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FOREWORD

The National Credit Union Administration (NCUA) publishes its own
edition of its regulations as a convenient reference for agency staff and
other users and makes this edition available on the agency website (ncua.
gov) and in hard copy. Credit unions receive one free hard copy. Hard
copies can be ordered through NCUA'’s publication service at ncua.gov/
Publications or by calling (703) 518-6340.

NCUA’s regulations are officially codified in the Code of Federal
Regulation (CFR). 12 C.FR. Parts 700-796.

This May 2008 edition supersedes NCUA’s April 2006 edition of its
regulations and includes all amendments to NCUA regulations finalized
through February 2008.

Future changes to this edition of the regulations will be made available
in two ways. Changes will be available as soon as possible in a PDF
file on the NCUA website, containing replacement pages for this May
2008 edition. Also, periodically, hard copy subscribers will be furnished
changes in the form of loose leaf pages to replace pages in this May
2008 edition.
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PART 700

DEFINITIONS

§700.1

§ 700.1 Scope.

The definitions in § 700.2 apply to terms used in this
chapter. Many additional definitions appear in the parts
where the terms are used.

§ 700.2 Definitions.

As used in this chapter:

(a) Act means the Federal Credit Union Act (73 Stat.
628, 84 Stat. 944, 12 U.S.C. 1751- 1795(k)).

(b) Administration means the National Credit Union
Administration.

(c) Board means
Administration Board.

(d) Credit Union means a credit union chartered under
the Federal Credit Union Act or, as the context permits,
under the laws of any State.

(e)(1) Insolvency. A credit union will be determined to
be insolvent when the total amount of its shares exceeds
the present cash value of its assets after providing for
liabilities unless:

(i) It is determined by the Board that the facts that caused
the deficient share-asset ratio no longer exist; and

(ii) The likelihood of further depreciation of the share-
asset ratio is not probable; and

(iii) The return of the share-asset ratio to its normal limits
within a reasonable time for the credit union concerned is
probable; and

(iv) The probability of a further potential loss to the
insurance fund is negligible.

(2) For purposes of this section, the following definitions
are used:

(i) Cash value of assets. Recorded value will be
considered the cash value of any asset account providing
accepted accounting principles and practices are followed
and the provisions of law, regulation, and bylaws are met.

the National Credit Union
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(i) Liabilities. Recorded liabilities which are due and
payable, excluding shares of members and nonmembers,
are considered liabilities.

(f) Paid-in and unimpaired capital and surplus means
shares plus post-closing, undivided earnings. This does
not include regular reserves or special reserves required
by law, regulation or special agreement between the
credit union and its regulator or share insurer. ‘“Paid-in
and unimpaired capital and surplus” for purposes of the
Central Liquidity Facility is defined in § 725.2(0) of this
chapter.

(g) Regional Director means the representative of the
Administration in the designated geographical area in
which the office of the Federal credit union is located.

(h) Regional Office means the office of the Administration
located in the designated geographical area in which the
office of the Federal credit union is located.

(i) State means a State of the United States, the District
of Columbia, any of the several Territories and possessions
of the United States and the Commonwealth of Puerto
Rico.

(j) Unimpaired capital and surplus means the same as
“paid-in and unimpaired capital and surplus,” as defined
in paragraph (f) of this section.
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PART 701

ORGANIZATION AND OPERATIONS OF FEDERAL CREDIT UNIONS

§701.1

§ 701.1 Federal credit union charter-
ing, 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 03-1, Chartering and Field of
Membership Manual (IRPS 03 — 1), as amended by IRPS
06-1. Copies may be obtained on NCUA’s website, http://
www.ncua.gov, or by contacting NCUA at the addresses
found in §790.2(c) of this chapter.

§ 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 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
orrevisions is maintained and made available for inspection
at the National Credit Union Administration, 1775 Duke
Street, Alexandria, VA 22314.

§ 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 nonconfidential 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
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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.

(¢) 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 nonconfidential
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
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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. Afederal 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.

§§ 701.4-701.5 [Reserved]

§ 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.

(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. Anewly 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 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.
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(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.

§§ 701.7-701.13 [Reserved]

§ 701.14 Change in official or senior
executive officer in credit unions that
are newly chartered or are in troubled
condition.

(a) Statement of Scope and Purpose. Section 212 of
the Federal Credit Union Act (12 U.S.C. 1790a) sets
forth conditions under which a credit union must notify
NCUA in writing of any proposed changes in its board of
directors, committee members or senior executive staff.
The regulation only applies in cases of newly chartered
credit unions and credit unions in troubled condition.

(b) Definitions. For the purposes of this section:

(1) “Committee member” means any individual who
serves as an official of the credit union in the capacity
of a credit committee member or supervisory committee
member.

(2) “Senior executive officer”” means a credit union’s
chief executive officer (typically this individual holds the
title of president or treasurer/manager), any assistant chief
executive officer (e.g., any assistant president, any vice
president or any assistant treasurer/manager) and the chief
financial officer (controller). The term ‘‘senior executive
officer” also includes employees of an entity, such as a
consulting firm, hired to perform the functions of positions
covered by the regulation.

(3) Except as provided in paragraph (b)(4) of this section
for corporate credit unions, “troubled condition” means
any insured credit union that has one or a combination of
the following conditions:

(i) Has been assigned

(A) A4 or 5 CAMEL composite rating by the NCUA in
the case of a federal credit union, or

(B) An equivalent 4 or 5 CAMEL composite rating by
the state supervisor in the case of a federally insured,
state-chartered credit union, or

(C) A4 or 5 CAMEL composite rating by NCUA based
on core workpapers received from the state supervisor in
the case of a federally insured, state-chartered credit union
in a state that does not use the CAMEL system. In this

case, the state supervisor will be notified in writing by the
Regional Director in the Region in which the credit union
is located that the credit union has been designated by
NCUA as a troubled institution;

(ii)) Has been granted assistance as outlined under
Sections 208 or 216 of the Federal Credit Union Act.

(4) In the case of a corporate credit union, “troubled
condition” means any insured corporate credit union that
has one or a combination of the following conditions:

(i) Has been assigned

(A) A4 or 5 Corporate Risk Information System (CRIS)
rating by NCUA in either the Financial Risk or Risk
Management composites, in the case of a federal corporate
credit union, or

(B) An equivalent 4 or 5 CRIS rating in either the
Financial Risk or Risk Management composites by
the state supervisor in the case of a federally insured,
state-chartered corporate credit union in a state that has
adopted the CRIS system, or an equivalent 4 or 5 CAMEL
composite rating by the state supervisor in the case of a
federally insured, state-chartered corporate credit union in
a state that uses the CAMEL system, or

(C) A4 or 5 CRIS rating in either the Financial Risk or
Risk Management composites by NCUA based on core
work papers received from the state supervisor in the case
of a federally insured, state-chartered credit union in a
state that does not use either the CRIS or CAMEL system.
In this case, the state supervisor will be notified in writing
by the Director of the Office of Corporate Credit Unions
that the corporate credit union has been designated by
NCUA as a troubled institution;

(i1)) has been granted assistance as outlined under
Sections 208 or 216 of the Federal Credit Union Act.

(c) Procedures for Notice of Proposed Change in
Official or Senior Executive Officer—(1) Prior Notice
Requirement. An insured credit union must give NCUA
written notice at least 30 days before the effective date
of any addition or replacement of a member of the board
of directors or committee member or the employment or
change in responsibilities of any individual to a position of
senior executive officer if:

(i) The credit union has been chartered for less than two
years; or

(i1) The credit union meets the definition of troubled
condition in paragraph (b)(3) or (4) of this section.

(2) Waiver of Prior Notice— (i) Waiver requests. Parties
may petition the appropriate Regional Director for a
waiver of the prior notice required under this section.
Waiver may be granted if it is found that delay could harm
the credit union or the public interest.

(i) Automatic waiver. In the case of the election
of a new member of the board of directors or credit
committee member at a meeting of the members of a
federally insured credit union, the prior 30-day notice is
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automatically waived and the individual may immediately
begin serving, provided that a complete notice is filed
with the appropriate Regional Director within 48 hours of
the election. If NCUA disapproves a director or credit
committee member, the board of directors of the credit
union may appoint its own alternate, to serve until the next
annual meeting, contingent on NCUA approval.

(iii) Effect on disapproval authority. A waiver does
not affect the authority of NCUA to issue a Notice of
Disapproval within 30 days of the waiver or within 30
days of any subsequent required notice.

(3) Filing procedures— (i) Where to file. Notices will
be filed with the appropriate Regional Director or, in the
case of a corporate credit union, with the Director of the
Office of Corporate Credit Unions. All references to
Regional Director will, for corporate credit unions, mean
the Director of Office of Corporate Credit Unions. State-
chartered federally insured credit unions will also file a
copy of the notice with their state supervisor.

(i1) Contents. The notice must contain information about
the competence, experience, character, or integrity of the
individual on whose behalf the notice is submitted. The
Regional Director or his or her designee may require
additional information. The information submitted
must include the identity, personal history, business
background, and experience of the individual, including
material business activities and affiliations during the past
five years, and a description of any material pending legal
or administrative proceedings in which the individual is
a party and any criminal indictment or conviction of the
individual by a state or federal court. Each individual on
whose behalf the notice is filed must attest to the validity
of the information filed. 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.

§§ 701.15-701.18 [Reserved]

§ 701.19 Benefits for employees of fed-
eral 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
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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).

§ 701.20 Suretyship and guaranty.

(a) Scope. This section authorizes a federal credit union
to enter into a suretyship or guaranty agreement as an
incidental powers activity. This section does not apply
to the guaranty of public deposits or the assumption of
liability for member accounts.

(b) Definitions. A suretyship binds a federal credit union
with its principal to pay or perform an obligation to a third
person. Under a guaranty agreement, a federal credit
union agrees to satisfy the obligation of the principal only
if the principal fails to pay or perform. The principal is
the person primarily liable, for whose performance of his
obligation the surety or guarantor has become bound.

(c) Requirements. The suretyship or guaranty agreement
must be for the benefit of a principal that is a member and
is subject to the following conditions:

(1) The federal credit union limits its obligations under
the agreement to a fixed dollar amount and a specified
duration;

(2) The federal credit union’s performance under the
agreement creates an authorized loan that complies
with the applicable lending regulations, including the
limitations on loans to one member or associated members
or officials for purposes of §§ 701.21(c)(5), (d); 723.2 and
723.8; and

(3) The federal credit union obtains a segregated deposit
from the member that is sufficient in amount to cover the
federal credit union’s total potential liability.

(d) Collateral. A segregated deposit under this section

includes collateral:

(1) In which the federal credit union has perfected its
security interest (for example, if the collateral is a printed
security, the federal credit union must have obtained
physical control of the security, and, if the collateral is
a book entry security, the federal credit union must have
properly recorded its security interest); and

(2) That has a market value, at the close of each business
day, equal to 100 percent of the federal credit union’s total
potential liability and is composed of:

(i) Cash;

(i1) Obligations of the United States or its agencies;

(iii) Obligations fully guaranteed by the United States or
its agencies as to principal and interest; or

(iv) Notes, drafts, or bills of exchange or banker’s
acceptances that are eligible for rediscount or purchase by
a Federal Reserve Bank; or

(3) That has a market value equal to 110 percent of
the federal credit union’s total potential liability and is
composed of:

(i) Real estate, the value of which is established by a
signed appraisal or evaluation in accordance with part 722
of this chapter. In determining the value of the collateral,
the federal credit union must factor in the value of any
existing senior mortgages, liens or other encumbrances
on the property except those held by the principal to the
suretyship or guaranty agreement; or

(i1)) Marketable securities that the federal credit union
is authorized to invest in. The federal credit union must
ensure that the value of the security is 110 percent of the
obligation at all times during the term of the agreement.

