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Thank you for inviting me back to your Annual Summit. | had the pleasure of speaking to your
2012 Summit in Rapid City. As many of you know, South Dakota holds a special place in my
heart and my husband’s. In fact, at my confirmation hearing, Sen. Tim Johnson, who was the
Committee Chairman, complimented me by referring to me as an “honorary South Dakotan.”

Yet, as much | love South Dakota, I’ve always wanted to visit North Dakota—one of the few
states | hadn’t been to. Last year when Robbie Thompson invited me to your 2015 Summit,
which | thought was scheduled to rotate to North Dakota, | immediately said, “Yes.”

So, you can imagine my surprise when Robbie got back to me and said, “We’re so pleased to
have you speak to our 2015 Summit, but it’s going to be in Las Vegas.”

But all’s well that ends well. 1 am happy to say, thanks to a special joint invitation from Robbie
and Senator Heidi Heitkamp (D-N.D), | spent the better part of last week in North Dakota. And
it was a wonderful visit. | visited Railway and VUE credit unions, and participated in a
roundtable meeting with Senator Heitkamp at Capital Credit Union. Thank you for being such
gracious hosts.

Over the years, I’ve met with many of you about the issues you’re facing, and | appreciate your
sharing your views with me. That’s how | learn—from hearing from you. Before | hear from
you today, | want to speak about some things I think you all care about deeply about: How we
can remove unnecessary regulatory burdens and how, together, we can keep the credit union
system strong. Let’s begin by looking at how credit unions in both of your states are growing

South Dakota stronger.
Credit Union Trends State of the System: South
Dakota *

Improving Net Worth, Loans, Delinquency & Charge-Offs

Credit Unions’ South Dakota | South Dakota | South Dakota | United States When I Sp(?ke I_n SOUth DakOta ”?
Key Metrics CEEEPITER R ERE TR A ETETTI S PPl 2012, credit unions there were still
Return on Assets 0.22 % 0.71% 0.69% 0.80 % struggling to recover from the
effects of the Great Recession of

Net Worth Ratio 9.3% 9.2% 10.1% 11.0%
2007 to 2009. In 2012, net worth
Loan Growth 8.5% (-1.5%) 8.0% 10.4 % and loans were shrinking.
Delinquency 11% 0.8% 0.7% 0.9%
T f the most recen |
Net Charge-Offs 04% - 02% — oday,.as of the most recent Ca
Report:
Member Growth (-1.4 %) 1.7% 1.7% 3.1%

! Chairman Debbie Matz’s presentation slides are available in full size at
www.ncua.gov/News/Documents/MatzSlidesDakotasSummit20150415.pdf
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= Net worth is up to 10.1 percent.
= And loans are growing at a robust 8 percent.

North Dakota
Credit Union Trends

Performing Better than Most National Averages

Credit Unions’ North Dakota | North Dakota | North Dakota United States
Key Metrics Year-End 2009 15-Qtr. 2012 Year-End 2014 | Year-End 2014

Return on Assets 0.82% 1.09% 1.09% 0.80%
Net Worth Ratio 10.7% 10.1% 11.1% 11.0%
Loan Growth 89% 2.4% 10.4% 10.4%
Delinquency 1.0% 0.5% 0.4 % 0.9%
Net Charge-offs 0.3% 0.1% 0.1% 0.5%
Member Growth 0.2% 3.0% 13% 3.1%

Even while South Dakota’s median
loan growth ranks ninth out of all
50 states, delinquencies and charge-
offs are declining. This is a very
positive sign that you are using
sound underwriting on your new
loans.

State of the System: North
Dakota

In North Dakota, credit unions are
performing much better than most
national averages. Virtually all of
North Dakota’s key metrics rank in

the top 10 nationwide. In particular, it’s astounding that with loan growth of 10.4 percent,
charge-offs are only one-tenth-of-one percent. Again, this is a tribute to sound underwriting

during a time of rapid growth.

