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Enriching Content

and terrific prizes

Immerse yourself in a full day of learning on November 3.
This daylong event is much more than a webinar. It's a full day of learning-you'll
walk away with great ideas to incite growth at your credit union. Eleven web casts, a
virtual exhibit hall and multiple networking channels to connect with credit unions
around the world-combine to create a credit union learning and networking event
like no other.

Conference grand prize giveaway. A $5,000 Discovery grant will be
awarded to one credit union whose attendee fully participates in the conference’s
many amenities, including chat rooms, Webinars, exhibit hall booth visits and
documents viewed, to name a few. The prize can be used for whatever effort your
credit union chooses (advertising or office equipment, staff training or direct mail,
member contest prize, etc.) See Official Entry Rules at the conference website.

Additional prizes. on November 3, visit the Discovery Expo Center booths and
sign up for a chance to win any of these, and other giveaways:
Personalized on-site Health Care Reform Consultation for your credit union
iPad, Ipod Touch 326, and a Kindle 3G Wireless eReading Device

Invest in yourself - it won't cost you a thing. Estimated to be
a $250 value, the Online Discovery Conference is being offered absolutely FREE in
celebration of CUNA Mutual's 75th anniversary.

Please visit www.cunamutual.com/discoveryonline/ad to register
for the Online Discovery Conference today!

-

Steven S. Little, Business Growth Expert will help
leaders in the credit union industry focus on their growing opportunities
in the banking industry in the closing keynote address, Duck and (re)Cover:
Positioning Your Business for Growth.
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The New View From the Top of the Corporate Heap

After the NCUA seized Members United FCU and Southwest Corporate FCU, the playing field changed dramatically
in the corporate system. Now, the title of largest corporate must carry an asterisk that separates corporates under the
NCUA’s management from those running independently.
That leaves two previously mid-sized corporates that may now make the claim of largest independently managed
corporate: the $3.7 billion Corporate America CU and the $3.5 billion Mid-Atlantic Corporate FCU.

By HEATHER ANDERSON
CORPORATE AMERICA CU

Corporate America has more than $100 mil-
lion in Tier One capital on the books and re-
ported a nearly 3% core capital ratio and 0.59%
retained earnings ratio on its August 5310 re-
port. CEO Thomas Bonds said that provides his
Irondale, Ala.-based corporate with a “stable
platform” from which to offer services to CUs
shopping around for a new corporate.

Service continuity should not worry mem-
bers of any corporate, he said, as the NCUA
has done a good job of protecting consumers
whose  transactions
are ultimately pro-
cessed by any of the
five corporates cur-
rently under conser-
vatorship. However,
he said credit unions
“disenchanted” with
their corporate should
consider  Corporate
America.

“We aren’t pillag-
ing members or say-
ing anything bad about other corporates, but we
do offer a good, solid, financially sound alterna-
tive,” he said.

Although Corporate America’s membership
ranks have grown by more than 50% in the last
12 months, Bonds said he’s not concerned about
growing too quickly as members are voluntarily
purchasing perpetual contributed capital at a
sufficient level to support growth.

In fact, Corporate America currently does not
plan to require new members to contribute any
membership capital.

“Membership capital is worthless,” Bonds
said. “The way the regs are written it can be
ratcheted up but not down. It’s not like the Fed-
eral Home Loan Bank, where if your deposits
go down the capital is refunded.”

Bonds wouldn’t rule out requiring PCC con-
tributions from members but said if such a re-
quirement were implemented, it would be a
“little itty bitty amount” based on usage.

Corporate America is targeting southern
states to increase market share and will intro-
duce a full suite of proprietary balance sheet
management tools, including asset-liability
management modeling and investment adviso-

BONDS

ry services, in coming months. Currently, those
services are available to members through a
third-party vendor.

Additionally, the corporate doesn’t have any
legacy assets on its books. “Unquestionably,
we’re pretty confident about the future,” Bonds
said.

MID-ATLANTIC CORPORATE

Jay Murray, CEO of the $3.5 billion Mid-
Atlantic Corporate, said his Middletown, Pa.-
based institution has a retained earnings ratio
of 0.20% and 4.28% total capital. Mid-Atlantic
also has agreements from members to convert
membership capital accounts to PCC to meet
core capital ratio requirements before they are
implemented by the NCUA, he said.

