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Gigi Hyland:  Good afternoon. My name is Gigi Hyland, and I'm a Board member here at the NCUA. Welcome to today's program, entitled "Key Examination Issues for 2008."

Joining me today, to my right, are Dom Nigro, Information Systems Officer with NCUA's Office of Examination and Insurance, and Debra Tobin, to my left, who's a Supervisor of NCUA's Economic Development Specialists in our Office of Small Credit Union Initiatives. Welcome to both of you, and thanks for joining me today.

You know, when I travel around the country and speak at conferences, one of the questions I am always certain that I'm going to get asked from credit unions is, "What will be the focus of your examination this year?" And the importance of that question to credit unions is pretty clear from the attendance and registration for today's webinar. We have about 2,200 participants today. So clearly you all are very interested to see what the key examination questions are for 2008.

In response to that question, this webinar will focus on two key examination issues that NCUA will be looking at for 2008, and you can see those on the slide in the presentation. 

The first one is the evaluation of third party relationships. As you may know, in late December NCUA issued a Letter to Credit Unions that talked about how you go about evaluating third party relationships, whether it be with CUSOs or other contract vendors. Some of the key considerations that Dom is going to be addressing today include the benefits of third party relationships, the risks associated with third party relationships and then the requirements in having an effective due diligence program and how you effectively evaluate vendors.

The second key topic that we're going to talk about today is strategic planning, and Debra will be addressing that issue. Again, we're going to talk about the benefits of strategic planning, particularly in light of the elimination of the CAMEL matrix and how those two are connected. We're also going to be giving you a sample planning model that you can utilize, and we'll go through a planning process, as well, that may be useful to you in considering how your credit union does strategic planning.

A couple of housekeeping items -- this webinar is designed to be interactive, and you'll see in the left-hand part of your screen a box and a tab that says Ask a Question. You can submit a question at any time during the presentation, and what we're going to do is go through both Dom and Debra's presentation and then save about 35 minutes at the end of this webinar to address your questions.

Second, if you haven't done so already, make sure that you turn off any popup blocker software that you have. The reason why is because that'll allow you obviously to ask the questions. It also will allow you to see polling questions that we're going to be asking you during Debra's presentation. And just to make everybody feel very comfortable and not too worried, all of your questions and the polling results are all going to be anonymous, so that we're not going to be sending any exam team your way because you asked a particular question.

Finally, I wanted to call your attention to a button at the very bottom of your screen which includes the resource documents. That's actually called supporting documents. And any of the references that you hear today to either Letter to Credit Unions or regulations that Dom or Debra cite will be in that tab, and you can look at it during the presentation or can look at it later on.

So with that, let's get started, and I will turn it over to Dom first to talk about the evaluation of third party relationships.

Go right ahead.

Dom Nigro:  Thank you, Ms. Hyland.

Gigi Hyland:  You're welcome.

Dom Nigro:  And good afternoon, everyone. Today I will be discussing the guidance NCUA published in the Letter to Credit Unions 07-CU-13, which is entitled "Evaluating Third Party Relationships." The purpose of the letter was to provide all federally insured credit unions with the guidance provided to NCUA field staff on evaluating third party relationships. The field staff guidance is in the Supervisory Letter which is attached to the Letter to Credit Unions.

Today I will discuss the elements of an effective program to evaluate third party relationships. An effective program incorporates three elements. They are: implementing a planning process which assess risk in the relationship, implementing an effective due diligence process and also implementing a process to measure, monitor and control risks associated with the relationship. We will discuss each of these components in detail as we go through this presentation.

Before I start on the elements, let's review an example of some of the vendors credit unions use to provide products and services and the benefits and risks related to the use of third party vendors. As you can see from the list, credit unions use a wide variety of services, so a vendor's evaluation and oversight process needs to address all the different types of vendors that credit unions can use. The use of vendors does pose risk to the credit union's operation, but the level of risk varies based on the relationship.

There are many benefits credit unions can realize from properly managed and controlled third party relationships, but along with these benefits there are also risks. In many cases vendor relationships are essential in enabling credit unions to become their members' primary financial institution. Properly managed and controlled relationships can expand the products and services provided to members, expand the avenues members have to access those products and services and be cost effective. However, inadequately managed and controlled relationships can result in unanticipated costs, legal disputes and financial loss.

Gigi Hyland:  Dom, I think it's pretty interesting that you're focusing on the fact that credit unions really do need to contract with outside parties to be able to maybe serve as their members' primary financial institution. I think you've framed the letter that we issued in December nicely in saying we recognize that credit unions absolutely have to contract in order to provide the products and services that they need to give to their members. But I think what I'm hearing you say is that credit unions also need to weigh the benefits and the risks before entering into any relationship. Is that correct?

Dom Nigro:  That's totally correct. I mean, there are many benefits that credit unions can realize when contracting with third parties to provide products and services. But there is risk that's posed in any type of relationship that you enter into, and the level of risk varies based on a number of different factors. So it's important for credit unions to perform a proper analysis and have an oversight program in place for the particular relationships. 

Gigi Hyland:  Okay. That serves as a good base. Good. Thank you.

Dom Nigro:  In addition, the type of relationship also affects the level of risk associated with the use of a vendor. A relationship in which the vendor has complete control is riskier than a relationship which shares the control of a program and service.

As I stated at the beginning of this presentation, there are three elements to an effective program. The first element is performing a risk assessment and implementing a proper planning function. The planning process should include the credit union comparing the expectations resulting from the relationship to their strategic plan, goals and objectives. Do these expectations fit into the overall mission and philosophy of the credit union? If they do, the strategic plan may still need to be revised based on the expectations of this specific relationship. If they do not, the officials need to determine if pursuing the relationship is in the best interest of the credit union.

The risk assessment process should take into account the critical nature of the relationship. A relationship which results in using a vendor to provide a critical product or service normally requires a more comprehensive review and oversight process. 

Lastly, the credit union should also have an exit strategy in the event the endeavor is not as successful as planned. This could minimize the effect on the future operations of the credit union.

Gigi Hyland:  So, Dom, I think what we're saying here is that depending upon what type of service the credit union is going to contract for really makes a difference in how much due diligence they exercise in evaluating that third party relationship. And I guess the first thing that comes to mind is a data processing vendor, potentially, which is a real critical service for credit unions, that might merit more due diligence or more extensive due diligence than another service, and I can't think of a really good example of one that's less than that. But is that what you're getting at here?

Dom Nigro:  That's exactly what I'm getting at. I don't think -- when credit unions look at third party vendors, sometimes what they should do -- or what they should do is they should determine what vendors are critical to their operation. And then there could be vendors which are essential to their operation, or maybe even vendors which are noncritical to their operation. And the review requirements should be contingent on the type of relationship and the criticality of that particular relationship. So it's not a one-size-fits-all type of a review process, an oversight process, but really needs to be tailored to the individual relationship that you have entered into.

Gigi Hyland:  Okay, great.

Dom Nigro:  The second element of an effective program is performing a comprehensive due diligence review of the vendor. As you can see from this slide, these are some of the items which should be addressed through this process. Let's look at each one of these individually. 

Credit unions need to perform a comprehensive background check of the prospective vendor prior to entering into a relationship. Credit unions normally contact other credit unions for vendor references. While this is a very good first step, it does not result in a comprehensive background check. A comprehensive background check also includes assessing the vendor's experience in providing a service, determining whether a vendor has any past or current legal issues, ensuring that appropriate licenses and, if applicable, certifications are in place and are current and securing references from other sources such as the Better Business Bureau, Federal Trade Commission and credit reporting agencies.

Gigi Hyland:  Dom, I think you touched upon a really important point. I know in my experience with credit unions, probably like almost any industry you turn to the people you know to get references. In other words, if a group of credit unions are talking about a particular vendor, they're going to want to know that their colleagues who use that same vendor have had a really good experience and what the ins, the outs, the ups, the downs have been with that particular vendor. And I think what I heard you say is that's a good starting point for any evaluation or background check of a vendor, but maybe elaborate a little bit more on what more should a credit union do in addition to taking the references of the colleagues that use that same vendor.

Dom Nigro:  Well, as I said, contacting other credit unions which are using that particular vendor is very important, because if another credit union is satisfied with the service and they can also provide the credit union with some insight into how the relationship actually works, that's very important for the credit union to understand. So I think that it's very important for them to do that. 

