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(9) Internal control procedures that 
will be implemented, including audit 
requirements. 

(c) A third-party seeking approval of 
an investment pilot program must sub-
mit a request to the Director of the Of-
fice of Capital Markets and Planning 
that addresses the following items: 

(1) A complete description of the ac-
tivities with specific examples of how a 
credit union will conduct and account 
for them, and how they will benefit a 
Federal credit union; 

(2) A description of any risks to a 
Federal credit union from partici-
pating in the program; and 

(3) Contracts that must be executed 
by the Federal credit union. 

(d) A Federal credit union need not 
obtain individual written approval to 
engage in investment activities prohib-
ited by this part but permitted by stat-
ute where the activities are part of a 
third-party investment program that 
NCUA has approved under this section. 

[68 FR 32960, June 3, 2003, as amended at 69 
FR 39832, July 1, 2004; 70 FR 55517, Sept. 22, 
2005] 
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§ 704.1 Scope. 
(a) This part establishes special rules 

for all federally insured corporate cred-
it unions. Non federally insured cor-
porate credit unions must agree, by 
written contract, to both adhere to the 
requirements of this part and submit 
to examinations, as determined by 
NCUA, as a condition of receiving 
shares or deposits from federally in-
sured credit unions. This part grants 
certain additional authorities to fed-
eral corporate credit unions. Except to 
the extent that they are inconsistent 
with this part, other provisions of 
NCUA’s Rules and Regulations (12 CFR 
chapter VII) and the Federal Credit 
Union Act apply to federally chartered 
corporate credit unions and federally 
insured state-chartered corporate cred-
it unions to the same extent that they 
apply to other federally chartered and 
federally insured state-chartered credit 
unions, respectively. 

(b) The Board has the authority to 
issue orders which vary from this part. 
This authority is provided under Sec-
tion 120(a) of the Federal Credit Union 
Act, 12 U.S.C. 1766(a). Requests by 
state-chartered corporate credit unions 
for waivers to this part and for expan-
sions of authority under appendix B of 
this part must be approved by the state 
regulator before being submitted to 
NCUA. 

§ 704.2 Definitions. 
Adjusted trading means any method 

or transaction whereby a corporate 
credit union sells a security to a ven-
dor at a price above its current market 
price and simultaneously purchases or 
commits to purchase from the vendor 
another security at a price above its 
current market price. 

Asset-backed security (ABS) means a 
security that is primarily serviced by 
the cashflows of a discrete pool of re-
ceivables or other financial assets, ei-
ther fixed or revolving, that by their 
terms convert into cash within a finite 
time period plus any rights or other as-
sets designed to assure the servicing or 
timely distribution of proceeds to the 
securityholders. This definition ex-
cludes mortgage related securities. 

VerDate Mar<15>2010 11:48 Mar 09, 2011 Jkt 223040 PO 00000 Frm 00563 Fmt 8010 Sfmt 8010 Y:\SGML\223040.XXX 223040jd
jo

ne
s 

on
 D

S
K

8K
Y

B
LC

1P
R

O
D

 w
ith

 C
F

R



554 

12 CFR Ch. VII (1–1–11 Edition) § 704.2 

Capital means the sum of a corporate 
credit union’s retained earnings, paid- 
in capital, and membership capital. 
For a corporate credit union that ac-
quires another credit union in a mu-
tual combination, capital includes the 
retained earnings of the acquired credit 
union, or of an integrated set of activi-
ties and assets, at the point of acquisi-
tion. 

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

Collateralized mortgage obligation 
(CMO) means a multi-class mortgage 
related security. 

Core capital means the sum of a cor-
porate credit union’s retained earnings, 
and paid-in capital. For a corporate 
credit union that acquires another 
credit union in a mutual combination, 
core capital includes the retained earn-
ings of the acquired credit union, or of 
an integrated set of activities and as-
sets, at the point of acquisition. 

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

Corporate credit union means an orga-
nization that: 

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

(2) Receives shares from and provides 
loan services to credit unions; 

(3) Is operated primarily for the pur-
pose of serving other credit unions; 

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

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

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

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

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

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

Embedded option means a char-
acteristic of certain assets and liabil-
ities which gives the issuer of the in-
strument the ability to change the fea-
tures such as final maturity, rate, prin-
cipal amount and average life. Options 
include, but are not limited to, calls, 
caps, and prepayment options. 

Exchangeable collateralized mortgage 
obligation means a class of a 
collateralized mortgage obligation 
(CMO) that, at the time of purchase, 
represents beneficial ownership inter-
ests in a combination of two or more 
underlying classes of the same CMO 
structure. The holder of an exchange-
able CMO may pay a fee and take deliv-
ery of the underlying classes of the 
CMO. 

Fair value means the amount at 
which an instrument could be ex-
changed in a current, arms-length 
transaction between willing parties, as 
opposed to a forced or liquidation sale. 
Quoted market prices in active mar-
kets are the best evidence of fair value. 
If a quoted market price in an active 
market is not available, fair value may 
be estimated using a valuation tech-
nique that is reasonable and support-
able, a quoted market price in an ac-
tive market for a similar instrument, 
or a current appraised value. Examples 
of valuation techniques include the 
present value of estimated future cash 
flows, option-pricing models, and op-
tion-adjusted spread models. Valuation 
techniques should incorporate assump-
tions that market participants would 
use in their estimates of values, future 
revenues, and future expenses, includ-
ing assumptions about interest rates, 
default, prepayment, and volatility. 

Federal funds transaction means a 
short-term or open-ended unsecured 
transfer of immediately available funds 
by one depository institution to an-
other depository institution or entity. 

Foreign bank means an institution 
which is organized under the laws of a 
country other than the United States, 
is engaged in the business of banking, 
and is recognized as a bank by the 
banking supervisory authority of the 
country in which it is organized. 

Forward settlement of a transaction 
means settlement on a date later than 
regular-way settlement. 
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Immediate family member means a 
spouse or other family member living 
in the same household. 

Limited liquidity investment means a 
private placement or funding agree-
ment. 

