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(2) At least annually, the Federal
credit union must adjust the amount of
funds held under discretionary control
to comply with the 100 percent of net
worth cap. The Federal credit union’s
board of directors must receive notice
as soon as possible, but no later than
the next regularly scheduled board
meeting, of the amount exceeding the
net worth cap and notify in writing the
appropriate regional director within 5
days after the board meeting. The credit union must develop a plan to comply
with the cap within a reasonable period
of time.
(3) Before transacting business with
an investment adviser, a Federal credit
union must analyze his or her background and information available from
State or Federal securities regulators,
including any enforcement actions
against the adviser, associated personnel, and the firm for which the adviser works.
(c) A Federal credit union may not
compensate an investment adviser with
discretionary control over the purchase
and sale of investments on a per transaction basis or based on capital gains,
capital appreciation, net income, performance relative to an index, or any
other incentive basis.
(d) A Federal credit union must obtain a report from its investment adviser at least monthly that details the
investments under the adviser’s control and their performance.
§ 703.6 Credit analysis.
A Federal credit union must conduct
and document a credit analysis on an
investment and the issuing entity before purchasing it, except for investments issued or fully guaranteed as to
principal and interest by the U.S. government or its agencies, enterprises, or
corporations or fully insured (including
accumulated interest) by the National
Credit Union Administration or the
Federal Deposit Insurance Corporation.
A Federal credit union must update
this analysis at least annually for as
long as it holds the investment.
§ 703.7 Notice of non-compliant investments.
A Federal credit union’s board of directors must receive notice as soon as
possible, but no later than the next

regularly scheduled board meeting, of
any investment that either is outside
of board policy after purchase or has
failed a requirement of this part. The
board of directors must document its
action regarding the investment in the
minutes of the board meeting, including a detailed explanation of any decision not to sell it. The Federal credit
union must notify in writing the appropriate regional director of an investment that has failed a requirement of
this part within 5 days after the board
meeting.
§ 703.8

Broker-dealers.

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