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Dear Mr. McDonough,

PricewaterhouseCoopers LLP (PwC) is pleased to submit to the National Credit Union
Administration (NCUA) the results of our study that provides an independent analysis of
proposed changes to the NCUA’s Examination Time Survey (ETS).

Our services were performed and this report was developed in accordance with Order Number
350000622 and Requisition/Reference Number 300001900, dated June 4, 2013 and are subject to
the terms and conditions included therein.

Our services were performed in accordance with the Standards for Consulting Services
established by the American Institute of Certified Public Accountants (AICPA). Accordingly, we
are providing no opinion, attestation or other form of assurance with respect to our work and we
did not verify or audit any information provided to us.

Our work was limited to the specific procedures and analysis described herein and was based
only on the information made available through August 23, 2013. Accordingly, changes in
circumstances after this date could affect the findings outlined in the report.

This information has been prepared solely for the use and benefit of, and pursuant to a client
relationship exclusively with the National Credit Union Administration and the US Government.
PwC disclaims any contractual or other responsibility to others based on its use and, accordingly,
this information may not be relied upon anyone other than the National Credit Union
Administration and the US Government.

October 2, 2013
McLean, VA
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2.0 Background

2.1 Overview of NCUA
The NCUA is an independent federal agency that charters and supervises credit unions
throughout the United States and its territories. In accordance with the Federal Credit Union Act,
established in 1934 by Congress, the NCUA’s mission is to serve, protect and promote a safe,
stable national system of cooperative financial institutions that encourage thrift and offer a
source of credit for their members. The NCUA also administers the National Credit Union Share
Insurance Fund (NCUSIF) created in 1970 under Section 1783 of the Federal Credit Union Act
as an insurance fund to provide insurance protection to all the account holders in federally
insured credit unions.

Consequently, NCUA performs a dual role as both a regulator and insurer. It is the charterer and
primary regulator of federal credits unions (FCUs) and has broad safety-and-soundness
regulatory authority for all credit unions for which NCUA insures the asset deposits or credit
shares through the NCUSIF including the Federally Insured State Credit Unions (FISCUs).

In 1972, the General Accounting Office (GAO) identified the need to allocate costs between
these two roles. Section 1783 of the Federal Credit Union Act states:

“1783(a) There is hereby created in the Treasury of the United States a National
Credit Union Share Insurance Fund which shall be used by the Board as a
revolving fund for carrying out the purposes of this title. Money in the fund shall
be available upon requisition by the Board, without fiscal year limitation, for
making payments of insurance under section 207 of this title, for providing
assistance and making expenditures under section 208 of this title in connection
with the liquidation or threatened liquidation of insured credit unions, and for
such administrative and other expenses incurred in carrying out the purposes of
this title as it may determine to be proper.” – Title II

Consequently, the Federal Credit Union Act authorizes NCUA to expend funds from NCUSIF
for administrative and other expenses related to the insurance activities and to recoup those
expenditures back to NCUA’s operating fund, the National Credit Union Administration
Operating Fund (NCUAOF).

2.2 Description of Examination Time Survey Modifications
The mechanism for transferring insurance related costs from the insurance fund (NCUSIF) to the
operating fund (NCUAOF) is the overhead transfer rate (OTR). The OTR is a cost allocation
formula that estimates the direct and indirect costs associated with the insurance function and
converts that to a dollar amount and transfers that amount between the funds annually. The OTR
is one of two sources of funding for NCUA’s operating budget. The other funding source is the
operating fees collected from federally chartered credit unions which are based on asset size.

A significant portion of the OTR is comprised of the direct cost associated with the examiners
that perform field examinations of credit unions. The time associated with insurance related
activities is estimated by applying time in the Examination Time Survey (ETS). Thus, the
activities and categories to which time is applied is a key determinant of the OTR which
calculates the rate and amount to be transferred to the National Credit Union Administration
Operating Fund (NCUAOF) from the NCUSIF.
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These procedures comprise the core of annual risk-based credit union inspections, or what
NCUA refers to as a “Code 10 Federal Examination.” Federal supervisory examinations, referred
to as “Code 22,” are not full annual inspections but are more focused compliance based
inspections or general supervision inspections; therefore, these may not include all 12 steps of
the examination procedures.

To appropriately capture and allocate time that is related to NCUA’s dual mission as a regulator
and an insurer of Federally insured credit unions, examiners must allocate activities performed
during a field examination to appropriate insurance or regulatory related categories.

NCUA is proposing the refinement of the ETS time categories to more accurately reflect
examiner workload in the field. Previously, NCUA used two categories for which examiners
allocated time associated with performing their 12-step procedures in the field – “insurance
related” or “regulatory related.”

The refined activity categories separate insurance related examination activity categories into
two parts and also refine the regulatory activity category. The ETS activity category refinement
results in three categories with which to allocate examiner time, as follows:

1.Insurance Related
2.Insurance Regulatory Related
3.Consumer Regulatory Related

An illustration from the ETS time application tool shows the 12-step procedures and the three
categories for which time can be allocated across the 12 steps in Figure 1 below:

Figure 1. ETS 12-step procedures and three categories for examiner time assignment
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Observation 2

During the examination interviews, there were comments regarding the insurance related
category that suggested examiners experience difficulty assigning time to this category and
implied that it could be treated as a “catch-all” category for examiner time assignment in the
field. The specific example used was that CEO and similar meetings were assigned to the
insurance related category sometimes by default.

Further discussions with NCUA on this resulted in determining that the issue is one of logic or
sequence of approaching the categories rather than definition of the category. For instance, an
activity such as a meeting, which is the example that was mentioned during the examiner
discussion, the application of time would largely be determined by the type and purpose of the
examination. Therefore, there is a need to enhance the training material to assure that examiners
clearly understand that the process and sequence of applying time to the refined categories is
important to correctly and consistently capture time in the appropriate category.

The modified definitions could better be explained in the context of a logical progression or
decision tree as illustrated in the sample decision tree below:

Figure 5. Sample Decision Tree Portraying the Sequence and Logic of Using the Refined
Categories

As the illustration suggest, step 1 determines much of the type and purpose of the examination
and would guide application of time for meetings and similar general activities into appropriate
time categories. An additional measure would be to add ETS as a topic in the Planning and
Scope Development part of the 12-step examiner procedure for those examinations chosen to
participate in ETS. During this step the primary scope of the examination is determined.
Assignments and estimated time for each examination section are also provided to the examiners
during this step. Specific mention of application of time to ETS for those selected examinations
would further underscore the importance of accurate and consistent ETS time application by
examiners.

Recommendation 2

The training material for the examiners should be revised to place emphasis on the sequence and
logic of applying time to the refined categories, especially for activities such as meeting time and
other similar activities. A decision tree, such as the sample developed in Figure 5, could assist
examiners in applying time to the refined categories. This should be added to the examiner
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training and field guidance to assure the next survey participants understand how to consistently
apply the application of time to the categories. Additionally, adding a discussion of ETS during
the Planning and Scope Development part of the 12-step examination procedure would be an
additional measure to underscore the importance of accurately and consistently applying ETS
time to the refined categories.

Observation 3

PwC analyzed the inventory of NCUA rules and regulations, including those NCUA categorized
as examination related and the assignment of this subset to the refined categories. There was only
one observation regarding the rules and regulations matrix. During the review of the NCUA rules
and regulations classifications matrix, PwC discovered two parts of the NCUA rules and
regulations that were not mapped or delineated as non-examination related, Parts 713–Fidelity
Bond and Insurance Coverage for Federal Credit Unions and 740–Accuracy of Advertising and
Notice of Insured Status.

Recommendation 3

Update the matrix to reflect the inclusion of the additional parts discovered during the ETS
modifications review to ensure that all NCUA examination related rules and regulations are
mapped to refined categories.

It should be noted NCUA acknowledged the exclusion of these parts of the NCUA rules and
regulations immediately and updated the matrix contemporaneously during our engagement.
Parts 713 and 740 are now included in the revised matrix as “insurance regulatory” related.

5.0 Appendices
The two appendices are germane to the rules and regulations reclassification matrix exercise
undertaken by NCUA. The first appendix provides the list of examination related activities and
illustrates which ones are insurance regulatory related or non-insurance and consumer regulatory
related. The second appendix is an inventory of the entire NCUA rules and regulations and
shows which ones are mapped to the above categories and which are either uncategorized or
excluded because they are not examination related.

5.1 Inventory of NCUA Rules and Regulations

# NCUA Regulations (Table of Contents) In
su

ra
nc

e
R

eg
ul

at
or

y
R

el
at

ed

N
on

-I
ns

ur
an

ce
&

C
on

su
m

er
R

eg
ul

at
or

y
R

el
at

ed

E
xc

lu
de

d
–

N
ot

P
ar

to
f

E
xa

m
P

ro
ce

ss

N
/A

(H
ea

di
ng

or
R

es
er

ve
d)

Part 700–Definitions
1 § 700.1 Scope 700-1 N/A
2 § 700.2 Definitions 700-1 N/A

Part 701–Organization and Operations of Federal Credit Unions N/A
3 § 701.1 Federal credit union chartering, field of membership modifications, and

conversions 701-1
X

4 § 701.2 Federal Credit Union Bylaws 701-1 X
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Appendix C – Example Long-Term Real Estate Loans Alternative Component
§702.107(a) 702-10

N/A

Appendix D – Example of Member Business Loans- Alternative Component
§702.107(b) 702-10

N/A

Appendix E – Example of Investments Alternative Component §702.107(c)
702-11

N/A

Appendix F – Example Loans Sold with Recourse Alternative Component §702.107(d) N/A
(Example Calculation in Bold 702-11 N/A
Appendix G – Worksheet for Alternative Risk Weighting of Loans Sold with
Contractual

N/A

Recourse Obligations of Less than 6% (Example Calculation in Bold) 702-11 N/A
Appendix H – Example RBNW Requirement Using Alternative Components 702-12 N/A
Subpart B – Mandatory and Discretionary Supervisory Actions N/A

37 § 702.201 Prompt corrective action for adequately capitalized credit unions 702-12 X
38 § 702.202 Prompt corrective action for undercapitalized credit unions 702-12 X
39 § 702.203 Prompt corrective action for significantly undercapitalized credit unions 702-

13
X

40 § 702.204 Prompt corrective action for critically undercapitalized credit unions 702-14 X
41 § 702.205 Consultation with State officials on proposed prompt corrective action 702-

16
X

42 § 702.206 Net worth restoration plans 702-16 X
Subpart C – Alternative Prompt Corrective Action for New Credit Unions N/A

43 § 702.301 Scope and definition 702-18 N/A
44 § 702.302 Net worth categories for new credit unions 702-18 X
45 § 702.303 Prompt corrective action for adequately capitalized new credit unions 702-19 X
46 § 702.304 Prompt corrective action for moderately capitalized, marginally capitalized,

or minimally capitalized new credit unions 702-19
X

47 § 702.305 Prompt corrective action for uncapitalized new credit unions 702-19 X
48 § 702.306 Revised business plans for new credit unions 702-20 X
49 § 702.307 Incentives for new credit unions 702-21 X

Subpart D – Reserves N/A
§ 702.401 Reserves 702-21 N/A

50 § 702.402 Full and fair disclosure of financial condition 702-21 X
51 § 702.403 Payment of dividends 702-22 X

Part 703 – Investments and Deposit Activities N/A
52 § 703.1 Purpose and scope 703-1 N/A
53 § 703.2 Definitions 703-1 N/A
54 § 703.3 Investment policies 703-3 X

55 § 703.4 Recordkeeping and documentation requirements 703-4 X

56 § 703.5 Discretionary control over investments and investment 703-4 X

57 § 703.6 Credit analysis 703-4 X

58 § 703.7 Notice of non-compliant investments 703-4 X

59 § 703.8 Broker-dealers 703-5 X

60 § 703.9 Safekeeping of investments 703-5 X

61 § 703.10 Monitoring non-security investments 703-5 X

62 § 703.11 Valuing securities 703-5 X

63 § 703.12 Monitoring securities 703-6 X
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64 § 703.13 Permissible investment activities 703-6 X

65 § 703.14 Permissible investments 703-7 X

66 § 703.15 Prohibited investment activities 703-8 X

67 § 703.16 Prohibited investments703-8 X

68 § 703.17 Conflicts of interest 703-9 X

69 § 703.18 Grandfathered investments 703-9 X

70 § 703.19 Investment pilot program 703-9 X

Part 704 – Corporate Credit Unions* N/A
71 § 704.1 Scope 704-1 N/A
72 § 704.2 Definitions 704-1 N/A
73 § 704.3 Corporate credit union capital 704-3 X
74 § 704.4 Board responsibilities 704-7 X
75 § 704.5 Investments704-7 X
76 § 704.6 Credit risk management 704-8 X
77 § 704.7 Lending 704-9 X
78 § 704.8 Asset and liability management 704-10 X
79 § 704.9 Liquidity management 704-11 X
80 § 704.10 Investment action plan 704-11 X
81 § 704.11 Corporate Credit Union Service Organizations (Corporate CUSOs) 704-11 X
82 § 704.12 Permissible services 704-12 X

§ 704.13 Reserved N/A
83 § 704.14 Representation 704-13 X
84 § 704.15 Audit requirements 704-14 X
85 § 704.16 Contracts/written agreements 704-14 X
86 § 704.17 State-chartered corporate credit unions 704-14 X
87 § 704.18 Fidelity bond coverage 704-14 X
88 Daily average net assets 704-15 N/A
89 § 704.19 Wholesale corporate credit unions 704-15 X

Appendix A to Part 704 Model Forms 704-16
Appendix B to Part 704 Expanded Authorities and Requirements 704-17
Part 705 – Community Development Revolving Loan Program For Credit Unions* N/A

90 § 705.0 Applicability 705-1 X
91 § 705.1 Scope 705-1 X
92 § 705.2 Purpose of the Program 705-1 X
93 § 705.3 Definitions 705-1 X
94 § 705.4 Program Activities 705-1 X
95 § 705.5 Application for Participation 705-1 X
96 § 705.6 Community Needs Plan 705-2 X
97 § 705.7 Loans to Participating Credit Unions 705-2 X
98 § 705.8 State-Chartered Credit Unions 705-3 X
99 § 705.9 Application Period 705-3 X
100 § 705.10 Technical Assistance 705-3 X

Part 706 – Credit Practices N/A
101 § 706.0 Purpose and Scope 706-1 N/A
102 § 706.1 Definitions 706-1 N/A
103 § 706.2 Unfair Credit Practices 706-1 X
104 § 706.3 Unfair or Deceptive Cosigner Practices 706-1 X
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105 § 706.4 Late Charges 706-2 X
Part 707 – Truth in Savings* N/A

106 § 707.1 Authority, purpose, coverage and effect on state laws 707-1 N/A
107 § 707.2 Definitions 707-1 X
108 § 707.3 General disclosure requirements 707-2 X
109 § 707.4 Account disclosures 707-3 X
110 § 707.5 Subsequent disclosures 707-5 X
111 § 707.6 Periodic statement disclosures 707-5 X
112 § 707.7 Payment of dividends 707-6 X
113 § 707.8 Advertising 707-6 X
114 § 707.9 Enforcement and record retention 707-7 X

§ 707.10 Reserved N/A
115 § 707.11 Additional disclosure requirements for credit unions advertising the payment

of overdrafts 707-7
X

Appendix A to Part 707 Annual Percentage Yield Calculation N/A
Appendix B to Part 707 Model Clauses and Sample Forms N/A
B-1 Model Clauses for Account Disclosures (§707.4(b)) 707-14 N/A
B-2 Model Clauses for Changes in terms (§ 707.5(a)) -21 N/A
B-3 Model Clauses for Pre-Maturity Notices for Term Share Accounts
(§ 707.5(b-c)) 707-21

N/A

B-4 Sample Form (Signature Card/Application for Membership 707-22 N/A
B-5 Sample Form (term Share (Certificate) Account) 707-22 N/A
B-6 Sample Form (Regular Share Account Disclosures) 707-23 N/A
B-7 Sample Form (Share Draft Account Disclosures) 707-24 N/A
B-8 Sample Form (Money Market Share Account Disclosures) 707-25 N/A
B-9 Sample Form (Term Share (Certificate) Account Disclosures) 707-26 N/A
B-10 Sample Form (Periodic Statement) 707-27 N/A
B-11 Sample Form (Rate and Fee Schedule) 707-27 N/A
B-12 Sample Form (Aggregate overdraft and returned item fees) 707-28 N/A
Appendix C Official Staff Interpretations N/A

116 § 707.1 Authority, purpose, coverage, and effect on state laws 707-29 N/A
117 § 707.2 Definitions 707-29 X
118 § 707.3 General disclosure requirements 707-36 X
119 § 707.4 Account disclosures 707-37 X
120 § 707.5 Subsequent disclosures 707-41 X
121 § 707.6 Periodic statement disclosures 707-42 X
122 § 707.7 Payment of dividends 707-44 X
123 § 707.8 Advertising 707-46 X
124 § 707.9 Enforcement and record retention 707-48 X

§ 707.10 Reserved N/A
125 § 707.11 Additional disclosure requirements for credit unions advertising the payment

of overdrafts 707-49
X

Appendix A to Appendix C of Part 707 Annual Percentage 707-51 N/A
Appendix B to Appendix C of Part 707 Model Clauses and Sample Forms 707-52 N/A
Part 708a – Conversion of Insured Credit Unions to Mutual Saving Banks X

126 § 708a.1 Definitions 708a-1 X
127 § 708a.2 Authority to convert 708a-1 X
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128 § 708a.3 Board of directors approval and members opportunity to comment 708a-1 X
129 § 708a.4 Disclosures and communications to members 708a-1 X
130 § 708a.5 Notice to NCUA 708a-4 X
131 § 708a.6 Membership approval of a document to convert 708a-5 X
132 § 708a.7 Certification of vote on conversion document 708a-5 X
133 § 708a.8 NCUA oversight of methods and procedures of membership vote 708a-5 X
134 § 708a.9 Other regulatory oversight of methods and procedures of membership vote

708a-6
X

135 § 708a.10 Completion of conversion 708a-6 X
136 § 708a.11 Limit on compensation of officials 708a-6 X
137 § 708a.12 Voting incentives 708a-6 X
138 § 708a.13 Voting guidelines 708a-6 X

Part 708b–Mergers of Federally-Insured Credit Unions; Voluntary Termination
or Conversion of Insured Status*

X

139 § 708b.1 Scope 708b-1 X
140 § 708b.2 Definitions 708b-1 X

Subpart A – Mergers X
141 § 708b.101 Mergers generally 708b-1 X
142 § 708b.102 Special provisions for federal insurance 708b-2 X
143 § 708b.103 Preparation of merger plan 708b-2 X
144 § 708b.104 Submission of merger document to the NCUA 708b-2 X
145 § 708b.105 Approval of merger document by the NCUA 708b-3 X
146 § 708b.106 Approval of the merger document by members 708b-3 X
147 § 708b.107 Certificate of vote on merger document 708b-3 X
148 § 708b.108 Completion of merger 708b-3 X

Subpart B – Voluntary Termination or Conversion of Insured Status X
149 § 708b.201 Termination of insurance 708b-4 X
150 § 708b.202 Notice to members of document to terminate insurance 708b-4 X
151 § 708b.203 Conversion of insurance 708b-4 X
152 § 708b.204 Notice to members of document to convert insurance 708b-5 X
153 § 708b.205 Modifications to notice and ballot 708b-5 X
154 § 708b.206 Share insurance communications to members 708b-6 X

Subpart C – Forms X
155 § 708b.301 Conversion of insurance (State Chartered Credit Union) 708b-6 X
156 § 708b.302 Conversion of Insurance (Federal Credit Union) 708b-9 X
157 § 708b.303 Conversion of insurance through merger 708b-11 X

Part 709–Involuntary Liquidation of Federal Credit Unions and Adjudication of
Creditor Claims Involving Federally Insured Credit Unions in Liquidation*

X

158 § 709.0 Scope 709-1 X
159 § 709.1 Definitions 709-1 X
160 § 709.2 NCUA Board as Liquidating Agent 709-1 X
161 § 709.3 Challenge to Revocation of Charter and Involuntary Liquidation 709-1 X
162 § 709.4 Powers and Duties of Liquidating Agent 709-1 X
163 § 709.5 Payout Priorities in Involuntary Liquidation 709-3 X
164 § 709.6 Initial Determination of Creditor Claims by the Liquidating Agent 709-3 X
165 § 709.7 Procedures for Appeal of Initial Determination 709-4 X
166 § 709.8 Administrative Appeal of the Initial Determination 709-4 X
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167 § 709.9 Expedited Determination of Creditor Claims 709-5 X
168 § 709.10 Treatment by conservator or liquidating agent of financial assets transferred in

connection with a securitization or participation 709-6
X

169 § 709.11 Treatment by conservator or liquidating agent of collateralized public funds
709-7

X

170 § 709.12 Prepayment Fees to Federal Home Loan Bank 709-7 X
171 § 709.13 Treatment of swap agreements in liquidation or conservatorship 709-7 X

Part 710 – Voluntary Liquidation X
172 § 710.0 Scope 710-1 X
173 § 710.1 Definitions 710-1 X
174 § 710.2 Responsibility for Conducting Voluntary Liquidation 710-1 X
175 § 710.3 Approval of the Liquidation Document by Members 710-1 X
176 § 710.4 Transaction of Business During Liquidation 710-2 X
177 § 710.5 Notice of Liquidation to Creditors 710-2 X
178 § 710.6 Distribution of Assets 710-2 X
179 § 710.7 Retention of Records 710-2 X
180 § 710.8 Certificate of Dissolution and Liquidation 710-2 X
181 § 710.9 Federally Insured State Credit Unions 710-3 X

Part 711–Management Official Interlocks* X
182 § 711.1 Authority, Purpose and Scope 711-1 X
183 § 711.2 Definitions 711-1 X
184 § 711.3 Prohibitions 711-2 X
185 § 711.4 Interlocking relationships permitted by statute 711-2 X
186 § 711.5 Small market share exemption 711-3 X
187 § 711.6 General exemption 711-3 X
188 § 711.7 Change in circumstances 711-3 X
189 § 711.8 Enforcement 711-4 X

Part 712–Credit Union Service Organizations (CUSOs) N/A
190 § 712.1 What does this part cover? 712-1 N/A
191 § 712.2 How much can an FCU invest in or loan to CUSOs, and what parties may

participate? 712-1
X

192 § 712.3 What are the characteristics of and what requirements apply to CUSOs? 712-1 X
193 § 712.4 What must an FCU and a CUSO do to maintain separate corporate identities?

712-2
X

194 § 712.5 What activities and services are preapproved for CUSOs? 712-2 X
195 § 712.6 What activities and services are prohibited for CUSOs? 712-3 X

§ 712.7 Removed and Reserved N/A
196 § 712.8 What transaction and compensation limits might apply to individuals related to

both an FCU and a CUSO? 712-3
X

197 § 712.9 When must an FCU begin compliance with this part? 712-4 X
198 § 712.10 How can a state supervisory authority obtain an exemption for state chartered

credit unions from compliance with §712.3(d)(3)? 712-4
X

Part 713 – Fidelity Bond and Insurance Coverage for Federal Credit Unions N/A
199 § 713.1 What is the scope of this section? 713-1 N/A
200 § 713.2 What are the responsibilities of a credit union’s board of directors under this

section? 713-1
X

201 § 713.3 What bond coverage must a credit union have? 713-1 X
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202 § 713.4 What bond forms may be used? 713-1 X
203 § 713.5 What is the required minimum dollar amount of coverage? 713-1 X
204 § 713.6 What is the permissible deductible? 713-2 X
205 § 713.7 May the NCUA Board require a credit union to secure additional insurance

coverage? 713-2
X

Part 714 – Leasing N/A
206 § 714.1 What does this part cover? 714-1 N/A
207 § 714.2 What are the permissible leasing arrangements? 714-1 X
208 § 714.3 Must you own the leased property in an indirect leasing arrangement? 714-1 X
209 § 714.4 What are the lease requirements? 714-1 X
210 § 714.5 What is required if you rely on an estimated residual value greater than 25% of

the original cost of the leased property? 714-1
X

211 § 714.6 Are you required to retain salvage powers over the leased property? 714-2 X
212 § 714.7 What are the insurance requirements applicable to leasing? 714-2 X
213 § 714.8 Are the early payment provisions, or interest rate provisions, applicable in

leasing 714-2
X

214 § 714.9 Are indirect leasing arrangements subject to the purchase of eligible obligation
limit set forth in § 701.23 of this chapter? 714-2

X

215 § 714.10 What other laws must you comply with when engaged in leasing? 714-2 X
Part 715 – Supervisory Committee Audits and Verifications N/A

216 § 715.1 Scope of this part 715-1 N/A
217 § 715.2 Definitions used in this part 715-1 X
218 § 715.3 General responsibilities of the Supervisory Committee 715-2 X
219 § 715.4 Audit responsibility of the Supervisory Committee 715-2 X
220 § 715.5 Audit of Federal Credit Unions 715-3 X
221 § 715.6 Audit of Federally-insured State-chartered credit unions 715-3 X
222 § 715.7 Supervisory Committee audit alternatives to a financial statement audit 715-4 X
223 § 715.8 Requirements for verification of accounts and passbooks 715-4 X
224 § 715.9 Assistance from outside, compensated person 715-4 X
225 § 715.10 Audit report and working paper maintenance and access 715-5 X
226 § 715.11 Sanctions for failure to comply with this part 715-5 X
227 § 715.12 Statutory audit remedies for Federal credit unions 715-5 X

Part 716 – Privacy of Consumer Financial Information and Appendix* N/A
228 § 716.1 Purpose and scope 716-1 N/A
229 § 716.2 Model privacy form and examples 716-1 N/A
230 § 716.3 Definitions 716-1 N/A

Subpart A – Privacy and Opt Out Notices N/A
231 § 716.4 Initial privacy notice to consumers required 716-4 X
232 § 716.5 Annual privacy notice to members required 716-5 X
233 § 716.6 Information to be included in initial and annual privacy notices 716-6 X
234 § 716.7 Form of opt out notice to consumers and opt out methods 716-7 X
235 § 716.8 Revised privacy notices 716-8 X
236 § 716.9 Delivering privacy and opt out notices 716-9 X

Subpart B – Limits on Disclosures N/A
237 § 716.10 Limits on disclosure of nonpublic personal information to nonaffiliated third

parties 716-9
X

238 § 716.11 Limits on re-disclosure and reuse of information 716-10 X
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292 § 723.10 What waivers are available? 723-3 X
293 § 723.11 How do you obtain a waiver? 723-4 X
294 § 723.12 What will NCUA do with my waiver request? 723-4 X
295 § 723.13 What options are available if the NCUA Regional Director denies my waiver

request, or a portion of it? 723-4
X

§ 723.14-723.15 Reserved N/A
296 § 723.16 What is the aggregate member business loan limit for a credit union? 723-4 X
297 § 723.17 Are there any exceptions to the aggregate loan limit? 723-5 X
298 § 723.18 How do I obtain an exception? 723-5 X
299 § 723.19 What are the recordkeeping requirements? 723-5 X
300 § 723.20 How can a state supervisory authority develop and enforce a member business

loan regulation 723-5
X

301 § 723.21 Definitions 723-6 N/A
Part 724 – Trustees and Custodians of Certain Tax-Advantaged Savings Plans X

302 § 724.1 Federal credit unions acting as trustees and custodians of certain tax-
advantaged savings plans. . 724-1

X

303 § 724.2 Self-directed plans 724-1 X
304 § 724.3 Appointment of successor trustee or custodian 724-1 X