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

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

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

Moving daily average net assets means 
the average of daily average net assets 
exclusive of identifiable intangibles 
and goodwill for the month being meas-
ured and the previous eleven (11) 
months. 

Mutual combination means a trans-
action or event in which a corporate 
credit union acquires another credit 
union, or acquires an integrated set of 
activities and assets that is capable of 
being conducted and managed as a 
credit union. 

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

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

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

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

Official means any director or com-
mittee member. 

Paid-in capital means accounts or 
other interests of a corporate credit 
union that: are perpetual, non-cumu-
lative dividend accounts; are available 
to cover losses that exceed retained 
earnings; are not insured by the 
NCUSIF or other share or deposit in-
surers; and cannot be pledged against 
borrowings. 

Pair-off transaction means a security 
purchase transaction that is closed out 
or sold at, or prior to, the settlement 
or expiration date. 

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

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

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

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

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

Retained earnings ratio means the cor-
porate credit union’s retained earnings 
divided by its moving daily average net 
assets. For a corporate credit union 
that acquires another credit union in a 
mutual combination, the numerator of 
the retained earnings ratio also in-
cludes the retained earnings of the ac-
quired credit union, or of an integrated 
set of activities and assets, at the point 
of acquisition. 

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

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

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

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

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

Small business related security means a 
security as defined in section 3(a)(53) of 
the Securities Exchange Act of 1934 (15 
U.S.C. 78c(a)(53)), e.g., a security that is 
rated in 1 of the 4 highest rating cat-
egories by at least one nationally rec-
ognized statistical rating organization, 
and represents an interest in 1 or more 
promissory notes or leases of personal 
property evidencing the obligation of a 
small business concern and originated 
by an insured depository institution, 
insured credit union, insurance com-
pany, or similar institution which is 
supervised and examined by a Federal 
or State authority, or a finance com-
pany or leasing company. This defini-
tion does not include Small Business 
Administration securities permissible 
under § 107(7) of the Act. 

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

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

Weighted average life means the 
weighted-average time to the return of 
a dollar of principal, calculated by 
multiplying each portion of principal 
received by the time at which it is ex-
pected to be received (based on a rea-
sonable and supportable estimate of 
that time) and then summing and di-
viding by the total amount of prin-
cipal. 

When-issued trading means the buying 
and selling of securities in the period 
between the announcement of an offer-
ing and the issuance and payment date 
of the securities. 

Wholesale corporate credit union means 
a corporate credit union which pri-
marily serves other corporate credit 
unions. 

[62 FR 12938, Mar. 19, 1997, as amended at 67 
FR 65651, Oct. 25, 2002; 69 FR 39832, July 1, 
2004; 73 FR 72692, Dec. 1, 2008] 

EFFECTIVE DATE NOTES: 1. At 75 FR 64826, 
Oct. 20, 2010, § 704.2 was revised, effective Jan. 
18, 2011. For the convenience of the user, the 
revised text is set forth as follows: 

§ 704.2 Definitions. 
As used in this part: 
Adjusted trading means any method or 

transaction whereby a corporate credit 
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union sells a security to a vendor at a price 
above its current market price and simulta-
neously purchases or commits to purchase 
from the vendor another security at a price 
above its current market price. 

Asset-backed security (ABS) means a secu-
rity that is primarily serviced by the 
cashflows of a discrete pool of receivables or 
other financial assets, either fixed or revolv-
ing, that by their terms convert into cash 
within a finite time period plus any rights or 
other assets designed to assure the servicing 
or timely distribution of proceeds to the se-
curity holders. Mortgage-backed securities 
are a type of asset-backed security. 

Available to cover losses that exceed retained 
earnings means that the funds are available 
to cover operating losses realized, in accord-
ance with generally accepted accounting 
principles (GAAP), by the corporate credit 
union that exceed retained earnings net of 
equity acquired in a combination. Likewise, 
available to cover losses that exceed retained 
earnings and perpetual contributed capital 
(PCC) means that the funds are available to 
cover operating losses realized, in accord-
ance with GAAP, by the corporate credit 
union that exceed retained earnings net of 
equity acquired in a combination and PCC. 
Any such losses must be distributed pro rata 
at the time the loss is realized first among 
the holders of paid-in capital (PIC), and when 
all PIC is exhausted, then pro rata among all 
MCAs, all subject to the optional 
prioritization described in appendixA of this 
Part. To the extent that any contributed 
capital funds are used to cover losses, the 
corporate credit union must not restore or 
replenish the affected capital accounts under 
any circumstances. In addition, contributed 
capital that is used to cover losses in a cal-
endar year previous to the year of liquida-
tion has no claim against the liquidation es-
tate. 

Capital means the sum of a corporate cred-
it union’s retained earnings, paid-in capital, 
and membership capital. For a corporate 
credit union that acquires another credit 
union in a mutual combination, capital in-
cludes the retained earnings of the acquired 
credit union, or of an integrated set of ac-
tivities and assets, at the point of acquisi-
tion. 

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

Collateralized debt obligation (CDO) means a 
debt security collateralized by mortgage- 
backed securities, asset-backed securities, or 
corporate obligations in the form of loans or 
debt. Senior tranches of Re-REMIC’s con-
sisting of senior mortgage- and asset-backed 
securities are excluded from this definition. 

Collateralized mortgage obligation (CMO) 
means a multi-class mortgage-backed secu-
rity. 

Commercial mortgage-backed security (CMBS) 
means a mortgage-backed security 
collateralized primarily by multi-family and 
commercial property loans. 

Compensation means all salaries, fees, 
wages, bonuses, severance payments, current 
year contributions to employee benefit plans 
(for example, medical, dental, life insurance, 
and disability), current year contributions to 
deferred compensation plans and future sev-
erance payments, including payments in con-
nection with a merger or similar combina-
tion (whether or not funded; whether or not 
vested; and whether or not the deferred com-
pensation plan is a qualified plan under Sec-
tion 401(a) of the IRS Code). Compensation 
also includes expense accounts and other al-
lowances (for example, the value of the per-
sonal use of housing, automobiles or other 
assets owned by the corporate credit union; 
expense allowances or reimbursements that 
recipients must report as income on their 
separate income tax return; payments made 
under indemnification arrangements; and 
payments made for the benefit of friends or 
relatives). In calculating required compensa-
tion disclosures, reasonable estimates may 
be used if precise cost figures are not readily 
available. 

