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members. Notwithstanding the fore-
going, all bonds must include a provi-
sion, in a form approved by NCUA, re-
quiring written notification by surety
to NCUA:

(1) When the bond of a credit union is
terminated in its entirety;

(2) When bond coverage is termi-
nated, by issuance of a written notice,
on an employee, director, officer, su-
pervisory or credit committee member;
or

(3) When a deductible is increased
above permissible limits. Said notifica-
tion shall be sent to NCUA and shall
include a brief statement of cause for
termination or increase.

(d) Minimum coverage amounts. (1) The
minimum amount of bond coverage
will be computed based on the cor-
porate credit union’s daily average net
assets for the preceding calendar year.
The following table lists the minimum
requirements:

12 CFR Ch. VII (1-1-06 Edition)

Minimum
Daily average net assets bond

(million)
Less than $50 million $1.0
$50-$99 million ....... . 2.0
$100-$499 million 4.0
$500-$999 million ... 6.0
$1.0-$1.999 billion .. 8.0
$2.0-$4.999 billion .. 10.0
$5.0-$9.999 billion .. 15.0
$10.0-$24.999 billion . 20.0
$25.0 billioN PIUS ...eeveeeneeeeenieieereeeeeeereee 25.0

(2) It is the duty of the board of di-
rectors of each corporate credit union
to provide adequate protection to meet
its unique circumstances by obtaining,
when necessary, bond coverage in ex-
cess of the minimums in the table in
paragraph (d)(1) of this section.

(e) Deductibles. (1) The maximum
amount of deductibles allowed are
based on the corporate credit union’s
core capital ratio. The following table
sets out the maximum deductibles, ex-
cept that in each category the max-
imum deductible shall be $5 million:

Core capital ratio

Maximum deductible

Less than 1.0 percent
1.0-1.74 percent ....
1.75-2.24 percent ..
Greater than 2.25 percent ...

7.5 percent of the sum of retained earnings and paid-in capital.

10.0 percent of the sum of retained earnings and paid-in capital
12.0 percent of the sum of retained earnings and paid-in capital.
15.0 percent of the sum of retained earnings and paid-in capital.

(2) A deductible may be applied sepa-
rately to one or more insuring clauses
in a blanket bond. Deductibles in ex-
cess of those showing in this section
must have the written approval of
NCUA at least 30 calendar days prior to
the effective date of the deductibles.

(f) Additional coverage. NCUA may re-
quire additional coverage for any cor-
porate credit union when, in the opin-
ion of NCUA, current coverage is insuf-
ficient. The board of directors of the
corporate credit union must obtain ad-
ditional coverage within 30 calendar
days after the date of written notice
from NCUA.

[62 FR 12938, Mar. 19, 1997, as amended at 67
FR 65657, Oct. 25, 2002]

§704.19 Wholesale
unions.

corporate credit

(a) General. Wholesale corporate cred-
it unions are subject to the preceding
requirements of this part, except as set
forth in this section.

(b) Earnings retention requirement. A
wholesale corporate credit union must
increase retained earnings if the prior
month-end retained earnings ratio is
less than 1 percent.

(1) Its retained earnings must in-
crease:

(i) During the current month, by an
amount equal to or greater than the
monthly earnings retention amount; or

(ii) During the current and prior two
months, by an amount equal to or
greater than the quarterly earnings re-
tention amount.

(2) Earnings retention amounts are
calculated as follows:

(i) The monthly earnings retention
amount is determined by multiplying
the earnings retention factor by the
prior month-end moving daily average
net assets; and

(ii) The quarterly earnings retention
amount is determined by multiplying
the earnings retention factor by mov-
ing daily average net assets for each of
the prior three month-ends.
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(3) The earnings retention factor is
determined as follows:

(i) If the prior month-end retained
earnings ratio is less than 1 percent
and the core capital ratio is less than 3
percent, the earnings retention factor
is .15 percent per annum; or

(ii) If the prior month-end retained
earnings ratio is less than 1 percent
and the core capital ratio is equal to or
greater than 3 percent, the earnings re-
tention factor is .076 percent per
annum.

