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National Credit Union Administration § 702.2 

forth in subpart L of part 747 of this 
chapter, 12 CFR 747.2001 et seq. 

(d) Other supervisory authority. Nei-
ther § 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 avail-
able to the NCUA Board or appropriate 
State official, including issuance of 
cease and desist orders, orders of prohi-
bition, suspension and removal, or as-
sessment of civil money penalties, or 
any other actions authorized by law. 

EFFECTIVE DATE NOTE: At 80 FR 66706, Oct. 
29, 2015, § 702.1 was revised, effective Jan. 1, 
2019. For the convenience of the user, the re-
vised text is set forth as follows: 

§ 702.1 Authority, purpose, scope, and other 
supervisory authority. 

(a) Authority. Subparts A and B of this part 
and subpart L of part 747 of this chapter are 
issued by the National Credit Union Admin-
istration (NCUA) pursuant to sections 120 
and 216 of the Federal Credit Union Act 
(FCUA), 12 U.S.C. 1776 and 1790d (section 
1790d), as revised by section 301 of the Credit 
Union Membership Access Act, Public Law 
105–219, 112 Stat. 913 (1998). 

(b) Purpose. The express purpose of prompt 
corrective action under section 1790d is to re-
solve the problems of federally insured credit 
unions at the least possible long-term loss to 
the National Credit Union Share Insurance 
Fund. Subparts A and B of this part carry 
out the purpose of prompt corrective action 
by establishing a framework of minimum 
capital requirements, and mandatory and 
discretionary supervisory actions applicable 
according to a credit union’s capital classi-
fication, designed primarily to restore and 
improve the capital adequacy of federally in-
sured credit unions. 

(c) Scope. Subparts A and B of this part im-
plement 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’’ pursu-
ant to section 1790d(b)(2); and to such credit 
unions defined as ‘‘complex’’ pursuant to sec-
tion 1790d(d). Certain of these provisions also 
apply to officers and directors of federally 
insured credit unions. Subpart C applies cap-
ital planning and stress testing to credit 
unions with $10 billion or more in total as-
sets. This part does not apply to corporate 
credit unions. Unless otherwise provided, 

procedures for issuing, reviewing and enforc-
ing orders and directives issued under this 
part are set forth in subpart L of part 747 of 
this chapter. 

(d) Other supervisory authority. Neither sec-
tion 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 condi-
tions, or violations of applicable law or regu-
lations. Action taken under this part may be 
taken independently of, in conjunction with, 
or in addition to any other enforcement ac-
tion available to the NCUA Board or appro-
priate 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 mean-
ings 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 Re-
gional Office having jurisdiction over 
federally insured credit unions in the 
state where the affected credit union is 
principally located or, for credit unions 
with $10 billion or more in assets, the 
Director of the Office of National Ex-
aminations and Supervision. 

(b) Appropriate State official means 
the commission, board or other super-
visory authority having jurisdiction 
over credit unions chartered by the 
State which chartered the affected 
credit union. 

(c) Credit union means a federally-in-
sured, natural person credit union, 
whether federally- or State-chartered, 
as defined by 12 U.S.C. 1752(6). 

(d) CUSO means a credit union serv-
ice 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 Cred-
it Union Share Insurance Fund as de-
fined by 12 U.S.C. 1783. 

(f) Net Worth means (1) The retained 
earnings balance of the credit union at 
quarter-end as determined under gen-
erally accepted accounting principles, 
subject to paragraph (f)(3) of this sec-
tion. Retained earnings consists of un-
divided earnings, regular reserves, and 
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12 CFR Ch. VII (1–1–17 Edition) § 702.2, Nt. 

any other appropriations designated by 
management or regulatory authorities; 

(2) For a low income-designated cred-
it union, net worth also includes sec-
ondary capital accounts that are unin-
sured and subordinate to all other 
claims, including claims of creditors, 
shareholders and the NCUSIF; and 

(3) For a credit union that acquires 
another credit union in a mutual com-
bination, net worth includes the re-
tained earnings of the acquired credit 
union, or of an integrated set of activi-
ties and assets, less any bargain pur-
chase gain recognized in either case to 
the extent the difference between the 
two is greater than zero. The acquired 
retained earnings must be determined 
at the point of acquisition under gen-
erally accepted accounting principles. 
A mutual combination is a transaction 
in which a credit union acquires an-
other credit union or acquires an inte-
grated set of activities and assets that 
is capable of being conducted and man-
aged as a credit union. 