But we have to remember that normally when a credit union starts a relationship or is considering a relationship with a third party vendor, they go to the vendor to get the list of credit unions or other clients that are utilizing their services. And that may not be a complete list of all the credit unions which are utilizing that particular service. So we want to put stock into what we have there, but it doesn't really tell us the whole picture. By taking these other steps, we get a better view of how the relationship can result after it's matured for a while, or even initially. Okay? So it's important for us to look at all of these particular aspects.

Gigi Hyland:  So if it sounds too good to be true, it may be, and make sure that you take a look at the good, the bad and the ugly of a particular vendor so that as a credit union, the credit union really understands everything that's involved in that vendor relationship that they may be about to enter into.

Dom Nigro:  Right.

Gigi Hyland:  Okay.

Dom Nigro:  Credit unions are probably asking, why is it important to understand a vendor's business plan? Understanding the vendor's business plan gives the credit union an idea of what is important to that vendor. This gives the officials a view of how the relationship will work. An understanding of the business plan can also identify potential conflicts between the credit union and the vendor. Lastly, a view -- a review of the plan may identify key third party relationships the vendor has which may be critical to their operation. If this is the case, officials and management should inquire about the vendor's due diligence process. This process should be similar to the process used by the credit union to evaluate their third party relationship.

One of the more important considerations is understanding the cash flow from the member to the vendor and then to the credit union. How cash flows is critical, because it can affect the credit union operation in a number of ways, and also, as I said before, provide insight into the vendor's operation. Cash flow can affect the profitability and liquidity position of the credit union. It can also give the credit union insight, as I stated before, into the ongoing vendor operation. If there is a change in the cash flow, does this signify the vendor is having liquidity concerns? If this is the case, the credit union would want to increase its oversight of the vendor to minimize risk. 

The reporting and accounting infrastructure at the vendor and the credit union are also very critical. Reports need to include sufficient information so appropriate oversight is performed and transactions are recorded in compliance with generally accepted accounting principles.

Credit unions should also request -- especially if the vendor is providing a critical service -- that the vendor has an annual audit performed by an independent third party to verify the internal controls, financial condition and validity of the reports. 

Credit unions need to perform a review of financial statements of the vendor prior to entering into a contract and then periodically thereafter. The review should look at items such as capital adequacy, liquidity, outstanding commitments, operating results and off-balance sheet items. If audited financial statements are available, credit unions should request those types of statements.

Credit unions can also look at other sources, such as Dun & Bradstreet reports -- that is, if the vendor is a publicly held company. They can also look at [FFIEC] reports and SAS 70 reports to assess the financial condition of the vendor. 

As I stated on the previous slide, credit unions should consider a requirement for an independent audit in the contract negotiations, especially if the vendor is providing a critical service to the credit union.

The contract between the credit union and the vendor needs to address all the required areas. The Supervisory Letter, which is attached to the Letter to Credit Unions, contains a comprehensive list of items which the credit union should consider when negotiating a contract with a vendor. As with all contracts, the credit union needs to make sure their attorney reviews the contract and provides them with an opinion. 

Gigi Hyland:  You know I'm going to jump in here, Dom, of course. My previous experience, obviously, is as an attorney representing credit unions, and I can't underscore this slide enough. You know, it's great for credit unions to get good references on their vendor, to do the background check, to understand the product and service they want to provide. But all of that is verbal negotiation, if you will, and the rubber meets the road when it's put into the contract. And so making sure that what the black and white on paper says, and making sure that that aligns with exactly the type of product and service you want as a credit union is critical.

And I don't know what your experience has been, but I've found a lot of times vendors will submit a boilerplate contract. Is that what you're seeing in the field?

Dom Nigro:  Normally that's what we do see. Okay?

Gigi Hyland:  Okay.

Dom Nigro:  Normally what occurs is a vendor will submit a boilerplate contract to a credit union which is what they use for the majority of their clients or they try to use for the majority of their clients. Credit unions really need to look at that contract and determine if it addresses all the appropriate items that it should address for their relationship that they're going to have with that vendor. A boilerplate contract is probably a good starting point for a credit union to negotiate what they want in that particular contract.

And, you know, we talked about a lot of different things in the Supervisory Letter which could be included in a contract, and I would encourage credit unions to at least look at that when they're attempting to negotiate a contract with a vendor.

Gigi Hyland:  Okay. That sounds good. And I guess just to throw in an analogy that may hopefully help our participants, you know, a lot of what we're talking about today is fairly common sense type of considerations. And I'll use the analogy of what you would do if you go -- if you're looking for a new car. You know what you need in the new car. You know how many miles per gallon you need. You know if you want to get a green car in terms of energy efficiency. 

And I guess if your neighbor down the road has recommended to you the particular car that he or she has, and let's say it's this amazing red Maserati, well, that's all well and good. But if you have two Great Danes and four kids that need to be taken to soccer practice, the Maserati probably is not going to work for you. So you need to take all those considerations and recommendations into play as you make the best decision for you on what type of car you need. 

That same logic and that same sense of common sense questions that you need to ask when you're dealing with any outside vendor really apply in the credit union context as well, and the items that Dom is going through and will continue to review really try to track those common sense considerations. Thank you.

Dom Nigro:  That's a very good analogy, because what we're trying to say is just tailor the relationship that you have with your -- with a particular vendor based on what your needs are. Okay? And those may be different from the credit union down the street. So it's very important to tailor the contract to your needs.

Gigi Hyland:  Okay. Good. Thanks.

Dom Nigro:  The third element of an effective program is measuring, monitoring and controlling risk. As with all products or services provided by credit unions, NCUA requires a written policy and procedure be in place and approved by the board of directors. The policy and procedure manual provides guidance to management and staff and is an important component of the third element. Here is a brief list of some of the items which should be included in the policy.

Gigi Hyland:  I think this is another one, interestingly enough. Just like the recommendations that credit unions may get from their colleague credit unions, policies and procedures -- credit unions are famous -- and this is not a bad thing -- for looking to their colleagues for sample policies and procedures. What do you see in the field? What are your recommendations? Do credit unions really need to reinvent the wheel and draft a policy or procedure from the start up -- from the ground up, I should say?

Dom Nigro:  Credit unions do not need to reinvent the wheel.

Gigi Hyland:  Okay.

Dom Nigro:  I don't think that there is anything wrong with a credit union utilizing another credit union's policy or procedure, or the credit union getting -- or a number of credit unions getting together, for example, as a user group to craft a policy and procedure for a specific service or specific relationship they're going to enter into. But the key here is, is that that is only the starting point for a credit union. We don't want credit unions to construct a policy just so it satisfies the examiners. We actually want it to be a tool that is usable by them and does provide them some value.

So when they get that policy from the credit union down the street, they need to revise that policy so that it fits their operation. And, in fact, what they're going to find out, in my experience, anyway, is as the relationship matures, changes occur that make it necessary for the credit union to even revise the policy more. So the policy should be a living, breathing document instead of something that we just put on the shelf for the examiner. We really want it to provide some value to the operation of the credit union.

Gigi Hyland:  That's really good guidance, because you don't want a policy or procedure that says one thing and yet in practice you do something completely different. You want to make sure that those two align so that if, for example, something goes awry with a contract you can rely on the policies and procedures to back you up, that this is what we do in practice, this is what our policies and procedures say, and yet the contract may not be working that way. And so that gives you a heads up and a signal that maybe we need to look at this and we need to revise it slightly to align with the actual practice that we have with that member. So, good guidance.

Dom Nigro:  Monitoring the performance of a program is an important oversight process. Monitoring starts with receiving timely reports with sufficient information which is reviewed and recorded in a timely manner. The monitoring process can result in the credit union implementing changes to the program and enhancing its success. As you can see from this slide, we identify the audit process, again, to verify the accuracy of the reports. 

The credit union also needs to ensure there are adequate controls in place at the vendor and the credit union. When we talk about controls, the first place that we always assess is the internal controls. Are they adequate? Other controls which could need addressed is the communication and storage of member information. If the vendor is storing or sending information, is it performed in a secure manner? And lastly, has the credit union put a process in place to evaluate whether the vendor is complying with the contract terms and conditions?