Let me take this opportunity to thank the directors and management teams in both of your states
for setting prudent policies to ensure your credit unions operate within safe limits. Let’s thank all
the directors with us in the room today. And for running successful operations to ensure your
credit unions meet your members’ needs, let’s thank all the managers with us in the room today.

Issues on Our RADAR...

..which should also be on yours

» Plunging Oil Prices
» Falling Farm Prices
» Cyber Threats

» Capital Outliers

» Interest Rate Risk

Congratulations to all of you who
worked so diligently to help your
credit unions recover from the Great
Recession.

Issues on Our Radar (Which
Should Also be on Yours)

Credit Union Association of the Dakotas Annual Summit
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As President Obama said during his State of the Union Address this year, “The shadow of crisis
has passed.” However, as the shadow of crisis fades, none of us can allow its lessons to fade.
Sometimes, we forget the most important lesson of all: The best way to deal with a crisis is to
avoid it in the first place.

So, let’s address five risks that could cause a potential crisis in the future. The first two risks—
plunging oil prices and falling farm prices—could hurt many of your members in the Dakotas.
The next three risks—cyber-threats,
capital outliers and interest rate

The 7 regions highlighted below accounted for 95% of domestic oil production ”Sk—are natlonW|de th reats.
growth and all domestic natural gas production growth in 2011-2013.
Source: US Energy Information Administration (EIA)

States Sensitive to Qil Prices

Plunging Oil Prices

For those of you from North
Dakota, the next couple of slides
may look ominous. This slide
shows how a large part of North
Dakota helped produce America’s
oil boom in 2011 through 2013.
Also, keep in mind where
America’s six other oil booms are
located.

The next slide shows how a 20 percent drop in oil prices led to employment losses in nearly all
of those locations. States in orange felt moderate employment losses from the first 20 percent
drop in oil prices. States in red, including North Dakota, suffered significant employment losses,
more than a full percentage point statewide. According to a Federal Reserve estimate, if oil

prices don’t rebound this year, 10,000 of the 38,000 workers in the Bakken fields could be laid
off.
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The first wave of layoffs has already
begun. The rapidly rising blue line
Change in Employment After a 20% Decline in Oil Prices on the next slide shows first-time
claims for unemployment insurance
in North Dakota are already up 60
percent over last year. Credit unions
serving these workers could face
higher delinquencies and charge-
offs.

Dakotas React Differently to Plunging Oil Prices

If you seized opportunities to serve
the Bakken communities during the
oil boom, you most likely built
contingencies into your business

US: 0.4% eenamennceens DlAN, KNOWING that oil prices can be
very volatile. Now is the time to review that business plan and make the appropriate adjustments.
This could mean changes in your underwriting, your reserves, or your balance sheet composition.

At the same time, South Dakota and

most other states would benefit if
Initial Claims for Unemployment Insurance: OII pl’iCES Continue to fa” Credit

North Dakota & All Other States, 12 month percent change unions that are not tied to the oil

industry could see an inflow of

deposits along with loan demand.

40 Members would have more

o discretionary income to save, or to
\/\ /\ A /\ spend on homes, cars, and other
0 : - - - - \ - - durable goods.
0 Falling Farm Prices
-60 Unfortunately, both North and
Feb-13 May-13 Aug-13 Nov-13 Feb-14 May-14 Aug-14 Nowv-14 Feb-15 SOUth Dakota are exposed to fa”'ng

farm prices. The U.S. Department of Agriculture forecasts that net farm income will fall 32
percent this year. This would be the second straight year with a double-digit decline, and the
lowest net farm income since 2009. This crash is not due to the U.S. crop forecast. It’s due

primarily to cheap competition from fast-growing countries like Brazil and China.

North Dakota Unemployment Rising

—ND level —pll except ND
60

I realize those of you from agricultural credit unions have a proud tradition of serving farmers
through thick and thin. | know you will keep a close watch on this new trend in farm prices, and
work to help your members get through this rough patch. For example, by modifying loans with
NCUA’s more flexible rule on Troubled Debt Restructuring, you may be able to lower members’
mortgage payments through these lean years.