Contributed capital means either paid-in 
capital or membership capital accounts. 

Core capital means the sum of: 
(1) Retained earnings; 
(2) Paid-in capital; and 
(3) The retained earnings of any acquired 

credit union, or of an integrated set of ac-
tivities and assets, calculated at the point of 
acquisition, if the acquisition was a mutual 
combination. 

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

Corporate credit union means an organiza-
tion that: 

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

(2) Receives shares from and provides loan 
services to credit unions; 

(3) Is operated primarily for the purpose of 
serving other credit unions; 

(4) Is designated by NCUA as a corporate 
credit union; 

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

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

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

Derivatives means a financial contract 
whose value is derived from the values of one 
or more underlying assets, reference rates, 
or indices of asset values or reference rates. 
Derivative contracts include interest rate 
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derivative contracts, exchange rate deriva-
tive contracts, equity derivative contracts, 
commodity derivative contracts, credit de-
rivative contracts, and any other instrument 
that poses similar counterparty credit risks. 

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

Embedded option means a characteristic of 
certain assets and liabilities which gives the 
issuer of the instrument the ability to 
change the features such as final maturity, 
rate, principal amount and average life. Op-
tions include, but are not limited to, calls, 
caps, and prepayment options. 

Equity investments means investments in 
real property, equity securities, and any 
other ownership interests, including, for ex-
ample, investments in partnerships and lim-
ited liability companies. 

Equity security means any security rep-
resenting an ownership interest in an enter-
prise (for example, common, preferred, or 
other capital stock) or the right to acquire 
(for example, warrants and call options) or 
dispose of (for example, put options) an own-
ership interest in an enterprise at fixed or 
determinable prices. However, the term does 
not include convertible debt or preferred 
stock that by its terms either must be re-
deemed by the issuing enterprise or is re-
deemable at the option of the investor. 

Exchangeable collateralized mortgage obliga-
tion means a class of a collateralized mort-
gage obligation (CMO) that, at the time of 
purchase, represents beneficial ownership in-
terests in a combination of two or more un-
derlying classes of the same CMO structure. 
The holder of an exchangeable CMO may pay 
a fee and take delivery of the underlying 
classes of the CMO. 

Fair value means the price that would be 
received to sell an asset or paid to transfer a 
liability in an orderly transaction between 
market participants at the measurement 
date. If there is a principal market for the 
asset or liability, the fair value measure-
ment is the price in that market (whether 
that price is directly observable or otherwise 
determined using a valuation technique), 
even if the price in a different market is po-
tentially more advantageous at the measure-
ment date. In the absence of a principal mar-
ket, the fair value measurement occurs in 
the most advantageous market for the asset 
or liability. The fair value of the asset or li-
ability shall be determined based on the as-
sumptions that market participants would 
use in pricing the asset or liability. In devel-
oping those assumptions, the corporate need 
not identify specific market participants. 
Rather, the corporate should identify char-
acteristics that distinguish market partici-
pants generally, considering factors specific 
to all of the following: the asset or liability; 

the principal (or most advantageous) market 
for the asset or liability; and market partici-
pants with whom the corporate would trans-
act in that market. To increase consistency 
and comparability in fair value measure-
ments and related disclosures, the fair value 
hierarchy prioritizes the inputs to valuation 
techniques used to measure fair value into 
three broad levels. The fair value hierarchy 
gives the highest priority to quoted prices 
(unadjusted) in active markets for identical 
assets or liabilities (Level 1) and the lowest 
priority to unobservable inputs (Level 3). Ex-
amples of valuation techniques include the 
present value of estimated future cash flows, 
option-pricing models, and option-adjusted 
spread models. 

Federal funds transaction means a short- 
term or open-ended unsecured transfer of im-
mediately available funds by one depository 
institution to another depository institution 
or entity. 

Foreign bank means an institution which is 
organized under the laws of a country other 
than the United States, is engaged in the 
business of banking, and is recognized as a 
bank by the banking supervisory authority 
of the country in which it is organized. 

Immediate family member means a spouse or 
other family member living in the same 
household. 

Limited liquidity investment means a private 
placement or funding agreement. 

Member reverse repurchase transaction means 
an integrated transaction in which a cor-
porate credit union purchases a security 
from one of its member credit unions under 
agreement by that member credit union to 
repurchase the same security at a specified 
time in the future. The corporate credit 
union then sells that same security, on the 
same day, to a third party, under agreement 
to repurchase it on the same date on which 
the corporate credit union is obligated to re-
turn the security to its member credit union. 

Membership capital means funds contrib-
uted by members that: are adjustable bal-
ance with a minimum withdrawal notice of 3 
years or are term certificates with a min-
imum term of 3 years; are available to cover 
losses that exceed retained earnings and 
paid-in capital; are not insured by the 
NCUSIF or other share or deposit insurers; 
and cannot be pledged against borrowings. 

Mortgage-backed security (MBS) means a se-
curity backed by first or second mortgages 
secured by real estate upon which is located 
a dwelling, mixed residential and commer-
cial structure, residential manufactured 
home, or commercial structure. 

Moving daily average net assets means the 
average of daily average net assets for the 
month being measured and the previous elev-
en (11) months. 

Mutual combination means a transaction or 
event in which a corporate credit union ac-
quires another credit union, or acquires an 
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integrated set of activities and assets that is 
capable of being conducted and managed as a 
credit union. 

Nationally Recognized Statistical Rating Or-
ganization (NRSRO) means any entity that 
has applied for, and been granted permission 
to be considered an NRSRO by the United 
States Securities and Exchange Commission. 

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

Net assets means total assets less loans 
guaranteed by the NCUSIF and member re-
verse repurchase transactions. For its own 
account, a corporate credit union’s payables 
under reverse repurchase agreements and re-
ceivables under repurchase agreements may 
be netted out if the GAAP conditions for off-
setting are met. 