§ 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 sets forth requirements
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for appraisals for certain real estate-secured loans made
under Section 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 § 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:

(1)(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 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;

(i) 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;

(i) 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 preempt
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 preemption
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 over-draft; limit
the dollar amount of overdrafts the credit union will honor
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per member; and establish the fee and interest rate, if any,
the credit union will charge members for honoring over-
drafts.

(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.

(i) 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)(1) 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.

(i1) 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) and (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.
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(3) Initial approval. All applications for loan 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, or 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.

(i) 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) 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

(i) 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. Aloan 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,

(i1) a second mortgage loan (or a nonpurchase 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 improve-
ment 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.

(g) Long-Term Mortgage Loans:

(1) Authority. Afederal 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.

(4) Security instrument and note. The security
instrument and note shall be executed on the most current
version of the FHA, VA, FHLMC, FNMA, or FHLMC/
FNMA Uniform Instruments for the jurisdiction in
which the property is located. No prepayment penalty
shall be allowed, although a Federal credit union may
require that any partial prepayments be made on the date
monthly installments are due and be in the amount of
that part of one or more monthly installments that would
be applicable to principal. In lieu of use of a standard
security instrument and note, the Federal credit union may
have a current attorney’s opinion on file stating that the
security instrument and note in use meet the requirements
of applicable Federal, state and local laws.

(5) First lien, territorial limits. The loan shall be secured
by a perfected first lien or first security interest in favor
of the credit union supported by a properly executed and
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recorded security instrument. No loan shall be secured by
a residence located outside the United States of America,
its territories and possessions, or the Commonwealth of
Puerto Rico.

(6) Due-on-sale clauses.

(i) Except as otherwise provided herein, the exercise of
a due-on-sale clause by a Federal credit union is governed
exclusively by Section 341 of Public Law 97-320 and by
any regulations issued by the Federal Home Loan Bank
Board implementing Section 341.

(i) In the case of a contract involving a long-term
(greater than twelve years), fixed rate first mortgage loan
which was made or assumed, including a transfer of the
liened property subject to the loan, during the period
beginning on the date a state adopted a constitutional
provision or statute prohibiting the exercise of due-on-
sale clauses, or the date on which the highest court of such
state has rendered a decision (or if the highest court has not
so decided, the date on which the next highest court has
rendered a decision resulting in a final judgment if such
decision applies state-wide) prohibiting such exercise,
and ending on October 15, 1982, a Federal credit union
may exercise a due-on-sale clause in the case of a transfer
which occurs on or after November 18, 1982, unless
exercise of the due-on-sale clause would be based on any
of the following:

(A) the creation of a lien or other encumbrance
subordinate to the lender’s security instrument which
does not relate to a transfer of rights of occupancy in the
property;

(B) the creation of a purchase money security interest
for household appliances;

(C) a transfer by devise, descent, or operation of law on
the death of a joint tenant or tenant by the entirety;

(D) the granting of a leasehold interest of 3 years or less
not containing an option to purchase;

(E) a transfer to a relative resulting from the death of a
borrower;

(F) a transfer where the spouse or children of the
borrower become an owner of the property;

(G) a transfer resulting from a decree of a dissolution
of marriage, a legal separation agreement, or from an
incidental property settlement agreement, by which
the spouse of the borrower becomes an owner of the
property;

(H) a transfer into an inter vivos trust in which the
borrower is and remains a beneficiary and which does not
relate to a transfer of rights of occupancy in the property;
or

(I) any other transfer or disposition described in
regulations promulgated by the Federal Home Loan Bank
Board.

(7) Assumption of real estate loans by nonmembers.
A federal credit union may permit a nonmember to

assume a member’s mortgage loan in conjunction with
the nonmember’s purchase of the member’s principal
residence, provided that the nonmember assumes only
the remaining unpaid balance of the loan, the terms of
the loan remain unchanged, and there is no extension of
the original maturity date specified in the loan agreement
with the member. An assumption is impermissible if the
original loan was made with the intent of having a non-
member assume the loan.

(h) Third-party servicing of indirect vehicle loans.

(1) A federally-insured credit union must not acquire
any vehicle loan, or any interest in a vehicle loan, serviced
by a third-party servicer if the aggregate amount of vehicle
loans and interests in vehicle loans serviced by that third-
party servicer and its affiliates would exceed:

(i) 50 percent of the credit union’s net worth during
the initial thirty months of that third-party servicing
relationship; or

(i) 100 percent of the credit union’s net worth after
the initial thirty months of that third-party servicing
relationship.

(2) Regional directors may grant a waiver of the limits
in paragraph (h)(1) of this section to permit greater limits
upon written application by a credit union. In determining
whether to grant or deny a waiver, a regional director will
consider:

(i) The credit union’s understanding of the third-party
servicer’s organization, business model, financial health,
and the related program risks;

(i1) The credit union’s due diligence in monitoring and
protecting against program risks;

(iii) If contracts between the credit union and the third-
party servicer grant the credit union sufficient control
over the servicer’s actions and provide for replacing an
inadequate servicer; and

(iv) Other factors relevant to safety and soundness.

(3) A regional director will provide a written
determination on a waiver request within 45 calendar days
after receipt of the request; however, the 45-day period will
not begin until the requesting credit union has submitted
all necessary information to the regional director. If the
regional director does not provide a written determination
within the 45-day period the request is deemed denied.
A credit union may appeal any part of the determination
to the NCUA Board. Appeals must be submitted through
the regional director within 30 days of the date of the
determination.

(4) For purposes of paragraph (h) of this section:

(i) The term “third-party servicer” means any entity,
other than a federally-insured depository institution or a
wholly-owned subsidiary of a federally-insured depository
institution, that receives any scheduled, periodic payments
from a borrower pursuant to the terms of a loan and
distributes payments of principal and interest and any
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other payments with respect to the amounts received from
the borrower as may be required pursuant to the terms of
the loan. 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.

(i) “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, participa-
tion, 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;

(i1) 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
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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 § 701.21 (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.

(i) 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.

§ 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.
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§ 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:

(1) 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 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
cannot exceed 5% of the unimpaired capital and surplus
of the purchaser. The following can be excluded in
calculating this 5% limitation:

(1) Student loans purchased in accordance with paragraph
(b)(1)(iii) of this section;

(i) 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.

(1) 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)
(i), student loans purchased in accordance with subsection
(b)(1)(ii), and real estate loans purchased in accordance
with subsection (b)(1)(iv), within the limitations of the
board of directors’ written sale policies, provided:

(i) The board of directors or investment committee
approves the sale; and

(i) A written agreement and a schedule of the eligible
obligations covered by the agreement are retained in the
seller’s office.

(d) Pledge.

(1) AFederal credit union may pledge, 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)(ii), and real estate loans purchased in accordance
with subsection (b)(1)(iv), 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
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pledge of an eligible obligation under the provisions of
§701.23.

(2) Permissible payments.
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
(g2)(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.

This section does not

§ 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 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.

§ 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.

§ 701.26 Credit union service con-
tracts.

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.

§§ 701.27-701.29 [Reserved]

§ 701.30 Services for nonmembers
within the field of membership

Federal credit unions may provide the following services
to person 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
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international and domestic electronic fund transfers for a
fee.

§ 701.31 Nondiscrimination require-
ments.

(a) Definitions: As used in this part, the term:

(1) application carries the meaning of that term as defined
in 12 C.ER. 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
creditunion 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.

(3) Consideration of any of the following factors in
connection with a real estate-related loan is not necessary
to a Federal credit union’s business, generally has a
discriminatory effect, and is therefore prohibited:

(i) the age or location of the dwelling;

(i1) zip code of the applicant’s current residence;

(iii) previous home ownership;

(iv) the age or location of dwellings in the neighborhood
of the dwelling;

(v) the income level of residents in the neighborhood of
the dwelling. Guidelines concerning possible exceptions to
this provision appear in paragraph (e)(2) of this section.

(c) Nondiscrimination in Appraisals.

(1) A Federal credit union may not rely upon an appraisal
of a dwelling if it knows or should know that the appraisal
is based upon consideration 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;

(i) 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 respect to a real estate-related loan, a Federal
credit union may not rely upon an appraisal of a dwelling
if it knows or should know that the appraisal is based
upon consideration of a criterion 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.

(3) A Federal credit union may not rely upon an appraisal
that it knows or should know is based upon consideration
of any of the following criteria, for such criteria generally
have a discriminatory effect, and are not necessary to a
Federal credit union’s business:

(i) the age or location of the dwelling;

(i1) the age or location of dwellings in the neighborhood
of the dwelling;

(iii) the income level of the residents in the neighborhood
of the dwelling.

(4) Notwithstanding paragraph (c)(3) of this section, it is
recognized that there may be factors concerning location
of the dwelling which can be properly considered in an
appraisal. If any such factor(s) is relied upon, it must be
specifically documented in the appraisal, accompanied
by a brief statement demonstrating the necessity of using
such factor(s). Guidelines concerning the consideration of
location factors appear in paragraph (e)(3) of this section.

(5) Each Federal credit union shall make available, to any
requesting member/applicant, a copy of the appraisal used
in connection with that member’s real estate-related loan
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application. The appraisal shall be available for a period
of 25 months after the applicant has received notice from
the Federal credit union of the action taken by the Federal
credit union on the real estate-related loan application.

(d) Nondiscrimination in advertising. No federal
credit union may engage in any form of advertising of
real estate-related loans that indicates the credit union
discriminates on the basis of race, color, religion, national
origin, sex, handicap, or familial status in violation of the
Fair Housing Act. Advertisements must not contain any
words, symbols, models or other forms of communication
that suggest a discriminatory preference or policy of
exclusion in violation of the Fair Housing Act or the Equal
Credit Opportunity Act.

(1) Advertising notice of nondiscrimination compliance.
Any federal credit union that advertises real estate-related
loans must prominently indicate in such advertisement,
in a manner appropriate to the advertising medium and
format used, that the credit union makes such loans
without regard to race, color, religion, national origin, sex,
handicap, or familial status.

(i) With respect to written and visual advertisements,
a credit union may satisfy the notice requirement by
including in the advertisement a copy of the logotype,
with the legend “Equal Housing Lender,” from the poster
described in paragraph (d)(3) of this section or a copy of the
logotype, with the legend ‘“Equal Housing Opportunity,”
from the poster described in § 110.25(a) of the United
States Department of Housing and Urban Development’s
(HUD) regulations (24 CFR 110.25(a)).

(i) With respect to oral advertisements, a credit union
may satisfy the notice requirement by a spoken statement
that the credit union is an “Equal Housing Lender” or an
“Equal Opportunity Lender.”

(iii)) When an oral advertisement is used in conjunction
with a written or visual advertisement, the use of either of
the methods specified in paragraphs (d)(1)(i) or (ii) of this
section will satisfy the notice requirement.

(iv) A credit union may use any other method reasonably
calculated to satisfy the notice requirement.

(2) Lobby notice of nondiscrimination. Every federal
credit union that engages in real estate-related lending
must display a notice of non-discrimination. The notice
must be placed in the public lobby of the credit union
and in the 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 nondiscrimination compliance.

The logotype and text of the notice required in paragraph
(d)(2) of this section shall be as follows:

EQUAL HOUSING
LENDER

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
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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. Itis 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 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)(d) 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.

(i1) 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.

§ 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 nonmember
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
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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;

(i) 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:

(1) The new maximum level of public unit and nonmember
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.

§ 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
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.

(¢) 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
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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 subsections (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.

§ 701.34 Designation of low-income
status; Acceptance of secondary capi-
tal accounts by low-income designated
credit unions.