Credit Union Association of the Dakotas Annual Summit
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Increasing Cyber Threats

Cyber Threats

The next risk is outside the areas of
expertise for many of us: cyber
threats. To understand cyber threats,
we first need to understand the
different types of hackers. We are
already familiar with cyber thieves
who hack into a large retailer or
financial institution. Thieves’

* Cyber Thieves
— Target: Large Institutions
— Tactic: Attack Individual Systems

— Objective: Steal Money

* Cyber Terrorists ultimate goal is to steal money.
— Target: Vulnerable Entry Points (Small Credit Unions)
— Tactic: Infiltrate Interconnected Systems But the new types of hackers are

much more dangerous—cyber
terrorists. What makes cyber
terrorists different from cyber thieves
Is their objective. Terrorists want to
cripple or destroy critical
, infrastructure in the U.S. We know
»Implement risk mitigation controls: vendor many cyber terrorists are connected to
due diligence, strong password policies, : . ,
hostile nations. We know they’re
proper patch management, employee . ller instituti break
training, and network monftoring. targeting smaller institutions to brea
into larger payment systems, with the
v'Get educated. goal of bringing down the entire US
financial system.

— Objective: Cripple or Destroy the U.S. Economy

Cyber Security - What Can You Do?

v'Ensure your CU systems are secure.

v'Share cyber-security best practices.

» Participate in local, state and national information- The different types of hackers have at
sharing forums. least one thing in common: They’re
targeting credit unions, often as an
entry point into larger systems. This year, NCUA examiners expect credit unions to implement
risk mitigation controls to better protect, detect and recover from cyber-attacks.

So, what can you do?

= Make sure your IT staff and vendors keep your system secure. This includes strong
password policies, proper patch management, employee training, and network
monitoring. If you don’t know what these terms mean, get educated—not just you, but
your credit union’s employees and volunteers as well.

= Share cybersecurity best practices in meetings within your professional groups.
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Participate in national

CY R SECURITY ) i-nformation-sharing forums. Links
RESO U RC S 2 4 to national forums are posted on

Il our Cybersecurity Resources site.
Dhmomtemit | g s | s semaronmeen  NCUA's online cybersecurity
resources can also help you find

— ~ T R . . .

i REGULANOS l ﬁ 2L 0 4 rules and guidance, including the
— v\ ﬂ most recently issued guidance by
b NCUA, and the new national
Privacy & Protecting Personally cybersecurity framework.

Best Practices Identifiable Information Additional Resources

\& PRIVACY

http://www.ncua. govaesoutces/Pases}wber secuntv-tesuurces aspx

If information technology is outside
your comfort zone, here are some
questions you could ask about
cybersecurity:

= What are the potential vulnerabilities of hackers using the credit union as an entry point
to gain access to larger interconnected systems?

= Has staff done due diligence to evaluate the cybersecurity of every vendor and every
payment system with which the credit union has a digital relationship?

= How could the credit union change cybersecurity protocols based on guidance from the
Federal Financial Institutions Examination Council?

= How could the new national cybersecurity standards further protect your credit union and
its members?

Addressing Capital Outliers

While the first three risks come
from outside the credit union
system, the fourth risk is inside the

Major Changes to Risk-Based Capital

v'CUs up to $100 million are exempt. system. A few aggressive credit

. » unions are taking excessive risks
v'Risk-based threshold to be “Well without holding sufficient capital to

Capitalized” is lower (10.0%, not 10.5%). cover those risks. If those capital

. outliers ultimately suffer losses,
v'Interest rate risk has been removed from all inen all credit unions—including

risk weights. yours—will have to pay.

‘/Kev risk WEightS dare Signiﬁcantlv lower. To address this prob|em’ NCUA

i : i proposed a revised risk-based
v Effective date will be delayed until 2019. capital rule in January, after

listening carefully to your

Credit Union Association of the Dakotas Annual Summit
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comments. Out of 2,056 comment letters, one especially caught my eye—the video comment
produced by your Credit Union Association of the Dakotas. After seeing and hearing from
farmers in the Dakotas, and your credit unions which serve them, | became even further resolved
to preserve the business model for agricultural credit unions.