(4) The OCCU Director may approve a
decrease to the earnings retention
amount set forth in this section if it is
determined a lesser amount is nec-
essary to avoid a significant adverse
impact upon a wholesale corporate
credit union.

(5) Operating management of the
wholesale corporate credit union must
notify its board of directors, super-
visory committee, OCCU Director and,
if applicable, the state regulator within
10 calendar days of determining the re-
tained earnings ratio has declined
below 1 percent. If the decline in the
retained earnings ratio is due in full or
in part, to a decline in the dollar
amount of retained earnings and the
retained earnings ratio is not restored
to at least 1 percent by the next month
end, a retained earnings action plan is
required to be submitted within 30 cal-
endar days.

(6) The retained earnings action plan
must be submitted to the OCCU Direc-
tor and, if applicable, the state regu-
lator and, at a minimum, include the
following:

(i) Reasons why the dollar amount of
retained earnings has decreased;

(ii) Description of actions to be taken
to increase the dollar amount of re-
tained earnings within specific time
frames; and

(iii) Monthly balance sheet and in-
come projections, including assump-
tions for the ensuing 12-month period.

[62 FR 12938, Mar. 19, 1997, as amended at 67
FR 65657, Oct. 25, 2002]

APPENDIX A TO PART 704—MODEL
FORMS

This appendix contains sample forms in-
tended for use by corporate credit unions to
aid in compliance with the membership cap-

Pt. 704, App. A

ital account and paid-in capital disclosure
requirements of §704.3.

Sample Form 1

Terms and Conditions of Membership Capital
Account

(1) A membership capital account is not
subject to share insurance coverage by the
NCUSIF or other deposit insurer.

(2) A membership capital account is not re-
leasable due solely to the merger, charter
conversion or liquidation of the member
credit union. In the event of a merger, the
membership capital account transfers to the
continuing credit union. In the event of a
charter conversion, the membership capital
account transfers to the new institution. In
the event of liquidation, the membership
capital account may be released to facilitate
the payout of shares with the prior written
approval of NCUA.

(3) A member credit union may withdraw
membership capital with three years’ notice.

(4) Membership capital cannot be used to
pledge borrowings.

(5) Membership capital is available to
cover losses that exceed retained earnings
and paid-in capital.

(6) Where the corporate credit union is lig-
uidated, membership capital accounts are
payable only after satisfaction of all liabil-
ities of the liquidation estate including unin-
sured obligations to shareholders and the
NCUSIF.

(7) Where the corporate credit union is
merged into another corporate credit union,
the membership capital account will transfer
to the continuing corporate credit union.
The three-year notice period for withdrawal
of the membership capital account will re-
main in effect.

(8) {If an adjusted balance account}: The
membership capital balance will be adjusted

(1 or 2) time(s) annually in relation
to the member credit union’s (assets
or other measure) as of

(date(s)) . {If a term certificate}:
The membership capital account is a term
certificate that will mature on
(date)

I have read the above terms and conditions
and I understand them.

I further agree to maintain in the credit
union’s files the annual notice of terms and
conditions of the membership capital ac-
count.

The notice form must be signed by either
all of the directors of the member credit
union or, if authorized by board resolution,
the chair and secretary of the board of the
credit union.

The annual disclosure notice form must be
signed by the chair of the corporate credit
union. The chair must then sign a statement
that certifies that the notice has been sent
to member credit unions with membership
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capital accounts. The certification must be
maintained in the corporate credit union’s
files and be available for examiner review.

Sample Form 2

Terms and Conditions of Paid-In Capital

(1) A paid-in capital account is not subject
to share insurance coverage by the NCUSIF
or other deposit insurer.

(2) A paid-in capital account is not releas-
able due solely to the merger, charter con-
version or liquidation of the member credit
union. In the event of a merger, the paid-in
capital account transfers to the continuing
credit union. In the event of a charter con-
version, the paid-in capital account transfers
to the new institution. In the event of lig-
uidation, the paid-in capital account may be
released to facilitate the payout of shares
with the prior written approval of NCUA.

