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changes to the bank’s approach herein. It would be beneficial if the credit union was aware of the

Bank’s rationale or thought processes in the compilation of the consultation paper.

Section 2
Purpose of this consultation

2.1 The Board of BCU notes that the Bank’s reference point is the Bank’s review of investment

regulations introduced on 01.Jan 2016 and that the CP 109 addresses these matters.

2.2

The Board notes that the bank has performed a Risk Impact Analysis that assesses the likely impact of
the proposed changes. BCU has also, with the assistance of its Investment Advisors (Davy) performed

such an analysis. The results of same are included within this response to the CP 109.
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Section 4
Potential Additional Investment Classes
The CB proposes to allow credit unions to invest in an additional limited number of investment classes:

e Bonds issued by Supranational Entities;
e Corporate Bonds

e [nvestments in Tier 3 Approved Housing Bodies (AHBs).

All of the investments are tied to being a % the credit unions reserves and as such the value of the
investments allowed due to the restriction based on capital reserves would probably leave the new

investments proposed unworthy of consideration.

Restricting investments in housing bodies to Approve Housing Bodies (AHBs) with more than 300 units
implies that credit unions will be unable to invest in new housing bodies being developed — when there
is an absolute need for social housing. Restricting the investment to established AHBs with more than

300 units is counterproductive.
In reply to questions

1) the restricted investment classes set out in the 2016 Regulations represented the greatest

challenge to BCU’s investment strategy.
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Irish and EEA State Securities, Bank Bonds, Supranational Bonds and Corporate Bonds) should be

related by % of the total credit union investments which is consistent with the 2016 Regulations.

4.2 Corporate Bonds

The restoration of corporate bonds is welcome. They were available as an investment possibility in
the past (pre 2016). BCU notes that the Bank refers to an absence of expertise within credit unions
for such investments. This begs the question of course how do you get informed or become expert
except by participating in the activities of a bond portfolio. In addition it should be possible to
charge an investment manager with managing a Corporate Portfolio in a centralised fund for credit
unions.

In reply to questions

7) Including corporate bonds in the investment portfolio at this time is of little value due to the
poor returns (currently) on “A” rated bonds. However this may change.

8) Again tying the % of such investments to the reserves is regressive.

4.3 Investments in Approved Housing Bodies

The inclusion of investments in social infrastructure is a welcomed development for credit unions which
seek to use the savings of their members for social good. However what the CB gives with one hand it
takes back with the other. Limiting such investments in AHBs with > 300 units effectively excludes a

great portion of the housing bodies — which could probably use credit unions funds were they available.
In reply to questions

9) This type of investment is most appropriate for credit unions.
10) The most appropriate structure is a Special Purpose Vehicle (SPV).
11) Due to the State’s involvement this type of investment would be more secure than current bank

bonds. In addition the private provider of the funds (70%) has a charge on the properties.
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Section 6 Next Steps

This response is in reply to the Banks invitation to make comment on CP109.

Section 7 Summary
In reply to questions

19) The Bank needs to publish its response to the representations it receives and engage in face to
face interaction with credit union representative bodies and credit union investment advisors

before this consultation is concluded.

Conclusion

BCU having considered the proposals as outlined in CP 109 finds that the level of direction and
restriction within the proposals will inhibit the development of credit union into the future. Thereisa
complete absence of any strategic developmental thinking within the document about the future of
credit unions and the credit unions ability to service its members in any meaningful way with financial
services. Instead there appears to be a conscious determination to force credit unions to cap the inflow
of funds to members’ accounts — which is the complete antithesis of the credit unions determination to

be the preferred financial service supplier to its members.
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*  When converted to a percentage of the investment portfolio, the proposed concentration
limits on the additional asset classes are extremely low and are unlikely to make a material
difference to the portfolio.

e The introduction of concentration limits linked to regulatory reserves will introduce
additional complexity and may be cumbersome from an investment management
perspective.

(2) Counterparty Exposure

The following table assesses how the Central Bank’s proposed counterparty limit of 20% would
impact Ballinasloe Credit Union’s investment portfolio:

Table: Counterparty Exposure

e Inthe event that the counterparty limit is amended to 20% as proposed by the Central Bank,
Ballinasloe Credit Union will need to reallocate 6.5% of the investment portfolio or €4.26m
to alternative counterparties. 2.6% of the portfolio or €1.7m must also be reallocated from

to an alternative counterparty by the end of June 2017.

e We believe that there is no rationale to implement limits by reference to regulatory reserves
and now is the wrong time to be placing unnecessary pressure on credit unions from a
counterparty perspective.