In summary, I'd like to say vendor relationships can provide benefit to the operation if those relationships are adequately managed and controlled. But the use of a third party vendor does pose risk to the credit union. The level of risk is contingent on the type of relationship and criticality of the services provided. Officials remain responsible for the operation of a product or service even if they use a third party vendor to provide the product or service to the members.

And lastly, the elements of an effective program include sound risk management, planning, an effective due diligence process and the ability to measure, monitor and control risk.

Gigi Hyland:  That's great. Thank you, Dom. That was a great summary of evaluation of third party relationships. And I would urge our audience to take a look at the source documents that are at the bottom of your screen, where the Letter to Credit Unions that we issued in December can be found, and you can read through that. And I'd urge you to have a dialogue with your own examiner on some of these issues. I know that's somewhat a scary thing sometimes, but letting your examiner know up front on some of the things you're thinking about in terms of products and services may help minimize any concerns later during an examination. So take a look at those resource documents.

We're now going to turn to Debra to talk a little bit about strategic planning and to give us some insights on why strategic planning is so very important now, particularly in light of elimination of the CAMEL matrix, but also in this time where credit unions are very challenged in making enough fee income and providing products and services to their members.

So, Debra, welcome.

Debra Tobin:  Thank you.

Gigi Hyland:  You're welcome.

Debra Tobin:  I'm going to discuss some key concepts in strategic and business planning. 

Examiners will be looking at the credit union's planning function and making an assessment of the level of risk via the Strategic Risk Indicator and the management component of CAMEL. In the context of the risk-focused examination, NCUA examiners assess the credit union's ability to anticipate and address rapid changes that might affect operations through the strategic risk indicator. And, as it's defined in the examiner's guide, strategic risk is the current and prospective risk to earnings and capital arising from adverse business decisions, improper implementation of decisions or a lack of responsiveness to industry changes. Basically, it's the risk to earnings or capital from improper planning. 

Of the active credit unions that reported as of September 30, 2007, examiners rated about 17% of them as having a high strategic risk rating at their last examination or supervision contact. 
And 88% of those credit unions with a high strategic risk rating had an asset size of $50 million or less.

Gigi Hyland:  All right, Debra, I promised our audience that this would be very interactive, and I'm sure they've been typing in lots of questions for Dom during his presentation, but during this part of the presentation we're going to conduct a few polls. And what that means is you're going to see a question pop up on your screen that will have the poll question, and you can choose the appropriate answer and then submit your answer, and we're going to try to tally the results during Debra's presentation.

One word of -- two words of caution, actually. Number one, if you haven't already done so, please disable any popup blockers that you may have on your system. And second of all, when you go to answer the question, you ought to answer it in the popup screen that you see and not in the Ask Question section of your screen which is in the lower left-hand corner.

So, with that, we are going to go ahead and do our first poll, and we're going to see with the audience how many credit unions actually have a strategic plan? Very easy question. You'll see that popup screen there, and you have a choice. You can choose either yes or no, and you'll click the Submit Your Answer button. The popup screen will go away, and we're going to tabulate the results in just a few minutes.

So while we do that, Debra, why don't you talk about the benefits of a sound planning process? You know, credit unions probably are thinking, "Every day I have to work to serve my members. That's my main mission and that's what I do. What's in it for me to think about the strategic planning process? How do I ever find the time to do that?

Debra Tobin:  Well, that's a good question. The benefits are listed here on this slide, and it's really about enterprise risk management. As Dom was saying earlier, it's about identifying, measuring and controlling those risks that have the potential to impact mission accomplishment.

Gigi Hyland:  Okay.

Debra Tobin: 
The risks can cover all aspects of a credit union's operations, including financial, marketing, succession planning, regulatory compliance, all various areas. But really the single greatest benefit of planning is that it helps a credit union to properly manage risk and make informed decisions. So proper planning helps guide a credit union how to best employ their resources to meet their members' needs. Okay?

Gigi Hyland:  We're going to see if our poll functionality on this system actually works. So we're going to take a look to see if we have our polls. And we do. We're going to push these poll results to the audience. As you can see -- again, you should have a popup window there -- our question was, does your credit union have at least one strategic discussion topic on each Board meeting agenda? And it looks -- if I can read -- my eyes are getting bad because I'm getting old -- but it looks like about three quarters of you, about 75% of you said, yes, that you do. And about 22% of you said no, that you don't.

So with that, Debra, why don't you lead us into our next topic?

Debra Tobin:  Okay. That was excellent results, for 75%. 

It's really important that credit unions develop and implement strategic and business plans. As I mentioned, examiners will be making an assessment of the effectiveness of the credit union's planning process when they're evaluating the credit union's CAMEL rating. NCUA recently issued Letter to Credit Unions 07-CU-12 to announce modification to the CAMEL rating system. Now, NCUA is eliminating the use of the CAMEL matrix in assigning CAMEL ratings. Examiners will now focus CAMEL evaluations on risk, consistent with NCUA's risk-focused examination program.

So just a bit of background -- previously, in assigning a CAMEL rating, NCUA examiners used a matrix of financial performance ratios to assign the CAMEL rating for three CAMEL areas -- capital, asset quality and earnings. In 1995, the use of the matrix to assign the CAMEL rating became optional for examiners because financial ratios alone can be lagging indicators of changing risk. NCUA is concerned that some credit unions may target and measure performance against the matrix rather than focus on broader risk management. And targeting CAMEL benchmarks in the matrix can lead to unsafe and unsound goals, and it could lead to poor business decisions.

Gigi Hyland:  So, Debra, if I understand what you're saying, looking -- the CAMEL matrix really looked backwards to see how credit unions were doing. And given our risk-focused exam, which points the arrow, if you will, forward to try to assess what's the landscape that a particular credit union is dealing with and what are the risks associated with a particular credit union's operations, strategic planning all of a sudden becomes even much more important. Because since the CAMEL matrix is going away, credit unions need to focus on what that landscape is. Is that accurate?

Debra Tobin:  That's exactly right. And we're going to be going through the environmental scan and how credit unions can take a look at the conditions that are impacting their operations now and in the future.

Gigi Hyland:  Okay. Perfect. Great.

Debra Tobin:  A sound risk management requires officials to establish and measure the credit union's performance based on internal goals and objectives rather than matrix benchmarks. So credit unions should be monitoring results on a regular basis.

Gigi Hyland:  Okay. Actually, we already did this poll, so I think we may have pushed you the second question already, so you've already answered this poll, so I'm just going to let Debra go ahead and answer and go forward with her presentation.

Debra Tobin:  Okay. If planning is not adequate or a product or service is poorly implemented, the result can be material losses to a credit union's earnings or net worth, and it might have a negative impact on your credit union's reputation. 

Now we're going to go through a planning model, which you can see on the slide. The foundation of the planning module -- model is actually the strategic plan. So the components are a strategic plan, a business plan and a budget. The strategic plan considers the long-term allocation of resources, and it looks out about three to five years into the future. The business plan flows logically from the strategic plan, concentrates on the shorter term allocation of resources and it's much more operational in nature. It contains the actions that will be necessary in the next one to two years to accomplish the goals in the strategic plan. 

And then, of course, finally you would develop your budget that would include projected revenues and expenses and underlying assumptions. Those could be asset growth assumptions, loan growth assumptions, or you may make loan yield or investment yield assumptions.

So depending on the size and complexity of your credit union, the budget may also contain pro forma financial statements covering one or two years. Now, not every credit union will use this exact model, and we recognize the level of sophistication and the structure of these documents will vary with the size and complexity of the credit union. For example, we know some credit unions combine their strategic and business plans. And in some smaller institutions, the written business plan may be limited to measurable net worth and earnings goals, while in larger, more complex credit unions you might develop a business plan for each major functional area, like lending and collections, or for each product line or service. 

So this is a model that we encourage credit unions to use, but it's okay if you do not use this exact model. Our focus is actually on the process by which you develop the plans.

The next slide has a visual diagram of the five major components of the planning process. And just as the model will vary, the process will also vary depending on the size and complexity of your institution. 

We'll discuss each of these components in turn, but first let's talk about who should be involved in this process.

Gigi Hyland:  Okay. We're going to try this polling technology again. We're going to ask you a second poll. And this one has to do with the composition of your credit union's planning team? In other words, who's involved in the planning process? And you'll see a couple of choices there, A or B. A is that your planning team includes a facilitator, your board of directors, your senior management, your operational management and staff. Or you can choose B, that your planning team involves your board of directors and senior management. So please choose A or B, submit your answer, and, again, we'll review the results shortly. Okay, great.

