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FM:
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RE:
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DT:
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Today, the NCUA Board was briefed on the 2011 assessment estimates as part of its review of the National Credit Union Share Insurance Fund (NCUSIF) report.  The range is estimated to be 20-35 basis points, consisting of 0-10 basis points associated with the NCUSIF and 20-25 basis points related to the Temporary Corporate Credit Union Stabilization Fund (Stabilization Fund).  The range for the Stabilization Fund assessment is unexpectedly larger than anticipated and we have raised serious concerns with NCUA about the range.  We will continue to pursue this with NCUA.

The Board also approved a proposed corporate credit union rule that addresses a number of issues that were not included in the earlier rule, as well as an interim final rule on corporates with additional technical corrections, both of which were issued with a 30-day comment period.  We have concerns about aspects of the proposed rule which are addressed below.   Among other things, the corporate credit union rule proposes a “voluntary” Stabilization Fund assessment on “non-FICU” members of corporates.  The definition of “non-FICU” would include organizations that are not federally insured credit unions such as privately-insured credit unions, trade associations which are members of a corporate credit union, as well as other non-credit union organizations that are members.  
In addition, the Board adopted the agency’s budget for 2011, which contains a 12% increase over the 2010 budget.  As discussed below and while we will be reviewing the budget in detail, these increases come at a time when most credit unions are cutting back on their expenses and we question whether they are justified.   The Board also approved a 2.86% reduction in the 2011 Operating Fee Scale for federal credit unions, and approved an increase to the NCUSIF Overhead Transfer Rate for 2011 from 57.2% to 58.9%. We will be reviewing the overhead transfer rate carefully as well.  
NCUSIF/Stabilization Fund Assessments and Monthly Reports
Staff provided estimates of the likely assessments for the NCUSIF and Stabilization Fund in 2011.  As noted above, the agency estimates a 2011 NCUSIF assessment of 0-10 basis points, and a 2011 Stabilization Fund assessment of 20-25 basis points.  Combined, the total assessment will likely be between 20 basis points and 35 basis points.
Factors NCUA staff indicated they considered with respect to determining the amount of the 2011 NCUSIF assessment estimate include:

· The NCUSIF’s investment income;

· Growth in insured shares;

· Insurance loss expense; and

· The projected NCUSIF equity ratio.

Factors the agency considered with respect to the Stabilization Fund assessment estimate: 

· The Stabilization Fund’s borrowed funds (approximately $6 billion from Treasury);
· Cash flows on the mortgage-backed securities (MBS) formerly held by corporates, and the resulting effect of those cash flows on possible guarantee payments on NCUA Guaranteed Notes (NGNs); and 

· “Affordability”: i.e. the impact of the assessment on credit unions’ return on assets and net worth ratios.

The higher than expected forecast of the Stabilization Fund assessment is not because of expected loss but appears to be based on liquidity concerns. 

The NCUSIF’s equity ratio increased to 1.29% because the agency has already recognized the NCUSIF assessment recently billed to credit unions.  The NCUSIF’s reserves—i.e. money already written off as insurance loss expense for accounting purposes—now stand at approximately $1.2 billion; approximately $200 million of these reserves are allocated to specific troubled credit unions and approximately $1 billion is in unallocated reserves.
There are now approximately $39.1 billion in insured shares held by CAMEL 4/5 credit unions.  One large (i.e. greater than $1 billion in assets) credit union was upgraded from CAMEL 4 to CAMEL 3 in October. 

CUNA is very concerned about the range of the estimated Stabilization Fund assessment and will be urging NCUA to do all it can to minimize the assessment and spread out credit unions’ costs associated with helping corporate credit unions, consistent with the authority Congress provided it. 

Proposed Rule – Corporate Credit Unions
The NCUA Board approved a proposed rule for a 30-day comment period that includes the following proposed amendments that would apply to corporate credit unions (corporates):

· A corporate must develop and follow an enterprise risk management policy, as well as establish an enterprise risk management committee with at least one independent and qualified risk management expert;

· A credit union may be a member of only one corporate at any time, unless it currently is a member of multiple corporates or is in transition between corporates.  In addition, a credit union may not make any investment in a corporate where it is not a member.  NCUA asserts that membership with only one corporate will deter unhealthy competition and rate shopping;

· Privately-insured credit unions and non-credit unions (e.g., a credit union league) which are corporate credit union members will be asked to pay Stabilization Fund expenses.  A corporate will have procedures to request “voluntary” Stabilization Fund premium payments from these organizations (i.e. “non-FICUs”), which is calculated based on assets in a similar formula to a natural person credit union.  If this premium is not paid, the corporate must conduct a member vote on whether to expel the non-FICU.  “Non-FICUs” include trade associations, CUSOs, non-credit union cooperatives, banks, insurance companies, and privately-insured credit unions;