Net economic value (NEV) means the fair 
value of assets minus the fair value of liabil-
ities. All fair value calculations must in-
clude the value of forward settlements and 
embedded options. Paid-in capital, and the 
unamortized portion of membership capital, 
that is, the portion that qualifies as capital 
for purposes of any of the total capital ratio, 
is excluded from liabilities for purposes of 
this calculation. The NEV ratio is calculated 
by dividing NEV by the fair value of assets. 

Net interest margin security means a secu-
rity collateralized by residual interests in 
collateralized mortgage obligations, residual 
interests in real estate mortgage investment 
conduits, or residual interests in other asset- 
backed securities. 

Obligor means the primary party obligated 
to repay an investment, e.g., the issuer of a 
security, such as a Qualified Special Purpose 
Entity (QSPE) trust; the taker of a deposit; 
or the borrower of funds in a federal funds 
transaction. Obligor does not include an 
originator of receivables underlying an 
asset-backed security, the servicer of such 
receivables, or an insurer of an investment. 

Official means any director or committee 
member. 

Paid-in capital means accounts or other in-
terests of a corporate credit union that: are 
perpetual, non-cumulative dividend ac-
counts; are available to cover losses that ex-
ceed retained earnings; are not insured by 
the NCUSIF or other share or deposit insur-
ers; and cannot be pledged against bor-
rowings. 

Pair-off transaction means a security pur-
chase transaction that is closed out or sold 
at, or prior to, the settlement or expiration 
date. 

Private label security means a security that 
is not issued or guaranteed by the U.S. gov-
ernment, its agencies, or its government- 
sponsored enterprises (GSEs). 

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

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

Residential mortgage-backed security (RMBS) 
means a mortgage-backed security 
collateralized primarily by mortgage loans 
on residential properties. 

Residential properties means houses, con-
dominiums, cooperative units, and manufac-
tured homes. This definition does not include 
boats or motor homes, even if used as a pri-
mary residence, or timeshare properties. 

Residual interest means the ownership in-
terest in remainder cash flows from a CMO 
or ABS transaction after payments due 
bondholders and trust administrative ex-
penses have been satisfied. 

Retained earnings means retained earnings 
as defined under Generally Accepted Ac-
counting Principles (GAAP). 

Retained earnings ratio means the corporate 
credit union’s retained earnings divided by 
its moving daily average net assets. For a 
corporate credit union that acquires another 
credit union in a mutual combination, the 
numerator of the retained earnings ratio 
also includes the retained earnings of the ac-
quired credit union, or of an integrated set of 
activities and assets, at the point of acquisi-
tion. 

Section 107(8) institution means an institu-
tion described in Section 107(8) of the Fed-
eral Credit Union Act (12 U.S.C. 1757(8)). 

Securities lending means lending a security 
to a counterparty, either directly or through 
an agent, and accepting collateral in return. 

Senior executive officer mean a chief execu-
tive officer, any assistant chief executive of-
ficer (e.g., any assistant president, any vice 
president or any assistant treasurer/man-
ager), and the chief financial officer (con-
troller). This term also includes employees 
of any entity hired to perform the functions 
described above. 

Settlement date means the date originally 
agreed to by a corporate credit union and a 
counterparty for settlement of the purchase 
or sale of a security. 

Short sale means the sale of a security not 
owned by the seller. 

Small business related security means a secu-
rity that is rated in 1 of the 4 highest rating 
categories by at least one Nationally Recog-
nized Statistical Rating Organization 
(NRSRO), and represents an interest in one 
or more promissory notes or leases of per-
sonal property evidencing the obligation of a 
small business concern and originated by an 
insured depository institution, insured credit 
union, insurance company, or similar insti-
tution which is supervised and examined by 
a Federal or State authority, or a finance 
company or leasing company. This definition 
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does not include Small Business Administra-
tion securities permissible under § 107(7) of 
the Act. 

State means any one of the several states of 
the United States of America, the District of 
Columbia, Puerto Rico, and the territories 
and possessions of the United States. 

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

Subordinated security means a security 
that, at the time of purchase, has a junior 
claim on the underlying collateral or assets 
to other securities in the same issuance. If a 
security is junior only to money market 
fund eligible securities in the same issuance, 
the former security is not subordinated for 
purposes of this definition. 

Total assets means the sum of all a cor-
porate credit union’s assets as calculated 
under GAAP. 

Total capital means the sum of a corporate 
credit union’s core capital and its member-
ship capital accounts. 

Trade date means the date a corporate 
credit union originally agrees, whether oral-
ly or in writing, to enter into the purchase 
or sale of a security. 

Trigger means an event in a securitization 
that will redirect cash-flows if predefined 
thresholds are breached. Examples of trig-
gers are delinquency and cumulative loss 
triggers. 

Weighted average life means the weighted- 
average time to the return of a dollar of 
principal, calculated by multiplying each 
portion of principal received by the time at 
which it is expected to be received (based on 
a reasonable and supportable estimate of 
that time) and then summing and dividing 
by the total amount of principal. The cal-
culation of weighted average life for interest 
only securities means the weighted-average 
time to the return of a dollar of interest, cal-
culated by multiplying each portion of inter-
est received by the time at which it is ex-
pected to be received (based on a reasonable 
and supportable estimate of that time) and 
then summing and dividing by the total 
amount of interest to be received. 

When-issued trading means the buying and 
selling of securities in the period between 
the announcement of an offering and the 
issuance and payment date of the securities. 