Debra Tobin: To be most effective, the planning process should be conducted by a planning team. Of course, this will vary from credit union to credit union, but the team approach brings a variety of perspectives together, it creates a sense of ownership among the team members who will be implementing the plan and it facilitates cooperation in implementing the plan.

Gigi Hyland:  Good. Let's see if we have our poll results and how awake our audience may have been. So we're going to push the poll results to you. And you can see that the question was, what is the composition of your credit union's planning team? Looks like about 35% of you said that you include a facilitator in that as well as your board of directors and senior management, and about 61% of you indicated that most of the times you use your board of directors and senior management for planning. I think that's great. I would urge you to consider using a facilitator just to draw in a third party perspective, if you will, another set of eyes to look at your situation and what your circumstances are. And I know Debra has some good resources on that particular topic. Do you want to talk a little bit about that?

Debra Tobin:  Sure. Many smaller credit unions are not aware that they can utilize a facilitator to assist in the planning process, but to does help to have an objective party facilitate the planning session. Because an experienced facilitator can help ensure the perspectives of all team members are considered, and a facilitator can also keep the session moving, so you don't get bogged down.

Many credit union leagues and associations offer facilitator services. And also, NCUA's Office of Small Credit Union Initiatives employs economic development specialists who are available to facilitate planning sessions for small and low-income designated credit unions. 

Gigi Hyland:  That was very well teed up, audience, wasn't it? That was a good little push that you could give for the folks that you supervise, which are your economic development specialists.

Debra Tobin:  Exactly. They do a wonderful job.

Gigi Hyland:  Good.

Debra Tobin:  But back to the planning process, the first step in the process is the identification of the credit union's vision and mission. The vision statement represents the ideal state the credit union hopes to achieve and should represent something that is attainable but is a stretch. The mission statement describes the overall purpose for the credit union's existence. It generally describes what your credit union does, why it does it and for whom. And in some institutions the vision and mission might overlap or are combined into one statement of purpose.

Most credit union's missions are to provide financial services to their members, but the question becomes, what services do you offer and to which members. When the mission is clear, it's easier for the planning team to come to consensus about what products or services to offer and how they should be delivered.

Gigi Hyland:  Debra, can you give us an example of how a mission statement might vary from one credit union to another?

Debra Tobin:  Sure. Let's say, for example, a credit union's vision is that all members achieve financial well being. Their mission could be to offer high-quality services, or it could be to offer most cost-efficient services. And so the decisions the credit union will make will vary depending on which one of these missions they employ.

Gigi Hyland:  Okay. I'm going to talk to our technical folks for just one second, but I want to make sure our audience can see the slide that Debra is referring to in terms of the planning process, so talking about vision and mission, and hopefully we've now minimized the polling question slide, so we'll get to another polling question in a while. But I think this slide, again, captures exactly what you were saying, Debra.

Debra Tobin:  Exactly. And the next step in the process is to perform an environmental scan. An environmental scan is an assessment of the credit union's internal and external operating environment. This part of the process provides valuable information about the existing or emerging risk that might arise from current or new business initiatives. In performing the environmental scan, the credit union must also make assumptions about the future and the impact of future changes. These assumptions should be well documented and supported. And, remember, the assumptions will not always be accurate or come to fruition, so credit unions need to continually check their assumptions against reality and update their plan as needed.

A SWOT analysis is an assessment of the credit union's strengths, weaknesses, opportunities and threats. Credit unions may formulate effective strategies to meet their members' needs by capitalizing on their strengths and proactively responding to opportunities and threats arising from the external environment.

The slide that you're seeing now has a list of some strengths and weaknesses that might occur in your credit union. They're internal qualities to the credit union. They're qualities that -- strengths are qualities that will enable your credit union to achieve your mission, and they can be tangible or intangible. They represent the things your credit union does well, or the positive characteristics you possess. Some examples might be that you have an experienced manager or management team, you might have a dedicated board of directors or you could be located in a great location.

Weaknesses are the qualities that keep your credit union from achieving your mission and reaching your full potential. Those are the activities, services or other factors that don't quite meet up to your standards. Some examples might be that you might have a declining membership, or you may offer limited services.

Gigi Hyland:  Debra, how does a credit union even start to analyze strengths and weaknesses? Where do they begin? Is there information that they can look at? That seems like a fairly daunting challenge.

Debra Tobin:  That's a good question, Ms. Hyland.

Gigi Hyland:  Thank you.

Debra Tobin:  Credit unions may gather data through employee or member surveys. They could do some statistical and financial trend analysis. NCUA has the financial performance report that they send to credit unions on a quarterly basis. And also they could perform cost and benefit analysis of services and delivery systems that they already have in place.

Gigi Hyland:  Okay. So there are some good resources fairly readily available that credit unions could use at least to start that process.

Debra Tobin:  Exactly. And here again is where it's beneficial to have a facilitator, because a facilitator can bring in a fresh perspective and an objective view to help identify a credit union's strengths and weaknesses.

Gigi Hyland:  Okay. Good. Thank you.

Debra Tobin:  So the next slide talks about opportunities and threats. Opportunities and threats are external forces that impact your credit union operations, and in performing an assessment of the external environment, the credit union should analyze information in areas that we refer to as the STEEP analysis. STEEP is an acronym that stands for the social, technological, economic, ecological and political factors that influence your credit union's operations.

Some examples of opportunities and threats might be an opportunity could be for you to develop automated services via the Internet, or, as Dom discussed in his presentation, you could form partnerships or strategic alliances, while a threat might be a new competitor in your market, or a competitor that has a new, innovative product or service.

Gigi Hyland:  And certainly you've listed regulatory changes, which could cut either way, as an opportunity or threat. Do you want to talk a little bit about that?

Debra Tobin:  Right. Regulatory changes could be an opportunity or a threat depending on a credit union -- for one credit union it could be an opportunity, for another credit union it could be a threat.

Gigi Hyland:  Good to know.

Debra Tobin:  It depends on their resources and how they can deal with that.

Gigi Hyland:  Okay.

Debra Tobin:  But one of the events that may impact credit union operations is the effect of increased risk in mortgage lending resulting from repricing of nontraditional mortgage products. Credit union financial trends for the third quarter 2007, which were released in Letter to Credit Union 07-CU-11, indicate delinquency, especially in the real estate loan portfolio, is starting to increase. Total delinquent real estate loans greater than two months increased from 0.34% at year end 2006 to 0.56% as of September 30, 2007.

Now, even if credit unions do not actively participate in subprime mortgage lending or offer nontraditional mortgages, their members might have received these types of loans from other institutions, and asset quality, as a result, could be negatively impacted as some members struggle to repay considerably higher mortgage payments. NCUA has recently issued three Letters to Credit Unions offering interagency guidance on this topic, and you can find those letters in the supporting document section of your screen.

So once strengths, weaknesses, opportunities and threats are identified through the environmental scan, the credit union is in a better position to develop goals and objectives. This step also takes into consideration the strategies your credit union will use to achieve your goals and the resources or means by which you will achieve them.

The credit union's goals and objectives should be consistent with your mission and vision. They should be stated in both the short and long term and be clearly written, actionable and measurable. The credit union should assign responsibility, authority and accountability for achieving the goals and establish a timeline for completion and a mechanism to measure progress.

Gigi Hyland:  Again, Debra, I guess using the words "actionable" and "measurable," big words, probably fairly daunting for credit unions that, again, are focusing on serving their members day to day. Can you go through and maybe give an example of how a credit union could structure an actionable and measurable goal as part of a strategic plan?

Debra Tobin:  Sure. Suppose a credit union is a single common bond field of membership, and that sponsor has gone out of business. So the credit union might make a strategic decision to convert to a community charter. So, and the goal in the first year of having the community charter would be to increase membership penetration within that new field of membership.

Gigi Hyland:  Right.

Debra Tobin:  So they might set a measurable goal to increase membership by a certain number of members. And then to make it actionable, the credit union would develop a marketing plan to attract new members, and they would have a marketing strategy and timeline and prepare some marketing materials. And so those steps make the goal actionable.

Gigi Hyland:  Okay. Makes sense. Good. 