(4) The term ‘‘net worth’’ also in-
cludes loans to and accounts in an in-
sured credit union established pursuant 
to section 208 of the Act [12 U.S.C. 
1788], provided such loans and ac-
counts: 

(i) Have a remaining maturity of 
more than 5 years; 

(ii) Are subordinate to all other 
claims including those of shareholders, 
creditors and the National Credit 
Union Share Insurance Fund; 

(iii) Are not pledged as security on a 
loan to, or other obligation of, any 
party; 

(iv) Are not insured by the National 
Credit Union Share Insurance Fund; 

(v) Have non-cumulative dividends; 
(vi) Are transferable; and 
(vii) Are available to cover operating 

losses realized by the insured credit 
union that exceed its available re-
tained earnings. 

(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 (j) of this section). 

(h) New credit union means a feder-
ally-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— 

(i) Average quarterly balance. The av-
erage of quarter-end balances of the 
current and three preceding calendar 
quarters; or 

(ii) Average monthly balance. The av-
erage of month-end balances over the 
three calendar months of the calendar 
quarter; or 

(iii) Average daily balance. The aver-
age 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 Re-
port. 

(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]. 

(l) 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. 

[65 FR 8584, Feb. 18, 2000, as amended at 65 
FR 44966, July 20, 2000; 67 FR 71087, Nov. 29, 
2002; 73 FR 72691, Dec. 1, 2008; 75 FR 34620, 
June 18, 2010; 76 FR 60367, Sept. 29, 2011; 78 FR 
32544, May 31, 2013] 

EFFECTIVE DATE NOTE: At 80 FR 66706, Oct. 
29, 2015, § 702.2 was revised, effective Jan. 1, 
2019. For the convenience of the user, the re-
vised text is set forth as follows: 

§ 702.2 Definitions. 
Unless otherwise provided in this part, the 

terms used in this part have the same mean-
ings as set forth in FCUA sections 101 and 
216, 12 U.S.C. 1752, 1790d. The following defi-
nitions apply to this part: 
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Allowances for loan and lease losses (ALLL) 
means valuation allowances that have been 
established through a charge against earn-
ings to cover estimated credit losses on 
loans, lease financing receivables or other 
extensions of credit as determined in accord-
ance with GAAP. 

Amortized cost means the purchase price of 
a security adjusted for amortizations of pre-
mium or accretion of discount if the security 
was purchased at other than par or face 
value. 

Appropriate state official means the state 
commission, board or other supervisory au-
thority that chartered the affected credit 
union. 

Call Report means the Call Report required 
to be filed by all credit unions under 
§ 741.6(a)(2) of this chapter. 

Carrying value means the value of the asset 
or liability on the statement of financial 
condition of the credit union, determined in 
accordance with GAAP. 

Central counterparty (CCP) means a 
counterparty (for example, a clearing house) 
that facilitates trades between counterpar-
ties in one or more financial markets by ei-
ther guaranteeing trades or novating con-
tracts. 

Charitable donation account means an ac-
count that satisfies all of the conditions in 
§ 721.3(b)(2)(i), (b)(2)(ii), and (b)(2)(v) of this 
chapter. 

Commercial loan means any loan, line of 
credit, or letter of credit (including any un-
funded commitments) for commercial, indus-
trial, and professional purposes, but not for 
investment or personal expenditure pur-
poses. Commercial loan excludes loans to 
CUSOs, first- or junior-lien residential real 
estate loans, and consumer loans. 

Commitment means any legally binding ar-
rangement that obligates the credit union to 
extend credit, purchase or sell assets, enter 
into a borrowing agreement, or enter into a 
financial transaction. 

Consumer loan means a loan for household, 
family, or other personal expenditures, in-
cluding any loans that, at origination, are 
wholly or substantially secured by vehicles 
generally manufactured for personal, family, 
or household use regardless of the purpose of 
the loan. Consumer loan excludes commer-
cial loans, loans to CUSOs, first- and junior- 
lien residential real estate loans, and loans 
for the purchase of one or more vehicles to 
be part of a fleet of vehicles. 

