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insured state-chartered corporate cred-
it 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 Sec-
tion 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 expan-
sions of authority under Appendix B of
this part must be approved by the state
regulator before being submitted to
NCUA.

§704.2 Definitions.

Adjusted trading means any method
or transaction whereby a corporate
credit union sells a security to a ven-
dor 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 re-
ceivables or other financial assets, ei-
ther fixed or revolving, that by their
terms convert into cash within a finite
time period plus any rights or other as-
sets designed to assure the servicing or
timely distribution of proceeds to the
securityholders. This definition ex-
cludes mortgage related securities.

Capital means the sum of a corporate
credit union’s retained earnings, paid-
in capital, and membership capital.

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 corporate
credit union’s retained earnings and
paid-in capital.

Core capital ratio means the corporate
credit union’s core capital divided by
its moving daily average net assets.

Corporate credit union means an orga-
nization that:

(1) Is chartered under Federal or
state law as a credit union;

(2) Receives shares from and provides
loan services to credit unions;
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(3) Is operated primarily for the pur-
pose of serving other credit unions;

(4) Is designated by NCUA as a cor-
porate credit union;

(5) Limits natural person members to
the minimum required by state or fed-
eral law to charter and operate the
credit union; and

(6) Does not condition the eligibility
of any credit union to become a mem-
ber on that credit union’s membership
in any other organization.

Daily average net assets means the av-
erage of net assets calculated for each
day during the period.

Derivatives means any derivative in-
strument as defined under generally
accepted accounting principles
(GAAP).

Dollar roll means the purchase or sale
of a mortgage backed security to a
counterparty with an agreement to re-
sell or repurchase a substantially iden-
tical security at a future date and at a
specified price.

Embedded option means a char-
acteristic of certain assets and liabil-
ities which gives the issuer of the in-
strument the ability to change the fea-
tures such as final maturity, rate, prin-
cipal 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 inter-
ests in a combination of two or more
underlying classes of the same CMO
structure. The holder of an exchange-
able CMO may pay a fee and take deliv-
ery of the underlying classes of the
CMO.

Fair value means the amount at
which an instrument could be ex-
changed in a current, arms-length
transaction between willing parties, as
opposed to a forced or liquidation sale.
Quoted market prices in active mar-
kets 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 tech-
nique that is reasonable and support-
able, a quoted market price in an ac-
tive market for a similar instrument,
or a current appraised value. Examples
of wvaluation techniques include the
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present value of estimated future cash
flows, option-pricing models, and op-
tion-adjusted spread models. Valuation
techniques should incorporate assump-
tions that market participants would
use in their estimates of values, future
revenues, and future expenses, includ-
ing 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 an-
other 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 agree-
ment.

Member reverse repurchase transaction
means an integrated transaction in
which a corporate credit union pur-
chases a security from one of its mem-
ber credit unions under agreement by
that member credit union to repur-
chase the same security at a specified
time in the future. The corporate cred-
it union then sells that same security,
on the same day, to a third party,
under agreement to repurchase it on
the same date on which the corporate
credit union is obligated to return the
security to its member credit union.

Membership capital means funds con-
tributed by members that: are adjust-
able balance with a minimum with-
drawal notice of 3 years or are term
certificates with a minimum term of 3
years; are available to cover losses that
exceed retained earnings and paid-in
capital; are not insured by the NCUSIF
or other share or deposit insurers; and
cannot be pledged against borrowings.

Mortgage related security means a se-
curity as defined in section 3(a)(41) of
the Securities Exchange Act of 1934,15
U.S.C. 78c(a)(41), e.g., a privately-issued
security backed by mortgages secured
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by real estate upon which is located a
dwelling, mixed residential and com-
mercial structure, residential manufac-
tured home, or commercial structure
that is rated in one of the two highest
rating categories by at least one na-
tionally recognized statistical rating
organization.

Moving daily average net assets means
the average of daily average net assets
for the month being measured and the
previous 11 months.

NCUA means NCUA Board (Board),
unless the particular action has been
delegated by the Board.