(3) Income

Based on analysis conducted by Davy within an income impact model outlined in the submission from
Davy, Ballinasloe Credit Union’s income is likely to be impacted by the proposals contained within
CP109.

Based on the modelling included in theDavy submission, if a credit union were to fully invest their
portfolio based on the average asset allocation of the sector (as outlined in the Central Bank’s RIA)
and current yields available, the weighted average return on the portfolio is approximately0.31%?. As
portfolio performance differs from one credit union to another, longer term investments such as
government bonds that make a significant contribution to current returns could not be included in
testing. This finding indicates the important contribution of residual investments with higher yields in
bolstering investment income in the current environment.

In order to examine the potential impact of the CP109 proposals and the additional recommendations
made by Davy on Ballinasloe Credit Union’s individual investment portfolio, we have applied the
percentage changes derived from the above model to the portfolio and assessed the impact on your
credit union’s weighted average income. It is important to understand that the changes outlined in
the table below are an approximation only and based on a number of crucial assumptions underlying
the analysis which should be noted in Appendix 1. Perhaps most importantly, for ease of analysis,

IThe current yields available are based on yields as at 315t May 2017




Findings:

e  For the purpose of this analysis and to maintain consistency with the testing performed at
sector level,income forecasting analysis completed earlier this year has been excluded from
the testing model above.

e The figures in the table above outline that if the Central Bank proceeds with the proposed
changes to bank bonds, we project that the average credit union’s investment will decline by
¢. 23%. Applying this projection to your credit union’s weighted average investment income,
your income is expected to decline toc. 0.73%.

e In the event that the Central Bank proceeds with the proposed changes to bank bonds and a
credit union allocates to the proposed additional asset classes of supranational and
corporate bonds,we project that the average credit union’s investment income may decline
by up to 19%. Applying this projection to credit union’s weighted average investment
income, your income is projected to decline to c. 0.77%. It should be noted however that the
yields on the additional asset classes of supranational and corporate bonds are at extremely
low levels and are likely to normalise in the future; in addition they may contribute
diversification benefits to the portfolio.

e If senior non-preferred bonds are authorised, we project that the average credit union’s
investment income will be positively affected and may rise by up to 9%. Applying this to your
credit union’s weighted average investment income, your income is projected to increase to
1.04%. It should be noted however that this allocation will introduce additional credit risk
into an investment portfolio which will require ongoing assessment by credit unions and
investment adviser to monitor that it is in line with your investment policy.

e We project that income may fall by up to 2%for the average credit union in the event that
senior non-preferred bonds are added and a credit union allocates to supranational and
corporate bonds. This would reduce your weighted average income to 0.93%.Based on
current pricing, the allocation to supranational and corporate bonds is likely to reduce
average income in the portfolio due to the exceptionally low yields on these bonds at this
time.

e In the event that certain bonds may be treated as liquid in line with proposals outlined in the
Davy submission, certain credit unions may be able to reduce the proportion of funds placed
in short term deposits which may be attracting negative yields and this may result in an
improvement of investment income by up to c. 13% for the average credit union.Applying
this forecast to your credit union would increase your weighted average income to 1.08%.

(4) Participation in the Consultation Process

Davy is making a submission to the RCU regarding CP109. A summary of this submission will be
circulated to our clients ahead of the deadline for submissions which is on Wednesday 28 june 2017.
Individual credit unions have also been invited to make submissions and it is imperative that you do
so ahead of the deadline in order to influence the outcome of these proposals in an effort to minimise
the impact on future investment income.

Warning:This report is summary in nature. It does not constitute investment advice and is provided
for information and discussion purposes only and is not intended to be comprehensive. Readers
should supplement the content by reading the consultation paper and form their own view.




Important Disclosures

This document has been issued by Davy and is provided on a confidential basis, to and for use solely by those parties to whom
it is addressed. The information contained herein does not purport to be comprehensive, all-inclusive or to contain all of the
information that a prospective investor might reasonably require in considering the investment. It is strictly for information
purposes only. Investors should request a copy of the Prospectus and any supplementary documents prior to making a decision
to invest.