(3) The funds are callable only at the op-
tion of the corporate credit union and only if
the corporate credit union meets its min-
imum required capital and NEV ratios after
the funds are called.

(4) Paid-in capital cannot be used to pledge
borrowings.

(5) Paid-in capital is available to cover
losses that exceed retained earnings.

(6) Where the corporate credit union is lig-
uidated, paid-in capital accounts are payable
only after satisfaction of all liabilities of the
liquidation estate including uninsured obli-
gations to shareholders and the NCUSIF, and
membership capital holders.

(7) Where the corporate credit union is
merged into another corporate credit union,
the paid-in capital account will transfer to
the continuing corporate credit union.

(8) Paid-in capital is perpetual maturity
and noncumulative dividend.

I have read the above terms and conditions
and I understand them. I further agree to
maintain in the credit union’s files the an-
nual notice of terms and conditions of the
paid-in capital instrument.

The notice form must be signed by either
all of the directors of the credit union or, if
authorized by board resolution, the chair and
secretary of the board of the credit union.

[67 FR 65657, Oct. 25, 2002]

APPENDIX B TO PART 704—EXPANDED
AUTHORITIES AND REQUIREMENTS

A corporate credit union may obtain all or
part of the expanded authorities contained in
this Appendix if it meets the applicable re-
quirements of Part 704 and Appendix B, ful-
fills additional management, infrastructure,
and asset and liability requirements, and re-
ceives NCUA’s written approval. Additional
guidance is set forth in the NCUA publica-
tion Guidelines for Submission of Requests
for Expanded Authority.

12 CFR Ch. VII (1-1-06 Edition)

A corporate credit union seeking expanded
authorities must submit to NCUA a self-as-
sessment plan supporting its request. A cor-
porate credit union may adopt expanded au-
thorities when NCUA has provided final ap-
proval. If NCUA denies a request for ex-
panded authorities, it will advise the cor-
porate credit union of the reason(s) for the
denial and what it must do to resubmit its
request. NCUA may revoke these expanded
authorities at any time if an analysis indi-
cates a significant deficiency. NCUA will no-
tify the corporate credit union in writing of
the identified deficiency. A corporate credit
union may request, in writing, reinstate-
ment of the revoked authorities by providing
a self-assessment plan detailing how it has
corrected the deficiency.

Minimum Requirement

In order to participate in any of the au-
thorities set forth in Base-Plus, Part I, Part
II, Part III, Part IV, and Part V of this Ap-
pendix, a corporate credit union must evalu-
ate monthly the changes in NEV and the
NEV ratio for the tests set forth in
§704.8(d)(1)().

BASE-PLUS

A corporate that has met the requirements
for this Base-plus authority may, in per-
forming the rate stress tests set forth in
§704.8(d)(1)(i), allow its NEV to decline as
much as 20 percent.

PART I

(a) A corporate credit union that has met
the requirements for this Part I may:

(1) Purchase investments with long-term
ratings no lower than A- (or equivalent);

(2) Purchase investments with short-term
ratings no lower than A-2 (or equivalent),
provided that the issuer has a long-term rat-
ing no lower than A- (or equivalent) or the
investment is a domestically-issued asset-
backed security;

(3) Engage in short sales of permissible in-
vestments to reduce interest rate risk;

(4) Purchase principal only (PO) stripped
mortgage-backed securities to reduce inter-
est rate risk; and

(5) Enter into a dollar roll transaction.

(b) Aggregate investments in repurchase
and securities lending agreements with any
one counterparty are limited to 300 percent
of capital.

(c¢) In performing the rate stress tests set
forth in §704.8(d)(1)(i), the NEV of a cor-
porate credit union that has met the require-
ments of this Part I may decline as much as:

(1) 20 percent;

(2) 28 percent if the corporate credit union
has a b percent minimum capital ratio and is
specifically approved by NCUA; or
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(3) 35 percent if the corporate credit union
has a 6 percent minimum capital ratio and is
specifically approved by NCUA.