Contractual compensating balance means the 
funds a commercial loan borrower must 
maintain on deposit at the lender credit 
union as security for the loan in accordance 
with the loan agreement, subject to a proper 
account hold and on deposit as of the meas-
urement date. 

Credit conversion factor (CCF) means the 
percentage used to assign a credit exposure 

equivalent amount for selected off-balance 
sheet accounts. 

Credit union means a federally insured, nat-
ural person credit union, whether federally- 
or state-chartered. 

Current means, with respect to any loan, 
that the loan is less than 90 days past due, 
not placed on non-accrual status, and not re-
structured. 

CUSO means a credit union service organi-
zation as defined in part 712 and 741 of this 
chapter. 

Custodian means a financial institution 
that has legal custody of collateral as part of 
a qualifying master netting agreement, 
clearing agreement, or other financial agree-
ment. 

Depository institution means a financial in-
stitution that engages in the business of pro-
viding financial services; that is recognized 
as a bank or a credit union by the super-
visory or monetary authorities of the coun-
try of its incorporation and the country of 
its principal banking operations; that re-
ceives deposits to a substantial extent in the 
regular course of business; and that has the 
power to accept demand deposits. Depository 
institution includes all federally insured of-
fices of commercial banks, mutual and stock 
savings banks, savings or building and loan 
associations (stock and mutual), cooperative 
banks, credit unions and international bank-
ing facilities of domestic depository institu-
tions, and all privately insured state char-
tered credit unions. 

Derivatives Clearing Organization (DCO) 
means the same as defined by the Com-
modity Futures Trading Commission in 17 
CFR 1.3(d). 

Derivative contract means a financial con-
tract 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 de-
rivative contracts, equity derivative con-
tracts, commodity derivative contracts, and 
credit derivative contracts. Derivative con-
tracts also include unsettled securities, com-
modities, and foreign exchange transactions 
with a contractual settlement or delivery lag 
that is longer than the lesser of the market 
standard for the particular instrument or 
five business days. 

Equity investment means investments in eq-
uity securities and any other ownership in-
terests, including, for example, investments 
in partnerships and limited liability compa-
nies. 

Equity investment in CUSOs means the 
unimpaired value of the credit union’s equity 
investments in a CUSO as recorded on the 
statement of financial condition in accord-
ance with GAAP. 

Exchange means a central financial clear-
ing market where end users can enter into 
derivative transactions. 
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Excluded goodwill means the outstanding 
balance, maintained in accordance with 
GAAP, of any goodwill originating from a 
supervisory merger or combination that was 
completed on or before December 28, 2015. 
This term and definition expire on January 
1, 2029. 

Excluded other intangible assets means the 
outstanding balance, maintained in accord-
ance with GAAP, of any other intangible as-
sets such as core deposit intangible, member 
relationship intangible, or trade name intan-
gible originating from a supervisory merger 
or combination that was completed on or be-
fore December 28, 2015. This term and defini-
tion expire on January 1, 2029. 

Exposure amount means: 
(1) The amortized cost for investments 

classified as held-to-maturity and available- 
for-sale, and the fair value for trading securi-
ties. 

(2) The outstanding balance for Federal Re-
serve Bank Stock, Central Liquidity Facility 
Stock, Federal Home Loan Bank Stock, non-
perpetual capital and perpetual contributed 
capital at corporate credit unions, and eq-
uity investments in CUSOs. 

(3) The carrying value for non-CUSO equity 
investments, and investment funds. 

(4) The carrying value for the credit 
union’s holdings of general account perma-
nent insurance, and separate account insur-
ance. 

(5) The amount calculated under § 702.105 of 
this part for derivative contracts. 

Fair value has the same meaning as pro-
vided in GAAP. 

Financial collateral means collateral ap-
proved by both the credit union and the 
counterparty as part of the collateral agree-
ment in recognition of credit risk mitigation 
for derivative contracts. 