Mid-Atlantic’s current objectives are two-
fold: rebuild retained earnings and ramp up
back-office support functions for members.
This will allow Mid-Atlantic to spend more
time assisting members, implementing market-
ing plans and business development strategies,
and rebuilding capital while accounting for the
NCUSIF and corporate assessments.

The corporate also will help credit unions
manage compliance expense and take a more
strategic approach to
ALM, treating it less
likean NCUArequire-
ment and more like a
strategic plan. Mid-
Atlantic will continue
to offer ALM using
third-party modeling
and strategic planning
through its partially
owned CUSO.

Although Mid-At-
lantic has picked up
a few new members over the past year, Mur-
ray said he’s found most credit unions are still
waiting to see business plans submitted by their
current corporates before making the decision
to convert.

“We’ve been to several meetings where cred-
it unions have indicated they are starting the due
diligence process and just want to know what
we have to offer,” he said. “We will have the
opportunity to pick up more members in com-
ing months.”

The corporate will stick to the Mid-Atlantic

MURRAY

region when pursuing new members and con-
vey the message that “we’re here and available,
if you’re interested in knowing more.”

Mid-Atlantic never purchased any private la-
bel securities.

Although the eastern Pennsylvania corporate
is relatively close to the failed Constitution Cor-
porate, for which NCUA is currently soliciting
bidders, Murray isn’t anxious to acquire its as-
sets because they don’t include any capital.

He explained, “Even to pick up market share
geographically, you have to look at any efforts
and decide at what cost it will take to make
those things happen. If you don’t have a current
relationship in an area, it will take time and ef-
fort to build them. Everything comes at a cost,
and we don’t have the money in the checkbook
like we used to.”

Mid-Atlantic has reduced expenses by $2
million annually by reducing staff and hopes to
lease out empty space in its headquarters build-
ing to generate more revenue. The corporate
will also continue to reduce infrastructure costs
for its bill pay system solution, iPay, and will
continue to look for additional opportunities to
save on operating expenses with the product
and generate more economies of scale for mem-
bers.

THE FATE OF U.S. CENTRAL

Also on the list of Mid-Atlantic’s short-term
projects, as well as other so-called pass-through
corporates, is determining the fate of U.S. Cen-
tral’s core processing, payment processing and
other core services. Murray attended an As-
sociation of Corporate Credit Unions meeting
Oct. 13 in which the fate of U.S. Central was a
primary topic.

“Until now, U.S Central has not been allowed
to construct plans and give us real numbers,”
he said. Now that the new corporate regulations
and legacy asset plan are out, corporates are
looking at pieces of U.S. Central’s operation to
find common ground and efficiencies.

Although Bonds said Corporate America
doesn’t rely much upon U.S. Central services,
he would be interested in buying into a surviv-
ing CUSO. However, He expressed concern that
CUSO could someday be sold to an trade orga-
nization or bank. Or, the NCUA could decide

to sell U.S. Central assets to the highest bid-
(Please see New View, page S-8)
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GUEST OPINIONS

Five and Ten: Top Questions to Ask Yourself and Your Next Corporate

No sooner had the reports gone out about
the NCUA’s actions last month to help define
the future of the corporate system than natural
person credit unions began analyzing what to
do next. What had been speculation over the
past 18 months was now becoming an actual
decision facing every credit union in America.
Within the next 12
months, credit
unions will make
the call-will there
be a corporate sys-

tem, what will be its business model, and will
my credit union do business with and invest in
a corporate?

Our clients began asking us to help them draft
questions to ask the corporate credit unions that
will be coming to them over the next few months
in an effort to keep their business, secure their
business or solicit their investment in the corpo-
rate’s future. Due diligence efforts were already
kicking into gear as they tried to find out what
entity would continue to offer them the best ser-
vices at the best pricing with the best prospects
for a long-term future relationship. Whether
that is inside the corporate network or outside
the industry, decisions needed to be made and
alternatives needed to be analyzed.

Dennis Dollar is the principal
partner at Dollar Associates LLC
in Birmingham, Ala. He can be

reached at 205-991-1525 or ddollar@
dollarassociates.com

As most of our clients are already well un-
derway with this process, Credit Union Times
asked for a list of the top 10 questions a natural
person credit union should ask its next corpo-
rate. (Our apologies to David Letterman.)

