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September 5, 2017 

 

 

Gerald Poliquin, Secretary of the Board 
National Credit Union Administration 
1775 Duke Street 
Alexandria, VA  22314-3428 
Email: boardcomments@ncua.gov 

Re:  Comments on Stabilization Fund Closure 

Dear Mr. Poliquin,  

I am writing on behalf of the California and Nevada Credit Union Leagues (Leagues), one of the largest 
state trade associations for credit unions in the United States, representing the interests of more than 250 
credit unions and their approximately 10 million members.  

The Leagues welcome the opportunity to provide comments to the National Credit Union Administration 
(NCUA) on its proposed plan to close the Temporary Corporate Credit Union Stabilization Fund (TCCUSF 
or Stabilization Fund) in 2017, merge its assets, properties, and funds into the National Credit Union 
Share Insurance Fund (NCUSIF or Share Insurance Fund), and set the Share Insurance Fund’s normal 
operating level (NOL). 

The Leagues thank and commend the NCUA Board for putting forth the proposed plan for public 
comment. Credit unions have been calling for an early closure of the Stabilization Fund and the Board 
has listened.  

The Leagues fully support NCUA closing the Stabilization Fund in 2017 and returning the money as soon 
as possible to federally insured credit unions (FICUs) that paid corporate assessments. Returning the 
money to the FICUs allows them to put that money to use serving their members. While we support 
closing the Stabilization Fund, we strongly believe the proposed NOL is too high. The NOL should be 
increased to 1.34 percent only temporarily to account for the legacy asset volatility, and then should be 
returned to 1.3 percent before year-end 2020. The Leagues respectfully offer the following comments on 
the Board’s proposal.  

Closing the Stabilization Fund 

Background 

On May 20, 2009, President Obama signed into law the Helping Families Save Their Homes Act of 2009 
(Helping Families Act). This law amended the Federal Credit Union Act (FCU Act) and created the 
Stabilization Fund. The FCU Act specifies that the Stabilization Fund will terminate 90 days after the 
seven-year anniversary of its first borrowing from the U.S. Treasury. The first borrowing occurred on June 
25, 2009, making the original closing date September 27, 2016. However, on September 24, 2010, the 
NCUA, with concurrence from the Secretary of the U.S. Treasury, extended the closing date to June 30, 
2021. 

The Corporate System Resolution Program included providing short-term and long-term funding to 
resolve a portfolio of residential mortgage-backed securities, commercial mortgage-backed securities, 
other asset-backed securities, and corporate bonds (collectively referred to as the legacy assets) held by 
the liquidated corporate credit unions.  

Under the Corporate System Resolution Program, NCUA created a re-securitization program where 
NCUA issued a series of NCUA Guaranteed Notes (NGNs). The sale of NGNs to investors has provided 
long-term funding for the Legacy Assets. The NGNs are guaranteed by NCUA in its Agency capacity, 
backed by the full faith and credit of the United States. 
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During its life, the Stabilization Fund provides the primary funding necessary for NCUA’s guarantees on 
the NGNs and to complete the resolution of the corporate credit union asset management estates. The 
majority of this funding has been from two primary sources: Borrowings of $5.1 billion (peak outstanding 
balance) on NCUA’s $6 billion line of credit with the U.S. Treasury and $4.8 billion in Stabilization Fund 
assessments paid by insured credit unions. 

Improved projected performance of the Legacy Assets and NCUA’s legal recoveries are the primary 
reasons the Stabilization Fund’s net position has improved to a positive $1.6 billion as of March 2017.  

Support Closure of the Stabilization Fund 

The Leagues support NCUA’s proposal to close the Stabilization Fund in 2017 by merging it into the 
Share Insurance Fund and providing significant Share Insurance Fund equity distributions in early 2018.  