Net assets means total assets less Cen-
tral Liquidity Facility (CLF) stock
subscriptions, CLF loans guaranteed by
the NCUSIF, U.S. Central CLF certifi-
cates, and member reverse repurchase
transactions. For its own account, a
corporate credit union’s payables under
reverse repurchase agreements and re-
ceivables under repurchase agreements
may be netted out if the Generally Ac-
cepted Accounting Principles (GAAP)
conditions for offsetting are met.

Net economic value (NEV) means the
fair value of assets minus the fair value
of liabilities. All fair value calcula-
tions must include the value of forward
settlements and embedded options. The
amortized portion of membership cap-
ital and paid-in capital, which do not
qualify as capital, are treated as liabil-
ities for purposes of this calculation.
The NEV ratio is calculated by divid-
ing NEV by the fair value of assets.

Obligor means the primary party obli-
gated to repay an investment, e.g., the
issuer of a security, the taker of a de-
posit, or the borrower of funds in a fed-
eral funds transaction. Obligor does
not include an originator of receivables
underlying an asset-backed security,
the servicer of such receivables, or an
insurer of an investment.

Official means any director or com-
mittee member.

Paid-in capital means accounts or
other interests of a corporate credit
union that: are perpetual, non-cumu-
lative dividend accounts; are available
to cover losses that exceed retained
earnings; are mnot insured by the
NCUSIF or other share or deposit in-
surers; and cannot be pledged against
borrowings.
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Pair-off transaction means a security
purchase transaction that is closed out
or sold at, or prior to, the settlement
or expiration date.

Quoted market price means a recent
sales price or a price based on current
bid and asked quotations.

Regular-way settlement means delivery
of a security from a seller to a buyer
within the time frame that the securi-
ties industry has established for imme-
diate delivery of that type of security.
For example, regular-way settlement
of a Treasury security includes settle-
ment on the trade date (‘‘cash’), the
business day following the trade date
(“‘regular way’’), and the second busi-
ness day following the trade date
(‘“‘skip day”’).

Repurchase transaction means a trans-
action in which a corporate credit
union agrees to purchase a security
from a counterparty and to resell the
same or any identical security to that
counterparty at a specified future date
and at a specified price.

Residual interest means the remainder
cash flows from a CMO or ABS trans-
action after payments due bondholders
and trust administrative expenses have
been satisfied.

Retained earnings means the total of
the corporate credit union’s undivided
earnings, reserves, and any other ap-
propriations designated by manage-
ment or regulatory authorities. For
purposes of this regulation, retained
earnings does not include the allow-
ance for loan and lease losses account,
accumulated unrealized gains and
losses on available for sale securities,
or other comprehensive income items.

Retained earnings ratio means the cor-
porate credit union’s retained earnings
divided by its moving daily average net
assets.

Section 107(8) institution means an in-
stitution described in Section 107(8) of
the Federal Credit Union Act (12 U.S.C.
1757(8)).

Securities lending means lending a se-
curity to a counterparty, either di-
rectly or through an agent, and accept-
ing collateral in return.

Senior management employee means a
chief executive officer, any assistant
chief executive officer (e.g., any assist-
ant president, any vice president or
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any assistant treasurer/manager), and
the chief financial officer (controller).

Settlement date means the date origi-
nally agreed to by a corporate credit
union and a counterparty for settle-
ment of the purchase or sale of a secu-
rity.

Short sale means the sale of a secu-
rity not owned by the seller.

Small business related security means a
security as defined in section 3(a)(563) of
the Securities Exchange Act of 1934 (15
U.S.C. 78c(a)(b3)), e.g., a security that is
rated in 1 of the 4 highest rating cat-
egories by at least one nationally rec-
ognized statistical rating organization,
and represents an interest in 1 or more
promissory notes or leases of personal
property evidencing the obligation of a
small business concern and originated
by an insured depository institution,
insured credit union, insurance com-
pany, or similar institution which is
supervised and examined by a Federal
or State authority, or a finance com-
pany or leasing company. This defini-
tion does not include Small Business
Administration securities permissible
under §107(7) of the Act.

