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SENATE 551, HOUSE 866 

AN ACT RELATIVE TO PUBLIC FUNDS 

 

 

The Cooperative Credit Union Association, Inc. (“Association”) is the state credit union trade 

association, serving approximately 180 federally and state-chartered credit unions that are 

cooperatively owned by 2.6 million consumers as members and operating as part of the Credit 

Union National Association (“CUNA”).  On behalf of the Massachusetts credit union movement, 

the Association strongly supports the adoption of state legislation that authorizes state and 

municipal officials and agencies to deposit funds and credit unions to accept such public funds 

subject to a statutory limit. 

 

Public funds are public monies deposited into a financial institution by the treasurer of any state 

or local governmental unit, or any agency of such unit.  The thrust of Senate 551 and House 866 

is to allow public officials to deposit funds in a wider selection of depositories, such as state or 

federal credit unions, that are locally-owned and that make local investments.  Permitting public 

fund deposits in credit unions will also offer public officials greater choice and opportunity to 

place funds in locally-controlled institutions, increasing competition for those funds, which in 
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turn should increase the return to the public on those funds.  Given governmental entities' 

frequent preference for establishing depository relationships with local or sponsored credit 

unions, the credit union movement has sound reasons to seek advancement of Senate 551 and 

House 866.  The peoples’ money is a precious resource that should be safeguarded under 

circumstances that provide optimal economic benefits to citizens and reasonable administrative 

convenience to government.  As a result, Senate 551 and House 866 amend both state 

administrative law and state credit union law to permit such public agencies to deposit their 

funds in Sections 1, 2, 3, 4 and 5 of the bills, and credit unions to accept such funds in Section 6 

of the bill.  

 

I. Open Marketplace 

The Association believes that the important public policy purpose of Senate 551 and House 866 

is to provide for an open marketplace where public agencies will be able to secure the most 

advantageous depository arrangements for the public’s dollars.  Increased competition for public 

fund deposits is an important component to yield better rates of return for public dollars.   

 

Senate 551 and House 866 represent a simple request that gives public entities a choice in 

determining where their dollars could secure the best possible return.  As cooperative financial 

institutions, Massachusetts credit unions serve the consumers of this state very well.  It should be 

noted that Senate 551 and House 866 do not mandate such entities to deposit funds into credit 

unions.  They broaden the current law to permit deposits of public funds in credit unions only if a 

public official believes it is appropriate to do so.  Under these conditions, credit unions will be 



Statement in Support of Senate 551, House 866 

October 27, 2015 

Page 3 
 
 

subject to the same rules and restrictions regarding public funds as other financial service 

providers.  Senate 551 and House 866 provide a more open marketplace in which a public entity 

can make the best decisions for their organization. 

 

II. Benefit to the Communities 

In our current tight fiscal cycle, the Association also suggests that adding state and federal credit 

unions as local depository options for public funds is most beneficial to local communities.  With 

close ties to their communities, Massachusetts credit unions continually receive requests from 

public officials seeking to solicit them as depository alternatives.  

 

Public officials often point to the convenience of access and familiarity with credit union 

management as reasons why they would welcome the ability to deposit funds into credit unions.  

In some communities, banks no longer maintain offices, while credit unions have stepped 

forward to fill such voids in the marketplace.  Additionally, many banks are moving away from 

maintaining the generally smaller, lower-margin municipal deposits, instead choosing to focus 

on larger customers. Attached to this statement at Appendix E is a Boston Globe article 

describing Bank of America’s recent abandonment of Massachusetts municipal deposits. Given 

the opportunity to hold their deposits in local credit unions rather than in banks in other 

communities, many public officials would prefer the option of their in-town credit unions.  

Additionally, local public entities that sponsor credit unions, such as municipal governments or 

schools districts, often have time-tested relationships of trust and confidence with credit unions' 

management teams.  
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Moreover, credit union deposits reside in locally-owned and governed cooperatives that are 

headquartered and make loans in the communities in which they operate.  In contrast, 

approximately 43% of Massachusetts bank deposits are in banks headquartered outside 

Massachusetts including national and international banks and banking companies.  Detailed 

charts showing both in-state and out-of-state Massachusetts bank deposit levels is attached to this 

statement as Appendix A. In addition, credit unions have a proven track record of understanding 

local community needs.  The application of Community Reinvestment Act (“CRA”) provisions 

to credit unions also serves as an important check and balance in this area to ensure that the 

credit needs of local communities are met.  See M.G.L. C.167, s.14 (community reinvestment 

act).  Furthermore, those credit unions possessing “Outstanding” ratings under CRA are eligible 

for recognition under the state’s financial institution outreach program, but are unable to accept 

the deposit of state funds which accompanies such recognition.  The program underscores the 

value of local investment options. 