But before we get to that, first consider these
five questions for your institution in evaluating
marketplace options:

1. How much of back office activity is my
credit union willing to assume in-house so that |
can make my relationship work with a new ser-
vice provider, and how much back office work
does my credit
union, based upon
our internal level
expertise, feel is
most efficient to
contract out to a
qualified third party—whether it be a corporate
or another entity?

2. If I need a line of credit, where would my
CU best be in a position to obtain one, and what
would be the cost and terms?

3. What additional resources will I need to
add and what will be the cost if my credit union
brings services previously provided by my cor-
porate in-house, and if my credit union cannot
handle the services in-house, are there other
providers that can meet the expectations of my
credit union in terms of actual credit union mar-
ket expertise and ability to provide turn-key so-
lutions to a credit union?

4. Is there sufficient benefit in continuing to
use the services of a corporate to offset the risk

of future losses in light of the hit my credit union
has taken in the cooperative structure through
my past investment in a corporate? Does the co-
operative philosophy of the credit union move-
ment matter enough to me to even consider sup-
porting the corporate network again?

5. I may be angry at the losses I have tak-
en in the name of corporate stabilization, but
what is in the strategic best interest of my credit
union going forward? If I am not willing to in-
vest capital in a corporate, am [ willing to in-
vest in a CUSO to provide the same services?
Which option has the least risk? Which has the
most upside?

Then dive into the top 10 questions for your
next potential corporate partner:

1. If your business model is to remain a free-
standing corporate, what does your business
plan look like and how can you assure me that
losses of my investment will not happen again
under the new model?

2. What new infrastructure will you need to
meet the requirements of the new corporate rule
and how will it be financed?

3. What capital investment will be required
of my credit union, and will you plan on requir-
ing a membership fee before I can utilize your
services?

4. What will be the fee structure and costs
to my credit union for your products and ser-
vices?

5. Will you be able to provide my credit
union with access to a line of credit?

(Please see Top Questions, page S-8)

Question: Will you consider recapitalizing your bridge corporate?

I would have to take it to the board, but per-
sonally, I would, with a lot of careful consid-
eration. I would have to see that the people in
charge are actually credit union people.

Lorene Crucian, Asst. Manager

$4.2 million Houston Musicians FCU

Houston, Texas

Southwest Bridge Corporate FCU member

We have no problem with it whatsoever; but,
our board members don’t feel the same as we
do. We are not suffering because they have run
their credit union conservatively, and it’s been
hard for them to foot the bailout for everybody
else. But, I worked here back in the 80s when
we struggled and Southwest Corporate kept us
afloat. They gave us a line of credit during that
period, and as we made payments we could turn
around make loans to members. Each day we
would put up a sign with our daily loan limit to
members, all thanks to Southwest Corporate’s

help. We went through some really bad times
back then and they were there for us. It’s hard
for to us to get upset at them when they were
following advice from people who were sup-
posedly in the know.

Benita Huskey, Chief Financial Officer

$51 million Cooperative Teachers CU

Tyler, Texas

Southwest Bridge Corporate FCU member

Yes, I would consider recapitalizing the
WesCorp if they came up with a compelling
business plan, given new regulations NCUA
has put forward. Now they have two years to
figure out what it is they are going to do.

Jack Fallis, CEO

$340 million Global CU

Spokane, Wash.

Western Bridge Corporate FCU member

It depends upon what plan they come up with.

There hasn’t been anything put out there yet;
they are just now getting a committee formed.
But yes, I am interested, however, I would need
to see the plan first.

Doris Small, Manager

810 million Fort Smith Teachers FCU

Fort Smith,Ark.

Southwest Bridge Corporate FCU member

Yes. Certainly, we would need a concur-
rence from the board. It would obviously de-
pend upon the level, the pricing structure,
and whatever other changes come about, and
would have to be the most secure and reason-
able thing for us to do. It certainly wouldn’t be
an automatic yes.

Steve Devan, CEO

Grossmont Schools FCU

880 million

El Cajon, Calif.

Western Bridge FCU member
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Investing in the Future of Credit Unions

By JOYCE MOED

Independent income brokerage firms are see-
ing a surge in business, but it’s one that comes
with mixed feelings, one firm said.

