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In many countries, credit unions were originaly chartered and registered under generd
cooperative laws as were cooperatives of dl types. Over time credit unions have
expanded the indruments they use for attracting funds and have become true savings and
loan organizations, offering their dients Smilar savings choices to those found in more
formd financid indtitutions. Because of these changes and enhancements to member
sarvice, credit unions should be licensed by an agency or body that is dedicated solely to
financid inditutions and the credit unions should be regulated and supervised in asmilar
fashion as other formd financid indtitutions are.

Changes at the Supervisory Authority L evel — Where credit unions are to be formaly
regulated, the responghility is normaly given to the existing banking regulatory agency
asuming:
it has digplayed reasonable competency in supervising banking inditutions;
the examiners chosen to provide credit union supervison will be adequately trained in
credit union operations and supervision techniques, and
credit unions would receive the supervisory attention needed even though they are
gmaller in asset Sze and therefore pose less systemic risk than banks.

Keeping banking and credit union supervision together in one inditution facilitates a
congstent regulatory gpproach to and treatment of different types of supervised financid
inditutions. 1t may a the same time be efficient and in the best interest of the credit
unions to create a specidized credit union department within the overal regulatory
agency. Credit unions have a unique ownership and governance structure and other
specia characteristics that set them apart from other financid indtitutions.

Changesto Existing L egidation or Regulation — In order to designate a regulatory
authority as the regulator and supervisor of certain qualifying credit unions, the existing
law or regulaion usudly will have to be changed. In making changesto the existing
regulatory framework, or drafting new legidation and regulation, the following issues
should be considered:
Clear designation of those inditutions that will be regul ated;
Egtablishment of the requirements to be met in order to receive alicense to operate as
an open credit union;
The grengthening of credit unions both financidly and operationdly; and
Establishment of whom will regulate the ingtitutions and how they will be regulated.

In order to achieve the aforementioned, the new legidation or regulations should:
Most importantly, establish a capital adequacy requirement that should be met prior
to gpplying for alicense from the regulatory authority and outline how this capitd
requirement isto be met. The capital requirement is best expressed as a percentage of
assets. The regulation might establish only one capita requirement or etablish
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scaed indtitutiona capital requirements based on the risk associated with the products
and sarvices offered by the credit union. The amount of required indtitutiond capital
should be sufficient to ensure that the credit union has the resources it needs to
operate in an efficient manner given the sarvices it offers, its expected volume of
business, the associated operating and infrastructure costs, and working capital needs.
Designate ownership shares as non-leveragegble equity, not inditutiona capitd, and
establish limits on withdrawal.
Require that dl credit unions, prior to goplying for licensing, have fully funded their
alowances for investment, loan, and other asset losses for al potentia losses.
Egtablish minimum liquidity standards to diminish the possibility of the credit union
not being able to meet member savings withdrawa requests.
Limit the investment that can be made in fixed or non-earning assets.
Require that standardized accounting be used to provide for transparent reporting.
Require an externa audit be performed, prior to gpplying for alicense, and dtipulate
that the credit union should receive an unqudified or “clean” opinion to be
consdered for licensing.
Establish minimum education and professiond requirements for dl officias and the
generd manager.
Establish drict conflict of interest and ingder dedling regulations that state what
conditutes a conflict of interest and limits activities and dedling of officids and
management to those that are beyond reproach or question.
Allow credit unions to merge in order to meet the quaificationsfor licenang asan
open credit union.
Allow the regulatory authority:
to draft mode bylaws that will asss credit unionsin adapting their bylaws
quickly and with the least margin of error; or
to require changes to existing bylaws, policies and procedures within credit
unions registering for an open credit union license.
Grant the regulatory authority the necessary powers to effectively supervise, regulate,
and compe indtitutions to comply with any sanctions or adminigrative actions issued.

If, after changesin the regulatory framework are completed, there is more than one body
regulating credit unions, emphasis should be placed on ensuring that the different
supervisng and/or chartering bodies work in harmony as much as possible when drafting
and enforcing regulations and monitoring management and credit union operations.

Required Documentation for Chartering — Required documentation for alicenang
goplication will vary from country to country, however, the following written
documentation should be requested:
Completed application for licenang as provided by the regulatory body thet usudly
indudes the following information:
the name and location of the credit union;
the field of membership;
the total amount of indtitutiond capitd;
the total amount of ownership shares,
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the names, positions, and number of officids that make up the board, credit and
supervisory committees; and
the products and services offered, including a breakdown of the loan portfolio as
to collaterd type and loan purpose that should aso include the total oan amount
and number of loans for each collateral type and loan purpose.
Proposed bylaws that contain any required changes or adaptations as prescribed by
the regulator;
Resumes or educationd and employment information for the members of the board,
credit and supervisory committees, and the general manager;
Organizationd chart detailing the positions within the credit union and the individuas
thet fill the pogtions,
Credit, collections, capitd accumulation, investment, and personnd poalicies; and
A 2-3 year business plan.

M eeting Requirements of the New Regulatory Framework — Non-regulated
indtitutions can not be expected to comply immediately with al aspects of the law,
bylaws, and rules and regulations. Because the supervisory authority generaly hasmuch
more stringent requirements than the original cooperative chartering agency, the open
credit unions should be given adequate time to comply with the new requirements and
standards to dlow for changes in operations, financia structure, procedures, policies and
accounting. This process of bringing credit unions into line with the regulatory
framework so they can engage in financid intermediation has four stages.

>

Stage One— Information and ingtructions should be given to the credit unionsto
assig the officids, members, and daily management in deciding whether to operate as
an open or closed credit union. The information should include the necessary
documentation to be submitted, the qualifications that must be met in order to be
registered as an open credit union, and the time frame in which the indtitutions have
to comply. Credit unions should be required to declare in writing, to the appropriate
authorities, if they intend to function as an open or closed indtitution

Stage Two — Involves the receipt and evaluation of the information provided by those
credit unions applying to be registered as open credit unions. Upon evauating al of
the requests, the regulator should prioritize the digible indtitutions that have met dl

the requirements by asset 9ze, membership Size, degree of financia intermediation
with a broader-based community oriented group, and overal indtitutiond risk.

Stage Three- Upon prioritizing the credit unions as previoudy mentioned, the
regulator should perform an on-ste examination to evaluate the safety, soundness,
and inditutiond preparedness for the licensing change. The objectives of this
examination are Smilar to thet of an annua examination:
- evduae the credit union’sfinancid soundness,

gppraise the quality of management;

develop plans with officids to correct problems; and

determine the degree of risk to the credit union system as awhole and to the

insurance fund, if gpplicable.
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» Stage Four — If the credit union meets al of the requirements for licensing under the
regulatory authority then the license should be granted and the credit union subject to
regulation just as any other formd financia inditution.
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