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"European cooperative banks as a whole were far less engaged in the
speculative activities that unravelled during the financial crisis —and as a
result weathered the crunch much better. In total, they suffered only 8% of
the total losses incurred by the entire European banking system during the
financial crisis. To put this in perspective, UBS alone accounted for 12%

of total losses, and HSBC for 10%. HBOS, Barclays and Deutsche Bank
accounted for 7%, 5% and 4% respectively.

Considering the sizeable shares of European lending markets occupied by
cooperative banks (in France 47%, Austria 33%, Italy 32%, the Netherlands 29%
and Germany 17%) their 8% combined losses were remarkably

Minor>.."
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3 Study of International Labor Office (ILO) Resilience in a downturn The Power of Financial
Co-operatives, http://www.ilo.org/wcmsp5/groups/public/---ed _emp/---emp_ent/---
coop/documents/publication/wcms _207768.pdf24 - 23 'y
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"Cooperatives argue that members having no legal claim on profits, and as
a result no claim on any increase in the value of the business. This
promotes a long-term view and prudent attitude to risk compared with
commercial banks, who place a strong emphasis maximising short-term
profits and share price and, in doing so, encourage excessive risk taking
and unsustainable growth”."
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N 5y .0>13N MATN MIVY 712D DY N2 NPNY DIXNNN D1IYYN NNPNY DY 2NV ,INNHN
VINOIND 1N KD OIRIWVIN NINPIAN YD WTN JPNY MATVNN DY YIRIWIT MXD TW1Ad
APYAIN NYIP DIV D), DY DINDIN ¥PI” NV VIDIVNIN

ORI NYAP DIV D) ,(NNPPN) PI27 NN VIV 1NN 1NN : WPI1an

STTRRD DMITINND XN DY TONND XD NTIPY NIMON NNN 11y ,NNNn no»rv °
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090 DNV INIPY 1.4

7293 NN MH3N NN PIINNY 91D NN 93N YD NaY NYaMNN 14.1

9N Y15 190Y 012N 0539 INIUN YNNI DXDVINNIP DIPIAD NIV 29I : YSIN
.YANNA TN D20 9N ONY P2y KXY 92710 TN, DNN 71700

onN»NN (WO CCU) »RIURA YTININR HY IN9IPN PIINN 579390 , DTINVIR IP20 N
999 NN DI NON 792N D20 NNNX 717197 1N HHON MNRIYN Y TINNI 7D 190IND I3 PIYD
NN NV PN TANY MIAVOND IMOYAIY MNAND NI 901D WP ROY 793N

STNNN NIAPNA NN DM ORIYRD TR DV INDD DY NOPN NNX MIIN

"The rule for credit unions is not that only one share may be held by a member; a member
may hold an unlimited number of shares but can only case one vote regardless of his or her
shareholdings.

Since membership shares are the equivalent of “common equity” shares for credit unions, it
could be useful to allow members to subscribe to more than one share so long as the no
member gets more than one vote; this would be most useful if the institution needs to build
additional capital in the future — unless a member can hold more than one share, you could
not likely raise more equity from the existing members easily."

2 pan "nxp a0 nyan nnim Ty

"The structure of one member\one share could limit mobilization of capital (especially given
the very stringent capital requirements). If the intention is to maintain democratic control, the
structure in the US of one member, one vote (regardless of shares) helps to address that and
ensure that members of all levels have an equal voice. | would worry about every member
being limited to only one share."

IT NTIIA POINT ANID ,'TA7INN "A'VIDINIPN 222N ,i722-12072 12 X'WA 20,2 TININA 0akn T
Hlalrrap]

"At other cooperative banks, members can buy more member shares. However, each member still
has one vote, independent from the number of member shares/certificates"

2787 TOPRPIT DTN DHPNS INNHNN DOV MIPOY SV (9139)9) DININD DNONNL VTINIIN 9991 91 Dw 1anon 10
A0 DY PN HY NMIANINN TIND PN DTINVIR IP219 919 >7127HD MOD MNIIN .N% NTHY 1D 72”7 19D
MY DTIRITN I N9 1N ,)D NI .OTINVTIR 9 YW INRYIN 97y OPN NT DTHY )2 DVIVINN DTINITN
MO9M 7320 DTINVTN I3 DY I1ANIN .11V M¥DINN 2320 NNYT PIYI I DY NI NYT MINA NNNI WHNWnD
REYE: 12 ek UNaRpbalbopal
Cathie Mahon, President and CEO, National Federation of Community Development 1
Credit union.
YTHRN JY NI — NNNANN PDITIIND INIUN YTININ DY OINITIN PNIND 157930 NNOWI NN 1971 YARP /2N
INIUN STIORI NYPYM NN x mysnxa (financial inclusion) nvvavs nvsn oo Tpnn SKIWN
,N1210) MIDNYN NN MPPNINNDT NPDIVIIN ,D» DI DMWY 111D MY MY NPDIZIINI DXNHNKBN
N nyan Pnn an .community development credit unions (CDCUS)- nya) »9ya) oiann
NN LVYY MY PAIRD NN PNN 2N D) .ANNNN NVPV MIPY DNIN NYY INKRD PN DY MIANINNA NNYT
.27
DXP32 120 — 1 N9YNYN 250N DITH P TIOIN YDVINMNIP PIA ,PI21272 02 NOWI PO TIRNNA DIND 74712
.D»MIPN DPDVINNIP
Hans Groeneveld, Senior Vice President Strategic, Governance and Organizational

Issues Rabobank.
JPON NNV INNNN DLV MIPOY DNIND IMDNMNN NN LOIY MY PN JNI TONNMNN N
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- PP NTHNA AN 1.4.2
DYTINN (DT TWA7) DYPAPY IWONNN TIRPIA DTN NN I ,NPTIO NOPOVN
DTN PINA ITHIVY 29D — MOP POY” 7192 DNVP DPOY DNV

sAMINY MTIIN) B2IX09INIP (N)

NDIN DIIYN GOINY MYYAN HTINA 1PN YDVINNIPN 732N DY ¥TIN Y
YOy DY) DY TN DIWAY DMIMNYN DY DININNA , D3NN DXDVINNIP .TOD
DOINNIP N TNV DTN YD 7DD ¥ .20°N DNY DINN DINYT DY
DWURD DITH NTHIND IN DVINNIPA TITHVI ONTY,D7I12N DY YW GOIN NN
P2 D327 NP NOMP DTN N2 DN DTNNI D3NN I PONYRI DVINNIPA
952311 N1 927 .20IMNIPN MDY 12D DVIDNIP 12N DY NIMININ O¥II8N
NN MDY IPINT GPWN 7OP POY” INNN IPX YN DVINNIP DIV TOY
DTN DPNXINMN DXNINN DINPIWN ,2POINNIPN 12N DY NN DIDINN
YOIN IOIND D3N PN DN PIIN NN INDY IYND NI IV DINPwnn
JPRPIAN DTN
SV NMDOYHL DDV NPNNPYN ONYN NDXMONY MIPYIN MAMYUN ,TIY) INY
TN OONPN TAR NPND NMAY NPNTPY MTHNX ,)ID .TPDOVIMNIPN NIYNNN
NPV MTNNX 12 DT 2NN NN .DDVINNIP MNP HY DMIOINN
DYDVINNIP DIPIAINONIYN MTNN NMYXNNI NPIDIN 1MV NX MOMN
JPIPYIN MAMYM NAPPN NINRD NIND NN ,D2IY2 NI ANNTD NI -
IYVAND NN PIYD YDVINNIPN PIAN NOMD NN TTIYD »751 DY )0 DY I
.I0NNY YW YL DNPD

NN GPINY WP RIY ,0°12N RPN IV NPAHNY MITHN) DIDVINNIP —ININ
.DNOY XMV DPOYN

STV PINA NITHIND N9 NN — 7)0P poy” ()

0N NOYNNN NOONNINITING NNIN XD STIYHON PINA MOP POY! NITHIN —YNIN
PMIIN NN OXTY 50 TY DXPPOYNN PO IN NN — 1P ,12.8.2007 DN 2190
.MV NY PN 25— P

DTNND MATVINN THYN P TN NN MOP POY” NITHINA NTNIYN ) MO
NPNY DYTND XONR XY POV IN NN 9N, (FINTNN NPVIVNN NPYIND INR) NINMVN
Y930 TYVNA 5T PPOY 9PNV NTAIVN DY P)2N DY MPOY NTIIND 72N
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$IPNPIAN NTIND DY MPIYON NN 1.5

DINMINND 0D OOIMPY 1.5.1

DXMPYY DMPYN GO0 NN NNNNIN NOVPVN - OMDIVN DIMPYN 9PN PIYD
DYPOYY M OPWYN ,OXTN NIYD NTYPN TORPIAN NTINND .T2V2 O1DYD) DXVIV
D>1°NN2 DHINNND OXMPYD DI NPNRITIN NMINT PN NONX NPDIVIIN ONM .ONVP
DY DNONI NPNY DYIIN DMDIDIAN NYRI AN VYN DXIOMND OIMPY DNXN 102N
10N MOHNYD DMPNNI P TN DNININ NONRD IN (7DMNPMLY) 1152 DIPOY-NIN
7320 YY INIVN .PIPD NON NIONL NN DIXMPY) DININ HY DMIDNN DMDN
955 DD DXPNNI DYMON DIRPIA DMPY YYD NIAND NN YDVLIMNIPN

IWOND

DXMIPY P DIMNN DMOINAN DIXMPYN TN XIXINDI 1T MDA HVIY : YNIN
IN NIN-NIDY 1D, NYYN NNNDN N0 NN 0PN NP0 MDD DXTNPNH
D257 DI DXPYIN

DYMPY HY DDA LY INPIL PV DAPY DIWTNN DNIPNYD IWIND : PIND
YNNI NN DNIND ,NNTPN DY DMDINS DITA NTNYD DXNNDY DIIXNIND DO
.DOMPYN

989190 POIYY DIMIPYN 9950 192 ONN 91¥n 1.5.2

DTNRN DY 12NN ,THRD TR ,DMNNIND 0PI DXMPY NN NIVARD NOPON
95 ND2 ,DONIN DD DMWY PNIYHN P32 DY NONN PNONIN NN TPIRPIAN
NN MY DIEDNIN 9PN 12D DIMIPYN 4PN P2 NININP PN, TI0 .MOPN

T2, NN YD AMD POINY 12NN L33 1392 P02 NOWI PO 1IN DINA N
oy TOYNY IO MY ,NVPVLA DXNPIN TON DIINMINNN D1DIIN DIMPYN
NI NI 27N .90 INDN P32 DY 10D DININ DIDII DNMIN NN TIRPIAN DTN
IMN NN NYAPN TN ,DOPOYI NYANN TOIRPIAN DTHND TINNNN I 120,10

:I3THNINNTN 9D 0Y0N APY IR 2T 0D DN LIDISON M

"I think this is ok. However, given that the business model and products appear
relatively simple, I have the impression that Bank of Israel wants to apply the same
rules and conditions as for large commercial banks. That is unfair. OFEK is restricted in

its business, but gets the same supervisory and regulatory treatment. That seems

inconsistent."

,D1291 NIPAN 22YN DD P TINNN DWNNN 19D ,NVPVA YNNI PNIPYD ON»NNA
T DY DHINNY 29D, 0»RPIA DOVITIVOD NINNY

ol

POIN

.12 nawn 7'wh AR TIRNNA 0akn T 18
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Corporate governance, including internal audit systems, will be adapted to banking
standards.

TTIRINNA 0IXN N 2N
"This seems too heavy..."

PXONIN PPN NNOY ,D9N0 DXPI YW M NNY MDY G NY Y95 ys8n
.DXMPYN 9PPNY ONAM

9910 MINNYN  1.5.3

T 9IN NON T MINNON MDY PIDYY NYINN ND TIRPIA DTN ,NOPVN 29 DY
MNXNDNA PIDWN GO0 NN 912N 1N .NPNIN DI XY DMWY NN, DN TITO YaAP)
TINN DNDN HINNKD PVINIDIN DIV MPPYIN 9PN DY NYIN NN MYNNNI T
MNP PN DY PIPN N PINN
NN 5NY 5BY ,NT DINN PIDY DY 9N MOON ¥)1N1) YARP 72 DY NNy
: DOPNNY YNNI MNKD THIRPIAN NTHINRD DY NN IR INIVIYH
"The bank union will not be permitted to deal in loans for housing. Does
this apply to single-family mortgages? Or is this limited to
construction\rehab of multi-family? The latter is somewhat limiting but not
many CUs have big multi-family financing portfolios. But the former would
severely limit your ability to grow and make the credit union sustainable. |
would argue that limiting a bank union to lend for real-estate (generally high
yielding, stable and lower risk) is contradictory to the bank union’s ability to

develop a viable “action plan and chances of realization”

MIPYOM 1Y YAPMY P12 DININT MIWINRTY IPTY MNNOM : Y8

NTNNRD D IMYNYN PR INTI MXNDN DY NOIRD 71799 NINIAN NVYPIAN ,PNDND
, DN NPT MY, PYPIPN 0 (MIY IN YR NHIITL) NNIVID DAPD HOIN KD

NPT :DIPNIN TONPIAN DTN IWYIAPIV DIXINA NTMY IWN INNDN NNVIAND
TPNIYN MDY TWAND 1IN DY, DTRD LW INPI INMIVHWNRN DN NN DMINNI

T IMYAN NDY .Y D) NMVAD DAPD NIRPIAN DTINND IWIND NN, NN NOPN
,MM12) N0 NN ONIYN INN IN OXIYUN NND NI ADIN NPND NDDY NIRNIND
LDMINI NMINVA TN

1NN (WAP»Y MY DAONNN DXNIN DXDDI AP NIPN 52 ,vPian 1Y
PONIUND TINPNX NIV NNINY IN INY TITH TIAYYW DIV DOP NY NNND NNODN
,1T DINNA PXDNT ATYNA T NNODN DY NMIDIND MNIND MXNN DY TN
MIVANYD TIONN NNINY N INY NXITH TNV AP INIYRD TINON DY MIVOND

A10wn 277 ar L jinn "Nk faan 4
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IN INND NNODN NNY 12D DNDMPN DIPIAN XD ,NNNY ¥ 1OV, 7192 PVNINT
9N D91 MNP0 DVYY DININA NMN NN
(ISDTANYIN D993 992 DV 12T DY PIYD IND

"In Europe, few credit unions offer purchase money first-lien mortgages, and the
smaller credit unions in the USA do not either. But in Canada and Australia,
mortgage lending is the primary area of credit union lending. | realize that the
Israeli banks are big into mortgage lending and have low margins on that business,
so perhaps that is the reason for this proposed restriction

However, second-lien mortgages — i.e. loans that are secured by a home but
which are not used to buy the house, such as home-improvement loans,
home equity loans, and home equity revolving lines of credit (HELOC) —
should be allowed for the credit union/bank union because the home most
consumers’ biggest asset and if the credit union is not allowed to use housing
as collateral, more of its loans will have to be unsecured because members
do not usually have other collateral. Having a loan be unsecured when it
could be collateralized with a second lien mortgage would increase the credit
risk to the institution in an unsafe and unsound manner."

