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Introduction

GlobalReach Securities Ltd are independent investment advisors to 50 credit unions
who between them have total investments of €1.8bn. We would like to take this
opportunity to put forward our views on CP 76, focusing specifically on the proposals
relating to investments (Section 5.2) and liquidity (Section 5.10).

In an environment where credit unions must be increasingly conscious of investment
risk to ensure the security of members’ savings, we believe that proper investment
management is more important than ever, particularly as investments now constitute
almost 70% of total assets in the credit union sector.

Investment management best practice ensures that there is never an over-
concentration of risk in terms of counterparty, market, investment class etc., but that
an investment portfolio is as diversified as reasonably possible. In that regard we
believe that certain proposals in CP 76 are positive moves in the right direction, but
that others would be counterproductive.

Investment Classes & Limits (Section 5.3.1)

We address the proposals in this section under 3 headings:

(a) Counterparty Limits
(b) Investment Classes
(c) Maturity Limits

(a) Counterparty Limits

We welcome the suggestion to apply a counterparty limit based on each credit
union’s regulatory reserve, as it is more appropriate and relevant than the current
25% portfolio limit. For the vast majority of credit unions it will mean a lowering of the
counterparty limit and therefore a requirement to use a greater number of
counterparties. (Among the credit unions we advise, the regulatory reserve is on
average equal to 17.3% of the investment portfolio). While this may reduce the
income that a credit union earns from its investments, we believe that increased
diversification is consistent with best practice.

(b) Investment Classes

Credit unions can currently invest in five investment classes, but under these
proposals this will be reduced to two for Category 1 credit unions.

We understand the exclusion of equities as an investment class, as we believe that
the nature of those investments is such that they involve a level of volatility and risk
that is not appropriate for credit unions.

Bank Bonds

Bank bonds, on the other hand, have been an important investment class for most
credit unions, and we do not understand their exclusion. At a time when there is an
ever-decreasing number of banks operating in the Irish deposit market, bank bonds
offer an opportunity to spread investments among a wider range of counterparties
than would otherwise be the case.
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We note that Category 2 credit unions will not only continue to be able to invest in bank
bonds, but will also be allowed to invest in other corporate bonds. This would seem to be
recognition of the benefits of diversifying among a greater range of investments and
counterparties, and we welcome this change. But in our opinion, it is inconsistent to allow a
broader range of investments for one group of credit unions while narrowing the range for
others.

We believe that the removal of bank bonds as an investment class would significantly curtail
a credit union’s ability to diversify its counterparties and would be a counterproductive step.
We would suggest that this be reconsidered. If there is a concern that credit unions might
invest in bank bonds that involve excessive risk, a minimum credit rating of A could be
applied.

It is proposed that Category 2 credit unions will still be permitted to invest in bank bonds
(subject to much lower limits than currently allowed), but in that regard the document
specifically refers to senior unsecured bonds. That is presumably designed to exclude
subordinated bonds, but would also exclude secured or covered bonds which are higher
rated and more secure than senior unsecured bonds. In our opinion it does not make sense
to permit senior unsecured bonds and to exclude secured or covered bonds.

Collective Investment Schemes

Collective investment schemes have also been very useful vehicles for diversification within
a portfolio, while providing instant liquidity and a reasonable return. Given the greater need
for diversification, the growing challenge to earn income, and the proposed new liquidity
requirements, collective investment schemes would be more relevant and beneficial to a
credit union investment portfolios than ever before.

As regulated vehicles managed by experienced professionals, collective investment
schemes are in many ways ideally suited to credit unions, particularly smaller credit unions
who do not have the expertise to manage their investments or the resources to pay for such
expertise.

Assuming that the underlying assets within any such collective investment scheme would
continue to be subject to the definitions and limits of the other investment classes, there
would be no question of it adding to the risk within a portfolio. On the contrary, it would
provide an opportunity for better management and diversification of risk than would be
available via any other investment class.