(a) Designation of low-income status. (1) Section 107(6)
of the Federal Credit Union Act (12 U.S.C. 1757(6))
authorizes federal credit unions serving predominantly
low-income members to receive shares, share drafts and
share certificates from nonmembers. In order to utilize
this authority, a federal credit union must receive a low-
income designation from its Regional Director. The
designation may be removed by the Regional Director
upon notice to the federal credit union if the definitions
set forth in paragraphs (a) (2) and (3) of this section are
no longer met. Removals may be appealed to the NCUA
Board within 60 days. Appeals should be submitted
through the Regional Director.

(2) The term low-income members shall mean those
members who make less than 80 percent of the average
for all wage earners as established by the Bureau of Labor
Statistics or those members whose annual household
income falls at or below 80 percent of the median household
income for the nation as established by the Census Bureau
or those members otherwise defined as low-income

members as determined by order of the NCUA Board.

(i) 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 income standard
is presumed to be serving predominantly low-income
members. In applying the standards, Regional Directors
shall make allowances for geographical areas with higher
costs of living. The following is the exclusive list of
geographic areas with the differentials to be used:

Percent
Hawaii .....oooovveeiiiieieeecieeeeeee, 40
AlasKa .....ccvveeeeieieiieeee e, 36
Washington, DC .......ccccooovevienen. 19
Boston .......eeveeiiiiiieeee e 17
San Diego ..ccvevveviieniiiiieieee 15
Los Angeles .......cccovveveeeenveenieennnenn 14
New YOrk ...cccoeeevviieeiiiieiieeieeen, 13
San Francisco .......cccceevveeeenieennen. 13
Seattle ....oooevvieeciieeiieeee e 10
ChiCago ...oovveeieeiieieeeieeeeeee 7
Philadelphia ......cccccoovvvviii o 7

(i) The term low-income members also includes those
members who are enrolled as full-time or part-time
students in a college, university, high school, or vocational
school.

(3) The term predominantly is defined as a simple
majority.

(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 nonnatural
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;

(i) 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. 1If a LICU is not notified within 45
days of receipt of a Secondary Capital Plan that the plan is
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approved or disapproved, the LICU may proceed to accept
secondary capital accounts pursuant to the plan.

(3) Nonshare 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 prorata 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:

Net worth
value of
Remaining maturity original
balance
(percent)
Four to less than five years .........cocoveruveinnnns 80
Three to less than four years .........c.cocevunenee. 60
Two to less than three years ..........cccocveeeeene 40
One to less than tWo Years .........coceeeereeeneene 20
Less than One Year ........ccoeeerernrerreneereineenns 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”
recategorized 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 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
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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.

Redemption

limit as

Remaining maturity percent of

original

balance

Four to less than five years .........ccccocoeeeuncunenees 20
Three to less than four years .........cccecveeereunenee 40
Two to less than three years .........coccevveureenee 60
One to less than two Years ........ccccvvvevererenencne 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:

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 U.S.C. 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
U.S.C. 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
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]
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[name of investor]
[address and phone number of investor]
[investor’s tax identification number]

[name of credit union official]
[title of official]

§ 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.

§ 701.36 FCU Ownership of fixed as-
sets.

(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.

(i1) 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 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
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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.

(i) 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. 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, suboffice,
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.

§ 701.37 Treasury Tax and Loan De-
positaries; Depositaries and Financial
Agents of the Government.

(a) Definitions.

(1) Treasury Tax and Loan (TT&L) Remittance Account
means a nondividend-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
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the depositor immediately under all circumstances except
closure of the credit union.

(4) U.S. Treasury Time Deposit-Open Account means a
nondividend-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 (a), 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.

§ 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 section 741.2 of this chapter

§ 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, co-
signer, 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) By Law or policy. Through a duly adopted credit
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.
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(2) Default required. A federal credit union may enforce (3) Neither judgment nor set-off required. A federal credit
its statutory lien against a member’s account(s) only union need not obtain a court judgment on the member’s
when the member fails to satisfy an outstanding financial debt, nor exercise the equitable right of set-off, prior to
obligation due and payable to the credit union. enforcing its statutory lien against the member’s account.
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Appendix A to Part 701 -- Federal Credit Union Bylaws

INTRODUCTION

A. Effective date. After consideration of public comment,
the National Credit Union Administration (NCUA) Board
adopted these Bylaws and incorporated them as Appendix
Ato Part 701 of NCUA'’s regulations on October 25, 2007.
Unless a federal credit union has adopted bylaws before
November 30, 2007, it must adopt these revised bylaws.

B. Adoption of all or part of these bylaws. Although
federal credit unions may retain any previously approved
version of the bylaws, the NCUA Board encourages
federal credit unions to adopt the revised bylaws because
it believes they provide greater clarity and flexibility for
credit unions and their officials and members. Federal
credit unions may also adopt portions of the revised
bylaws and retain the remainder of previously approved
bylaws, but the NCUA Board cautions federal credit
unions to be extremely careful. Federal credit unions must
be careful because they run the risk of having inconsistent
or conflicting provisions because of the various options
the revised bylaws provide as well as other revisions in
the text.

C. Bylaw amendments. 1. The FCU Bylaws contain
several provisions allowing FCU boards to select from an
option or range of options and fill in a blank. Changes to
“fill-in-the-blank” provisions are, in fact, changes to the
FCU’s bylaws and require a two-thirds vote of the board.
As long as the FCU selects from the permissible options
for completing the blank, the FCU need not submit the
change for NCUA approval using the process outlined
below.

2. Federal credit unions continue to have the flexibility
to request other bylaw amendments if the need arises.
NCUA must approve any bylaw amendments; federal
credit unions may no longer adopt amendments from
the “Standard Bylaw Amendments” booklet because the
1999 revisions to the bylaws included sufficient flexibility
to make the separate list of standard bylaw amendments
superfluous. Thus, NCUA no longer differentiates between
“standard” and “nonstandard” bylaw amendments.

3. The procedure for approval of bylaw amendments is
as follows:

a. The federal credit union wishing to adopt a bylaw
amendment must file a request with its regional director.

b. The request must include the section of the bylaws to
be amended; the reason for or purpose of the amendment,
including an explanation of why the amendment is
desirable and what it will accomplish for the credit union;
and the specific, proposed wording of the amendment.

c. After review by the regional director and consultation
within the agency, the regional director will advise the

credit union if a proposed amendment is approved.

4. Federal credit unions considering an amendment may
find it useful to review the bylaws section of the agency
website, which includes Office of General Counsel opinions
about proposed bylaw amendments. Opinions issued
after April 2006 will include the language of approved
amendments. Even if an amendment has been previously
approved, the credit union must submit a proposed
amendment to NCUA for review under the procedure
listed above to ensure the amendment is identical. Credit
unions requesting previously approved amendments will
receive notice of the regional office’s decision within 15
business days of the receipt of the request.

D. The nature of the bylaws. 1. The Federal Credit
Union Act requires the NCUA Board to prepare bylaws
for federal credit unions. 12 U.S.C. §1758. The bylaws
address a broad range of matters concerning a credit
union’s organization and governance, the relationship of
the credit union to its members, and the procedures and
rules a credit union follows. The bylaws supplement
the broad provisions of: a federal credit union’s charter,
which establishes the existence of a federal credit union;
the Federal Credit Union Act, which establishes the
powers of federal credit unions; and NCUA regulations,
which implement the Federal Credit Union Act. As a
legal matter, a federal credit union’s bylaws must conform
to and cannot be inconsistent with any provision of its
charter, the Federal Credit Union Act, NCUA regulations
or other laws or regulations applicable to its operations.

2. NCUA expects federal credit unions and their members
will make every effort to resolve bylaw disputes using
the credit union’s internal member complaint resolution
process. If a bylaw dispute cannot be resolved internally,
however, credit union officials or members should contact
the regional office with jurisdiction for the credit union for
assistance in resolving the dispute.

3. NCUA has discretion to take administrative actions
when a credit union is not in compliance with its bylaws.
If a potential violation is identified, NCUA will carefully
consider all of the facts and circumstances in deciding
whether to take enforcement action. NCUA will not
take action against minor or technical violations, but
emphasizes that it retains discretion to enforce the
bylaws in appropriate cases, such as safety and soundness
concerns or threats to fundamental, material credit union
member rights.

TABLE OF CONTENTS
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PART 701
Article II. Qualifications for Membership
Article I11. Shares of Members
Article IV. Meetings of Members
Article V. Elections
Article VI. Board of Directors
Article VII. Board Officers, Management Officials
and Executive Committee
Article VIII.  Credit Committee or Loan Officers
Article IX. Supervisory Committee
Article X. Organization Meeting
Article XI. Loans and Lines of Credit to Members
Article XII. Dividends
Article XIII.  RESERVED
Article XIV.  Expulsion and Withdrawal
Article XV. Minors
Article XVI.  General
Article XVII. Amendments of Bylaws and Charter
Article XVIII. Definitions
BYLAWS

Federal Credit Union, Charter
No.

(A corporation chartered under the laws of the United
States)

Article I. Name - Purposes

Section 1. Name. The name of this credit union is as
stated in Section 1 of the charter (approved organization
certificate) of this credit union.

Section 2. Purposes. This credit union is a member-
owned, democratically operated, not-for-profit organiz-
ation managed by a volunteer board of directors, with the
specified mission of meeting the credit and savings needs
of consumers, especially persons of modest means. The
purpose of this credit union is to promote thrift among its
members by affording them an opportunity to accumulate
their savings and to create for them a source of credit for
provident or productive purposes. The credit union may
add business as one of its purposes by placing a comma

after “provident” and inserting “business.”
Article II. Qualifications for Membership

Section 1. Field of membership. The field of membership
of this credit union is limited to that stated in Section 5 of
its charter.

Section 2. Membership application procedures.
Applications for membership from persons eligible for
membership under Section 5 of the charter must be signed
by the applicant on forms approved by the board. The
applicant is admitted to membership after approval of an
application by a majority of the directors, a majority of the
members of a duly authorized executive committee, or by
a membership officer, and after subscription to at least one
share of this credit union and the payment of the initial
installment, and the payment of a uniform entrance fee
if required by the board. If a person whose membership
application is denied makes a written request, the credit
union must explain the reasons for the denial in writing.

Section 3. Maintenance of membership share required.
A member who withdraws all shareholdings or fails to
comply with the time requirements for restoring his or
her account balance to par value in Article III, Section
3, ceases to be a member. By resolution, the board may
require persons readmitted to membership to pay another
entrance fee.

Section 4. Continuation of membership. Once a member
becomes a member that person may remain a member
until the person or organization chooses to withdraw or
is expelled in accordance with the Act and Article XIV
of these bylaws. A member who is disruptive to credit
union operations may be subject to limitations on services
and access to credit union facilities. A credit union that
wishes to restrict services to members no longer within
the field of membership should specify the restrictions in
this section.

Staff commentary on qualifications for membership:

Entrance fee — FCUs may not vary the entrance fee
among different classes of members because the Act
requires a uniform fee. FCUs may, however, eliminate
the entrance fee for all applicants.

Article III. Shares of Members

Section 1. Par value. The par value of each share will

be $ . Subscriptions to shares are payable at the time
of subscription, or in installments of at least $ per
month.

Section 2. Cap on shares held by one person. The board
may establish, by resolution, the maximum amount of
shares that any one member may hold.

Section 3. Time periods for payment and maintenance
of membership share. A member who fails to complete
payment of one share within of admission to
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membership, or within from the increase in the
par value of shares, or a member who reduces the share
balance below the par value of one share and does not
increase the balance to at least the par value of one share

within of the reduction will be terminated from
membership.
Section 4.  Transferability. Shares may only be

transferred from one member to another by an instrument
in a form as the board may prescribe. Shares that accrue
credits for unpaid dividends retain those credits when
transferred.

Section 5. Withdrawals. Money paid in on shares or
installments of shares may be withdrawn as provided in
these bylaws or regulation on any day when payment on
shares may be made, provided, however, that:

(a) The board has the right, at any time, to require
members to give up to 60 days written notice of intention
to withdraw the whole or any part of the amounts paid in
by them.

