it has material impact on the risk-
based capital ratio. For UFCU, the impact, when excluded, is the same if the NCUSIF
deposit were included with a risk weighting of 940%, which is well beyond reason.

The Proposal’s 250% risk weighting for CUSO investment does not permit distinction
with respect to risks regarding the wide array of authorized CUSO activities.
Additionally, no substantiation for this approach is provided.

The Proposal does not uniquely address lower risk of overnight liquidity deposits swept
from a corporate credit union to the Federal Reserve and therefore assigns a general
20% risk weighting.

The implementation timeframe in the Proposal does not allow for adequate transition
and is well short of the FDIC’s five-year implementation for banks less than S$15 billion in
assets.

In summary, we believe the Proposal as written not only has technical flaws as discussed above,
but that these flaws could limit much needed credit to members, thereby undermining the
credit union’s mission to its members. Additionally, the Proposal as written could restrict
growth and reduce net worth for credit unions, which is counter to the underlying reason for
the Proposal.

Thank you for

Sincerely/—

/.

Tony C.\Budet

rtunity to provide comments on this critically important matter.
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President and CEO
University Federal Credit Union