DYOM Ovan NP 1.54

NXIAPY TINPIAN DTN DXI2INT MOPNWN,TNN T NTIPIA T NN NPIN NVPVN
DYNOIX 90N DY [ TPRND .TORPIAN DTN DY TIDY PNIPYD NYap) XY NN
PON NPNY DORNN PN, NINIXIN JON ON,NTOININ ,NNYTY .NVPLN M DY NT XYVID

: DYNAN DMIYLNN DRIV TPNONINN

QMR MONR/NVPD NDDIAN TPRPIZ DTN NODPNY NYITA - DYDY N
DTRN Y5 RPN YN 7D N2 WY ,NPA0 PN INIY 1N M0 NI

JONRPI
TONPYA NTHNR NHPNY NWATN -_IPRPIAN DTIND DNPH NIVN YW nsnnn .2
52 .INIWI PMMPY MYYIAa P2 NHPN NIV HNN NIMN NVPD NDDAN

PNRN P L, TPNIANND IRNND D DT 9N P13 DRPRY YpIn D ,Now
DTRN NEPN NPND N1 ToY NAIVWNN DRN .INIYI MINPIZN NPV NP
2T DRN 11PN DI 292 DN NHNDN NXIIAPD PI DIMNT MIYYY TIRPIL
N2WAY DN NNYW IN NIRPIAN NPY THIINNX MINND XXAND INDA 77> MID
MMDAM PDIIMWUN-NDIT NN 27P2 DI1DONN AVIND PN DY NN

MOMININVPD
DN D) — 9N M) 97PN NVYVA AP ININNNN MIXYN NN G773, NI VW
DN 0’17 XY ,NIND TOPRPIA NTHIN DNNYD DOPNY INPY DINVPD 190N INND
X W ININYN NNN NYIITI TINYD DNIDA Y UR ,ONIY N THI DIVPON
.1IVNN NN DINOVNI NI, TIVI NNISNIND MXIAP 192 ,5551 DN ,MNN DTN

.10 nwn 7'w7 AR ,0TINITN 7' n 15
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TYN 1D TUN XD PN TIY DY 1625.4.13 DY INYT NNINA -_27D9INA A8190
(NCUA) »XIURND YTINN DY HOINITON MVDINID Y0AVND XYPD MY 28 — 5

V53 MY DY DYIND NINDNL POIND NI TURI 7172390 NITHIY PLIPYNI
MYITN NNN YD XN TIY 20N ,PIND MINIY NINTPNN NOYNNN IV

910 NN (Credit Union) 'NIUX NTINND MI2NY 270X NPDY0IN

INIYNN ITINN NMNIVDN 11NN Jpv (Common Bond) amwnn

3 ,9890 TIY PO TN .00 DNVPDI MNP TINN INNY DIRPIIIND
OVI9AY TY,9MWN MHOND AWIHTH DIYNY DY TONN NY 27NN D) DD
MHINN NPDIZIIND PMY XXAND NIV TINND AR, NINMNN VYN NYOITN
INT DY OIIRITON INIYUND TIVN ,ISON T1IY AMD ,HWnNY 7o ONIUND TIONI
SY NNV MY D52 nwnw dnd 0y o M (Navy Federal Credit Union)
— NM2IPN ONNAYN 12D 197,090 DX NVPDI PHVLIAN TIVN ,)INVIAN MND
M H9% DIMNG DINK IRIYR ITINN . MYTN DY, 0INY 9PN MOWNIN
DYWNY M H3Y DININD AN IRIYNRN YTINNRD PINY NHXNDN N THL 1INNNDY
1NOSN MIANN NMIN NYWIDIY D¥aPN) 92NN DT NN

MY DY DWINN NNDNI NN G MNNY ,1716.5.13 DPN ,NI0N NYT MINA
TORPYMINNRD TIXININ NN DINAND DX D) 0,890 T1IY AMD |, TPONIVIN Y7
TIY N TIY NHINT .INRNND MPINVITN TIN NNT MYYD W (NINN PON IN)
Y2VIN D973 VTN GMWYN MDNY T .gMWUN MOND NYIITH RYN INON
101D ,IXDN Y AMD ,27NINIY I IRIY 1D NOTH TRND OVIMNMDT /ORI
A7DINR DMDIVIIN DY PTRN NOTN DY PYUYN INNX 13 PYN GMvn

- 999932 'NIUN N2 (COMMON BOND) amwnn Nanh nvwryt .7

: (PVAIN DNINI) GMWNN MDNN RYND DNMNN 18 DTINIIN DP9 N

STND NN MY MON DY 2V OO MIIVDINIDY NTIPA INIUN ITIONR
M»TNI NNMP R T2 IRIYN DITHND TITD GMWUNN NINN DY NPNPNRN NIVNN
MmN MDD NOYI NIMNON NDNPN ,I12YA )OINN NN OPIN DV NN
VI1 012NN YNY PN NN YIS XOW NDNPN 212NN M DY XN TPINd DYy
NN NPPIN NN T2 MIYAR INIYUNRD TIINRD PN DX 1D 12NN NN
DOYI9 DYNRY DIINN DY DIPMNY IR DDIAY MNON 19V, MINN N2 M THI)
1212, VPN NP AN GMYN 1IN DY NPIIININ NIVNN ,TIAD .OMMIIN NN

STYTVN NN NNYOY NIVNN IR DPWUND NDID NN NOIY M

19.9MWNRN NIDHNN POIYY 3 /pya NN LI NTHRY 19 717 N9 NANINN 25.4.13 DVH I¥IN Ty NyT nnn 16
07 HADIA 189N TNIY HY D1NN MNP D9NND

NINY 1 'y AR QRIYNN NN [MY7 .07 770Y 10D 717 A9 NONNN 16.5.13 DN I8N 71y nyT nnn Y7
NINNKN NPO'9] ,NYTN
.10 nvn 77 Nk 18
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NIONN NWIAT DY DMIPOYN DXIMIND ,OIITIND )Y 1D, PO DTINITN N
YPI DY N2 DT XYN DNDMNNY ,0MINDNN DIPIAN DN DNMINNDND GMIVND
.(MPN NN NYITIN) BN MINNNY IRIYNRN NN NI N Yr2XNY DNILVN
TV ONY I D7 5Y GMYN 1IN NNN DI NTIPAINRIYNRD PTION A1)

DN PDIVDINI INIYND YTINN 217,017 19IND JPYIIN 1N N2 7NN

9MYN MONY DOWIT

1N DXMIND GNMWN N3N YIRD 8w WOCCU 1 ¥91910 1372w 90N 9w
DD ONIUND TINN DY INTID DY NN MNNN INND GV MDNY DTN
NNV T NYAIN 7295 (DNPTHD DMIMPN DX12NN IYNRD IPYL) DXVTN DN
0T TIINRD IMI2INN INMNOP TYNNDY INIUND TINND )10

PONNIND GMVYN MR PI2TI ONMNN DTINYTN I I ,)P8Y WP Nt Iwpna
LAMYN MDD NYAIT DI DN NPT DY N TN Dwa (Narrow Common Bond)
;2921 PDNMIND GMYN NN ORI PONR DNPNN DTINVTR IV NNY 5PN
DY N0 595 OMOVMYT DTINVTR I DY PIAT ,ONIY NPT DY IWPnNa INYTY

AMYN NdN

:DTINVIN D OV PIAT PND

“Credit unions in countries like Canada and Australia operate very well
with very permissive common bonds, and the common bond’s original
purpose as a form of credit enhancement no longer works as intended in
the EU because of consumer protection legislation.

In the old days, credit unions in many countries would post a list of the
members who were delinquent on their loans in the credit union’s branch
office, and the other members would bother those members until the
delinquent members became current on their loans. The narrow
common bond worked in this old time scenario because, if all of the other
members knew the member who did not pay (such as because they
worked at the same factory or lived in the same small village), the
delinquent member would be bothered frequently about his or her
delinquency and would have a substantial incentive to repay his or her
credit union loans even if he or she did not pay back other lenders (in
order to be left alone).

This practice is now illegal in the EU and many other jurisdictions
because consumer financial protection laws prevent credit unions from
disclosing the names of delinquent borrowers publicly in this fashion.
The narrow or limited common bond is therefore obsolete in the sense
that it can no longer perform its intended purpose.
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In the modern era, the most vocal proponents of the narrow common
bonds are commercial banks and their associations, especially the
American Bankers Association in the United States of America. These
commercial banks argue in favor of the narrow common bond for
credit unions in order to limit credit unions’ ability to compete with
them.

In contrast, the common bonds in the second and third largest credit
union systems in the world, Canada and Australia, are typically
permissive. Most Canadian credit unions have a common bond of “all
persons who live or work in the chartering province,” and many of
these provinces are larger than Lithuania. Similarly, Australian credit
unions for the most part are no longer limited by common bond
restrictions.

Narrow common bonds also create risk for the credit union, since a
narrow common bond will hinder the credit union’s efforts to attract
new members as older members grow old and retire. Younger
members are the ones that usually want to borrow (since older
members are usually net savers) so we typically recommend more
expansive common bonds, especially geographic ones, so that the
credit unions can continue to attract new, younger members and
remain sustainable institutions that have adequate loan demand “

NNYNINA POWN PYDI 17, MNPIAN 9I¥2 NYMINHN NN NPHAY INYD NH1Ta .1
VYN 20 ,ND NN TORPIAN NIIWNN TINA ONPNYN 190N NN D THND
1D NN MINY 1 OPIYN OMIINN 127 JIPITI MINPIAN IV DIPNYN
HY DY NYVANY T3 WITT MIPY 4GP7Y ¥INY NDIINM INIVYIN PYNI HY
DTNN DO 7NY D950 M) YN MDY 1NN YD M
ONMN ) INYTY ,NNOYNN NITIN NXIAP 21N PN TR DMV 1NND TPRPIA

DTN YOV, MXPIAN YA AN NPIIDM DY DPPN ANNN NN NIXIND DOV NON
TN MNP Y001 NPNPI MTNX NHPN IWINRD IONX NN IV v
IVANN N PONIWN PV YOP 1D PIY TINA NIND NXIIAPY NYAITH , T IN3
) OOWN MDY MVND DOWINTN MDY 29D ND WIND TIRPIAN NTIND
NN NIND NXIIAP DY TPNRPIA NTHIX DDIAD NYIITN,NNYTY ) DY IUN .DMNID
NN, MINPIAN PIY2 NPIINNN NN NINIY MIND MIVN DY TAN MPA NNY
DNV ORIUN TR NNPNY DNIPN NNMN MINKIND PINPONN NNRY

NTIN NVYVLN NNDN PNNPDNY TYHRN

RN .14 'nya 3.1 9'wo ,NIKPIAN 92y NIFMNNNN N2 N1'NAY N Nt e
http://www.boi.org.il/lhe/NewsAndPublications/PressReleases/Documents/%D7%93%D7%95
%D7%97%20%D7%A1%D7%95%D7%A4%D7%99.pdf

18


http://www.boi.org.il/he/NewsAndPublications/PressReleases/Documents/%D7%93%D7%95%D7%97%20%D7%A1%D7%95%D7%A4%D7%99.pdf
http://www.boi.org.il/he/NewsAndPublications/PressReleases/Documents/%D7%93%D7%95%D7%97%20%D7%A1%D7%95%D7%A4%D7%99.pdf

MNMPN NPNINIVN NPMINNINNY DIRNN ION GX NXIAPN NDAN DY ONINN )
MNIYND YTIIN INNONN NY DNYI MY MIWY N9 281NN 9> TanD) O»d
TVPOM DIPHN PPV NX MIIVIN NPNINIVN NMINNINNN .(DINPIIIND
MNIN> NPNINOVN MM MNP GONA .O1VINDI PNYAD DNIN MOINM
13297 NY2ANI HVIN ON PNV NTID DINDY ,NNINRI YR ITHD OYPNAN
.DNDINNDD GMYNN

MWYN MIDNY NYANN PN XD TIRPIAN DTN MIAND : YN

JPMMPWN DTN MIIN 7PN GMIVNN 11NN 1 ,Y8IN PNIINY

TIIND 920 1RV 9991 D) MNTP NYAP MIVIN 1.5.5

NN TIVA .1PIIND RON DIXMPY PAIYND DIIN XD NIRPIAN NTNRD ,NOPON 29 DY
NN ,NNYITP NYN NIONA NN ,IVP POYD DNMNNA MHANN DO NN ODaAPN
SY DXNIN DMNA,I2N WINRY N D) NNYTPA YAPD H9IN NTNNN YD DOWPIN

TINN ONIYND NN MDY NN DYTHND OIRPIAN DTNND IWIND TN Dy , 012NN
DN DONN VAPV MINTP

.12 92N IPRY NN D) MNTPD AP HIN NPRPIAN NTNND = YXIN

09PN DINPIA — 12 D970 NPNRPI MTIN DY 1210V 1.5.6

L 1,27001 N2V DD ,D90MPN DMNPI - PAN DITONI NPNRPII MTHN DY 11D
DYPNNN NN AN D) PTO NOVNIN D ,MNS XY ONIIM NI XNIDM I19I )20
1959 12 2NN NPXRPIAN MTHINNN ,DO7)2N NVYVIA DMNNN ,NYN DX 1Y
NNY PPN AYIYY [ NPNPIA MTHRND PNN YD M YN OMVDNAMN D9
LOIN IYSPY YN D XD PV, OD3D TIOND — DIMPY NPRPIT MTIND

.DNA TNYY MM 1N XDV DXPNNIA TN ,D0MPY

MODN MMPN T2 INNI DVVYN KOO NOPNN 0 NNINN OITOND MY IWIND : YNIN
NMINSN MVONN N ,NNYTY ,PTONY NOONIN HYY QDN LN .MNNMN NMDYI
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1A small credit union or small bank cannot usually afford a full-time internal auditor;
part-time internal auditors will need to be allowed."