2. At 75 FR 64829, Oct. 20, 2010, § 704.2 was 
revised, effective Oct. 20, 2011. For the con-
venience of the user, the revised text is set 
forth as follows: 

§ 704.2 Definitions. 
As used in this part: 
Adjusted core capital means core capital 

modified as follows: 
(1) Deduct an amount equal to the amount 

of the corporate credit union’s intangible as-
sets that exceed one half percent of the cor-

porate credit union’s moving daily average 
net assets, but the NCUA, on its own initia-
tive, upon petition by the applicable state 
regulator, or upon application from a cor-
porate credit union, may direct that a par-
ticular corporate credit union add some or 
all of these excess intangibles back to the 
credit union’s adjusted core capital; 

(2) Deduct investments, both equity and 
debt, in unconsolidated credit union service 
organizations (CUSOs); 

(3) If the corporate credit union, on or 
after October 20, 2011, contributes any per-
petual contributed capital (PCC), or main-
tains any NCAs, at another corporate credit 
union, deduct an amount equal to this PCC 
or NCA; 

(4) Beginning on October 20, 2016, and end-
ing on October 20, 2020, deduct any amount of 
perpetual contributed capital (PCC) that 
causes PCC minus retained earnings, all di-
vided by moving daily net average assets, to 
exceed two percent; and 

(5) Beginning after October 20, 2020, deduct 
any amount of PCC that causes PCC to ex-
ceed retained earnings. 

Adjusted trading means any method or 
transaction whereby a corporate credit 
union sells a security to a vendor at a price 
above its current market price and simulta-
neously purchases or commits to purchase 
from the vendor another security at a price 
above its current market price. 

Applicable state regulator means the pruden-
tial state regulator of a state chartered cor-
porate credit union. 

Asset-backed commercial paper program 
(ABCP program) means a program that pri-
marily issues commercial paper that has re-
ceived a credit rating from an NRSRO and 
that is backed by assets or other exposures 
held in a bankruptcy-remote special purpose 
entity. The term sponsor of an ABCP program 
means a corporate credit union that: 

(1) Establishes an ABCP program; 
(2) Approves the sellers permitted to par-

ticipate in an ABCP program; 
(3) Approves the asset pools to be pur-

chased by an ABCP program; or 
(4) Administers the ABCP program by 

monitoring the assets, arranging for debt 
placement, compiling monthly reports, or 
ensuring compliance with the program docu-
ments and with the program’s credit and in-
vestment policy. 

Asset-backed security (ABS) means a secu-
rity that is primarily serviced by the 
cashflows of a discrete pool of receivables or 
other financial assets, either fixed or revolv-
ing, that by their terms convert into cash 
within a finite time period plus any rights or 
other assets designed to assure the servicing 
or timely distribution of proceeds to the se-
curity holders. Mortgage-backed securities 
are a type of asset-backed security. 

Available to cover losses that exceed retained 
earnings means that the funds are available 
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to cover operating losses realized, in accord-
ance with generally accepted accounting 
principles (GAAP), by the corporate credit 
union that exceed retained earnings net of 
equity acquired in a combination. Likewise, 
available to cover losses that exceed retained 
earnings and perpetual contributed capital 
(PCC) means that the funds are available to 
cover operating losses realized, in accord-
ance with GAAP, by the corporate credit 
union that exceed retained earnings net of 
equity acquired in a combination and PCC. 
Any such losses must be distributed pro rata 
at the time the loss is realized first among 
the holders of PCC, and when all PCC is ex-
hausted, then pro rata among all nonper-
petual capital accounts (NCAs) and 
unconverted membership capital accounts, 
all subject to the optional prioritization de-
scribed in appendixA of this Part. To the ex-
tent that any contributed capital funds are 
used to cover losses, the corporate credit 
union must not restore or replenish the af-
fected capital accounts under any cir-
cumstances. In addition, contributed capital 
that is used to cover losses in a calendar 
year previous to the year of liquidation has 
no claim against the liquidation estate. 

Capital means the same as total capital, de-
fined below. 

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

Collateralized debt obligation (CDO) means a 
debt security collateralized by mortgage- 
backed securities, asset-backed securities, or 
corporate obligations in the form of loans or 
debt. Senior tranches of Re-REMIC’s con-
sisting of senior mortgage- and asset-backed 
securities are excluded from this definition. 

Collateralized mortgage obligation (CMO) 
means a multi-class mortgage-backed secu-
rity. 

Commercial mortgage-backed security (CMBS) 
means a mortgage-backed security 
collateralized primarily by multi-family and 
commercial property loans. 

Compensation means all salaries, fees, 
wages, bonuses, severance payments, current 
year contributions to employee benefit plans 
(for example, medical, dental, life insurance, 
and disability), current year contributions to 
deferred compensation plans and future sev-
erance payments, including payments in con-
nection with a merger or similar combina-
tion (whether or not funded; whether or not 
vested; and whether or not the deferred com-
pensation plan is a qualified plan under Sec-
tion 401(a) of the IRS Code). Compensation 
also includes expense accounts and other al-
lowances (for example, the value of the per-
sonal use of housing, automobiles or other 
assets owned by the corporate credit union; 
expense allowances or reimbursements that 
recipients must report as income on their 
separate income tax return; payments made 
under indemnification arrangements; and 

payments made for the benefit of friends or 
relatives). In calculating required compensa-
tion disclosures, reasonable estimates may 
be used if precise cost figures are not readily 
available. 

Consolidated Credit Union Service Organiza-
tion (Consolidated CUSO) means any cor-
poration, partnership, business trust, joint 
venture, association or similar organization 
in which a corporate credit union directly or 
indirectly holds an ownership interest (as 
permitted by § 704.11 of this Part) and the as-
sets of which are consolidated with those of 
the corporate credit union for purposes of re-
porting under Generally Accepted Account-
ing Principles (GAAP). Generally, consoli-
dated CUSOs are majority-owned CUSOs. 

Contributed capital means either perpetual 
or nonperpetual capital. 

Core capital means the sum of: 
(1) Retained earnings; 
(2) Perpetual contributed capital; 
(3) The retained earnings of any acquired 

credit union, or of an integrated set of ac-
tivities and assets, calculated at the point of 
acquisition, if the acquisition was a mutual 
combination; and 

(4) Minority interests in the equity ac-
counts of CUSOs that are fully consolidated. 
However, minority interests in consolidated 
ABCP programs sponsored by a corporate 
credit union are excluded from the credit 
unions’ core capital or total capital base if 
the corporate credit union excludes the con-
solidated assets of such programs from risk- 
weighted assets pursuant to appendixC of 
this Part. 