“The credit union system has surplus funds
to invest—more than in recent years, and it’s
not flowing into the corporate system,” said
Charlie Felker, managing director of regulato-
ry affairs for First Empire Securities. “[Credit
unions] are looking for alternatives. They
are investing more,
and directing into
capital markets, and
the way you do that
is through a fixed-
income broker. We
are obviously ben-
efiting from this, but
not necessarily the
way we like to ben-
efit from this. We
are not particularly
happy that the credit
union system is under this kind of stress. We
have mixed feelings about it. Yes, we like the
additional clients and the additional business,
but we don’t like to see the credit union sys-
tem having additional stress. And there could
be more depending on the losses that come
out of the corporates.”

First Empire Securities, in Hauppauge, N.Y.,
which offers fixed-income brokerage, already
has numerous clients that invest in the capital
markets through them, Felker said.

“And there are other fixed income broker-
ages that credit unions would have access to,”
he said. “That market has been there for years,
and many credit unions have invested in capital
markets for years. It’s not new.”

What is new, Felker noted, is that more credit
unions are moving away from their corporates
and investing directly in the capital markets.

“It became very apparent about two years ago
when the trouble in the corporate credit union
system became apparent,” Felker said. “Corpo-
rates had already been losing market share over
time, but it accelerated, certainly when the trou-
bles became clear. It has increased over those
two years.”

During these past two years, First Empire has
opened a lot of new accounts, Felker said.

“We offer many of the same services [as the
corporates],” he said. “We offer investment
advisory services. We offer liability analysis,
portfolio analysis=—many of the same services
that corporates have provided. We have com-
peted with corporates for many years. It’s not
that we are providing more services. It’s the
structural change in the competitive market-

FELKER

place. It’s sort of a game-changer, where you
had a major competitor who is not a competi-
tor anymore. A major competitor is evacuating
from the market.”

Felker predicted this is a permanent change.
“I think we’re going to go from the present 29
corporates probably down to five to seven, and
I think they will function more as regional fa-
cilities,” he said. “But I don’t think they will
be broadly competitive as investment vehicles.
They may provide liquidity, and they may pro-
vide investment advisory—many of the same
services we provide. But they will have dif-
ficulty as investment providers. They won’t be
able to pay the same amount of return as they
did in the past. It’s going to be hard for them to
compete broadly speaking, and that apparently
is the outcome NCUA seeks.

“And of course there is another issue there,
too. If you have written off your membership
capital and you are receiving assessments, how
likely would it be that your credit union would
want to write another check to buy some more
capital? I think that’s going to be a very tough
sell. I just don’t see it.”

CBNS, a full-service brokerage dealer and
adviser in Overland Park, Kan. that serves cred-
it unions almost exclusively, said most of its
clients are seeking short-term, bullet securities,
“something with a fixed maturity, where there is
a call option embedded in the bond,” said Brian
Hague, president/CEO. “Yields are so low.”

Hague said CBNS is not seeing a huge dif-
ference in its business but suspects it will see
more.

“One of the ser-

LASS

vices we supply is
bond accounting,” he said. “For all of our bond
accounting clients, close to a half-billion dol-
lars was placed in corporate credit union cer-
tificates. Going forward, we don’t expect to see
that money invested in corporate credit unions.
When those mature, we expect to see increase
in securities.”

Right now, a lot of credit unions are sitting
on the sideline due to the low yield, Hague said.
But this October is still the best October CBNS
has seen since 2004, “because there’s a ton of
liquidity out there,” Hague said. “Credit unions

We are very sensitive that it
would not be good for corpo-
rate credit unions if natural
person credit unions would
withdraw funds from corpo-
rate credit unions.

are getting flooded
with deposits. An un-
precedented amount
has come out of mu-
tual funds. People are
hunkering down, so to
speak, and not racking
up the credit card debt
and trying to increase
their saving rate, and
they want to park their
money  somewhere
safe. Their members are flooding them with de-
posits but nobody is borrowing. At a time like
this they have to earn a return to pay their mem-
bers something and cover operating costs, and
they have no choice but to invest it.”

Hague said that CBNS began to see the in-
crease in March, and it continued through spring
and summer.

“And the summer months are usually slow
because credit unions tend to write more loans
in the summer,” he said. “But through the sum-
mer, although it did slow down from the spring,
pretty much every month this summer was the
best [since 2004].”