(b) Reserved.

(c) No member may withdraw any shareholdings
below the amount of the member’s primary or contingent
liability to the credit union if the member is delinquent as a
borrower, or if borrowers for whom the member is comaker,
endorser, or guarantor are delinquent, without the written
approval of the credit committee or loan officer. Coverage
of overdrafts under an overdraft protection policy does
not constitute delinquency for purposes of this paragraph.
Shares issued in an irrevocable trust as provided in Section
6 of this article are not subject to withdrawal restrictions
except as stated in the trust agreement.

(d) The share account of a deceased member (other than
one held in joint tenancy with another member) may be
continued until the close of the dividend period in which
the administration of the deceased’s estate is completed.

(e) The board will have the right, at any time, to impose
a fee for excessive share withdrawals from regular share
accounts. The number of withdrawals not subject to a fee
and the amount of the fee will be established by board
resolution and will be subject to regulations applicable to
the advertising and disclosure of terms and conditions on
member accounts.

Section 6. Trusts. Shares may be issued in a revocable
or irrevocable trust, subject to the following:

When shares are issued in a revocable trust, the settlor
must be a member of this credit union in his or her own
right. When shares are issued in an irrevocable trust, either
the settlor or the beneficiary must be a member of this
credit union. The name of the beneficiary must be stated
in both a revocable and irrevocable trust. For purposes
of this section, shares issued pursuant to a pension plan
authorized by the rules and regulations will be treated as
an irrevocable trust unless otherwise indicated in the rules
and regulations.

Section 7. Joint accounts and membership requirements.
Select one option and check the box corresponding to that
option.

Option A -
establish membership
Owners of a joint account may both be members of
the credit union without opening separate accounts. For
joint membership, both owners are required to fulfill all
of the membership requirements including each member
purchasing and maintaining at least one share in the
account.

Separate account not required to

__ Option B - Separate account required to establish
membership
Each member must purchase and maintain at least one
share in a share account that names the member as the sole
or primary owner. Being named as a joint owner of a joint
account is insufficient to establish membership.

Staff commentary on shares:

i. Installments — FCUs may insert zero for the number of
installments. The FCU Act allows membership upon the
payment of the initial installment of a membership share,
but NCUA no longer views this provision as requiring
FCUs to offer the option of paying for the membership
share in installments.

ii. Par value — FCUs may establish differing par values
for different classes of members or types of accounts,
provided this action does not violate any federal, state
or local antidiscrimination laws. For example, an FCU
may want to establish a higher par value for recent credit
union members, without requiring long-time members to
bring their accounts up to the new par value. A differing
par value may also be permissible for different types
of accounts, such as requiring a higher par value for a
member with only a share draft account. If a credit union
adopts differing par values, all of the possible par values
should be stated in Section 1.

iii. Reduction in share balance below par value — When
a member’s account balance falls below the par value,
Section 3 requires FCUs to allow members a minimum
time period to restore their account balance to the par value
before membership is terminated. FCUs may not delete
this requirement or delete references to this requirement
in Article II, Section 3.

Staff commentary on shares:

i. Installments — FCUs may insert zero for the number of
installments. The FCU Act allows membership upon the
payment of the initial installment of a membership share,
but NCUA no longer views this provision as requiring
FCUs to offer the option of paying for the membership
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share in installments.

ii. Par value — FCUs may establish differing par values
for different classes of members or types of accounts,
provided this action does not violate any federal, state
or local antidiscrimination laws. For example, an FCU
may want to establish a higher par value for recent credit
union members, without requiring long-time members to
bring their accounts up to the new par value. A differing
par value may also be permissible for different types
of accounts, such as requiring a higher par value for a
member with only a share draft account. If a credit union
adopts differing par values, all of the possible par values
should be stated in Section 1.

iii. Reduction in share balance below par value — When
a member’s account balance falls below the par value,
Section 3 requires FCUs to allow members a minimum
time period to restore their account balance to the par value
before membership is terminated. FCUs may not delete
this requirement or delete references to this requirement
in Article II, Section 3.

Article I'V. Meetings of Members

Section 1. Annual meeting. The annual meeting of the
members must be held [insert time for annual meeting,
for example, “during the month of March/on the third
Saturday of April/ no later than March 317’], in the county
in which any office of the credit union is located or within
a radius of 100 miles of an office, at the time and place as
the board determines and announces in the notice of the
annual meeting.

Section 2. Notice of meetings required. a. At least 30
but no more than 75 days before the date of any annual
meeting or at least 7 days before the date of any special
meeting of the members, the secretary must give written
notice to each member. Notice may be by written notice
delivered in person or by mail to the member’s address,
or, for members who have opted to receive statements and
notices electronically, by electronic mail. Notice of the
annual meeting may be given by posting the notice in a
conspicuous place in the office of this credit union where
it may be read by the members, at least 30 days before
the meeting, if the annual meeting is to be held during
the same month as that of the previous annual meeting
and if this credit union maintains an office that is readily
accessible to members where regular business hours are
maintained. Any meeting of the members, whether annual
or special, may be held without prior notice, at any place
or time, if all the members entitled to vote, who are not
present at the meeting, waive notice in writing, before,
during, or after the meeting.

b. Notice of any special meeting must state the purpose
for which it is to be held, and no business other than that
related to this purpose may be transacted at the meeting.

Section 3. Special meetings. a. Special meetings of
the members may be called by the chair or the board of
directors upon a majority vote, or by the supervisory
committee as provided in these bylaws. The chair must
call a special meeting, meaning the meeting must be
held, within 30 days of the receipt of a written request of
25 members or 5% of the members as of the date of the
request, whichever number is larger. However, a request
of no more than 750 members may be required to call a
special meeting.

b. The notice of a special meeting must be given as
provided in Section 2 of this article. Special meetings may
be held at any location permitted for the annual meeting.

Section 4. Items of business for annual meeting and rules
of order for annual and special meetings. The suggested
order of business at annual meetings of members is--

(a) Ascertainment that a quorum is present.

(b) Reading and approval or correction of the minutes of
the last meeting.

(c) Report of directors, if there is one. For credit unions
participating in the Community Development Revolving
Loan Program, the directors must report on the credit
union’s progress on providing needed community services,
if required by NCUA Regulations.

(d) Report of the financial officer or the chief management
official.

(e) Report of the credit committee, if there is one.

(f) Report of the supervisory committee, as required by
Section 115 of the Act.

(g) Unfinished business.

(h) New business other than elections.

(i) Elections, as required by Section 111 of the Act.

(j) Adjournment.

k. To the extent consistent with these bylaws, all
meetings of the members will be conducted according to

. The order of business for
the annual meeting may vary from the suggested order,
provided it includes all required items and complies with
the rules of procedure adopted by the credit union.

The credit union must fill in the blank with one of the
following authorities, noting the edition to be used:
Democratic Rules of Order, The Modern Rules of Order,
Robert’s Rules of Order, or Sturgis’ Standard Code of
Parliamentary Procedure.

Section 5. Quorum. Except as otherwise provided,
15 members constitute a quorum at annual or special
meetings. If no quorum is present, an adjournment may
be taken to a date at least 7 but not more than 14 days
thereafter. The members present at any adjourned meeting
will constitute a quorum, regardless of the number of
members present. The same notice must be given for the
adjourned meeting as is prescribed in Section 2 of this
article for the original meeting, except that the notice must
be given at least 5 days before the date of the meeting as
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fixed in the adjournment.
Article V. Elections

The Credit Union must select one of the four voting
options. This may be done by printing the credit union’s
bylaws with the option selected or retaining this copy
and checking the box of the option selected. All options
continue with Section 3 of this article.

Option Al - In-person elections; nominating
committee and nominations from floor

Section 1. Nomination procedures. At least 30 days
before each annual meeting, the chair will appoint a
nominating committee of three or more members. It is
the duty of the nominating committee to nominate at least
one member for each vacancy, including any unexpired
term vacancy, for which elections are being held, and to
determine that the members nominated are agreeable to
the placing of their names in nomination and will accept
office if elected.

Section 2. Election procedures. After the nominations
of the nominating committee have been placed before the
members, the chair calls for nominations from the floor.
When nominations are closed, the chair appoints the
tellers, ballots are distributed, the vote is taken and tallied
by the tellers, and the results announced. All elections are
determined by plurality vote and will be by ballot except
where there is only one nominee for the office.

Option A2 - In-person elections; nominating
committee and nominations by petition

Section 1. Nomination procedures. a. At least 120
days before each annual meeting the chair will appoint a
nominating committee of three or more members. It is
the duty of the nominating committee to nominate at least
one member for each vacancy, including any unexpired
term vacancy, for which elections are being held, and to
determine that the members nominated are agreeable to
the placing of their names in nomination and will accept
office if elected.

b. The nominating committee files its nominations with
the secretary of the credit union at least 90 days before
the annual meeting, and the secretary notifies in writing
all members eligible to vote at least 75 days before the
annual meeting that nominations for vacancies may also
be made by petition signed by 1% of the members with
a minimum of 20 and a maximum of 500. The secretary
may use electronic mail to notify members who have opted
to receive notices or statements electronically.

c. The written notice must indicate that the election
will not be conducted by ballot and there will be no

nominations from the floor when the number of nominees
equals the number of positions to be filled. A brief
statement of qualifications and biographical data in a form
approved by the board of directors will be included for
each nominee submitted by the nominating committee
with the written notice to all eligible members. Each
nominee by petition must submit a similar statement of
qualifications and biographical data with the petition. The
written notice must state the closing date for receiving
nominations by petition. In all cases, the period for
receiving nominations by petition must extend at least 30
days from the date that the petition requirement and the
list of nominating committee’s nominees are mailed to all
members. To be effective, nominations by petition must
be accompanied by a signed certificate from the nominee
or nominees stating that they are agreeable to nomination
and will serve if elected to office. Nominations by petition
must be filed with the secretary of the credit union at least
40 days before the annual meeting and the secretary will
ensure that nominations by petition, along with those of
the nominating committee, are posted in a conspicuous
place in each credit union office at least 35 days before the
annual meeting.

Section 2. Election procedures. a. All persons nominated
by either the nominating committee or by petition must be
placed before the members. When nominations are closed,
the chair appoints the tellers, ballots are distributed, the
vote is taken and tallied by the tellers, and the results
announced. All elections are determined by plurality
vote and will be by ballot except where there is only one
nominee for each position to be filled.

b. If sufficient nominations are made by the nominating
committee or by petition to provide at least as many
nominees as positions to be filled, nominations cannot
be made from the floor. In the event nominations from
the floor are permitted and result in more nominees than
positions to be filled, when nominations have been closed,
the chair appoints the tellers, ballots are distributed, the
vote is taken and tallied by the tellers, and the results
announced. When the number of nominees equals the
number of positions to be filled, the chair may take a voice
vote or declare each nominee elected by general consent
or acclamation at the annual meeting.

__ Option A3 - Election by ballot boxes or voting
machine; nominating committee and nomination by
petition

Section 1. Nomination procedures. a. At least 120
days before each annual meeting, the chair will appoint
a nominating committee of three or more members. It is
the duty of the nominating committee to nominate at least
one member for each vacancy, including any unexpired
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term vacancy, for which elections are being held, and to
determine that the members nominated are agreeable to
the placing of their names in nomination and will accept
office if elected.

b. The nominating committee files its nominations with
the secretary of the credit union at least 90 days before
the annual meeting, and the secretary notifies in writing
all members eligible to vote at least 75 days before the
annual meeting that nominations for vacancies may also
be made by petition signed by 1% of the members with
a minimum of 20 and a maximum of 500. The secretary
may use electronic mail to notify members who have opted
to receive notices or statements electronically.

c. The written notice must indicate that the election
will not be conducted by ballot and there will be no
nominations from the floor when the number of nominees
equals the number of positions to be filled. A brief
statement of qualifications and biographical data in a form
approved by the board of directors will be included for
each nominee submitted by the nominating committee
with the written notice to all eligible members. Each
nominee by petition must submit a similar statement of
qualifications and biographical data with the petition. The
written notice must state the closing date for receiving
nominations by petition. In all cases, the period for
receiving nominations by petition must extend at least
30 days from the date of the petition requirement and the
list of nominating committee’s nominees are mailed to all
members. To be effective, nominations by petition must
be accompanied by a signed certificate from the nominee
or nominees stating that they are agreeable to nomination
and will serve if elected to office. Nominations by petition
must be filed with the secretary of the credit union at least
40 days before the annual meeting and the secretary will
ensure that nominations by petition along with those of
the nominating committee are posted in a conspicuous
place in each credit union office at least 35 days before the
annual meeting.

