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Matz Tells CU Leaders  

ñThe Worst is not Behind Usò 

In a mid-November speech before credit union 
league presidents, NCUA Chair Debbie Matz 
laid out her view of what CUs should expect in 
2010. Despite a 2009 industry capital decline 
from 11.8% to 10% and CAML 3s are on the 
rise, Matz expressed concern that ñthe worst 
is not behind us,ò projecting that as much as 
5% of insured shares could be at risk in 2010. 

In 2010, expect NCUA examiners to focus 

on four key issues:  

1)  Given future interest rate risk, NCUA will 
likely push CUs to be more aggressive in 
selling fixed rate long term loans rather than 
hold onto them. Sooner or later, rates will be 
going up; CUs should get out rather than risk 
being underwater in rate differentials between 
short term funds cost and long term loans. 

2)  Examiners will also be looking closely at 
credit union due diligence related to indirect 
auto lending, including relationships with 
dealers and others involved. The failure of a 
Texas credit union due, in NCUAôs eyes, to 
lack of due diligence in indirect auto lending 
has left 1,000 repossessed cars on that 
credit unions property and led to an NCUA 
supervised merger.  

3)  NCUA will also be closely scrutinizing due 
diligence on loan participation. ñTrust but 
verify.ò 

4)  Commercial real estate has the highest 
delinquency rate of any loan type by 
CUs nationally, and it is rising, especially at 
the most troubled credit unions. Examiners will 
be looking closely at member business loan 
due diligence. 

Additionally, call reports will be driving 
examiners, not the usual 12-18 month 

examination period. If delinquencies go up, 
expect examiners to investigate.  

NCUA will pursue ñtough loveò citing that if a 
CU fails to appropriately respond to a 
Document of Resolution (DOR), the Agency 
could pursue a public  Letter of 
Understanding/Agreement or even a public  
Cease and Desist Order. By making a public 
example of a credit union, NCUA projects that 
others will be deterred from acting similarly.  

Finally, Matz commented that NCUA is 
receptive to alternative capital, but not for 
credit unions in poor health. Credit unions with 
a 3, 4, or 5 CAML rating will not be eligible for 
alternative capital, especially from their own 
members. 

Matz Speech: http://www.ncua.gov/GenInfo/Members/

Matz/MatzSpeechdeliveredtoAACULAnnualMeeting11-13-
09.pdf 

Planning Insights; Timing  

In the absence of prior planning, any time is a good time to start. 
However, because planning is a linear process, each element builds 
upon the last so the timing of planning events can contribute to 
planning success. 

The planning process begins with the strategic plan, followed by 
the business plan, and culminates with the annual budget, which funds 
the activities outlined in the business plan. If the credit unionôs fiscal 
year coincides with the calendar year, the budget will generally be 
developed in the late fourth quarter and become effective on January 1. 
Since the budget is based on the business plan, the business plan and 
budget are generally created simultaneously. The strategic plan, whose 
outcome is the development of strategic objectives, should be in place 
in order for the business plan to be developed.  

Some credit unions combine strategic and business planning in the 
fall and use the outcomes to develop the budget. Others prefer to 
separate the processes to avoid the concentrated effort necessary 
when combining all functions into a relatively narrow timeframe and to 
segregate strategic and business planning thought processes.  

Credit unions may conduct an annual strategic planning 
intervention or they may choose to revisit their strategic plan bi-
annually. However, business (organizational) planning and budgeting 
must be done annually. Generally speaking, the need for annual 
strategic planning increases with the complexity of the credit union and 
the credit unionôs operating environment. 

Balance Sheet Insights; Non -Interest Income  

If your credit union offers share drafts and debit cards, you are 
probably aware that non-interest income, primarily from interchange 
and courtesy pay fees, makes up a large portion of your total income. 
What would your balance sheet look like if interchange and courtesy 
pay was significantly reduced? What would it do to your ROA? 

Senate Banking Committee Chair Christopher Dodd (D-CT) proposes 
limiting courtesy pay fees to one per month (maximum of 12 per year), 
tying fees to the actual cost of covering the overdraft, AND requiring 
online notification of a fee BEFORE a point-of-sale transaction is 
posted. Similarly, debates are ongoing about interchange regulation. 

On November 12 the Federal Reserve Board issued a final rule 
requiring financial institutions to obtain a consumerôs affirmative 
consent before charging overdraft fees for ATM and one-time debit 
transactions. Compliance is required by July 1, 2010. 

It remains to be seen whether the Fed action will satisfy concerns and 
deflect potential legislation governing courtesy pay fees. Likewise, the 
jury is still out on interchange. 

What can you do? (1) Become involved in credit union grassroots 
efforts to stop and / or exempt credit unions from potentially damaging 
regulation, (2) be transparent and proactive in communicating fee 
structure to and encouraging prudent financial management among 
your members, and (3) take steps to reduce your credit unionôs 
reliance on fee income by focusing on improving your loan mix and 
yield.  
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