Hague expects that to continue. “Everybody
talks about the new normal,” he said. “I don’t
believe it’s the new normal. I believe it’s my
dad’s normal when people lived within their
needs. People saved maybe 10% of their in-
come. | think those days are here to stay for a
while. That’s good for our business.”

Less competition from corporate deposits is
good for CNBS' business. “We’re seeing a num-
ber of those credit unions come to us,” Hague
said. “We’re defi-
nitely seeing a
pick-up in new
accounts and see-
ing a pickup in
interest and advi-
sory services.”

John Lass, se-
nior vice presi-
dent of strategy
and business development for CUNA Mutual
Group, said that CUNA Mutual has three key
points in mind when it comes to the corporates.
First, managing credit union investments is not
new for CMG. Second, it only manages invest-
ments more than 365 days.

He added, "The third point is that we are very
sensitive that it would not be good for corpo-
rate credit unions if natural person credit unions
would withdraw funds from corporate credit
unions. We are cognizant of the need of letting
NCUA work through the process.”
—joycemoed@aol.com

HAGUE
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CU Broker-Dealers Cry Foul on ISl Legacy Asset Sales

By HEATHER ANDERSON

Broker-dealers that serve credit unions are
bristling as they have been left out of legacy as-
set offerings. U.S. Central FCU’s wholly owned
subsidiary, CU Investment Solutions, Inc. has
been named the single access point for credit
unions.

D. Henry Blevins,
managing  director
of the Credit Union
Group at Little Rock,
Ark.-based  Crews
& Associates, com-
pared the single ac-
cess point to a “good
ol’ boys system,” say-
ing credit unions that
don’t have an existing
relationship with a
pass-through corporate or ISI must become new
clients to access NCUA Government Notes.

“The only time I can get them is when they
hit the secondary market, if someone re-offers
them,” he said. Blevins said he hasn’t received
many calls from credit union clients, because at
press time the issuance was still new and most
credit unions didn’t know the details yet. How-
ever, Blevins said his trading desk had heard the
bonds were already “heavily oversold.”

“This is more like a private placement than a
public offering,” he said.

Andrew McGeorge, senior portfolio strate-
gist for Kansas City-based CNBS, once owned
by U.S. Central, agreed with Blevins, saying a
single source for bonds is unusual given the size
of the deal.

“There are many agency issues that come
every day that can only be purchased from one
dealer at issuance, but these tend to be small-
er deal sizes,” he said. CNBS is also shut out
of the deal, he said, with no ability to buy the
bonds from Barclays and send them on to credit
unions.

John McKechnie, NCUA director of public
and congressional affairs, stated, “It is not un-
usual, and in fact is relatively customary. The
only ‘customized’ aspect was to have a point of
contact specific to credit unions to have, under
securities laws, their questions answered and
to have a broker that would ensure they were
treated fairly and as a conduit to Barclays.”

The first issuance of the NCUA Guaranteed
Notes backed by legacy assets, some $4 billion
expected to close Oct. 25, were made available to
investors through Barclays and four selling groups
with access to credit unions provided through ISI.
At press time, the unofficial price for the floating
rate bonds was 40 basis points over Libor.

BLEVINS

McKechnie said the NCUA is using a syndi-
cate to sell the NGNs and rotating participation
of brokers on each transaction. The offerings
will be conducted on a “fixed economics” basis,
he said.

Underwriting fees will be 2.9 basis points on
securitization proceeds. As sole book-runner
and structuring agent, Barclays will receive 70%
of economics on all transactions. The remain-
ing 30% economics will be split equally among
the two co-managers—Wells Fargo and JP Mor-
gan on the initial transaction—and the group of
selling group members. Each co-manager will
receive 10% of eco-
nomics.

Selling group mem-
bers will be rotated
for each transaction
with the exception of
ISI participating in
all transactions. Loop
Capital Markets,
CapitalOak  Securi-
ties, Williams Capi-
tal Group and ISI are
the four selling groups for the first transaction,
which closed Oct. 25. The 10% allocation for
the selling group members will include an 8%
fixed economics split equally among the four
selling group members and a 2% incentive fee
which is not assigned.

“The plan is to rotate among major broker-
dealers for co-managers and to do so with those
major players who have the experience, creden-
tials and customer base to make for a most suc-
cessful sale,” McKechnie said.

McGeorge worked for Barclays Capital be-
fore joining CNBS and said Barclays has some
latitude regarding how the bonds are distribut-
ed.