Part 725–Central Liquidity Facility* X
305 § 725.1 Scope 723-1 X
306 § 725.2 Definitions 723-1 X
307 § 725.3 Regular Membership 725-2 X
308 § 725.4 Agent Membership 725-2 X
309 § 725.5 Capital Stock 725-3 X
310 § 725.6 Termination of Membership 725-4 X
311 § 725.7 Special Share Accounts in Federally Chartered Agent Members 725-4 X

§ 725.8-725.16 Reserved X
312 § 725.17 Applications for Extensions of Credit 725-4 X
313 § 725.18 Creditworthiness 725-5 X
314 § 725.19 Collateral Requirements 725-5 X
315 § 725.20 Repayment, Security and Credit Reporting Agreements; Other Terms and

Conditions 725-5
X

316 § 725.21 Modification of Agreements 725-5 X
317 § 725.22 Advances to Insurance Organizations 725-5 X
318 § 725.23 Other Advances 725-6 X

Parts 726-739 – Reserved N/A
Part 740 – Accuracy of Advertising and Notice of Insured Status* N/A

319 § 740.0 Scope 740-1 N/A
320 § 740.1 Definitions 740-1 N/A
321 § 740.2 Accuracy of advertising 740-1 X
322 § 740.3 Advertising of excess insurance 740-1 X
323 § 740.4 Requirements for the official sign 740-1 X
324 § 740.5 Requirements for the official advertising statement 740-2 X

Part 741 – Requirements for Insurance* N/A
325 § 741.0 Scope 741-1 N/A

Subpart A – Regulations That Apply to Both Federal Credit Unions and Federally
Insured State Chartered Credit Unions and That Are Not Codified Elsewhere in NCUA

N/A
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398 § 747.15 Opportunity for Informal Settlement 747-6 X
399 § 747.16 NCUA’s Right to Conduct Examination 747-6 X
400 § 747.17 Collateral Attacks on Adjudicatory Proceeding 747-6 X
401 § 747.18 Commencement of Proceeding and Contents of Notice 747-6 X
402 § 747.19 Answer 747-6 X
403 § 747.20 Amended Pleadings 747-7 X
404 § 747.21 Failure to Appear 747-7 X
405 § 747.22 Consolidation and Severance of Actions 747-7 X
406 § 747.23 Motions 747-7 X
407 § 747.24 Scope of Document Discovery 747-8 X
408 § 747.25 Request for Document Discovery from Parties 747-8 X
409 § 747.26 Document Subpoenas to Nonparties 747-9 X
410 § 747.27 Deposition of Witness Unavailable for Hearing 747-10 X
411 § 747.28 Interlocutory Review 747-10 X
412 § 747.29 Summary Disposition 747-11 X
413 § 747.30 Partial Summary Disposition 747-11 X
414 § 747.31 Scheduling and Prehearing Conferences 747-11 X
415 § 747.32 Prehearing Submissions 747-12 X
416 § 747.33 Public Hearings 747-12 X
417 § 747.34 Hearing Subpoenas 747-12 X
418 § 747.35 Conduct of Hearings 747-13 X
419 § 747.36 Evidence 747-13 X
420 § 747.37 Post-hearing Filings 747-14 X
421 § 747.38 Recommended Decision and Filing of Record 747-14 X
422 § 747.39 Exceptions to Recommended Decision 747-14 X
423 § 747.40 Review by the NCUA Board 747-15 X
424 § 747.41 Stays Pending Judicial Review 747-15 X

Subpart B – Local Rules of Practice and Procedure X
425 § 747.100 Discovery Limitations 747-15 X

Subpart C – Local Rules and Procedures Applicable to Proceedings for the
Involuntary Termination of Insured Status

X

426 § 747.201 Scope 747-15 X
427 § 747.202 Grounds for Termination of Insurance 747-16 X
428 § 747.203 Notice of Charges 747-16 X
429 § 747.204 Notice of Intention to Terminate Insured Status 747-16 X
430 § 747.205 Order Terminating Insured Status 747-16 X
431 § 747.206 Consent to Termination of Insured Status 747-16 X
432 § 747.207 Notice of Termination of Insured Status 747-16 X
433 § 747.208 Duties after Termination 747-17 X

Subpart D–Local Rules and Procedures Applicable to Suspensions and
Prohibitions Where Felony Charged

X

434 § 747.301 Scope 747-17 X
435 § 747.302 Rules of Practice; Remainder of Board of Director 747-17 X
436 § 747.303 Notice of suspension or prohibition 747-18 X
437 § 747.304 Removal or permanent prohibition 747-18 X
438 § 747.305 Effectiveness of Suspension or Removal until Completion of Hearing 747-19 X
439 § 747.306 Notice of Opportunity for Hearing 747-19 X
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440 § 747.307 Hearing 747-19 X
441 § 747.308 Waiver of Hearing; Failure to Request Hearing or Review Based on Written

Submissions; Failure to Appear 747-20
X

442 § 747.309 Decision of the NCUA Board 747-20 X
443 § 747.310 Reconsideration by the NCUA Board 747-20 X
444 § 747.311 Relevant Considerations 747-20 X

Subpart E – Local Rules and Procedures Applicable to Proceedings Relating to the
Suspension or Revocation of Charters and to Involuntary Liquidations

X

445 § 747.401 Scope 747-21 X
446 § 747.402 Grounds for Suspension or Revocation of Charter and for Involuntary

Liquidation 747-21
X

447 § 747.403 Notice of Intent to Suspend or Revoke Charter; Notice of Suspension 747-21 X
448 § 747.404 Notice of Hearing 747-21 X
449 § 747.405 Issuance of Order 747-21 X
450 § 747.406 Cancellation of Charter 747-22 X

Subpart F – Local Rules and Procedures Applicable to Proceedings Relating to the
Termination of Membership in the Central Liquidity Facility – Reserved

X

Subpart G – Local Rules and Procedures Applicable to Recovery of Attorneys
Fees and Other Expenses Under the Equal Access to Justice Act in NCUA Board
Adjudications

X

451 § 747.601 Purpose and Scope 747-22 X
452 § 747.602 Eligibility of Applicants 747-22 X
453 § 747.603 Prevailing Party 747-23 X
454 § 747.604 Standards for Award 747-23 X
455 § 747.605 Allowable Fees and Expenses 747-23 X
456 § 747.606 Contents of Application 747-23 X
457 § 747.607 Statement of Net Worth 747-24 X
458 § 747.608 Documentation of Fees and Expenses 747-24 X
459 § 747.609 Filing and Service of Applications 747-24 X
460 § 747.610 Answer to Application 747-25 X
461 § 747.611 Comments by Other Parties 747-25 X
462 § 747.612 Settlement 747-25 X
463 § 747.613 Further Proceedings 747-25 X
464 § 747.614 Recommended Decision 747-25 X
465 § 747.615 Decision of the NCUA Board 747-26 X
466 § 747.616 Payment of Award 747-26 X

Subpart H – Local Rules and Procedures Applicable to Investigations X
467 § 747.701 Applicability 747-26 X
468 § 747.702 Information Obtained in Investigations 747-26 X
469 § 747.703 Authority to Conduct Investigations 747-26 X

Subpart I – Local Rules and Procedures Applicable to Formal Investigative
Proceedings

X

470 § 747.801 Applicability 747-27 X
471 § 747.802 Non-public Formal Investigative Proceeding 747-27 X
472 § 747.803 Subpoenas 747-27 X
473 § 747.804 Oath; False Statements 747-27 X
474 § 747.805 Self-incrimination; Immunity 747-27 X
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475 § 747.806 Transcripts 747-28 X
476 § 747.807 Rights of Witnesses 747-28 X

Subpart J – Local Procedures and Standards Applicable to a Notice of Change in
Senior Executive Officers, Directors or Committee Members Pursuant to Section
212 of the Act

X

477 § 747.901 Scope 747-28 X
478 § 747.902 Grounds for Disapproval of Notice 747-29 X
479 § 747.903 Procedures Where Notice of Disapproval Issued; Reconsideration 747-29 X
480 § 747.904 Appeal 747-29 X
481 § 747.905 Judicial Review 747-29 X

Subpart K – Inflation Adjustment of Civil Monetary Penalties X
482 § 747.1001 Adjustment of civil money penalties by the rate of inflation

747-30
X

Subpart L – Insurance, Review and Enforcement of Orders Imposing Prompt
Corrective Action

X

483 § 747.2001 Scope 747-31 X
484 § 747.2002 Review of orders imposing discretionary supervisory action

747-31
X

485 § 747.2003 Review of order reclassifying a credit union on safety and soundness
criteria 747-32

X

486 § 747.2004 Review of order to dismiss a director or senior executive officer 747-33 X
487 § 747.2005 Enforcement of orders 747-34 X

Part 748 – Security Program, Report of Suspected Crimes, Suspicious
Transactions, Catastrophic Acts, and Bank Secrecy Act Compliance

N/A

488 § 748.0 Security program 748-1 N/A
489 § 748.1 Filing of reports 748-1 X
490 § 748.2 Procedures for monitoring Bank Secrecy Act (BSA) compliance 748-3 X

Appendix A to Part 748 Guidelines for Safeguarding Member Information 748-3 N/A
Appendix B to Part 748 Guidance on Response Programs for Unauthorized Access to
Member Information and Member Notice 748-6

N/A

Part 749 – Records Preservation Program And Appendices-Record Retention
Guidelines; Catastrophic Act Preparedness Guidelines

N/A

491 § 749.0 Purpose and Scope 749-1 N/A
492 § 749.1 Definitions 749-1 N/A
493 § 749.2 Vital Records Preservation Program 749-1 X
494 § 749.3 Vital Records Center 749-1 X
495 § 749.4 Format for Vital Records Preservation 749-1 X
496 § 749.5 Format for Records Required by Other NCUA Regulations 749-2 X

Appendix A to Part 749 Record Retention Guidelines 749-2 N/A
Appendix B to Part 749 Catastrophic Act Preparedness Guidelines
749-3

N/A

Parts 750-759 – Reserved N/A
Part 760 – Loans in Areas Having Special Flood Hazards* N/A

497 § 760.1 Authority, purpose, and scope 760-1 N/A
498 § 760.2 Definitions 760-1 N/A
499 § 760.3 Requirement to purchase flood insurance where available 760-1 X
500 § 760.4 Exemptions 760-1 X
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501 § 760.5 Escrow requirement 760-2 X
502 § 760.6 Required use of standard flood hazard determination form 760-2 X
503 § 760.7 Forced placement of flood insurance 760-2 X
504 § 760.8 Determination fees 760-2 X
505 § 760.9 Notice of special flood hazards and availability of Federal disaster relief

assistance 760-2
X

506 § 760.10 Notice of servicers identity 760-3 X
Appendix to Part 760 Sample Form of Notice of Special Flood Hazards and
Availability of Federal Disaster Relief Assistance 760-3

N/A

Parts 761-789 – Reserved N/A
Part 790–Description of NC UA; Request for Agency Action X

507 § 790.1 Scope 790-1 X
508 § 790.2 Central and regional office organization 790-1 X

§ 790.3 Requests for action 790-4 X
Part 791 – Rules of NC UA Board Procedure; Promulgation of NC UA Rules and
Regulations; Public Observation of NC UA Board Meetings

X

Subpart A–Rules of NCUA Board Procedure X
509 § 791.1 Scope 791-1 X
510 § 791.2 Number of votes required for board action 791-1 X
511 § 791.3 Voting by proxy 791-1 X
512 § 791.4 Methods of acting 791-1 X
513 § 791.5 Scheduling of board meetings 791-1 X
514 § 791.6 Subject matter of a meeting 791-2 X

Subpart B – Promulgation of NCUA Rules and Regulations X
515 § 791.7 Scope 791-2 X
516 § 791.8 Promulgation of NCUA rules and regulations 791-2 X

Subpart C – Public Observation of NCUA Board Meetings Under the Sunshine
Act

X

517 § 791.9 Scope 791-2 X
518 § 791.10 Definitions 791-3 X
519 § 791.11 Open meetings 791-3 X
520 § 791.12 Exemptions 791-3 X
521 § 791.13 Public announcement of meetings 791-4 X
522 § 791.14 Regular procedure for closing meeting discussions or limiting the disclosure

of information 791-4
X

523 § 791.15 Requests for open meeting 791-5 X
524 § 791.16 General counsel certification 791-5 X
525 § 791.17 Maintenance of Meeting Records 791-5 X
526 § 791.18 Public availability of meeting records and other documents 791-5 X

Part 792 – Requests for Information Under the Freedom of Information Act and
Privacy Act, and by Subpoena; Security Procedures for Classified Information

X

Subpart A – The Freedom of Information Act X
527 § 792.01 General Purpose 792-1 X
528 What is the purpose of this subpart? 792-1 X
529 Records Publicly Available 792-1 X
530 § 792.02 What records does NCUA make available to the public for inspection and

copying? 792-1
X
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531 § 792.03 How will I know which records to request? 792-1 X
532 § 792.04 How can I obtain these records? 792-1 X
533 § 792.05 What is the significance of records made available and indexed? 792-1 X
534 Records Available Upon Request 792-2 X
535 § 792.06 Can I obtain other records? 792-2 X
536 § 792.07 Where do I send my request? 792-2 X
537 § 792.08 What must I include in my request? 792-2 X
538 § 792.09 What if my request does not meet the requirements of this subpart? 792-2 X
539 § 792.10 What will NCUA do with my request? 792-2 X
540 § 792.11 What kind of records are exempt from public disclosure? 792-3 X
541 § 792.12 How will I know what records NCUA has determined to be exempt? 792-4 X
542 § 792.13 Can I get the records in different forms or formats? 792-4 X
543 § 792.14 Who is responsible for responding to my request? 792-4 X
544 § 792.15 How long will it take to process my request? 792-4 X
545 § 792.16 What unusual circumstances can delay NCUA response? 792-4 X
546 § 792.17 What can I do if the time limit passes and I still have not received a response?

792-5
X

547 Expedited Processing 792-5 X
548 § 792.18 What if my request is urgent and I cannot wait for the records? 792-5 X
549 Fees 792-5 X
550 § 792.19 How does NCUA calculate the fees for processing my request? 792-5 X
551 § 792.20 What are the charges for each fee category? 792-6 X
552 § 792.21 Will NCUA provide a fee estimate? 792-6 X
553 § 792.22 What will NCUA charge for other services? 792-6 X
554 § 792.23 Can I avoid charges by sending multiple, small requests? 792-6 X
555 § 792.24 Can NCUA charge me interest if I fail to pay my bill? 792-6 X
556 § 792.25 Will NCUA charge me if the records are not found or are determined to be

exempt? 792-6
X

557 § 792.26 Will I be asked to pay fees in advance? 792-6 X
558 Fee Waiver or Reduction 792-7 X
559 § 792.27 Can fees be reduced or waived? 792-7 X
560 Appeals 792-7
561 § 792.28 What if I am not satisfied with the response I receive? 792-7 X

562 § 792.29 If I send NCUA confidential commercial information, can it be disclosed
under FOIA? 792-8

X

563 Release of Exempt Information 792-8
564 § 792.30 Is there a prohibition against disclosure of exempt records? 792-8 X

565 § 792.31 Can exempt records be disclosed to credit unions, financial institutions and
state or federal agencies? 792-8

X

566 § 792.32 Can exempt records be disclosed to investigatory agencies? 792-9 X

Subpart B – Reserved X

Subpart C – Production of Nonpublic Records and Testimony of NCUA
Employees in Legal Proceedings

X

567 § 792.40 What does this subpart prohibit? 792-9 X

568 § 792.41 When does this subpart apply? 792-9 X

569 § 792.42 How do I request nonpublic records or testimony? 792-9 X

570 § 792.43 What must my written request contain? 792-10 X
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571 § 792.44 When should I make a request? 792-10 X

572 § 792.45 Where do I send my request? 792-10 X

573 § 792.46 What will the NCUA do with my request? 792-10 X

574 § 792.47 If my request is granted, what fees apply? 792-11 X

575 § 792.48 If my request is granted, what restrictions apply? 792-11 X

576 § 792.49 Definitions 792-11 X

Subpart D – Security Procedures for Classified Information X

577 § 792.50 Program 792-12 X

578 § 792.51 Procedures 792-12 X

Subpart E – The Privacy Act X

579 § 792.52 Scope 792-12 X

580 § 792.53 Definitions 792-13 X

581 § 792.54 Procedures for requests pertaining to individual records in a system of records
792-13

X

582 § 792.55 Times, places, and requirements for identification of individuals making
requests and identification of records requested 792-13

X

583 § 792.56 Notice of existence of records, access decisions and disclosure of requested
information; time limits 792-14

X

584 § 792.57 Special procedures: Information furnished by other agencies; medical records
792-14

X

585 § 792.58 Requests for correction or amendment to a record; administrative review of
requests 792-14

X

586 § 792.59 Appeal of initial determination 792-15 X

587 § 792.60 Disclosure of record to person other than the individual to whom it pertains
792-15

X

588 § 792.61 Accounting for disclosures 792-16 X

589 § 792.62 Requests for accounting for disclosures 792-16 X

590 § 792.63 Collection of information from individuals; information forms 792-16 X

591 § 792.64 Contracting for the operation of a system of records 792-16 X

592 § 792.65 Fees 792-17 X

593 § 792.66 Exemptions 792-17 X

594 § 792.67 Security of systems of records 792-18 X

595 § 792.68 Use and collection of Social Security numbers 792-18 X

596 § 792.69 Training and employee standards of conduct with regard to privacy 792-18 X

Part 793 – Tort Claims Against the Government X

Subpart A – General X

597 § 793.1 Scope of regulations 793-1 X

Subpart B – Procedures X

598 § 793.2 Administrative claim; when presented; place of filing 793-1 X

599 § 793.3 Administrative claim; who may file 793-1 X

600 § 793.4 Administrative claim; evidence and information to be submitted 793-1 X

601 § 793.5 Investigation, examination, and determination of claims 793-2 X

602 § 793.6 Final denial of claim 793-2 X

603 § 793.7 Payment of approved claims 793-3 X

604 § 793.8 Release 793-3 X

605 § 793.9 Penalties 793-3 X

606 § 793.10 Limitation on National Credit Union Administration’s authority 793-3 X
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% of total 25% 14% 60%
252 Total, examination related rules and regulations 161 91

% of total 64% 36%
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5.2 Examination Related NCUA Rules and Regulations Mapped to Refined Categories

#
NCUA

Regulation
Part
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Regulatory

Related

Non-
Insurance and

Consumer
Regulatory

Related

Description Rule/Regulation

1 §Part 701 –
Organization and
Operations of
FCUs

.1 –Federal credit
union chartering,
field of
membership
modifications,
and conversions.

X This part addresses the
location of NCUA’s
chartering and field of
membership policies.

§ 701.1 Federal credit union chartering, field of membership modifications, and conversions. National Credit Union Administration policies concerning chartering, field of membership
modifications, and conversions are set forth in Interpretive Ruling and Policy Statement 08-2, Chartering and Field of Membership Manual (IRPS 08-2) published as Appendix B to this part.
The Chartering and Field of Membership Manual also is available on-line at http://www.ncua.gov. NCUA’s in-house publication of the regulations does not include the Chartering and Field
of Membership Manual as an appendix to this part.

2 .2 –Federal Credit
Union Bylaws

X Requires FCU’s to
operate in accordance
with their approved
bylaws.

§ 701.2 Federal Credit Union Bylaws (a) Federal credit unions must operate in accordance with their approved bylaws. The Federal Credit Union Bylaws are hereby published as Appendix A
to Part 701 pursuant to 5 U.S.C. 552(a)(1) and accompanying regulations. Federal credit unions may adopt amendments to their bylaws as provided in the Bylaws, with the approval of the
Board.
(b) Copies of the Federal Credit Union Bylaws may be obtained at http://www.ncua.gov or by request addressed to ogcmail@ncua.gov or National Credit Union Administration, 1775 Duke
Street, Alexandria, VA 22314
(c) The National Credit Union Administration may issue revisions or amendments of the Federal Credit Union Bylaws from time to time. An historic file of amendments or revisions is
maintained and made available for inspection at the National Credit Union Administration, 1775 Duke Street, Alexandria, VA 22314.

3 .3 –Member
inspection of
credit union
books, records,
and minutes.

X This part grants a group
of members the right to
inspect the books and
records of an FCU.

§ 701.3 Member inspection of credit union books, records, and minutes. (a) Member inspection rights. A group of members of a federal credit union has the right, upon submission of a
petition to the credit union as described in paragraph (b) of this section, to inspect and copy non-confidential portions of the credit union’s:
(1) Accounting books and records; and (2) Minutes of the proceedings of the credit union’s members, board of directors, and committees of directors; (b) Petition for inspection. The petition
must describe the particular records to be inspected and state a proper purpose for the inspection, that is, a purpose related to the protection of the members’ financial interests in the credit
union. The petition must state that the petitioners as a whole, or certain named petitioners, agree to pay the direct and reasonable costs associated with search and duplication of requested
material. The petition must also state that the inspection is not desired for any purpose
other than the stated purpose; that the members signing the petition will not sell or offer for sale any information obtained from the credit union; and that the members signing the petition
have not within five years preceding the signature date sold or offered for sale any information acquired from the credit union or aided or abetted any person in procuring any information
from the credit union for purposes of sale. The petition must name one member, and one alternate member, who will represent the petitioners on issues such as inspection procedures, costs,
and potential disputes. At least one percent of the credit union’s members, with a minimum of 20 members and a maximum of 500 members, must sign the petition. Each member who signs
the petition must have been a member of the credit union for at least 180 days at the time the petitioners submit the petition to the credit union. (c) Inspection procedures. (1) A federal credit
union must respond to petitioners within 14 days of receiving a petition. In its response, a credit union must inform petitioners either that it will provide inspection of the requested material
and, if so, when, or, if a credit union is going to withhold all or part of the requested material, it must inform petitioners what part of the requested material it intends to withhold and the
reasons for withholding the requested material. As soon as possible after receiving a petition, a credit union must schedule inspection and copying of non-confidential requested material it
determines petitioners may inspect and copy.(2) Inspection may be made in person or by agent or attorney and at any reasonable time or times. The credit union may, at its option, skip
inspection and deliver copies of requested documents directly to the petitioners. Member inspection rights under this section are in addition to any other member inspection rights afforded by
the credit union’s charter or bylaws or other federal law or federal regulation. (3) If the credit union denies inspection because the petitioners have failed to obtain the minimum number of
valid signatures, the credit union must inform the petitioners which signatures were not valid and why. (d) Confidential books, records, and minutes. Members do not have the right to inspect
any portion of the books, records, or minutes of a federal credit union if: (1) Federal law or regulation prohibits disclosure of that portion; (2) The publication of that portion could cause the
credit union predictable and substantial financial harm; (3) That portion contains nonpublic personal information as defined in §716.3 of this part; or (4) That portion contains information
about credit union employees or officials the disclosure of which would constitute a clearly unwarranted invasion of personal privacy. (e) Costs. A federal credit union may charge petitioners
the direct and reasonable costs associated with search and duplication. The credit union may not charge for other costs, including indirect costs or attorney’s fees. (f) Dispute resolution. (1) In
the event of a dispute between a federal credit union and its members concerning a petition for inspection or the associated costs, either party may submit the dispute to the regional director.
The regional director, after obtaining the views of both parties, will direct the credit union either to withhold the disputed materials or to make them available for member inspection and
copying. The regional director may place conditions upon release. The decision of the regional director is a final agency decision and is not appealable to the Board. (2) The regional director
has the discretion to refer any dispute to the credit union’s supervisory committee for review and resolution. If petitioners are not satisfied with the supervisory committee’s response, they
may resubmit the dispute to the regional director.

4 .4-.5 – Reserved

5 .6 – Fees paid by
federal credit
unions.

X This section establishes
the fees to be paid by the
credit union to the
NCUA.

§ 701.6 Fees paid by federal credit unions. (a) Basis for assessment. Each calendar year or as otherwise directed by the Board, each Federal credit union shall pay to the Administration for the
current National Credit Union Administration fiscal year (January 1 to December 31) an operating fee in accordance with a schedule as fixed from time to time by the National Credit Union
Administration Board based on the total assets of each Federal credit union as of December 31 of the preceding year or as otherwise determined pursuant to paragraph (b) of this section. The
operating fee is determined based on total assets less the assets created on the books of a natural person federal credit union by investments made in a corporate credit union under the Credit
Union System Investment Program or the Credit Union Homeowners Affordability Relief Program. (b) Coverage. The operating fee shall be paid by each Federal credit union engaged in
operations as of January 1 of each calendar year, except as otherwise provided by this paragraph. (1) New charters. A newly chartered Federal credit union will not pay an operating fee until
the year following the first full calendar year after the date chartered. (2) Conversions. A state chartered credit union that converts to Federal charter will pay an operating fee in the year
following the conversion. Federal credit unions converting to state charter will not receive a refund of the operating fee paid to the Administration in the year in which the conversion takes
place. (3) Mergers. A continuing Federal credit union that has merged with another credit union will pay an operating fee in the following year based on the combined total assets of the
merged credit union and the continuing Federal credit union as of December 31 of the year in which the merger took place. For purposes of this requirement, a purchase and assumption
transaction wherein the continuing Federal credit union purchases all or essentially all of the assets of another credit union shall be deemed a merger. Federal credit unions merging with other
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Federal or state credit unions will not receive a refund of the operating fee paid to the Administration in the year in which the merger took place. (4) Liquidations. A Federal credit union
placed in liquidation will not pay any operating fee after the date of liquidation. (c) Notification. Each Federal credit union shall be notified at least 30 days in advance of the schedule of fees
to be paid. A Federal credit union may submit written comments to the Board for consideration regarding the existing fee schedule. Any subsequent revision to the schedule shall be provided
to each Federal credit union at least 15 days before payment is due. (d) Assessment of Administrative Fee and Interest for Delinquent Payment. Each Federal credit union shall pay to the
Administration an administrative fee, the costs of collection, and interest on any delinquent payment of its operating fee. A payment will be considered delinquent if it is post-marked later
than the date stated in the notice to the credit union provided under § 701.6(c). The National Credit Union Administration may waive or abate charges or collection of interest if circumstances
warrant. (1) The administrative fee for a delinquent payment shall be an amount fixed from time to time by the National Credit Union Administration Board and based upon the administrative
costs of such delinquent payments to the Administration in the preceding year. (2) The costs of collection shall be the actual hours expended by Administration personnel multiplied by the
average hourly salary and benefits costs of such personnel as determined by the National Credit Union Administration Board. (3) The interest rate charged on any delinquent payment shall be
the U.S. Department of the Treasury Tax and Loan Rate in effect on the date when the payment is due as provided in 31 U.S.C. 3717. (4) If a credit union makes a combined payment of its
operating fee and its share insurance deposit as provided in § 741.4 of this chapter and such payment is delinquent, only one administrative fee will be charged and interest will be charged on
the total combined payment.

6 .7-.13 – Reserved

7 .14 –Change in
official or senior
executive officer
in credit unions
that are newly
chartered or are in
troubled
condition.

X This section establishes
parameters under which a
newly chartered credit
union or a troubled credit
union must operate with
regard to management
decisions and operations.

