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INDEPENDENT ACCOUNTANTS’ REPORT ON
APPLYING AGREED-UPON PROCEDURES

To the National Credit Union Administration:

We have performed the procedures, enumerated in the Attachment to this letter, which were
agreed to by the Nationai Credit Union Administration (NCUA), solely to assist the NCUA Office
of the Chief Financial Officer (OCFO) and the Office of Examination and Insurance (OEI) in the
assessment of the process used in FY 2000 to determine the FY 2001 annual expense
allocation from the NCUA Operating Fund to the NCUA Share Insurance Fund.

This engagement to apply agreed-upon procedures was performed in accordance with
standards established by the American Institute of Certified Public Accountants. The
sufficiency of the procedures is solely the responsibility of NCUA. Consequently, we make no
representation regarding the sufficiency of the procedures described in the attachment either
for the purpose for which this report has been requested or for any other purpose.

The procedures we parformed and our findings are presented in the Attachment to this letter.
We Were not engaged to, and did not, perform an audit, the objective of which would be the
expression of an opinion on the specified elements, accounts, or items, Accordingly, we do not
express such an opinion. Had we performed additional procedures, other matters might have
come to our attention that would have been reported to you.

This report is intended solely for the information and use of NCUA and is not intended to be and
should not be used by anyone other than NCUA.
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ATTACHMENT
AGREED-UPON PROCEDURES AND FINDINGS

CONDUCT AN ENTRANCE CONFERENCE

We conducted an entrance conference with the National Credit Union Administration (NCUA)
Office of the Chief Financial Officer (DCFQO) and the Office of Examination and Insurance (OEI)
personnel to initiate the engagement and to confirm the understanding of the requested tasks.
We determined a preliminary time frame for the engagement and all deliverables.

Findings:
The following information was provided to us during the entrance conference.

NCUA is responsible for regulating and insuring all federally chartered and insures the majority
of state chartered credit unions under the provisions of The Federal Credit Union Act, as
amended. The NCUA OCFO is responsible for the accounting and budgeting of the Agency’s
activities including those of the NCUA Operating Fund, and the National Credit Union Share
Insurance Fund (NCUSIF). The NCUSIF was established in 1970. The NCUA OEl provides
national guidance for NCUA's efforts to assure the safety and soundness of federally - insured
credit unions.

From 1986 to 2000, one-half of all operating expenses were funded by operating fees assessed
to federally chartered credit unions, and the other half by a monthly transfer of expenses from
the NCUA Operating Fund to the NCUSIF called the overhead transfer, During Fiscal Year
(FY) 2000, the OE| completed a time survey that resuited in a calculated overhead transfer rate
of 66.72% to be applied to the transfer of operating expenses to the NCUSIF effectiva for FY
2001.- Operating expenses include agency payroll and benefits, employee travel expenses,
rent/communications/utilities expenses, administrative expenses, and contracted expenses.

The overhead transfer rate was developed from time surveys, which identified the time spent on
insurance - related functions versus regulatory - related functions. A selected number of NCUA
field examiners, Regional employees, and Central Qifice employees completed these surveys,
For field examiners, this entailed compiling time spent on insurance and regulatory - related
matters during the course of a credit union examination. Examiner time was distributed across
seven major examination categories. An insurance factor was then allocated to each category
to determine the insurance - related portion of average examination time. A similar approach to
distributing Regional and Central Office employees’ time spent on insurance ~ related versus
regulatory - related functions was applied. -

Much of the agency’s resources are expended on tasks that serve both insurance - related and
non - insurance - related roles.

NCUA believes that the overhead transfer rate methodology is equitable and consistent with
insurance - related activities, Additionally, NCUA bhelieves the overhead transfer rate
methodology does not benefit federal over state credit unions of vice versa. NCUA also noted
that in addition to its primary responsibility to conduct insurance reviews, it also provides a
service to state chartered credit unions such that the states do not have to pay for items such
as new examiner training, new regulation training, writing regulations, computers for state
examiners, etc.
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