The information contained in this document is not investment research or a research recommendation for the purposes of
regulations. The document does not constitute an offer for the purchase or sale of any financial instruments, trading strategy,
product or service. No one receiving this document should treat any of its contents as constituting advice. Estimates or
references to past performance are for illustration purposes only. The value of investments may fall as well as rise. Past
performance is not a reliable guide to future performance. Davy gives no assurances in relation to any investment referenced in
this document and does not guarantee the performance of any investment nor does it guarantee the issuer of any investment.
Any opinion expressed (including estimates and forecasts) may be subject to change without notice.

Interested parties are not entitled to rely on any information or opinions contained in this document or the fact of its
distribution for the purpose of making any investment decision or entering into any contract or agreement with Davy in
relation to any investment,

Before making an investment, investors should obtain and carefully read the relevant prospectuses, which contain additional
information needed to evaluate the investment and which provide important disclosures regarding risks, fees and expenses.

In the event of any conflict or inconsistency between the information, views and opinions in this document, in so far as they
relate to investments and/or its proposed activities and a Prospectus, the prospectus shall apply. Prospectuses (including any
relevant supplement) may be obtained free of charge from Davy.

Economic data, market data and other statements regarding the financial and operating information of the investments that
are contained in this document have been obtained from published sources or prepared by third parties. While such sources
are believed to be reliable, Davy shall have no liability, contingent or otherwise, to the user or to third parties, for the quality,
accuracy, timeliness, continued availability or completeness of same, or for any special, indirect, incidental or consequential
damages which may be experienced because of the use of the data or statements made available herein. As a general matter,
information set forth herein has not been updated through the date hereof and is subject to change without notice.

While reasonable care has been taken by Davy in the preparation of this document, no warranty or representation, express or
implied, is or will be provided by Davy or any of its shareholders, subsidiaries or affiliated entities or any person, firm or body
corporate under its control or under common control or by any of their respective directors, officers, employees, agents,
advisers and representatives, all of whom expressly disclaim any and all liability for the contents of, or omissions from this
document, the information or opinions on which it is based and/or whether it is a reasonable summary of and for any other
written or oral communication transmitted or made available to the recipient or any of its officers, employees, agents or
representatives.

Davy gives no undertaking to provide investors or prospective investors with access to any additional information or to update
this document, or to correct any inaccuracies in it which may become apparent and Davy reserves the right, without giving
reasons, at any time and in any respect, to amend or terminate the procedure for investing in the Investment or to terminate
negotiations with any prospective investor. The issue of this document shall not be deemed to be any form of commitment on
the part of Davy to proceed with any transaction with any prospective investor or any other party.

Neither Davy nor any of its shareholders, subsidiaries, affiliated entities or any person, form or body corporate under its control
or under common control or their respective directors, officers, agents, employees, advisors, representatives or any associated
entities (each an “Indemnified Party”) will be responsible or liable for any costs, losses or expenses incurred by investors in
connection with the investment. The investor indemnifies and holds harmless Davy and each Indemnified Party for any losses,
liabilities or claims, joint or several, howsoever arising, except upon such Indemnified Party’s bad faith or gross negligence.
With the exception of liabilities arising from fraud or wilful neglect, any liability, where it exists, for any losses, damages, costs
and expenses, including legal fees, howsoever incurred, shall not exceed four times the value of commissions and charges paid
on the Investment. Davy and each Indemnified Party shall have no liability or obligation for any direct or indirect consequential
loss after the first anniversary following investment.

This document has been made available on the express understanding that any written or oral information contained herein or
otherwise made available will be kept strictly confidential and is only directed to the parties to whom it is addressed. This
document must not be copied, reproduced, distributed or passed to others at any time without the prior written consent of
Davy. Davy may have acted, in the past 12 months, as lead manager / co-lead manager of a publicly disclosed offer of the
securities in certain companies included in this report. Investors should be aware that Davy may have provided investment
banking services to and received compensation from certain companies included in this report in the past 12 months or may
provide such services in the next three months. The term investment banking services includes acting as broker as well as the
provision of corporate finance services, such as underwriting and managing or advising on a public offer. Our conflicts of
interest management policy is available at www.davy.ie.

J&E Davy, trading as Davy, is regulated by the Central Bank of Ireland. Davy is a member of the Irish Stock Exchange, the
London Stock Exchange and Euronext. In the UK, Davy is authorised by the Central Bank of Ireland and authorised and subject
to limited regulation by the Financial Conduct Authority. Details about the extent of our authorisation and regulation by the
Financial Conduct Authority are available from us on request.