Debra Tobin:  In conjunction with developing the goals and objectives, the credit union should also define the acceptable of risk that management is willing to assume to attain the goal and the necessary level of capital to support that risk taking. For instance, if the credit union's goal is to increase membership, to prevent the dilution of net worth they may establish targets on the maximum amount of new share deposits they want to attract and by when. They should also have an established optimal ratio of net worth to assets, given their operational characteristics.

So once the goals and objectives are established, the next step is to implement the plans, and this is where planning is closely tied to due diligence. In implementing the plan, the credit union must ensure its resources, policies, processes, personnel, control systems and communications plans for achieving the goals and objectives, and this is what is meant by due diligence. 

In our example, the credit union would establish a marketing budget and costs that would be associated with the marketing plan would agree with the pro forma marketing costs. They might also need to hire additional personnel to assist with marketing or member relations. And then they would have to consider what products or services would be marketed to the potential new members and when. If they do offer new products and services, the credit union would need to develop policies for those services that are consistent with applicable limitations established by their board and that also comply with applicable laws and regulations. 

Gigi Hyland:  So, Debra, this is a very fluid process, and it's a very -- it's a connected process, for lack of a better word. We heard Dom talk about evaluation of our third party relationships and due diligence, and I think what you're saying in the strategic planning process is that just as much due diligence is required. Because you can put a plan together, but the plan is no good unless you have some system of implementation that involves really all aspects of your credit union. Is that right?

Debra Tobin:  That's absolutely correct, and an assessment of the risk that the board is willing to undertake in order to implement the plan.

Gigi Hyland:  Okay. Great. Good.

Debra Tobin:  The final step in the planning process is evaluation and control. A good performance measurement system should include a method to measure, monitor and report results, as well as make any changes that are necessary. And so as you can see from the slide there's a feedback loop from evaluation and control back to goals and objectives. And this loop demonstrates that in the course of monitoring and measuring progress, information may come to light which results in the need for you to adjust your goals, your strategies or the means by which you will achieve those goals.

So in our example, the credit union would be monitoring the increase in new members and the increase in share deposits. And if, for instance, the membership and share growth are higher than estimated and the net worth ratio is declining too rapidly, the credit union may choose to limit their marketing efforts accordingly. Conversely, if the membership and share growth are lower than expected, the credit union may strengthen their marketing efforts.

Gigi Hyland:  So, again, the plan, really, is meant to be flexible, it's meant to be nimble, so that the credit union shouldn't think of it as a static thing that you put away and never look at again, just like policies and procedures. They have to look at it. They have to massage it. They have to make sure that it fits with what actually is going on in their environment.

Debra Tobin:  That's very true. And check the assumptions that they made when they originally developed the plan, and if those conditions have changed, then it might -- change might become necessary.

Gigi Hyland:  Exactly. Okay. Let's poll the audience one last time to see how often the performance results are monitored and the goals and objectives are evaluated by you at your particular credit union. And you should see a popup question with a poll question, which is, how often does your credit union monitor and evaluate the goals and objectives? And there are four choices here. The first choice is that you monitor your performance results on a monthly basis. Letter B is that you monitor your performance results quarterly. C is that performance results are monitored annually. And D, performance results are not monitored. So pick one of those four choices, submit your answer, and, again, we'll look at the results in just a few minutes.

Do you want to talk a little bit about performance measurement again, Debra, and go into that?

Debra Tobin:  I sure will. Okay. Thank you. One of the most difficult areas in strategic planning is defining success and how to measure it. So we noted earlier that for some small credit unions, the written business plan may be limited to measurable net worth and earnings goals. And these are the traditional measures of success.

NCUA issued Letter to Federal Credit Unions 06-FCU-04 to provide federal credit unions with guidance that examiners will use when they're evaluating earnings in the future. The essence of this guidance is that each credit union's earnings levels must be evaluated relative to their net worth needs, to the financial and operational risk exposures, the current economic environment and the institution's strategic plans. The conclusion states, "It is incumbent on credit unions to proactively develop and document sound strategic plans. These plans need to articulate the balance the officials of the credit union are seeking in terms of net worth levels and actions affecting earnings to achieve the mission of the credit union in both the short and long term."

So listed on the slide here are the steps that make up a good performance measurement system. They include defining the parameters to be measured, establishing target values, performing the measurements, comparing them to the predefined standards and then making any changes that are necessary.

Gigi Hyland:  All right. Let's look at the results of our final poll. And, again, I think all of you are still awake, because we've got lots of answers here. I'm going to push those results to you. Again, the question was, how often does your credit union monitor and evaluate goals and objectives? It looks like about 44.7% of you do that on a monthly basis. It looks like about 33% of you do that on a quarterly basis. About 17% of you do it annually, and then about 4% do not monitor your results. So it's good to know, good information in terms of what your colleagues do and how often traditionally you all monitor your performance results.

Do you want to wrap up?

Debra Tobin:  Okay. Well, performance results should be documented in management reports and reviewed by the board of directors on a regular basis. The frequency in which your credit union prepares and reviews management reports will vary in accordance with the size and complexity of your credit union, as our results indicate. However, they are generally prepared on a monthly basis. Larger, more complex credit unions may also conduct special quarterly board meetings at which the entire business plan is reviewed, discussed and modified as appropriate.

Gigi Hyland:  Okay. Great. 

Debra Tobin:  So the next two slides contain some key concepts I hope you'll take away from this presentation and use in your planning process. These are the things I would like you to remember. An inadequate planning process could result in material losses to the credit union's earnings or net worth. The planning documents include a strategic plan, a business plan and a budget, but they will vary in complexity with the size and complexity of your credit union. The planning process is as important as the planning documents, and it's best if the process is conducted by a planning team. 

A clear mission and vision sets the foundation for developing your strategic plan. The SWOT analysis, which is looking at your strengths, weaknesses, opportunities and threats, provides valuable information about existing and emerging risks. When developing goals and objectives, you should define the acceptable level of risk that management will assume to attain them and use due diligence in implementing the plans. Performance measurement should include a method to measure, monitor and report results, as well as make any changes that are necessary. 

Gigi Hyland:  That's great. Thank you, Debra. And we've concluded our presentation. We've summarized the third party relationships and the benefits and risks and risk mitigation strategies accorded to that particular topic, and we've also talked about the benefits and possible planning process and model for strategic planning.

And now you've been waiting there patiently for a while, and I know you've been typing in your questions madly throughout the presentation. You certainly still have time to do so. We're going to take the last 40 minutes of our time to try to address as many questions as we can. Like I said, we do have a limited amount of time, but one thing I want to let you know is that if we don't answer your particular question, what we will do at the end of the webinar and over the next week or two is to take a look at all of the questions that we receive to try to align them as much as we can in terms of seeing how many of them are similar, and then we will answer those questions in an FAQ that we'll submit with the archived webinar, which should be posted probably in about a month or so, and I'll remind you of that at the end.

You will hear a deep, disembodied voice to my right. That is my senior policy advisor, Gary Kohn, who has been monitoring the questions, along with Joy Lee, of our Office of Examination and Insurance. And, Gary, I know you are ready to ask us questions. So ask away.

Gary Kohn:  I feel like Ichabod Crane and the Headless Horseman, being disembodied.

Gigi Hyland:  There you go.

Gary Kohn:  I just want to let you know that there are a lot of questions, and they will be asked in random order, with the exception of the first question for you, Board Member Hyland.

Gigi Hyland:  Yes, sir.

Gary Kohn:  Why have these two issues arisen to such high profile all of a sudden for the NCUA?

Gigi Hyland:  You know, I think these issues have actually been fairly high profile for a while, but what has suddenly spurred a refocusing on these issues? Number one, on the evaluation of third party relationships, and certainly Dom can chime in if he'd like, we just issued a Letter to Credit Unions at the end of last year that really was a letter, originally a Supervisory Letter, to our examiners, to talk about how do you evaluate from an umbrella standpoint the third party relationships that credit unions have? We had issued over the years several Letters to Credit Unions or Letters to Federal Credit Unions offering guidance on specific relationships, whether it be IT vendors or whether it be indirect auto lending. Those -- that type of guidance was great, but it didn't give a bigger framework for what do credit unions and what do our examiners need to think about in the total picture of evaluating third party relationships. 