We agree that the remaining obligations of the Corporate System Resolution Program can now be borne 
by the Share Insurance Fund, provided additional equity is maintained to insulate the balance of the 
Share Insurance Fund from the legacy asset volatility. The NCUA has proposed an increase in the Share 
Insurance Fund’s NOL of 4 basis points to account for the legacy asset volatility. The Leagues can accept 
this temporary increase as long as it is maintained only while the exposure exists. The additional 4 basis 
points in the NOL should be phased out as the legacy assets risk exposure declines.  

Accounting and Financial Reporting 

With the closing of the Stabilization Fund, NCUA intends to prepare final financial statements for the 
Stabilization Fund as of September 30, 2017. These financial statements would be audited by NCUA’s 
Office of the Inspector General. Per applicable accounting standards, the assets and liabilities of the 
Stabilization Fund will be distributed to the Share Insurance Fund at September 30, 2017 values.  

NCUA states that the post-closure financial statements and note disclosures for the Share Insurance 
Fund will continue to provide the same level of detail about the receivables from the corporate asset 
management estates and the related fiduciary activities. That is, the detailed note disclosures in the 
Stabilization Fund’s financial statements will now be in the note disclosures of the Share Insurance 
Fund’s financial statements. NCUA does not envision any changes to the accounting for the asset 
management estates. The accounting for each asset management estate has and will remain distinct, 
which is a requisite in fulfilling the Board’s responsibility as Liquidating Agent. 

The Leagues agree with NCUA’s proposal for maintaining full transparency of the receivables from the 
corporate asset management estates and the related fiduciary activities. 

Setting the Normal Operating Level 

Background 

The Share Insurance Fund equity ratio is defined in the FCU Act as the ratio of the amount of Fund 
capitalization, including insured credit unions’ 1 percent capitalization deposits and the retained earnings 
balance of the Fund, to the aggregate amount of insured shares in all insured credit unions.

1
 The NCUA 

manages the Share Insurance Fund’s equity ratio within a range of 1.20 percent to 1.50 percent. 

It is projected that the closure of the Stabilization Fund would increase the Share Insurance Fund’s equity 
ratio to between 1.45% and 1.47%. The Share Insurance Fund’s calendar year-end equity ratio is part of 
the statutory basis to determine whether NCUA must make a distribution to insured credit unions. The Act 
requires NCUA to issue a pro rata distribution to insured credit unions after each calendar year if, among 
other things, as of the end of that calendar year the fund’s equity ratio exceeds the NOL.  

  

                                                           

1
 12 U.S.C. 1782(h)(2) 
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Per the Act, the NOL is an equity ratio set by the Board and may not be less than 1.2 percent and not 
more than 1.5 percent.

2
 The current NOL is 1.3 percent, set in 2007 based on Board-approved 

methodology in place at that time. When establishing the 1.3 percent NOL in 2007, the Board affirmed 
that the Share Insurance Fund would maintain a counter-cyclical posture. In practice, this means the 
Share Insurance Fund’s equity should be built up during periods of economic prosperity and allowed to 
decline during periods of economic adversity. 

NOL – Stabilization Fund Effect 

As discussed above, if the Stabilization Fund is closed, the remaining obligations of the Corporate 
Resolution Program would be borne by the Share Insurance Fund. Therefore, the Board believes the 
Share Insurance Fund would need to hold sufficient equity to cover potential changes in the value of its 
claims on the failed corporate credit union asset management estates.  

The Leagues can accept a temporary increase of 4 basis points for this purpose, as long as it is 
maintained only while the exposure exists. The additional 4 basis points in the NOL should be phased out 
as the legacy assets risk exposure declines.  

NOL – Other Risks 

The Board proposes to increase the NOL to protect the Share Insurance Fund from other risks to the 
equity ratio, such as insured share growth, yield on investments, and insurance losses. To determine an 
adequate NOL, the NCUA modeled the losses that would be expected under a moderate and a severe 
recession. The Share Insurance Fund was modeled over a five-year period and the legacy assets were 
modeled over their remaining life.  