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

Corporate credit union means an organiza-
tion that: 

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

(2) Receives shares from and provides loan 
services to credit unions; 

(3) Is operated primarily for the purpose of 
serving other credit unions; 

(4) Is designated by NCUA as a corporate 
credit union; 

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

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

Credit-enhancing interest-only strip. (1) Cred-
it-enhancing interest-only strip means an on- 
balance sheet asset that, in form or in sub-
stance: 

(i) Represents the contractual right to re-
ceive some or all of the interest due on 
transferred assets; and 

(ii) Exposes the corporate credit union to 
credit risk directly or indirectly associated 
with the transferred assets that exceeds its 
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pro rata share of the corporate credit union’s 
claim on the assets whether through subordi-
nation provisions or other credit enhance-
ment techniques. 

(2) NCUA reserves the right to identify 
other cash flows or related interests as a 
credit-enhancing interest-only strip. In de-
termining whether a particular interest cash 
flow functions as a credit-enhancing inter-
est-only strip, NCUA will consider the eco-
nomic substance of the transaction. 

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

Daily average net risk-weighted assets means 
the average of net risk-weighted assets cal-
culated for each day during the period. 

Derivatives means a financial contract 
whose value is derived from the values of one 
or more underlying assets, reference rates, 
or indices of asset values or reference rates. 
Derivative contracts include interest rate 
derivative contracts, exchange rate deriva-
tive contracts, equity derivative contracts, 
commodity derivative contracts, credit de-
rivative contracts, and any other instrument 
that poses similar counterparty credit risks. 

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

Eligible ABCP liquidity facility means a le-
gally binding commitment to provide liquid-
ity support to asset-backed commercial 
paper by lending to, or purchasing assets 
from any structure, program or conduit in 
the event that funds are required to repay 
maturing asset-backed commercial paper 
and that meets the following criteria: 

(1)(i) At the time of the draw, the liquidity 
facility must be subject to an asset quality 
test that precludes funding against assets 
that are 90 days or more past due or in de-
fault; and 

(ii) If the assets that the liquidity facility 
is required to fund against are assets or ex-
posures that have received a credit rating by 
an NRSRO at the time the inception of the 
facility, the facility can be used to fund only 
those assets or exposures that are rated in-
vestment grade by an NRSRO at the time of 
funding; or 

(2) If the assets that are funded under the 
liquidity facility do not meet the criteria de-
scribed in paragraph (1) of this definition, 
the assets must be guaranteed, conditionally 
or unconditionally, by the United States 
Government, its agencies, or the central gov-
ernment of an Organization for Economic 
Cooperation and Development (OECD) coun-
try. 

Embedded option means a characteristic of 
certain assets and liabilities which gives the 
issuer of the instrument the ability to 
change the features such as final maturity, 
rate, principal amount and average life. Op-

tions include, but are not limited to, calls, 
caps, and prepayment options. 

Equity investment means investments in 
real property, equity securities, and any 
other ownership interests, including, for ex-
ample, investments in partnerships and lim-
ited liability companies. 

Equity security means any security rep-
resenting an ownership interest in an enter-
prise (for example, common, preferred, or 
other capital stock) or the right to acquire 
(for example, warrants and call options) or 
dispose of (for example, put options) an own-
ership interest in an enterprise at fixed or 
determinable prices. However, the term does 
not include convertible debt or preferred 
stock that by its terms either must be re-
deemed by the issuing enterprise or is re-
deemable at the option of the investor. 

Exchangeable collateralized mortgage obliga-
tion means a class of a collateralized mort-
gage obligation (CMO) that, at the time of 
purchase, represents beneficial ownership in-
terests in a combination of two or more un-
derlying classes of the same CMO structure. 
The holder of an exchangeable CMO may pay 
a fee and take delivery of the underlying 
classes of the CMO. 

Fair value means the price that would be 
received to sell an asset or paid to transfer a 
liability in an orderly transaction between 
market participants at the measurement 
date. If there is a principal market for the 
asset or liability, the fair value measure-
ment is the price in that market (whether 
that price is directly observable or otherwise 
determined using a valuation technique), 
even if the price in a different market is po-
tentially more advantageous at the measure-
ment date. In the absence of a principal mar-
ket, the fair value measurement occurs in 
the most advantageous market for the asset 
or liability. The fair value of the asset or li-
ability shall be determined based on the as-
sumptions that market participants would 
use in pricing the asset or liability. In devel-
oping those assumptions, the corporate need 
not identify specific market participants. 
Rather, the corporate should identify char-
acteristics that distinguish market partici-
pants generally, considering factors specific 
to all of the following: the asset or liability; 
the principal (or most advantageous) market 
for the asset or liability; and market partici-
pants with whom the corporate would trans-
act in that market. To increase consistency 
and comparability in fair value measure-
ments and related disclosures, the fair value 
hierarchy prioritizes the inputs to valuation 
techniques used to measure fair value into 
three broad levels. The fair value hierarchy 
gives the highest priority to quoted prices 
(unadjusted) in active markets for identical 
assets or liabilities (Level 1) and the lowest 
priority to unobservable inputs (Level 3). Ex-
amples of valuation techniques include the 
present value of estimated future cash flows, 
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option-pricing models, and option-adjusted 
spread models. 

Federal funds transaction means a short- 
term or open-ended unsecured transfer of im-
mediately available funds by one depository 
institution to another depository institution 
or entity. 

Foreign bank means an institution which is 
organized under the laws of a country other 
than the United States, is engaged in the 
business of banking, and is recognized as a 
bank by the banking supervisory authority 
of the country in which it is organized. 

Immediate family member means a spouse or 
other family member living in the same 
household. 

Intangible assets means assets considered to 
be intangible assets under GAAP. These as-
sets include, but are not limited to, core de-
posit premiums, purchased credit card rela-
tionships, favorable leaseholds, and servicing 
assets (mortgage and non-mortgage). Inter-
est-only strips receivable are not intangible 
assets under this definition. 

Leverage ratio means, before October 21, 
2013, the ratio of total capital to moving 
daily average net assets. This is the interim 
leverage ratio. 