So knowing that's a focus, we thought that would be one of the good key issues to talk about today. And very bluntly to you, we're seeing in the field more issues with credit unions on the due diligence that they don't exercise in evaluating third party relationships. Centrix certainly was one example, but we're even seeing issues where credit unions in a very tight environment, granted, where they're really struggling to make income, are trying to get that income and not doing the necessary due diligence before they contract with a vendor. And that has to change in order to make sure that the credit unions and their members are protected.

And so the timeliness of this topic really arises because we've issued the Letter to Credit Unions, because in the field we're seeing more issues where credit unions aren't taking the time to do the necessary due diligence, and we know that down the pike in 2008, 2009 our examiners are really going to be looking closely at this issue.

In terms of strategic planning, sort of the same thing. We've just issued a Letter to Credit Unions at the end of last year that talked about elimination of the CAMEL matrix. And Debra did a good job outlining why that -- why it was good to eliminate that, because it was a backward-looking measurement of how credit unions are doing, and therefore how it raises the level of importance in strategic risk as one of the seven risk areas that our examiners focus on.

We all recognize that the environment is changing dramatically. It's changing every day in the financial services industry, not only with the subprime housing crisis but obviously with the general economics that we're going through. Credit unions need to be very, very vigilant in looking forward and making sure that the plans, their operations, the products and services are all responsive to their particular field of membership. And, again, Debra laid out some good ideas in terms of a planning process, a planning model that credit unions can follow. 

So that's the why of why we've covered these two particular topics today.

Thank you, Gary.

Gary Kohn:  Thank you. Next question, are lenders that we purchase loans from covered under third party relationships, specifically for member business loans?

Gigi Hyland:  I think that question is for you, Dom.

Dom Nigro:  Yes. The short answer for that question is yes, they are covered under the evaluating third party relationships letter that went out. You need to utilize, or credit unions need to utilize the same concepts that I talked about throughout my presentation to evaluate their third party relationships. And, again, that goes back to having a proper planning process and risk assessment process in place, making sure that you're performing an appropriate due diligence review of the particular vendor, not only at the time when you enter into the contract with the vendor, but there should also be some sort of an ongoing due diligence process which incorporates some of the items that I touched on in my -- in that part of my presentation.

And lastly, then, and probably one of the more important aspects is making sure that you measure, monitor and control the risk that's associated with that particular relationship. If you don't do the monitoring and implement sufficient controls, that's not going to give the officials the opportunity to identify if concerns are arising and also to make changes to the relationship that they have with that particular vendor. So it's very important that when we're looking at that type of relationship, that type of vending relationship, that you look at all the aspects of, or you address all the aspects of the elements of an effective program.

Gary Kohn:  Dom, are the examiners looking for current third party vendors to be re-reviewed for current risk assessment, or are they only looking for the review of upcoming vendor changes?

Dom Nigro:  Well, I think that the -- when we talked about third party vendors, I think the credit unions need to separate their policy into two facets. The first facet needs to address new vendors which the credit union is going to be entering into a relationship with. And there are specific items which are contained in the Supervisory Letter which came out which would -- which should be addressed when you're looking at securing the services of a new third party relationship. 

And then there also should be another facet to the policy and procedure manual which discusses the ongoing relationships that you've had and what type of a process that you're going to put in place to review those particular vendors. That doesn't necessarily mean that you need to do a risk assessment for an existing vendor that you've used for a number of years. It could -- you might need to do a risk assessment if there have been changes with that particular vendor, but it doesn't necessarily mean that you need to do a risk assessment.

So when we issued the Supervisory Letter and the Letter to Credit Unions, we really are urging credit unions that their policy should be flexible so that it addresses what it needs to address in the review process, the due diligence process and the monitoring and control process.

Gary Kohn:  Thank you, Dom. Debra, several readers would like to know how often should a credit union have a strategic planning session?

Debra Tobin:  That's a good question. A strategic planning session, how often? Generally annually they should have a session to actually reevaluate their goals and objectives and decide how -- in what strategic direction they would like to take the credit union. The strategic plan is going to cover a three to five-year period, so each -- annually they could update the three to five-year strategic plan. But in addition to that they would be monitoring more on a regular basis the performance of the credit union and the assumptions that they've made and update that plan on a more regular basis.

Gary Kohn:  Several of our readers have referred, or listeners have referred to some of the mentions of the CAMEL matrix and would like to know if that's already been eliminated or whether it's in the process of being eliminated.

Debra Tobin:  The CAMEL matrix as a tool for the examiners to assign CAMEL ratings is being eliminated effective for exams that are effective 12/31/07 and forward. So it has already been put into place that the CAMEL matrix is eliminated for those and might not impact a credit union based upon the risk-based scheduling of examinations for another 18 months, depending on when their credit union has been examined. If it's just recently been examined, then you won't see the impact of that until your next examination, which could potentially be 18 months forward.

Gary Kohn:  Thank you. Dom, does the NCUA have a list of third party vendors that it recommends or does not recommend?

Dom Nigro:  NCUA does not have a list of third party vendors that they recommend or not recommend. It's really the responsibility of the credit union and the credit union's officials and management to determine what vendor they want to utilize and perform an appropriate assessment of that particular vendor utilizing the items that I've discussed in my presentation.

Gigi Hyland:  And, of course, credit unions probably don't want to hear that answer, because life is a lot easier if we as an agency could just say, "Here's who you should use and here's who you shouldn't use." But, again, go back to that example I gave you, that fairly silly example of the Maserati and the really cool minivan that you need. Do you really want your regulatory agency, your federal regulatory agency, telling you who you can use as a vendor, who you should use as a vendor and who you shouldn't use as a vendor? I think the answer's probably going to be a resounding no. Why? Because it's your credit union, it's your field of membership. Your board has a vision for where you want to go, and you should want to have the flexibility to decide what's the appropriate vendor for my particular circumstances?

What does that mean, though, at examination time? It certainly means that our examiners are going to be looking to see what type of due diligence you've conducted in contracting with that vendor and how that vendor fits into your business plan, fits into your strategic plan, how you're monitoring that vendor and how you are making the necessary changes as you gain more experience with that vendor.

Gary Kohn:  Board Member Hyland, several of our viewers want to know where they can buy that Maserati. No, just kidding. For Debra, what is the -- what are the NCUA examiners looking for in a business plan?

Debra Tobin:  Well, NCUA examiners are looking that the credit union has done an assessment of their external operating environment and their strengths and weaknesses and determined their member needs and what they would like to deliver as far as products and services to their members, and that they've done an assessment of the risk of delivering those services and have done their proper due diligence in implementing any of the products or services that they've decided to offer to their members. So I think in my presentation I went through all of the areas of a good business planning model and process, and so examiners will be using that as a guide when looking at business plans.

Gary Kohn:  In one of your previous answers, Debra, you mentioned a three to five-year strategic plan. The question is whether that should be for a static period of time or on a rolling time frame.

Debra Tobin:  That should be on a rolling time frame. So when you develop that strategic plan you'll be looking out three to five years, and then the next year you look at it again for another rolling three to five years.

Gary Kohn:  There are several more questions here regarding the CAMEL rating. One is whether -- if the CAMEL rating has already been eliminated, how is it now determined which credit unions will get examined annually versus 18 months?

Debra Tobin:  Well, the CAMEL rating itself is not eliminated. NCUA is still using CAMEL as a tool in order to determine the resources that we need to properly supervise credit unions and do examinations. So we're not eliminating the CAMEL rating system. We're simply eliminating the ratio of performance ratios -- the matrix of performance ratios that we use to assess three areas of CAMEL, which was capital, asset quality and earnings.

Gary Kohn:  Dom, when is the deadline for written policy and procedures for third party vendors?

Dom Nigro:  Well, the deadline for constructing written policies and procedures for third party vendors should be when you're considering entering into a contract with a vendor. I think that that would be an appropriate time. You want to make sure that at the time that you offer the service, at the point in time when you offer the services to your members that you have at least your first draft or first approved policy and procedure in place, so that it provides guidance to management and to staff which is going to be doing the day-to-day operations for that particular service. So a policy and procedure manual should be something that is completed by the board of directors fairly early in the process of providing that particular service to your members.