As a result, the Board proposes to set the NOL sufficient to weather a moderate recession without the 
equity ratio falling below 1.20 percent for a five-year period. In doing so, the agency projects the equity 
ratio needs to be increased by 3 basis points for normal Share Insurance Fund stress and by an 
additional 2 basis points for a projected equity ratio decline in 2018 and 2019 (prior to when the remaining 
NGNs begin to mature in 2020 and the remaining exposure to the legacy assets can begin to be 
reduced.) 

The Leagues agree the Share Insurance Fund NOL should be sufficient to weather a moderate 
recession. However, we do not agree with a five-year forecast nor the objective of setting the NOL high 
enough to keep the stressed equity level above 1.20 percent for a five-year period with no premium. 
However, if a five-year forecast is used, the Board should contemplate the possibility of modest 
premiums, rather than a complete avoidance of any premium by excessively increasing the NOL. Such a 
plan is unwarranted, and as one of our members said, ““It’s almost like over-funding the allowance for 
loan losses.” 

The Leagues urge the Board to set the NOL at a level sufficient to keep the stressed equity level above 
1.2 percent for a two-year period with no premium, rather than a five-year period. This is consistent with 
the NOL policy set by the Board in 2007. That policy requires the NCUA conduct an annual assessment 
and projection of the equity ratio for two years of stressed conditions. Since the adoption of that policy in 
2007, the NOL has been set at 1.3 percent every year.  

Setting the NOL higher than the current 1.3 percent (absent the temporary 4 basis points bump for the 
legacy asset volatility) is unwarranted. While the FCU Act permits a NOL of 1.2 percent to 1.5 percent, it 
also prohibits the agency from charging a premium that would restore the equity ratio to greater than 1.3 
percent.

3
 This suggests that Congress also believed that a NOL greater than 1.3 percent is unnecessary.  

The Leagues recommend the NOL be set temporarily at 1.34 percent to account for the legacy asset 
volatility risk. The additional 4 basis points in the NOL should be phased out as the legacy assets risk 

                                                           

2
 12 U.S.C. 1782(h)(4) 

3
 12 U.S.C. 1782(c)(2)(B) 
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exposure declines and the NOL should return to 1.3 percent before year-end 2020. Raising the NOL to 
1.34 percent will, according to NCUA’s own projections, preclude a premium over the next two years.  

Equity Fund Distributions 

NCUA projects that closing the Stabilization Fund and merging it with the Share Insurance Fund will result 
in adding between 20 and 22 basis points to the Share Insurance Fund’s equity ratio. Under the proposal, 
these 20 to 22 basis points would be used as follows:  

 5 basis points to bring the year-end ratio to 1.3 percent. This essentially eliminates the need for a 5 
basis points premium this year as the year-end ratio is projected to be 1.25 percent.  

 4 basis points for legacy asset volatility 

 5 basis points in total to cover Fund operations (2 basis points for a projected equity ratio decline in 
2018 and 2019, and 3 basis points to extend the forecast horizon for an additional three years)  

 6 to 8 basis points to be distributed to credit unions in 2018 

By temporarily setting the NOL at 1.34 percent, rather than the proposed 1.39 percent, the NCUA could 
instead return 11 to 13 basis points to credit unions in 2018. The Leagues strongly urge the Board to take 
this approach. Returning the money to the FICUs that paid corporate assessments is the right course of 
action and puts the money back to work for the millions of credit union members.  

Conclusion 

The Leagues support closing the Stabilization Fund in 2017 and returning the money to FICUs in 2018. 
We can accept a temporary 4 basis point increase to the NOL to account for legacy asset volatility, and 
we urge the Board to include absolute plans to return the NOL to 1.3 percent before year-end 2020. 

We thank you for the opportunity to comment on the proposal and for considering our views. If you have 
any questions regarding our comments, please contact me.  

Sincerely,   

 

 

Diana R. Dykstra 
President and CEO 
California and Nevada Credit Union Leagues 
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