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under the Investment Company Act of
1940 (15 U.S.C. 80a), provided that the
portfolio of such investment company
is restricted by its investment policy
solely to investments and investment
transactions that are permissible for
that corporate credit union.

(g) Forward settlement of transactions
later than regular way. A corporate
credit union may enter into an agree-
ment to purchase or sell an instru-
ment, with settlement later than regu-
lar way, provided that:

(1) Delivery and acceptance are man-
datory;

(2) The transaction is clearly dis-
closed in the appropriate risk reporting
required under § 704.8(b);

(3) If the corporate credit union is
the purchaser, it has adequate cash
flow projections evidencing its ability
to purchase the instrument;

(4) If the corporate credit union is
the seller, it owns the instrument on
the trade date; and

(5) The transaction is settled on a
cash basis at the settlement date.

(h) Prohibitions. A corporate credit
union is prohibited from:

(1) Purchasing or selling off balance
sheet financial derivatives, such as fu-
tures, options, interest rate swaps, or
forward rate agreements;

(2) Engaging in pair-off transactions,
when-issued trading, adjusted trading,
or short sales; and

(3) Purchasing stripped mortgage-
backed securities, residual interests in
CMO/REMICs, mortgage servicing
rights, commercial mortgage related
securities, or small business related se-
curities.

(i) Conflicts of interest. A corporate
credit union’s officials, employees, and
immediate family members of such in-
dividuals, may not receive pecuniary
consideration in connection with the
making of an investment or deposit by
the corporate credit union. Employee
compensation is exempt from this pro-
hibition. All transactions not specifi-
cally prohibited by this paragraph
must be conducted at arm’s length and
in the interest of the corporate credit
union.

(j) Grandfathering. A corporate credit
union’s authority to hold an invest-
ment is governed by the regulation in
effect at the time of purchase. How-

ever, all grandfathered investments are
subject to the requirements of §§ 704.8
and 704.9.

§ 704.6 Credit risk management.

(a) Policies. A corporate credit union
must operate according to a credit risk
management policy that is commensu-
rate with the investment and lending
risks and activities it undertakes. The
policy must address, at a minimum:

(1) The approval process associated
with credit limits;

(2) Due diligence analysis require-
ments;

(3) Maximum credit limits with each
obligor and transaction counterparty,
set as a percentage of the sum of re-
serves and undivided earnings and paid-
in capital. In addition to addressing
loans, deposits, and securities, limits
with transaction counterparties must
address aggregate exposures of all
transactions, including, but not nec-
essarily limited to, repurchase agree-
ments, securities lending, and forward
settlement of purchases or sales of in-
vestments; and

(4) Concentrations of credit risk (e.g.,
industry type, sector type, and geo-
graphic).

(b) Exemption. The requirements of
this section do not apply to instru-
ments that are issued or fully guaran-
teed as to principal and interest by the
U.S. government or its agencies or en-
terprises or are fully insured (including
accumulated interest) by the National
Credit Union Administration or Fed-
eral Deposit Insurance Corporation.

(c) Concentration limits. (1) Aggregate
investments in mortgage-backed and
asset-backed securities are limited to
200 percent of the sum of reserves and
undivided earnings and paid-in capital
for any single security or trust.

(2) Except for investments in a
wholesale corporate credit union, ag-
gregate investments in repurchase and
securities lending agreements with any
one counterparty are limited to 400
percent of the sum of reserves and un-
divided earnings and paid-in capital.

(3) Except for investments in a
wholesale corporate credit union, the
aggregate of all investments in non se-
cured obligations of any single domes-
tic issuer is limited to 100 percent of
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the sum of reserves and undivided earn-
ings and paid-in capital.

(4) For purposes of measurement,
each new credit transaction must be
evaluated in terms of the corporate
credit union’s sum of reserves and un-
divided earnings and paid-in capital at
the time of the transaction. A subse-
quent reduction in the sum of reserves
and undivided earnings and paid-in cap-
ital will require a suspension of addi-
tional transactions until maturities,
sales or terminations bring existing ex-
posures within the requirements of this
part.

(d) Credit ratings. (1) All debt instru-
ments must have a credit rating from
at least one nationally recognized sta-
tistical rating organization (NRSRO).

(2) The rating(s) must be monitored
for as long as the corporate owns an in-
strument.

(3) At the time of purchase, asset-
backed securities must be rated no
lower than AAA (or equivalent), other
long-term investments must be rated
no lower than AA (or equivalent), and
short-term investments must be rated
no lower than A–1 (or equivalent).

(4) Any rated instrument that is
downgraded by the NRSRO used to
meet the requirements of this part at
the time of purchase must be reviewed
by the board or an appropriate commit-
tee within 30 calendar days of the
downgrade. Instruments that fall below
the minimum rating requirements of
this part are subject to the require-
ments of § 704.10.

(e) Reporting and documentation. (1) A
written evaluation of each credit line
must be prepared at least annually and
formally approved by the board or an
appropriate committee. At least
monthly, the board or an appropriate
committee must receive a watch list of
existing and/or potential credit prob-
lems and summary credit exposure re-
ports, which demonstrate compliance
with the corporate credit union’s risk
management policies.

(2) At a minimum, the corporate
credit union must maintain:

(i) A justification for each approved
credit line;

(ii) Disclosure documents, if any, for
all instruments held in portfolio. Docu-
ments for an instrument that has been

sold must be retained until completion
of the next NCUA examination; and

(iii) The latest available financial re-
ports, industry analyses, internal and
external analyst evaluations, and rat-
ing agency information sufficient to
support each approved credit line.

§ 704.7 Lending.
(a) Policies. A corporate credit union

must operate according to a lending
policy which addresses, at a minimum:

(1) Loan types and limits;
(2) Required documentation and col-

lateral; and
(3) Analysis and monitoring stand-

ards.
(b) General. Each loan or line of cred-

it limit will be determined after ana-
lyzing the financial and operational
soundness of the borrower and the abil-
ity of the borrower to repay the loan.

(c) Loans to member credit unions. (1)
The maximum aggregate amount in
unsecured loans and irrevocable lines
of credit to any one member credit
union, excluding pass-through and
guaranteed loans from the CLF and the
NCUSIF, shall not exceed 50 percent of
capital or 75 percent of the sum of re-
serves and undivided earnings and paid-
in capital, whichever is greater.

(2) The maximum aggregate amount
in secured loans and irrevocable lines
of credit to any one member credit
union, excluding those secured by
shares or marketable securities and
member reverse repurchase trans-
actions, shall not exceed 100 percent of
capital or 200 percent of the sum of re-
serves and undivided earnings and paid-
in capital, whichever is greater.

(d) Loans to members that are not credit
unions. Any loan or irrevocable line of
credit made to a member, other than a
credit union or a corporate CUSO,
must be made in compliance with
§ 701.21(h) of this chapter, governing
member business loans, unless such
loan or line of credit is fully guaran-
teed by a credit union. The aggregate
amount of loans and irrevocable lines
of credit to members other than credit
unions and corporate CUSOs shall not
exceed 15 percent of the corporate cred-
it union’s capital plus pledged shares.

(e) Loans to non member credit unions.
A loan to a credit union that is not a
member of the corporate credit union,
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