Gigi Hyland:  Again, just to use that stupid analogy between the minivan and the Maserati, okay, you've bought the minivan. You have four kids, and you have the two Great Danes. What are your policies and procedures about how much sticky, gooey candy that your kids can bring into your nice, brand new minivan? Are you going to allow them to drink milkshakes? What are you going to allow in terms of the rules to preserve the quality of that particular minivan? Another way, again, silly example of how to use it, or how to draw the analogy, but once that contract is signed and you know you're going to go forward with a product or service, as Dom said, that's the time to put in place your policies and procedures that help your staff understand how is this actually going to work in practice and who's going to do what?

Gary Kohn:  Dom, sticking with you, do credit unions need to have a separate policy for vendor due diligence or can it be included in their security policy and program?

Dom Nigro:  Well, NCUA doesn't say that you need to have a separate policy for vendor due diligence. It may be the most -- the best way to proceed, because of the fact that sometimes when you include a policy within another policy, it doesn't provide the benefits that we talked about throughout the presentation. So there is no mandate by NCUA to say that you should have a standalone vendor due diligence or vendor third party relationship policy, but it probably would be a very good idea to have a standalone policy for that particular part of your operation.

Gary Kohn:  Thank you. Debra, there are several questions along the following line. Suppose we do not align with NCUA's thoughts on strategic planning. Who is right? If we are successful, are you still going to mandate we do it NCUA's way?

Debra Tobin:  Well, I offered a planning process and model example here today that is going to vary with the size and complexity of the credit union, and we recognize that. So as long as the credit union is -- has a sound process in place for strategic planning and is taking an acceptable level of risk in implementing the products and services that it offers to its members, then that should be suitable.

Gary Kohn:  So given that, does NCUA have sample strategic and business plans available?

Debra Tobin:  NCUA -- I know the economic development specialist in NCUA's Office of Small Credit Union Initiatives does have sample strategic and business plans available for small credit unions. If a credit union would like a sample, they could contact their examiner, and their examiner could then contact an EDS and provide a sample, but it still would be, just as Dom was talking about earlier, it would be a starting point -- when he was talking about policies -- it would be a starting point for a credit union to have the pieces, but the evaluation of each piece is going to be tailored to the specific credit union and its operational conditions.

Gigi Hyland:  I think what's hard is when -- you know, the rubber hits the road when the examiner comes in and evaluates your particular strategic plan. And I think the short answer of can you have a different strategic plan and model than what Debra outlined, the answer is clearly yes to that. The caveat, or the but, if you will, is have you justified the way your strategic planning model goes, and have you justified all of the risk considerations, all of the strengths, weaknesses, opportunities and threats, in whatever terminology you use, even if you don't use that terminology, to really convince the examiner and have a good dialogue with the examiner that you understand your membership, you understand where your board wants to go from a strategic standpoint, and that you've laid out the groundwork to be able to achieve that, and that you also have the flexibility to monitor it, to measure it and to change it as it goes along? So does it have to look exactly like the slides that you have in front of us? The answer is no, but you need to be able to support and justify how you are doing your particular strategic plan, even if it's different from what we've laid out here today.

Gary Kohn:  Dom, one of our listeners suggests that the third party evaluation process appears to eliminate or minimize any relationship with a new or startup company. The inability to use new or startup companies will stifle new services or creativity in delivering new products. So, specifically, will NCUA and field examiners be penalizing credit unions in terms of risk assessment when using new or startup companies?

Gigi Hyland:  Good question.

Dom Nigro:  Yes, it is. The NCUA will not be penalizing the credit unions for using new or new startup companies. And the Letter to Credit Unions and the Supervisory Letter which is attached to the Letter to Credit Unions doesn't -- it wasn't put in place to stifle any use of any new company. What the Letter and the Supervisory Letter was put in place to address is to inform credit unions or to remind credit unions, I should say, that there's a process that they need to go through when they are evaluating the third party relationship that they are going to enter into. 

If they enter into a relationship with a new or startup company, if they go through this process, it may result in them still utilizing that particular vendor, but it may also result in them implementing other types of controls or monitoring processes or some other aspect to enhance the overall relationship and reduce the risk that's associated with them using a new or startup company. So, no, we're not trying to discourage credit unions from utilizing new or startup companies or even to implement new services that technology may provide in the future. So that's not the intent of the Letter. The intent of the Letter is to inform credit unions that there is a process that they should go through to evaluate the use of a third party vendor. 

Gary Kohn:  Dom, what about the opposite example? What's a credit union to do about taking a look back for existing vendors that they have a longstanding, established relationship with? And if so, how far back? As credit unions, we count on our local, state and national associations to bring third party vendors to their credit unions. Will they be required to meet due diligence requirements?

Dom Nigro:  Well, credit unions need to have some sort of a due diligence process in place for the existing vendors that they have. As I stated before, that doesn't necessarily mean that they need to do a risk assessment for each particular vendor that they're utilizing or have utilized or continue to utilize. It doesn't necessarily mean that they need to make any major changes to their planning practices or their strategic plan. They may already have those in there, and they may be sufficient. 

But what credit unions do need to do for their existing vendors -- and I see this a lot when I'm out in the field performing the examinations -- is they need to start a process where they actually construct a list of the vendors that they're utilizing, and then maybe establishing which vendors are critical vendors, which vendors -- and I'll just use some categories -- are essential vendors or noncritical vendors, and then establishing what the review requirements for those particular vendors based on the criticality of the relationship that they have and the type of relationship that they have. 

So we're not really looking for credit unions to go back and go through the whole process if it's not necessary. If it is necessary, then, yes, you should be doing that. But there should be a process in place to perform a due diligence review and also a process in place to monitor, measure and control the relationship.

Gary Kohn:  So a further question, then, on the timing, Dom. When establishing a third party relationship, does the NCUA suggest that the risk assessment be completed prior to researching available vendors or after a vendor has been selected?

Dom Nigro:  I think the answer to that is both. Okay? And I'll elaborate on that. First of all, you need to perform a risk assessment on the type of service that you want to provide before you determine the vendor that you're going to utilize to provide that particular service. Performing a risk assessment on the service that you're considering can give you an indication of where -- and going back to some of the terminology that Debra used -- the strengths and weaknesses are that you need to identify with that particular service.

Then after you have performed that particular assessment of risk, I think then when you start looking at which vendors you're going to be utilizing, you need to determine the risk that's associated with using that particular vendor. So I think that really and truthfully credit unions need to perform an assessment of the service prior to determining whether it's an appropriate service for them to offer to their members, and then performing an assessment of the vendor that they're considering utilizing to provide that service.

Gary Kohn:  Great. Debra, we have a couple of questions here for you. Will examiners be looking for a written strategic and business plan?

Debra Tobin:  Yes, examiners will be looking for a written strategic and business plan. It could be that the strategic and business plan are combined into one document for some credit unions, and like I was saying earlier, some smaller credit unions, their business plan may not be as sophisticated. It may have some net worth and earnings goals and projections. But in some form examiners will be looking for a written business plan.

Gary Kohn:  In coming up with these plans, do supervisory committee members participate in the planning sessions?

Debra Tobin:  I think that would vary -- whether or not supervisory committee members would participate in the planning sessions would vary from credit union to credit union. I think the supervisory committee members could have a valuable perspective for the planning team to consider when developing their goals and objectives, but not all credit unions will have the supervisory committee participate in that session.

Gary Kohn:  Okay. Dom, we still have some questions about timing with respect to risk assessments and vendors. What if the credit union has never done a risk assessment with their current vendors?

Dom Nigro:  Well, I'll go back to the answer that I gave before when this question was posed. If you're utilizing a vendor, if you've been utilizing a vendor for a long period of time, and the relationship doesn't warrant you performing a risk assessment, NCUA isn't going to sit here and say to you that you need to perform a risk assessment for that particular vendor. But in some instances it may be appropriate for you to perform a risk assessment.

Gigi Hyland:  It really depends on the criticality of the vendor, I think, and it depends on have you looked at or measured or monitored recently what you contracted for versus what you're getting? So it's really back to that contract issue of what does the contract say, and in practice is that what is actually happening with your product or service? If the answer is they look very different, then it's probably time to circle back and do a risk assessment of where are you in this product or service. 

And it may not be, "Oh, my gosh, I want to get out of the product or service." It may be, "We certainly want to continue it, but we want to improve it, or we want to make tweaks to it." And that's really part of what we're trying to focus on here in the Letter to Credit Unions is, are you looking back to make sure that what you contracted for, what you bargained for, is actually what you're getting, and if it's not, making sure that you make the necessary tweaks so that what you have on paper in policy and procedures and in contract really align with the practice of the product or service that you want. 