Leverage ratio means, on or after October 
21, 2013, the ratio of adjusted core capital to 
moving daily average net assets. This is the 
permanent leverage ratio. 

Limited liquidity investment means a private 
placement or funding agreement. 

Member reverse repurchase transaction means 
an integrated transaction in which a cor-
porate credit union purchases a security 
from one of its member credit unions under 
agreement by that member credit union to 
repurchase the same security at a specified 
time in the future. The corporate credit 
union then sells that same security, on the 
same day, to a third party, under agreement 
to repurchase it on the same date on which 
the corporate credit union is obligated to re-
turn the security to its member credit union. 

Mortgage-backed security (MBS) means a se-
curity backed by first or second mortgages 
secured by real estate upon which is located 
a dwelling, mixed residential and commer-
cial structure, residential manufactured 
home, or commercial structure. 

Moving daily average net assets means the 
average of daily average net assets for the 
month being measured and the previous elev-
en (11) months. 

Moving monthly average net risk-weighted as-
sets means the average of the net risk- 
weighted assets for the month being meas-
ured and the previous eleven (11) months. 
Measurements must be taken on the last day 
of each month. 

Mutual combination means a transaction or 
event in which a corporate credit union ac-
quires another credit union, or acquires an 
integrated set of activities and assets that is 

capable of being conducted and managed as a 
credit union. 

Nationally Recognized Statistical Rating Or-
ganization (NRSRO) means any entity that 
has applied for, and been granted permission, 
to be considered an NRSRO by the United 
States Securities and Exchange Commission. 

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

Net assets means total assets less loans 
guaranteed by the NCUSIF and member re-
verse repurchase transactions. For its own 
account, a corporate credit union’s payables 
under reverse repurchase agreements and re-
ceivables under repurchase agreements may 
be netted out if the GAAP conditions for off-
setting are met. Also, any amounts deducted 
from core capital in calculating adjusted 
core capital are also deducted from net as-
sets. 

Net economic value (NEV) means the fair 
value of assets minus the fair value of liabil-
ities. All fair value calculations must in-
clude the value of forward settlements and 
embedded options. Perpetual contributed 
capital, and the unamortized portion of non-
perpetual capital that is, the portion that 
qualifies as capital for purposes of any of the 
minimum capital ratios, is excluded from li-
abilities for purposes of this calculation. The 
NEV ratio is calculated by dividing NEV by 
the fair value of assets. 

Net interest margin security means a secu-
rity collateralized by residual interests in 
collateralized mortgage obligations, residual 
interests in real estate mortgage investment 
conduits, or residual interests in other asset- 
backed securities. 

Net risk-weighted assets means risk-weight-
ed assets less Central Liquidity Facility 
(CLF) stock subscriptions, CLF loans guar-
anteed by the NCUSIF, and member reverse 
repurchase transactions. For its own ac-
count, a corporate credit union’s payables 
under reverse repurchase agreements and re-
ceivables under repurchase agreements may 
be netted out if the GAAP conditions for off-
setting are met. Also, any amounts deducted 
from core capital in calculating adjusted 
core capital are also deducted from net risk- 
weighted assets. 

Nonperpetual capital means funds contrib-
uted by members or nonmembers that: are 
term certificates with an original minimum 
term of five years or that have an indefinite 
term (i.e., no maturity) with a minimum 
withdrawal notice of five years; are available 
to cover losses that exceed retained earnings 
and perpetual contributed capital; are not 
insured by the NCUSIF or other share or de-
posit insurers; and cannot be pledged against 
borrowings. In the event the corporate is liq-
uidated, the holders of nonperpetual capital 
accounts (NCAs) will claim equally. These 
claims will be subordinate to all other 
claims (including NCUSIF claims), except 
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that any claims by the holders of perpetual 
contributed capital (PCC) will be subordi-
nate to the claims of holders of NCAs. 

Obligor means the primary party obligated 
to repay an investment, e.g., the issuer of a 
security, such as a Qualified Special Purpose 
Entity (QSPE) trust; the taker of a deposit; 
or the borrower of funds in a federal funds 
transaction. Obligor does not include an 
originator of receivables underlying an 
asset-backed security, the servicer of such 
receivables, or an insurer of an investment. 

Official means any director or committee 
member. 

Pair-off transaction means a security pur-
chase transaction that is closed out or sold 
at, or prior to, the settlement or expiration 
date. 

Perpetual contributed capital (PCC) means 
accounts or other interests of a corporate 
credit union that: are perpetual, non-cumu-
lative dividend accounts; are available to 
cover losses that exceed retained earnings; 
are not insured by the NCUSIF or other 
share or deposit insurers; and cannot be 
pledged against borrowings. In the event the 
corporate is liquidated, any claims made by 
the holders of perpetual contributed capital 
will be subordinate to all other claims (in-
cluding NCUSIF claims). 

Private label security means a security that 
is not issued or guaranteed by the U.S. gov-
ernment, its agencies, or its government- 
sponsored enterprises (GSEs). 

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

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

Residential mortgage-backed security (RMBS) 
means a mortgage-backed security 
collateralized primarily by mortgage loans 
on residential properties. 

Residential properties means houses, con-
dominiums, cooperative units, and manufac-
tured homes. This definition does not include 
boats or motor homes, even if used as a pri-
mary residence, or timeshare properties. 

Residual interest means the ownership in-
terest in remainder cash flows from a CMO 
or ABS transaction after payments due 
bondholders and trust administrative ex-
penses have been satisfied. 

Retained earnings means retained earnings 
as defined under Generally Accepted Ac-
counting Principles (GAAP). 

Risk-weighted assets means a corporate 
credit union’s risk-weighted assets as cal-
culated in accordance with appendixC of this 
part. 

Section 107(8) institution means an institu-
tion described in Section 107(8) of the Fed-
eral Credit Union Act (12 U.S.C. 1757(8)). 

Securities lending means lending a security 
to a counterparty, either directly or through 
an agent, and accepting collateral in return. 