There also should be thought given to allowing the external audits to be done based
on the audit standards for non-public companies since: (a) this institution would not
be publicly traded; and (b) the audit standard for public company audits are very
expensive.

(The Basel Committee recommends using public company audit standards for external
audits of privately held banks, but this is not required and would be prohibitively
expensive for many credit unions.)"
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"If you want bank-like corporate governance, you will need to pay the directors; otherwise

the institution will not be able to attract and retain qualified board members..."

J0TINITX N 'oIn Jwnnl

"If you want bank-like corporate governance, you will need to pay the directors or you will not

likely be able to find enough board members.

In the traditional credit union model, most of the directors were unpaid but the Treasurer
was always paid to make sure that the institution had at least one board member who
understood finance. The others were/are unpaid but are not expected to have the same
level of expertise as a director of large bank.

For this reason, more and more credit unions are paying their directors; paying the directors

is allowed in Canada and many US states; it is also allowed in the UK but the credit unions
there usually only pay the treasurer."

Alna R niwaTin .10 N w7 ka2
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"As stated above, if there is Fit and proper testing on par with that at a big bank, | do not see
this working with unpaid directors because it will be hard to attract and retain board
members with the correct skill set."
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"I wanted to let you know that | learned this week that Australian credit union and mutual
bank board members are all paid professionals, and also that they earn up to AUSS 100,000
for their board service; the $100,000 is at the largest mutual bank - and I think that it is S
85,000 at the second largest - but the smaller institutions pay reasonably well too, but
proportional to size".
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"Bottom line: if the government wants you to have NIS 75 million in initial capital, |
think you will have to look to the government to give you that money as a grant. A
better approach would be to have only the capital ratio requirement and give you
some time (such as up to 10 years) to meet that requirement through a combination
of share issuances and retained earnings so long as the institution remains below a
specified asset threshold."

2 )YAPOTI DY AWPNA POIND NAMD 24NN YARP /AN
"The capital requirements of $23 million and 15% seem to be particularly
high... While | understand that the regulators are not interested in the small limited
capital CUs that we have in the States, it does feel that they have set too high a
bar. Even community banks in the US can get chartered with $5-$10 million in

capital."
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"...note that if in the US a new credit union were required to have $23,000,000 in capital

to form there would probably be no credit unions."
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"Normally the charter is granted after “Stage One” and the “Stage Two” part is handled by
the credit union without much supervision, and that is followed by examinations by the
regulator to make sure that everything is working properly. There is not usually a pilot
program.

In the case of Internet Archive FCU, the NCUA granted the credit union’s charter in or about
September 2012 and the credit union opened its doors about 8 months later; the
intervening time period was mostly spent by the credit union’s staff getting its core banking
system working. All of that cost at least $300,000 (which was paid for by a charitable
foundation)".
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"If Stage Two is going to take 15 months, where is the funding for that activity going to come
from, out of the USD 23 million in capital that is not supposed to be collected until Stage
Two? 15 months of field work and preparation is going to take USD millions. | think that you
will need a grant—probably from the government—to pay for this level of regulatory
compliance burden. If they do not want to give you a grant so that you can meet their
unreasonable requirements that would be a good argument for them to rethink those
aspects of the proposal".
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Licensing and Establishing Bank Unions: in Israel — Main Points

Comments by Michael Edwards, VP & Chief Counsel, World Council of Credit Unions

On June 16, 2014 the Supervisor of Banks at the Bank of Israel published a draft for comments by the public
regarding the benchmark conditions for establishing bank unions in Israel and the stages required for their
establishment. Comments by the public must be submitted in writing by July 31, 2014.

A “Bank union” is a cooperative financial association owned and controlled by its members, not operating
for profit. A bank union is intended to provide its members with bank account management services, savings,
obtaining loans, and obtaining other basic banking services. (“ 1 The Bank of Israel has defined a new term that
does not exist under the current Israeli legislation “bank union”. This term reflects a new body somewhere between a
Credit Union and a cooperative bank.”

Name: The term “bank union” is a new one; however, the proposal seems to really be for a “credit union”
(not a cooperative bank) since the proposal is to serve members only (cooperative banks can serve non-
members), and also the proposal is for unpaid directors, etc. The only bank-like aspects of the proposal are
the high level of initial capital and regulatory compliance burdens, which are actually more stringent than in
Europe for cooperative banks.

The term “credit union” is only used in English and Slavic languages (Polish: “Spétdzielcze Kasy
Oszczednosciowo-Kredytowe”; Russian:“kpeauTtHbix coto3os”) and not all English-speaking countries use the
term “credit union.”

In many English-speaking countries, especially in Africa, “credit unions” are called “savings and credit
cooperative organizations” (SACCOs) and in most other languages the term used for credit unions translates a
“savings and credit cooperative”. For example:

Formatted: Spanish (Costa Rica)
Formatted: Spanish (Costa Rica)

e Spanish: “cooperativa de ahorro y crédito” -~
e French: “coopérative d'épargne et de credit”
e Portuguese: “cooperativa de poupanca e crédito”
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In French, the term “caisse popular” (“people’s cash box”) is also used for “credit union”, whichisa <« [Formatted: Spanish (Costa Rica)

variation on cooperative banks in some European countries being called “people’s banks” (e.g. banco Formatted: English (U.S.)

populare in Italian) Formatted: Indent: Left: 0.25", No bullets or
numbering
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|t might make sense to have the institution called a “savings and credit cooperative” in Hebrew, or perhaps
another term involving “popular”.

Formatted: English (U.S.)

The downside to using the term “bank” is that then the regulator’s tendency will likely be to try to make the
credit union follow all of the bank regulations, which are designed for large banks that are much better able
to afford the regulatory compliance requirements designed for large, complex banks like the Israeli
commercial banks.

The draft details the activities and measures required on the part of anyone wishing to establish a bank
union in Israel. At the same time, work is being performed to promote the legislative regulations (the
“Designated Law”) which will allow regulation and efficient supervision over bank unions.



The draft defines two options for the incorporation of bank unions — one is by way of “cooperative
associations”, and the second by way of other incorporation (such as a “Company for the public good” or a
non-profitable organization), maintaining certain cooperative principles. The option of incorporating as a
cooperative association is defined as the “preferred method”.

The principles of management for a bank union:

A. Each member in a bank union may hold one membership share only.

The rule for credit unions is not that only one share may be held by a member; a member may hold an
unlimited number of shares but can only case one vote regardless of his or her shareholdings.

Since membership shares are the equivalent of “common equity” shares for credit unions, it could be useful
to allow members to subscribe to more than one share so long as the no member gets more than one vote;
this would be most useful if the institution needs to build additional capital in the future — unless a member
can hold more than one share, you could not likely raise more equity from the existing members easily.

B. Membership shares are not negotiable.

Normally, shares cannot be sold or negotiated to non-members; however, if it is possible to allow one
member to sell his or her shares to another member in some credit unions, and that would likely be a good
idea if the shares are not redeemable. Allowing the members to sell the shares to one another would also be
in line with the Basel Committee’s unofficial preference for cooperative shares (see below).

C. A member who leaves the union may redeem his share subject to the bank union’s capital being more than
the threshold set by the bank union and approved by the Supervisor (apart from other conditions which the
bank union may prescribe).

This rule—the shares may be redeemed if the credit union is sufficiently capitalized—is a common rule and
works reasonably well. You probably want to support this approach.

FYl, however, the Basel Committee unofficially prefers a regime whereby the members cannot redeem the
shares except out of the proceeds of newly issued shares (so that the credit union/bank does not have its
capital level decrease ever), or a system whereby one member sells his or her shares to another member
(which is what the redemption only out of the proceeds of newly issued shares effectively does).

D. The amount for redemption of a membership share will not exceed the purchase price paid by the member
at the time of joining, linked to the consumer price index.

Having the shares appreciate in value with inflation may cause an accounting problem for the credit union
that would slightly decapitalize it on paper over time.

Normally, the shares do not appreciate in value at all; e.g., if one paid S5 for a share in 1964 it is still worth $5
today (so a bad investment) with the only return being dividends the credit union pays on the share. The $5
generally counts as part of the credit union’s paid-in capital if it is fully paid-in, non-withdrawable, perpetual,
and redeemable only under limited circumstances.

l.e. the money paid in initially as the share will likely qualify as “paid-in capital” but as the value of the share
appreciates with inflation, the difference between the amount paid—in for the share and the amount of the
share’s current value based on appreciation inflation may become a liability on the books of the credit union
that will have to be satisfied out of its retained earnings.




E.g., if member A pays S5 to join and in 10 years the share can be redeemed for $6 (with inflation), the share
may be accounted for on the credit union’s balance sheet as S5 in paid-in equity (since that was the amount
the member paid in) and $1 as a liability (i.e. the value of the share that is not fully paid-in), which would have
the unintended consequence of canceling out part of the credit union’s retained earnings for regulator capital
purposes because the share inflation adjustment would create a creeping liability over time.

All members of the bank union have equal voting rights.

One-member-one-vote is a critical component of all cooperatives. As noted above, however, members
normally can hold as many shares as they like but only receive one vote regardless of their shareholdings.

Bank unions provide services to members only.

This is the rule for most credit unions (although there are some limited exceptions; in the USA, for example,

credit unions can do check cashing and wire transfers for non-members) but not for cooperative banks since

they can serve non-members.

So the proposal is more credit union-like than cooperative bank-like in this regard.

Bank unions work for the well-being of its members, and dissolution of a bank union must also serve the same
purpose. The balance of assets remaining upon dissolution after payment of debits and redemption of shares
will be used for cooperative purposes, and in any event, will not be divided among the members.

In the USA and many other countries, the proceeds of a liquidated credit union are distributed to members
after satisfaction of all liabilities. The members’ residual claim to the credit union’s assets forms an important
part of the theory behind why the credit union is “member-owned” and without that residual claim the
membership shares do not likely meet the Basel Committee’s definition of “common equity Tier 1” capital

(the best kind).

In some credit union systems, like Great Britain, they do have a rule that the proceeds of a liguidation must go
to cooperative purposes; this is to deter credit union managers from trying to convert the institution to a
joint-stock company.

From an academic standpoint, however, | think that having the post-liquidation balance go to “cooperative
purposes” or charity is the wrong way to go. If the members do not have a claim on the balance of assets,
then soon someone will argue that the members “do not really own” the credit union, so it is not really

owned by anyone.

Also, as noted above, two of the 14 requirements under Basel Ill for “common equity Tier 1” (CET1) capital is
that the CET1 instruments be the most senior class of shares (i.e. the membership shares) and also have a
claim to the balance of assets in a liquidation.

In a sense, this is a kind of unintentional trap: Without the claim to the balance of assets, it is not possible to
have a credit union CET1 instrument — the regulator would likely in the future cite this lack of the member-
shareholders’ claim to the balance of assets one as a reason why your institution cannot have any CET1
instrument under Basel lll.




Bank unions will not be permitted to “evolve” into regular commercial banks.

No objection to the prohibition on converting to a commercial bank charter. However, this can usually be
circumvented by a “purchase and assumption” transaction whereby the credit union is liquidated and its
assets transferred and liabilities assumed by a bank (either an existing bank or a newly created “de novo”

bank).

The appropriate framework is simple retail activity with a lean cost structure, serving the needs of a defined
group of members through limited financial services. Inmediate family members of the defined group of a
common interest are also eligible for membership in the bank union.

On “common bonds”: The “defined group of members” common bond concept is largely outmoded and |
would suggest a common bond—if one is necessary—of “all persons who live or work in Israel” since the
modern trend is for more expansive common bonds. In Canada, nearly all credit unions have a common bond
of anyone who lives or works in the province where the credit union is chartered, and in Australia, they have
essentially done away with the common bond requirement unless the credit union wants to keep it for some
reason.