“It’s not entirely clear how credit union or-
ders will be processed,” he said. “Are we at the
front of the line? Do we get partial fills of our
orders depending upon how oversubscribed the
deal is? Do we get the dregs? It’s not clear.”

However, McGeorge said Barclays would be
“idiotic” to try to influence distribution of funds,
giving existing clients more favorable bonds in
order to maximize profits because of the gov-
ernment contract.

“No amount of love from (Pimco’s) Bill Gross
could offset the reputation risk they would face
by not handling the deal fairly,” he said.

McKechnie said the NCUA will “rotate
through an appropriate number of premier
firms” in future issuances and plans to also in-
clude some smaller regional firms while keep-
ing the selling group to a reasonable number.

MCGEORGE

“There is a need
to keep this process

manageable,” he
said.

Both Blevins and
McGeorge said at

40 basis points over
the one-month Li-
bor, the investments
are a fairly good deal
although not some-
thing credit unions
would normally buy.

Blevins called it “as good as any other gov-
ernment guaranteed bond.”

McGeorge said the bonds have the same
credit risk as Ginnie Mae floating rate collater-
alized mortgage obligations, but the NGNs have
the advantage of a hard stated final maturity of
10 years and an extra 10 basis points of yield.
The 10-bp advantage is similar to the price the
FDIC put on its legacy assets-backed bonds,
which were offered at Libor plus 55 bps com-
pared to Ginnie Mae’s floating rate CMOs at 45
bps over Libor at the time.

However, McGeorge cautioned credit unions
that the bonds do have liquidity risk. If cash-
strapped investors are forced to sell the bonds,
they may have to accept a price well below in-
trinsic value.

“However, if credit unions are sitting on a lot
of cash, have little prospects for lending pick-
ing up, and don't think they'll need to cash to
redeem members' deposits, the floating-rate
NGNs could make sense,” he said. “Just be
aware that the secondary liquidity of the bonds
is quite uncertain.”

Series I-A of the initial issuance—worth $3.5
billion—will feature the floating rate. The remain-
ing $500 million in Series II-A will be a fixed-
rate investment. McGeorge advised against the
fixed-rate purchase, saying the potential reward
is so limited it didn’t justify the required pre-
purchase due diligence.

McGeorge also said he is advising clients to
wait for future issuances to get the best deal.

“It’s not unreasonable that the spread be-
tween NGNs and Ginnie Mae CMO floaters
will widen as the months go by as the demand
for the paper gets filled,” he said.

According to Barclays investor marketing
materials, both the floating and fixed-rate notes
in the initial issuance are backed by U.S. Cen-
tral-owned, private label residential mortgage-
backed securities. All will mature Oct. 7, 2020.
Denominations of the offering will be $10,000
each.

MCKECHNIE

—handerson@cutimes.com
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New View

(Continued from page S-3)

der to recover corporate losses. Both scenarios
could result in systems no longer regulated by
the NCUA, which Bonds said poses a threat to
consumers.

“Everybody wants their hands in U.S. Cen-
tral’s payment system platform for different
reasons,” he said.
“Everybody believes
they can do it better,
and I don’t think there
is any mischievous-
ness involved here;
however, its crucial
payment systems re-
main in the hands of
a regulated entity.
When NCUA is not
in control of payment
systems that touch consumers, you have to won-
der what they’re there for.”

Bonds did say he “has a lot of confidence in
the people sitting around that [NCUA] board-
room table.”

Murray anticipated future plans for U.S. Cen-
tral to be released within the next 90 days, and
resolution of U.S. Central’s core services within
six months.

BUTKE

THE REST OF $3 BILLION CLUB
Close behind Corporate America and Mid-

Atlantic are three corporates with approximate-
ly $3 billion in assets: Corporate One FCU,
Southeast Corporate FCU and Central Corpo-
rate Credit Union.

Corporate One, which fell from $3.4 billion
in assets in July to just under $3 billion as of
August 31, will ride a wave of robust earnings
into the future, CEO Lee Butke told Credit
Union Times. Corporate One reported a nearly
1% retained earnings ratio as of Aug. 31 and
currently earns approximately $1 million per
month, which Butke said covers 80% of operat-
ing expenses.

“When we think back upon the rhetoric of
what was right and wrong with corporates,
if you aren’t covering your expenses with fee
income, you’ll be forced to take risk on your
balance sheet. There are only two sides to that
equation,” he said.