First-lien residential real estate loan means a 
loan or line of credit primarily secured by a 
first-lien on a one-to-four family residential 
property where: 

(1) The credit union made a reasonable and 
good faith determination at or before con-
summation of the loan that the member will 
have a reasonable ability to repay the loan 
according to its terms; and 

(2) In transactions where the credit union 
holds the first-lien and junior lien(s), and no 
other party holds an intervening lien, for 
purposes of this part the combined balance 
will be treated as a single first-lien residen-
tial real estate loan. 

GAAP means generally accepted account-
ing principles in the United States as set 
forth in the Financial Accounting Standards 
Board’s (FASB) Accounting Standards Codi-
fication (ASC). 

General account permanent insurance means 
an account into which all premiums, except 
those designated for separate accounts are 
deposited, including premiums for life insur-
ance and fixed annuities and the fixed port-

folio of variable annuities, whereby the gen-
eral assets of the insurance company support 
the policy. 

General obligation means a bond or similar 
obligation that is backed by the full faith 
and credit of a public sector entity. 

Goodwill means an intangible asset, main-
tained in accordance with GAAP, rep-
resenting the future economic benefits aris-
ing from other assets acquired in a business 
combination (e.g., merger) that are not indi-
vidually identified and separately recog-
nized. Goodwill does not include excluded 
goodwill. 

Government guarantee means a guarantee 
provided by the U.S. Government, FDIC, 
NCUA or other U.S. Government agency, or 
a public sector entity. 

Government-sponsored enterprise (GSE) 
means an entity established or chartered by 
the U.S. Government to serve public pur-
poses specified by the U.S. Congress, but 
whose debt obligations are not explicitly 
guaranteed by the full faith and credit of the 
U.S. Government. 

Guarantee means a financial guarantee, let-
ter of credit, insurance, or similar financial 
instrument that allows one party to transfer 
the credit risk of one or more specific expo-
sures to another party. 

Identified losses means those items that 
have been determined by an evaluation made 
by NCUA, or in the case of a state chartered 
credit union the appropriate state official, as 
measured on the date of examination in ac-
cordance with GAAP, to be chargeable 
against income, equity or valuation allow-
ances such as the allowances for loan and 
lease losses. Examples of identified losses 
would be assets classified as losses, off-bal-
ance sheet items classified as losses, any pro-
vision expenses that are necessary to replen-
ish valuation allowances to an adequate 
level, liabilities not shown on the books, es-
timated losses in contingent liabilities, and 
differences in accounts that represent short-
ages. 

Industrial development bond means a secu-
rity issued under the auspices of a state or 
other political subdivision for the benefit of 
a private party or enterprise where that 
party or enterprise, rather than the govern-
ment entity, is obligated to pay the principal 
and interest on the obligation. 

Intangible assets mean assets, maintained 
in accordance with GAAP, other than finan-
cial assets, that lack physical substance. 

Investment fund means an investment with 
a pool of underlying investment assets. In-
vestment fund includes an investment com-
pany that is registered under section 8 of the 
Investment Company Act of 1940, and collec-
tive investment funds or common trust in-
vestments that are unregistered investment 
products that pool fiduciary client assets to 
invest in a diversified pool of investments. 
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Junior-lien residential real estate loan means 
a loan or line of credit secured by a subordi-
nate lien on a one-to-four family residential 
property. 

Loan secured by real estate means a loan 
that, at origination, is secured wholly or 
substantially by a lien(s) on real property for 
which the lien(s) is central to the extension 
of the credit. A lien is ‘‘central’’ to the ex-
tension of credit if the borrowers would not 
have been extended credit in the same 
amount or on terms as favorable without the 
liens on real property. For a loan to be ‘‘se-
cured wholly or substantially by a lien(s) on 
real property,’’ the estimated value of the 
real estate collateral at origination (after 
deducting any more senior liens held by oth-
ers) must be greater than 50 percent of the 
principal amount of the loan at origination. 

Loan to a CUSO means the outstanding bal-
ance of any loan from a credit union to a 
CUSO as recorded on the statement of finan-
cial condition in accordance with GAAP. 

Loans transferred with limited recourse 
means the total principal balance out-
standing of loans transferred, including par-
ticipations, for which the transfer qualified 
for true sale accounting treatment under 
GAAP, and for which the transferor credit 
union retained some limited recourse (i.e., 
insufficient recourse to preclude true sale 
accounting treatment). Loans transferred 
with limited recourse excludes transfers that 
qualify for true sale accounting treatment 
but contain only routine representation and 
warranty clauses that are standard for sales 
on the secondary market, provided the credit 
union is in compliance with all other related 
requirements, such as capital requirements. 