(d) The maximum aggregate amount in un-
secured loans and lines of credit to any one
member credit union, excluding pass-through
and guaranteed loans from the CLF and the
NCUSIF, must not exceed 100 percent of the
corporate credit union’s capital. The board
of directors must establish the limit, as a
percent of the corporate credit union’s cap-
ital plus pledged shares, for secured loans
and lines of credit.

PART II

(a) A corporate credit union that has met
the requirements for this Part II may:

(1) Purchase investments with long-term
ratings no lower than BBB (flat) (or equiva-
lent). The aggregate of all investments rated
BBB+ (or equivalent) or lower in any single
obligor is not to exceed 25 percent of capital;

(2) Purchase investments with short-term
ratings no lower than A-2 (or equivalent),
provided that the issuer has a long-term rat-
ing no lower than BBB (flat) (or equivalent)
or the investment is a domestically issued
asset-backed security;

(3) Engage in short sales of permissible in-
vestments to reduce interest rate risk;

(4) Purchase principal only (PO) stripped
mortgage-backed securities to reduce inter-
est rate risk; and

(5) Enter into a dollar roll transaction.

(b) Aggregate investments in repurchase
and securities lending agreements with any
one counterparty are limited to 400 percent
of capital.

(c) In performing the rate stress tests set
forth in §704.8(d)(1)(i), the NEV of a cor-
porate credit union which has met the re-
quirements of this Part II may decline as
much as:

(1) 20 percent;

(2) 28 percent if the corporate credit union
has a b percent minimum capital ratio and is
specifically approved by NCUA; or

(3) 35 percent if the corporate credit union
has a 6 percent minimum capital ratio and is
specifically approved by NCUA.

(d) The maximum aggregate amount in un-
secured loans and lines of credit to any one
member credit union, excluding pass-through
and guaranteed loans from the CLF and the
NCUSIF, must not exceed 100 percent of the
corporate credit union’s capital. The board
of directors must establish the limit, as a
percent of the corporate credit union’s cap-
ital plus pledged shares, for secured loans
and lines of credit.

PART III

(a) A corporate credit union that has met
the requirements of either Part I or Part I
of this Appendix and the additional require-
ments for Part III may invest in:

Pt. 704, App. B

(1) Debt obligations of a foreign country;

(2) Deposits and debt obligations of foreign
banks or obligations guaranteed by these
banks;

(3) Marketable debt obligations of foreign
corporations. This authority does not apply
to debt obligations that are convertible into
the stock of the corporation; and

(4) Foreign issued asset-backed securities.

(b) All foreign investments are subject to
the following requirements:

(1) Investments must be rated no lower
than the minimum permissible domestic rat-
ing under the corporate credit union’s Part I
or Part IT authority;

(2) A sovereign issuer, and/or the country
in which an obligor is organized, must have
a long-term foreign currency (non-local cur-
rency) debt rating no lower than AA- (or
equivalent);

(3) For each approved foreign bank line,
the corporate credit union must identify the
specific banking centers and branches to
which it will lend funds;

(4) Obligations of any single foreign obligor
may not exceed 50 percent of capital; and

(5) Obligations in any single foreign coun-
try may not exceed 250 percent of capital.

PART IV

(a) A corporate credit union that has met
the requirements for this Part IV may enter
into derivative transactions specifically ap-
proved by NCUA to:

(1) Create structured products;

(2) Manage its own balance sheet; and

(3) Hedge the balance sheets of its mem-
bers.

(b) Credit Ratings:

(1) All derivative transactions are subject
to the following requirements:

(i) If the counterparty is domestic, the
counterparty rating must be no lower than
the minimum permissible rating for com-
parable term permissible investments; and

(ii) If the counterparty is foreign, the cor-
porate must have Part III expanded author-
ity and the counterparty rating must be no
lower that the minimum permissible rating
for a comparable term investment under
Part III Authority.