Your comments are reflected in significant changes to the risk-based capital rule, several of
which are shown on the slide. The new proposal targets just 27 outliers where the 7 percent net
worth ratio is not enough to cover the actual risks on their balance sheets. These outliers hold
assets of nearly $14 billion, more than the entire Share Insurance Fund at just over $12 billion.

Even though the outliers represent a small number of credit unions, they pose a large threat to the
system. None of those outliers are in the Dakotas. Only 10 credit unions in North Dakota would
be covered by the rule, and all 10 would remain well-capitalized. Only six credit unions in South
Dakota would be covered by the rule, and all six would retain their current capital classifications.
In fact, the majority of covered credit unions should see their capital buffers increase.

Now | know you will also be happy to hear this: My intent is for the risk-based capital rule to be
the last significant safety and soundness rule change for the foreseeable future.

Interest Rate Risk is Higher than Pre-Crisis Mitigating Interest Rate Risk

We plan to address interest rate risk

Net Long-Term Assets in Credit Union System through SUpEI’ViSiOﬂ rather than

Percent of Assets

20% T u Other Long-Term Assets through risk-based capital or another
il rule. However, interest rate risk is
A0 nvestmen + Year . , R

o = Net Fixed Rate 1st Mortgages & Other Real Estate Stl” a concern. It S not Just a concern

35%

30
25
20

I | for NCUA, but for all financial
|||||||| ||I|||| |I|||| .
0% |||H||“| :

15
10
5
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

® F®F R R R R
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In fact, interest rate risk is now higher than it was before the crisis. While most credit unions
managed through interest rate hikes in the past, not every credit union is as well positioned
today. Net long-term assets have risen from 25 percent of assets 10 years ago to 35 percent of
assets today. This is a concern because credit unions now have less flexibility to adjust to rising
rates.

Interest Rate Spikes Led to Unrealized Losses ~ FOr example, prior to the last rate
cycle, before interest rates rose,

Unrealized Gains/Losses only 15 percent of credit union
f““onmfmg(nsﬁuvailable for Sale & Held to Maturity Securities ercent investments were Ionger than three
' ! years. Today is a stark contrast; 46

6 percent of credit union investments
are longer than three years.

4 Let’s look at the different effects on
3 credit unions during the last two
cycles in which interest rates rose.
The spike in long-term interest rates
in 2008 caused credit unions to
0 book unrealized losses of nearly $1
billion. But when long-term rates
rose from 2012 to 2013, the unrealized losses became much steeper. With the most recent rise in
long-term interest rates, unrealized gains of $2.7 billion swung to unrealized losses of $2.4
billion. That’s more than a $5 billion swing from positive to negative.

2 4 ]
mm Unrealized Gains/Losses (Left Axis)
=—30-year Mortgage Rate (Right Axis)

2008 2008 2010 2011 2012 2013

Seeing this slide was an “a-ha” moment for me, and I hope it is for you. These unrealized losses
could foreshadow actual losses if future rate hikes compress net interest margins.

While no one knows exactly when and by how much rates will rise, the Federal Reserve’s Open
Market Committee’s consensus forecast anticipates that by 2016, the Fed Funds rate will rise by
225 basis points. NCUA examiners are urging credit unions to shock their balance sheets with
interest rate hike assumptions up to 300 basis points, and plan well ahead for that contingency.

Credit Union Association of the Dakotas Annual Summit
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To help you prepare for interest rate
changes, we’ve prepared a
new Interest Rate Risk Resources

Credit Union Losses Tied to Rising Rates

Total Unrealized Gains/Losses in Credit Union System

Billions of Dollars Billions of Dollars page on our website. When you
7 I ' M4 visit this site, you’ll find videos,
3 3 charts, rules and supervisory

Shuar uidance
2 P 2 g .
1 Billion Mt To help you further, I’ve assembled
0 0 some questions you could ask about
1 . 4 interest rate risk which you can ask
, , at your next board or staff meeting:
-3 3 . How is the credit union

2012 2013 2014

measuring interest rate risk
exposure? Are they even measuring interest rate risk exposure?