Corporate One’s brokerage service is a big
fee producer and, Butke said, any modern cor-
porate should have a good brokerage offering.
The Columbus, Ohio-area corporate, which pio-
neered the popular SimpliCD service, currently
has $1.5 billion in outstanding off-balance sheet
assets under management.

“This new NCUA model says corporates
should be good off-sheet asset managers, and
we already do that,” he said.

Corporate One is also benefitting from em-
bracing technology before the economy crashed
by making “tough decisions” soon after Check
21 was introduced, eliminating paper process-

ing from its product line.

“We use a lot of technology to make ourselves
efficient,” he said. “We build and make things,
adapt and modify tools already available in the
market place, and it’s reflected in our efficiency
numbers. These things are already bought and
paid for.”

Butke said he hears a lot of challenges to the
corporate system to improve efficiency.

“That’s a promise our current members al-
ready know we can deliver,” he said.

While Corporate One does have private label se-
curities still on its books, Butke said Clayton mod-
eling has already taken aggressive write-downs on
losses, and $1 million per month in core earnings
“goes a long way” to cover OTTI exposure. Ad-
ditionally, many private label investments held by
Corporate One are performing well.

“The real definition of legacy assets has to do
with terms like mezzanine and option-adjust-
ed ARMs,” he said. “Just because it’s private
doesn’t mean it’s bad.”

Butke said an Oct. 14 meeting with Scott
Hunt, NCUA’s director of the office of corpo-
rate credit unions, boosted his confidence that
the NCUA will allow Corporate One to continue
to manage its private label securities rather than
sell them immediately at a loss.

Corporate One has some interest in acquir-
ing Constitution Corporate’s assets, Butke said,
but not if such an acquisition would dilute his
corporate’s efficiency or capital. “We owe that
to our current members,” he said.

Top Questions

(Continued from page S-4)

6. Are you in a position to generate sufficient
earnings to build the capital necessary under the
new corporate regulation and can you still be
competitive in your pricing?

7. If you do not raise the necessary capital to
comply with the new regulation, what is your
fall back plan?

8. Do you have skilled investment and risk
management professionals on staff to remain
in compliance with the new regulation but still
provide top quality products and services at a
competitive price?

9. Do you have the infrastructure in place
with regards to technology, risk management,
modeling, investment, brokerage, etc. to create
real value in the future, and how do you plan to
pay for this infrastructure going forward?

10. Do you have the skill and credibility to
continue to bring new business and conversions
to your products sufficient to remain a long-term
player in the corporate credit union network and
how can you validate this?

The bottom line is, while there were some

who predicted that the entire corporate system
would fail and all 27 corporates would be put
into conservatorship well before now, a number
of corporates have come through this debacle
un-conserved and undeterred. They plan to be
survivors, perhaps even thrive under the new
corporate regulation. Whether their plans come
to fruition will be determined by natural person
credit unions that either bring them their busi-
ness and investments—or not. The future of the
corporate network is in the hands, not of the
regulator, but of the natural person credit unions
of America.

CUs need to do their homework and make
the best decision for their institution. It is quite
likely that there will indeed be corporates that
survive and even prosper in the new environ-
ment. Note that of the 22 corporates that were
not conserved by the NCUA, several never im-
paired any member capital.

Remember that corporate credit unions were
originally created because the banking industry
and others did not want to serve natural person
credit unions. A real concern exists among many
credit unions about losing the internal industry
option that corporates provide and being total-

ly at the mercy of competitors for a significant
number of essential services.

Without question, all options should be care-
fully considered and the time is now to do so.
We are encouraging our clients to begin the seri-
ous due diligence process now and to be open to
all possibilities for the services they need. But
every credit union should be mindful that, as a
result of NCUA'’s recent action on legacy assets
and the new corporate rule, the corporate option
should not been taken off of the table. A corpo-
rate relationship may not be right for every CU
going forward, but automatically discounting
the potential value of a revitalized and capital-
ized corporate system may not be wise either.
Ask the tough questions. If the corporate solic-
iting your business cannot answer them satis-
factorily, move on. However, if the corporate
can meet your needs but needs your support and
commitment to do so, it would not be a good
business decision to say no if indeed there is
more value to your individual credit union by
saying yes.