It is also important to have a “once-a-member-always-a-member” rule; i.e. once a person joins the credit
union, he or she can remain a member even if he or she leaves the common bond. This has been the rule in
USA for a long time and the UK recently changed its law to incorporate this rule because of the problems
cause by needing to eject members who have moved to a different area (i.e. outside of the common bond).

This is what | wrote recently to the Bank of Lithuania on why common bonds are obsolete:

“Credit unions in countries like Canada and Australia operate very well with very permissive common bonds,
and the common bond’s original purpose as a form of credit enhancement no longer works as intended in the
EU because of consumer protection legislation.

“In the old days, credit unions in many countries would post a list of the members who were delinquent on

their loans in the credit union’s branch office, and the other members would bother those members until the

delinguent members became current on their loans. The narrow common bond worked in this old time

scenario because, if all of the other members knew the member who did not pay (such as because they

worked at the same factory or lived in the same small village), the delinquent member would be bothered
frequently about his or her delinquency and would have a substantial incentive to repay his or her credit
union loans even if he or she did not pay back other lenders (in order to be left alone).

“This practice is now illegal in the EU and many other jurisdictions because consumer financial protection laws
prevent credit unions from disclosing the names of delinquent borrowers publicly in this fashion. The narrow
or limited common bond is therefore obsolete in the sense that it can no longer perform its intended purpose.




“In the modern era, the most vocal proponents of the narrow common bonds are commercial banks and their

associations, especially the American Bankers Association in the United States of America. These commercial
banks argue in favor of the narrow common bond for credit unions in order to limit credit unions’ ability to
compete with them.

“In contrast, the common bonds in the second and third largest credit union systems in the world, Canada and

Australia, are typically permissive. Most Canadian credit unions have a common bond of “all persons who live

or work in the chartering province,” and many of these provinces are larger than Lithuania. Similarly,

Australian credit unions for the most part are no longer limited by common bond restrictions.

“Narrow common bonds also create risk for the credit union, since a narrow common bond will hinder the
credit union’s efforts to attract new members as older members grow old and retire. Younger members are
the ones that usually want to borrow (since older members are usually net savers) so we typically recommend
more expansive common bonds, especially geographic ones, so that the credit unions can continue to attract

new, younger members and remain sustainable institutions that have adequate loan demand. “

Membership in the bank union will be permitted for individuals and corporations which are "small
business" (as shall be defined in the Designated Law) only.

Technically, there are not usually a limit on membership to legal entities that are small business—American
Airlines is a member of American Airlines Federal Credit Union, for instance, since the airline is the credit
union’s sponsor organization—but in the context of Israel | do not see a problem with limiting membership
smaller businesses.

However, | would argue in favor of the credit union being allowed to serve “small and medium enterprises”
(SMEs) not just “small businesses” because some of the small businesses may later become medium-sized.

The bank union will provide limited financial services to its members — credit, savings and payment
management products only.

This is usually the case although many credit union also offer credit life insurance or credit disability insurance
(which are tied to the loan, i.e. if the member dies the insurance pays off the loan’s balance or if the member
is disabled the insurance pays his or her monthly payments until either the member recovers or until the loan

is paid off).

Perhaps a better way to phrase this would be the institution “is organized to provide its members with access
to savings, loan, and payments products at reasonable rate and provide other financial services that are useful
and convenient for the members.”

More complex services such as securities will be performed in conjunction with outside service providers
and not within the bank union.

Some credit unions also partner with securities-broker dealers to offer their members investments in stocks
and mutual funds.




The bank union will not be permitted to deal in loans for housing.

In Europe, few credit unions offer purchase money first-lien mortgages, and the smaller credit unions in the
USA do not either. But in Canada and Australia, mortgage lending is the primary area of credit union lending.
| realize that the Israeli banks are big into mortgage lending and have low margins on that business, so
perhaps that is the reason for this proposed restriction

However, second-lien mortgages —i.e. loans that are secured by a home but which are not used to buy the
house, such as home-improvement loans, home equity loans, and home equity revolving lines of credit
(HELOC) — should be allowed for the credit union/bank union because the home most consumers’ biggest
asset and if the credit union is not allowed to use housing as collateral, more of its loans will have to be
unsecured because members do not usually have other collateral. Having a loan be unsecured when it could
be collateralized with a second lien mortgage would increase the credit risk to the institution in an unsafe and
unsound manner.

Credit — low level of concentration, simple products — Simple amortization schedule, only short to medium
payment periods, the simplest linkage mechanism and the like.

Probably okay; there usually is not much of an advantage to having overly complex products unless you are
trying to confuse the consumer (which would be wrong).

But | would nonetheless proceed carefully here; you do not want to get stuck in a corner where the regulator
denies new product offerings on the grounds that credit unions are only allowed to be very simple. In the
USA, the American Bankers Association usually argues that “credit unions should become banks” if they want
to offer the same products the banks offer.

Special emphasis on the matter of education to finance, including education to proper and efficient
management of home and small business budgets.

Financial education is a normal credit union activity, however, not all of the members want this education (so
it should not be mandatory).

Any bank union granted a license may enter into the existing inter-bank arrangements allowing the use of
Israel’s banking system infrastructure.

It is good to have this rule so that the banks do not shut you out of the banking system.

Defined restrictions on permitted areas of activity will be set in the Designated law or in Directives of the
Supervisor of Banks.

It would be good to have some flexibility in this area; better to have restrictions in the regulations/directives
instead of the statute if the regulations/directives can be changed more easily.

Bank Unions must comply with professional bank standards:
A. Corporate governance, including internal audit systems, will be adapted to banking standards.

If you want bank-like corporate governance, you will need to pay the directors; otherwise the institution will
not be able to attract and retain qualified board members.

B. The board of directors = “Governing Council” will appoint an operative management and will oversee it.
The appointment of members of the board of directors will be performed using a process similar to the
appointment of directors at banks without a controlling core — the general meeting will elect representatives
from a list of candidates proposed by an independent committee whose task is to examine the candidates’
capabilities. Membership in the bank union does not disqualify a director from serving as an external director.



In accordance with cooperative principals, the board of directors of the bank union will be composed of
unpaid volunteers.

This seems reasonable except with respect to the “unpaid volunteers”.

If you want bank-like corporate governance, you will need to pay the directors or you will not likely be able to
find enough board members.

In the traditional credit union model, most of the directors were unpaid but the Treasurer was always paid to
make sure that the institution had at least one board member who understood finance. The others were/are
unpaid but are not expected to have the same level of expertise as a director of large bank.

For this reason, more and more credit unions are paying their directors; paying the directors is allowed in

Canada and many US states; it is also allowed in the UK but the credit unions there usually only pay the

treasurer.

C. Members of the Board of Directors, the CEO, the internal auditor and other senior officeholders will be
required to undergo a Fit and Proper test by the Supervisor of Banks.

As stated above, if there is Fit and Proper testing on par with that at a big bank, | do not see this working with
unpaid directors because it will be hard to attract and retain board members with the correct skill set.

D. The audit system must comply with the requirements of banking corporations in this context. In particular,
a board of directors’ audit committee must be appointed.

A small credit union or small bank cannot usually afford a full-time internal auditor; part-time internal
auditors will need to be allowed.

There also should be thought given to allowing the external audits to be done based on the audit standards
for non-public companies since: (a) this institution would not be publicly traded; and (b) the audit standard for
public company audits are very expensive.

(The Basel Committee recommends using public company audit standards for external audits of privately held
banks, but this is not required and would be prohibitively expensive for many credit unions.)

E. Bank unions will appoint auditing accountants with the appropriate experience for the banking system, or
such that are supported by one of the Big Four.

This is reasonable; however, the auditing standards used —i.e. public of private — will have a major cost impact
that perhaps was not considered by the Bank.

Considerations when granting a license:

The issues that must be taken into account when granting a license are:
A. The applicant’s action plan and chances of realization;

B. The suitability of the applicant’s members with the means of control, the directors and managers to their
positions;



C. How the granting of the license will contribute to competition
D. The government’s economic policy;

E. The public interest;

As opposed to the establishment of a new ordinary bank, there is no procedure regarding a control permit.
Therefore there will be great emphasis on decision making mechanisms in the bank union, and direction of its
actions.

These are normal criteria for approval of a credit union charter. The regulator usually has broad discretion
over whether or not to grant a charter, and if the regulator denies a charter application usually the only thing
to do is to submit a revised application.

Stages of process for obtaining a license and the permits required
The framework includes a preliminary process and three preparatory stages:

I. Preliminary process for testing feasibility of the venture — after formulation of basic concepts on which the
venture will be established, a meeting will be held with the Supervisor of Banks. The organizers will submit a
document describing in brief the proposed establishment of a bank union. At the end of the preliminary
process, the Supervisor of Banks will decide whether the process may be initiated. This stage is characterized
by discussions on a general level, without going into the detailed plan.

1. Stage One — submission of the bank union’s detailed plan for approval — submission of a detailed plan of
the managerial and operational infrastructure including a business plan, documents relating to information
technology, approval of the organizational structure, IT system structure, economic model, supplier
agreements, controls, audit and the like. At the same time a process for approval of appointment of directors
and senior managers for the bank union in the accepted manner for supervision of banks with regard to
commercial bank officeholders will be performed. A team will be appointed by the Banking Supervision
Department for dealing with the license application and the process for completion of material and other
testing as needed. At the end of stage one, the founding members will be granted conditional approval for the
establishment of a bank union under the approved plan, and provided the bank union performs all
requirements the Supervisor of Banks has prescribed. In effect, the Supervisor of Banks decides whether the
bank union has a reasonable chance of succeeding in providing the services required for its members,
contribute to competition and perform in a cautious and stable manner. As part of the conditional terms, the
Supervisor will present the bank union with “threshold demands” which it must comply with before opening.

The requirements of the conditional approval will include, inter alia, compliance with the requirements for
raising capital (to be raised by no later than the date of submission of the application for review before
opening), equity capital of NIS 75 million (Approximately 23 million USD), after establishment expenses and
after deduction of the balance of non-monetary assets, capital adequacy ratio of no less than 15% at all
times, policies and procedures, approval of members of the board, banking insurance. The conditional
approval will remain in effect for 24 months. Any material changes in the business plan, including in the
first five years of the bank union’s activity or in the perception of computerization, will be brought to the
knowledge and presented for advance approval including changes in the amounts of establishment
expenses.

My biggest concerns are that they are proposing to require USD 23
million in initial capital and a 15% minimum capital ratio.




| think that getting USD 23 million in initial capital would be hard, if not impossible to do, unless the
government were to give you that money and/or unless the members can subscribe to shares in installments
over time to get to that number while the credit union/bank union is in operation already.

| also note that this amount is much higher than for cooperative banks in Europe, which only have EUR 5
million in initial capital (European credit unions have no initial capital requirement, just a minimum capital
ratio once they are in business).

Normally credit unions only have the leverage ratio requirement, not an initial capital requirement, because
high initial capital requirements are require large institutions. The main issue with regulator capital is how
much capital is available to cover losses relative to total assets.

In the USA, the median credit union asset size is USD 22 million in total assets with a 6% minimum capital
requirement. The proposed minimum capital requirement alone (USD 23 million) is larger than the total
assets of over 50% of the credit unions in the USA.

With a USD 23 million initial capital requirement, the credit union will likely need to be at least USD 100
million in assets to be profitable. It is going to be very hard, if not impossible, to create a USD 100 million
banking institution from nothing — there should be a middle way whereby the institution can start smaller and
build up.

One possible solution is to let member meet the NIS 75 million capital requirement over time while the credit
union is in operation by, for example, requiring members to subscribe to at least NIS 5 in shares per week
until they hit a required amount (e.g., NIS 250 would take about a year; NIS 750 would take about 3 years).

But a better way is to not have an initial capital requirement per se and only have a leverage ratio
requirement. That way you could have a smaller institution that has enough capital for its asset size.

However, the 15% capital ratio is very high; the next highest one | am aware of for banks or credit unions is
Ireland's 10% minimum capital ratio for Irish credit unions that was adopted in 2012.

In the USA, it is 6% to be “adequately capitalized” (7% to be “well capitalized”) and new credit unions get up
to 10 years to get to the “adequately capitalized” level so long as they remain below USD 10 million in total
assets (since the small asset size limit reduces the risk to the broader financial system).

If the ratio for banks is 12%, | would argue that the credit union’s minimum capital ratio should be no higher
than for Israeli banks.

The problem with such a high capital requirement is that it will make it hard for the institution to be profitable
since it will be limited in how it can leverage its balance sheet and therefore may stagnate economically.

The regulators may think that they are being conservative by having such high capital requirement, but if they
are too conservative and do not allow the credit union to have a reasonable business model it will either
never come into existence (since NIS 75 million will be hard to raise without the credit union being in
operation) or it will not be profitable enough to succeed because the high capital ratio limits the ability to
leverage the balance sheet to achieve a reasonable return on assets (ROA).

Bottom line: if the government wants you to have NIS 75 million in initial capital, | think you will have to look
to the government to give you that money as a grant. A better approach would be to have only the capital
ratio requirement and give you some time (such as up to 10 years) to meet that requirement through a




combination of share issuances and retained earnings so long as the institution remains below a specified
asset threshold.