Section 2. Election procedures. All elections are
determined by plurality vote. The election will be
conducted by ballot boxes or voting machines, subject to
the following conditions:

(a) The board of directors will appoint the election
tellers;

(b) If sufficient nominations are made by the nominating
committee or by petition to provide more nominees than
positions to be filled, the secretary, at least 10 days before
the annual meeting, will cause ballot boxes and printed
ballots, or voting machines, to be placed in conspicuous
locations, as determined by the board of directors with the
names of the candidates posted near the boxes or voting
machines. The name of each candidate will be followed
by a brief statement of qualifications and biographical data
in a form approved by the board of directors;

(c) After the members have been given 24 hours to vote
at conspicuous locations as determined by the board of
directors, the ballot boxes or voting machines will be
opened, the vote tallied by the tellers, the tallies placed
in the ballot boxes, and the ballot boxes resealed. The
tellers are responsible at all times for the ballot boxes or
voting machines and the integrity of the vote. A record
must be kept of all persons voting and the tellers must
assure themselves that each person voting is entitled to
vote; and

(d) The tellers will take the ballot boxes to the annual
meeting. At the annual meeting, printed ballots will be
distributed to those in attendance who have not voted and
their votes will be deposited in the ballot boxes placed
by the tellers, before the beginning of the meeting, in
conspicuous locations with the names of the candidates
posted near them. After those members have been given
an opportunity to vote at the annual meeting, balloting
will be closed, the ballot boxes opened, the vote tallied by
the tellers and added to the previous count, and the chair
will announce the result of the vote.

__ Option A4 - Election by electronic device (including
but not limited to telephone and electronic mail) or
mail ballot; nominating committee and nominations by
petition

Section 1. Nomination procedures. a. At least 120
days before each annual meeting, the chair will appoint
a nominating committee of three or more members. It is
the duty of the nominating committee to nominate at least
one member for each vacancy, including any unexpired
term vacancy, for which elections are being held, and to
determine that the members nominated are agreeable to
the placing of their names in nomination and will accept
office if elected.

b. The nominating committee files its nominations with
the secretary of the credit union at least 90 days before
the annual meeting, and the secretary notifies in writing
all members eligible to vote at least 75 days before the
annual meeting that nominations for vacancies may also
be made by petition signed by 1% of the members with
a minimum of 20 and a maximum of 500. The secretary
may use electronic mail to notify members who have opted
to receive notices or statements electronically.

c. The notice must indicate that the election will not be
conducted by ballot and there will be no nominations from
the floor when the number of nominees equals the number
of positions to be filled. A brief statement of qualifications
and biographical data in a form approved by the board of
directors will be included for each nominee submitted by
the nominating committee with the notice to all eligible
members. Each nominee by petition must submit a similar
statement of qualifications and biographical data with
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the petition. The notice must state the closing date for
receiving nominations by petition. In all cases, the period
for receiving nominations by petition must extend at least
30 days from the date of the petition requirement and the
list of nominating committee’s nominees are mailed to all
members. To be effective, nominations by petition must
be accompanied by a signed certificate from the nominee
or nominees stating that they are agreeable to nomination
and will serve if elected to office. Nominations by petition
must be filed with the secretary of the credit union at least
40 days before the annual meeting and the secretary will
ensure that nominations by petition, along with those of
the nominating committee, are posted in a conspicuous
place in each credit union office at least 35 days before the
annual meeting.

Section 2. Election procedures. All elections are
determined by plurality vote. All elections will be by
electronic device or mail ballot, subject to the following
conditions:

(a) The board of directors will appoint the election
tellers;

(b) If sufficient nominations are made by the nominating
committee or by petition to provide more nominees than
positions to be filled, the secretary, at least 30 days before
the annual meeting, will cause either a printed ballot or
notice of ballot to be mailed to all members eligible to
vote. Electronic mail may be used to provide the notice
of ballot to members who have opted to receive notices or
statements electronically;

(c) If the credit union is conducting its elections
electronically, the secretary will cause the following
materials to be transmitted to each eligible voter and the
following procedures will be followed:

(1) One notice of balloting stating the names of the
candidates for the board of directors and the candidates
for other separately identified offices or committees.
The name of each candidate must be followed by a brief
statement of qualifications and biographical data in a form
approved by the board of directors. Electronic mail may
be used to provide the notice of ballot to members who
have opted to receive notices or statements electronically.

(2) One mail ballot that conforms to Section 2(d) of this
article and one instruction sheet stating specific instructions
for the electronic election procedure, including how
to access and use the system, and the period of time in
which votes will be taken. The instruction will state that
members without the requisite electronic device necessary
to vote on the system may vote by submitting the enclosed
mail ballot and specify the date the mail ballot must be
received by the credit union. For members who have
opted to receive notices or statements electronically, the
mail ballot is not required and electronic mail may be
used to provide the instructions for the electronic election
procedure.

(3) Itis the duty of the tellers of election to verify, or cause
to be verified the name of the voter and the credit union
account number as they are registered in the electronic
balloting system. It is the duty of the teller to test the
integrity of the balloting system at regular intervals during
the election period.

(4) Ballots must be received no later than midnight, 5
calendar days before the annual meeting.

(5) The vote will be tallied by the tellers. The result
must be verified at the annual meeting and the chair will
make the result of the vote public at the annual meeting.

(6) In the event of malfunction of the electronic balloting
system, the board of directors may in its discretion order
elections be held by mail ballot only. The mail ballots
must conform to Section 2(d) of this article and must be
mailed once more to all eligible members 30 days before
the annual meeting. The board may make reasonable
adjustments to the voting time frames above, or postpone
the annual meeting when necessary, to complete the
elections before the annual meeting.

(d) If the credit union is conducting its election by mail
ballot, the secretary will cause the following materials to
be mailed to each member and the following procedures
will be followed:

(1) One ballot, clearly identified as the ballot on which
the names of the candidates for the board of directors
and the candidates for other separately identified offices
or committees are printed in random order. The name of
each candidate will be followed by a brief statement of
qualifications and biographical data in a form approved by
the board of directors;

(2) One ballot envelope clearly marked with instructions
that the completed ballot must be placed in that envelope
and sealed;

(3) One identification form to be completed so as to
include the name, address, signature and credit union
account number of the voter;

(4) One mailing envelope in which the voter, following
instructions provided with the mailing envelope, must
insert the sealed ballot envelope and the identification
form, and which must have postage prepaid and be
preaddressed for return to the tellers;

(5) When properly designed with features that preserve
the secrecy of the ballot, one form can be printed that
represents a combined ballot and identification form, and
postage prepaid and preaddressed return envelope;

(6) It is the duty of the tellers to verify, or cause to be
verified, the name and credit union account number of the
voter as appearing on the identification form; to place the
verified identification form and the sealed ballot envelope
in a place of safekeeping pending the count of the vote;
in the case of a questionable or challenged identification
form, to retain the identification form and sealed ballot
envelope together until the verification or challenge has
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been resolved;

(7) Ballots mailed to the tellers must be received by the
tellers no later than midnight 5 days before the date of the
annual meeting;

(8) The vote will be tallied by the tellers. The result will
be verified at the annual meeting and the chair will make
the result of the vote public at the annual meeting.

Section 3. Order of nominations. Nominations may be
in the following order:

(a) Nominations for directors.

(b) Nominations for credit committee members, if
applicable. Elections may be by separate ballots following
the same order as the above nominations or, if preferred,
may be by one ballot for all offices.

Section 4. Proxy and agent voting. Members cannot
vote by proxy. A member other than a natural person
may vote through an agent designated in writing for the
purpose.

Section 5. One vote per member. Irrespective of the
number of shares, no member has more than one vote.

Section 6. Submission of information regarding credit
union officials to NCUA. The names and addresses of
members of the board, board officers, executive committee,
and members of the credit committee, if applicable,
and supervisory committees must be forwarded to the
Administration in accordance with the Act and regulations
in the manner as may be required by the Administration.

Section 7. Minimum age requirement. Members must
be at least ___ years of age by the date of the meeting
(or for appointed offices, the date of appointment) in
order to vote at meetings of the members, hold elective
or appointive office, sign nominating petitions, or sign
petitions requesting special meetings.

The Credit Union’s board should adopt a resolution
inserting an age no greater than 18, or the age of majority
under the state law applicable to the credit union, in the
blank space.

The Credit Union may select the absentee ballot
provision in conjunction with the voting procedure it has
selected. This may be done by printing the credit union’s
bylaws with this provision or by retaining this copy and
checking the box.

Section 8. Absentee ballots. The board of directors may
authorize the use of absentee ballots in conjunction with
the other procedures authorized in this article, subject to
the following conditions:

(a) The board of directors will appoint the election
tellers;

(b) If sufficient nominations are made by the nominating
committee or by petition to provide more than one nominee
for any position to be filled, the secretary, at least 30 days
before the annual meeting, will cause printed ballots to be
mailed to all members of the credit union who are eligible
to vote and who have submitted a written or electronic

request for an absentee ballot;

(c) The secretary will cause the following materials to be
mailed to each eligible voter who has submitted a written
or electronic request for an absentee ballot:

(1) One ballot, clearly identified as the ballot on which
the names of the candidates for the board of directors
and the candidates for other separately identified offices
or committees are printed in random order. The name of
each candidate will be followed by a brief statement of
qualifications and biographical data in a form approved by
the board of directors;

(2) One ballot envelope clearly marked with instructions
that the completed ballot must be placed in that envelope
and sealed;

(3) One identification form to be completed so as to
include the name, address, signature and credit union
account number of the voter;

(4) One mailing envelope in which the voter, pursuant
to instructions provided with the envelope, must insert
the sealed ballot envelope and the identification form, and
which must have postage prepaid and be preaddressed for
return to the tellers;

(5) When properly designed with features that preserve
the secrecy of the ballot, one form can be printed that
represents a combined ballot and identification form, and
postage prepaid and preaddressed return envelope;

(d) It is the duty of the election tellers to verify, or cause
to be verified, the name and credit union account number of
the voter as appearing on the identification form; to place
the verified identification and the sealed ballot envelope
in a place of safekeeping pending the count of the vote;
in the case of a questionable or challenged identification
form, to retain the identification form and the sealed ballot
envelope together until the verification or challenge has
been resolved; and in the event that more than one voting
procedure is used, to verify that no eligible voter has voted
more than one time;

(e) Ballots mailed to the tellers must be received by the
tellers no later than midnight 5 days before the date of the
annual meeting;

(f) Absentee ballots will be deposited in the ballot boxes
to be taken to the annual meeting or included in a precount
in accordance with procedures specified in Article V,
Section 2; and

(g) If a member has chosen to receive statements and
notices electronically, the credit union may provide notices
required in this section by email and provide instructions
for voting via electronic means instead of mail ballots.

