May 2009

What The Corporate Stabilization Fund Will Mean for Your Credit Union

From Dan Mica, CUNA President and CEO
Last week President Obama signed legislation that created the Corporate Credit Union Stabilization Fund to allow the NCUSIF to spread the costs of stabilizing the corporate credit union system (currently estimated at $5.9 billion) over seven to eight years.  I have received numerous queries from credit unions about just what this means, and how and when it will be implemented.

I cannot give you definitive answers to these questions.  We understand from NCUA senior staff that the NCUA Board is likely to address implementation of the provisions at its next meeting on June 18.  If they are able to meet that schedule, you should have the information you need in time for filing mid-year Call Reports.  

However, based on conversations my staff and I have had with agency officials, accountants and others, I can offer some reasonably informed speculations about what will happen.  

Again, there is no guarantee that these answers will be accurate in all their detail, but I thought you might like to know how we believe the implementation of the legislation will affect you.  

Following are my best answers to the most frequent questions you have been sending me:

Q. Will the existence of this new stabilization fund mean that my 1% NCUSIF deposit is no longer impaired? 
A. Yes.  Once the stabilization fund is created, all losses from corporate credit unions will initially be absorbed by the stabilization fund and NOT the share insurance fund.  That means that credit unions’ NCUSIF deposits will no longer be impaired.  Of course, you will need to discuss with your CPA on how and when to account for this change. 
Q.   When will we know exactly when and how to make any necessary accounting adjustments?

A.   Sorry, I can’t answer those questions specifically because NCUA has not decided.  Once it does, it will announce its implementation plans, which we hope will be soon after its Board meeting next month.  Then you will need to discuss these issues with your own accounting professional.  I know the uncertain nature of the accounting for NCUSIF costs relating to corporate stabilization has been very frustrating, but we believe that by the end of the year all federally insured credit unions will have accounted for these costs in the same way. 
Q. So, how will my credit union have to pay for the losses in the corporate securities? 
A.   NCUA will charge insured credit unions annual premiums to cover both the restoration of the retained earnings of the fund to the 0.3% level, and to repay any losses absorbed by the stabilization fund.  The law allows them eight years to restore the retained earnings portion, and seven years to repay the stabilization fund.  This year, you are likely to be charged a premium of somewhere in the range of 10 bp to 15 bp of insured shares (again, this is our estimate, no guarantee).  In future years the size of your insurance premium will depend on what the actual losses turn out to be on the securities held by the corporates, and by the extent of insurance losses from any difficulties that arise from natural person credit unions.  It could be you will continue to be charged around 10 to 15 basis points a year for several years, but it’s also very possible that the annual charges could be higher than that, could be lower, or not last for the full eight years. 

  

Q.   We’ve already taken the hit and written down our NCUSIF deposit by 69%.  Can’t we just leave it there and avoid the potential future premiums?

A.   Our current understanding is no, you will have to reverse the write down because the deposit will no longer be impaired.  We understand this is the case whether you wrote it down for year-end 2008 or for the first quarter  of this year. 

Q.   Why can’t we write it all down at once?  We’d just as soon bite the bullet now.

A.   I realize many of you would just as soon pay for the losses now and get on with it.  However, we believe all credit unions spreading out the cost is necessary to the implementation to the stabilization fund.  Your doing so is essentially doing a favor for many of your fellow credit unions that have been more significantly hit by the current recession and financial crisis.  For many of these credit unions, the ability to spread the cost over many years is a huge benefit.