= What has been learned from shock testing? We recommend shocking your balance sheet
by at least 300 basis points.

= What changes should be considered in the credit union’s balance sheet, product pricing,
or investment strategy to avoid excessive interest rate risk?

= How should the credit union’s interest rate risk policy be updated to reflect the Fed’s new
interest rate forecast?

= What internal controls ensure the credit union will follow the board’s interest rate risk

policy?

If the answers to your questions suggest that interest rate risk may be exceeding your board’s
tolerance, NCUA'’s interest rate
risk guidance describes several risk
mitigation options. Most
importantly, choosing an

_ appropriate risk mitigation option
araat T Rk vieoe NCUA Rules and Regulations Letters to Credit Unions will reduce the shock of riSing
rates and increase your credit
union’s chances of survival in the
future.

INTEREST RATE
RISK RESOURCES

il

Naw'" inieres: Ra Final Rule. Pars 703, 71§ and 7
Interest Rate Charts The NCUA Report

|=_ “ ~ anmilli want to hear today: How can

Wet Long-Term Assets in Credit Union 1013 Despha Fed Ascen, | Advieory on lnvrast Rive sk inopervens NCUA ease your regu|at0ry

System p e Femaio

http://www.nc ua._gn.v;fRe.sonJm;s,"Page;ﬂ nterest-rate-risk-resources.aspx b u rdens?

Regulatory Relief

So let’s turn to what you really
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. I’m committed to making 2015 the
NCUA Regulatory Relief Year of Regulatory Relief. To

begin, we proposed a rule to raise
the asset threshold for defining

v Exempting Small Credit Unions “small” credit unions to $100
. . million. In South Dakota, 42 out of
v'Adding Supplemental Capital 48 credit unions would be eligible

. . . for regulatory relief from certain
‘/ExPandmg Fields of Membershlp NCUA rules, and in North Dakota,

/Removing Fixed Asset Limits 28 out of 38 credit unions would be
eligible for regulatory relief.

/EaSing Member Business Lending But even more relief is on the way.

Allowing Supplemental Capital

I’ve already heard many comments about supplemental capital. Stakeholders suggest under
current law, NCUA could count certain forms of debt as supplemental capital for the risk-based
capital ratio. For example, subordinated debt could be issued to members and non-members, but
it would be uninsured.

I understand the need for supplemental capital in certain circumstances. As part of modernizing
risk-based capital, I am committed to allowing supplemental capital to be counted in full. The
effective date would coincide with implementation of risk-based capital in 2019.

But not everyone should have to wait until 2019 to benefit from supplemental capital. That’s
why | assembled a working group to focus on low-income credit unions which can already raise
and count secondary capital. One goal was to increase access to secondary capital for low-
income credit unions. Last week we achieved that goal through changes to the National
Supervision Policy Manual that permit low-income credit unions to return capital to investors if
it is no longer being used for net worth.

The working group’s next goal is to discuss potential legislative and regulatory changes that
could benefit all credit unions interested in raising supplemental capital. To make sure the
working group’s discussions are inclusive and cost-effective, we’re holding a series of
conference calls with stakeholders around the country.

Expanding Fields of Membership

Last year, we proposed a rule designating seven categories of associations that federal credit
unions could automatically add to their fields of membership. This month, we plan to add even
more automatic qualifiers.

Credit Union Association of the Dakotas Annual Summit
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| feel strongly that you should not be required to get approval from NCUA each and every time
you want to add another group. Our goal is to make it easier for federal credit unions to expand
their fields of membership. To do this, | created a Field of Membership Working Group.

And we’re not waiting for Congress to act. By the end of this year, we’re planning to move
forward with sensible rule changes within NCUA'’s legal authority.