· All board of director votes at a corporate—including whether each director voted for or against a proposal, or was absent or abstained—must be recorded and included in the meeting minutes;
· A corporate will have to follow certain audit, reporting, and audit committee requirements and definitions that are similar to the Federal Deposit Insurance Act and the Sarbanes-Oxley Act.  These requirements include ensuring compliance with generally accepted accounting principles (GAAP), preparing an annual management report, and greater control and communication with its independent public accountant and supervisory committee;
· Corporates may charge their members a reasonable one time or periodic membership fee to facilitate retained earnings growth.  The fees must generally be proportional to the member’s asset size, and a member must be given at least six months notice of any new fees, or any material change to an existing fee.  A corporate may proportionally reduce the fee amount for members that have contributed capital.  If a credit union fails to pay the fee in full within 60 days of the invoice date, the corporate may terminate their membership;
· For senior corporate executives who are employed by both a corporate and a corporate credit union service organization (CUSO) which the corporate has invested in or made a loan with, the executives must disclose certain compensation received from the corporate CUSO. 
All three Board Members indicated that they had not necessarily made up their minds about whether to support the “more controversial” aspects of the proposal, such as the proposed requirement that a credit union could only belong to one corporate.  Chairman Matz suggested that there “might be other ways” to fix the perceived “rate shopping problem” by corporate credit unions’ members.

CUNA is very concerned about aspects of this proposal as mentioned above and we will be pursuing our concerns with NCUA. 

Other aspects of the proposal questioned by Board Members included the proposed assessment on non-FICUs and aspects of the corporate governance proposals concerning enterprise risk management. 

Fiscal Years 2010/2011 Operating Budgets

The NCUA Board approved the final fiscal year 2011 budget.  The Board set the 2011 budget at $225.40 million, a 12% increase from the 2010 budget of $200.92 million.  Employee pay and benefits account for 72%, or $163.19 million, of the 2011 budget, which includes the addition of 78 full time employees—including 53 examiners and 6 supervisory examiners.
Of the $24.48 million budget increase for 2011, $10.16 million will cover proposed program changes, such as $3.46 million to implement the Annual Examination Program.  In addition, the budget includes $1.05 million for the new Office of Minority and Women Inclusion that is required under the Dodd-Frank Wall Street Reform and Consumer Protection Act; NCUA’s Tawana James will be the director of this office.  
CUNA has many concerns about the increases in the agency’s budget, in light of the fact that costs in other federal regulatory agencies are being contained and we are following up with NCUA to raise serious questions about the need for these increases. 
Overhead Transfer Rate Increased to 58.9%

The NCUA Board increased the Overhead Transfer Rate (OTR) from the current 57.2% to 58.9% for 2011.  Under the Federal Credit Union Act, NCUA may transfer funds from the NCUSIF to fund administrative and other expenses related to federal share insurance.  NCUA uses the OTR to allocate those expenses.

According to the agency, the increase in the OTR is due to the following factors: 

· The 2011 workload budget for federal examination and supervision has increased by over 65,000 hours.
· Examiners reported spending 67% of their time on insurance related procedures, as compared to 61.3% in the previous period.

· The 2011 workload budget for state examination and supervision increased by over 38,000 hours, and the 2011 budget for the cost of NCUA resources and programs increased over the previous year.
Operating Fee Scale for 2011
The NCUA Board approved a decrease in the federal credit union operating fee rate for 2011 by 2.86% and a 3.4% increase in the asset dividing point for the 2011 operating fee scale that the agency uses to determine the fee assessed to federal credit unions.  The operating fees for federal credit unions, which will be assessed based on assets as of December 31, 2010, will be due to NCUA no later than April 15, 2011.  As approved by the Board last year, assets on the books of natural person federal credit unions created by investments made under the Credit Union System Investment Program and the Credit Union Homeowners Affordability Relief Program will be excluded from the assessment calculation.
Interim Final Rule – Corporate Credit Union Technical Corrections

The NCUA Board approved an interim final rule with a 30-day comment period that includes technical corrections to the final corporate credit union rule that was issued last month.  These changes include the following:

· A correction to the definition of “collateralized debt obligation” (CDO) in Section 704.2 of the rule to ensure that commercial MBS; Agency MBS; and securities that are guaranteed by the U.S. Government, agencies, or government-sponsored enterprises are not prohibited.  This definitional change is necessary to allow corporate credit union investment in the NGNs, which are categorized as CDOs.
· A correction of the list of investments exempt from the single obligor limits and credit rating requirements in Section 704.6 to clarify that Agency MBS are subject to the sector concentration limits but not the other requirements of this Section.
· A correction in the date language in Model Form H to indicate that it is to be used on or after October 20, 2011 and not before.