Staff commentary on the election process:
i. Eligibility Requirements: The Act and the FCU Bylaws

contain the only eligibility requirements for membership
on an FCU’s board of directors, which are as follows:
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(a) the individual must be a member of the FCU before
distribution of ballots;

(b) the individual cannot have been convicted of a crime
involving dishonesty or breach of trust unless the NCUA
Board has waived the prohibition for the conviction; and

(c) the individual meets the minimum age requirement
established under Article V, Section 7 of the FCU
Bylaws.

Anyone meeting the three eligibility requirements
may run for a seat on the board of directors if properly
nominated. It is the nominating committee’s duty to
ascertain that all nominated candidates, including those
nominated by petition, meet the eligibility requirements.

ii. Nomination Criteria for Nominating Committee:
The FCU Act and the FCU Bylaws do not prohibit a
board of directors from establishing reasonable criteria, in
addition to the eligibility requirements, for a nominating
committee to follow in making its nominations, such as
financial experience, years of membership, or conflict
of interest provisions. The board’s nomination criteria,
however, applies only to individuals nominated by the
nominating committee; they cannot be imposed on
individuals who meet the eligibility requirements and are
properly nominated from the floor or by petition.

iii. Candidates’ Names on Ballots: When producing an
election ballot, the FCU’s secretary may order the names of
the candidates on the ballot using any method for selection
provided it is random and used consistently from year to
year so as to avoid manipulation or favoritism.

iv. Secret Ballots: An FCU must establish an election
process that assures members their votes remain
confidential and secret from all interested parties. If the
election process does not separate the member’s identity
from the ballot, FCUs should use a third-party teller that
has sole control over completed ballots. If the ballots are
designed so that members’ identities remain secret and are
not disclosed on the ballot, FCUs may use election tellers
from the FCU. In any case, FCU employees, officials,
and members must not have access to ballots identifying
members or to information that links members’ votes to
their identities.

v. Plurality Voting: At least one nominee must be
nominated for each vacant seat. When there are more
nominees than seats open for election, the nominees who
receive the greatest number of votes are elected to the
vacant seats.

vi. Minimum Age Requirement: The age the board
selects may not be greater than the age of majority under
the state law applicable to the credit union.

Article VI. Board of Directors

Section 1. Number of members. The board consists of
members, all of whom must be members of this

credit union. The number of directors may be changed
to an odd number not fewer than 5 nor more than 15 by
resolution of the board. No reduction in the number of
directors may be made unless corresponding vacancies
exist as a result of deaths, resignations, expiration of terms
of office, or other actions provided by these bylaws. A
copy of the resolution of the board covering any increase
or decrease in the number of directors must be filed with
the official copy of the bylaws of this credit union.

Section 2. Composition of board. (Fill in
the number, which may be zero) directors or committee
members may be a paid employee of the credit union.

(Fill in the number, which may be zero)
immediate family members of a director or committee
member may be a paid employee of the credit union. Inno
case may employees, family members, or employees and
family members constitute a majority of the board. The
board may appoint a management official who
(may or may not) be a member of the board and one or
more assistant management officials who (may or
may not) be a member of the board. If the management
official or assistant management official is permitted to
serve on the board, he or she may not serve as the chair.

Section 3. Terms of office. Regular terms of office for
directors must be for periods of either 2 or 3 years as the
board determines. All regular terms must be for the same
number of years and until the election and qualification
of successors. Regular terms must be fixed at the first
meeting, or upon any increase or decrease in the number
of directors, so that approximately an equal number of
regular terms must expire at each annual meeting.

Section 4. Vacancies. Any vacancy on the board, credit
committee, if applicable, or supervisory committee will
be filled as soon as possible by vote of a majority of the
directors then holding office. If all director positions
become vacant simultaneously, the supervisory committee
immediately becomes the temporary board of directors
and must follow the procedures in Article IX, Section 3.
Directors and credit committee members appointed to fill a
vacancy will hold office only until the next annual meeting,
at which any unexpired terms will be filled by vote of the
members, and until the qualification of their successors.
Members of the supervisory committee appointed to fill a
vacancy will hold office until the first regular meeting of
the board following the next annual meeting of members,
at which the regular term expires, and until the appointment
and qualification of their successors.

Section 5. Regular and special meetings. A regular
meeting of the board must be held each month at the time
and place fixed by resolution of the board. One regular
meeting each calendar year must be conducted in person.
If a quorum is present in person for the annual in person
meeting, the remaining board members may participate
using audio or video teleconference methods. The other
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regular meetings may be conducted using audio or video
teleconference methods. The chair, or in the chair’s
absence the ranking vice chair, may call a special meeting
of the board at any time and must do so upon written
request of a majority of the directors then holding office.
Unless the board prescribes otherwise, the chair, or in the
chair’s absence the ranking vice chair, will fix the time and
place of special meetings. Notice of all meetings will be
given in the manner the board may from time to time by
resolution prescribe. Special meetings may be conducted
using audio or video teleconference methods.

Section 6. Board responsibilities. The board has the
general direction and control of the affairs of this credit
union and is responsible for performing all the duties
customarily performed by boards of directors. This
includes but is not limited to the following:

(a) Directing the affairs of the credit union in accordance
with the Act, these bylaws, the rules and regulations and
sound business practices.

(b) Establishing programs to achieve the purposes of
this credit union as stated in Article I, Section 2, of these
bylaws.

(c) Establishing aloan collection program and authorizing
the chargeoff of uncollectible loans.

(d) Establishing a policy to address training for newly
elected and incumbent directors and volunteer officials,
in areas such as ethics and fiduciary responsibility,
regulatory compliance, and accounting and determining
that all persons appointed or elected by this credit union
to any position requiring the receipt, payment or custody
of money or other property of this credit union, or in its
custody or control as collateral or otherwise, are properly
bonded in accordance with the Act and regulations.

(e) Performing additional acts and exercising additional
powers as may be required or authorized by applicable
law.

If the credit union has an elected credit committee, you
do not need to check a box. If the credit union has no
credit committee check Option I and if it has an appointed
credit committee check Option 2.

__Option 1 No Credit Committee.

(f) Reviewing denied loan applications of members who
file written requests for review.

(g) Appointing one or more loan officers and delegating
to those officers the power to approve or disapprove loans,
lines of credit or advances from lines of credit.

(h) In its discretion, appointing a loan review committee
to review loan denials and delegating to the committee
the power to overturn denials of loan applications. The
committee will function as a mid-level appeal committee
for the board. Any denial of a loan by the committee
must be reviewed by the board upon written request of the

member. The committee must consist of three members
and the regular term of office of the committee member
will be for two years. Not more than one member of the
committee may be appointed as a loan officer.

__ Option 2 Appointed Credit Committee.

(f) Appointing an odd number of credit committee
members as provided in Article VIII of these bylaws.

Section 7. Quorum. A majority of the number of
directors, including any vacant positions, constitutes a
quorum for the transaction of business at any meeting,
except that vacancies may be filled by a quorum consisting
of a majority of the directors holding office as provided in
Section 4 of this article. Fewer than a quorum may adjourn
from time to time until a quorum is in attendance.

Section 8. Attendance and removal. a. If a director
or a credit committee member, if applicable, fails to
attend regular meetings of the board or credit committee,
respectively, for 3 consecutive months, or 4 meetings
within a calendar year, or otherwise fails to perform any
of the duties as a director or a credit committee member,
the office may be declared vacant by the board and the
vacancy filled as provided in the bylaws.

b. The board may remove any board officer from office
for failure to perform the duties thereof, after giving the
officer reasonable notice and opportunity to be heard.

When any board officer, membership officer, executive
committee member or investment committee member is
absent, disqualified, or otherwise unable to perform the
duties of the office, the board may by resolution designate
another member of this credit union to fill the position
temporarily. The board may also, by resolution, designate
another member or members of this credit union to act on
the credit committee when necessary in order to obtain a

quorum.
Section 9.  Suspension of supervisory committee
members. Any member of the supervisory committee

may be suspended by a majority vote of the board of
directors. The members of this credit union will decide,
at a special meeting held not fewer than 7 nor more than
14 days after any suspension, whether the suspended
committee member will be removed from or restored to
the supervisory committee.

Article VII. Board Officers, Management Officials
and Executive Committee

Section 1. Board officers. The board officers of this
credit union are comprised of a chair, one or more vice
chairs, a financial officer, and a secretary, all of whom are
elected by the board and from their number. The board
determines the title and rank of each board officer and
records them in the addendum to this article. One board
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officer, the , may be compensated
for services as determined by the board. If more than one
vice chair is elected, the board determines their rank as
first vice chair, second vice chair, and so on. The offices
of the financial officer and secretary may be held by
the same person. If a management official or assistant
management official is permitted to serve on the board,
he or she may not serve as the chair. Unless removed as
provided in these bylaws, the board officers elected at the
first meeting of the board hold office until the first meeting
of the board following the first annual meeting of the
members and until the election and qualification of their
respective successors.

Section 2. Election and term of office. Board officers
elected at the meeting of the board next following the
annual meeting of the members, which must be held not
later than 7 days after the annual meeting, hold office for
a term of 1 year and until the election and qualification
of their respective successors: provided, however, that
any person elected to fill a vacancy caused by the death,
resignation, or removal of an officer is elected by the
board to serve only for the unexpired term of that officer
and until a successor is duly elected and qualified.

Section 3. Duties of Chair. The chair presides at
all meetings of the members and at all meetings of the
board, unless disqualified through suspension by the
supervisory committee. The chair also performs other
duties customarily assigned to the office of the chair or
duties he or she is directed to perform by resolution of the
board not inconsistent with the Act and regulations and
these bylaws.

Section 4. Approval required. The board must approve
all individuals who are authorized to sign all notes of this
credit union and all checks, drafts and other orders for
disbursement of credit union funds.

Section 5. Vice chair. The ranking vice chair has and
may exercise all the powers, authority, and duties of the
chair during the chair’s absence or inability to act.

Section 6. Duties of financial officer. i. The financial
officer manages this credit union under the control and
direction of the board unless the board has appointed a
management official to act as general manager. Subject
to limitations, controls and delegations the board may
impose, the financial officer will:

(a) Have custody of all funds, securities, valuable papers
and other assets of this credit union.

(b) Provide and maintain full and complete records of all
the assets and liabilities of this credit union in accordance
with forms and procedures prescribed in regulations and
other guidance approved by the Administration, including,
for small credit unions, the Accounting Manual for Federal
Credit Unions.

(c) Within 20 days after the close of each month, ensure
that a financial statement showing the condition of this

credit union as of the end of the month, including a
summary of delinquent loans is prepared and submitted to
the board and post a copy of the statement in a conspicuous
place in the office of the credit union where it will remain
until replaced by the financial statement for the next
succeeding month.

(d) Ensure that financial and other reports the
Administration may require are prepared and sent.

(e) Within standards and limitations prescribed by the
board, employ tellers, clerks, bookkeepers, and other
office employees, and have the power to remove these
employees.

(f) Perform other duties customarily assigned to the
office of the financial officer or duties he or she is directed
to perform by resolution of the board not inconsistent with
the Act, regulations and these bylaws.

ii. The board may employ one or more assistant financial
officers, none of whom may also hold office as chair or
vice chair, and may authorize them, under the direction of
the financial officer, to perform any of the duties devolving
on the financial officer, including the signing of checks.
When designated by the board, any assistant financial
officer may also act as financial officer during the financial
officer’s temporary absence or temporary inability to act.

Section 7.  Duties of management official and
assistant management official. The board may appoint a
management official who is under the direction and control
of the board or of the financial officer as determined by the
board. The management official may be assigned any or
all of the responsibilities of the financial officer described
in Section 6 of this article. The board will determine the
title and rank of each management official and record
them in the addendum to this article. The board may
employ one or more assistant management officials.
The board may authorize assistant management officials
under the direction of the management official, to perform
any of the duties devolving on the management official,
including the signing of checks. When designated by the
board, any assistant management official may also act as
management official during the management official’s
temporary absence or temporary inability to act.