1ll. Stage Two — Preparation in the field for the establishment and operation of a bank union — the actual
process of establishment, including raising capital, manpower, assimilation of policy and procedure, creating
technological infrastructure, lease of property and the like. After the pilot - preparation and testing —is
complete, the organizers notify the Supervisor of Banks regarding completion of the pilot and invite the
Banking Supervision Department to hold a POE (pre-Opening Examination). After correction of any flaws
identified in the POE, the license to begin operation of the bank union will be granted.

Normally the charter is granted after “Stage One” and the “Stage Two” part is handled by the credit union
without much supervision, and that is followed by examinations by the regulator to make sure that everything
is working properly. There is not usually a pilot program.

In the case of Internet Archive FCU, the NCUA granted the credit union’s charter in or about September 2012
and the credit union opened its doors about 8 months later; the intervening time period was mostly spent by
the credit union’s staff getting its core banking system working. All of that cost at least $300,000 (which was
paid for by a charitable foundation).

IV. Stage Three — Granting the license to operate the bank union — Based on the information gathered over
the licensing process and mainly based on the POE findings, the Banking Supervision Department will assess
the measure of readiness. The bank Union License will be drafted, defining the conditions of operation.

Normally the charter is granted after “Stage One”, as noted above.

Expected timeline for the process is two years, as follows:

A. Stage One above - 8 months (4 of which are supervision work).
B. Stage Two above — 15 months (two of which are POE)

C. Stage Three above — one month

If Stage Two is going to take 15 months, where is the funding for that activity going to come from, out of the

USD 23 million in capital that is not supposed to be collected until Stage Two? 15 months of field work and

preparation is going to take USD millions. | think that you will need a grant—probably from the government—

to pay for this level of regulatory compliance burden. If they do not want to give you a grant so that you can

meet their unreasonable requirements, that would be a good argument for them to rethink those aspects of
the proposal.
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May 2, 2014

Sent via email

Chairman Vitas Vasiliauskas
Bank of Lithuania

Totoriu str. 4, L'T 01121
Vilnius, Lithuania
KUreguliavimas(@lb.lt

Re: Strengthening of the Credit Union Sector — Discussion Paper
Dear Chairman Vasiliauskas:

Wortld Council of Credit Unions (World Council) appreciates the opportunity to comment on the Bank of
Lithuania’s discussion paper on Strengthening of the Credit Union Sector.) World Council is the leading trade
association and development organization for the international credit union movement. Worldwide, there are
nearly 56,000 cooperatively owned credit unions in 101 countries that serve 200 million natural person
members and have more than €1.2 trillion in total assets.? In the European Union (EU), there are over 1,000
credit unions in 7 Member States that serve more than 7 million natural person members and have
approximately €18.5 billion in total assets.

We hope that you will find our comments useful as you consider how best to ensure a safe and sound
Lithuanian credit union system.

Please also find attached with this comment letter a copy of World Council’s August 2012 paper Credit Union
Shares as Regulatory Capital Under Basel I1I* which sets forth World Council’s current position on when credit
union shares should be considered regulatory capital. We endorse the EU’s approach to this issue in the
context of cooperative banks’ and mutuals’ “Common Equity Tier 17 shares under Capital Requirements
Regulation (CRR) Article 27 (“Capital instruments of mutuals, cooperative societies, savings institutions or
similar institutions in Common Equity Tier 1 items”) and Article 29 (“Capital instruments issued by mutuals,
cooperative societies, savings institutions and similar institutions”).>

We believe that the Basel III/CRR approach is appropriate for determining what types of credit union shares
and other instruments, such as subordinated debt, should qualify as regulatory capital under national credit
union rulebooks. Even though European credit unions are not subject to Basel III or the CRR/CRD IV
package—nor should they be since credit unions having a high leverage ratio of at least 5% to be “adequately
capitalized” combined with credit unions’ limited investment powers make risk-based capital unnecessary—
the CRR’s approach to cooperative capital instruments is highly informative with respect to what types of

! Bank of Lithuania, S#rengthening of the Credit Union Sector — Discussion Paper (Mar. 2014), available at
https://www.Ib.lt/strengthening of the credit union sector discussion paper.

2 Wortld Council of Credit Unions, Statistical Report 2012 (2013), available at
http://www.woccu.org/documents/2012 Statistical Report.

3 European Network of Credit Unions, “Credit Unions in Europe”;

http://www.creditunionnetwork.eu/cus in europe.

4 World Council of Credit Unions, Credit Union Shares as Regulatory Capital Under Basel 11 (Aug. 2012), available at
http://www.woccu.org/documents/WOCCU_Credit Union Shares as Capital.

5 Regulation (EU) No 575/2013 of the European Patliament and of the Council of 26 June 2013 on prudential
requirements for credit institutions and investment firms and amending Regulation (EU) No 648/2012, arts. 27-29,
2013 O.J. (L. 176) 1, 37-40, available at http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32013R0575.

World Council of Credit Unions, Inc.
601 Pennsylvania Avenue NW, South Building, Suite 600, Washington, DC 20004-2601 * Phone: +1-202-638-0205 * Fax: +1-202-638-3410 * www.woccuw.org
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credit union shares or bonds ate sufficiently permanent and loss absorbing so that treating them as capital in
the numerator of a leverage ratio is safe and sound.

Under the CRR’s approach to cooperative capital shares, non-withdrawable cooperative shares that are
accounted for as equity, have a high degree of permanence, and are able to absorb losses on a going-concern
basis qualify as “Common Equity Tier 17 regulatory capital even if the shatres can be redeemed for cash
under limited circumstances. Other, less permanent cooperative shares and similar instruments can also
qualify as “Additional Tier 17 or “Tier 2” regulatory capital, depending on their terms and conditions, under
CRR Articles 51-71. We believe that treating credit union shares meeting the CRR’s definitions of Common
Equity Tier 1, Additional Tier 1, and Tier 2 capital as regulatory capital is safe and sound and helps protect
the interests of the credit unions’ savers as well as the national savings guarantee scheme.

Please find below World Council’s detailed comments to in response to the discussion papet’s questions.

uestion 1: Why is it important for Lithuania to have credit institutions operating on coopetrative

grounds? What is their role within the Lithuanian financial system, what is exceptional about it?

We believe that cooperative financial institutions play an important financial inclusion role in the EU
because credit unions exist to serve their members/customers on a not-for-profit basis® and to promote
thrift, rather than to maximize profits at the customers’ expense as does a joint-stock commercial

bank. Credit unions seek to increase underserved individuals’ income and assets by giving them access to
credit union financial services. The continued existence and operation of a successful and viable credit
union movement is vital for the ordinary people of Lithuania and other EU Member States.

Although credit unions do need to earn net income in order to add to reserves and be sustainable, the fact
that credit unions focus on service to members makes them more likely to serve people of modest means
and other unbanked persons. This is especially true in low-income and rural areas that are often underserved
by commercial banks because operating branch offices in these areas is less profitable, as the discussion
paper notes. Roughly one-third of Lithuania’s population lives outside of urban areas and many people in
urban areas of Lithuania benefit from credit union membership as well. There are at least 135,000 credit
union members in Lithuania (out of a 3 million person population) which is roughly 5.5% of the
economically active population between ages 15 and 64.7

Credit unions also perform this important financial inclusion role throughout the EU, as the European
Commission recognized in its 2007 Communication from the Commission to the Council, the European Parliament, the
European Economic and Social Committee and the Committee of the Regions - A European initiative for the development of
micro-credit in support of growth and employment.s

¢ The Oxford English Dictionary defines “not-for-profit” as follows: “Designating an organization, corporation, etc., which
does not operate for the purpose of making a profit. Cf NON-PROFIT adj., FOR-PROFIT adj..” This term originated
in the cooperative movement and means that the primary purpose of a cooperative’s existence is to serve its members,
not to maximize profits at their expense as would a “for profit” enterprise, even though having a net operating surplus
is of course necessary to ensure the cooperative’s sustainability. “Not-for-profit” was used to describe a cooperative in
its first recorded example, a 1913 article in the Annals of the American Academy of Political & Social Science, as follows: “The
cost to the farmer may often be no more than where a codperative, ‘not-for-profit’ association with less equipment
undertakes to supply a service at actual cost.” In the credit union movement, it is often said that credit unions are “not
for profit, not for charity, but for service.”

7 See World Council of Credit Unions, Statistical Report 2012 (2013), available at
http://www.woccu.org/documents/2012 Statistical Report.

8 European Commission, Communication from the Commission to the Council, the European Parliament, the European Economic and
Social Committee and the Committee of the Regions - A Eurgpean initiative for the development of micro-credit in support of growth and
employment at 4-26 (Nov. 13, 2013), available at http://eur-lex.europa.eu/search.htmlPtype=expert&qid=1398968249491.

Pagez


http://www.woccu.org/documents/2012_Statistical_Report
http://eur-lex.europa.eu/search.html?type=expert&qid=1398968249491

®

@)ﬂp’ World Council

In the Republic of Ireland, for example, there are now only four retail banks operating with a branch
network, and these four banks are actively reducing the number of branches they operate. The only other
financial institutions offering personal savings and loans to consumers are the credit unions, and in many
rural areas credit unions are the only remaining financial institutions with local branch offices. Credit unions
similarly play a similar financial inclusion role in Poland, especially in low-income and rural areas. Roughly
97% of loans made by Polish credit unions meet the EU’s definition of microloans (i.e. loans less than the
equivalent of €25,000)? and 90% of Polish credit unions’ loans are less than PLN 30,000 in value.

In Great Britain, the British government initiated the £38 million “Credit Union Expansion Project” in 2013
to modernize and grow the credit union industry in order to help more people on low incomes who are
unbanked. This project is ongoing. According to British Welfare Reform Minister Lord David Freud:
“Credit unions offer an alternative to vulnerable people who have few safe options to get cash when they
need it most. They are the antidote to predatory loan sharks or high-interest lenders.”10

Question 2: Do you support the proposal that credit unions should immediately strengthen their
capital by accumulating the major part of institutional capital from earnings retained from
operations?

Wortld Council supports inclusion of shares within credit unions’ regulatory capital so long as those shares
meet standards for “Common Equity Tier 1” similar to those established by the CRR for other types of
cooperative or mutual financial institutions in CRR Article 27 and Article 29, or qualify as Additional Tier 1
or Tier 2 capital under CRR Articles 51-71. The Additional Tier 1 and Tier 2 categories can include
withdrawable instruments under some circumstances.

As noted above, our attached August 2012 paper Credit Union Shares as Regulatory Capital Under Basel III' sets
forth the details of our position on this issue. The statements concerning World Council’s views on shares
on pages 5-6 of the Discussion Paper are therefore not accurate; we view retained earnings as a very
important and the most desirable form of credit unions capital, but membership and other capital shares also
play a very important role in credit unions’ institutional capital—if they have appropriate terms and
conditions—and provide additional protection for the interests of savers and the national savings guarantee
scheme.

As outlined in our 2012 paper, in order for credit union shares to qualify as Basel 111 “Common Equity Tier
17 regulatory capital, the shares should be perpetual, non-withdrawable, accounted for as equity, available to
absorb losses that exceed retained earnings on a going-concern basis (such as by writing down the value of
all shares in that class pari passu in order to absorb the loss), and be redeemable only under limited
circumstances (such as out of the proceeds of newly issued shares), as set forth in the CRR. Article 29 of the
CRR says that the terms of redemption for cooperative Common Equity Tier 1 shares should be as follows:

The following conditions shall be met as regards redemption of the capital instruments:

(a) except where prohibited under applicable national law, the institution shall be able to refuse the
redemption of the instruments;

O1d. at 2.

10 Department for Work and Pensions, Press Release: “Credit union £38 million expanswn deal signed” (Apr. 16,
2013); https: i i
1 World Council of Credlt Unions, Credit Union Shares as Regulatory Capital Under Basel IIT (Aug. 2012) available at
http://www.woccu.org/documents/WOCCU Credit Union Shares as Capital.
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(b) where the refusal by the institution of the redemption of instruments is prohibited under
applicable national law, the provisions governing the instruments shall give the institution the ability
to limit their redemption;

(c) refusal to redeem the instruments, or the limitation of the redemption of the instruments where
applicable, may not constitute an event of default of the institution.

Shares that do not meet the requirements of “Common Equity Tier 17 capital, however, can and should
qualify as either “Additional Tier 1 or “Tier 2” capital if they have the appropriate terms and conditions.
This can include withdrawable shares, for example, if their terms and conditions are equivalent to the
requirements of CRR Articles 51-61 in the case of Additional Tier 1 shares, or CRR Articles 62-71 in the
case of Tier 2 shares.

Regarding the concept of shares that are “withdrawable” versus shares which are “non-withdrawable” but
“redeemable,” the prohibition on withdrawablility in the Common Equity Tier 1 share context is primarily
because a “withdrawable” obligation is by definition a form of debt/liability, and not “equity.” Common
Equity Tier 1 instruments must be accounted for as equity, and therefore cannot be withdrawable even if the
conditions under which it can be withdrawn are very limited, such as if the member leaves the credit union.

In contrast, an obligation which is not withdrawable but can be “redeemed” for cash under limited
circumstances is typically equity under the IFRIC Interpretation No. 2 international accounting standard and
therefore eligible to qualify as Common Equity Tier 1 if the CRR’s other requirements for cooperative shares
are met. Most significantly, a share “redemption” can be for less than the par value at which the credit union
issued the share without a default event occurring, such as if the shares in that class have been written down
to absorb a loss.