At the option of the individual, the information may be forwarded to the Regional Director by the individual; however, in such cases, the credit union must file a notice to that effect. (iii)
Processing. Within ten calendar days after receiving the notice, the Regional Director will inform the credit union either that the notice is complete or that additional, specified information is
needed and must be submitted within 30 calendar days. If the initial notice is complete, the Regional Director will issue a written decision of approval or disapproval to the individual and the
credit union within 30 calendar days of receipt of the notice. If the initial notice is not complete, the Regional Director will issue a written decision within 30 calendar days of receipt of the
original notice plus the amount of time the credit union takes to provide the requested additional information. If the additional information is not submitted within 30 calendar days of the
Regional Director’s request, the Regional Director may either disapprove the proposed individual or review the notice based on the information provided. If the credit union and the individual
have submitted all requested information and the Regional Director has not issued a written decision within the applicable time period, the individual is approved. (d) Commencement of
Service. A proposed director, committee member, or senior executive officer may begin service after the end of the 30-day period or any other additional period as provided under paragraph
(c)(3)(iii) of this section, unless the NCUA disapproves the notice before the end of the period. (e) Notice of Disapproval. NCUA may disapprove the individual’s serving as a director,
committee member or senior executive officer if it finds that the competence, experience, character, or integrity of the individual with respect to whom a notice under this section is submitted
indicates that it would not be in the best interests of the members of the credit union or of the public to permit the individual to be employed by, or associated with, the credit union. The
Notice of Disapproval will advise the parties of their rights of appeal pursuant to 12 CFR part 747 subpart J of NCUA’s Regulations.

8 .15-.18 –
Reserved

9 .19 –Benefits for
employees of
federal credit
unions.

X This section allows a
FCU to pay employees
certain benefits as part of
their employment with
the FCU.

§ 701.19 Benefits for employees of federal credit unions. (a) General authority. A federal credit union may provide employee benefits, including retirement benefits, to its employees and
officers who are compensated in conformance with the Act and the bylaws, individually or collectively with other credit unions. The kind and amount of these benefits must be reasonable
given the federal credit union’s size, financial condition, and the duties of the employees. (b) Plan trustees and custodians. Where a federal credit union is the benefit plan trustee or custodian,
the plan must be authorized and maintained in accordance with the provisions of part 724 of this chapter. Where the benefit plan trustee or custodian is a party other than a federal credit
union, the benefit plan must be maintained in accordance with applicable laws governing employee benefit plans, including any applicable rules and regulations issued by the Secretary of
Labor, the Secretary of the Treasury, or any other federal or state authority exercising jurisdiction over the plan. (c) Investment authority. A federal credit union investing to fund an employee
benefit plan obligation is not subject to the investment limitations of the Act and part 703 or, as applicable, part 704, of this chapter and may purchase an investment that would otherwise be
impermissible if the investment is directly related to the federal credit union’s obligation or potential obligation under the employee benefit plan and the federal credit union holds the
investment only for as long as it has an actual or potential obligation under the employee benefit plan. (d) Defined benefit plans. Under paragraph (c) of this section, a federal credit union
may invest to fund a defined benefit plan if the investment meets the conditions provided in that paragraph. If a federal credit union invests to fund a defined benefit plan that is not subject to
the fiduciary responsibility provisions of part 4 of the Employee Retirement Income Security Act of 1974, it should diversify its investment portfolio to minimize the risk of large losses
unless it is clearly prudent not to do so under the circumstances. (e) Liability insurance. No federal credit union may occupy the position of a fiduciary, as defined in the Employee Retirement
Income Security Act of 1974 and the rules and regulations issued by the Secretary of Labor, unless it has obtained appropriate liability insurance as described and permitted by Section 410(b)
of the Employee Retirement Income Security Act of 1974. (f) Definitions. For this section, defined benefit plan has the same meaning as in 29 U.S.C. 1002(35) and employee benefit plan has
the same meaning as in 29 U.S.C. 1002(3).

11 .21 –Loans to
members and
lines of credit to
members.

X This section establishes
the parameters for a
FCU’s overall lending
program.

§ 701.21 Loans to members and lines of credit to members. (a) Statement of scope and purpose. Section 701.21 complements the provisions of section 107(5) of the Federal Credit Union Act
(12 U.S.C. 1757(5)) authorizing Federal credit unions to make loans to members and issue lines of credit (including credit cards) to members. Section 107(5) of the Act contains limitations
on matters such as loan maturity, rate of interest, security, and prepayment penalties. Section 701.21 interprets and implements those provisions. In addition, § 701.21 states the NCUA
Board’s intent concerning preemption of state laws, and expands the authority of Federal credit unions to enforce due-on-sale clauses in real property loans. Also, while § 701.21 generally
applies to Federal credit unions only, its provisions may be used by state-chartered credit unions with respect to alternative mortgage transactions in accordance with 12 U.S.C. 3801 et seq.,
and certain provisions apply to loans made by federally insured state chartered credit unions as specified in § 741.203 of this chapter. Part 722 of this chapter sets forth requirements for
appraisals for certain real estate-secured loans made under § 701.21 and any other applicable lending authority. Finally, it is noted that § 701.21 does not apply to loans by Federal credit
unions to other credit unions (although certain statutory limitations in Section 107 of the Act apply), nor to loans to credit union organizations (which are governed by Section 107(5)(D) of
the Act and part 712 of this chapter. (b) Relation to other laws—(1) Preemption of state laws. Section 701.21 is promulgated pursuant to the NCUA Board’s exclusive authority as set forth in
Section 107(5) of the Federal Credit Union Act (12 U.S.C. 1757(5)) to regulate the rates, terms of repayment and other conditions of Federal credit union loans and lines of credit (including
credit cards) to members. This exercise of the Board’s authority preempts any state law purporting to limit or affect: (i)(A) rates of interest and amounts of finance charges, including: (1) the
frequency or the increments by which a variable interest rate may be changed; (2) the index to which a variable interest rate may be tied; (3) the manner or timing of notifying the borrower of
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a change in interest rate; (4) the authority to increase the interest rate on an existing balance; (B) late charges; and (C) closing costs, application, origination, or other fees; (ii) terms of
repayment, including: (A) the maturity of loans and lines of credit; (B) the amount, uniformity, and frequency of payments, including the accrual of unpaid interest if payments are insufficient
to pay all interest due; (C) balloon payments; and (D) prepayment limits; (iii) conditions related to: (A) the amount of the loan or line of credit; (B) the purpose of the loan or line of credit;
(C) the type or amount of security and the relation of the value of the security to the amount of the loan or line of credit; (D) eligible borrowers; and (E) the imposition and enforcement of
liens on the shares of borrowers and accommodation parties. (2) Matters not preempted. Except as provided by paragraph (b)(1) of this section, it is not the Board’s intent to preempt state
laws that do not affect rates, terms of repayment and other conditions described above concerning loans and lines of credit, for example: (i) insurance laws; (ii) laws related to transfer of and
security interests in real and personal property (see, however, paragraph (g)(6) of this section concerning the use and exercise of due-on sale clauses); (iii) conditions related to: (A) collection
costs and attorneys’ fees; (B) requirements that consumer lending documents be in ‘‘plain language;’’ and (C) the circumstances in which a borrower may be declared in default and may cure
default. (3) Other Federal law. Except as provided by paragraph (b)(1) of this section, it is not the Board’s intent to pre-empt state laws affecting aspects of credit transactions that are
primarily regulated by Federal law other than the Federal Credit Union Act, for example, state laws concerning credit cost disclosure requirements, credit discrimination, credit reporting
practices, unfair credit practices, and debt collection practices. Applicability of state law in these instances should be determined pursuant to the pre-emption standards of the relevant Federal
law and regulations. (4) Examination and enforcement. Except as otherwise agreed by the NCUA Board, the Board retains exclusive examination and administrative enforcement jurisdiction
over Federal credit unions. Violations of Federal or applicable state laws related to the lending activities of a Federal credit union should be referred to the appropriate NCUA regional office.
(5) Definition of State law. For purposes of paragraph (b) of this section, ‘‘state law’’ means the constitution, laws, regulations and judicial decisions of any state, the District of Columbia, the
several territories and possessions of the United States, and the Commonwealth of Puerto Rico. (c) General rules—(1) Scope. The following general rules apply to all loans to members and,
where indicated, all lines of credit (including credit cards) to members, except as otherwise provided in the remaining provisions of § 701.21. (2) Written policies. The board of directors of
each Federal credit union shall establish written policies for loans and lines of credit consistent with the relevant provisions of the Act, NCUA’s regulations, and other applicable laws and
regulations. (3) Credit applications and overdrafts. Consistent with policies established by the board of directors, the credit committee or loan officer shall ensure that a credit application is
kept on file for each borrower supporting the decision to make a loan or establish a line of credit. A credit union may advance money to a member to cover an account deficit without having a
credit application from the borrower on file if the credit union has a written overdraft policy. The policy must: set a cap on the total dollar amount of all overdrafts the credit union will honor
consistent with the credit union’s ability to absorb losses; establish a time limit not to exceed forty-five calendar days for a member either to deposit funds or obtain an approved loan from the
credit union to cover each overdraft; limit the dollar amount of overdrafts the credit union will honor per member; and establish the fee and interest rate, if any, the credit union will charge
members for honoring overdrafts. (4) Maturity. The maturity of a loan to a member may not exceed 15 years. Lines of credit are not subject to a statutory or regulatory maturity limit.
Amortization of line of credit balances and the type and amount of security on any line of credit shall be as determined by contract between the Federal credit union and the member/borrower.
(5) Ten percent limit. No loan or line of credit advance may be made to any member if such loan or advance would cause that member to be indebted to the Federal credit union upon loans
and advances made to the member in an aggregate amount exceeding 10% of the credit union’s total unimpaired capital and surplus. In the case of member business loans as defined in §
723.1 of this chapter, additional limitations apply as set forth in §§ 723.8 and 723.9 of this chapter. (6) Early payment. A member may repay a loan, or outstanding balance on a line of credit,
prior to maturity in whole or in part on any business day without penalty. (7) Loan interest rates– (i) General. Except when the Board establishes a higher maximum rate, federal credit unions
may not extend credit to members at rates exceeding 15 percent per year on the unpaid balance inclusive of all finance charges. Federal credit unions may use variable rates of interest but
only if the effective rate over the term of a loan or line of credit does not exceed the maximum permissible rate. (ii) Temporary rates. (A) At least every 18 months, the Board will determine if
federal credit unions may extend credit to members at an interest rate exceeding 15 percent. After consultation with appropriate congressional committees, the Department of Treasury, and
other federal financial institution regulatory agencies, the Board may establish a rate exceeding the 15 percent per year rate, if it determines money market interest rates have risen over the
preceding six-month period and prevailing interest rate levels threaten the safety and soundness of individual federal credit unions as evidenced by adverse trends in liquidity, capital,
earnings, and growth. (B) When the Board establishes a higher maximum rate, the Board will provide notice to federal credit unions of the adjusted rate by issuing a Letter to Federal Credit
Unions, as well as providing information in other NCUA publications and in a statement for the press. (C) Federal credit unions may continue to charge rates exceeding the established
maximum rate only on existing loans or lines of credit made before the effective date of any lowering of the maximum rate. (8)(i) Except as otherwise provided herein, no official or
employee of a Federal credit union, or immediate family member of an official or employee of a Federal credit union, may receive, directly or indirectly, any commission, fee, or other
compensation in connection with any loan made by the credit union. (ii) For the purposes of this section: Compensation includes non-monetary items, except those of nominal value.
Immediate family member means a spouse or other family member living in the same household. Loan includes line of credit. Official means any member of the board of directors or a
volunteer committee. Person means an individual or an organization. Senior management employee means the credit union’s chief executive officer (typically, this individual holds the title of
President or Treasurer/Manager), any assistant chief executive officers (e.g., Assistant President, Vice President, or Assistant Treasurer/Manager), and the chief financial officer
(Comptroller). Volunteer official means an official of a credit union who does not receive compensation from the credit union solely for his or her service as an official. (iii) This section does
not prohibit: (A) Payment, by a Federal credit union, of salary to employees; (B) Payment, by a Federal credit union, of an incentive or bonus to an employee based on the credit union’s
overall financial performance; (C) Payment, by a Federal credit union, of an incentive or bonus to an employee, other than a senior management employee, in connection with a loan or loans
made by the credit union, provided that the board of directors of the credit union establishes written policies and internal controls in connection with such incentive or bonus and monitors
compliance with such policies and controls at least annually. (D) Receipt of compensation from a person outside a Federal credit union by a volunteer official or non-senior management
employee of the credit union, or an immediate family member of a volunteer official or employee of the credit union, for a service or activity performed outside the credit union, provided that
no referral has been made by the credit union or the official, employee, or family member. (d) Loans and lines of credit to officials—(1) Purpose. Sections 107(5)(A)(iv), (v) of the Act
require the approval of the board of directors of the Federal credit union in any case where the aggregate of loans to an official and loans on which that official serves as endorser or guarantor
exceeds $20,000 plus pledged shares. This paragraph implements the requirement by establishing procedures for determining whether board of directors’ approval is required. The section
also prohibits preferential treatment of officials. (2) Official. An ‘‘official’’ is any member of the board of directors, credit committee or supervisory committee. (3) Initial approval. All
applications for loans or lines of credit on which an official will be either a direct obligor or an endorser, cosigner or guarantor shall be initially acted upon by either the board of directors, the
credit committee or loan officer, as specified in the Federal credit union’s bylaws. (4) Board of Directors’ review. The board of directors shall, in any case, review and approve or deny an
application on which an official is a direct obligor, endorser, cosigner or guarantor if the following computation produces a total in excess of $20,000: (i) Add: (A) The amount of the current
application. (B) The outstanding balances of loans including the used portion of an approved line of credit, extended to or endorsed, cosigned or guaranteed by the official. (C) The total
unused portion of approved lines of credit extended to or endorsed, cosigned or guaranteed by the official. (ii) From the above total subtract: (A) The amount of shares pledged by the official
on loans or lines of credit extended to or endorsed, cosigned or guaranteed by the official. (B) The amount of shares to be pledged by the official on the loan or line of credit applied for. (5)
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Nonpreferential treatment. The rates, terms and conditions on any loan or line of credit either made to, or endorsed or guaranteed by— (i) an official, (ii) an immediate family member of an
official, or (iii) any individual having a common ownership, investment or other pecuniary interest in a business enterprise with an official or with an immediate family member of an official
shall not be more favorable than the rates, terms and conditions for comparable loans or lines of credit to other credit union members. ‘‘Immediate family members’’ means a spouse or other
family member living in the same household. (e) Insured, Guaranteed and Advance Commitment Loans. A loan secured, in full or in part, by the insurance or guarantee of, or with an advance
commitment to purchase the loan, in full or in part, by the Federal Government, a State government or any agency of either, may be made for the maturity and under the terms and conditions,
including rate of interest, specified in the law, regulations or program under which the insurance, guarantee or commitment is provided. (f) 20-Year Loans. (1) Notwithstanding the general
15- year maturity limit on loans to members, a Federal credit union may make loans with maturities of up to 20 years in the case of: (i) a loan to finance the purchase of a mobile home if the
mobile home will be used as the member-borrower’s residence and the loan is secured by a first lien on the mobile home, and the mobile home meets the requirements for the home mortgage
interest deduction under the Internal Revenue Code, (ii) a second mortgage loan (or a non-purchase money first mortgage loan in the case of a residence on which there is no existing first
mortgage) if the loan is secured by a residential dwelling which is the residence of the member-borrower, and (iii) a loan to finance the repair, alteration, or improvement of a residential
dwelling which is the residence of the member-borrower. (2) For purposes of this paragraph (f), mobile home may include a recreational vehicle, house trailer or boat. (3) Notwithstanding the
general 20-year maturity limit on second mortgage loans, a federal credit union participating in the Department of the Treasury’s Making Home Affordable Program may extend the term of a
modified second mortgage to match the term of a modified first mortgage, in accordance with applicable program guidelines. (g) Long-Term Mortgage Loans. (1) Authority. A federal credit
union may make residential real estate loans to members, including loans secured by manufactured homes permanently affixed to the land, with maturities of up to 40 years, or such longer
period as may be permitted by the NCUA Board on a case-by-case basis, subject to the conditions of this paragraph (g). (2) Statutory limits. The loan shall be made on a one to four family
dwelling that is or will be the principal residence of the member-borrower and the loan shall be secured by a perfected first lien in favor of the credit union on such dwelling (or a perfected
first security interest in the case of either a residential cooperative or a leasehold or ground rent estate). (3) Loan application. The loan application shall be a completed standard Federal
Housing Administration, Veterans Administration, Federal Home Loan Mortgage Corporation, Federal National Mortgage Association or Federal Home Loan Mortgage Corporation/Federal
National Mortgage Association application form. In lieu of use of a standard application the Federal credit union may have a current attorney’s opinion on file stating that the forms in use
meet the requirements of applicable Federal, state and local laws. The term also excludes any servicing entity that meets the following three requirements: (A) Has a majority of its voting
interests owned by federally-insured credit unions; (B) Includes in its servicing agreements with credit unions a provision that the servicer will provide NCUA with complete access to its
books and records and the ability to review its internal controls as deemed necessary by NCUA in carrying out NCUA’s responsibilities under the Act; and (C) Has its credit union clients
provide a copy of the servicing agreement to their regional directors. (ii) The term “its affiliates,” as it relates to the third party servicer, means any entities that: (A) Control, are controlled by,
or are under common control with, that third-party servicer; or (B) Are under contract with that third-party servicer or other entity described in paragraph (h)(4)(ii)(A) of this section. (iii) The
term “vehicle loan” means any installment vehicle sales contract or its equivalent that is reported as an asset under generally accepted accounting principles. The term does not include: (A)
Loans made directly by a credit union to a member, or (B) Loans in which neither the third-party servicer nor any of its affiliates are involved in the origination, underwriting, or insuring of
the loan or the process by which the credit union acquires its interest in the loan. (iv) The term “net worth” means the retained earnings balance of the credit union at quarter end as
determined under generally accepted accounting principles. For low income-designated credit unions, net worth also includes secondary capital accounts that are uninsured and subordinate to
all other claims, including claims of creditors, shareholders, and the National Credit Union Share Insurance Fund. (i) Put Option Purchases in Managing Increased Interest-Rate Risk for Real
Estate Loans Produced for Sale on the Secondary Market. (1) Definitions. For purposes of §701.21(i)— (i) Financial options contract means an agreement to make or take delivery of a
standardized financial instrument upon demand by the holder of the contract at any time prior to the expiration date specified in the agreement, under terms and conditions established either
by: (A) a contract market designated for trading such contracts by the Commodity Futures Trading Commission, or (B) by a Federal credit union and a primary dealer in Government
securities that are counterparties in an over the- counter transaction. (ii) FHLMC security means obligations or other securities which are or ever have been sold by the Federal Home Loan
Mortgage Corporation pursuant to Sections 305 or 306 of the Federal Home Loan Mortgage Corporation Act (12 U.S.C. §§ 1454 and 1455). (iii) FNMA security means an obligation,
participation, or any instrument of or issued by, or fully guaranteed as to principal and interest by, the Federal National Mortgage Association. (iv) GNMA security means an obligation,
participation, or any instrument of or issued by, or fully guaranteed as to principal and interest by, the Government National Mortgage Association. (v) Long position means the holding of a
financial options contract with the option to make or take delivery of a financial instrument. (vi) Primary dealer in Government securities means: (A) a member of the Association of Primary
Dealers in United States Government Securities; or (B) any parent, subsidiary, or affiliated entity of such primary dealer where the member guarantees (to the satisfaction of the FCU’s board
of directors) over-the counter sales of financial options contracts by the parent, subsidiary, or affiliated entity to a Federal credit union. (vii) Put means a financial options contract which
entitles the holder to sell, entirely at the holder’s option, a specified quantity of a security at a specified price at any time until the stated expiration date of the contract. (2) Permitted Options
Transactions. A Federal credit union may, to manage risk of loss through a decrease in value of its commitments to originate real estate loans at specified interest rates, enter into long put
positions on GNMA, FNMA, and FHLMC securities: (i) if the real estate loans are to be sold on the secondary market within ninety (90) days of closing; (ii) if the positions are entered into:
(A) through a contract market designated by the Commodity Futures Trading Commission for trading such contracts, or (B) with a primary dealer in Government securities; (iii) if the
positions are entered into pursuant to written policies and procedures which are approved by the Federal credit union’s board of directors, and include, at a minimum: (A) the Federal credit
union’s strategy in using financial options contracts and its analysis of how the strategy will reduce sensitivity to changes in price or interest rates in its commitments to originate real estate
loans at specified interest rates; (B) a list of brokers or other intermediaries through which positions may be entered into; (C) quantitative limits (e.g., position and stop loss limits) on the use
of financial options contracts; (D) identification of the persons involved in financial options contract transactions, including a description of these persons’ qualifications, duties, and limits of
authority, and description of the procedures for segregating these persons’ duties, (E) a requirement for written reports for review by the Federal credit union’s board of directors at its
monthly meetings, or by a committee appointed by the board on a monthly basis, of: (1) the type, amount, expiration date, correlation, cost of, and current or projected income or loss from
each position closed since the last board review, each position currently open and current gains or losses from such positions, and each position planned to be entered into prior to the next
board review; (2) compliance with limits established on the policies and procedures; and (3) the extent to which the positions described contributed to reduction of sensitivity to changes in
prices or interest rates in the Federal credit union’s commitments to originate real estate loans at a specified interest rate; and (iv) if the Federal credit union has received written permission
from the appropriate NCUA Regional Director to engage in financial options contracts transactions in accordance with this § 701.21(i) and its policies and procedures as written. (3)
Recordkeeping and Reporting. (i) The reports described in § 01.21(i)(2)(iii)(E) for each month must be submitted to the appropriate NCUA Regional Office by the end of the following
month. This monthly reporting requirement may be waived by the appropriate NCUA Regional Director on a case-by case basis for those Federal credit unions with a proven record of
responsible use of permitted financial options contracts. (ii) The records described in § 701.21(i)(2)(iii)(E) must be retained for two years from the date the financial options contracts are
closed. (4) Accounting. A federal credit union must account for financial options contracts transactions in accordance with generally accepted accounting principles.
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12 .22 –Loan
participation.

X This section establishes
the ability of an FCU to
enter into loan
participation agreements,
and establishes
limitations and
parameters under which
an FCU can do so.

§ 701.22 Loan participation. (a) For purposes of this section: (1) Participation loan means a loan where one or more eligible organizations participates pursuant to a written agreement with the
originating lender. (2) Eligible organizations means a credit union, credit union organization, or financial organization. (3) Credit union means any Federal or state chartered credit union. (4)
Credit union organization means any credit union service organization meeting the requirements of part 712 of this chapter. This term does not include trade associations or membership
organizations principally composed of credit unions. (5) Financial organization means any federally chartered or federally insured financial institution; and any state or federal government
agency and their subdivisions. (6) Originating lender means the participant with which the member contracts. (b) Subject to the provisions of this section any Federal credit union may
participate in making loans with eligible organizations within the limitations of the board of directors’ written participation loan policies, Provided: (1) no Federal credit union shall obtain an
interest in a participation loan if the sum of that interest and any (other) indebtedness owing to the Federal credit union by the borrower exceeds 10 per centum of the Federal credit union’s
unimpaired capital and surplus; (2) a written master participation agreement shall be properly executed, acted upon by the Federal credit union’s board of directors, or if the board has so
delegated in its policy, the investment committee or senior management official(s) and retained in the Federal credit union’s office. The master agreement shall include provisions for
identifying, either through a document which is incorporated by reference into the master agreement, or directly in the master agreement, the participation loan or loans prior to their sale; and
(3) a Federal credit union may sell to or purchase from any participant the servicing of any loan in which it owns a participation interest. (c) An originating lender which is a Federal credit
union shall: (1) originate loans only to its members; (2) retain an interest of at least 10 per centum of the face amount of each loan; (3) retain the original or copies of the loan documents; and
(4) Require the credit committee or loan officer to use the same underwriting standards for participation loans used for loans that are not being sold in a participation agreement unless there is
a participation agreement in place prior to the disbursement of the loan. Where a participation agreement is in place prior to disbursement, either the credit union’s loan policies or the
participation agreement shall address any variance from non-participation loan underwriting standards. (d) A participant Federal credit union that is not an originating lender shall: (1)
participate only in loans it is empowered to grant, having a participation policy in place which sets forth the loan underwriting standards prior to entering into a participation agreement; (2)
participate in participation loans only if made to its own members or members of another participating credit union; (3) retain the original or a copy of the written participation loan agreement
and a schedule of the loans covered by the agreement; and (4) obtain the approval of the board of directors or investment committee of the disbursement of proceeds to the originating lender.

13 .23-Purchase,
sale, and pledge
of eligible
obligations.

X This section of the
regulation establishes the
ability of an FCU to
purchase, sell, or pledge
eligible obligations
(loans) of the FCU.

§ 701.23 Purchase, sale, and pledge of eligible obligations. (a) For purposes of this Section: (1) Eligible obligation means a loan or group of loans. (2) Student loan means a loan granted to
finance the borrower’s attendance at an institution of higher education or at a vocational school, which is secured by and on which payment of the outstanding principal and interest has been
deferred in accordance with the insurance or guarantee of the Federal Government, of a State government, or any agency of either. (b) Purchase. (1) A Federal credit union may purchase, in
whole or in part, within the limitations of the board of directors’ written purchase policies: (i) Eligible obligations of its members, from any source, if either: (A) they are loans it is
empowered to grant or (B) they are refinanced with the consent of the borrowers, within 60 days after they are purchased, so that they are loans it is empowered to grant; (ii) Eligible
obligations of a liquidating credit union’s individual members, from the liquidating credit union; (iii) Student loans, from any source, if the purchaser is granting student loans on an ongoing
basis and if the purchase will facilitate the purchasing credit union’s packaging of a pool of such loans to be sold or pledged on the secondary market; and (iv) Real estate-secured loans, from
any source, if the purchaser is granting real estate-secured loans pursuant to § 701.21 on an ongoing basis and if the purchase will facilitate the purchasing credit union’s packaging of a pool
of such loans to be sold or pledged on the secondary mortgage market. A pool must include a substantial portion of the credit union’s members’ loans and must be sold promptly. (2) A
Federal credit union may make purchases in accordance with this paragraph (b), provided: (i) the board of directors or investment committee approves the purchase; (ii) a written agreement
and a schedule of the eligible obligations covered by the agreement are retained in the purchaser’s office; and (iii) for purchases under paragraph (b)(1)(ii) of this section, any advance written
approval required by § 741.8 of this chapter is obtained before consummation of such purchase. (3) The aggregate of the unpaid balance of eligible obligations purchased under paragraph (b)
of this section shall not exceed 5% of the unimpaired capital and surplus of the purchaser. The following can be excluded in calculating this 5% limitation: (i) Student loans purchased in
accordance with paragraph (b)(1)(iii) of this section; (ii) Real estate loans purchased in accordance with paragraph (b)(1)(iv) of this section; (iii) Eligible obligations purchased in accordance
with paragraph (b)(1)(i) of this section that are refinanced by the purchaser so that it is a loan it is empowered to grant; and (iv) An indirect lending or indirect leasing arrangement that is
classified as a loan and not the purchase of an eligible obligation because the federal credit union makes the final underwriting decision and the sales or lease contract is assigned to the federal
credit union very soon after it is signed by the member and the dealer or leasing company. (c) Sale. A Federal credit union may sell, in whole or in part, to any source, eligible obligations of
its members, eligible obligations purchased in accordance with subsection (b)(1)(ii), student loans purchased in accordance with subsection (b)(1)(iii), and real estate loans purchased in
accordance with subsection (b)(1)(iv), within the limitations of the board of directors’ written sale policies, Provided: (1) The board of directors or investment committee approves the sale;
and (2) A written agreement and a schedule of the eligible obligations covered by the agreement are retained in the seller’s office. (d) Pledge. (1) A Federal credit union may pledge, in whole
or in part, to any source, eligible obligations of its members, eligible obligations purchased in accordance with paragraph (b)(1)(ii) of this section, student loans purchased in accordance with
paragraph (b)(1)(iii) of this section, and real estate loans purchased in accordance with paragraph (b)(1)(iv) of this section, within the limitations of the board of directors’ written pledge
policies, Provided: (i) The board of directors or investment committee approves the pledge; (ii) Copies of the original loan documents are retained; and (iii) A written agreement covering the
pledging arrangement is retained in the office of the credit union that pledges the eligible obligations. (2) The pledge agreement shall identify the eligible obligations covered by the
agreement. (e) Servicing. A Federal credit union may agree to service any eligible obligation it purchases or sells in whole or in part. (f) 10 Percent Limitation. The total indebtedness owing
to any Federal credit union by any person, inclusive of retained and reacquired interests, shall not exceed 10 percent of its unimpaired capital and surplus. (g) (1) Conflicts of interest. No
federal credit union official, employee, or their immediate family member may receive, directly or indirectly, any compensation in connection with that credit union’s purchase, sale, or
pledge of an eligible obligation under the provisions of §701.23. (2) Permissible payments. This section does not prohibit: (i) A federal credit union’s payment of salary to employees; (ii) A
federal credit union’s payment of an incentive or bonus to an employee based on the credit union’s overall financial performance; (iii) A federal credit union’s payment of an incentive or
bonus to an employee, other than a senior management employee, in connection with that credit union’s purchase, sale or pledge of an eligible obligation. This payment is permissible if the
board of directors establishes a written policy and internal controls for the incentive or bonus program and monitors compliance with the policy and controls at least annually; and (iv)
Payment by a person other than the federal credit union of compensation to a volunteer official, non-senior management employee, or their immediate family member, for a service or activity
performed outside the credit union provided that the federal credit union, the official, employee, or their immediate family member has not made a referral. (3) Business associates and family
members. All transactions under this section with business associates or family members not specifically prohibited by paragraph (g)(1) of this section must be conducted at arm’s length and
in the interest of the federal credit union. (4) Definitions. The definitions in §701.21(c)(8)(ii) of this part apply to this section.