Dom Nigro:  You know, Ms. Hyland, I was also thinking that maybe an example of when a credit union needs to perform a risk assessment of a vendor which they have utilized for a long period of time -- and I'll just use this example -- is, you've been utilizing a data processing vendor for a significant period of time. Never have any problems. They provide you with a good level of service. The services they provide are in compliance with the contract provisions that you have. But the service provider has a breach of information. And this is, for example, a service bureau type of environment. 

That type of circumstances may require you -- in fact, I would think it would require you -- to perform a risk assessment of that vendor. Okay? Because now the circumstances surrounding that particular -- the use of that particular vendor have changed. And that is a significant factor which could affect the operation, reputation and so forth of that particular credit union. So I think maybe in giving an example such as that that that can drive home what we're looking for when we're talking about should you do a risk assessment of an existing vendor or not?

Gigi Hyland:  Good example. Yes, that's excellent.

Gary Kohn:  Dom, is there a specific AIRES questionnaire regarding third party relationships, or is this area covered by multiple questionnaires?

Dom Nigro:  There are multiple questionnaires contained within AIRES which address the relationship with third party vendors. Some of them are in what we call the AIRES Questionnaire XLS Workbook. There also is one in the AIRES IT Questionnaire Workbook, which is a due diligence review. And that one is primarily used for DP vendors. But there are a lot of aspects of that particular questionnaire which would provide benefit for other types of relationships besides data processing relationships. At this point in time we also are looking at constructing a new questionnaire to put in AIRES to assist credit unions and examiners in the evaluation of third party relationships which credit unions will enter into. We haven't put a date on when that particular questionnaire is going to come out, but at this point in time we're looking at that, because we do want to provide some additional assistance to credit unions and to our examiners in that evaluation process. 

Gary Kohn:  Debra, what other resources are available for small and low-income designated credit unions to find out more information on today's topics?

Debra Tobin:  Well, for small and low-income designated credit unions, as I mentioned earlier, the Office of Small Credit Union Initiatives does offer economic development specialists, who assist credit unions in training and facilitation for not only planning but other topics, as well. But in addition to that, NCUA is sponsoring 20 national workshops in 2008, and on the agenda for those workshops, due diligence is one of the primary topics. And also we'll be talking about the elimination of the CAMEL matrix and changes that are going to be upcoming to the 5300 Call Report. 

Gigi Hyland:  Those conferences are free --

Debra Tobin:  They are free.

Gigi Hyland:  -- as I recall, and anybody can go. It doesn't have to be necessarily just small low-income credit unions. Is that correct? Can anybody attend?

Debra Tobin:  That's correct. They're generally targeted to the smaller credit unions, less than $50 million.

Gigi Hyland:  Right. But anyone would -- we would accept anyone to attend. And the locations and the dates are located on NCUA's website under the credit union development area.

Gary Kohn:  And you mentioned, Debra, that you could request the services of an EDS through the region. Is that the only or best method of doing that, or are there other ways to do so?

Debra Tobin:  Yes, the best method to request that type of service would be to talk to your examiner and have a discussion with the examiner, just see if the examiner thinks that that's a good suggestion as well, and it would go through the region. In the case of a state-chartered credit union, you could talk to your state supervisory authority.

Gary Kohn:  Okay. There have been several questions regarding vendor due diligence with respect to specific types of vendors -- for example, those that offer courtesy pay or printing. And the question is whether there are different requirements for different types of vendors or if you pretty much go through the same process for each one, regardless?

Dom Nigro:  As I stated before, I think that the evaluation process needs to have some flexibility in it. We don't expect credit unions to go through the entire process for every vendor that they are utilizing. And I'll give an example of the process that you would go through for a critical vendor, whether it's a new vendor that you're considering or an existing vendor that you have, should be different than the process that you would go through for a noncritical vendor, an evaluation process that you should go through for a noncritical vendor. 

So we really are saying, yes, you should go through some process when you're looking at evaluating a third party relationship, but the process that you should go through should be flexible enough that it addresses the type of relationship that you have, the critical nature of the relationship that you have, and then it should use the components which are contained in the Letter to Credit Unions and the Supervisory Letter which are appropriate for that particular type of vendor that you are considering or are using.

Gary Kohn:  Debra, if a credit union has already completed its business planning session and strategic plan, will they need to complete another one before their 2008 exam to include the new requirements?

Debra Tobin:  Well, there are no new requirements. So the strategic and business planning process should be an ongoing process and hopefully would contain actionable and measurable goals that you would want to -- the credit union is targeting for a particular monthly basis or a quarterly basis. And so they would be reviewing that to determine whether or not they've met those performance measurements and then updating that plan as necessary, depending on how conditions have changed.

Gigi Hyland:  I think that's a good point to underscore, that the sample model and process that Debra went through is not a new requirement, necessarily, it's not a new regulation, if you will. It's an example that you as credit unions can utilize to either assist or further refine your own current strategic planning model and process. So if you've just conducted in December your strategic planning session with your board and senior management, we're not saying you need to now get them all together in February because your exam's coming up in April. 

What is good is to review what you've done and look at that in the context of the suggestions that Debra has made and some of the ideas that you know examiners might be looking at, and then have a good dialogue with your examiner on the strengths of your strategic planning process and what is working in your strategic planning process. And hopefully that's an open dialogue so that you can exchange information in that context.

Debra Tobin:  Yes, that's very good.

Gary Kohn:  Dom, does a credit union need a separate policy for each outsourced product or service, or can it have a generic policy?

Dom Nigro:  That's a pretty tough question. It all depends on -- I'll start out by saying it all depends on the credit union and how their policies are structured. But I would think that a credit union could have a generic policy which addresses some of the review process that should be utilized for that third party vendor. But then it also may want to have some other policies which are specific to I'll say a bucket of different types of services which may have similarities for that particular -- for those particular third party vendors. 

So that's a really tough question to answer, but I think that I'll go back to my original statement where you really need to try to tailor the policy so that there is flexibility in it, because we understand that every third party relationship that you enter into is -- there's going to be some similarities, but there also are going to be differences, just because of the type of service that is being provided and the vendor that you're utilizing, just to name a couple of things. So, again, I'll go back to we want it to be flexible but we want it to be a usable document that the credit union -- that provides value to the credit union's management and staff.

Gigi Hyland:  Gary, I think we have time for just one more question, then we'll wrap up.

Gary Kohn:  And our last question is one that has been asked by a few, wondering what size credit union is considered to be a small credit union?

Debra Tobin:  Well, it's currently defined as -- from the Office of Small Credit Union Initiatives -- less than $10 million in assets, but some regional offices, when they're employing resources toward small credit unions, they define it as less than $50 million in assets. So it's a variable number that hasn't really been set in stone.

Gigi Hyland:  And I think NCUA from a policy perspective is looking at that, recognizing that some of the challenges that credit unions between $10 million and $50 million are facing echo one another, so do we need to be thinking about changing the definition or our understanding of what a small credit union is to really raise the asset level size? So it's an issue for discussion. It's a good question, a very timely question.

Debra Tobin:  Yes. Thank you.

Gigi Hyland:  With that, my thanks to Gary and to Joy for looking at the questions and processing them, and certainly my sincere thanks to Dom and to Debra for sharing their expertise with me and with you today in the audience.

Just to let you know what's going to happen from here on out, we actually are going to archive this webinar. So if you want to see this again, if you want to subject yourself to that, or if you want to subject some of your colleagues to this webinar again, we actually are going to archive this webinar, and it should be ready in about a month's time. And you will see a media release from my office announcing when it's available for viewing again and where you can find the archive on our website.

In addition, as I indicated, we probably have a lot of questions that we didn't answer today, and what we're going to do is sift through the questions and find as many as we can that are similar and that align with one another and then put together a Frequently Asked Questions, an FAQ, for you, that we'll post at the same time that we archive the webinar to try to address some of your questions and concern in as timely a fashion as we can.

Obviously, one resource that is always available to you is your exam staff and your regional office staff. If you have additional questions once you think about this particular webinar and have a chance to look at the resources we've provided to you, don't hesitate to call them and to have a dialogue on your specific issues.

We thank you for your participation today and wish you a good afternoon. Thank you.