Mortgage-backed security (MBS) means a se-
curity backed by first- or junior-lien mort-
gages secured by real estate upon which is 
located a dwelling, mixed residential and 
commercial structure, residential manufac-
tured home, or commercial structure. 

Mortgage partnership finance program means 
a Federal Home Loan Bank program through 
which loans are originated by a depository 
institution that are purchased or funded by 
the Federal Home Loan Banks, where the de-
pository institution receives fees for man-
aging the credit risk of the loans. The credit 
risk must be shared between the depository 
institution and the Federal Home Loan 
Banks. 

Mortgage servicing assets mean those assets, 
maintained in accordance with GAAP, re-
sulting from contracts to service loans se-
cured by real estate (that have been 
securitized or owned by others) for which the 
benefits of servicing are expected to more 
than adequately compensate the servicer for 
performing the servicing. 

NCUSIF means the National Credit Union 
Share Insurance Fund as defined by 12 U.S.C. 
1783. 

Net worth means: 

(1) The retained earnings balance of the 
credit union at quarter-end as determined 
under GAAP, subject to paragraph (3) of this 
definition. 

(2) For a low income-designated credit 
union, net worth also includes secondary 
capital accounts that are uninsured and sub-
ordinate to all other claims, including 
claims of creditors, shareholders, and the 
NCUSIF. 

(3) For a credit union that acquires an-
other credit union in a mutual combination, 
net worth also includes the retained earnings 
of the acquired credit union, or of an inte-
grated set of activities and assets, less any 
bargain purchase gain recognized in either 
case to the extent the difference between the 
two is greater than zero. The acquired re-
tained earnings must be determined at the 
point of acquisition under GAAP. A mutual 
combination, including a supervisory com-
bination, is a transaction in which a credit 
union acquires another credit union or ac-
quires an integrated set of activities and as-
sets that is capable of being conducted and 
managed as a credit union. 

(4) The term ‘‘net worth’’ also includes 
loans to and accounts in an insured credit 
union, established pursuant to section 208 of 
the Act [12 U.S.C. 1788], provided such loans 
and accounts: 

(i) Have a remaining maturity of more 
than 5 years; 

(ii) Are subordinate to all other claims in-
cluding those of shareholders, creditors, and 
the NCUSIF; 

(iii) Are not pledged as security on a loan 
to, or other obligation of, any party; 

(iv) Are not insured by the NCUSIF; 
(v) Have non-cumulative dividends; 
(vi) Are transferable; and 
(vii) Are available to cover operating 

losses realized by the insured credit union 
that exceed its available retained earnings. 

Net worth ratio means the ratio of the net 
worth of the credit union to the total assets 
of the credit union rounded to two decimal 
places. 

New credit union has the same meaning as 
in § 702.201. 

Nonperpetual capital has the same meaning 
as in § 704.2 of this chapter. 

Off-balance sheet exposure means: 
(1) For loans transferred under the Federal 

Home Loan Bank mortgage partnership fi-
nance program, the outstanding loan balance 
as of the reporting date, net of any related 
valuation allowance. 

(2) For all other loans transferred with 
limited recourse or other seller-provided 
credit enhancements and that qualify for 
true sales accounting, the maximum con-
tractual amount the credit union is exposed 
to according to the agreement, net of any re-
lated valuation allowance. 
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(3) For unfunded commitments, the re-
maining unfunded portion of the contractual 
agreement. 

Off-balance sheet items means items such as 
commitments, contingent items, guarantees, 
certain repo-style transactions, financial 
standby letters of credit, and forward agree-
ments that are not included on the state-
ment of financial condition, but are nor-
mally reported in the financial statement 
footnotes. 

On-balance sheet means a credit union’s as-
sets, liabilities, and equity, as disclosed on 
the statement of financial condition at a spe-
cific point in time. 

Other intangible assets means intangible as-
sets, other than servicing assets and good-
will, maintained in accordance with GAAP. 
Other intangible assets does not include ex-
cluded other intangible assets. 