Section 8. Board powers regarding employees. The
board employs, fixes the compensation, and prescribes the
duties of employees as necessary, and has the power to
remove employees, unless it has delegated these powers to
the financial officer or management official. Neither the
board, the financial officer, nor the management official
has the power or duty to employ, prescribe the duties
of, or remove necessary clerical and auditing assistance
employed or used by the supervisory committee and, if
there is a credit committee, the power or duty to employ,
prescribe the duties of, or remove any loan officer
appointed by the credit committee.

Section 9. Duties of secretary. The secretary prepares
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and maintains full and correct records of all meetings of the
members and of the board, which records will be prepared
within 7 days after the respective meetings. The secretary
must promptly inform the Administration in writing of
any change in the address of the office of this credit union
or the location of its principal records. The secretary will
give or cause to be given, in the manner prescribed in these
bylaws, proper notice of all meetings of the members, and
perform other duties he or she may be directed to perform
by resolution of the board not inconsistent with the Act,
regulations and these bylaws. The board may employ one
or more assistant secretaries, none of whom may also hold
office as chair, vice chair, or financial officer, and may
authorize them under direction of the secretary to perform
any of the duties assigned to the secretary.

Section 10. Executive committee. As authorized by the
Act, the board may appoint an executive committee of
not fewer than three directors to serve at its pleasure, to
act for it with respect to the board’s specifically delegated
functions. When making delegations to the executive
committee, the board must be specific with regard to
the committee’s authority and limitations related to the
particular delegation. The board may also authorize any of
the following to approve membership applications under
conditions the board and these bylaws may prescribe: an
executive committee; a membership officer(s) appointed
by the board from the membership, other than a board
member paid as an officer; the financial officer; any
assistant to the paid officer of the board or to the financial
officer; or any loan officer. No executive committee
member or membership officer may be compensated as
such.

Section 11. [Investment committee. The board may
appoint an investment committee composed of not less
than two, to serve at its pleasure to have charge of making
investments under rules and procedures established by the
board. No member of the investment committee may be
compensated as such.

Addendum: The board must list the positions of the
board officers and management officials of this credit
union. They are as follows:

Select Option 1 if the credit union has a credit committee
and Option 2 if it does not have a credit committee.

__Option 1 Article VIII. Credit Committee

Section 1. Credit committee members. The credit
committee consists of members. All the members
of the credit committee must be members of this credit
union. The number of members of the credit committee
must be an odd number and may be changed to not fewer
than 3 nor more than 7 by resolution of the board. No
reduction in the number of members may be made unless

corresponding vacancies exist as a result of deaths,
resignations, expiration of terms of office, or other actions
provided by these bylaws. A copy of the resolution of the
board covering any increase or decrease in the number of
committee members must be filed with the official copy of
the bylaws of this credit union.

Section 2. Terms of office. Regular terms of office for
elected credit committee members are for periods of either
2 or 3 years as the board determines: provided, however,
that all regular terms are for the same number of years
and until the election and qualification of successors.
The regular terms are fixed at the beginning, or upon
any increase or decrease in the number of committee
members, that approximately an equal number of regular
terms expire at each annual meeting.

Regular terms of office for appointed credit committee
members are for periods as determined by the board and
as noted in the board’s minutes.

Section 3. Officers of credit committee. The credit
committee chooses from their number a chair and a
secretary. The secretary of the committee prepares and
maintains full and correct records of all actions taken by
it, and those records must be prepared within 3 days after
the action. The offices of the chair and secretary may be
held by the same person.

Section 4. Credit committee powers. The credit
committee may, by majority vote of its members, appoint
one or more loan officers to serve at its pleasure, and
delegate to them the power to approve application for
loans or lines of credit, share withdrawals, releases
and substitutions of security, within limits specified by
the committee and within limits of applicable law and
regulations. Not more than one member of the committee
may be appointed as a loan officer. Each loan officer must
furnish to the committee a record of each approved or not
approved transaction within 7 days of the date of the filing
of the application or request, and this record becomes a
part of the records of the committee. All applications or
requests not approved by a loan officer must be acted upon
by the committee. No individual may disburse funds of
this credit union for any application or share withdrawal
which the individual has approved as a loan officer.

Section 5. Credit committee meetings. The credit
committee holds meetings as the business of this credit
union may require, and not less frequently than once a
month. Notice of meetings will be given to members of
the committee in a manner as the committee may from
time to time, by resolution, prescribe.

Section 6. Credit committee duties. For each loan or
line of credit, the credit committee or loan officer must
inquire into the character and financial condition of the
applicant and the applicant’s sureties, if any, to ascertain
their ability to repay fully and promptly the obligations
incurred by them and to determine whether the loan or line
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of credit will be of probable benefit to the borrower. The
credit committee and its appointed loan officers should
endeavor diligently to assist applicants in solving their
financial problems.

Section 7. Unapproved loans prohibited. No loan or line
of credit may be made unless approved by the committee
or a loan officer in accordance with applicable law and
regulations.

Section 8. Lending procedures. Subject to the limits
imposed by applicable law and regulations, these bylaws,
and the general policies of the board, the credit committee,
or aloan officer, determines the security, if any, required for
each application and the terms of repayment. The security
furnished must be adequate in quality and character and
consistent with sound lending practices. When funds are
not available to make all the loans and lines of credit for
which there are applications, preference should be given,
in all cases, to the smaller applications if the need and
credit factors are nearly equal.

__ Option 2 Article VIII. Loan Officers (No Credit
Committee)

Section 1. Records of loan officer; prohibition on loan
officer disbursing funds. Each loan officer must maintain
a record of each approved or not approved transaction
within 7 days of the filing of the application or request,
and that record becomes a part of the records of the credit
union. No individual may disburse funds of this credit
union for any application or share withdrawal which the
individual has approved as a loan officer.

Section 2. Duties of loan officer. For each loan or line
of credit, the loan officer must inquire into the character
and financial condition of the applicant and the applicant’s
sureties, if any, to ascertain their ability to repay fully
and promptly the obligations incurred by them and to
determine whether the loan or line of credit will be of
probable benefit to the borrower. The loan officers should
endeavor diligently to assist applicants in solving their
financial problems.

Section 3. Unapproved loans prohibited. No loan or
line of credit may be made unless approved by a loan
officer in accordance with applicable law and regulations.

Section 4. Lending procedures. Subject to the limits
imposed by law and regulations, these bylaws, and the
general policies of the board, a loan officer determines the
security if any required for each application and the terms
of repayment. The security furnished must be adequate in
quality and character and consistent with sound lending
practices. When funds are not available to make all the
loans and lines of credit for which there are applications,
preference should be given, in all cases, to the applications
for lesser amounts if the need and credit factors are nearly
equal.

Article IX. Supervisory Committee

Section 1. Appointment and membership. The
supervisory committee is appointed by the board from
among the members of this credit union, one of whom
may be a director other than the financial officer or the
compensated officer of the board. The board determines
the number of members on the committee, which may not
be fewer than 3 nor more than 5. No member of the credit
committee, if applicable, or any employee of this credit
union may be appointed to the committee. Regular terms
of committee members are for periods of 1, 2, or 3 years as
the board determines: provided, however, that all regular
terms are for the same number of years and until the
appointment and qualification of successors. The regular
terms are fixed at the beginning, or upon any increase or
decrease in the number of committee members, so that
approximately an equal number of regular terms expires
at each annual meeting.

Section 2. Officers of supervisory committee. The
supervisory committee members choose from among
their number a chair and a secretary. The secretary of
the supervisory committee prepares, maintains, and has
custody of full and correct records of all actions taken by
it. The offices of chair and secretary may be held by the
same person.

Section 3. Duties of supervisory committee. a. The
supervisory committee makes, or causes to be made,
the audits, and prepares and submits the written reports
required by the Act and regulations. The committee may
employ and use clerical and auditing assistance required
to carry out its responsibilities prescribed by this article,
and may request the board to provide compensation
for this assistance. It will prepare and forward to the
Administration required reports.

b. If all director positions become vacant simultaneously,
the supervisory committee immediately assumes the role
of the board of directors. The supervisory committee
acting as the board must generally call and hold a special
meeting to elect a board that will serve until the next annual
meeting. The special meeting must occur at least 7 but
no more than 14 days after all director positions became
vacant, and candidates for the board at the special meeting
may be nominated by petition or from the floor. However,
if the next annual meeting has been scheduled and will
occur within 45 days after all the director positions become
vacant, the supervisory committee may decide to forego
the special meeting and continue serving as the board until
the election of new directors at the annual meeting.

c. If the next annual meeting has not been scheduled,
but the month and day of the previous year’s meeting plus
7 days falls within 45 days after all the director positions
become vacant, the supervisory committee acting as the
board may decide to forego the special meeting to elect
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new directors. In this case, the supervisory committee
must schedule the annual meeting within 7 days before or
after the month and day of the previous annual meeting and
continue to serve as the board until directors are elected at
the annual meeting.

d. The supervisory committee acting as the board may
not act on policy matters. However, directors elected at a
special meeting have the same powers as directors elected
at the annual meeting.

Section 4. Verification of accounts. The supervisory
committee will cause the verification of the accounts of
members with the records of the financial officer from
time to time and not less frequently than as required by
the Act and regulations. The committee must maintain a
record of this verification.

Section 5. Powers of supervisory committee — removal
of directors and credit committee members. By unanimous
vote, the supervisory committee may suspend until the
next meeting of the members any director, board officer,
or member of the credit committee. In the event of any
suspension, the supervisory committee must call a special
meeting of the members to act on the suspension, which
meeting must be held not fewer than 7 nor more than 14
days after the suspension. The chair of the committee acts
as chair of the meeting unless the members select another
person to act as chair.

Section 6. Powers of supervisory committee -- special
meetings. By the affirmative vote of a majority of its
members, the supervisory committee may call a special
meeting of the members to consider any violation of the
provisions of the Act, the regulations, or of the charter or
the bylaws of this credit union, or to consider any practice
of this credit union which the committee deems to be
unsafe or unauthorized.

Article X. Organization Meeting

Section 1. [Initial meeting. When application is made
for a federal credit union charter, the subscribers to the
organization certificate must meet for the purpose of
electing a board of directors and a credit committee,
if applicable. Failure to commence operations within
60 days following receipt of the approved organization
certificate is cause for revocation of the charter unless a
request for an extension of time has been submitted to and
approved by the Regional Director.

Section 2. Election of directors and credit committee.
The subscribers elect a chair and a secretary for the meeting.
The subscribers then elect from their number, or from
those eligible to become members of this credit union, a
board of directors and a credit committee, if applicable, all
to hold office until the first annual meeting of the members
and until the election and qualification of their respective
successors. If not already a member, every person

elected under this section or appointed under Section 3
of this article, must qualify within 30 days by becoming a
member. If any person elected as a director or committee
member or appointed as a supervisory committee member
does not qualify as a member within 30 days of election or
appointment, the office will automatically become vacant
and be filled by the board.

Section 3. Election of board officers. Promptly following
the elections held under the provisions of Section 2 of this
article, the board must meet and elect the board officers
who will hold office until the first meeting of the board of
directors following the first annual meeting of the members
and until the election and qualification of their respective
successors. The board also appoints a supervisory
committee at this meeting as provided in Article IX,
Section 1, of these bylaws and a credit committee, if
applicable. The members so appointed hold office until
the first regular meeting of the board following the first
annual meeting of the members and until the appointment
and qualification of their respective successors.

Article XI. Loans and Lines of Credit to Members

Section 1. Loan purposes. Loans may only be made
to members and for provident or productive purposes in
accordance with applicable law and regulations.

The credit union may add business as one of its purposes
by placing a comma after “provident” and inserting
“business.”

Section 2. Delinquency. Any member whose loan
is delinquent may be required to pay a late charge as
determined by the board of directors.