Specifically, IFRIC Interpretation No. 2, items 5-9, concluded that redeemable cooperative shares can qualify
as equity as follows:!2

5. The contractual right of the holder of a financial instrument (including members’ shares in co-operative
entities) to request redemption does not, in itself, require that financial instrument to be classified as a financial
liability. Rather, the entity must consider all of the terms and conditions of the financial instrument in
determining its classification as a financial liability or equity. Those terms and conditions include relevant local
laws, regulation and the entity’s governing charter in effect at the date of the classification, but not expected
future amendments to those laws, regulations or charter.

6. Members’ shares that would be classified as equity if the members did not have a right of redemption are
equity if either of the conditions described in paragraphs 7 or 8 are present. Demand deposits, including
current accounts, deposit accounts and similar contracts that arise when members act as customers are
financial liabilities of the entity.

7. Members’ shares are equity if the entity has an unconditional right to refuse redemption of the members’
shares.

8. Local law, regulation or the entity’s governing charter can impose vatious types of prohibitions on the

redemption of members’ shares, eg unconditional prohibitions or prohibitions based on liquidity criteria. If
redemption is unconditionally prohibited by local law, regulation or the entity’s governing charter, members’
shares are equity. However, provisions in local law, regulation or the entity’s governing charter that prohibit

12 International Financial Reporting Interpretations Committee, Members’ Shares in Co-operative Entities and Similar
Instruments, IFRIC Interpretation 2, at 2-3 (Nov. 2004).
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redemption only if conditions—such as liquidity constraints—are met (or are not met) do not result in
members’ shares being equity.

9. An unconditional prohibition may be absolute, in that all redemptions are prohibited. An unconditional
prohibition may be partial, in that it prohibits redemption of members’ shares if redemption would cause the
number of members’ shares or amount of paid-in capital from members’ shares to fall below a specified level.
Members’ shares in excess of the prohibition against redemption are liabilities, unless the entity has the
unconditional right to refuse redemption as described in paragraph 7. In some cases, the number of shares or
the amount of paid-in capital subject to a redemption prohibition may change from time to time. Such a
change in the redemption prohibition leads to a transfer between financial liabilities and equity.

We believe that there are at least two possible approaches to this redemption issue for credit union and other
cooperative “Common Equity Tier 17 shares: The “Get-in-the-Queue Model” and the “Quebec Model”:

¢  Get-in-the-Queue Model: In the Get-in-the-Queue model, a Common Equity Tier 1 share can
be redeemable if: (a) the credit union has the right to refuse the redemption; and (b) the
redemption can only be made out of the proceeds of newly issued shares, so that the institution’s
capital level does not decrease as a result of the redemption.

e  Quebec Model: The Quebec model is a variation on the Get-in-the Queue model that the
Financial Markets Authority of Quebec has implemented for credit unions in Quebec, Canada. It
is the same as the Get-in-the-Queue model except that the credit union may maintain a liquidity
pool funded by the proceeds of newly issued shares that have not yet been counted towards the
credit union’s capital ratio. As outstanding shares are redeemed, they are immediately replaced by
the “new” shares from this liquidity pool. If the pool is exhausted, this model then becomes the
Get-in-the-Queue model.

As noted above, however, shares with less stringent redemption standards can qualify as Additional Tier 1 or
Tier 2 capital. Having additional capital in the Additional Tier 1 or Tier 2 buckets protects the institution’s
savers as well as the savings guarantee scheme, and therefore public policy should support including these
items in the numerator of a credit union’s capital.

If the member can only redeem the shares if he or she quits the credit union and only then if the credit
union remains well capitalized after the redemption, there is a strong argument that these shares meet the
definition of Additional Tier 1 and should be included in numerator of the credit union’s leverage ratio.
Similarly, Tier 2 items should be includable in the leverage ratio numerator up to at least 50% of total capital.

Question 3: Do you support the concept of deposits with variable interest rates?

Traditionally, the dividends (i.e. interest) paid on credit union shares is variable, however, credit unions need
to be able to pay pre-determined interest rates on deposits in order to be able to attract sufficient funding.
Great Britain amended its credit union law in 2011 to allow payment of pre-determined rates of interest on
deposits'3 because reliance on shares with variable dividend rates did not attract sufficient funding for the
credit unions’ loan books and had contributed to the credit unions not being able to accumulate high levels
of retained earnings in many cases.

13 The Legislative Reform (Industrial and Provident Societies and Credit Unions) Order 2011 § 19 (Nov. 8, 2011)
(“Interest-bearing shares”), available at  http://www legislation.gov.uk /uksi/2011/2687 /made.
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Rather than establish variable rates on deposits, we would recommend retaining fixed-interest rates on
deposits while exploring the possibility of new classes of shares or bonds issued by the credit unions that
would have a variable dividend based on the credit union’s financial performance.

Question 4: Do you see any other alternatives on how credit unions could accumulate sufficient
institutional capital buffers for the coverage of potential losses?

As suggested above, adding additional shares and or new classes of shares and other instruments that qualify
as Common Equity Tier 1, Additional Tier 1, or Tier 2 capital would provide additional institutional capital
buffers to cover potential losses and protect the national savings guarantee scheme as well as the interests of
uninsured depositors and shareholders.

Members holding these forms of capital shares, as well as any non-member subordinated debt holders,
would also be more likely to help impose financial discipline on the credit union’s management because of
their personal risk of loss in these investments. Of course, the member-shareholder or subordinated debt
investor would need to receive a clear disclosure of this risk when they make this investment. (Disclosures
of this type are most effective when the disclosure is printed on a single piece of colored paper, such as
purple paper, and uses clear language.)

Another approach to increasing credit union capital levels would be placing undercapitalized credit unions
on a “Capital Accumulation Plan” (CAP), which is also called a “Net Worth Restoration Plan” (NWRP), as
part of a “Prompt Corrective Action” regime.'* The Bank could establish this regime as either a generally
applicable regulation, or on a case-by-case basis with individual credit unions based on the credit union
agreeing to a supervisory contract like a “Letter of Understanding and Agreement” (LUA).'5

In the CAP/NWRP approach, a credit union that needs to increase its capital ratio typically must increase
the value of its capital on a quartetly basis by an amount equivalent to at least 1/10th of a percent (0.1%) of
its total assets. Usually this is achieved by a quartetly transfer of that amount (or more by choice) from
undivided earnings to its regular reserve account until it meets its capital target.!® Adding shares meeting the
applicable definition of regulatory capital would be another way to increase the credit union’s capital ratio.
The credit union is typically restricted from increasing its asset size until it is at least “adequately capitalized,”
and is usually subject to other restrictions based on its level of undercapitalization such as restricting
dividend payments on shates.!”

In addition to increasing earnings retention, the undercapitalized credit union is also required to file a
CAP/NWRP with its regulator setting a quartetly timetable of steps the credit union will take to increase its

14 See, e.g., Title 12 of the Code of Federal Regulations (12 C.F.R.) §§ 702.201-702.206 (setting forth the rules for
NWRPs and related “Prompt Corrective Action” supervisory actions of the US National Credit Union Administration
(NCUA)), available at http:/ /www.ecfr.gov/cgi-bin/text-
idx?SID=6691ee85b9fb4a55591fa3d83dealel2&node=12:7.0.2.3.3.2&rgn=div6

15 See National Credit Union Administration, “Letters of Understanding And Agreement”;
http://www.ncua.gov/ILegal/Pages/T.UA.aspx.

16 §ee 12 C.F.R. § 702.201 (“Prompt corrective action for ‘adequately capitalized’ credit unions.”), available at
http://www.ecfr.gov/cgi-bin/text-idx?SID=6691ee85b9fb4a55591fa3d83dealel 2&node=12:7.0.2.3.3.2.1.1&rgn=div8.
17 See 12 C.F.R. §§ 702.202-702.204 (setting forth NCUA’s mandatory and discretionary supervisory actions for credit
unions that are “undercapitalized,” “significantly undercapitalized,” and “critically undercapitalized”), available at
http://www.ecfr.gov/cgi-bin/text-idx?SID=06691ee85b9tb4a55591fa3d83dealel2&node=12:7.0.2.3.3.2&rgn=div6
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capital ratio so that it becomes at least “adequately capitalized” by the end of the term of the CAP/NWRP,
and remains so for at least four (4) consecutive calendar quarters thereafter.!s

The CAP/NWRP must be approved by the regulator, and must include: (a) the projected amount of
earnings to be transferred to the regular reserve account in each quarter of the term of the CAP/NWRP; as
well as (b) the types and levels of business activities in which the credit union will engage in during the
CAP/NWRP (which are typically more limited than the full range of business activities allowed in the credit
union’s rulebook); (c) the steps the credit union will take to correct any unsafe or unsound practices or
conditions identified by the regulator; and (d) any other requirements that the regulator believes are
necessary to maintain the credit union’s safety and soundness such as improving the quality of the credit
union’s management.!?

Questions 5 & 6:

Do vou support the proposal to introduce a regulatory ratio of deposits with variable interest rates to

other liabilities, so as to increase the flexibility of interest expenses incurred by credit unions and to

create incentives for credit union members to participate in the credit union’s management
process?

Are there any other efficient alternatives that you would offer to minimise the burden of fixed
deposit interest rates on the credit unions’ profitability and to incentivise the involvement of

members in a credit union’s management process?

As noted above in response to Question 4, we believe that—if this approach is adopted—classes of shares
with variable dividend rates would be more likely to achieve incentives for credit union members to
participate in the credit union’s management process than would variable interest rate deposits. Variable-rate
deposits could result in the credit unions facing difficult liquidity management issues since they would be
unable to offer market rates on deposits.

Calling these variable-rate instruments shares or bonds, however, would fit better with the credit union
model and not present the same problems with liquidity management since the shares or bonds would be
more permanent than an ordinary term deposit. Also, shares and bonds would not likely be compared by
members with deposit products offered by banks if the terms “share” and “bond” are used.

Question 7: Do vou support the proposal for credit unions to integrate into cooperative banks?

We do not support the proposal to convert Lithuanian credit unions into cooperative banks because the
same “highly federated cooperative” model is frequently used by credit unions with great success. For
example, the Desjardins Group? in Quebec, Canada, and the SICREDI?! credit union federation in Brazil
are very successful examples of credit unions operating in the highly federated model that is also used by
some cooperative banks like Rabobank.

In addition, credit unions integrating into cooperative banks would make the system subject to the full CRD
IV package—since as banks they would no longer qualify for the Article 2(5) CRD IV exemption that

18 See 12 C.F.R. § 702.206 (“Net worth restoration plans.”), available at http:/ /www.ecfr.gov/cgi-bin/text-
idx?STD=6691ee85b9fb4a55591fa3d83deale12&node=12:7.0.2.3.3.2.1.6&rgn=div8.

19 See id.
20 http://www.desjardins.com/ca

2! http://www.sicredi.com.br
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applies to Lithuanian credit unions?>—and CRD IV compliance would likely increase substantially the credit
unions’ regulatory burdens and compliance costs. These new compliance costs would likely decrease the
credit unions’ net income and frustrate the efforts to increase their retained earnings.

Credit unions also can thrive using a model that is similar to the “highly federated” model but not as tightly
integrated. For example, the British “Credit Union Expansion Project” involves creating a shared back
office system for British credit unions through a service company established by the Association of British
Credit Unions Ltd. (ABCUL) called Cornerstone Mutual Services.? This service company arrangement
allows the credit unions to offer more complex financial services products to members—such as current
accounts—by pooling the credit unions’ resources to achieve favorable economies of scale. Credit unions in
the U.S. state of Maine that are member of a central credit union called Tricorp Federal Credit Union?
employ a similar, collaborative shared services model.

One advantage that the British and Maine collaborative model is that the credit unions remain independent
entities and this system does not create a “single point of failure” like the highly federated model. In the
highly federated model, the central credit union becomes the “single point of failure” because, if the central
fails, it will cause a domino effect where its losses cascade down to retail-level credit unions. In this scenatio
the credit union system typically collapses in general because the retail-level credit unions are not organized
to operate without the central, even if some do have sufficient capital to absorb the losses. For this reason
the centrals of most highly-federated systems are run very conservatively and attempt to have minimal
exposure to potential investment losses by focusing their business activities on payments, settlement, and
liquidity.

Question 8: Do you support the proposed cross-guarantee principle within a cooperative bank,

which ensures unlimited mutual financial obligations of its members’ (credit unions) debts?

Adopting cross-guarantees for a system of financial institutions that are already in operation, as is the case
with Lithuanian credit unions, creates a major risk of contagion whereby the losses of the weaker institutions
in the system can spread to stronger institutions through the cross-guarantee mechanism.

It would be a mistake to establish such a system of cross-guarantees without first resolving institutions with
weak balance sheets or low levels of institutions capital in order to limit significantly the contagion risk.

Question 9 &10:

What alternatives could you suggest for ensuring the effective management, stronger mutual

assistance and more effective risk sharing of credit unions that do not integrate into cooperative
banks?

22 Directive 2013/36/EU of the European Patliament and of the Council of 26 June 2013 on access to the activity of
credit institutions and the prudential supervision of credit institutions and investment firms, amending Directive
2002/87/EC and repealing Directives 2006/48/EC and 2006/49/EC Text with EEA relevance, art. 2(5)(14), 2013 O.].
(L176) 338, 350 (“in Lithuania, the 'kredito unijos' other than the 'Centriné kredito unija"), available at http://cur-
lex.curopa.eu legal—

2697498413ur1 CEILEX:320131.0036.

2 E.g, ABCUL, “Credit union shared business model project gathers pace” (Jul. 30, 2012);
http://www.abcul.org/media-and-research/news/view/263.

24 http://www.tricorp.org
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By what means could the corporate governance and internal control function of credit unions be
strengthened?