Over-the-counter (OTC) interest rate deriva-
tive contract means a derivative contract that 
is not cleared on an exchange. 

Part 703 compliant investment fund means an 
investment fund that is restricted to holding 
only investments that are permissible under 
§ 703.14(c) of this chapter. 

Perpetual contributed capital has the same 
meaning as in § 704.2 of this chapter. 

Public sector entity (PSE) means a state, 
local authority, or other governmental sub-
division of the United States below the sov-
ereign level. 

Qualifying master netting agreement means a 
written, legally enforceable agreement, pro-
vided that: 

(1) The agreement creates a single legal ob-
ligation for all individual transactions cov-
ered by the agreement upon an event of de-
fault, including upon an event of con-
servatorship, receivership, insolvency, liq-
uidation, or similar proceeding, of the 
counterparty; 

(2) The agreement provides the credit 
union the right to accelerate, terminate, and 
close out on a net basis all transactions 
under the agreement and to liquidate or set 
off collateral promptly upon an event of de-
fault, including upon an event of con-
servatorship, receivership, insolvency, liq-
uidation, or similar proceeding, of the 
counterparty, provided that, in any such 
case, any exercise of rights under the agree-
ment will not be stayed or avoided under ap-
plicable law in the relevant jurisdictions, 
other than in receivership, conservatorship, 
resolution under the Federal Deposit Insur-
ance Act, Title II of the Dodd-Frank Wall 
Street Reform and Consumer Protection Act, 
or under any similar insolvency law applica-
ble to GSEs; 

(3) The agreement does not contain a 
walkaway clause (that is, a provision that 
permits a non-defaulting counterparty to 
make a lower payment than it otherwise 
would make under the agreement, or no pay-
ment at all, to a defaulter or the estate of a 

defaulter, even if the defaulter or the estate 
is a net creditor under the agreement); and 

(4) In order to recognize an agreement as a 
qualifying master netting agreement for pur-
poses of this part, a credit union must con-
duct sufficient legal review, at origination 
and in response to any changes in applicable 
law, to conclude with a well-founded basis 
(and maintain sufficient written documenta-
tion of that legal review) that: 

(i) The agreement meets the requirements 
of paragraph (2) of this definition; and 

(ii) In the event of a legal challenge (in-
cluding one resulting from default or from 
conservatorship, receivership, insolvency, 
liquidation, or similar proceeding), the rel-
evant court and administrative authorities 
would find the agreement to be legal, valid, 
binding, and enforceable under the law of rel-
evant jurisdictions. 

Recourse means a credit union’s retention, 
in form or in substance, of any credit risk di-
rectly or indirectly associated with an asset 
it has transferred that exceeds a pro rata 
share of that credit union’s claim on the 
asset and disclosed in accordance with 
GAAP. If a credit union has no claim on an 
asset it has transferred, then the retention 
of any credit risk is recourse. A recourse ob-
ligation typically arises when a credit union 
transfers assets in a sale and retains an ex-
plicit obligation to repurchase assets or to 
absorb losses due to a default on the pay-
ment of principal or interest or any other de-
ficiency in the performance of the under-
lying obligor or some other party. Recourse 
may also exist implicitly if the credit union 
provides credit enhancement beyond any 
contractual obligation to support assets it 
has transferred. 

Residential mortgage-backed security means a 
mortgage-backed security backed by loans 
secured by a first-lien on residential prop-
erty. 

Residential property means a house, condo-
minium unit, cooperative unit, manufac-
tured home, or the construction thereof, and 
unimproved land zoned for one-to-four fam-
ily residential use. Residential property ex-
cludes boats or motor homes, even if used as 
a primary residence, or timeshare property. 

Restructured means, with respect to any 
loan, a restructuring of the loan in which a 
credit union, for economic or legal reasons 
related to a borrower’s financial difficulties, 
grants a concession to the borrower that it 
would not otherwise consider. Restructured 
excludes loans modified or restructured sole-
ly pursuant to the U.S. Treasury’s Home Af-
fordable Mortgage Program. 

Revenue obligation means a bond or similar 
obligation that is an obligation of a PSE, but 
which the PSE is committed to repay with 
revenues from the specific project financed 
rather than general tax funds. 

