Good evening. 

There is another development that I wanted to share with you. This evening (March 10) we received a Technical Practice Aid from the American Institute of Certified Public Accountants addressing two issues. The first is how to account for the insurance costs to credit unions associated with NCUA's Corporate Credit Union Stabilization Program. (NCUA issued Accounting Bulletin No. 01-09 on this recently.)  The second is how corporate credit unions that have capital in U. S. Central FCU, and natural person credit unions that have capital in a corporate that in turn has capital in U.S. Central, should evaluate their capital in those institutions, in light of the fact that U.S. Central announced in January it had recorded charges of $1.2 billion in 2008 for assets that are "Other-Than-Temporarily Impaired."   

 

The guidance documents have been provided and a preliminary summary of their key points is below.  While the aid is not an official ruling from the Financial Accounting Standards Board, it is guidance that accountants and practitioners may rely on in advising credit unions and other clients how and when to report financial issues.  We appreciate the assistance of CUNA's Accounting Task Force Chairman Scott Waite in assessing the guidance. 

 

· AICPA Guidance on CU Financial Reporting As A Result of NCUA's Corporate CU Stabilization 

 

Background
 

As you know, on January 28, 2009, NCUA announced a $1 billion capital infusion for U.S. Central FCU, a deposit guarantee on uninsured shares at all corporates through February, and for those corporates which signed a supervisory agreement with NCUA, it would continue the deposit guarantees through 2010.   NCUA's initial estimate of the insurance liability as a result of the guarantee was $3.7 billion, based on corporate credit unions' holdings in impaired asset-backed securities. 

 

As a result of these actions, NCUA also announced that credit unions would be required to replenish .51% of their NCUSIF deposit and pay a premium to bring the NCUSIF's equity level back to 1.3%.    

 

Since then, credit unions have raised concerns about how to report these events. CUNA, the Accounting Task Force, and others weighed in with the AICPA to encourage as much flexibility in reporting these costs as Generally Accepted Accounting Principles would allow.

 

NCUSIF 1% Deposit Issues 

 

The AIPCA staff has concluded that there is a diversity of opinion among accountants as to when the NCUSIF deposit impairment should be accounted for and reported.  On the one hand, there is support that actions taken by NCUA on January 28 regarding the corporates were based on conditions that existed on December 31, 2008.  Under this view, credit unions would amend their financial statements for 2008 to reflect the .51% deposit costs.

 

On the other hand, AICPA also notes there is evidence that supports the view that the NCUSIF deposits were not impaired until January 28, 2009. AICPA cites "NCUA's disclosures that it had no obligation to undertake the actions approved on January 28th, and that the NCUSIF deposits were refundable" until that date.  AICPA also pointed to Emerging Issues Task Force (EITF) Topic No. D-47, accounting for the Refund of Bank Insurance Fund and Savings Association Insurance Fund premiums, in which the FASB staff express their belief that insured institutions should not accrue a liability for a potential special assessment of deposit insurance premiums until the period in which any proposed legislation is enacted.  This analysis can be used by analogy to support the view that there should not be an adjustment to the 2008 financial statement, according to the AICPA.

 

· NCUSIF Premium Assessment
 

Regarding the premium assessment, AICPA is also providing two views and is not showing a preference for which one a credit union should follow.   Under View A, the premium assessment would be recorded in 2009.  AICPA notes that proponents of this view recognize that the obligation to pay the premium should occur when it is assessed, which would be after January 28, 2009.  They refer to AICPA Statement of Position (SOP) 01-6, Accounting by Certain Entities, which provides "to the extent that the NCUA Board assesses premiums to cover prior operating losses of the insurance fund or to increase the fund balance to 'normal operating levels,' credit unions should expense those premiums when assessed." Under View B, credit unions record both the NCUSIF deposit impairment and the premium assessment as of December 31, 2008.    

 

To summarize the AICPA  guidance on the NCUSIF premium and deposit  issues , because AICPA has not provided a clear directive one way or the other, credit unions have flexibility to work with their accountants and auditors to determine whether it is more appropriate to: (a adjust their 2008 financial statements to reflect the insurance premium and deposit costs, (b to adjust their 2008 statements for the deposit impairment only and report the premium in 2009 or (c reflect the premium and insurance costs on their 2009 statements.

 

· Evaluating Capital in Corporate Credit Unions 
 

The AICPA has also indicated that corporate credit unions’ capital in U.S. Central FCU  should be evaluated for impairment, following U.S. Central's announcement in January that it would record OTTI charges of $1.2 billion for 2008, and that this would result in negative retained earnings of $493 million.

The AICPA’s guidance looks at two questions: (1 How should a corporate credit union evaluate its membership Capital Shares (MCS) and Paid-In Capital (PIC) in U.S. Central for OTTI as of December 31, 2008? and (2 How should a natural person credit union evaluate its MCS and PIC investments in other corporate credit unions that held capital in U.S. Central on December 31, 2008?

· Corporate CUs Investments in U.S. Central 

According to the AICPA, corporates should review their MCS and PIC investments in U.S. Central to determine whether those investments have become impaired.  A subsequent analysis must be conducted to determine whether any impairment is other-than-temporary.

MCS and PIC should be evaluated for impairment as cost-method investments, according to the AICPA.  The AICPA guidance addresses existing GAAP principles that can be used to determine whether OTTI exists.  In addition to the existing guidance referenced in the AICPA’s release, it is noted that corporates should consider an evaluation of the financial position of U .S. Central and its ability to redeem the MCS or PIC within anticipated time frames.  The AICPA believes the audited financial statements of U .S. Central as of December 31, 2008 would be useful evidence when available to appropriately evaluate MCS or PIC for OTTI.

It is also important to note that, according to the AICPA, the action by the NCUSIF to write off the U.S. Central capital infusion should be considered in the assessment of whether impairment is deemed to be other than temporary.

· Natural Person Credit Unions 

Natural person credit unions that have capital in a corporate whose direct investment may be impaired because that corporate has an investment in U.S. Central, must evaluate their own MCS and PIC holdings for OTTI using the same guidance noted above, according to the AICPA.  Thus, natural person credit unions, in consultation with their accountants or auditors, may need to record an impairment as a result of their capital in their corporate credit union.
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