
SUPERVISING PROBLEM CREDIT UNIONS
SUPERVISING ACTION ADDRESSING PROBLEM CREDIT UNIONS
Once a credit is identified as a problem credit union, whether as the results of the on-site inspection or off-site monitoring, it is the department’s policy that the credit union is placed on the Watch List and turned over to the problem case officer (if applicable) or the inspector that last inspected the credit union for on-going supervision. 
Ideally, effective off-site monitoring will have identified areas of weakness prior to the probability of failure, and deterioration can be reversed by a concerted action in correcting the areas of weakness.
Administrative Record

An administrative record is maintained throughout the time the credit union is on the Watch List. 

The administrative record is the total collection of information needed for decision-making purposes. The record should present a complete, factual, and documented history of the credit union's problems and the attempts by the department and the credit union to resolve them. It will be kept current and updated as to dates of inspections, contacts, progress, etc. 
A well documented file is important if it becomes necessary to take administrative action against the credit union.  Numerous choices of administrative action are afforded the Director of Supervision through the Credit Union Act.
The inspector will provide a summary progress report to the Director of Supervision monthly on each credit union on the Watch List. It can be brief; and a running log following the previous months report.
Watch List – Indicators
The sole criteria for a credit union being placed on the Watch List is material weaknesses exists that threatens the viability of the credit union. One or several deficiencies, from severe, to not so severe, can be responsible for the credit unions declining status.
Criteria for a credit union being taken off of the Watch List is the regulator’s satisfaction with the progress made, and has little or no concern as to the condition of the credit union. 
The most severe indicators, the ones that quickly get the attention of regulators are:

I. Capital declining to a near level of insolvency which can be due to a number of reasons. The most prevalent being:
a) Insufficient earnings to replenish / maintain capital due to:

· Asset Losses – loan and investments
· Replenishing inadequate reserves for problem assets
· High cost of funds due to paying above market rates on shares and deposits

· High operating costs

· High percentage of non-earning assets - fixed assets and other real estate owned (OREO)
b) Off-balance sheet items with potential to drain a years’ net earnings, such as funding a Managers’ generous retirement pension 

c) Fraud
II. Liquidity is insufficient to meet anticipated operational needs due to:
· High percentage ratio of loans to shares

· Borrowed funds

· Mix-matched maturities of shares / deposits, and loans / investments
· Large number of/and growing delinquent loans

Less severe indicators, but concerns of the regulator that require attention and close monitoring are:
III. No improvement realized under the current Document of Resolution (DOR)
IV. Extravagant spending, such as on large new buildings

V. A speculative new product offered, without a well defined  business plan

VI. Incompetent or Inefficient Management

Turn-around Procedures
Procedures undertaken to bring the credit union out of its declining status depends on where the problems are, the person(s) responsible, and the length of time that has transpired since the problems existed.
I. If the credit union is not already operating under a Document of Resolution, the inspector will consider developing one. The DOR must be specific in the steps to take to accomplish the goal, and set time frames for completion. Management must be willing to work with the inspector.

II. If the credit union is already operating under a DOR: 
a) The inspector will review previously identified risk to determine if any have diminished.  Focus will then be directed toward the remaining deficiencies. 
b)  Determine whether the DOR did not work due to out-side sources beyond management’s control, such as the economy or a sponsoring company closing. 
c) Consider revising the plan assuming there is a doable solution.
d) Inform the board of directors of inadequate progress and the status of the risk.
III. If the DOR was ineffective due to the lack of management’s capabilities, or unwillingness, the following considerations will be made regarding the future of the credit union under present management:
a) Provide the board an opportunity to take action to replace the offending individual(s) by a set date.

b) Enter into a Memorandum of Understanding with the board on agreed upon action to be taken, set dates for satisfactory fulfillment.

c) Consider placing a Cease and Desist Order against management if they are not cooperative in fulfilling agreements.

d) Restrict compensation or any disbursements for senior executive officers’ compensation and bonus unless the retained earnings are positive and equity is not less than ten percent of assets.

e) Restrict payment of dividends or making any payment on account or out of profits unless the retained earnings are positive and equity is not less than ten percent to assets.

f) Consider dismissal of the offending officer(s), or the entire board.
g) Cause a new board to be elected.

h) Appoint suitable individuals to manage the credit union.

IV. Consideration will be given to the credit union’s viability. When necessary, in order to protect the interests of the members, the creditors, and the Stabilization Fund the following administrative actions will be taken:
a) Suspend or cancel the credit union’s registration.
b) Require amalgamation with another credit union.
c) Wind up the affairs of the credit union.

V. Board of Directors
Once the credit union is identified as a problem, a meeting is held with the full board and the supervisory committee to discuss the findings. Action taken by the regulator depends on the boards’ willingness and ability to correct the problem, as well as the nature of the problem and the length of time the problem has existed. 
On-going meetings will be held with the board during the work-out process.
Ideally, the board will fulfill their statutory obligation and work with the regulators to return the credit union to a viable institution.
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