Risk-based capital ratio means the percent-
age, rounded to two decimal places, of the 
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1 For each quarter, a credit union must 
elect one of the measures of total assets list-

ed in paragraph (2) of this definition to apply 
for all purposes under this part except 
§§ 702.103 through 702.106 (risk-based capital 
requirement). 

risk-based capital ratio numerator to risk- 
weighted assets, as calculated in accordance 
with § 702.104(a). 

Risk-weighted assets means the total risk- 
weighted assets as calculated in accordance 
with § 702.104(c). 

Secured consumer loan means a consumer 
loan associated with collateral or other item 
of value to protect against loss where the 
creditor has a perfected security interest in 
the collateral or other item of value. 

Senior executive officer means a senior exec-
utive officer as defined by § 701.14(b)(2) of this 
chapter. 

Separate account insurance means an ac-
count into which a policyholder’s cash sur-
render value is supported by assets seg-
regated from the general assets of the car-
rier. 

Shares means deposits, shares, share cer-
tificates, share drafts, or any other deposi-
tory account authorized by federal or state 
law. 

Share-secured loan means a loan fully se-
cured by shares, and does not include the im-
position of a statutory lien under § 701.39 of 
this chapter. 

STRIPS means a separately traded reg-
istered interest and principal security. 

Structured product means an investment 
that is linked, via return or loss allocation, 
to another investment or reference pool. 

Subordinated means, with respect to an in-
vestment, that the investment has a junior 
claim on the underlying collateral or assets 
to other investments in the same issuance. 
An investment that does not have a junior 
claim to other investments in the same 
issuance on the underlying collateral or as-
sets is non-subordinated. A Security that is 
junior only to money market eligible securi-
ties in the same issuance is also non-subordi-
nated. 

Supervisory merger or combination means a 
transaction that involved the following: 

(1) An assisted merger or purchase and as-
sumption where funds from the NCUSIF were 
provided to the continuing credit union; 

(2) A merger or purchase and assumption 
classified by NCUA as an ‘‘emergency merg-
er’’ where the acquired credit union is either 
insolvent or ‘‘in danger of insolvency’’ as de-
fined under appendix B to Part 701 of this 
chapter; or 

(3) A merger or purchase and assumption 
that included NCUA’s or the appropriate 
state official’s identification and selection of 
the continuing credit union. 

Swap dealer has the meaning as defined by 
the Commodity Futures Trading Commission 
in 17 CFT 1.3(ggg). 

Total assets means a credit union’s total as-
sets as measured 1 by either: 

(1) Average quarterly balance. The credit 
union’s total assets measured by the average 
of quarter-end balances of the current and 
three preceding calendar quarters; 

(2) Average monthly balance. The credit 
union’s total assets measured by the average 
of month-end balances over the three cal-
endar months of the applicable calendar 
quarter; 

(3) Average daily balance. The credit union’s 
total assets measured by the average daily 
balance over the applicable calendar quarter; 
or 

(4) Quarter-end balance. The credit union’s 
total assets measured by the quarter-end 
balance of the applicable calendar quarter as 
reported on the credit union’s Call Report. 

Tranche means one of a number of related 
securities offered as part of the same trans-
action. Tranche includes a structured prod-
uct if it has a loss allocation based off of an 
investment or reference pool. 

Unsecured consumer loan means a consumer 
loan not secured by collateral. 

U.S. Government agency means an instru-
mentality of the U.S. Government whose ob-
ligations are fully and explicitly guaranteed 
as to the timely payment of principal and in-
terest by the full faith and credit of the U.S. 
Government. U.S. Government agency in-
cludes NCUA. 

Subpart A—Net Worth 
Classification 

EFFECTIVE DATE NOTE: At 80 FR 66706, Oct. 
29, 2015, subpart A to part 702 was revised, ef-
fective Jan. 1, 2019. For the convenience of 
the user, the revised text is set forth at the 
end of this subpart. 

§ 702.101 Measures and effective date 
of net worth classification. 

(a) Net worth measures. For purposes 
of this part, a credit union must deter-
mine its net worth category classifica-
tion at the end of each calendar quar-
ter 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 classi-
fication. For purposes of this part, the 
effective date of a federally-insured 
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