(iii) Any rating(s) relied upon to meet the
requirements of this part must be identified
at the time the transaction is entered into
and must be monitored for as long as the
contract remains open.

(iv) Section 704.10 of this part if:

(A) one rating was relied upon to meet the
requirements of this part and that rating is
downgraded below the minimum rating re-
quirements of this part; or

(B) two or more ratings were relied upon to
meet the requirements of this part and at
least two of those ratings are downgraded
below the minimum rating requirements of
this part.
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(2) Exceptions. Credit ratings are not re-
quired for derivative transactions with:

(i) Domestically chartered credit unions;

(ii) U.S. government sponsored enterprises;
or

(iii) Counterparties if the transaction is
fully guaranteed by an entity with a min-
imum permissible rating for comparable
term investments.

PART V

A corporate credit union that has met the
requirements for this Part V may participate
in loans with member natural person credit
unions as approved by the OCCU Director
and subject to the following:

(a) The maximum aggregate amount of
participation loans with any one member
credit union must not exceed 25 percent of
capital; and

(b) The maximum aggregate amount of
participation loans with all member credit
unions will be determined on a case-by-case
basis by the OCCU Director.

[67 FR 65658, Oct. 25, 2002]

PART 705—COMMUNITY DEVELOP-
MENT REVOLVING LOAN PRO-
GRAM FOR CREDIT UNIONS

Sec.
705.0
705.1
705.2
705.3
705.4
705.5
705.6
705.7

Applicability.

Scope.

Purpose of the program.
Definitions.

Program activities.
Application for participation.
Community needs plan.

Loans to participating credit unions.
705.8 State-chartered credit unions.
705.9 Application period.

705.10 Technical assistance.

AUTHORITY: 12 U.S.C. 1772c-1; 42 U.S.C. 9822
and 9822 note.

SOURCE: 58 FR 21646, Apr. 23, 1993, unless
otherwise noted.

§705.0 Applicability.

Monies from the Community Devel-
opment Revolving Loan Fund for Cred-
it Unions are governed by this part.

§705.1 Scope.

(a) This part implements the Com-
munity Developments Revolving Loan
Program for Credit Unions (Program)
under the sole administration of the
National Credit Union Administration.

(b) This part establishes the fol-
lowing:

(1) Definitions;

12 CFR Ch. VII (1-1-06 Edition)

(2) The application process and re-
quirements for qualifying for a loan
under the program;

(3) How loan funds are to be made
available and their repayment; and

(4) Technical assistance to be pro-
vided to participating credit unions.

§705.2 Purpose of the program.

(a) The Community Development Re-
volving Loan Program for Credit
Unions is intended to support the ef-
forts of participating credit unions
through loans and technical assistance
to those credit unions in:

(1) Providing basic financial and re-
lated services to residents in their
communities; and

(2) Stimulating economic activities
in the communities they service which
will result in increased income, owner-
ship and employment opportunities for
low-income residents, and other com-
munity growth efforts.

(b) The policy of NCUA is to revolve
loan funds to qualifying credit unions
as often as practical in order to gain
maximum economic impact on as
many bparticipating credit unions as
possible.

§705.3 Definitions.

(a)(1) The term ‘‘low-income mem-
bers” shall mean those members who
make less than 80 percent of the aver-
age for all wage earners as established
by the Bureau of Labor Statistics or
those members whose annual house-
hold income falls at or below 80% of
the median household income for the
nation as established by the Census Bu-
reau or those members otherwise de-
fined as low-income members as deter-
mined by order of the NCUA Board.

(2) In documenting its low-income
membership, a credit union that serves
a geographic area where a majority of
residents fall at or below the annual in-
come standard is presumed to be serv-
ing predominantly low-income mem-
bers. In applying the standards, Re-
gional Directors shall make allowances
for geographical areas with higher
costs of living. The following is the ex-
clusive list of geographic areas and the
differentials to be used:
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