14 .24 –Refund of
interest.

X This section of the
regulations authorizes an
FCU to refund interest to

§ 701.24 Refund of interest.(a) The board of directors of a Federal credit union may authorize an interest refund to members who paid interest to the credit union during any dividend period
and who are members of record at the close of business on the last day of such dividend period. Interest refunds may be made for a dividend period only if dividends on share accounts have
been declared and paid for that period. (b) The amount of interest refund to each member shall be determined as a percentage of the interest paid by the member. Such percentage may vary
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members under certain
conditions.

according to the type of extension of credit and the interest rate charged. (c) The board of directors may exclude from an interest refund: (1) a particular type of extension of credit; (2) any
extension of credit made at a particular interest rate; and (3) any extension of credit that is presently delinquent or has been delinquent within the period for which the refund is being made.

15 .25 –Charitable
contributions and
donations

X This sections grants
authority of an FCU to
make charitable
contributions.

§ 701.25 Charitable contributions and donations. (a) A federal credit union may make charitable contributions and/or donate funds to recipients not organized for profit that are located in or
conduct activities in a community in which the federal credit union has a place of business or to organizations that are tax exempt organizations under Section 501(c)(3) of the Internal
Revenue Code and operate primarily to promote and develop credit unions. (b) The board of directors must approve charitable contributions and/or donations, and the approval must be based
on a determination by the board of directors that the contributions and/or donations are in the best interests of the federal credit union and are reasonable given the size and financial condition
of the federal credit union. The board of directors, if it chooses, may establish a budget for charitable contributions and/or donations and authorize appropriate officials of the federal credit
union to select recipients and disburse budgeted funds among those recipients.

16 .26 –Credit union
service contracts.

X This sections grants
authority for an FCU to
enter into service
contracts with other
FCUs.

§ 701.26 Credit union service contracts. A Federal credit union may act as a representative of and enter into a contractual agreement with one or more credit unions or other organizations for
the purpose of sharing, utilizing, renting, leasing, purchasing, selling, and/or joint ownership of fixed assets or engaging in activities and/ or services which relate to the daily operations of
credit unions. Agreements must be in writing, and shall advise all parties subject to the agreement that the goods and services provided shall be subject to examination by the NCUA Board to
the extent permitted by law.

17 .27-.29 –
Reserved

18 .30 –Services for
nonmembers
within the field of
membership

X This section grants
authority to FCUs to
provide limited services
to non-members within
their field of membership.

§ 701.30 Services for nonmembers within the field of membership Federal credit unions may provide the following services to persons within their fields of membership, regardless of
membership status: (a) Selling negotiable checks including travelers checks, money orders, and other similar money transfer instruments (including international and domestic electronic fund
transfers); and (b) Cashing checks and money orders and receiving international and domestic electronic fund transfers for a fee.

19 .31-
Nondiscriminatio
n requirements.

X This section prohibits an
FCU from discriminating
against a person or group
of persons and establishes
parameters under which it
must operate to ensure
non-discrimination and
notify others of its non-
discrimination policies.

§ 701.31 Nondiscrimination requirements. (a) Definitions. As used in this part, the term: (1) Application carries the meaning of that term as defined in 12 CFR 202.2(f) (Regulation B), which
is as follows: An oral or written request for an extension of credit that is made in accordance with procedures established by a creditor for the type of credit requested; (2) Dwelling carries the
meaning of that term as defined in 42 U.S.C. 3602(b) (Fair Housing Act), which is as follows: ‘‘Any building, structure, or portion thereof which is occupied as, or designed or intended for
occupancy as, a residence by one or more families, and any vacant land which is offered for sale or lease for the construction or location thereon of any building, structure, or portion
thereof;’’ and (3) Real estate-related loan means any loan for which application is made to finance or refinance the purchase, construction, improvement, repair, or maintenance of a
dwelling.(b) Nondiscrimination in lending. (1) A Federal credit union may not deny a real estate-related loan, nor may it discriminate in setting or exercising its rights pursuant to the terms or
conditions of such a loan, nor may it discourage an application for such a loan, on the basis of the race, color, national origin, religion, sex, handicap, or familial status (having children under
the age of 18) of: (i) any applicant or joint applicant; (ii) any person associated, in connection with a real estate-related loan application, with an applicant or joint applicant; (iii) the present or
prospective owners, lessees, tenants, or occupants of the dwelling for which a real estate-related loan is requested; (iv) the present or prospective owners, lessees, tenants, or occupants of
other dwellings in the vicinity of the dwelling for which a real estate-related loan is requested. (2) With regard to a real estate-related loan, a Federal credit union may not consider a lending
criterion or exercise a lending policy which has the effect of discriminating on the basis of race, color, national origin, religion, sex, handicap, or familial status (having children under the age
of 18). Guidelines concerning possible exceptions to this provision appear in paragraph (e)(1) of this section public area of each office where such loans are made and must be clearly visible
to the general public. The notice must incorporate either a facsimile of the logotype and language appearing in paragraph (d)(3) of this section or the logotype and language appearing at 24
CFR 110.25(a). Posters containing the logotype and language appearing in paragraph (d)(3) of this section may be obtained from the regional offices of the National Credit Union
Administration. (3) Logotype and notice of non-discrimination compliance. The logotype and text of the notice required in paragraph (d)(2) of this section shall be as follows: We Do
Business in Accordance With the Federal Fair Lending Laws UNDER THE FEDERAL FAIR HOUSING ACT, IT IS ILLEGAL, ON THE BASIS OF RACE, COLOR, NATIONAL
ORIGIN, RELIGION, SEX, HANDICAP, OR FAMILIAL STATUS (HAVING CHILDREN UNDER THE AGE OF 18), TO: • Deny a loan for the purpose of purchasing, constructing,
improving, repairing or maintaining a dwelling, or deny any loan secured by a dwelling; or • Discriminate in fixing the amount, interest rate, duration, application procedures or other terms or
conditions of such a loan, or in appraising property. IF YOU BELIEVE YOU HAVE BEEN DISCRIMINATED AGAINST, YOU SHOULD SEND A COMPLAINT TO: Assistant Secretary
for Fair Housing and Equal Opportunity Department of Housing & Urban Development Washington, D.C. 20410 For processing under the Federal Fair Housing Act and to: National Credit
Union Administration Office of Examination and Insurance 1775 Duke Street Alexandria, VA 22314–3428 For processing under NCUA Regulations
************************************************* UNDER THE EQUAL CREDIT OPPORTUNITY ACT, IT IS ILLEGAL TO DISCRIMINATE IN ANY CREDIT
TRANSACTION: • On the basis of race, color, national origin, religion, sex, marital status, or age, • Because income is from public assistance, or • Because a right was exercised under the
Consumer Credit Protection Act. IF YOU BELIEVE YOU HAVE BEEN DISCRIMINATED AGAINST, YOU SHOULD SEND A COMPLAINT TO: National Credit Union Administration
Office of Examination and Insurance 1775 Duke Street Alexandria, VA 22314–3428 (e) Guidelines. (1) Compliance with the Fair Housing Act is achieved when each loan applicant’s credit
worthiness is evaluated on an individual basis, without presuming that the applicant has certain characteristics of a group. If certain lending policies or procedures do presume group
characteristics, they may violate the Fair Housing Act, even though the characteristics are not based upon race, color, sex, national origin, religion, handicap, or familial status. Such a
violation occurs when otherwise facially nondiscriminatory lending procedures (either general lending policies or specific criteria used in reviewing loan applications) have the effect of
making real estate-related loans unavailable or less available on the basis of race, color, sex, national origin, religion, handicap, or familial status.
Note, however, that a policy or criterion which has a discriminatory effect is not a violation of the Fair Housing Act if its use achieves a legitimate business necessity which cannot be
achieved by using less discriminatory standards. It is also important to note that the Equal Credit Opportunity Act and Regulation B prohibit discrimination, either per se or in effect, on the
basis of the applicant’s age, marital status, receipt of public assistance, or the exercise of any rights under the Consumer Credit Protection Act. (2) Paragraph (b)(3) of this section prohibits
consideration of certain factors because of their likely discriminatory effect and because they are not necessary to make sound real estate-related loans. For purposes of clarification, the
prohibited use of location factors in this section is intended to prevent abandonment of areas in which a Federal credit union’s members live or want to live. It is not intended to require loans
in those areas that are geographically remote from the FCU’s main or branch offices or that contravene the parameters of a Federal credit union’s charter. Further, this prohibition does not
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preclude requiring a borrower to obtain flood insurance protection pursuant to the National Flood Insurance Act and part 760 of NCUA’s Rules and Regulations, nor does it preclude
involvement with Federal or state housing insurance programs which provide for lower interest rates for the purchase of homes in certain urban or rural areas. Also, the legitimate use of
location factors in an appraisal does not constitute a violation of the provision of paragraph (b)(3) of this section, which prohibits consideration of location of the dwelling. Finally, the
prohibited use of prior home ownership does not preclude a Federal credit union from considering an applicant’s payment history on a loan which was made to obtain a home. Such action
entails consideration of the payment record on a previous loan in determining creditworthiness; it does not entail consideration of prior home ownership.(3)(i) Paragraph (c)(3) of this section
prohibits consideration of the age or location of a dwelling in a real estate-related loan appraisal.
These restrictions are intended to prohibit the use of unfounded or unsubstantiated assumptions regarding the effect upon loan risk of the age of a dwelling or the physical or economic
characteristics of an area. Appraisals should be based on the present market value of the property offered as security (including consideration of specific improvements to be made by the
borrower) and the likelihood that the property will retain an adequate value over the term of the loan. (ii) The term ‘‘age of the dwelling’’ does not encompass structural soundness. In
addition, the age of the dwelling may be used by an appraiser as a basis for conducting further inspections of certain structural aspects of the dwelling. Paragraph (c)(3) of this section does,
however, prohibit an unsubstantiated determination that a house over X years in age is not structurally sound. (iii) With respect to location factors, paragraph (c) (4) of this section recognizes
that there may be location factors which may be considered in an appraisal, and requires that the use of any such factors be specifically documented in the appraisal. These factors will most
often be those location factors which may negatively affect the short range future value (up to 3–5 years) of a property. Factors which in some cases may cause the market value of a property
to decline are recent zoning changes or a significant number of abandoned homes in the immediate vicinity of the property. However, not all zoning changes will cause a decline in property
values, and proximity to abandoned buildings may not affect the market value of a property because the cause of abandonment is unrelated to high risk. Proper considerations include the
condition and utility of the improvement and various physical factors such as street conditions, amenities such as parks and recreation areas, availability of public utilities and municipal
services and exposure to flooding and land faults.

20 .32 –Payment on
shares by public
units and
nonmembers.

X This section grants
permission to FCUs to
receive payments on
shares from public units.

§ 701.32 Payment on shares by public units and nonmembers. (a) Authority. A Federal credit union may, to the extent permitted under Section 107(6) of the Act and this section, receive
payments on shares, (regular shares, share certificates, and share draft accounts) from public units and political subdivisions thereof (as those terms are defined in § 745.1) and nonmember
credit unions, and to the extent permitted under the Act, this section and §701.34, receive payments on shares (regular shares, share certificates, and share draft accounts) from other
nonmembers. (b) Limitations. (1) Unless a greater amount has been approved by the Regional Director, the maximum amount of all public unit and nonmember shares shall not, at any given
time, exceed 20% of the total shares of the federal credit union or $1.5 million, whichever is greater. (2) Before accepting any public unit or non-member shares in excess of 20% of total
shares, the board of directors must adopt a specific written plan concerning the intended use of these shares and forward a copy of the plan to the Regional Director. The plan must include: (i)
A statement of the credit union’s needs, sources and intended uses of public unit and nonmember shares; (ii) Provision for matching maturities of public unit and nonmember shares with
corresponding assets, or justification for any mismatch; and (iii) Provision for adequate income spread between public unit and nonmember shares and corresponding assets. (3) A federal
credit union seeking an exemption from the limits of paragraph (b)(1) of this section must submit to the Regional Director a written request including: (i) The new maximum level of public
unit and non-member shares requested, either as a dollar amount or a percentage of total shares; (ii) The current plan adopted by the credit union’s board of directors concerning the use of
new public unit and nonmember shares; (iii) A copy of the credit union’s latest financial statement; and (iv) A copy of the credit union’s loan and investment policies. (4) Where the financial
condition and management of the credit union are sound and the credit union’s plan for the funds is reasonable, there will be a presumption in favor of granting the request. When granted,
exemptions will normally be for a two-year period. The Regional Director will provide a written explanation for an exemption that is granted for a lesser time period. (5) The Regional
Director will provide a written determination on an exemption request within 30 calendar days after receipt of the request. The 30-day period will not begin to run until all necessary
information has been submitted to the Regional Director. All denials may be appealed to the NCUA Board in a timely manner. Appeals should be submitted through the Regional Director. (6)
Upon expiration of an exemption, non-member shares currently in the credit union in excess of the limits established pursuant to (b)(1) of this section will continue to be insured by the
National Credit Union Insurance Fund within applicable limits. No new shares in excess of the limits established pursuant to (b)(1) of this section shall be accepted. Existing share certificates
in excess of the limits established pursuant to (b)(1) of this section may remain in the credit union only until maturity. (c) The limitations herein do not apply to accounts maintained in
accordance with § 701.37 (Treasury Tax and Loan Depositaries; Depositaries and Financial Agents of the Government) and matching funds required by § 705.7(b) (Community Development
Revolving Loan Program for Credit Unions). Once a loan granted pursuant to part 705 is repaid, nonmember share deposits accepted to meet the matching requirement are subject to this
section.

21 .33 –
Reimbursement,
insurance, and
indemnification
of officials and
employees.

X This section establishes
the parameters under
which an FCU may
compensate officials, and
volunteers.

§ 701.33 Reimbursement, insurance, and indemnification of officials and employees. (a) Official. An official is a person who is or was a member of the board of directors, credit committee or
supervisory committee, or other volunteer committee established by the board of directors. (b) Compensation. (1) Only one board officer, if any, may be compensated as an officer of the
board. The bylaws must specify the officer to be compensated, if any, as well as the specific duties of each of the board officers. No other official may receive compensation for performing
the duties or responsibilities of the board or committee position to which the person has been elected or appointed. (2) For purposes of this section, the term compensation specifically
excludes: (i) payment (by reimbursement to an official or direct credit union payment to a third party) for reasonable and proper costs incurred by an official in carrying out the
responsibilities of the position to which that person has been elected or appointed, if the payment is determined by the board of directors to be necessary or appropriate in order to carry out
the official business of the credit union, and is in accordance with written policies and procedures, including documentation requirements, established by the board of directors. Such
payments may include the payment of travel costs for officials and one guest per official; (ii) provision of reasonable health, accident and related types of personal insurance protection,
supplied for officials at the expense of the credit union: Provided, that such insurance protection must exclude life insurance; must be limited to areas of risk, including accidental death and
dismemberment, to which the official is exposed by reason of carrying out the duties or responsibilities of the official’s credit union position; must cease immediately upon the insured
person’s leaving office, without providing residual benefits other than from pending claims, if any, except that a credit union must comply with federal and state laws metropolitan area where
they live or national metropolitan area, whichever is greater. A regional director may use total median earnings for individuals instead of median family income if it is more beneficial to a
federal credit union when determining if the credit union qualifies for a low-income credit union designation. A regional director will use the statewide or national, non-metropolitan area
median family income instead of the metropolitan area or national metropolitan area median family income for members living outside a metropolitan area. Member earnings will be
estimated based on data reported by the U.S. Census Bureau for the geographic area where the member lives. The term “low-income members” also includes those members enrolled as
students in a college, university, high school, or vocational school. (3) Federal credit unions that do not receive notification that they qualify for a low-income credit union designation but
believe they qualify may submit information to the regional director to demonstrate they qualify for a low income credit union designation. For example, federal credit unions may provide
actual member income from loan applications or surveys to demonstrate a majority of their membership is low-income members. (4) If the regional director determines a low-income
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designated federal credit union no longer meets the criteria for the designation, the regional director will notify the federal credit union in writing, and the federal credit union must, within
five years, meet the criteria for the designation or come into compliance with the regulatory requirements applicable to federal credit unions that do not have a low-income designation. The
designation will remain in effect during the five-year period. If a federal credit union does not re-qualify and has secondary capital or nonmember deposit accounts with a maturity beyond the
five-year period, a regional director may extend the time for a federal credit union to come into compliance with regulatory requirements to allow the federal credit union to satisfy the terms
of any account agreements. A federal credit union may appeal a regional director’s determination that the credit union no longer meets the criteria for a low income designation to the Board
within 60 days of the date of the notice from the regional director. An appeal must be submitted through the regional director. (5) Any credit union with a low-income credit union designation
on January 1, 2009 will have five years from that date to meet the criteria for low-income designation under paragraph (a)(1) of this section, unless the regional director determines a longer
time is required to allow the low-income credit union to satisfy the terms of a secondary capital or nonmember deposit account agreement. (6) Definitions. The following definitions apply to
this section: Median family income and total median earnings for individuals are income statistics reported by the U.S. providing departing officials the right to maintain health insurance
coverage at their own expense; and (iii) indemnification and related insurance consistent with paragraph (c) of this section. (c) Indemnification. (1) A Federal credit union may indemnify its
officials and current and former employees for expenses reasonably incurred in connection with judicial or administrative proceedings to which they are or may become parties by reason of
the performance of their official duties. (2) Indemnification shall be consistent either with the standards applicable to credit unions generally in the state in which the principal or home office
of the credit union is located, or with the relevant provisions of the Model Business Corporation Act. A Federal credit union that elects to provide indemnification shall specify whether it will
follow the relevant state law or the Model Business Corporation Act. Indemnification and the method of indemnification may be provided for by charter or bylaw amendment, contract or
board resolution, consistent with the procedural requirements of the applicable state law or the Model Business Corporation Act, as specified. A charter or bylaw amendment must be
approved by the National Credit Union Administration. (3) A Federal credit union may purchase and maintain insurance on behalf of its officials and employees against any liability asserted
against them and expenses incurred by them in their official capacities and arising out of the performance of their official duties to the extent such insurance is permitted by the applicable
state law or the Model Business Corporation Act. (4) Notwithstanding paragraph (c) (1) through (3) of this section, a federal credit union may not indemnify a dual employee for duties
performed for any employer other than the federal credit union. For purposes of this subsection, a dual employee is a federal credit union employee who also performs work functions for
another entity as part of a sharing arrangement between the federal credit union and the other entity.

22 .34 –Designation
of low-income
status; acceptance
of secondary
capital accounts
by low-income
designated credit
unions.

X Grants permission to
LICU’s to accept
secondary capital
accounts.

§ 701.34 Designation of low-income status; Acceptance of secondary capital accounts by low-income designated credit unions. (a) Designation of low-income status. (1) Based on data
obtained through examinations, a regional director will notify a federal credit union that it qualifies for designation as a low-income credit union if a majority of its membership qualifies as
low-income members. A federal credit union that wishes to receive the designation will notify the regional director in writing within 30 days of receipt of the regional director’s notification.
(2) Low-income members are those members who earn 80% or less than the median family income for the Census Bureau. The applicable income data can be obtained via the American
FactFinder on the Census Bureau’s webpage at http://factfinder.census.gov/home/ saff/main.html?_lang=en. Metropolitan area means an area designated by the Office of Management and
Budget pursuant to 31 U.S.C. 1104(d), 44 U.S.C. 3504(c), and Executive Order 10253, 16 FR 5605 (June 13, 1951) (as amended). (b) Acceptance of secondary capital accounts by low
income designated credit unions. A federal credit union having a designation of low-income status pursuant to paragraph (a) of this section may accept secondary capital accounts from non-
natural person members and non-natural person nonmembers subject to the following conditions: (1) Secondary capital plan. Before accepting secondary capital, a low-income credit union
(‘‘LICU’’) shall adopt, and forward to the appropriate NCUA Regional Director for approval, a written ‘‘Secondary Capital Plan’’ that, at a minimum: (i) States the maximum aggregate
amount of uninsured secondary capital the LICU plans to accept; (ii) Identifies the purpose for which the aggregate secondary capital will be used, and how it will be repaid; (iii) Explains
how the LICU will provide for liquidity to repay secondary capital upon maturity of the accounts; (iv) Demonstrates that the planned uses of secondary capital conform to the LICU’s
strategic plan, business plan and budget; and (v) Includes supporting pro forma financial statements, including any off-balance sheet items, covering a minimum of the next two years.(2)
Decision on plan. If a LICU is not notified within 45 days of receipt of a Secondary Capital Plan that the plan is approved or disapproved, the LICU may proceed to accept secondary capital
accounts pursuant to the plan. (3) Non-share account. The secondary capital account must be established as an uninsured secondary capital account or other form of non-share account. (4)
Minimum maturity. The maturity of the secondary capital account must be a minimum of five years. (5) Uninsured account. The secondary capital account will not be insured by the National
Credit Union Share Insurance Fund or any governmental or private entity. (6) Subordination of claim. The secondary capital account investor’s claim against the LICU must be subordinate to
all other claims including those of shareholders, creditors and the National Credit Union Share Insurance Fund. (7) Availability to cover losses. Funds deposited into a secondary capital
account, including interest accrued and paid into the secondary capital account, must be available to cover operating losses realized by the LICU that exceed its net available reserves
exclusive of secondary capital and allowance accounts for loan and lease losses), and to the extent funds are so used, the LICU must not restore or replenish the account under any
circumstances. The LICU may, in lieu of paying interest into the secondary capital account, pay accrued interest directly to the investor or into a separate account from which the secondary
capital investor may make withdrawals. Losses must be distributed pro rata among all secondary capital accounts held by the LICU at the time the losses are realized. (8) Security. The
secondary capital account may not be pledged or provided by the account investor as security on a loan or other obligation with the LICU or any other party. (9) Merger or dissolution. In the
event of merger or other voluntary dissolution of the LICU, other than merger into another LICU, the secondary capital accounts will be closed and paid out to the account investor to the
extent they are not needed to cover losses at the time of merger or dissolution. (10) Contract agreement. A secondary capital account contract agreement must be executed by an authorized
representative of the account investor and of the LICU reflecting the terms and conditions mandated by this section and any other terms and conditions not inconsistent with this section. (11)
Disclosure and acknowledgement. An authorized representative of the LICU and of the secondary capital account investor each must execute a ‘‘Disclosure and Acknowledgment’’ as set
forth in the Appendix to this section at the time of entering into the account agreement. The LICU must retain an original of the account agreement and the ‘‘Disclosure and
Acknowledgment’’ for the term of the agreement, and a copy must be provided to the account investor. (12) Prompt corrective action. As provided in §§ 702.204(b)(11), 702.304(b) and
702.305(b) of this chapter, the NCUA Board may prohibit a LICU classified ‘‘critically undercapitalized’’ or, if ‘‘new,’’ as ‘‘moderately capitalized,’’ ‘‘marginally capitalized,’’ ‘‘minimally
capitalized’’ or ‘‘uncapitalized,’’ as the case may be, from paying principal, dividends or interest on its uninsured secondary capital accounts established after August 7, 2000, except that
unpaid dividends or interest will continue to accrue under the terms of the account to the extent permitted by law. (c) Accounting treatment; Recognition of net worth value of accounts. (1)
Equity account. A LICU that issues secondary capital accounts pursuant to paragraph (b) of this section must record the funds on its balance sheet in an equity account entitled ‘‘uninsured
secondary capital account.’’ (2) Schedule for recognizing net worth value. For accounts with remaining maturities of less than five years, the LICU must reflect the net worth value of the
accounts in its financial statement in accordance with the following schedule: Appendix Remaining maturity Redemption limit as percent of original balance Four to less than five years 20,
Three to less than four years 40 Two to less than three years 60, One to less than two years 80, Appendix to § 701.34 A LICU that is authorized to accept uninsured secondary capital accounts
and each investor in such an account shall execute and date the following ‘‘Disclosure and Acknowledgment’’ form, a signed original of which must be retained by the credit union:
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Disclosure and Acknowledgment, [Name of CU] and [Name of investor] hereby, acknowledge and agree that [Name of investor] has committed [amount of funds] to a secondary capital
account with [name of credit union] under the following terms and conditions: 1. Term. The funds committed to the secondary capital account are committed for a period of ___ years. 2.
Redemption prior to maturity. Subject to the conditions set forth in 12 CFR 701.34, the funds committed to the secondary capital account are redeemable prior to maturity only at the option of
the LICU and only with the prior approval of the appropriate regional director.3. Uninsured, non-share account. The secondary capital account is not a share account and the funds committed
to the secondary capital account are not insured by the National Credit Union Share Insurance Fund or any other governmental or private entity. 4. Prepayment risk. Redemption of secondary
capital prior to the account’s original maturity date may expose the account investor to the risk of being unable to reinvest the repaid funds at the same rate of interest for the balance of the
period remaining until the original maturity date. The investor acknowledges that it understands and assumes responsibility for prepayment risk associated with the [name of credit union]’s
redemption of the investor’s secondary capital account prior to the original maturity date. 5. Availability to cover losses. The funds committed to the secondary capital account and any
interest paid into the account may be used by [name of credit union] to cover any and all operating losses that exceed the credit union’s net worth exclusive of allowance accounts for loan
losses, and in the event the funds are so used, [name of credit union] will under no circumstances restore or replenish Remaining maturity Net worth value of original balance (percent) Four
to less than five years 80, Three to less than four years 60, Two to less than three years 40, One to less than two years 20, Less than one year 0 (3) Financial statement. The LICU must reflect
the full amount of the secondary capital on deposit in a footnote to its financial statement. (d) Redemption of secondary capital. With the written approval of the appropriate Regional
Director, secondary capital that is not recognized as net worth under paragraph (c)(2) of this section (‘‘discounted secondary capital’’ re-categorized as subordinated debt) may be redeemed
according to the remaining maturity schedule in paragraph (d)(3) of this section(1) Request to redeem secondary capital. A request for approval to redeem discounted secondary capital may
be submitted in writing at any time, must specify the increment(s) to be redeemed and the schedule for redeeming all or any part of each eligible increment, and must demonstrate to the
satisfaction of the appropriate Regional Director that: (i) The LICU will have a post-redemption net worth classification of ‘‘adequately capitalized’’ under part 702 of this chapter; (ii) The
discounted secondary capital has been on deposit at least two years; (iii) The discounted secondary capital will not be needed to cover losses prior to final maturity of the account; (iv) The
LICU’s books and records are current and reconciled; (v) The proposed redemption will not jeopardize other current sources of funding, if any, to the LICU; and (vi) The request to redeem is
authorized by resolution of the LICU’s board of directors. (2) Decision on request. A request to redeem discounted secondary capital may be granted in whole or in part. If a LICU is not
notified within 45 days of receipt of a request for approval to redeem secondary capital that its request is either granted or denied, the LICU may proceed to redeem secondary capital accounts
as proposed. (3) Schedule for redeeming secondary capital. those funds to [name of institutional investor]. Dividends are not considered operating losses and are not eligible to be paid out of
secondary capital. 6. Accrued interest. By initialing below, [name of credit union] and [name of institutional investor] agree that accrued interest will be: ___Paid into and become part of the
secondary capital, account; ___ Paid directly to the investor; ___ Paid into a separate account from which the investor may make withdrawals; or ___Any combination of the above provided
the details are specified and agreed to in writing. 7. Subordination of claims. In the event of liquidation of [name of credit union], the funds committed to the secondary capital account will be
subordinate to all other claims on the assets of the credit union, including claims of member shareholders, creditors and the National Credit Union Share Insurance Fund. 8. Prompt Corrective
Action. Under certain net worth classifications (see 12 CFR 702.204(b)(11), 702.304(b) and 702.305(b), as the case may be), the NCUA Board may prohibit [name of credit union] from
paying principal, dividends or interest on its uninsured secondary capital accounts established after August 7, 2000, except that unpaid dividends or interest will continue to accrue under the
terms of the account to the extent permitted by law. ACKNOWLEDGED AND AGREED TO this ___day of [month and year] by: ________________________________________ [name of
investor’s official] [title of official] [name of investor] [address and phone number of investor] [investor’s tax identification number] ____________________________________________
[name of credit union official] [title of official]

23 .35 –Share, share
draft, and share
certificate
accounts.