Credit Union Corporate Governance

The most important and effective mechanisms for improving the corporate governance and internal controls
of credit unions are: (1) ensuring that credit union board members and managers are well trained and
understand how to operate a credit union safely and soundly; and (2) ensuring, through external examination,
that the credit union has in place effective operational policies and follows these procedures. Additional
training for credit union directors and managers as well as establishment of model policies, as well as
standards for measuring compliance with those procedures using on-site examinations, would be the most
effective approach.

The “one-member-one-vote” structure is a feature of all primary cooperatives (i.e. those serving natural
person members) under the International Cooperative Alliance’s 7 Cooperative Principles adopted in 1995,25 and
is not responsible for the credit unions’ governance problems. Rather, the members should have the role of
voting for the board of directors of the credit union, and the board should have management control like in
other types of financial institutions.

The influence of one-member-one-vote is therefore generally limited to selecting the board of directors—all
candidates for which should be fit and proper persons who are knowledgeable in financial matters—as well

as important decisions concerning the credit union’s form of organization (such as whether the credit union
should convert to a bank charter).

As suggested above, the credit unions’ boards should be composed of fit and proper people who are
knowledgeable enough about financial matters be able to safely and soundly operate a credit union, and
should receive additional training as necessary. In the United States of America, for example, the fit and
proper standards for credit union directors, their level of required knowledge, and, if necessary, remedial
training they must undergo ate set forth in a National Credit Union Administration regulation and other
guidance from the agency.?¢ This regulation also establishes the directors’ fiduciary duty to run the credit
union in a prudent and safe manner as a well-defined and enforceable legal standard.?’

External monitoring and grading of the ability of the credit union’s management by the Bank would also be a
way to ensure that weaknesses in the credit union’s management abilities are identified at an early stage,
before problems appear.

When a weakness is identified as part of an examination, the regulator could require the credit union’s
management to take remedial measures to fix these weaknesses using supervisory contracts, such as a “Letter
of Understanding and Agreement” between the regulator and the credit union. In this approach the credit
union agrees pursuant to the supervisory contract to take measures to fix the weaknesses, and the regulator
can hold it accountable if it does not fix the problems as agreed.

%5 See International Cooperative Alliance, Cogperative Identities, 1 alues & Principles; http:/ /ica.coop/en/whats-co-op/co-
operative-identity-values-principles (“In primary co-operatives members have equal voting rights (one member, one
vote) and co-operatives at other levels are also organised in a democratic manner.”).

2612 C.F.R. § 701.4 (“General authorities and duties of Federal credit union directors”), available at
http://www.ecfr.gov/cgi-bin/text-idx?SID=6691ee85b9fb4a55591fa3d83dealel 2&node=12:7.0.2.3.2.0.1.4&rgn=div8
; National Credit Union Administration, “Duties of Federal Credit Union Boards of Directors,” Letter to Federal Credit
Unions 2011-02 (Feb. 2011), available at http:/ /www.ncua.gov/Resources/Pages/I.FCU2011-02.aspx.

2712 C.F.R. § 701.4 (“General authorities and duties of Federal credit union directors”), available at
http://www.ecfr.gov/cgi-bin/text-idx?SID=06691ee85b9fb4a55591fa3d83dealel 2&node=12:7.0.2.3.2.0.1.4&rgn=div8.
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Common Bonds

Much is made in this proposal of the supposed benefits of a narrow common bond, and implies that
geographic common bonds are responsible for credit unions’ problems in Lithuania. We do not agree that
narrow common bonds provide additional corporate governance discipline, and limiting credit unions
common bonds in Lithuania is unlikely to produce the positive results that the Discussion Paper forecasts.
Credit unions in countries like Canada and Australia operate very well with very permissive common bonds,
and the common bond’s original purpose as a form of credit enhancement no longer works as intended in
the EU because of consumer protection legislation.

In the old days, credit unions in many countries would post a list of the members who were delinquent on
theit loans in the credit union’s branch office, and the other members would bother those members until the
delinquent members became current on their loans. The narrow common bond worked in this old time
scenario because, if all of the other members knew the member who did not pay (such as because they
worked at the same factory or lived in the same small village), the delinquent member would be bothered
frequently about his or her delinquency and would have a substantial incentive to repay his or her credit
union loans even if he or she did not pay back other lenders (in order to be left alone).

This practice is now illegal in the EU and many other jurisdictions because consumer financial protection
laws prevent credit unions from disclosing the names of delinquent borrowers publicly in this fashion. The
narrow or limited common bond is therefore obsolete in the sense that it can no longer perform its intended
purpose.

In the modern era, the most vocal proponents of the narrow common bonds are commercial banks and their
associations, especially the American Bankers Association in the United States of America. These
commercial banks argue in favor of the narrow common bond for credit unions in order to limit credit
unions’ ability to compete with them.

In contrast, the common bonds in the second and third largest credit union systems in the world, Canada
and Australia, are typically permissive. Most Canadian credit unions have a common bond of “all persons
who live or work in the chartering province,” and many of these provinces are larger than Lithuania.
Similarly, Australian credit unions for the most part are no longer limited by common bond restrictions.

Narrow common bonds also cteate risk for the credit union, since a narrow common bond will hinder the
credit union’s efforts to attract new members as older members grow old and retire. Younger members are
the ones that usually want to borrow (since older members are usually net savers) so we typically recommend
more expansive common bonds, especially geographic ones, so that the credit unions can continue to attract
new, younger members and remain sustainable institutions that have adequate loan demand.

Thank you for the opportunity to comment on the Bank of Lithuania’s discussion paper on Strengthening of the
Credit Union Sector. If you have questions about our comments, please do not hesitate to contact me at
medwards@woccu.org or +1-202-508-6755.

Sincerely,
Michael S. Edwards

VP and Chief Counsel
Wortld Council of Credit Unions
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April 25, 2013
TO: OFEK COOPERATIVE CAPITAL ASSOCIATION
FROM: Allan Meltzer

You have asked me the following questions? First whether credit unions in the United
State are subject to securities registration requirements. Second, what are the general
procedures followed in the United States to organize and operate a credit union?

BACKGROUND

Before turning to these questions | need to briefly describe the credit union system
here in the United States. We have a dual chartering system, which means that some
credit unions are chartered and supervised by a Federal agency [the National Credit
Union Administration (hereinafter NCUA)] and some credit unions are chartered and
supervised by the individual states. As of the end of 2011 there were about 7300 credit
unions in the United States. About 2800 of these are state chartered credit unions, the
rest Federally chartered. Almost all of these credit unions (both Federal and state
chartered) have share deposits which are insured up to $250,000 by a fund
administered by the NCUA called the National Credit Union Share Insurance Fund.
There are about 10 credit union in nine states that are privately insured. All credit
unions, whether chartered by the state or the NCUA, are subject to periodic
examination by credit union examiners whatever the source of their share insurance.

REGISTRATION REQUIREMENTS

Credit unions in the United States are not required to comply with the registration
requirements of Federal or state securities laws when they are formed. Under the
Securities Act of 1933 offers and sales of securities must either be registered or fall
within one of the exemptions from the registration provisions of the Act. 15 USC §77¢
(a) of the Act states that the registration and offering provisions of the Act do not apply
to certain exempted securities. Among these securities are:

Any security issued by a savings and loan association, building and loan
association, cooperative bank, homestead association, or similar institution,
which is supervised and examined by State or Federal authority having
supervision over any such institution [15 USC §77(c)(a)(5)(A)] [Emphasis
supplied]

Why did the Securities Act of 1933 not specifically refer to credit unions? The answer
lies in the history of credit unions in America. The credit union movement began in
Europe but it was not until 1909 that the first credit union opened its doors in the United
States. The movement gained momentum in the 1920s. By 1930 32 states had passed
credit union laws and there were a total of 1100 state chartered credit unions. But it
was not until 1934, a year after the passage of the Securities Act, that the Federal



Credit Union Act was passed providing for federally chartered credit unions. The
Federal Credit Union Act established a Federal supervisory body tasked with
chartering, supervising, and examining this new type of credit union.

Credit unions are however “similar institutions” to those specifically enumerated by 15
USC §77(c)(a)(5)(A). They are defined in the Federal Credit Union Act as “a
cooperative association organized ...for the purpose of promoting thrift among its
members and creating a source of credit for provident or productive purposes” [12 USC
§1751(1)]. All federally insured credit unions (both state and Federally chartered) are
subject to examination by the National Credit Union Administration’s examiners [12
USC §1756; 12 USC §1784], and all state chartered credit unions, including those few
credit unions which are privately insured, are pursuant to statutes in each state subject
to examination by their state supervisory authorities.

Since the passage of the Securities Act of 1933 neither the U.S. Securities and
Exchange Commission nor any court has questioned the exemption of credit unions
from the registration requirements of the Act.

What is implicit in the Securities Act of 1933 was made explicit among the states as the
credit union movement grew. Each of the 50 states has a securities law requiring
registration of securities. At least 40 states have passed a version of what is known as
the Uniform Securities Act.

The Uniform Securities Act of 1956, enacted by 37 states, exempts the following from
registration requirements:

any security issued or guaranteed by any federal credit union or any credit
union, industrial loan association, or similar association organized and
supervised under the laws of this state [Uniform Securities Act of 1956 §402
(a)(6)] [Emphasis supplied];

The Uniform Securities Act was revised in 2002 and has been adopted in just a few
states. Among the security exemptions from registration requirements listed in that Act
is the following:

a savings institution, trust company, credit union, or similar institution that is
organized or chartered under the laws of a State or of the United States,
authorized to receive deposits,and supervised and examined by an official or
agency of a State or the United States if its deposits or share accounts are
insured to the maximum amount authorized by statute by the Federal
Deposit Insurance Corporation, the National Credit Union Share Insurance
Fund or a successor authorized by federal law.... [Uniform Securities Act of 2002
§201(3)(B)] [Emphasis supplied]



PROCEDURES FOR FORMING A CREDIT UNION

| will discuss very briefly the procedures for forming a Federally chartered credit union.
In most respects the same procedures are followed in forming a state chartered credit
union. The NCUA sets out it’s procedures for forming a Federal credit union on its

website (http://www.ncua.gov/Legal/GuidesEtc/Pages/Chartering-Manual.aspx). The
material includes a Chartering Manual and numerous forms for applicants.

1. Common Bond - The single most important aspect of forming a credit union is to
find something in common. Credit unions are a collective group which has a common
bond. This can be:

Occupation - Employees of the same company;

Association - members of a particular professional or trade association, fraternal
order, labor or church group, or other association;

Community - residents of the same well-defined neighborhood, community or
rural district;

Income - there are special provisions for forming credit unions in low income
areas.

Recently the rules regarding common bond have eased in order to diversify
membership. For example, Navy Federal Credit Union can now serve anyone currently
or formerly in any branch of the armed services, members of the defense department,
anyone in their immediate family, and several other groups. Not a small common bond
by any means. Other credit unions can serve anyone residing in an entire state. There
are credit unions in which the common bond is an association open to anyone who
pays a membership fee, essentially a wide open field of membership. Despite this
expansion in the concept of common bond, the concept of common bond is alive and
well. While | am free to make a deposit in any bank in any of the fifty states simply by
making a deposit, | could not do so in most credit unions because | would not be part of
the common bond.

2. Meet - A group of potential members would need to meet and vote to form a credit
union. The NCUA has certain target numbers for potential members to assure viability
of the credit union.

3. Paperwork - Numerous forms need to be filled out to perfect the application for a
charter (http://www.ncua.gov/Legal/GuidesEtc/Pages/Chartering-Manual.aspx)

4. Form an organizing committee - this group will need to handle the paperwork and
communicate with NCUA staff.


http://www.ncua.gov/Legal/GuidesEtc/Pages/Chartering-Manual.aspx
http://www.ncua.gov/Legal/GuidesEtc/Pages/Chartering-Manual.aspx
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http://www.ncua.gov/Legal/GuidesEtc/Pages/Chartering-Manual.aspx

5. Find a financial expert - A CPA or a person with a strong financial background
should to be on the organizing committee. This person would be responsible for
developing realistic pro forma financial statements. These statements will be closely
reviewed by the NCUA when it assesses the viability of the credit union.

6. Set up a board of directors - responsible for the general direction of the credit
union.

7. Collect money - A membership fee (often $5) is collected from prospective
members to help defray the initial costs of the application process. Members also often
purchase one share (usually $5 to $25).

7. Apply for official status from the National Credit Union Administration.

RESOURCES

Here are the locations for documents and manuals cited above and other resources |
think would be helpful:

Federal Credit Union Act - http://www.ncua.gov/Legal/Documents/fcu act.pdf

National Credit Union Administration Rules and Regulations - http://www.ecfr.gov/cgi-
bin/text-idx?SID=d15dfa3f37a1ddd2b5299dfa08af0368&c=ecfr&tpl=/ecfrbrowse/
Title12/12cfrv7_02.tpl - select Parts 700 through 799.

