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July 13, 2021

Ms. Melane Conyers-Ausbrooks
Secretary of the Board
National Credit Union Administration
1775 Duke Street
Alexandria, VA 22314

Re:  Comments on Policy for Setting the Normal Operating Level (NCUA-2021-0038)

Dear Ms. Conyers-Ausbrooks:

On behalf of Virginia’s credit unions, I am writing to the National Credit Union Administration (NCUA) providing our input as the agency considers reevaluating the Normal Operating Level (NOL) policy approved in 2017.  We believe changes are warranted given the current economic landscape and pending resolution of the obligations associated with the corporate credit union asset management estates and NCUA Guaranteed Notes (NGN) Program. Virginia credit unions support a strong fund but believe that conditions exist for the normal operating level to return to the more normalized 1.3% or lower.

General Policy Objectives

We believe the objectives of the current policy remain relevant:

· Retain public confidence in federal share insurance;
· Prevent impairment of the 1% contributed capital deposit; and
· Ensure the Insurance Fund can withstand a moderate recession with the equity ratio declining below 1.20% over a five-year period.

We believe a revised policy should include objectives that balance the extremes of NOL which shall be set within the mandated range of not less than 1.2% and not more than 1.50%.  A higher NOL facilitates greater security of the fund.  A lower NOL frees up credit union assets which can be deployed in service to members.  

Guardrails are present in the statute (12 CFR § 741.4 – Insurance premium and one percent deposit) to address the balance noted above.  The NCUA Board may assess a premium charge only if the NCUSIF’s equity ratio is less than 1.3% and the premium charge does not exceed the amount necessary to restore the equity ratio to 1.3%.  Further, if the equity ratio of the NCUSIF falls to between 1.0 and 1.2%, the NCUA Board is required to assess a premium in an amount it determines is necessary to restore the equity ratio to at least 1.2%.  There are further mandates should the 1% contributed capital deposit be impaired.  Conversely, the NCUA is mandated only to make an equity distribution when the NCUSIF equity ratio exceeds the normal operating level (which can be as high as 1.5%).  The point being the NOL should only rarely marginally exceed 1.3% rather than fully capturing all potential declines in value in an adverse moderate recession, if at all.  The statute is already weighted towards the higher equity position for NCUSIF.  The ability to assess a premium not more than twice in any calendar year also protects the fund in a protracted adverse moderate recession. 

Should a moderate recession be the basis for evaluating the Insurance Fund performance during an economic downturn, or should the NCUA change the policy to consider a severe recession?

A moderate recession is sufficient for modeling.  The NOL policy allows staff to prepare the analysis as frequently as needed thereby updating projections throughout any economic cycle.  More importantly, the NCUA should be consistent with its modeling and not change methodologies without notice and comment.

What data source(s) should the NCUA use for determining the characteristics of a potential moderate or severe recession – the Federal Reserve scenario, an independent source, or NCUA’s judgement?

We believe continued use of the Federal Reserve reporting is preferable.  The methodology NCUA used in absence of the Fed adverse scenario for 2020 or 2021 could continue to be applied if necessary, but again support consistency.

Should the NCUA continue modeling the performance of the NCUSIF over a five-year period or for a longer or shorter period?

Economic recessions have trended towards shorter durations which would lend itself to a shorter period.  

How should the NCUA utilize the modeled potential decline in the value of the Insurance Fund’s claims of the corporate asset management estates going forward until the estates are fully resolved?

Any remaining impact of the NGN Program is likely immaterial and therefore not needed in the analysis.  In fact, the resolution of most of the estates should result in a reduction of the NOL.

Given forecasting uncertainties and timing challenges, would it be reasonable for the NCUA to change the requirement to request public comment only if the Normal Operating Level were to change be a larger amount than just one basis point?

Capitalization of the Insurance Fund by credit unions is both an expense and investment.  Public comments from stakeholders are warranted for a NCUA NOL calculation above 1.3%.

Should the NOL be re-evaluated in the midst of an economic downtown or should it be left unchanged until the onset of an economic recovery? 

The process should be standardized and transparent.

Should the Normal Operating Level be re-evaluated on qualitative factors based on the Covid-19 pandemic?

The economic outcomes resulting from Covid and the corresponding credit union implications are likely to be an isolated event.  The NCUA should use its authority to avoid actually charging a premium if natural and normal economic conditions are likely to resolve any dip in the equity ratio below 1.2% during the restoration plan period established by Congress.

Is there any other information that the NCUA Board should consider when setting the NOL?

The industry is well capitalized and the NCUSIF meets all statutory solvency requirements.   Therefore, the NOL should not be any higher than it absolutely needs to be.  Virginia credit unions support a strong fund but believe that the fund need only reflect true risk in the system; as much money as possible should be in the hands of credit unions to deploy to their members.  The Virginia Credit Union League appreciates the opportunity to comment.

Sincerely,



Carrie Hunt
President/CEO
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