
DirectorsS T R A T E G I C  I N S I G H T S 

F O R  P O L I C Y  M A K E R S

Directors
N E W S L E T T E R

S T R A T E G I C 

I N S I G H T S  F O R 

P O L I C Y  M A K E R S

C R E D I T  U N I O N

J A N U A R Y  2 0 1 7 
V O L U M E  4 3 
I S S U E  1  

    Subscribe Today
Two easy ways to order 
your subscription to  
Credit Union Directors 
Newsletter:
n  Call 800-348-3646
n  Visit cuna.org/directors

continued u

© 2017 Credit Union National Association Inc. Reprinted with permission.

Investment Accounting Update Could Affect Strategy

Evaluate and address the  
potential impact on net income.
If your credit union invests in non-703 
compliant securities—for example, as part 
of a benefits prefunding program, a chari-
table donation account (CDA), or a 457(f ) 
deferred compensation plan—the board 
should address an accounting standards 
update that could affect your investment 
strategy. 

Depending on the size of your securi-
ties investments, you might need to adjust 
your strategy to avoid unwanted income 
volatility.

The update, issued by the Financial 
Accounting Standards Board (FASB) in 
January 2016, takes effect for credit unions 
beginning with the 2019 fiscal year (i.e., 
the fiscal year beginning after Dec. 15, 
2018). But it’s a good idea to start looking 
at the potential effects of the accounting 
change now.

FASB’s update intends to give those 
who need to review financial statements 
a more complete and clear disclosure of 
financial assets and liabilities. For example, 
the updated accounting standard now 
separates accounting for debt securities 
from equity securities.

One significant effect of the update: 
Most credit unions will measure and report 
the value of certain equity investments dif-

ferently than they do now.

Impact on net income
Credit unions generally categorize one 
type of non-703 compliant investment 
targeted by the new rule—equities, such 
as stocks and mutual funds—as “Available 
for Sale.” Changes in their value from one 
year to the next don’t affect the income 
statement. They’re considered an “unreal-
ized gain/loss.”

But to comply with FASB’s update, cred-
it unions must account for these invest-
ments as “Trading Securities,” the designa-
tion that securities owners intend to sell 
for a short-term profit. The big difference 
between these two categories is that you 
report trading securities at fair market 
value—and the periodic change in this 
value will appear on the income statement 
as income or expense.

Between now and the end of 2018, 
credit union boards that hold the affect-
ed investments should address the 
potential impact on net income. Either  

‘MOST CUs WILL MEASURE 
AND REPORT THE VALUE 

OF CERTAIN EQUITY 
INVESTMENTS DIFFERENTLY.’
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prepare to withstand fluctuations based 
on these investments’ fair market value, or 
shift to more stable investments.

Transparency shouldn’t derail 
benefits
Many credit unions have taken advantage 
of non-703 compliant investments over 
the past decade or so. NCUA unlocked 
these investments, including certain equi-
ties, commercial bonds, business-owned 
life insurance, and other instruments, for 
prefunding employee benefit expenses in 
2003, and for funding CDAs in 2013.

Credit union boards have signed off on 
employee benefits prefunding and CDAs 
because they give credit unions a flex-
ible tool for improving investment perfor-
mance for important priorities.

For example, since 2004, the year after 
the NCUA rule change about employee 
benefits prefunding, the average family 
premium for employer-sponsored health 
benefits has nearly doubled, from $9,950 
to $18,142, according to the Kaiser Family 
Foundation. In addition to providing extra 
funding for group health costs, credit 
unions can apply prefunding to group life 
and disability income insurance, 401(k) 
match, and executive benefits, among 
other costs.

The 2013 rule change regarding CDAs 
not only increases potential returns on 

investments for charitable donations, it 
allows credit unions to retain up to 49% 
of CDA earnings. So CDAs can add to a 
credit union’s ability to improve its area 
and garner goodwill while bolstering the 
bottom line.

Start running the numbers
If your credit union’s employee benefits 
prefunding program or CDA has been 
using the investments this FASB update 
affects, the board will need to assess the 
performance of these investments over 
the years. The returns you’ve been getting 
might certainly warrant a potentially more 
volatile net earnings statement.

Another option: Find similar invest-
ments that will qualify for the “available for 
sale” designation. Work closely with your 
benefits prefunding and/or CDA provider 
to assess projections for your investment 
returns under various economic scenarios.

SCOTT ALBRACCIO is the executive benefits sales 
manager for CUNA Mutual Group. Contact him at  
scott.albraccio@cunamutual.com.

Key Dates
Credit unions must be in compliance  
with FASB’s accounting standards update  
No. 2016-01 by fiscal years beginning after:
n Dec. 15, 2018 for annual reporting; and
n Dec. 15, 2019 for interim reporting.
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