Stripped mortgage-backed security
means a security that represents either
the principal or interest only portion
of the cash flows of an underlying pool
of mortgages.

Trade date means the date a cor-
porate credit union originally agrees,
whether orally or in writing, to enter
into the purchase or sale of a security.

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 ex-
pected to be received (based on a rea-
sonable and supportable estimate of
that time) and then summing and di-
viding by the total amount of prin-
cipal.

When-issued trading means the buying
and selling of securities in the period
between the announcement of an offer-
ing and the issuance and payment date
of the securities.
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Wholesale corporate credit union means
a corporate credit union which pri-
marily serves other corporate credit
unions.

[62 FR 12938, Mar. 19, 1997, as amended at 67
FR 656561, Oct. 25, 2002; 69 FR 39832, July 1,
2004]

§704.3 Corporate credit union capital.

(a) Capital plan. A corporate credit
union must develop and ensure imple-
mentation of written short- and long-
term capital goals, objectives, and
strategies which provide for the build-
ing of capital consistent with regu-
latory requirements, the maintenance
of sufficient capital to support the risk
exposures that may arise from current
and projected activities, and the peri-
odic review and reassessment of the
capital position of the corporate credit
union.

(b) Requirements for membership cap-
ital—(1) Form. Membership capital
funds may be in the form of a term cer-
tificate or an adjusted balance account.

(2) Disclosure. The terms and condi-
tions of a membership capital account
must be disclosed to the recorded
owner of the account at the time the
account is opened and at least annually
thereafter.

(i) The initial disclosure must be
signed by either all of the directors of
the member credit union or, if author-
ized by board resolution, the chair and
secretary of the board; and

(ii) The annual disclosure notice
must be signed by the chair of the cor-
porate credit union. The chair must
sign a statement that certifies that the
notice has been sent to member credit
unions with membership capital ac-
counts. The certification must be
maintained in the corporate credit
union’s files and be available for exam-
iner review.

(3) Three-year remaining maturity.
When a membership capital account
has been placed on notice or has a re-
maining maturity of less than three
years, the amount of the account that
can be considered membership capital
is reduced by a constant monthly am-
ortization that ensures membership
capital is fully amortized one year be-
fore the date of maturity or one year
before the end of the notice period. The
full balance of a membership capital
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account being amortized, not just the
remaining non-amortized portion, is
available to absorb losses in excess of
the sum of retained earnings and paid-
in capital until the funds are released
by the corporate credit union at the
time of maturity or the conclusion of
the notice period.

(4) Release. Membership capital may
not be released due solely to the merg-
er, charter conversion or liquidation of
a member credit union. In the event of
a merger, the membership capital
transfers to the continuing -credit
union. In the event of a charter conver-
sion, the membership capital transfers
to the new institution. In the event of
liquidation, the membership capital
may be released to facilitate the pay-
out of shares with the prior written ap-
proval of the OCCU Director.

(5) Sale. A member may sell its mem-
bership capital to another member in
the corporate credit union’s field of
membership, subject to the corporate
credit union’s approval.

(6) Liquidation. In the event of liq-
uidation of a corporate credit union,
membership capital is payable only
after satisfaction of all liabilities of
the liquidation estate, including unin-
sured share obligations to shareholders
and the National Credit Union Share
Insurance Fund (NCUSIF), but exclud-
ing paid-in capital.

(7) Merger. In the event of a merger of
a corporate credit union, membership
capital transfers to the continuing cor-
porate credit union. The minimum
three-year notice period for withdrawal
of membership capital remains in ef-
fect.

(8) Adjusted balance accounts:

(i) May be adjusted no more fre-
quently than once every six months;
and

(ii) Must be adjusted in relation to a
measure, e.g., one percent of a member
credit union’s assets, established and
disclosed at the time the account is
opened without regard to any min-
imum withdrawal period. If the meas-
ure is other than assets, the corporate
credit union must address the meas-
ure’s permanency characteristics in its
capital plan.
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