Uniform Securities Act Of 1956 - http://www.nasaa.org/wp-content/uploads/2011/08/
UniformSecuritesAct1956withcomments.pdf

Uniform Securities Act of 2002 - http://apps.americanbar.org/buslaw/newsletter/0009/
materials/uniformsecure.pdf

NCUA Chartering Manual - this Manual is currently being revised. The Manual and its
numerous amendments and forms can be found at the following web address - http:/

www.ncua.gov/Legal/GuidesEtc/Pages/Chartering-Manual.aspx

Word Council of Credit Unions - The World Council for Credit Unions is a group that
encourages and supports the formation of credit unions worldwide. The have a model
credit union act and a model set of regulations located at http://www.woccu.org/

publications/modellaw

Please let me know if you have any questions. | can be reached at 301-806-0957 or
allan20852@aol.com.
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Allan Meltzer

15 Hollyberry Court, Rockville, MD 20852
Tel: 501-806-0957 Email: allan20852@aol.com
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TO: OFEK COOPERATIVE CAPITAL ASSOCIATION

FROM: Allan Meltzer N\ DS N\

DATE: May 16, 2013

You have asked me whether, if OFEK Cooperative Capital Association were to be
incorporated in the U.S., given certain assumptions?, it would be “exempt from lodging a
prospectus”. You pose a hypothetical which has many parts and is highly theoretical. In
the U.S. we do not have institutions known as “capital cooperative associations”. We do
have “banking” institutions which are cooperatives such as credit unions.

The only way | can answer your hypothetical is to add some more facts to the
hypothetical in the context of these U.S. cooperative institutions. Assuming that this
hypothetical U.S. institution is:

1. chartered by either the federal or state government;

2. operates in accordance with an organizing statute and rules and regulations
promulgated under the statute by that governmental entity;

3. provides its shareholders/depositors with some form of deposit insurance;
4. is subject to examination by either the state or federal government;

5. and the institution files the reports required of it by its supervising governmental
agency,

then in the U.S. this hypothetical institution would not have to file a prospectus. Nor, as
| have previously stated, would it be required to file the reports with the SEC required by
the Exchange Act of 1934.

| hasten to add that my answer of necessity focuses on how such an institution would
be viewed here in the U.S. today. | realize that things might be different in Israel. For
example, while | would view a common bond of all residents in Israel as perfectly
reasonable, it would not be possible to charter a credit union here in the U.S. which had
a common bond of all U.S. residents. It simply would be too big, and the concept of
common bond would be meaningless. In addition, while now deposit insurance is a
given for credit unions here in the U.S., it might not be possible to provide governmental

1 Your hypothetical states that OFEK may in the future issue mortgages. It does not mention the granting
of other types of loans. Since one of the primary reasons for the existence of a cooperative banking
institution is the pooling of member deposits so that non-mortgage loans (particularly auto and small
business loans} at reasonable interests rates may be granted, | assume that you also contemplate
granting such loans once organized.



insurance right away for Israeli cooperative associations. In the U.S. federal credit
unions existed from 1934 until 1970 without federal share insurance and still were not
required to comply with the securities laws.

It is perfectly reasonable to look to the credit unions and other cooperative institutions in
the U.S. as counterparts to the prospective cooperative institutions in Israel. | have no
doubt that they will evolve in a similar manner. But there will be differences. Federal
credit unions in the U.S. have had almost 80 years to develop, and the credit unions of
1934 were far different from those that exist today. Israeli cooperative institutions will no
doubt evolve in a similar manner but be reflective of the needs of Israeli society. That is
the essence of cooperative banking institutions. They grow and evolve in response to
the needs of their members and the society in which they exist.

| hope that this has been responsive to your inquiry. As always if you have any
additional questions or comments you can reach me at allan20852@aol.com or (301)
806-0957.
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From: Michael Edwards <medwards@woccu.org>
GMT+319:29:02 2014 ~oxaDate: 28

To: Clive Lessem <clive.lessem@ofek.coop>
Subject: RE: OFEK

Clive,

It is true that traditionally credit union directors have mostly been unpaid volunteers
although usually the Treasurer was paid to make sure that the credit union could attract a
qualified Treasurer. The traditional approach is still true in many places because of old laws,
but the modern trend has been to pay all of the credit unions’ directors (i.e. not just the
Treasurer) in order to attract and retain qualified board members who can operate the
credit union in a safe and sound manner.

| have attached three reports; two on pay of credit union directors in Canada and one on pay
of credit unions at “state-chartered” credit unions in the USA.

In Canada, credit union directors usually get paid but not as much as bank directors. See the
two attached reports for more details.

40% of the credit unions in the USA are chartered by US state governments and have rules
on director pay set by their state governments; 7 states expressly allow director
compensation for all directors; 3 have no legal provision on director compensation one-way-
or-the-other (so it is allowed); and 9 have a provision allowing only the Treasurer to be

paid. The attached report provides more details

The Federal Credit Union Act, which sets director compensation law for the 60% of USA
credit unions that are chartered by NCUA, allows up to one member of the board to be
compensated; usually the compensated “officer of the board” is the Treasurer, although
technically the other “officers” of the board are the Chairman, Vice Chairman, and Secretary,
so in theory any one of them could be the one being paid.

The relevant Federal Credit Union Act provision, last revised in the 1980s,is codified at 12
USC 1761a and reads as follows:


mailto:medwards@woccu.org
mailto:clive.lessem@ofek.coop

“Officers of the board

At their first meeting after

the annual meeting of the members, the directors shall
elect from their number the board officers specified in the
bylaws. Only one board officer may be compensated as an
officer of the board and the bylaws shall specify such
position as well as the specific duties of each of the board
officers. The board shall elect from their number a
financial officer who shall give adequate fidelity coverage
in accordance with section 1761b(2) of this title.”

http://uscode.house.gov/view.xhtml|?reg=granuleid:USC-prelim-title12-

section1761a&num=0&edition=prelim

NCUA has interpreted this provision in a regulation codified at 12 CFR 701.33, which
provides more details on what can be provided to “volunteer” directors, such as expense
reimbursement, some types of insurance benefits, and indemnification:
http://www.law.cornell.edu/cfr/text/12/701.33

To summarize, the traditional approach is that the Treasurer of the board is paid to make
sure that they credit union gets a qualified Treasurer who can make sure that the credit
union is operated in a safe and sound manner. In the traditional model, other directors are
unpaid but can receive reimbursements of expenses as well as “[p]rovision of reasonable
health, accident and related types of personal insurance protection, supplied for officials at
the expense of the credit union” and indemnification by the credit union. The USA’s Federal
Credit Union Act and some USA state-chartered credit union acts follow the traditional
approach.

The modern approach is to pay all of the board members something, although not as much
as what bank directors receive, to make sure that the credit union has a qualified board of
directors who can operate a financial institution in a safe and sound manner (i.e. not just a
qualified Treasurer). Canadian credit unions and some USA state-chartered credit unions
follow the modern approach.

A Terma e


http://uscode.house.gov/view.xhtml?req=granuleid:USC-prelim-title12-section1761a&num=0&edition=prelim
http://uscode.house.gov/view.xhtml?req=granuleid:USC-prelim-title12-section1761a&num=0&edition=prelim
http://www.law.cornell.edu/cfr/text/12/701.33

O

In your case, | would advocate the modern approach so that you are able to attract and
retain a board of directors with enough sophistication to operate a banking institution in a
safe and sound manner.

Thanks and please let me know if you have any questions.

Michael S. Edwards
VP and Chief Counsel
World Council of Credit Unions (WOCCU)

+1-202-508-6755 (office) | medwards@woccu.org | www.woccu.org

+1-215-668-5240 (mobile)

Twitter: @WOCCUadvocacy
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\W World Council

July 30, 2014
Sent via email
Clive Lessem
International Coordinator
Ofek Cooperative Capital Association
PO. Box 6123901
Tel Aviv 61234
clive@lessem.net

Re: Bank of Israel Cooperative Financial Institution Proposed Rulebook
Dear Mr. Lessem:

I am writing regarding the Bank of Israel’s proposed rulebook for Israeli cooperative financial institutions.
World Council of Credit Unions (World Council) is the leading trade association and development
organization for the international credit union movement. Credit unions operate to promote thrift and
financial inclusion and, worldwide, there are 57,000 cooperatively owned credit unions in 106 countries with
approximately USD 1.7 trillion in total assets.! We have discussed many aspects of this proposal, and I hope
that my comments have been useful to you in developing Ofek’s response to the Bank of Israel’s proposed
cooperative financial institution rulebook.

World Council believes that the proposed initial capital requirement for cooperative financial institutions of
NIS 75 million is not realistic. We believe that other aspects of the proposal could be improved as well—and
our comments to you have outlined in depth how best to improve the proposal—but the initial capital
requirement is our biggest concern because it would be likely in effect to prohibit establishment of
cooperative financial institutions in Israel.

Credit union rulebooks typically do not have any initial capital requirement per se, or, when they do, it is very
small. In The Gambia—one of the few jurisdictions with an initial capital requirement for credit unions—
the initial capital requirement for a credit union is the equivalent of roughly USD 100.

Although credit unions in Europe do not have an initial capital requirement, the initial capital requirement
for cooperative banks in the European Union (EU) is EUR 5 million under the EU’s “CRD IV” capital
requirements directive (credit unions in most EU Member States are exempt from CRD 1V),2 which is
significantly less than NIS 75 million. The policy justification for the CRD IV’s EUR 5 million initial capital
requirement for cooperative banks is that policymakers did not believe that any institution could comply
with the directive’s regulatory burdens unless it had at least EUR 5 million in capital. I am not aware of any
cooperative banks being chartered in the EU since the adoption of this requirement in the CRD III directive
(which preceded CRD 1V) in 2006.3

World Council believes that a better approach would be for the Bank to establish a leverage ratio
requirement of capital-to-assets for cooperative financial institutions, and require an initial share subscription

Page1

1 See World Council, 2073 Statistical Report (2014), available at http:/ /www.woccu.org/publications/statreport.
2 Directive 2013/ 36/ EU of the European Parliament and of the Council of 26 June 2013 on access to the activity of credit institutions
and the prudential supervision of credit institutions and investment firms, amending Directive 2002/ 87/ EC and repealing Directives
2006 / 48/EC and 2006 /49/EC, Atticles 2(5) (“Scope”) 12 (“Inltlal Capltal”) (2013), available at

b

3 Dzrm‘zw 2006 / 48 / EC of the Eurgpean Pdr/mmem‘ and of the Coﬂmz/ of 14 June 2006 relating to the taking up and pursuit of the
business of credit institutions (recast), Article 9 (20006) available at http:/ /www.centralbank.ie/regulation/industry-

sectors/investment-firms/mifid-firms/documents/ 2()06%2()4S%ZOCC%ZO‘VoZSconsolidated(’/029.pdf.

World Council of Credit Unions, Inc.
601 Pennsylvania Avenue NW, South Building, Suite 600, Washington, DC 20004-2601 * Phone: +1-202-638-0205 * Fax: +1-202-638-3410 * www.woccuw.org
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World Council

before the cooperative opens its doors without setting a minimum value for initial capital in absolute terms.
The cooperative would then be required to remain at least adequately capitalized under this system; i.e. its
asset growth would be restricted relative to the amount of capital raised initially and accumulated thereafter.

For example, if the Bank were to establish a leverage ratio of 6 percent capital-to-assets for cooperative
financial institutions to be “adequately capitalized” (the rule for federally insured credit unions in the United
States of America*) and the cooperative raised NIS 1 million in shares prior to opening its doors, it would be
able to reach a maximum asset size of roughly NIS 16.7 million until it built more capital through earnings
retention and/or additional share subscriptions that would allow it to expand its balance sheet while
remaining adequately capitalized.

This approach would be a right-sized regulatory approach for de novo credit unions and consistent with the
Basel Committee on Banking Supervision’s “proportionality concept” that regulatory burdens, including
capital levels, should be proportional to an institution’s size and complexity.> If the Bank is concerned that a
financial institution of this size would not be able to afford to comply with the proposed rulebook, the most
obvious solution would be to simplify the rulebook so that it is not unreasonably burdensome on small
financial institutionss and/or use a supetvisory contract such as a Letter of Understanding and Agreement’
to limit the institution’s business activities to community banking until it accumulated enough capital to be
able to engage safely in more complex activities. Further, financial institutions of this size, even as a group,
could not pose a systemic threat to the Israeli financial system.

We wish you luck with your efforts to establish cooperative financial institutions in Israel. If you or the
Bank have any questions regarding our comments, please do not hesitate to contact me by email
(medwards@woccu.org) or phone (+1.202.508.6755).

Sincerely,

Gt Clorr

Michael S. Edwards
VP and Chief Counsel
World Council of Credit Unions

#The United States’ National Credit Union Administration has “Prompt Corrective Action” leverage ratio requirements
for “new” credit unions, and a separate set of “Prompt Corrective Action” leverage ratio requirement credit unions that
do not meet the definition of “new.” The leverage (“net worth”) ratio to be adequately capitalized is 6% capital-to-
assets under both systems, however, “new” credit unions that are less than 10 years old and are under USD 10 million
in assets are not required immediately to meet the 6% capital level; rather, they may build up the “adequate” level of
capital over a 10 year period. See 12 C.F.R. part 702, subpart A (“Net Worth Classifications”), available at
http://www.law.cornell.edu/cfr/text/12/part-702/subpart-A; 12 C.F.R. part 702, subpart C (“Alternative Prompt
Corrective Action for New Credit Unions”), available at http:/ /www.law.cornell.edu/cfr/text/12/part-702/subpart-C.

> See Basel Committee on Banking Supervision, Core Principles for Effective Banking Supervision, at Y 4, 17, 31, 33, 35 & Box
3 (2012), available at http:/ /www.bis.org/publ/bcbs230.pdf.

¢ See, for example, the Bank of England-Prudential Regulatory Authority’s CREDS Sourcebook for credit unions, which

is available at http://fshandbook.info/FS /html/handbook/CREDS.
7 See National Credit Union Administration, Guideline for NCU.A’s Express Chartering Procedure at 19 (“Sample LUA—

Attachment E”), available at http:/ /www.ncua.gov/Iegal/Documents/ExpressCharteringProcedure.pdf.
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