X Regulation grants
permission for credit
unions to offer share,
share draft and certificate
accounts to members.

§ 701.35 Share, share draft, and share certificate accounts.(a) Federal credit unions may offer share, share draft, and share certificate accounts in accordance with Section 107(6) of the Act (12
U.S.C. 1757(6)) and the board of directors may declare dividends on such accounts as provided in Section 117 of the Act (12 U.S.C. 1763). (b) A Federal credit union shall accurately
represent the terms and conditions of its share, share draft, and share certificate accounts in all advertising, disclosures, or agreements, whether written or oral. (c) A federal credit union may,
consistent with this section, parts 707 and 740 of this subchapter, other federal law, and its contractual obligations, determine the types of fees or charges and other matters affecting the
opening maintaining and closing of a share, share draft or share certificate account. State laws regulating such activities are not applicable to federal credit unions. (d) For purposes of this
Section, ‘‘state law’’ means the constitution, statutes, regulations, and judicial decisions of any state, the District of Columbia, the several territories and possessions of the United States, and
the Commonwealth of Puerto Rico.

24 .36 –FCU
Ownership of
fixed assets.

X Sets parameters and
limitations on a FCU’s
ownership and treatment
of fixed assets

§ 701.36 FCU Ownership of fixed assets. (a) Investment in Fixed Assets. (1) No Federal credit union with $1,000,000 or more in assets may invest in any fixed assets if the investment would
cause the aggregate of all such investments to exceed five percent of the credit union’s shares and retained earnings. (2) The NCUA may waive the prohibition in paragraph (a)(1) of this
section. (i) A Federal credit union desiring a waiver must submit a written request to the NCUA regional office having jurisdiction over the geographical area in which the credit union’s main
office is located. The request must describe in detail the contemplated investment and the need for the investment. The request must also indicate the approximate aggregate amount of fixed
assets, as a percentage of shares and retained earnings that the credit union would hold after the investment. (ii) The regional director will inform the requesting credit union, in writing, of the
date the request was received and of any additional documentation that the regional director might require in support of the waiver request. (iii) The regional director will approve or
disapprove the waiver request in writing within 45 days after receipt of the request and all necessary supporting documentation. If the regional director approves the waiver, the regional
director will establish an alternative limit on aggregate investments in fixed assets, either as a dollar limit or as a percentage of the credit union’s shares and retained earnings. Unless
otherwise specified by the regional director, the credit union may make future acquisition of fixed assets only if the aggregate of all such future investments in fixed assets does not exceed an
additional one percent of the shares and retained earnings of the credit union over the amount approved by the regional director. (iv) If the regional director does not notify the credit union of
the action taken on its request within 45 calendar days of the receipt of the waiver request or the receipt of additional requested supporting information, whichever occurs later, the credit
union may proceed with its proposed investment in fixed assets. The investment, and any future investments in fixed assets, must not cause the credit union to exceed the aggregate
investment limit described in its waiver request. (b) Premises Not Currently Used To Transact Credit Union Business. (1) When a Federal credit union acquires premises for future expansion
and does not fully occupy the space within one year, the credit union must have a board resolution in place by the end of that year with definitive plans for full occupation. Premises are fully
occupied when the credit union, or a combination of the credit union, CUSOs, or vendors, use the entire space on a full-time basis. CUSOs and vendors must be using the space primarily to
support the credit union or to serve the credit union’s members. The credit union must make any plans for full occupation available to an NCUA examiner upon request. (2) When a Federal
credit union acquires premises for future expansion, the credit union must partially occupy the premises within a reasonable period, not to exceed three years. Premises are partially occupied
when the credit union is using some part of the space on a full-time basis. The NCUA may waive this partial occupation requirement in writing upon written request. The request must be
made within 30 months after the property is acquired. (3) A Federal credit union must make diligent efforts to dispose of abandoned premises and any other real property not intended for use



National Credit Union Administration (NCUA) | Analysis of Examination Time Survey (ETS)

Information contained herein is for the sole benefit and use of PwC’s Client and the US Government.

PwC Page 45

#
NCUA

Regulation
Part

Insurance
Regulatory

Related

Non-
Insurance and

Consumer
Regulatory

Related

Description Rule/Regulation

in the conduct of credit union business. The credit union must seek fair market value for the property, and record its efforts to dispose of abandoned premises. After premises have been
abandoned for four years, the credit union must publicly advertise the property for sale. Unless otherwise approved in writing by the NCUA, the credit union must complete the sale within
five years of abandonment. (c) Prohibited Transactions. (1) Without the prior written approval of the NCUA, no federal credit union may invest in premises through an acquisition or a lease
of one year or longer from any of the following: (i) A director, member of the credit committee or supervisory committee, or senior management employee of the federal credit union, or
immediate family member of any such individual. (ii) A corporation in which any director, member of the credit committee or supervisory committee, official, or senior management
employee, or immediate family members of any such individual, is an officer or director, or has a stock interest of 10 percent or more. (iii) A partnership, limited liability company, or other
entity in which any director, member of the credit committee or supervisory committee, or senior management employee, or immediate family members of any such individual, is a general
partner, or a limited partner or entity member with an interest of 10 percent or more. (2) The prohibition contained in paragraph (c)(1) of this section also applies to a lease from any other
employee if the employee is directly involved in investments in fixed assets unless the board of directors determines that the employee’s involvement does not present a conflict of interest.
(3) All transactions with business associates or family members not specifically prohibited by this paragraph (c) must be conducted at arm’s length and in the interest of the credit union. (d)
Regulatory Flexibility Program. Federal credit unions that qualify for the Regulatory Flexibility Program provided for in part 742 of this chapter are exempt from the five percent limitation
described in paragraph (a) of this section. Those federal credit unions are also exempt from the three-year partial occupancy requirement described in paragraph (b) of this section when
acquiring unimproved land for future expansion pursuant to the terms of section 742.4(a)(3) of this chapter. For Federal credit unions eligible for the Regulatory Flexibility Program that
subsequently lose eligibility: (1) Section 742.8 of this chapter provides that NCUA may require the credit union to divest any existing fixed assets for substantive safety and soundness
reasons; and (2) The credit union may not make any new investments in fixed assets if, after the investment, the credit union’s total investments in fixed assets would exceed the five percent
limitation described in paragraph (a) of this section. The regional director may waive this prohibition to allow for new investments . (e) Definitions—As used in this section: (1) Abandoned
premises means real property previously used to transact credit union business but no longer used for that purpose and real property originally acquired for future expansion for which the
credit union no longer contemplates such use. (2) Fixed assets means premises, furniture, fixtures and equipment. (3) Furniture, fixtures, and equipment means all office furnishings, office
machines, computer hardware and software, automated terminals, and heating and cooling equipment. (4) Investments in fixed assets means: (i) Any investment in improved or unimproved
real property which is being used or is intended to be used as premises; (ii) Any leasehold improvement on premises; (iii) The aggregate of all capital and operating lease payments on fixed
assets, without discounting commitments for future payments to present value; and (iv) Any investment in furniture, fixtures and equipment. (5) Immediate family member means a spouse or
other family members living in the same household. (6) Premises means any office, branch office, sub-office, service center, parking lot, other facility, or real estate where the credit union
transacts or will transact business. (7) Senior management employee means the credit union’s chief executive officer (typically this individual holds the title of President or
Treasurer/Manager), any assistant chief executive officers (e.g., Assistant President, Vice President or Assistant Treasurer/Manager) and the chief financial officer (Comptroller). (8) Shares
means regular shares, share drafts, share certificates, other savings. (9) Retained earnings means undivided earnings, regular reserve, reserve for contingencies, supplemental reserves, reserve
for losses, and other appropriations from undivided earnings as designated by management or the Administration.

25 .37 –Treasury Tax
and Loan
Depositaries;
Depositaries and
Financial Agents
of the
Government.

X Grants permission for
FCU’s to act as Treasury
tax and loan depositary as
well as a depositary of
public money and defines
insurance amount on
these accounts.

§ 701.37 Treasury Tax and Loan Depositaries; Depositaries and Financial Agents of the Government. (a) Definitions. (1) Treasury Tax and Loan (TT&L) Remittance Account means a non-
dividend-paying account, the balance of which is subject to the right of immediate withdrawal, established for receipt of payments of Federal taxes and certain United States obligations under
United States Treasury Department regulations. (2) TT&L Note Account means an account subject to the right of immediate call, evidencing funds held by depositaries electing the note
option under United States Treasury Department regulations. (3) Treasury General Account means an account, established under United States Treasury Department regulations, in which a
zero balance may be maintained and from which the entire balance may be withdrawn by the depositor immediately under all circumstances except closure of the credit union. (4) U.S.
Treasury Time Deposit-Open Account means a no dividend-bearing account, established under United States Treasury Department regulations, which generally may not be withdrawn until
the expiration of 14 days after the date of the United States Treasury Department’s written notice of intent to withdraw. (b) Subject to regulation of the United States Treasury Department, a
Federal credit union may serve as a Treasury tax and loan depositary, a depositary of Federal taxes, a depositary of public money, and a financial agent of the United States Government. In
serving in these capacities, a Federal credit union may maintain the accounts defined in subsection pledge collateral, and perform the services described under United States Treasury
Department regulations for institutions acting in these capacities. (c) Funds held in a TT&L Remittance Account, a TT&L Note Account, a Treasury General Account, and a U.S. Treasury
Time Deposit-Open Account shall be considered deposits of public funds. Funds held in a TT&L Remittance Account and a TT&L Note Account shall be added together and insured up to a
maximum of $100,000 in the aggregate. Funds held in a Treasury General Account and a U.S. Treasury Time Deposit-Open Account shall be added together and insured up to a maximum of
$100,000 in the aggregate. (d) Funds held in a TT&L Remittance Account, a TT&L Note Account, a Treasury General Account, and U.S. Treasury Time Deposit-Open Account are not
subject to the 60-day notice requirement of Article III, section 5(a) of the Federal Credit Union Bylaws.

26 .38 –Borrowed
funds from
natural persons.

X Grants permission for
FCU’s to borrow funds
from natural persons.

§ 701.38 Borrowed funds from natural persons. (a) Federal credit unions may borrow from a natural person, provided: (1) The borrowing is evidenced by a signed promissory note which sets
forth the terms and conditions regarding maturity, prepayment, interest rate, method of computation, and method of payment; (2) The promissory note and any advertisement for such funds
contains conspicuous language indicating that: (i) The note represents money borrowed by the credit union; (ii) The note does not represent shares and, therefore, is not insured by the
National Credit Union Share Insurance Fund. (b) Federal credit unions must comply with the maximum borrowing authority of § 741.2 of this chapter.

27 .39 –Statutory
lien.

X Grants permission to an
FCU to establish a lien
against the property of
members to secure a
financial obligation to the
FCU by that member.

§ 701.39 Statutory lien. (a) Definitions. Within this section, each of the following terms has the meaning prescribed below: (1) Except as otherwise provided by law or except as otherwise
provided by federal law is a qualifying phrase referring to a federal and/or state law, as the case may be, which supersedes a requirement of this section. It is the responsibility of the credit
union to ascertain whether such statutory or case law exists and is applicable; (2) Impress means to attach to a member’s account and is the act which makes the lien enforceable against that
account; (3) Member means any member who is primarily, secondarily or otherwise responsible for an outstanding financial obligation to the credit union, including without limitation an
obligor, maker, co-maker, guarantor, cosigner, endorser, surety or accommodation party; (4) Notice means written notice to a member disclosing, in plain language, that the credit union has
the right to impress and enforce a statutory lien against the member’s shares and dividends in the event of failure to satisfy a financial obligation, and may enforce the right without further
notice to the member. Such notice must be given at the time, or at any time before, the member incurs the financial obligation; (5) Statutory lien means the right granted by section 107(11) of
the Federal Credit Union Act, 12 U.S.C. 1757(11), to a federal credit union to establish a right in or claim to a member’s shares and dividends equal to the amount of that member’s
outstanding financial obligation to the credit union, as that amount varies from time to time. (b) Superior claim. Except as otherwise provided by law, a statutory lien gives the federal credit
union priority over other creditors when claims are asserted against a member’s account(s). (c) Impressing a statutory lien. Except as otherwise provided by federal law, a credit union can
impress a statutory lien on a member’s account(s)— (1) Account records. By giving notice thereof in the member’s account agreement(s) or other account opening documentation; or (2) Loan
documents. In the case of a loan, by giving notice thereof in a loan document signed or otherwise acknowledged by the member(s); or (3) Bylaw or policy. Through a duly adopted credit
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union bylaw or policy of the board of directors, of which the member is given notice. (d) Enforcing a statutory lien. (1) Application of funds. Except as otherwise provided by federal law, a
federal credit union may enforce its statutory lien against a member’s account(s) by debiting funds in the account and applying them to the extent of any of the member’s outstanding financial
obligations to the credit union. (2) Default required. A federal credit union may enforce its statutory lien against a member’s account(s) only when the member fails to satisfy an outstanding
financial obligation due and payable to the credit union. (3) Neither judgment nor set-off required. A federal credit union need not obtain a court judgment on the member’s debt, nor exercise
the equitable right of set-off, prior to enforcing its statutory lien against the member’s account.

28 §702 – Prompt
Corrective
Action

.1- Authority,
purpose, scope
and other
supervisory
authority.

This Part of the NCUA
regulations (including
subparts A, B, C and D)
deals exclusively with
safety and soundness
issues that impact
directly or indirectly the
financial condition of
the credit union.

§ 702.1 Authority, purpose, scope and other supervisory authority. (a) Authority. Subparts A, B and C of this part and subpart L of part 747 of this chapter are issued by the National Credit
Union Administration pursuant to section 216 of the Federal Credit Union Act (FCUA), 12 U.S.C. 1790d (section 1790d), as added by section 301 of the Credit Union Membership Access
Act, Pub. L. No. 105– 219, 112 Stat. 913 (1998). Subpart D of this part is issued pursuant to FCUA section 120, 12 U.S.C. 1766. (b) Purpose. The express purpose of prompt corrective action
under section 1790d is to resolve the problems of federally-insured credit unions at the least possible long-term loss to the National Credit Union Share Insurance Fund. This part carries out
the purpose of prompt corrective action by establishing a framework of mandatory and discretionary supervisory actions, applicable according to a credit union’s net worth ratio, designed
primarily to restore and improve the net worth of federally-insured credit unions. (c) Scope. This part implements the provisions of section 1790d as they apply to federally-insured credit
unions, whether federally- or state-chartered; to such credit unions defined as ‘‘new’’ pursuant to section 1790d(b)(2); and to such credit unions defined as ‘‘complex’’ pursuant to section
1790d(d). Certain of these provisions also apply to officers and directors of federally-insured credit unions. This part does not apply to corporate credit unions. Procedures for issuing,
reviewing and enforcing orders and directives issued under this part are set forth in subpart L of part 747 of this chapter, 12 CFR 747.2001 et seq. (d) Other supervisory authority. Neither §
1790d nor this part in any way limits the authority of the NCUA Board or appropriate State official under any other provision of law to take additional supervisory actions to address unsafe or
unsound practices or conditions, or violations of applicable law or regulations. Action taken under this part may be taken independently of, in conjunction with, or in addition to any other
enforcement action available to the NCUA Board or appropriate State official, including issuance of cease and desist orders, orders of prohibition, suspension and removal, or assessment of
civil money penalties, or any other actions authorized by law.

29 .2 Definitions § 702.2 Definitions. Except as provided below, the terms used in this part have the same meanings as set forth in FCUA sections 101 and 216, 12 U.S.C. 1752, 1790d. (a) Appropriate
regional director means the director of the NCUA regional office having jurisdiction over federally-insured credit unions in the state where the affected credit union is principally located. (b)
Appropriate State official means the commission, board or other supervisory authority having jurisdiction over credit unions chartered by the State which chartered the affected credit union.
(c) Credit union means a federally-insured, natural person credit union, whether federally- or State-chartered, as defined by 12 U.S.C. 1752(6). (d) CUSO means a credit union service
organization as described in 12 CFR 712 et seq. for federally-chartered credit unions, and as defined under State law for State chartered credit unions. (e) NCUSIF means the National Credit
Union Share Insurance Fund as defined by 12 U.S.C. 1783. (f) Net Worth means (1) The retained earnings balance of the credit union at quarter-end as determined under generally accepted
accounting principles, subject to paragraph (f)(3) of this section. Retained earnings consists of undivided earnings, regular reserves, and any other appropriations designated by management
or regulatory authorities; (2) For a low income-designated credit union, net worth also includes secondary capital accounts that are uninsured and subordinate to all other claims, including
claims of creditors, shareholders and the NCUSIF; and (3) For a credit union that acquires another credit union in a mutual combination, net worth includes the retained earnings of the
acquired credit union, or of an integrated set of activities and assets, at the point of acquisition. A mutual combination is a transaction in which a credit union acquires another credit union, or
acquires an integrated set of activities and assets that is capable of being conducted and managed as a credit union. (g) Net worth ratio means the ratio of the net worth of the credit union (as
defined in paragraph (f) of this section) to the total assets of the credit union (as defined by a measure chosen under paragraph (k) of this section). (h) New credit union means a federally-
insured credit union which both has been in operation for less than ten (10) years and has $10,000,000 or less in total assets. (i) Senior executive officer means a senior executive officer as
defined by 12 CFR 701.14(b)(2). (j) Shares means deposits, shares, share certificates, share drafts, or any other depository account authorized by federal or state law. (k) Total assets. (1) Total
assets means a credit union’s total assets as measured by either—(i) Average quarterly balance. The average of quarter end balances of the current and three preceding calendar quarters; or
(ii) Average monthly balance. The average of month end balances over the three calendar months of the calendar quarter; or (iii) Average daily balance. The average daily balance over the
calendar quarter; or (iv) quarter-end balance. The quarter-end balance of the calendar quarter as reported on the credit union’s Call Report. (2) For each quarter, a credit union must elect a
measure of total assets from paragraph (k)(1) of this section to apply for all purposes under this part except §§ 702.103 through 702.108 [risk-based net worth requirement]. (l) Weighted-
average life means the weighted-average time to the return of a dollar of principal, calculated by multiplying each portion of principal received by the time at which it is expected to be
received (based on a reasonable and supportable estimate of that time), and then summing and dividing by the total amount of principal.

30 Subpart A .101 – Measures
and effective
date of net worth
classification.

X § 702.101 Measures and effective date of net worth classification. (a) Net worth measures. For purposes of this part, a credit union must determine its net worth category classification at the
end of each calendar quarter using two measures: (1) The net worth ratio as defined in § 702.2(g); and (2) If determined to be applicable under § 702.103, a risk-based net worth requirement.
(b) Effective date of net worth classification. For purposes of this part, the effective date of a federally insured credit union’s net worth category classification shall be the most recent to occur
of: (1) Quarter-end effective date. The last day of the calendar month following the end of the calendar quarter; or (2) Corrected net worth category. The date the credit union received
subsequent written notice from NCUA or, if State-chartered, from the appropriate State official, of a decline in net worth category due to correction of an error or misstatement in the credit
union’s most recent Call Report; or (3) Reclassification to lower category. The date the credit union received written notice from NCUA or, if State chartered, the appropriate State official, of
reclassification on safety and soundness grounds as provided under §§ 702.102(b) or 70.302(d).

31 .102 – Statutory
net worth
categories.

X § 702.102 Statutory net worth categories. (a) Net worth categories. Except for credit unions defined as ‘‘new’’ under subpart B of this part, a federally insured credit union shall be classified
(Table 1)— (1) Well capitalized if it has a net worth ratio of seven percent (7%) or greater and also meets any applicable risk based net worth requirement under §§ 702.103 through 702.108;
or (2) Adequately capitalized if it has a net worth ratio of six percent (6%) or more but less than seven percent (7%), and also meets any applicable risk-based net worth requirement under §§
702.103 through 702.108 below; or (3) Undercapitalized if it has a net worth ratio of four percent (4%) or more but less than six percent (6%), or fails to meet any applicable risk-based net
worth requirement under §§ 702.103 through 702.108; or (4) Significantly undercapitalized if it (i) Has a net worth ratio of two percent (2%) or more but less than four percent (4%); or (ii)
Has a net worth ratio of four percent (4%) or more but less than five percent (5%), and either— (A) Fails to submit an acceptable net worth restoration plan within the time prescribed in §
702.206; or (B) Materially fails to implement a net worth restoration plan approved by the NCUA Board; or (5) Critically undercapitalized if it has a net worth ratio of less than two percent
(2%).

32 .103 –
Applicability of

X § 702.103 Applicability of risk-based net worth requirement. For purposes of § 702.102, a credit union is defined as ‘‘complex’’ and a risk-based net worth requirement is applicable only if
the credit union meets both of the following criteria as reflected in its most recent Call Report: (a) Minimum asset size. Its quarter-end total assets exceed ten million dollars ($10,000,000);
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net worth req’t. and (b) Minimum RBNW calculation. Its risk-based net worth requirement as calculated under § 702.106 exceeds six percent (6%).

33 .104 – Risk
portfolios
defined.

X § 702.104 Risk portfolios defined. A risk portfolio is a portfolio of assets, liabilities, or contingent liabilities as specified below, each expressed as a percentage of the credit union’s quarter-
end total assets reflected in its most recent Call Report, rounded to two decimal places (Table 2): (a) Long-term real estate loans. Total real estate loans and real estate lines of credit
outstanding, exclusive of those outstanding that will contractually refinance, re-price or mature within the next five (5) years, and exclusive of all member business loans (as defined in 12
CFR 723.1 or as approved under 12 CFR 723.20); (b) Member business loans outstanding. All member business loans as defined in 12 CFR 723.1 or as approved under 12 CFR 723.20; (c)
Investments. Investments as defined by 12 CFR 703.150 or applicable State law, including investments in CUSOs (as defined by § 702.2(d)); (d) Low-risk assets. Cash on hand (e.g., coin and
currency, including vault, ATM and teller cash) and the NCUSIF deposit; (e) Average-risk assets. One hundred percent (100%) of total assets minus the sum of the risk portfolios in
paragraphs (a) through (d) of this section; (f) Loans sold with recourse. Outstanding balance of loans sold or swapped with recourse, excluding loans sold to the secondary mortgage market
that have representations and warranties consistent with those customarily required Table 1—Statutory net worth category classification A credit union’s net worth is… if its net worth ratio
is… and subject to the following condition(s)…”Well Capitalized” 7% or above Meets applicable risk-based net worth (RBNW) requirement “Adequately Capitalized” 6% to 6.99% Meets
applicable RBNW requirement “Undercapitalized” 4% to 5.99% Or fails applicable RBNW requirement “Significantly Undercapitalized” 2% to 3.99% Or if “undercapitalized at <5% net
worth ratio and fails to timely submit or materially implement Net Worth Restoration Plan “Critically Undercapitalized” Less than 2% None by the U.S. Government and government
sponsored enterprises; (g) Unused member business loan commitments. Unused commitments for member business loans as defined in 12 CFR 723.1 or as approved under 12 CFR 723.20;
and (h) Allowance. The Allowance for Loan and Lease Losses not to exceed the equivalent of one and one-half percent (1.5%) of total loans outstanding. Table 2—§ 702.104 Risk Portfolios
Defined Risk Portfolio Assets, liabilities or contingent liabilities (a) Long-term real estate loans Total real estate loans and real estate lines of credit (excluding MBLs) with a maturity (and
next rate adjustment period if variable rate) greater than 5 years (b) MBLs outstanding Member business loans outstanding (c) Investments As defined by federal regulation or applicable State
law (d) Low-risk assets Cash on hand and NCUSIF deposit (e) Average-risk assets 100% of total assets minus sum of risk portfolios above (f) Loans sold with recourse Outstanding balance
of loans sold or swapped with recourse, except for loans sold to the secondary mortgage market with a recourse period of 1 year or less (g) Unused MBL commitments Unused commitments
for MBLs (h) Allowance for Loan and Lease Losses limited to equivalent of 1.50 percent of total loans outstanding.

34 .105 Weighted-
average life of
investments.