 

III. Safeguards 

The Association further suggests that appropriate safeguards exist in the bill and that credit union 

deposit-taking authority under the bill is not unlimited.  Senate 551 and House 866 would 

provide a safe investment alternative for public funds.  All Massachusetts state and federal credit 

unions are safe and sound, federally-insured financial institutions and state chartered credit 

unions possess excess share insurance.   
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Amongst the many current controls which exist on the maximum amount credit unions can 

accept for such deposits, first and foremost, are our strong capital requirements.  All 

Massachusetts credit unions must maintain a net worth ratio (capital divided by assets) of at least 

seven percent (7%) in order to be considered “well-capitalized” under federal regulations. 12 

C.F.R. 702.102(a)(1) (prompt corrective action net worth categories).  Similarly, the 

Massachusetts Division of Banks and Loan Agencies also requires that state credit unions meet 

the federal capital standards.  At present, capital levels in Massachusetts average 10.9% which 

are both strong and consistent with national levels.  These capital requirements control our 

ability to accept massive new deposits.  

 

Another important control is found in limits on shares, deposits and insurance.  Federal 

regulations limit the total amount of public funds a credit union can accept to twenty percent 

(20%) of total deposits. 12 C.F.R. 701.32 (payment on shares by public units).  Senate 551 and 

House 866 seek to impose an aggregate cap of 25% of the assets of the credit union in Section 6 

of the bill.  Furthermore, as a practical matter, credit unions would accept public funds up to the 

amount covered by deposit insurance.  

 

IV. Other Authorities and Pending Legislation 

The Association notes that the legislative concept of credit unions accepting public funds is not 

new.  Approximately 33 state legislatures across the country have enacted legislation to allow 

local credit unions to become public depositories; 27 expressly authorize government entities to 

deposit funds in credit unions; and 25 permit credit unions to accept public funds as well as 
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permit government entities to deposit public monies in credit unions.  A summary of such 

authorities is attached to this statement as Appendix B.  In New England, the states of 

Connecticut, Maine and Rhode Island allow credit unions as alternative deposit choices for 

public funds.  Conn. Gen. Stat. §11-30-104(1)(p); Me. Rev. Stat. Ann. Tit. 9-B §827(2); R.I Gen. 

Laws §19-5-15(3)(ii), respectively.  In addition, all federal credit unions possess the authority 

under their governing law to accept such funds subject to a regulatory plan. 12 C.F.R. §701.32 

(payment on shares by public unit); 12 U.S.C. §1757(6) (powers); 12 U.S.C. §1789a (credit 

unions as depositories of public money). 

 

V. Opposition to Senate 551, House 866 

Credit unions are unique amongst depository Massachusetts institutions.  Opponents to Senate 

551 and House 866 may suggest to this Committee that credit unions operate like banks and that 

only income tax-paying entities should be permitted to accept public funds.  The Association 

welcomes this discussion.  Massachusetts banks and credit unions do not and cannot operate the 

same due to structural, operational and powers differences.  Attached to this statement as 

Appendix C is a brief comparison of such authorities.  

 

With respect to the corporate income tax issue, the Association reminds this Committee that 

Massachusetts credit unions are amongst the most responsible corporate taxpaying entities in the 

Commonwealth.  Credit unions pay all of the same taxes as any other Massachusetts business: 

property, sales, conveyancing, employer, rooms and meals, payroll and various others.   

Furthermore, a high proportion of the tax dollars that local municipalities receive are derived 
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from property taxes.  Since credit unions pay their fair share of property taxes in the 

Commonwealth, the tax arguments proposed in opposition to Senate 551 and House 866 are not 

based upon merit, but rather upon competitive grounds, and should not be a barrier to the 

freedom of choice inherent in the bill. 

 

Despite the rhetoric, in reality, it is an issue of the credit union alternative, not-for-profit, tax 

structure that underlies such arguments.  Credit unions were created and intended by this 

Legislature to possess such a structure for the benefit of Massachusetts consumers.  The 

Association suggests to this Committee that never before in our history has the credit union 

model proved its need and success.  As not-for-profit cooperatives, credit union members are 

consumers paying income taxes on dividends paid to them by credit unions.  In Massachusetts 

last year, credit union members paid taxes on dividends and interest earned totaling in excess of 

$146 million. The Association notes that no one can acquire wealth tax-free by belonging to a 

Massachusetts credit union.   

 

The Association appreciates the opportunity to offer comments to the Committee on this 

important issue and respectfully requests your favorable consideration of Senate 551 and House 

866. 