Removing the Fixed-Assets Limit

Our newest proposed rule will eliminate the 5 percent cap on fixed assets. It will authorize
federal credit unions to set their own prudent limits on fixed assets such as computers and
buildings. | don’t believe that spending hours putting together waiver applications is a good use
of your time or NCUA staff’s time. Decisions to upgrade your technology, or your facilities, or
other fixed assets should be your decisions and yours alone.

Easing Member Business Lending

And now, last but definitely not least: I’ve heard loud and clear from credit unions that make
business loans that requiring a personal guarantee on every business loan can be frustrating and
lose business for you. Although you can apply to your Regional Office for waivers from personal
guarantees, we understand the waiver process sometimes prevents you from making timely
business loans. That’s why we plan to eliminate the business loan waiver process altogether.

Determining whether to exempt a borrower from a personal guarantee is a job for your loan
officers, based on prudent underwriting criteria. And in response to additional comments from
credit union leaders in the Dakotas—you again gave me thoughtful and compelling feedback—
we intend to lift unnecessary limits on construction and development loans.

You may have noticed a theme here:
We listen, and wherever sensible, we
Proposed Regulations act. We’ve proven that, time and
R again.

Communications Channels

Before I leave you, | want to touch
on ways we can keep in touch. I’'m
always open to hearing your good
ideas, and I’m committed to
removing any regulatory burdens
under our control that do not
compromise safety and soundness.
So please, continue to send us
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Contacting the
Office of the Chairman

Feel free to contact our office with questions or comments.

Chairman:

Chief of Staff:

Senior Advisor:

Asst./Scheduler:

Phone:

Debbie Matz
dmatz@ncua.gov

Steve Bosack

shosack@ncua.gov

Buddy Gill
bgill@ncua.gov

Angela Sanders

asanders@ncua.gov

703-518-6301
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communications you receive.

* All you need to sign up is an email

address.

¢ Sign up free of charge at:

www.ncua.gov/Pages/NCUA
Express.aspx

comment letters, participate in our
webinars, and feel free to directly
contact me or my staff anytime.

In the meantime, we will continue
to reach out to you. Every month,
we post our newsletter called The
NCUA Report. The NCUA Report
explains what we are doing and
why, in plain English.

And you don’t have to hunt for it
on our website. You can sign up at
no charge for automatic e-mail
delivery from our NCUA Express
e-mail service. Virtually all of our
public information is now
available at no charge through
NCUA Express. In addition to The
NCUA Report, you can sign up for
Letters to Credit Unions,
Regulatory Alerts, press releases,
and a host of other information.

You can also choose to receive all

NCUA e-mails, or select only the

information in which you’re most

interested. To sign up, just go to

our home page, type NCUA

Express in the search window,
then click the NCUA Express icons.
Please encourage all of your
directors and managers back home
to sign up for NCUA Express as
well.

We’re always working to improve
our website, add content, and make
it easier to navigate.

Credit Union Association of the Dakotas Annual Summit
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Corporate Resolution Costs
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NCLUA Board formal estimate of 2015
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2 & majer, ., such
assessmant is expected io be zero for 2015, However, If adverse ¢

unions for generations to come.

Thank you.

s 1’!.,,..,.

While you’re on our home page,
you may notice we’ve updated our
pages detailing costs of

the Corporate Resolution. You’ll
find really good news there. With
the current value of the NCUA
Guaranteed Notes securing legacy
assets from the failed corporates,
we are projecting no more
assessments. And by the year
2021, you may even receive a
rebate.

Conclusion

Our number one goal is to keep the
credit union system safe, sound,
and sustainable into the future.
With all of the initiatives I’ve
discussed today, you will have
greater freedom in pursuit of that
goal.

If you embrace that freedom while
embracing the responsibility it
demands; if you’re able to use new
technology to achieve your timeless
mission of serving members; and if
you’re able to avoid crises, then—
together—we’ll succeed in
strengthening and securing credit
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