(c) Maturity Limits

We believe that the 5 year maturity limit for Category 1 credit unions would be very
restrictive in terms of a credit union’s ability to have a consistent spread of investment
maturities in line with best industry practice. It would also undoubtedly impact the investment
income earned by a credit union, particularly during this period of historically low interest
rates.

Longer term investments not only allow a credit union earn higher returns, but also protects
the future income on that portion of the investment portfolio. This is consistent with ensuring
the long term financial health and viability of the organization.

We suggest that it would be more appropriate to have maturity limits along similar lines to
those applied to credit union loan books. For example, up to 20% of the investment portfolio
could be in investments with maturities between 5 and 10 years.
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Liquidity (Section 5.10)

We understand the rationale behind the proposed introduction of 7 day and 1 month
liquidity requirements, but would make the observation that it will present further
challenges to credit unions in terms of investment income. The exclusion of
collective investment schemes will exacerbate this problem as they have been an
important source of liquidity in the past, while providing reasonable rates of return.
Under these proposals, more of the investment portfolio will need to be held in call
deposits which generally earn very low returns.

Summary

GlobalReach welcomes many of the proposals relating to investments in CP 76, but
there are two in particular which we believe are contrary to investment management
best practice, namely:

1. The proposal to permit Category 1 credit unions to invest only in bank deposits
and Irish & EEA state securities, and in particular the exclusion of bank bonds
and collective investment schemes.

2. The proposal to restrict Category 1 credit union investments to no longer than 5
years.

We believe that not only will those proposals make it more difficult for credit unions
to ensure their long term financial health and viability, but we believe that they are
contrary to best practice in terms of managing investment risk. We would urge you to
reconsider those proposals.
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© GlobalReach Securities Limited

This report has been prepared by GlobalReach Securities Ltd (‘GlobalReach Securities’) for information purposes only to assist
investors to make their own investment decisions and is not intended to and does not constitute personal recommendations nor provide
the sole basis for any evaluation of the securities discussed. Specifically the information contained in this report should not be taken as
an offer or solicitation of investment advice or, encourage the purchase or sale of any particular security, option, future or other
derivative investment. Not all recommendations are necessarily suitable for all investors and GlobalReach Securities recommend that
specific advice should always be sought prior to investment, based on the particular circumstances of the investor. This report may from
time to time refer to options, futures and warrants which are highly specialised activities and entail greater than ordinary investment risk.
The information in this report has been obtained from sources, which GlobalReach Securities believes to be reliable and all reasonable
efforts are made to present accurate information GlobalReach Securities give no warranty or guarantee as to, and do not accept
responsibility for, the correctness, completeness, timeliness or accuracy of the information provided or its transmission. Nor shall
GlobalReach Securities, or any of its employees, directors or agents, be liable either directly or indirectly for any losses, damages, costs,
claims, demands or expenses of any kind whatsoever, whether direct or indirect, suffered or incurred in consequence of any use of, or
reliance upon, the information. Past performance is not necessarily a guide to future returns. The value of investments and the income
from them can fall as well as rise. Investments denominated in foreign currencies are subject to fluctuations in exchange rates, which
may have an adverse affect on the value of the investments, sale proceeds, and on dividend or interest income. Any person acting on
the information contained in this report does so entirely at his or her own risk. All estimates, views and opinions included in this report
constitute GlobalReach Securities’ judgment as of the date of the report but may be subject to change without notice. Changes to
assumptions may have a material impact on any recommendations made herein. Unless specifically indicated to the contrary this report
has not been disclosed to the covered issuers(s) in advance of publication. Investors may not necessarily recoup the full value of their
original investment. Investors should be aware that forwarding looking statements and forecasts might not be realised. This report may
not be reproduced (in whole or in part) altered, transmitted or made available to any other person without the prior written permission of
GlobalReach Securities. GlobalReach Securities its employees, directors or related companies, may have a shareholding in the
securities (or related investments/ derivatives) of certain companies covered in this report, or may provide/ solicit investment banking or
other services to/ from them. GlobalReach Securities Ltd is regulated by the Central Bank of Ireland under the European Communities
Markets in Financial Instruments Directive (MIFiD) 2007.
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