X § 702.105 Weighted–average life of investments. Except as provided below (Table 3), the weighted average life of an investment for purposes of §§ 702.106(c) and 702.107(c) is defined
pursuant to §702.2(m): (a) Registered investment companies and collective investment funds. (1) For investments in registered investment companies (e.g., mutual funds) and collective
investment funds, the weighted-average life is defined as the maximum weighted-average life disclosed, directly or indirectly, in the prospectus or trust instrument; (2) For investments in
money market funds, as defined in 17 CFR 270.2a–7, and collective investment funds operated in accordance with short-term investment fund rules set forth in 12 CFR 9.18(b)(4)(ii)(B)(1)–
(3), the weighted-average life is defined as one (1) year or less; and (3) For other investments in registered investment companies or collective investment funds, the weighted average life is
defined as greater than five (5) years, but less than or equal to seven (7) years; (b) Callable fixed-rate debt obligations and deposits. For fixed-rate debt obligations and deposits that are
callable in whole, the weighted-average life is defined as the period remaining to the maturity date; (c) Variable-rate debt obligations and deposits. For variable-rate debt obligations and
deposits, the weighted average life is defined as the period remaining to the next rate adjustment date; (d) Capital in mixed-ownership Government corporations and corporate credit unions.
For capital stock in mixed-ownership Government corporations, as defined in 31 U.S.C. 9101(2), and member paid-in capital and membership capital in corporate credit unions, as defined in
12 CFR 704.2, the weighted-average life is defined as greater than one (1) year, but less than or equal to three (3) years; (e) Investments in CUSOs. For investments in CUSOs (as defined in §
702.2(d)), the weighted- average life is defined as greater than one (1) year, but less than or equal to three (3) years; and (f) Other equity securities. For other equity securities, the weighted
average life is defined as greater than ten (10) years.

35 .106 – Standard
calculation of
risk-based net
worth
requirement.

X § 702.106 Standard calculation of risk-based net worth requirement. A credit union’s risk-based net worth requirement is the aggregate of the following standard component amounts, each
expressed as a percentage of the credit union’s quarter-end total assets as reflected in its most recent Call Report, rounded to two decimal places (Table 4): (a) Long-term real estate loans. The
sum of: (1) Six percent (6%) of the amount of long-term real estate loans less than or equal to twenty-five percent (25%) of total assets; and (2) Fourteen percent (14%) of the amount in
excess of twenty-five percent (25%) of total assets; (b) Member business loans outstanding. The sum of: (1) Six percent (6%) of the amount of member business loans outstanding less than or
equal to fifteen percent (15%) of total assets; (2) Eight percent (8%) of the amount of member business loans outstanding greater than fifteen percent (15%), but less than or equal to twenty-
five percent (25%), of total assets; and (3) Fourteen percent (14%) of the amount in excess of twenty-five percent (25%) of total assets; (c) Investments. The sum of: (1) Three percent (3%) of
the amount of investments with a weighted-average life (as specified in § 702.105 above) of one (1) year or less; (2) Six percent (6%) of the amount of investments with a weighted-average
life greater than one (1) year, but less than or equal to three (3) years; (3) Twelve percent (12%) of the amount of investments with a weighted-average life greater than three (3) years, but less
than or equal to ten (10) years; and (4) Twenty percent (20%) of the amount of investments with a weighted-average life greater than ten (10) years; (d) Low-risk assets. Zero percent (0%) of
the entire portfolio of low-risk assets; (e) Average-risk assets. Six percent (6%) of the entire portfolio of average-risk assets; (f) Loans sold with recourse. Six percent (6%) of the entire
portfolio of loans sold with recourse; (g) Unused member business loan commitments. Six percent (6%) of the entire portfolio of unused member business loan commitments; and (h)
Allowance. Negative one hundred percent (-100%) of the balance of the Allowance for Loan and Lease Losses account, not to exceed the equivalent of one and one-half percent (1.5%) of
total loans outstanding. Table 3—§ 702.105 Weighted–Average Life of Investments Investment Weighted-average life (a) Registered investment companies and collective investment funds.
Registered investment companies and collective investment funds: As disclosed in prospectus or trust instrument, but if not disclosed, greater than five (5) years, but less than or equal to
seven (7) years ii. Money market funds and STIFs: One (1) year or less.(b) Callable fixed-rate debt obligations and deposits Period remaining to maturity date.(c) Variable-rate debt
obligations and deposits Period remaining to next rate adjustment.(d) Capital in mixed-ownership Government corporations and corporate credit unions Greater than one (1) year, but less
than or equal to three (3) years.(e) Investments in CUSOs Greater than one (1) year, but less than or equal to three (3) years.(f) Other equity securities Greater than ten (10) years.

36 .107 Alternative
components for
standard
calculation.

X § 702.107 Alternative components for standard calculation. A credit union may substitute one or more alternative components below, in place of the corresponding standard components in §
702.106 above, when any alternative component amount, expressed as a percentage of the credit union’s quarter-end total assets as reflected in its most recent Call Report, rounded to two
decimal places, is smaller (Table 5): (a) Long-term real estate loans. The sum of: (1) Non-callable. Non-callable long-term real estate loans as follows: (i) Eight percent (8%) of the amount of
such loans with a remaining maturity of greater than 5 years, but less than or equal to 12 years; (ii) Twelve percent (12%) of the amount of such loans with a remaining maturity of greater
than 12 years, but less than or equal to 20 years; and (iii) Fourteen percent (14%) of the amount of such loans with a remaining maturity greater than 20 years; (2) Callable. Long-term real
estate loans callable in 5 years or less as follows: (i) Six percent (6%) of the amount of such loans with a documented call provision of 5 years or less and with a remaining maturity of greater
than 5 years, but less than or equal to 12 years; (ii) Ten percent (10%) of the amount of such loans with a documented call provision of 5 years or less and with a remaining maturity of greater
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than 12 years, but less than or equal to 20 years; and (iii) Twelve percent (12%) of the amount of such loans with a documented call provision of 5 years or less and with a remaining maturity
of greater than 20 years; (b) Member business loans outstanding. The sum of: (1) Fixed rate. Fixed-rate member business loans outstanding as follows: (i) Six percent (6%) of the amount of
such loans with a remaining maturity of 3 or fewer years; (ii) Nine percent (9%) of the amount of such loans with a remaining maturity greater than 3 years, but less than or equal to 5 years;
(iii) Twelve percent (12%) of the amount of such loans with a remaining maturity greater than 5 years, but less than or equal to 7 years; (v) Sixteen percent (16%) of the amount of such loans
with a remaining maturity greater than 12 years; and (2) Variable-rate. Variable-rate member business loans outstanding as follows: (i) Six percent (6%) of the amount of such loans with a
remaining maturity of 3 or fewer years; (ii) Eight percent (8%) of the amount of such loans with a remaining maturity greater than 3 years, but less than or equal to 5 years; (iii) Ten percent
(10%) of the amount of such loans with a remaining maturity greater than 5 years, but less than or equal to 7 years; (iv) Twelve percent (12%) of the amount of such loans with a remaining
maturity greater than 7 years, but less than or equal to 12 years; and (v) Fourteen percent (14%) of the amount of such loans with a remaining maturity greater than 12 years.(c) Investments.
The sum of: (1) Three percent (3%) of the amount of investments with a weighted-average life (as specified in § 702.105 above) of one (1) year or less; (2) Six percent (6%) of the amount of
investments with a weighted-average life greater than one (1) year, but less than or equal to three (3) years; (3) Eight percent (8%) of the amount of investments with a weighted-average life
greater than three (3) years, but less than or equal to five (5) years; (4) Twelve percent (12%) of the amount of investments with a weighted-average life greater than five (5) years, but less
than or equal to seven (7) years; (5) Sixteen percent (16%) of the amount of investments with a weighted-average life greater than seven (7) years, but less than or equal to ten (10) years; and
(6) Twenty percent (20%) of the amount of investments with a weighted-average life greater than ten (10) years. (d) Loans sold with recourse. The alternative component is the sum of: (1)
Six percent (6%) of the amount of loans sold with contractual recourse obligations of six percent (6%) or greater; and (2) The weighted average recourse percent of the amount of loans sold
with contractual recourse obligations of less than six percent (6%), as computed by the credit union. Table 5—§ 702.107 Alternative Components for Standard Calculation (a) Long-Term
Real Estate Loans Amount of long-term real estate loans by remaining maturity Alternative risk weighting Non-callable long-term real estate loans Remaining maturity: >5 years to 12 years
.08, >12 years to 20 years .12, >20 years .14, Long-term real estate loans callable in 5 years or less, Remaining maturity: >5 years to 12 years .06, >12 years to 20 years .10, >20 years .12.
The “alternative component” is the sum of each amount of the “long-term real estate loans” risk portfolio by non-”callable” and “callable” characteristic and by remaining maturity (as a
percent of quarter-end total assets) times its alternative factor. Substitute for corresponding standard component if smaller. (b) Member Business Loans. Amount of member business loans by
remaining maturity Alternative risk weighting Fixed-rate MBLs, 0 to 3 years .06, >3 years to 5 years .09, >5 years to 7 years .12, >7 years to 12 years .14, >12 years .16.

37 .108 – Risk
mitigation credit

X § 702.108 Risk mitigation credit. (a) Who may apply. A credit union may apply for a risk mitigation credit if on any of the current or three preceding effective dates of classification it either
failed an applicable RBNW requirement or met it by less than 100 basis points. (b) Application for credit. Upon application pursuant to guidelines duly adopted by the NCUA Board, the
NCUA Board may in its discretion grant a credit to reduce a risk-based net worth requirement under §§ 702.106 and 702.107 upon proof of mitigation of: (1) Credit risk; or Variable-rate
MBLs, 0 to 3 years .06, >3 years to 5 years .08, >5 years to 7 years .10, >7 years to 12 years .12>12 years .14. The “alternative component” is the sum of each amount of the member business
loan’s risk portfolio by fixed and variable rate and by remaining maturity (as a percent of quarter-end total assets) times its alternative factor. Substitute for corresponding standard component
if smaller. (c) Investments Amount of investments by weighted-average life Alternative risk weighting 0 to 1 year .03, >1 year to 3 years .06, >3 years to 5 years .08, >5 years to 7 years .12,
>7 years to 10 years .16, >10 years .20. The “alternative component” is the sum of each amount of the Investment’s risk portfolio by weighted-average life (as a percent of quarter-end total
assets) times its alternative factor. Substitute for corresponding standard component if smaller. (d) Loans Sold With Recourse Amount of loans by recourse Alternative risk weighting
Recourse 6% or greater .06 Recourse <6% Weighted average recourse percent. The “alternative component” is the sum or each amount of the “loans sold with recourse” risk portfolio by
level of recourse (as a percent of quarter-end total assets) times its alternative factor. The alternative factor for loans sold with recourse of less than 6% is equal to the weighted average
recourse percent on such loans. A credit union must compute the weighted average recourse percent for its loans sold with recourse of less than six (6%). Substitute for corresponding
standard component if smaller. (2) Interest rate risk as demonstrated by economic value exposure measures. (c) Application by FISCU. In the case of a FISCU seeking a risk mitigation
credit— (1) Before an application under paragraph (a) above may be submitted to the NCUA Board, it must be submitted in duplicate to the appropriate State official and the appropriate
Regional Director; and (2) The NCUA Board, when evaluating the application of a FISCU, shall consult and seek to work cooperatively with the appropriate State official, and shall provide
prompt notice of its decision to the appropriate State official.

38 Subpart B –
Mandatory and
Discretionary
Supervisory
Actions

.201- Prompt
corrective action
for “adequately
capitalized”
credit unions.

X § 702.201 Prompt corrective action for ‘‘adequately capitalized’’ credit unions. (a) Earnings retention. Beginning the effective date of classification as ‘‘adequately capitalized’’ or lower, a
federally-insured credit union must increase the dollar amount of its net worth quarterly either in the current quarter, or on average over the current and three preceding quarters, by an amount
equivalent to at least 1/10th percent (0.1%) of its total assets, and must quarterly transfer that amount (or more by choice) from undivided earnings to its regular reserve account until it is
‘‘well capitalized.’’ (b) Decrease in retention. Upon written application received no later than 14 days before the quarter end, the NCUA Board, on a case-by-case basis, may permit a credit
union to increase the dollar amount of its net worth and quarterly transfer an amount that is less than the amount required under paragraph (a) of this section, to the extent the NCUA Board
determines that such lesser amount— (1) Is necessary to avoid a significant redemption of shares; and (2) Would further the purpose of this part. (c) Decrease by FISCU. The NCUA Board
shall consult and seek to work cooperatively with the appropriate State official before permitting a federally-insured State chartered credit union to decrease its earnings retention under
paragraph (b) of this section. (d) Periodic review. A decision under paragraph (b) of this section to permit a credit union to decrease its earnings retention is subject to quarterly review and
revocation except when the credit union is operating under an approved net worth restoration plan that provides for decreasing its earnings retention as provided under paragraph (b).

39 .202-Prompt
corrective action
for
“undercapitalized
” credit unions.

X § 702.202 Prompt corrective action for ‘‘undercapitalized’’ credit unions (a) Mandatory supervisory actions by credit union. A federally-insured credit union which is ‘‘undercapitalized’’
must— (1) Earnings retention. Increase net worth and transfer earnings to its regular reserve account in accordance with § 702.201; (2) Submit net worth restoration plan. Submit a net worth
restoration plan pursuant to §702.206, provided however, that a credit union in this category having a net worth ratio of less than five percent (5%) which fails to timely submit such a plan, or
which materially fails to implement an approved plan, is classified ‘‘significantly undercapitalized’’ pursuant to § 702.102(a)(4)(ii) above; (3) Restrict increase in assets. Beginning the
effective date of classification as ‘‘undercapitalized’’ or lower, not permit the credit union’s assets to increase beyond its total assets (per § 702.2(j)) for the preceding quarter unless— (i) Plan
approved. The NCUA Board has approved a net worth restoration plan which provides for an increase in total assets and— Appendix H -Example RBNW Requirement Using
ALTERNATIVE Components (Example Calculation in Bold) Risk portfolio Standard component Alternative component Lower of standard or alternative component (a) Long-term real
estate loans 2.20% 2.85% 2.20%, (b) MBLs outstanding 1.10% 1.25% 1.10%, (c) Investments 1.51% 1.37% 1.37%, (d) Loans sold with recourse 1.20% 1.03% 1.03%, Standard component
(e) Low-risk assets 0%, (f) Average-risk assets 1.53%, (g) Unused MBL commitments 0.15%, (h) Allowance (1.02)% RBNW requirement* Compare to Net Worth Ratio 6.53% *A credit
union is “undercapitalized” if its net worth ratio is less than its applicable RBNW requirement. (A) The assets of the credit union are increasing consistent with the approved plan; and (B) The
credit union is implementing steps to increase the net worth ratio consistent with the approved plan; (ii) Plan not approved. The NCUA Board has not approved a net worth restoration plan
and total assets of the credit union are increasing because of increases since quarter-end in balances of: (A) Total accounts receivable and accrued income on loans and investments; or (B)
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Total cash and cash equivalents; or (C) Total loans outstanding, not to exceed the sum of total assets (per § 702.2(j)) plus the quarter-end balance of unused commitments to lend and unused
lines of credit provided however that a credit union which increases a balance as permitted under paragraphs (A), (B) or (C) cannot offer rates on shares in excess of prevailing rates on shares
in its relevant market area, and cannot open new branches; (4) Restrict member business loans. Beginning the effective date of classification as ‘‘undercapitalized’’ or lower, not increase the
total dollar amount of member business loans (defined as loans outstanding and unused commitments to lend) as of the preceding quarter end unless it is granted an exception under 12 U.S.C.
1757a(b). (b) ‘‘Second tier’’ discretionary supervisory actions by NCUA. Subject to the applicable procedures for issuing, reviewing and enforcing directives set forth in subpart L of part 747
of this chapter, the NCUA Board may, by directive, take one or more of the following actions with respect to an ‘‘undercapitalized’’ credit union having a net worth ratio of less than five
percent (5%), or a director, officer or employee of such a credit union, if it determines that those actions are necessary to carry out the purpose of this part: (1) Requiring prior approval for
acquisitions, branching, new lines of business. Prohibit a credit union from, directly or indirectly, acquiring any interest in any business entity or financial institution, establishing or acquiring
any additional branch office, or engaging in any new line of business, unless the NCUA Board has approved the credit union’s net worth restoration plan, the credit union is implementing its
plan, and the NCUA Board determines that the proposed action is consistent with and will further the objectives of that plan; (2) Restricting transactions with and ownership of CUSO.
Restrict the credit union’s transactions with a CUSO, or require the credit union to reduce or divest its ownership interest in a CUSO; (3) Restricting dividends paid. Restrict the dividend rates
the credit union pays on shares to the prevailing rates paid on comparable accounts and maturities in the relevant market area, as determined by the NCUA Board, except that dividend rates
already declared on shares acquired before imposing a restriction under this paragraph may not be retroactively restricted; (4) Prohibiting or reducing asset growth. Prohibit any growth in the
credit union’s assets or in a category of assets, or require the credit union to reduce its assets or a category of assets; (5) Alter, reduce or terminate activity. Require the credit union or its
CUSO to alter, reduce, or terminate any activity which poses excessive risk to the credit union; (6) Prohibiting nonmember deposits. Prohibit the credit union from accepting all or certain
nonmember deposits; (7) Dismissing director or senior executive officer. Require the credit union to dismiss from office any director or senior executive officer, provided however, that a
dismissal under this clause shall not be construed to be a formal administrative action for removal under 12 U.S.C. 1786(g); (8) Employing qualified senior executive officer. Require the
credit union to employ qualified senior executive officers (who, if the NCUA Board so specifies, shall be subject to its approval); and (9) Other action to carry out prompt corrective action.
Restrict or require such other action by the credit union as the NCUA Board determines will carry out the purpose of this part better than any of the actions prescribed in paragraphs (b)(1)
through (8) of this section. (c) ‘‘First tier’’ application of discretionary supervisory actions. An ‘‘undercapitalized’’ credit union having a net worth ratio of five percent (5%) or more, or
which is classified ‘‘undercapitalized’’ by reason of failing to satisfy a risk-based net worth requirement under §702.105 or 702.106, is subject to the discretionary supervisory actions in
paragraph (b) of this section if it fails to comply with any mandatory supervisory action in paragraph (a) of this section or fails to timely implement an approved net worth restoration plan
under § 702.206, including meeting its prescribed steps to increase its net worth ratio.

40 203- Prompt
corrective action
for “significantly
undercapitalized”
credit unions.

X § 702.203 Prompt corrective action for ‘‘significantly undercapitalized’’ credit unions. (a) Mandatory supervisory actions by credit union. A federally-insured credit union which is
‘‘significantly undercapitalized’’ must— (1) Earnings retention. Increase net worth and transfer earnings to its regular reserve account in accordance with § 702.201; (2) Submit net worth
restoration plan. Submit a net worth restoration plan pursuant to §702.206; (3) Restrict increase in assets. Not permit the credit union’s total assets to increase except as provided in §
702.202(a)(3) and § 702.204 (4) Restrict member business loans. Not increase the total dollar amount of member business loans (defined as loans outstanding and unused commitments to
lend) as provided in § 702.202(a)(4). (b) Discretionary supervisory actions by NCUA. Subject to the applicable procedures for issuing, reviewing and enforcing directives set forth in sub-part
L of part 747 of this chapter, the NCUA Board may, by directive, take one or more of the following actions with respect to any ‘‘significantly undercapitalized’’ credit union, or a director,
officer or employee of such credit union, if it determines that those actions are necessary to carry out the purpose of this part: (1) Requiring prior approval for acquisitions, branching, new
lines of business. Prohibit a credit union from, directly or indirectly, acquiring any interest in any business entity or financial institution, establishing or acquiring any additional branch office,
or engaging in any new line of business, except as provided in §702.202(b) (1); (2) Restricting transactions with and ownership of CUSO. Restrict the credit union’s transactions with a
CUSO, or require the credit union to divest or reduce its ownership interest in a CUSO; (3) Restricting dividends paid. Restrict the dividend rates that the credit union pays on shares as
provided in § 702.202(b)(3); (4) Prohibiting or reducing asset growth. Prohibit any growth in the credit union’s assets or in a category of assets, or require the credit union to reduce assets or a
category of assets; (5) Alter, reduce or terminate activity. Require the credit union or its CUSO(s) to alter, reduce, or terminate any activity which poses excessive risk to the credit union; (6)
Prohibiting nonmember deposits. Prohibit the credit union from accepting all or certain nonmember deposits; (7) New election of directors. Order a new election of the credit union’s board of
directors; (8) Dismissing director or senior executive officer. Require the credit union to dismiss from office any director or senior executive officer, provided however, that a dismissal under
this clause shall not be construed to be a formal administrative action for removal under 12 U.S.C. 1786(g); (9) Employing qualified senior executive officer. Require the credit union to
employ qualified senior executive officers (who, if the NCUA Board so specifies, shall be subject to its approval); (10) Restricting senior executive officers’ compensation. Except with the
prior written approval of the NCUA Board, limit compensation to any senior executive officer to that officer’s average rate of compensation (excluding bonuses and profit sharing) during the
four (4) calendar quarters preceding the effective date of classification of the credit union as ‘‘significantly undercapitalized,’’ and prohibit payment of a bonus or profit share to such officer;
(11) Other actions to carry out prompt corrective action. Restrict or require such other action by the credit union as the NCUA Board determines will carry out the purpose of this part better
than any of the actions prescribed in paragraphs (b)(1) through (10) of this section; and (12) Requiring merger. Require the credit union to merge with another financial institution if one or
more grounds exist for placing the credit union into conservatorship pursuant to 12 U.S.C. 1786(h)(1)(F), or into liquidation pursuant to 12 U.S.C. 1787(a)(3)(A)(i). (c) Discretionary
conservatorship or liquidation if no prospect of becoming ‘‘adequately capitalized.’’ Notwithstanding any other actions required or permitted to be taken under this section, when a credit
union becomes ‘‘significantly undercapitalized’’ (including by reclassification under section 702.102(b) above), the NCUA Board may place the credit union into conservatorship pursuant to
12 U.S.C. 1786(h)(1)(F), or into liquidation pursuant to 12 U.S.C. 1787(a)(3)(A)(i), provided that the credit union has no reasonable prospect of becoming ‘‘adequately capitalized.’’

41 .204 – Prompt
corrective action
for “critically
undercapitalized”
credit unions.

X § 702.204 Prompt corrective action for ‘‘critically undercapitalized’’ credit unions. (a) Mandatory supervisory actions by credit union. A federally-insured credit union which is ‘‘critically
undercapitalized’’ must— (1) Earnings retention. Increase net worth and transfer earnings to its regular reserve account in accordance with § 702.201; (2) Submit net worth restoration plan.
Submit a net worth restoration plan pursuant to §702.206; (3) Restrict increase in assets. Not permit the credit union’s total assets to increase except as provided in § 702.202(a)(3); and (4)
Restrict member business loans. Not increase the total dollar amount of member business loans (defined as loans outstanding and unused commitments to lend) as provided in §
702.202(a)(4). (b) Discretionary supervisory actions by NCUA. Subject to the applicable procedures for issuing, reviewing and enforcing directives set forth in subpart L of part 747 of this
chapter, the NCUA Board may, by directive, take one or more of the following actions with respect to any ‘‘critically undercapitalized’’ credit union, or a director, officer or employee of such
credit union, if it determines that those actions are necessary to carry out the purpose of this part: (1) Requiring prior approval for acquisitions, branching, new lines of business. Prohibit a
credit union from, directly or indirectly, acquiring any interest in any business entity or financial institution, establishing or acquiring any additional branch office, or engaging in any new line
of business, except as provided by §702.202(b) (1); (2) Restricting transactions with and ownership of CUSO. Restrict the credit union’s transactions with a CUSO, or require the credit union
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to divest or reduce its ownership interest in a CUSO; (3) Restricting dividends paid. Restrict the dividend rates that the credit union pays on shares as provided in § 702.202(b)(3); (4)
Prohibiting or reducing asset growth. Prohibit any growth in the credit union’s assets or in a category of assets, or require the credit union to reduce assets or a category of assets; (5) Alter,
reduce or terminate activity. Require the credit union or its CUSO(s) to alter, reduce, or terminate any activity which poses excessive risk to the credit union; (6) Prohibiting nonmember
deposits. Prohibit the credit union from accepting all or certain nonmember deposits; (7) New election of directors. Order a new election of the credit union’s board of directors; (8)
Dismissing director or senior executive officer. Require the credit union to dismiss from office any director or senior executive officer, provided however, that a dismissal under this clause
shall not be construed to be a formal administrative action for removal under 12 U.S.C. 1786(g); (9) Employing qualified senior executive officer. Require the credit union to employ qualified
senior executive officers (who, if the NCUA Board so specifies, shall be subject to its approval); (10) Restricting senior executive officers’ compensation. Reduce or, with the prior written
approval of the NCUA Board, limit compensation to any senior executive officer to that officer’s average rate of compensation (excluding bonuses and profit sharing) during the four (4)
calendar quarters preceding the effective date of classification of the credit union as ‘‘critically undercapitalized,’’ and prohibit payment of a bonus or profit share to such officer; (11)
Restrictions on payments on uninsured secondary capital. Beginning 60 days after the effective date of classification of a credit union as ‘‘critically undercapitalized,’’ prohibit payments of
principal, dividends or interest on the credit union’s uninsured secondary capital accounts established after August 7, 2000, except that unpaid dividends or interest shall continue to accrue
under the terms of the account to the extent permitted by law; (12) Requiring prior approval. Require a ‘‘critically undercapitalized’’ credit union to obtain the NCUA Board’s prior written
approval before doing any of the following: (i) Entering into any material transaction not within the scope of an approved net worth restoration plan (or approved revised business plan under
subpart C of this part); ii) Extending credit for transactions deemed highly leveraged by the NCUA Board or, if State-chartered, by the appropriate State official; (iii) Amending the credit
union’s charter or bylaws, except to the extent necessary to comply with any law, regulation, or order; (iv) Making any material change in accounting methods; and (v) Paying dividends or
interest on new share accounts at a rate exceeding the prevailing rates of interest on insured deposits in its relevant market area(; (13) Other action to carry out prompt corrective action.
Restrict or require such other action by the credit union as the NCUA Board determines will carry out the purpose of this part better than any of the actions prescribed in paragraphs (b)(1)
through (12) of this section; and (14) Requiring merger. Require the credit union to merge with another financial institution if one or more grounds exist for placing the credit union into
conservatorship pursuant to 12 U.S.C. 1786(h)(1)(F), or into liquidation pursuant to 12 U.S.C. 1787(a)(3)(A)(i). (c) Mandatory conservatorship, liquidation or action in lieu thereof—(1)
Action within 90 days. Notwithstanding any other actions required or permitted to be taken under this section (and regardless of a credit union’s prospect of becoming ‘‘adequately
capitalized’’), the NCUA Board must, within 90 calendar days after the effective date of classification of a credit union as ‘‘critically undercapitalized’’— (i) Conservatorship. Place the credit
union into conservatorship pursuant to 12 U.S.C. 1786(h)(1)(G); or (ii) Liquidation. Liquidate the credit union pursuant to 12 U.S.C. 1787(a)(3)(A)(ii); or (iii) Other corrective action. Take
other corrective action, in lieu of conservatorship or liquidation, to better achieve the purpose of this part, provided that the NCUA Board documents why such action in lieu of
conservatorship or liquidation would do so, provided however, that other corrective action may consist, in whole or in part, of complying with the quarterly timetable of steps and meeting the
quarterly net worth targets prescribed in an approved net worth restoration plan. (2) Renewal of other corrective action. A determination by the NCUA Board to take other corrective action in
lieu of conservatorship or liquidation under paragraph (c)(1)(iii) of this section shall expire after an effective period ending no later than 180 calendar days after the determination is made,
and the credit union shall be immediately placed into conservatorship or liquidation under paragraphs (c)(1)(i) and (ii), unless the NCUA Board makes a new determination under paragraph
(c)(1) (iii) of this section before the end of the effective period of the prior determination; (3) Mandatory liquidation after 18 months—(i) Generally. Notwithstanding paragraphs (c)(1) and
(2) of this section, the NCUA Board must place a credit union into liquidation if it remains ‘‘critically undercapitalized’’ for a full calendar quarter, on a monthly average basis, following a
period of 18 months from the effective date the credit union was first classified ‘‘critically undercapitalized.’’ (ii) Exception. Notwithstanding paragraph (c)(3)(i) of this section, the NCUA
Board may continue to take other corrective action in lieu of liquidation if it certifies that the credit union— (A) Has been in substantial compliance with an approved net worth restoration
plan requiring consistent improvement in net worth since the date the net worth restoration plan was approved; (B) Has positive net income or has an upward trend in earnings that the NCUA
Board projects as sustainable; and (C) Is viable and not expected to fail. (iii) Review of exception. The NCUA Board shall, at least quarterly, review the certification of an exception to
liquidation under paragraph (c)(3)(ii) of this section and shall either— (A) Recertify the credit union if it continues to satisfy the criteria of paragraph (c)(3)(ii) of this section; or (B) Promptly
place the credit union into liquidation, pursuant to 12 U.S.C. 1787(a)(3)(A)(ii), if it fails to satisfy the criteria of paragraph (c)(3)(ii) of this section. (4) Non-delegation. The NCUA Board
may not delegate its authority under paragraph (c) of this section, unless the credit union has less than $5,000,000 in total assets. A credit union shall have a right of direct appeal to the
NCUA Board of any decision made by delegated authority under this section within ten (10) calendar days of the date of that decision. (d) Mandatory liquidation of insolvent federal credit
union. In lieu of paragraph (c) of this section, a ‘‘critically undercapitalized’’ federal credit union that has a net worth ratio of less than zero percent (0%) may be placed into liquidation on
grounds of insolvency pursuant to 12 U.S.C. 1787(a)(1)(A).