Securitization means the pooling and re-
packaging by a special purpose entity of as-
sets or other credit exposures that can be 
sold to investors. Securitization includes 
transactions that create stratified credit 
risk positions whose performance is depend-
ent upon an underlying pool of credit expo-
sures, including loans and commitments. 

Senior executive officer means a chief execu-
tive officer, any assistant chief executive of-
ficer (e.g., any assistant president, any vice 
president or any assistant treasurer/man-
ager), and the chief financial officer (con-
troller). This term also includes employees 
of any entity hired to perform the functions 
described above. 

Settlement date means the date originally 
agreed to by a corporate credit union and a 
counterparty for settlement of the purchase 
or sale of a security. 

Short sale means the sale of a security not 
owned by the seller. 

Small business related security means a secu-
rity that is rated in 1 of the 4 highest rating 
categories by at least one nationally recog-
nized statistical rating organization, and 
represents an interest in one or more promis-
sory notes or leases of personal property evi-
dencing the obligation of a small business 
concern and originated by an insured deposi-
tory institution, insured credit union, insur-
ance company, or similar institution which 
is supervised and examined by a Federal or 
State authority, or a finance company or 
leasing company. This definition does not in-
clude Small Business Administration securi-
ties permissible under § 107(7) of the Act. 

State means any one of the several states of 
the United States of America, the District of 
Columbia, Puerto Rico, and the territories 
and possessions of the United States. 

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

Subordinated security means a security 
that, at the time of purchase, has a junior 
claim on the underlying collateral or assets 
to other securities in the same issuance. If a 
security is junior only to money market 
fund eligible securities in the same issuance, 
the former security is not subordinated for 
purposes of this definition. 

Supplementary Capital means the sum of 
the following items: 

(1) Nonperpetual capital accounts, as am-
ortized under § 704.3(b)(3); 

(2) Allowance for loan and lease losses cal-
culated under GAAP to a maximum of 1.25 
percent of risk-weighted assets; and 

(3) Forty-five percent of unrealized gains 
on available-for-sale equity securities with 
readily determinable fair values. Unrealized 
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gains are unrealized holding gains, net of un-
realized holding losses, calculated as the 
amount, if any, by which fair value exceeds 
historical cost. The NCUA may disallow such 
inclusion in the calculation of supple-
mentary capital if the NCUA determines 
that the securities are not prudently valued. 

Tier 1 capital means adjusted core capital. 
Tier 1 risk-based capital ratio means the ratio 
of Tier 1 capital to the moving monthly av-
erage net risk-weighted assets. 

Tier 2 capital means supplementary capital 
plus any perpetual contributed capital de-
ducted from adjusted core capital. 

Total assets means the sum of all a cor-
porate credit union’s assets as calculated 
under GAAP. 

Total capital means the sum of a corporate 
credit union’s adjusted core capital and its 
supplementary capital, less the corporate 
credit union’s equity investments not other-
wise deducted when calculating adjusted 
core capital. 

Total risk-based capital ratio means the 
ratio of total capital to moving monthly av-
erage net risk-weighted assets. 

Trade date means the date a corporate 
credit union originally agrees, whether oral-
ly or in writing, to enter into the purchase 
or sale of a security. 

Trigger means an event in a securitization 
that will redirect cash-flows if predefined 
thresholds are breached. Examples of trig-
gers are delinquency and cumulative loss 
triggers. 

Weighted average life means the weighted- 
average time to the return of a dollar of 
principal, calculated by multiplying each 
portion of principal received by the time at 
which it is expected to be received (based on 
a reasonable and supportable estimate of 
that time) and then summing and dividing 
by the total amount of principal. The cal-
culation of weighted average life for interest 
only securities means the weighted-average 
time to the return of a dollar of interest, cal-
culated by multiplying each portion of inter-
est received by the time at which it is ex-
pected to be received (based on a reasonable 
and supportable estimate of that time) and 
then summing and dividing by the total 
amount of interest to be received. 

When-issued trading means the buying and 
selling of securities in the period between 
the announcement of an offering and the 
issuance and payment date of the securities. 

3. At 75 FR 71528, Nov. 24, 2010, § 704.2 was 
amended by revising the definition of 
‘‘collateralized debt obligation’’, effective 
Jan. 18, 2011. For the convenience of the user, 
the added and revised text is set forth as fol-
lows: 

§ 704.2 Definitions. 

* * * * * 

Collateralized debt obligation (CDO) means a 
debt security collateralized by mortgage- 
backed securities, other asset-backed securi-
ties, or corporate obligations in the form of 
nonmortgage loans or debt. For purposes of 
part 704, the term CDO does not include: 

(1) Senior tranches of Re-REMIC’s con-
sisting of senior mortgage-and asset-backed 
securities; 

(2) Any security that is fully guaranteed as 
to principal and interest by the U.S. Govern-
ment or its agencies or its sponsored enter-
prises; or 

(3) Any security collateralized by other se-
curities where all the underlying securities 
are fully guaranteed as to principal and in-
terest by the U.S. Government or its agen-
cies or its sponsored enterprises. 

* * * * * 

4. At 75 FR 71528, Nov. 24, 2010, § 704.2 was 
amended by revising revise the definition of 
‘‘collateralized debt obligation’’, effective 
Oct. 20, 2011. For the convenience of the user, 
the added and revised text is set forth as fol-
lows: 

§ 704.2 Definitions. 

* * * * * 

Collateralized debt obligation (CDO) means a 
debt security collateralized by mortgage- 
backed securities, other asset-backed securi-
ties, or corporate obligations in the form of 
nonmortgage loans or debt. For purposes of 
Part 704, the term CDO does not include: 

(1) Senior tranches of Re-REMIC’s con-
sisting of senior mortgage-and asset-backed 
securities; 

(2) Any security that is fully guaranteed as 
to principal and interest by the U.S. Govern-
ment or its agencies or its sponsored enter-
prises; or 

(3) Any security collateralized by other se-
curities where all the underlying securities 
are fully guaranteed as to principal and in-
terest by the U.S. Government or its agen-
cies or its sponsored enterprises. 

* * * * * 

§ 704.3 Corporate credit union capital. 
(a) Capital plan. A corporate credit 

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