Article XII. Dividends

Section 1. Power of board to declare dividends. The
board establishes dividend periods and declares dividends
as permitted by the Act and applicable regulations.

Article XIII. RESERVED
Article XIV. Expulsion and Withdrawal

Section 1. Expulsion procedure; expulsion or withdrawal
does not affect members’liability or shares. Amember may
be expelled by a two-thirds vote of the members present
at special meeting called for that purpose, but only after
the member has been given the opportunity to be heard.
A member also may be expelled under a nonparticipation
policy adopted by the board of directors and provided
to each member in accordance with the Act. Expulsion
or withdrawal will not operate to relieve a member of
any liability to this credit union. All amounts paid in on
shares by expelled or withdrawing members, before their
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expulsion or withdrawal, will be paid to them in the order
of their withdrawal or expulsion, but only as funds become
available and only after deducting any amounts due to this
credit union.

Article XV. Minors

Section 1. Minors permitted to own shares. Shares
may be issued in the name of a minor. State law governs
the rights of minors to transact business with this credit
union.

Article XVI. General

Section 1. Compliance with law and regulation. All
power, authority, duties, and functions of the members,
directors, officers, and employees of this credit union,
pursuant to the provisions of these bylaws, must be
exercised in strict conformity with the provisions of
applicable law and regulations, and of the charter and the
bylaws of this credit union.

Section 2. Confidentiality. The officers, directors,
members of committees and employees of this credit
union must hold in confidence all transactions of this credit
union with its members and all information respecting
their personal affairs, except when permitted by state or
federal law.

Section 3. Removal of directors and committee members.
Notwithstanding any other provisions in these bylaws, any
director or committee member of this credit union may be
removed from office by the affirmative vote of a majority
of the members present at a special meeting called for the
purpose, but only after an opportunity has been given to
be heard. If member votes at a special meeting result in
the removal of all directors, the supervisory committee
immediately becomes the temporary board of directors
and must follow the procedures in Article IX, Section 3.

Section 4. Conflicts of interest prohibited. No director,
committee member, officer, agent, or employee of this
credit union may participate in any manner, directly or
indirectly, in the deliberation upon or the determination
of any question affecting his or her pecuniary or personal
interest or the pecuniary interest of any corporation,
partnership, or association (other than this credit union)
in which he or she is directly or indirectly interested. In
the event of the disqualification of any director respecting
any matter presented to the board for deliberation or
determination, that director must withdraw from the
deliberation or determination; and if the remaining
qualified directors present at the meeting plus the
disqualified director or directors constitute a quorum, the
remaining qualified directors may exercise with respect
to this matter, by majority vote, all the powers of the
board. In the event of the disqualification of any member

of the credit committee, if applicable, or the supervisory
committee, that committee member must withdraw from
the deliberation or determination.

Section 5. Records. Copies of the organization
certificate of this credit union, its bylaws and any
amendments to the bylaws, and any special authorizations
by the Administration must be preserved in a place of
safekeeping. Copies of the organization certificate and
field of membership amendments should be attached as
an appendix to these bylaws. Returns of nominations
and elections and proceedings of all regular and special
meetings of the members and directors must be recorded in
the minute books of this credit union. The minutes of the
meetings of the members, the board, and the committees
must be signed by their respective chairmen or presiding
officers and by the persons who serve as secretaries of
those meetings.

Section 6. Availability of credit union records. All books
of account and other records of this credit union must
be available at all times to the directors and committee
members of this credit union provided they have a proper
purpose for obtaining the records. The charter and bylaws
of this credit union must be made available for inspection
by any member and, if the member requests a copy, it will
be provided for a reasonable fee.

Section 7. Member contact information. Members must
keep the credit union informed of their current address.

Section 8. Indemnification. (a) The credit union may
elect to indemnify to the extent authorized by (check one)

[ ]1law of the state of :

[ ] Model Business Corporation Act:

the following individuals from any liability asserted
against them and expenses reasonably incurred by them
in connection with judicial or administrative proceedings
to which they are or may become parties by reason
of the performance of their official duties (check as
appropriate).

[ ] current officials

[ ] former officials

[ ] current employees

[ ] former employees

(b) The credit union may purchase and maintain insurance
on behalf of the individuals indicated in (a) above against
any liability asserted against them and expenses reasonably
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.

(c) The term “official” in this bylaw means a person who
is a member of the board of directors, credit committee,
supervisory committee, other volunteer committee
(including elected or appointed loan officers or membership
officers), established by the board of directors.
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Article XVII. Amendments of Bylaws and Charter

Section 1. Amendment procedures. Amendments of
these bylaws may be adopted and amendments of the
charter requested by the affirmative vote of two-thirds of
the authorized number of members of the board at any
duly held meeting of the board if the members of the board
have been given prior written notice of the meeting and the
notice has contained a copy of the proposed amendment or
amendments. No amendment of these bylaws or of the
charter may become effective, however, until approved in
writing by the NCUA Board.

Article XVIII. Definitions

Section 1. General definitions. When used in these
bylaws the terms:

“Act” means the Federal Credit Union Act, as amended.

“Administration” means the National Credit Union
Administration.

“Applicable law and regulations” means the Federal
Credit Union Act and rules and regulations issued
thereunder or other applicable federal and state statutes
and rules and regulations issued thereunder as the context
indicates (such as The Higher Education Act of 1965).

“Board” means board of directors of the federal credit
union.

“Immediate family member” means spouse, child,
sibling, parent, grandparent, grandchild, stepparents,
stepchildren, stepsiblings, and adoptive relationships.

“NCUA Board” means the Board of the National Credit
Union Administration.

“Regulation” or “regulations” means
regulations issued by the NCUA Board.

“Share” or “shares” means all classes of shares and share
certificates that may be held in accordance with applicable
law and regulations.

rules and
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§ 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.

§ 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
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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 the retained earnings balance of the
credit union at quarter end as determined under generally
accepted accounting principles. Retained earnings consists
of undivided earnings, regular reserves, and any other
appropriations designated by management or regulatory
authorities. This means that only undivided earnings and
appropriations of undivided earnings are included in net
worth. 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 NCUSIF. For
any credit union, net worth does not include the allowance
for loan and lease losses account.

(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—
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(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].

(1) 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 itis expected to be received (based on areasonable
and supportable estimate of that time), and then summing
and dividing by the total amount of principal.

Subpart A— Net Worth Classification

§ 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 702.302(d).

(c) Notice to NCUA by filing Call Report. (1) Other than
by filing a Call Report, a federally-insured credit union
need not notify the NCUA Board of a change in its net
worth ratio that places the credit union in a lower net
worth category;

(2) Failure to timely file a Call Report as required under
this section in no way alters the effective date of a change
in net worth classification under this paragraph (b) of this
section, or the affected credit union’s corresponding legal
obligations under this part.

§ 702.102 Statutory net worth catego-
ries.

(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%).

(b) Reclassification based on supervisory criteria
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§ 702.103

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% t0 6.99% Meets applicable RBNW requirement
“Undercapitalized” 4% t0 5.99% Or fails applicable RBNW requirement
Or if “undercapitalized at <5% net worth ratio and
“Significantly Undercapitalized” 2% t0 3.99% fails to timely submit or materialy implement Net
Worth Restoration Plan
“Critically Undercapitalized” Less than 2% None

other than net worth. The NCUA Board may reclassify
a “well capitalized” credit union as ‘“‘adequately
capitalized” and may require an “‘adequately capitalized”
or “undercapitalized” credit union to comply with certain
mandatory or discretionary supervisory actions as if it were
in the next lower net worth category (each of such actions
hereinafter referred to generally as “‘reclassification’) in
the following circumstances:

(1) Unsafe or unsound condition. The NCUA Board
has determined, after notice and opportunity for hearing
pursuant to § 747.2003 of this chapter, that the credit
union is in an unsafe or unsound condition; or

(2) Unsafe or unsound practice. The NCUA Board
has determined, after notice and opportunity for hearing
pursuant to § 747.2003 of this chapter, that the credit union
has not corrected a material unsafe or unsound practice of
which it was, or should have been, aware.

(c) Non-delegation. The NCUA Board may not delegate
its authority to reclassify a credit union under paragraph
(b) of this section.

(d) 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 (b)
of this section, and shall promptly notify the appropriate
State official of its decision to reclassify.

§ 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 its most recent Call Report:

(a) Minimum asset size. Its quarter-end total assets
exceed ten million dollars ($10,000,000); and

(b) Minimum RBNW calculation. Its risk-based net
worth requirement as calculated under § 702.106 exceeds
six percent (6%).

§ 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, reprice
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;

() 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
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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 loan 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 mort-
gage market with a recourse of 1 year or less

(9) Unsued MBL commitments | Unused commitments for MBLs

(h) Allowance

Allowance for Loan and Lease Losses limited to equivalent of 1.50 percent of total loans

§ 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.
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TaBLE 3 - § 702.105 WEIGHTED AVERAGE LIFE OF INVESTMENTS

Investment Weighted-average Life

(a) Registered investment
companies and collective
investment funds

i. 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) Varilable-rate debt obliga-
tions 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.

§ 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.
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TABLE 4 - § 702.106 STANDARD CALcuULATION OF RBNW REQUIREMENT
Risk Portfolio Amount of risk portfolio (as percen? of qu.arte.r-end total assets) to be multiplied Risk weighting
by risk weighting
(a) Long-term real estate loans 0 to 25.00% .06
over 25.00% 14
0to 15.00% .06
(b) MBLs outstanding >15.00% to 25.00% 08
over 25.00% 14
By weighted-average life: Oto 1years 03
(c) Investments >1 year to 3 years 06
>3 years to 10 years 12
>10 years .20
(d) Low-risk assets All % .00
(e) Average-risk assets All % 06
0
(f) Loans sold with recourse All% .06
(9) Unsued MBL commitments All % .06
imi i 0,
(h) Allowance Limited to equivalent of 1.50% of total loans (1.00)
(expressed as percent of total assets)
A credit union’s RBNW requirement is the sum of eight standard components. A standard component is calculated for each of the eight risk
portfolios, equal to the sum of each amount of a risk portfolio times its risk weighting. A credit union is classified “undercapitalized” if its net
worth ratio is less than its applicable RBNW requirement

§ 702.107 Alternative Components for
standard Calculations

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;

(i) 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;

(i1) 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 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;

(i1) 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;

(iv) Fourteen percent (14%) of the amount of such loans
with a remaining maturity greater than 7 years, but less
than or equal to 12 years; and

(v) Sixteen percent (16%) of the amount of such loans
with a remaining maturity greater than 12 years; and
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§ 702.107

TaBLE § - § 702.107 ALTERNATIVE COMPONENTS FOR STANDARD CALCULATION

(a) Long-Term ReAL EsTaTE LoANS

Amount of long-term real estate loans by remaingin maturity

Alternative risk weighting

Non-callable long-term real estate loans

Remaining maturity:
>5 years to 12 years 08
>12 years to 20 years 14
>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

component if smaller.

The “alternative component” is the sum of each amount of the “long-term real estate loans” risk portfolio by non-"callable” and “callable” char-
acteristic and by remaining maturity (as a percent of quarter-end total assets) times its alternative factor. Substitue for corresponding standard

(b) Memser 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
>b years to 7 years 12
>7 years to 12 years 14
>12 years 16
Variable-rate MBLs
0to 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 loans 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 member business loans by remaining maturity

Alternative risk weighting

>3 years to 5 years .09
>5 years to 7 years 12
>7 years to 12 years 14
>12 years 16
>3 years to 5 years .08
>5 years to 7 years 10

The “alternative component” is the sum of each amount of the member business loans 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.

(d) Loans Sorp WitH REcourse

Amount of loans by recourse

Alternative risk weighting

Recourse 6% or greater

.06

Recourse <6%

Weighted average recourse percent

of less than six (6%). Substitute for corresponding standard component if smaller.

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
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(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
gre