42 .205 –
Consultation with
State officials on
proposed prompt
corrective action.

X § 702.205 Consultation with State officials on proposed prompt corrective action. (a) Consultation on proposed conservatorship or liquidation. Before placing a federally-insured State
chartered credit union into conservatorship (pursuant to 12 U.S.C. 1786(h)(1)(F) or (G)) or liquidation (pursuant to 12 U.S.C. 1787(a)(3)) as permitted or required under subparts B or C of
this part to facilitate prompt corrective action— (1) The NCUA Board shall seek the views of the appropriate State official (as defined in § 702.2(b)), and give him or her an opportunity to
take the proposed action; (2) The NCUA Board shall, upon timely request of the appropriate State official, promptly provide him or her with a written statement of the reasons for the
proposed conservatorship or liquidation, and reasonable time to respond to that statement; and (3) If the appropriate State official makes a timely written response that disagrees with the
proposed conservatorship or liquidation and gives reasons for that disagreement, the NCUA Board shall not place the credit union into conservatorship or liquidation unless it first considers
the views of the appropriate State official and determines that— (i) The NCUSIF faces a significant risk of loss if the credit union is not placed into conservatorship or liquidation; and (ii)
Conservatorship or liquidation is necessary either to reduce the risk of loss, or to reduce the expected loss, to the NCUSIF with respect to the credit union. (b) Non-delegation. The NCUA
Board may not delegate any determination under paragraph (a)(3) of this section. (c) Consultation on proposed discretionary action. The NCUA Board shall consult and seek to work
cooperatively with the appropriate State official before taking any discretionary supervisory action under §§702.202(b), 702.203(b), 702.204(b), 702.304(b) and 702.305(b) with respect to a
federally-insured State-chartered credit union; shall provide prompt notice of its decision to the appropriate State official; and shall allow the appropriate State official to take the proposed
action independently or jointly with NCUA.

43 .206 – Net worth
restoration plans.

X § 702.206 Net worth restoration plans. (a) Schedule for filing—(1) Generally. A federally insured credit union shall file a written net worth restoration plan (NWRP) with the appropriate
Regional Director and, if State-chartered, the appropriate State official, within 45 calendar days of the effective date of classification as either ‘‘undercapitalized,’’ ‘‘significantly
undercapitalized’’ or ‘‘critically undercapitalized,’’ unless the NCUA Board notifies the credit union in writing that its NWRP is to be filed within a different period. (2) Exception. An
otherwise ‘‘adequately capitalized’’ credit union that is reclassified ‘‘undercapitalized’’ on safety and soundness grounds under § 702.102(b) is not required to submit a NWRP solely due to
the reclassification, unless the NCUA Board notifies the credit union that it must submit an NWRP. (3) Filing of additional plan. Notwithstanding paragraph (a)(1) of this section, a credit
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union that has already submitted and is operating under a NWRP approved under this section is not required to submit an additional NWRP due to a change in net worth category (including
by reclassification under § 702.102(b)), unless the NCUA Board notifies the credit union that it must submit a new NWRP. A credit union that is notified to submit a new or revised NWRP
shall file the NWRP in writing with the appropriate Regional Director within 30 calendar days of receiving such notice, unless the NCUA Board notifies the credit union in writing that the
NWRP is to be filed within a different period. (4) Failure to timely file plan. When a credit union fails to timely file an NWRP pursuant to this paragraph, the NCUA Board shall promptly
notify the credit union that it has failed to file an NWRP and that it has 15 calendar days from receipt of that notice within which to file an NWRP. (b) Assistance to small credit unions. Upon
timely request by a credit union having total assets of less than $10 million (regardless how long it has been in operation), the NCUA Board shall provide assistance in preparing an NWRP
required to be filed under paragraph (a) of this section. (c) Contents of NWRP. An NWRP must— (1) Specify— (i) A quarterly timetable of steps the credit union will take to increase its net
worth ratio so that it becomes ‘‘adequately capitalized’’ by the end of the term of the NWRP, and to remain so for four (4) consecutive calendar quarters. If ‘‘complex,’’ the credit union is
subject to a risk-based net worth requirement that may require a net worth ratio higher than six percent (6%) to become ‘‘adequately capitalized;’’ (ii) The projected amount of earnings to be
transferred to the regular reserve account in each quarter of the term of the NWRP as required under § 702.201(a), or as permitted under § 702.201(b); (iii) How the credit union will comply
with the mandatory and any discretionary supervisory actions imposed on it by the NCUA Board under this subpart; (iv) The types and levels of activities in which the credit union will
engage; and (v) If reclassified to a lower category under § 702.102(b), the steps the credit union will take to correct the unsafe or unsound practice(s) or condition(s); (2) Include pro forma
financial statements, including any off-balance sheet items, covering a minimum of the next two years; and (3) Contain such other information as the NCUA Board has required. (d) Criteria
for approval of NWRP. The NCUA Board shall not accept a NWRP plan unless it— (1) Complies with paragraph (c) of this section; (2) Is based on realistic assumptions, and is likely to
succeed in restoring the credit union’s net worth; and (3) Would not unreasonably increase the credit union’s exposure to risk (including credit risk, interest-rate risk, and other types of risk).
(e) Consideration of regulatory capital. To minimize possible long-term losses to the NCUSIF while the credit union takes steps to become ‘‘adequately capitalized,’’ the NCUA Board shall,
in evaluating an NWRP under this section, consider the type and amount of any form of regulatory capital which may become established by NCUA regulation, or authorized by State law and
recognized by NCUA, which the credit union holds, but which is not included in its net worth. (f) Review of NWRP—(1) Notice of decision. Within 45 calendar days after receiving an
NWRP under this part, the NCUA Board shall notify the credit union in writing whether the NWRP has been approved, and shall provide reasons for its decision in the event of disapproval.
(2) Delayed decision. If no decision is made within the time prescribed in paragraph (f)(1) of this section, the NWRP is deemed approved. (3) Consultation with State officials. In the case of
an NWRP submitted by a federally-insured State-chartered credit union (whether an original, new, additional, revised or amended NWRP), the NCUA Board shall, when evaluating the
NWRP, seek and consider the views of the appropriate State official, and provide prompt notice of its decision to the appropriate State official. (g) NWRP not approved (1) Submission of
revised NWRP. If an NWRP is rejected by the NCUA Board, the credit union shall submit a revised NWRP within 30 calendar days of receiving notice of disapproval, unless it is notified in
writing by the NCUA Board that the revised NWRP is to be filed within a different period. (2) Notice of decision on revised NWRP. Within 30 calendar days after receiving a revised NWRP
under paragraph (g)(1) of this section, the NCUA Board shall notify the credit union in writing whether the revised NWRP is approved. The Board may extend the time within which notice of
its decision shall be provided. (3) Disapproval of reclassified credit union’s NWRP. A credit union which has been classified ‘‘significantly undercapitalized’’ under § 702.102(a)(4)(ii) shall
remain so classified pending NCUA Board approval of a new or revised NWRP. (h) Amendment of NWRP. A credit union that is operating under an approved NWRP may, after prior written
notice to, and approval by the NCUA Board, amend its NWRP to reflect a change in circumstance. Pending approval of an amended NWRP, the credit union shall implement the NWRP as
originally approved. (i) Publication. An NWRP need not be published to be enforceable because publication would be contrary to the public interest..

44 Subpart C –
Alternative
Prompt
Corrective
Action for New
Credit Unions

.301 – Scope and
definition

44

45 .302 – Net worth
categories for
new credit unions.

X § 702.302 Net worth categories for new credit unions. (a) Net worth measures. For purposes of this part, a new credit union must determine its net worth category classification quarterly
according to its net worth ratio as defined in §702.2(g). (b) Effective date of net worth classification of new credit union. For purposes of subpart C, the effective date of a new federally-
insured credit union’s classification within a net worth category in paragraph (c) of this section shall be determined as provided in § 702.101(b); and written notice to the NCUA Board of a
decline in net worth category in paragraph (c) of this section shall be given as required by section 702.101(c). (c) Net worth categories. A federally-insured credit union defined as ‘‘new’’
under this section shall be classified (Table 6)— (1) Well capitalized if it has a net worth ratio of seven percent (7%) or greater; (2) Adequately capitalized if it has a net worth ratio of six
percent (6%) or more but less than seven percent (7%); (3) Moderately capitalized if it has a net worth ratio of three and one-half percent (3.5%) or more but less than six percent (6%); (4)
Marginally capitalized if it has a net worth ratio of two percent (2%) or more but less than three and one-half percent (3.5%); (5) Minimally capitalized if it has a net worth ratio of zero
percent (0%) or greater but less than two percent (2%); and (6) Uncapitalized if it has a net worth ratio of less than zero percent (0%) (e.g., a deficit in retained earnings). Table 6—Net Worth
Category Classification for “New” Credit Unions A “new” credit union is net worth category is… if its net worth ratio is… “Well Capitalized” 7% or above “Adequately Capitalized” 6% to
6.99%, “Moderately Capitalized” 3.5% to 5.99%, “Marginally Capitalized” 2% to 3.49%, “Minimally Capitalized” 0% to 1.99%, “Uncapitalized” Less than 0%, (d) Reclassification based on
supervisory criteria other, than net worth. Subject to § 702.102(b) and (c), the NCUA Board may reclassify a ‘‘well capitalized,’’ ‘‘adequately capitalized’’ or ‘‘moderately capitalized’’ new
credit union to the next lower net worth category (each of such actions is hereinafter referred to generally as ‘‘reclassification’’) in either of the circumstances prescribed in § 702.102(b). (e)
Consultation with State officials. The NCUA Board shall consult and seek to work cooperatively with the appropriate State official before reclassifying a federally insured State-chartered
credit union under paragraph (d) of this section, and shall promptly notify the appropriate State official of its decision to reclassify.

46 .303 – Prompt
corrective action
for “adequately
capitalized” new
credit unions.

X § 702.303 Prompt corrective action for ‘‘adequately capitalized’’ new credit unions. Beginning on the effective date of classification, an ‘‘adequately capitalized’’ new credit union must
increase the dollar amount of its net worth by the amount reflected in its approved initial or revised business plan in accordance with § 702.304(a)(2), or in the absence of such a plan, in
accordance with § 702.201, and quarterly transfer that amount from undivided earnings to its regular reserve account, until it is ‘‘well capitalized.’’
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47 .304 -Prompt
corrective action
for ‘‘moderately
capitalized,’’
‘‘marginally
capitalized’’ or
‘‘minimally
capitalized’’ new
credit unions.

X § 702.304 Prompt corrective action for ‘‘moderately capitalized,’’ ‘‘marginally capitalized’’ or ‘‘minimally capitalized’’ new credit unions. (a) Mandatory supervisory actions by new credit
union. Beginning on the date of classification as ‘‘moderately capitalized,’’ ‘‘marginally capitalized’’ or ‘‘minimally capitalized’’ (including by reclassification under § 702.302(d)), a new
credit union must— (1) Earnings retention. Increase the dollar amount of its net worth by the amount reflected in its approved initial or revised business plan and quarterly transfer that
amount from undivided earnings to its regular reserve account; (2) Submit revised business plan. Submit a revised business plan within the time provided by § 702.306 if the credit union
either: (i) Has not increased its net worth ratio consistent with its then-present approved business plan; (ii) Has no then-present approved business plan; or (iii) Has failed to comply with
paragraph (a)(3) of this section; and (3) Restrict member business loans. Not increase the total dollar amount of member business loans (defined as loans outstanding and unused
commitments to lend) as of the preceding quarter-end unless it is granted an exception under 12 U.S.C. 1757(a)(b). (b) Discretionary supervisory actions by NCUA. Subject to the applicable
procedures set forth in subpart L of part 747 of this chapter for issuing, reviewing and enforcing directives, the NCUA Board may, by directive, take one or more of the actions prescribed in §
702.204(b) if the credit union’s net worth ratio has not increased consistent with its then-present business plan, or the credit union has failed to undertake any mandatory supervisory action
prescribed in paragraph (a) of this section. (c) Discretionary conservatorship or liquidation. Notwithstanding any other actions required or permitted to be taken under this section, the NCUA
Board may place a new credit union which is ‘‘moderately capitalized,’’ ‘‘marginally capitalized’’ or ‘‘minimally capitalized’’ (including by reclassification under § 702.302(d)) into
conservatorship pursuant to 12 U.S.C. 1786(h)(1)(F), or into liquidation pursuant to 12 U.S.C. 1787(a)(3)(A)(i), provided that the credit union has no reasonable prospect of becoming
‘‘adequately capitalized.’’

48 .305 – Prompt
corrective action
for
‘‘uncapitalized’’
new credit unions.

X § 702.305 Prompt corrective action for ‘‘uncapitalized’’ new credit unions. (a) Mandatory supervisory actions by new credit union. Beginning on the effective date of classification as
‘‘uncapitalized,’’ a new credit union must— (1) Earnings retention. Increase the dollar amount of its net worth by the amount reflected in the credit union’s approved initial or revised
business plan; (2) Submit revised business plan. Submit a revised business plan within the time provided by § 702.306, providing for alternative means of funding the credit union’s earnings
deficit, if the credit union either: (i) Has not increased its net worth ratio consistent with its then-present approved business plan; (ii) Has no then-present approved business plan; or (iii) Has
failed to comply with paragraph (a)(3) of this section; and (3) Restrict member business loans. Not increase the total dollar amount of member business loans as provided in § 702.304(a)(3).
(b) Discretionary supervisory actions by NCUA. Subject to the procedures set forth in subpart L of part 747 of this chapter for issuing, reviewing and enforcing directives, the NCUA Board
may, by directive, take one or more of the actions prescribed in § 702.204(b) if the credit union’s net worth ratio has not increased consistent with its then present business plan, or the credit
union has failed to undertake any mandatory supervisory action prescribed in paragraph (a) of this section. (c) Mandatory liquidation or conservatorship. Notwithstanding any other actions
required or permitted to be taken under this section, the NCUA Board— (1) Plan not submitted. May place into liquidation pursuant to 12 U.S.C. 1787(a)(3)(A)(ii), or conservatorship
pursuant to 12 U.S.C. 1786(h)(1)(F), an ‘‘uncapitalized’’ new credit union which fails to submit a revised business plan within the time provided under paragraph (a)(2) of this section; or (2)
Plan rejected, approved, implemented. Except as provided in paragraph (c)(3) of this section, must place into liquidation pursuant to 12 U.S.C. 1787(a)(3)(A) (ii), or conservatorship pursuant
to 12 U.S.C. 1786(h) (1)(F), an ‘‘uncapitalized’’ new credit union that remains ‘‘uncapitalized’’ one hundred twenty (120) calendar days after the later of: (i) The effective date of
classification as ‘‘uncapitalized;’’ or (ii) The last day of the calendar month following expiration of the time period provided in the credit union’s initial business plan (approved at the time its
charter was granted) to remain ‘‘uncapitalized,’’ regardless whether a revised business plan was rejected, approved or implemented. (3) Exception. The NCUA Board may decline to place a
new credit union into liquidation or conservatorship as provided in paragraph (c)(2) of this section if the credit union documents to the NCUA Board why it is viable and has a reasonable
prospect of becoming ‘‘adequately capitalized.’’ (d) Mandatory liquidation of ‘‘uncapitalized’’ federal credit union. In lieu of paragraph (c) of this section, an ‘‘uncapitalized’’ federal credit
union may be placed into liquidation on grounds of insolvency pursuant to 12 U.S.C. 1787(a)(1)(A).

49 .306 – Revised
business plans for
new credit unions.

X § 702.306 Revised business plans for new credit unions. (a) Schedule for filing—(1) Generally. Except as provided in paragraph (a)(2) of this section, a new credit union classified
‘‘moderately capitalized’’ or lower must file a written revised business plan (RBP) with the appropriate Regional Director and, if State-chartered, with the appropriate State official, within 30
calendar days of either: (i) The last of the calendar month following the end of the calendar quarter that the credit union’s net worth ratio has not increased consistent with its the-present
approved business plan; (ii) The effective date of classification as less than ‘‘adequately capitalized’’ if the credit union has no then present approved business plan; or (iii) The effective date
of classification as less than ‘‘adequately capitalized’’ if the credit union has increased the total amount of member business loans in violation of § 702.304(a)(3).(2) Exception. The NCUA
Board may notify the credit union in writing that its RBP is to be filed within a different period or that it is not necessary to file an RBP. (3) Failure to timely file plan. When a new credit
union fails to file an RBP as provided under paragraphs (a)(1) or (a)(2) of this section, the NCUA Board shall promptly notify the credit union that it has failed to file an RBP and that it has
15 calendar days from receipt of that notice within which to do so. (b) Contents of revised business plan. A new credit union’s RBP must, at a minimum— (1) Address changes, since the new
credit union’s current business plan was approved, in any of the business plan elements required for charter approval under Chapter 1, section IV.D. of NCUA’s Chartering and Field of
Membership Manual (IRPS 99–1), 63 FR 71998, 72019 (Dec. 30, 1998), or its successor(s), or for State-chartered credit unions under applicable State law; (2) Establish a timetable of
quarterly targets for net worth during each year in which the RBP is in effect so that the credit union becomes ‘‘adequately capitalized’’ by the time it no longer qualifies as ‘‘new’’ per §
702.301(b); (3) Specify the projected amount of earnings to be transferred quarterly to its regular reserve as provided under § 702.304(a)(1) or 702.305(a)(1); (4) Explain how the new credit
union will comply with the mandatory and discretionary supervisory actions imposed on it by the NCUA Board under this subpart; (5) Specify the types and levels of activities in which the
new credit union will engage; (6) In the case of a new credit union reclassified to a lower category under § 702.302(d), specify the steps the credit union will take to correct the unsafe or
unsound condition or practice; and (7) Include such other information as the NCUA Board may require. (c) Criteria for approval. The NCUA Board shall not approve a new credit union’s
RBP unless it— (1) Addresses the items enumerated in paragraph (b) of this section; (2) Is based on realistic assumptions, and is likely to succeed in building the credit union’s net worth; and
(3) Would not unreasonably increase the credit union’s exposure to risk (including credit risk, interest-rate risk, and other types of risk). (d) Consideration of regulatory capital. To minimize
possible long-term losses to the NCUSIF while the credit union takes steps to become ‘‘adequately capitalized,’’ the NCUA Board shall, in evaluating an RBP under this section, consider the
type and amount of any form of regulatory capital which may become established by NCUA regulation, or authorized by State law and recognized by NCUA, which the credit union holds,
but which is not included in its net worth. (e) Review of revised business plan— (1) Notice of decision. Within 30 calendar days after receiving an RBP under this section, the NCUA Board
shall notify the credit union in writing whether its RBP is approved, and shall provide reasons for its decision in the event of disapproval. The NCUA Board may extend the time within which
notice of its decision shall be provided. (2) Delayed decision. If no decision is made within the time prescribed in paragraph (e)(1) of this section, the RBP is deemed approved. (3)
Consultation with State officials. When evaluating an RBP submitted by a federally-insured State-chartered new credit union (whether an original, new or additional RBP), the NCUA Board
shall seek and consider the views of the appropriate State official, and provide prompt notice of its decision to the appropriate State official. (f) Plan not approved—(1) Submission of new
revised plan. If an RBP is rejected by the NCUA Board, the new credit union shall submit a new RBP within 30 calendar days of receiving notice of disapproval of its initial RBP, unless it is
notified in writing by the NCUA Board that the new RBP is to be filed within a different period. (2) Notice of decision on revised plan. Within 30 calendar days after receiving an RBP under
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paragraph (f) (1) of this section, the NCUA Board shall notify the credit union in writing whether the new RBP is approved. The Board may extend the time within which notice of its
decision shall be provided. (g) Amendment of plan. A credit union that has filed an approved RBP may, after prior written notice to and approval by the NCUA Board, amend it to reflect a
change in circumstance. Pending approval of an amended RBP, the new credit union shall implement its existing RBP as originally approved. (h) Publication. An RBP need not be published
to be enforceable because publication would be contrary to the public interest.

50 .307 – Incentives
for new credit
unions.

X § 702.307 Incentives for new credit unions. (a) Assistance in revising business plans. Upon timely request by a credit union having total assets of less than $10 million (regardless how long it
has been in operation), the NCUA Board shall provide assistance in preparing a revised business plan required to be filed under §702.306. (b) Assistance. Management training and other
assistance to new credit unions will be provided in accordance with policies approved by the NCUA Board. (c) Small credit union program. A new credit union is eligible to join and receive
comprehensive benefits and assistance under NCUA’s Small Credit Union Program.

51 Subpart- D
Reserves.

.401 – Reserves

52 .402 Full and fair
disclosure of
financial
condition.

X § 702.402 Full and fair disclosure of financial condition.(a) Full and fair disclosure defined. ‘‘Full and fair disclosure’’ is the level of disclosure which a prudent person would provide to a
member of a federally-insured credit union, to NCUA, or, at the discretion of the board of directors, to creditors to fairly inform them of the financial condition and the results of operations of
the credit union. (b) Full and fair disclosure implemented. The financial statements of a federally-insured credit union shall provide for full and fair disclosure of all assets, liabilities, and
members’ equity, including such valuation (allowance) accounts as may be necessary to present fairly the financial condition; and all income and expenses necessary to present fairly the
statement of income for the reporting period. (c) Declaration of officials. The Statement of Financial Condition, when presented to members, to creditors or to the NCUA, shall contain a dual
declaration by the treasurer and the chief executive officer, or in the latter’s absence, by any other officer designated by the board of directors of the reporting credit union to make such
declaration, that the report and related financial statements are true and correct to the best of their knowledge and belief and present fairly the financial condition and the statement of income
for the period covered. (d) Charges for loan losses. Full and fair disclosure demands that a credit union properly address charges for loan losses as follows: (1) Charges for loan losses shall be
made in accordance with generally accepted accounting principles (GAAP); (2) The allowance for loan and lease losses (ALL) established for loans must fairly present the probable losses for
all categories of loans and the proper valuation of loans. The valuation allowance must encompass specifically identified loans, as well as estimated losses inherent in the loan portfolio, such
as loans and pools of loans for which losses have been incurred but are not identifiable on a specific loan-by-loan basis; (3) Adjustments to the valuation ALL will be recorded in the expense
account ‘‘Provision for Loan and Lease Losses;’’ (4) The maintenance of an ALL shall not affect the requirement to transfer earnings to a credit union’s regular reserve when required under
subparts B or C of this part; and (5) At a minimum, adjustments to the ALL shall be made prior to the distribution or posting of any dividend to the accounts of members.

53 .403 – Payment of
dividends.

X § 702.403 Payment of dividends.(a) Restriction on dividends. Dividends shall be available only from undivided earnings, if any.(b) Payment of dividends if undivided earnings depleted. The
board of directors of a ‘‘well capitalized’’ federally insured credit union that has depleted the balance of its undivided earnings account may authorize a transfer of funds from the credit
union’s regular reserve account to undivided earnings to pay dividends, provided that either— (1) The payment of dividends will not cause the credit union’s net worth classification to fall
below ‘‘adequately capitalized’’ under subpart B or C of this part; or (2) If the payment of dividends will cause the net worth classification to fall below ‘‘adequately capitalized,’’ the
appropriate Regional Director and, if State-chartered, the appropriate State official, have given prior written approval (in an NWRP or otherwise) to pay a dividend.

54 §703 –
Investment and
Deposit
Activities

.1 – Purpose and
scope.

This part of NCUAs
regulations deal with
investment and deposit
permissions of FCU’s
and the compliance or
non-compliance with
this section impacts
either directly, or
indirectly, the financial
condition of the credit
union.

55 .2 – Definitions

56 .3 – Investment
policies

X § 703.3 Investment policies. A Federal credit union’s board of directors must establish written investment policies consistent with the Act, this part, and other applicable laws and regulations
and must review the policy at least annually. These policies may be part of a broader, asset-liability management policy. Written investment policies must address the following: (a) The
purposes and objectives of the Federal credit union’s investment activities; (b) The characteristics of the investments the Federal credit union may make including the issuer, maturity, index,
cap, floor, coupon rate, coupon formula, call provision, average life, and interest rate risk; (c) How the Federal credit union will manage interest rate risk; (d) How the Federal credit union
will manage liquidity risk; (e) How the Federal credit union will manage credit risk including specifically listing institutions, issuers, and counterparties that may be used, or criteria for their
selection, and limits on the amounts that may be invested with each; (f) How the Federal credit union will manage concentration risk, which can result from dealing with a single or related
issuers, lack of geographic distribution, holding obligations with similar characteristics like maturities and indexes, holding bonds having the same trustee, and holding securitized loans
having the same originator, packager, or guarantor; (g) Who has investment authority and the extent of that authority. Those with authority must be qualified by education or experience to
assess the risk characteristics of investments and investment transactions. Only officials or employees of the Federal credit union may be voting members of an investment-related committee;
(h) The broker-dealers the Federal credit union may use; (i) The safekeepers the Federal credit union may use; (j) How the Federal credit union will handle an investment that, after purchase,
is outside of board policy or fails a requirement of this part; and (k) How the Federal credit union will conduct investment trading activities, if applicable, including addressing: (1) Who has
purchase and sale authority; (2) Limits on trading account size; (3) Allocation of cash flow to trading accounts; (4) Stop loss or sale provisions; (5) Dollar size limitations of specific types,
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quantity and maturity to be purchased; (6) Limits on the length of time an investment may be inventoried in a trading account; and (7) Internal controls, including segregation of duties.

57 .4 –
recordkeeping
and
documentation
requirements

X § 703.4 Recordkeeping and documentation requirements. (a) Federal credit unions with assets of $10,000,000 or greater must comply with all generally accepted accounting principles
applicable to reports or statements required to be filed with NCUA. Federal credit unions with assets less than $10,000,000 are encouraged to do the same, but are not required to do so. (b) A
Federal credit union must maintain documentation for each investment transaction for as long as it holds the investment and until the documentation has been audited in accordance with §
715.4 of this chapter and examined by NCUA. The documentation should include, where applicable, bids and prices at purchase and sale and for periodic updates, relevant disclosure
documents or a description of the security from an industry-recognized information provider, financial data, and tests and reports required by the Federal credit union’s investment policy and
this part. (c) A Federal credit union must maintain documentation its board of directors used to approve a broker-dealer or a safekeeper for as long as the broker-dealer or safekeeper is
approved and until the documentation has been audited in accordance with § 715.4 of this chapter and examined by NCUA. (d) A Federal credit union must obtain an individual confirmation
statement from each broker-dealer for each investment purchased or sold.

58 .5 – Discretionary
control over
Investments and
investment
advisers.

X § 703.5 Discretionary control over investments and investment advisers. (a) Except as provided in paragraph (b) of this section, a Federal credit union must retain discretionary control over its
purchase and sale of investments. A Federal credit union has not delegated discretionary control to an investment adviser when the Federal credit union reviews all recommendations from
investment advisers and is required to authorize a recommended purchase or sale transaction before its execution. (b)(1) A Federal credit union may delegate discretionary control over the
purchase and sale of investments to a person other than a Federal credit union official or employee: (i) Provided the person is an investment adviser registered with the Securities and
Exchange Commission under the Investment Advisers Act of 1940 (15 U.S.C. 80b); and (ii) In an amount up to 100 percent of its net worth in the aggregate at the time of delegation. (2) At
least annually, the Federal credit union must adjust the amount of funds held under discretionary control to comply with the 100 percent of net worth cap. The Federal credit union’s board of
directors must receive notice as soon as possible, but no later than the next regularly scheduled board meeting, of the amount exceeding the net worth cap and notify in writing the appropriate
regional director within 5 days after the board meeting. The credit union must develop a plan to comply with the cap within a reasonable period of time. (3) Before transacting business with
an investment adviser, a Federal credit union must analyze his or her background and information available from State or Federal securities regulators, including any enforcement actions
against the adviser, associated personnel, and the firm for which the adviser works. (c) A Federal credit union may not compensate an investment adviser with discretionary control over the
purchase and sale of investments on a per transaction basis or based on capital gains, capital appreciation, net income, performance relative to an index, or any other incentive basis. (d) A
Federal credit union must obtain a report from its investment adviser at least monthly that details the investments under the adviser’s control and their performance.

59 .6 – Credit
Analysis

X § 703.6 Credit analysis. A Federal credit union must conduct and document a credit analysis on an investment and the issuing entity before purchasing it, except for investments issued or
fully guaranteed as to principal and interest by the U.S. government or its agencies, enterprises, or corporations or fully insured (including accumulated interest) by the National Credit Union
Administration or the Federal Deposit Insurance Corporation. A Federal credit union must update this analysis at least annually for as long as it holds the investment.

60 .7 – Notice of
non-compliant
investments

X § 703.7 Notice of non-compliant investments. A Federal credit union’s board of directors must receive notice as soon as possible, but no later than the next regularly scheduled board meeting,
of any investment that either is outside of board policy after purchase or has failed a requirement of this part. The board of directors must document its action regarding the investment in the
minutes of the board meeting, including a detailed explanation of any decision not to sell it. The Federal credit union must notify in writing the appropriate regional director of an investment
that has failed a requirement of this part within 5 days after the board meeting.

61 .8 – Broker-
dealers

X § 703.8 Broker-dealers. (a) A Federal credit union may purchase and sell investments through a broker-dealer as long as the broker dealer
is registered as a broker-dealer with the Securities and Exchange Commission under the Securities Exchange Act of 1934 (15U.S.C. 78a
et seq.) or is a depository institution whose broker-dealer activities are regulated by a Federal or State regulatory agency. (b) Before
purchasing an investment through a broker dealer, a Federal credit union must analyze and annually update the following: (1) The
background of any sales representative with whom the Federal credit union is doing business; (2) Information available from State or
Federal securities regulators and securities industry self-regulatory organizations, such as the National Association of Securities Dealers
and the North American Securities Administrators Association, about any enforcement actions against the broker-dealer, its affiliates, or
associated personnel; and (3) If the broker-dealer is acting as the Federal credit union’s counterparty, the ability of the broker-dealer and
its subsidiaries or affiliates to fulfill commitments, as evidenced by capital strength, liquidity, and operating results. The Federal credit
union should consider current financial data, annual reports, reports of nationally recognized statistical rating organizations, relevant
disclosure documents, and other sources of financial information. (c) The requirements of paragraph (a) of this section do not apply when
the Federal credit union purchases a certificate of deposit or share certificate directly from a bank, credit union, or other depository
institution.

C

62 .9 – Safekeeping
of investments

X § 703.9 Safekeeping of investments. (a) A Federal credit union’s purchased investments and repurchase collateral must be in the Federal
credit union’s possession, recorded as owned by the Federal credit union through the Federal Reserve Book-Entry System, or held by a
board-approved safekeeper under a written custodial agreement that requires the safekeeper to exercise, at least, ordinary care. (b) Any
safekeeper used by a Federal credit union must be regulated and supervised by either the Securities and Exchange Commission, a Federal
or State depository institution regulatory agency, or a State trust company regulatory agency. (c) A Federal credit union must obtain and
reconcile monthly a statement of purchased investments and repurchase collateral held in safekeeping. (d) Annually, the Federal credit
union must analyze the ability of the safekeeper to fulfill its custodial responsibilities, as evidenced by capital strength, liquidity, and
operating results. The Federal credit union should consider current financial data, annual reports, reports of nationally-recognized
statistical rating organizations, relevant disclosure documents, and other sources of financial information.

C

63 .10 – Monitoring
non-security
investments

X § 703.10 Monitoring non-security investments. (a) At least quarterly, a Federal credit union must prepare a written report listing all of its
shares and deposits in banks, credit unions, and other depository institutions, that have one or more of the following features: (1)
Embedded options; (2) Remaining maturities greater than 3 years; or (3) Coupon formulas that are related to more than one index or are
inversely related to, or multiples of, an index. (b) The requirement of paragraph (a) of this section does not apply to shares and deposits
that are securities. (c) If a Federal credit union does not have an investment related committee, then each member of its board of directors

C
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must receive a copy of the report described in paragraph (a) of this section. If a Federal credit union has an investment-related committee,
then each member of the committee must receive a copy of the report, and each member of the board must receive a summary of the
information in the report.

64 .11- Valuing
securities

X § 703.11 Valuing securities. (a) Before purchasing or selling a security, a Federal credit union must obtain either price quotations on the
security from at least two broker-dealers or a price quotation on the security from an industry-recognized information provider. This
requirement to obtain price quotations does not apply to new issues purchased at par or at original issue discount. (b) At least monthly, a
Federal credit union must determine the fair value of each security it holds. It may determine fair value by obtaining a price quotation on
the security from an industry-recognized information provider, a broker-dealer, or a safekeeper. (c) At least annually, the Federal credit
union’s supervisory committee or its external auditor must independently assess the reliability of monthly price quotations received from
a broker-dealer or safekeeper. The Federal credit union’s supervisory committee or external auditor must follow generally accepted
auditing standards, which require either re-computation or reference to market quotations. (d) If a Federal credit union is unable to obtain
a price quotation required by this section for a particular security, then it may obtain a quotation for a security with substantially similar
characteristics.

C

65 .12 – Monitoring
securities

X § 703.12 Monitoring securities. (a) At least monthly, a Federal credit union must prepare a written report setting forth, for each security
held, the fair value and dollar change since the prior month-end, with summary information for the entire portfolio. (b) At least quarterly,
a Federal credit union must prepare a written report setting forth the sum of the fair values of all fixed and variable rate securities held
that have one or more of the following features: (1) Embedded options; (2) Remaining maturities greater than 3 years; or (3) Coupon
formulas that are related to more than one index or are inversely related to, or multiples of, an index. (c) Where the amount calculated in
paragraph (b) of this section is greater than a Federal credit union’s net worth, the report described in that paragraph must provide a
reasonable and supportable estimate of the potential impact, in percentage and dollar terms, of an immediate and sustained parallel shift
in market interest rates of plus and minus 300 basis points on: (1) The fair value of each security in the Federal credit union’s portfolio;
(2) The fair value of the Federal credit union’s portfolio as a whole; and (3) The Federal credit union’s net worth. (d) If the Federal credit
union does not have an investment-related committee, then each member of its board of directors must receive a copy of the reports
described in paragraphs (a) through (c) of this section. If the Federal credit union has an investment-related committee, then each member
of the committee must receive copies of the reports, and each member of the board of directors must receive a summary of the
information in the reports.

C

66 .13 – Permissible
investment
activities

X § 703.13 Permissible investment activities. (a) Regular way settlement and delivery versus payment basis. A Federal credit union may only contract for the purchase or sale of a security as
long as the delivery of the security is by regular way settlement and the transaction is accomplished on a delivery versus payment basis. (b) Federal funds. A Federal credit union may sell
Federal funds to an institution described in Section 107(8) of the Act and credit unions, as long as the interest or other consideration received from the financial institution is at the market rate
for Federal funds transactions. (c) Investment re-purchase transaction. A Federal credit union may enter into an investment repurchase transaction so long as: (1) Any securities the Federal
credit union receives are permissible investments for Federal credit unions, the Federal credit union, or its agent, either takes physical possession or control of the repurchase securities or is
recorded as owner of them through the Federal Reserve Book Entry Securities Transfer System, the Federal credit union, or its agent, receives a daily assessment of their market value,
including accrued interest, and the Federal credit union maintains adequate margins that reflect a risk assessment of the securities and the term of the transaction; and (2) The Federal credit
union has entered into signed contracts with all approved counterparties. (d) Borrowing re-purchase transaction. A Federal credit union may enter into a borrowing repurchase transaction so
long as: (1) The transaction meets the requirements of paragraph (c) of this section; (2) Any cash the Federal credit union receives is subject to the borrowing limit specified in Section 107(9)
of the Act, and any investments the Federal credit union purchases with that cash are permissible for Federal credit unions; and (3) The investments referenced in paragraph (d)(2) of this
section mature no later than the maturity of the borrowing repurchase transaction. (e) Securities lending transaction. A Federal credit union may enter into a securities lending transaction so
long as: (1) The Federal credit union receives written confirmation of the loan; (2) Any collateral the Federal credit union receives is a legal investment for Federal credit unions, the Federal
credit union, or its agent, obtains a first priority security interest in the collateral by taking physical possession or control of the collateral, or is recorded as owner of the collateral through the
Federal Reserve Book Entry Securities Transfer System; and the Federal credit union, or its agent, receives a daily assessment of the market value of the collateral, including accrued interest,
and maintains adequate margin that reflects a risk assessment of the collateral and the term of the loan; (3) Any cash the Federal credit union receives is subject to the borrowing limit
specified in Section 107(9) of the Act, and any investments the Federal credit union purchases with that cash are permissible for Federal credit unions and mature no later than the maturity of
the transaction; and (4) The Federal credit union has executed a written loan and security agreement with the borrower. (f)(1) Trading securities. A Federal credit union may trade securities,
including engaging in when-issued trading and pair-off transactions, so long as the Federal credit union can show that it has sufficient resources, knowledge, systems, and procedures to
handle the risks. (2) A Federal credit union must record any security it purchases or sells for trading purposes at fair value on the trade date. The trade date is the date the Federal credit union
commits, orally or in writing, to purchase or sell a security. (3) At least monthly, the Federal credit union must give its board of directors or investment-related committee a written report
listing all purchase and sale transactions of trading securities and the resulting gain or loss on an individual basis.

67 .14 – Permissible
investments

X § 703.14 Permissible investments. (a) Variable rate investment. A Federal credit union may invest in a variable rate investment, as long as the index is tied to domestic interest rates and not,
for example, to foreign currencies, foreign interest rates, or domestic or foreign commodity prices, equity prices, or inflation rates. For purposes of this part, the U.S. dollar-denominated
London Interbank Offered Rate (LIBOR) is a domestic interest rate. (b) Corporate credit union shares or deposits. A Federal credit union may purchase shares or deposits in a corporate credit
union, except where the NCUA Board has notified it that the corporate credit union is not operating in compliance with part 704 of this chapter. A Federal credit union’s aggregate amount of
paid-in capital and membership capital, as defined in part 704 of this chapter, in one corporate credit union is limited to two percent of its assets measured at the time of investment or
adjustment. A Federal credit union’s aggregate amount of paid-in capital and membership capital in all corporate credit unions is limited to four percent of its assets measured at the time of
investment or adjustment. (c) Registered investment company. A Federal credit union may invest in a registered investment company or collective investment fund, as long as the prospectus
of the company or fund restricts the investment portfolio to investments and investment transactions that are permissible for Federal credit unions. (d) Collateralized mortgage obligation/real
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estate mortgage investment conduit. A Federal credit union may invest in a fixed or variable rate collateralized mortgage obligation/real estate mortgage investment conduit. (e) Municipal
security. A Federal credit union may purchase and hold a municipal security, as defined in Section 107(7)(K) of the Act, only if a nationally recognized statistical rating organization has rated
it in one of the four highest rating categories. (f) Instruments issued by institutions described in Section 107(8) of the Act. A Federal credit union may invest in the following instruments
issued by an institution described in Section 107(8) of the Act: (1) Yankee dollar deposits; (2) Eurodollar deposits; (3) Banker’s acceptances; (4) Deposit notes; and (5) Bank notes with
original weighted average maturities of less than 5 years. (g) European financial options contract. A Federal credit union may purchase a European financial options contract or a series of
European financial options contracts only to fund the payment of dividends on member share certificates where the dividend rate is tied to an equity index provided: (1) The option and
dividend rate are based on a domestic equity index; (2) Proceeds from the options are used only to fund dividends on the equity-linked share certificates; (3) Dividends on the share
certificates are derived solely from the change in the domestic equity index over a specified period; (4) The options’ expiration dates are no later than the maturity date of the share certificate.
(5) The certificate may be redeemed prior to the maturity date only upon the member’s death or termination of the corresponding option; (6) The total costs associated with the purchase of the
option is known by the Federal credit union prior to effecting the transaction; (7) The options are purchased at the same time the certificate is issued to the member. (8) The counterparty to the
transaction is a domestic counterparty and has been approved by the Federal credit union’s board of directors; (9) The counterparty to the transaction: (i) Has a long-term, senior, unsecured
debt rating from a nationally-recognized statistical rating organization of AA- (or equivalent) or better at the time of the transaction, and the contract between the counterparty and the Federal
credit union specifies that if the long-term, senior, unsecured debt rating declines below AA-(or equivalent) then the counterparty agrees to post collateral with an independent party in an
amount fully securing the value of the option; or (ii) Posts collateral with an independent party in an amount fully securing the value of the option if the counterparty does not have a long-
term, senior unsecured debt rating from a nationally-recognized statistical rating organization. (10) Any collateral posted by the counterparty is a permissible investment for Federal credit
unions and is valued daily by an independent third party along with the value of the option; (11) The aggregate amount of equity-linked member share certificates does not exceed the credit
union’s net worth; (12) The terms of the share certificate include a guarantee that there can be no loss of principal to the member regardless of changes in the value of the option unless the
certificate is redeemed prior to maturity; and (13) The Federal credit union provides its board of directors with a monthly report detailing at a minimum: (i) The dollar amount of outstanding
equity-linked share certificates; (ii) Their maturities; and (iii) The fair value of the options as determined by an independent third party. (h) Mortgage note repurchase transactions. A federal
credit union may invest in securities that are offered and sold pursuant to section 4(5) of the Securities Act of 1933, 15 U.S.C. 77d(5), only as a part of an investment repurchase agreement
under §703.13(c), subject to the following conditions: (1) The aggregate of the investments with any one counterparty is limited to 25 percent of the credit union’s net worth and 100 percent
of its net worth with all counterparties; (2) At the time a federal credit union purchases the securities, the counterparty, or a party fully guaranteeing the transaction, must have outstanding
debt with a long-term rating no lower than A- or its equivalent and outstanding debt with a short-term rating, if any, no lower than A-1 or its equivalent; (3) The federal credit union must
obtain a daily assessment of the market value of the securities under §703.13(c)(1) using an independent qualified agent; (4) The mortgage note repurchase transaction is limited to a
maximum term of 90 days; (5) All mortgage note repurchase transactions will be conducted under tri-party custodial agreements; and (6) A federal credit union must obtain an undivided
interest in the securities.

68 .15 – Prohibited
investment
activities

X § 703.15 Prohibited investment activities. Adjusted trading or short sales. A Federal credit union may not engage in adjusted trading or short sales.

69 .16 – Prohibited
investments

X § 703.16 Prohibited investments. (a) Derivatives. A Federal credit union may not purchase or sell financial derivatives, such as futures, options, interest rate swaps, or forward rate swaps.
This prohibition does not apply to: (1) Any derivatives permitted under §§ 701.21(i) and 703.14(g) of this chapter; (2) Embedded options not required under GAAP to be accounted for
separately from the host contract; and (3) Interest rate lock commitments or forward sales commitments made in connection with a loan originated by the Federal credit union. (b) Zero
coupon investments. A Federal credit union may not purchase a zero coupon investment with a maturity date that is more than 10 years from the settlement date; (c) Mortgage servicing rights.
A Federal credit union may not purchase mortgage servicing rights as an investment but may perform mortgage servicing functions as a financial service for a member as long as the mortgage
loan is owned by a member; (d) A Federal credit union may not purchase a commercial mortgage related security that is not otherwise permitted by Section 107(7)(E) of the Act; and (e)
Stripped mortgage backed securities (SMBS). A Federal credit union may not invest in SMBS or securities that represent interests in SMBS except as described in paragraphs (1) and (3)
below. (1) A Federal credit union may invest in and hold exchangeable collateralized mortgage obligations (exchangeable CMOs) representing beneficial ownership interests in one or more
interest-only classes of a CMO (IO CMOs) or principal-only classes of a CMO (PO CMOs), but only if: (i) At the time of purchase, the ratio of the market price to the remaining principal
balance is between .8 and 1.2, meaning that the discount or premium of the market price to par must be less than 20 points; (ii) The offering circular or other official information available at
the time of purchase indicates that the notional principal on each underlying IO CMO should decline at the same rate as the principal on one or more of the underlying non-IO CMOs, and that
the principal on each underlying PO CMO should decline at the same rate as the principal, or notional principal, on one or more of the underlying non-PO CMOs; and (iii) The credit union
staff has the expertise dealing with exchangeable CMOs to apply the conditions in paragraphs (e)(1)(i) and (e)(1)(ii) of this section. (2) A Federal credit union that invests in an exchangeable
CMO may exercise the exchange option only if all of the underlying CMOs are permissible investments for that credit union. (3) A Federal credit union may accept an exchangeable CMO
representing beneficial ownership interests in one or more IO CMOs or PO CMOs as an asset associated with an investment repurchase transaction or as collateral in a securities lending
transaction. When the exchangeable CMO is associated with one of these two transactions, it need not conform to the conditions in paragraphs (e)(1)(i) and (ii) of this section. (f) Other
prohibited investments. A Federal credit union may not purchase residual interests in collateralized mortgage obligations, real estate mortgage investment conduits, or small business related
securities.

70 .17 – Conflicts of
interest

X § 703.17 Conflicts of interest. (a) A Federal credit union’s officials and senior management employees, and their immediate family members, may not receive anything of value in connection
with its investment transactions. This prohibition also applies to any other employee, such as an investment officer, if the employee is directly involved in investments, unless the Federal
credit union’s board of directors determines that the employee’s involvement does not present a conflict of interest. This prohibition does not include compensation for employees. (b) A
Federal credit union’s officials and employees must conduct all transactions with business associates or family members that are not specifically prohibited by paragraph (a) of this section at
arm’s length and in the Federal credit union’s best interest.

71 .18 –
Grandfathered
investments

X § 703.18 Grandfathered investments. (a) Subject to safety and soundness considerations, a Federal credit union may hold a CMO/ REMIC residual, stripped mortgage-backed securities, or
zero coupon security with a maturity greater than 10 years, if it purchased the investment: (1) Before December 2, 1991; or (2) On or after December 2, 1991, but before January 1, 1998, if
for the purpose of reducing interest rate risk and if the Federal credit union meets the following: (i) The Federal credit union has a monitoring and reporting system in place that provides the
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documentation necessary to evaluate the expected and actual performance of the investment under different interest rate scenarios; (ii) The Federal credit union uses the monitoring and
reporting system to conduct and document an analysis that shows, before purchase, that the proposed investment will reduce its interest rate risk; (iii) After purchase, the Federal credit union
evaluates the investment at least quarterly to determine whether or not it actually has reduced the interest rate risk; and (iv) The Federal credit union accounts for the investment consistent
with generally accepted accounting principles. (b) All grandfathered investments are subject to the valuation and monitoring requirements of §§703.10, 703.11, and 703.12 of this part.

72 .19 – Investment
pilot program

X § 703.19 Investment pilot program. (a) Under the investment pilot program, NCUA will permit a limited number of Federal credit unions to engage in investment activities prohibited by this
part but permitted by the Act. (b) Except as provided in paragraph (c) of this section, before a Federal credit union may engage in additional activities it must obtain written approval from
NCUA. To obtain approval, a Federal credit union must submit a request to its regional director that addresses the following items: (1) Certification that the Federal credit union is ‘‘well
capitalized’’ under part 702 of this chapter; (2) Board policies approving the activities and establishing limits on them; (3) A complete description of the activities, with specific examples of
how they will benefit the Federal credit union and how they will be conducted; (4) A demonstration of how the activities will affect the Federal credit union’s financial performance, risk
profile, and asset-liability management strategies; (5) Examples of reports the Federal credit union will generate to monitor the activities; (6) Projections of the associated costs of the
activities, including personnel, computer, audit, and so forth; (7) Descriptions of the internal systems that will measure, monitor, and report the activities; (8) Qualifications of the staff and
officials responsible for implementing and overseeing the activities; and (9) Internal control procedures that will be implemented, including audit requirements. (c) A third-party seeking
approval of an investment pilot program must submit a request to the Director of the Office of Capital Markets and Planning that addresses the following items: (1) A complete description of
the activities with specific examples of how a credit union will conduct and account for them, and how they will benefit a Federal credit union; (2) A description of any risks to a Federal
credit union from participating in the program; and (3) Contracts that must be executed by the Federal credit union. (d) A Federal credit union need not obtain individual written approval to
engage in investment activities prohibited by this part but permitted by statute where the activities are part of a third-party investment program that NCUA has approved under this section.

73 §704 –
Corporate
Credit Unions

.1 – Scope This entire part of
NCUAs regulations sets
parameters on the
financial operations of
corporate credit unions.
The compliance or non-
compliance with this
section could impact
directly, or indirectly,
the financial condition
of the corporate credit
union.

§ 704.1 Scope. (a) This part establishes special rules for all federally insured corporate credit unions. Non federally insured corporate credit unions must agree, by written contract, to both
adhere to the requirements of this part and submit to examinations, as determined by NCUA, as a condition of receiving shares or deposits from federally insured credit unions. This part
grants certain additional authorities to federal corporate credit unions. Except to the extent that they are inconsistent with this part, other provisions of NCUA’s Rules and Regulations (12
CFR chapter VII) and the Federal Credit Union Act apply to federally chartered corporate credit unions and federally insured state-chartered corporate credit unions to the same extent that
they apply to other federally chartered and federally insured state-chartered credit unions, respectively. (b) The Board has the authority to issue orders which vary from this part. This
authority is provided under Section 120(a) of the Federal Credit Union Act, 12 U.S.C. 1766(a). Requests by state-chartered corporate credit unions for waivers to this part and for expansions
of authority under appendix B of this part must be approved by the state regulator before being submitted to NCUA.

74 .2 – Definitions § 704.2 Definitions. Adjusted trading means any method or transaction whereby a corporate credit union sells a security to a vendor at a price above its current market price and
simultaneously purchases or commits to purchase from the vendor another security at a price above its current market price. Asset-backed security (ABS) means a security that is primarily
serviced by the cashflows of a discrete pool of receivables or other financial assets, either fixed or revolving, that by their terms convert into cash within a finite time period plus any rights or
other assets designed to assure the servicing or timely distribution of proceeds to the security holders. This definition excludes mortgage related securities. Capital means the sum of a
corporate credit union’s retained earnings, paid-in capital, and membership capital. For a corporate credit union that acquires another credit union in a mutual combination, capital includes the
retained earnings of the acquired credit union, or of an integrated set of activities and assets, at the point of acquisition. Capital ratio means the corporate credit union’s capital divided by its
moving daily average net assets. Collateralized mortgage obligation (CMO) means a multi-class mortgage-related security. Core capital means the sum of a corporate credit union’s retained
earnings, and paid-in capital. For a corporate credit union that acquires another credit union in a mutual combination, core capital includes the retained earnings of the acquired credit union,
or of an integrated set of activities and assets, at the point of acquisition. Core capital ratio means the corporate credit union’s core capital divided by its moving daily average net assets.
Corporate credit union means an organization that: (1) Is chartered under Federal or state law as a credit union; (2) Receives shares from and provides loan services to credit unions; (3) Is
operated primarily for the purpose of serving other credit unions; (4) Is designated by NCUA as a corporate credit union; (5) Limits natural person members to the minimum required by state
or federal law to charter and operate the credit union; and (6) Does not condition the eligibility of any credit union to become a member on that credit union’s membership in any other
organization. Daily average net assets means the average of net assets calculated for each day during the period. Derivatives means any derivative instrument as defined under generally
accepted accounting principles (GAAP). Dollar roll means the purchase or sale of a mortgage backed security to a counter party with an agreement to resell or repurchase a substantially
identical security at a future date and at a specified price. Embedded option means a characteristic of certain assets and liabilities which gives the issuer of the instrument the ability to change
the features such as final maturity, rate, principal amount and average life. Options include, but are not limited to, calls, caps, and prepayment options. Exchangeable collateralized mortgage
obligation means a class of a collateralized mortgage obligation (CMO) that, at the time of purchase, represents beneficial ownership interests in a combination of two or more underlying
classes of the same CMO structure. The holder of an exchangeable CMO may pay a fee and take delivery of the underlying classes of the CMO. Fair value means the amount at which an
instrument could be exchanged in a current, arms-length transaction between willing parties, as opposed to a forced or liquidation sale. Quoted market prices in active markets are the best
evidence of fair value. If a quoted market price in an active market is not available, fair value may be estimated using a valuation technique that is reasonable and supportable, a quoted market
price in an active market for a similar instrument, or a current appraised value. Examples of valuation techniques include the present value of estimated future cash flows, option-pricing
models, and option-adjusted spread models. Valuation techniques should incorporate assumptions that market participants would use in their estimates of values, future revenues, and future
expenses, including assumptions about interest rates, default, prepayment, and volatility. Federal funds transaction means a short-term or open-ended unsecured transfer of immediately
available funds by one depository institution to another depository institution or entity. Foreign bank means an institution which is organized under the laws of a country other than the United
States, is engaged in the business of banking, and is recognized as a bank by the banking supervisory authority of the country in which it is organized. Forward settlement of a transaction
means settlement on a date later than regular-way settlement. Immediate family member means a spouse or other family member living in the same household. Limited liquidity investment
means a private placement or funding agreement. Member reverse repurchase transaction means an integrated transaction in which a corporate credit union purchases a security from one of
its member credit unions under agreement by that member credit union to repurchase the same security at a specified time in the future. The corporate credit union then sells that same


