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National Credit Union Administration § 702.504 

Tier I credit union means a covered 
credit union that has less than $15 bil-
lion in total assets. 

Tier II credit union means a covered 
credit union that has $15 billion or 
more in total assets but less than $20 
billion in total assets, or is otherwise 
designated as a tier II credit union by 
NCUA. 

Tier III credit union means a covered 
credit union that has $20 billion or 
more in total assets, or is otherwise 
designated as a tier III credit union by 
NCUA. 

[79 FR 24315, Apr. 30, 2014, as amended at 80 
FR 48012, Aug. 11, 2015; 83 FR 17909, Apr. 25, 
2018] 

§ 702.503 Capital policy. 

(a) General requirements. The extent 
and sophistication of a covered credit 
union’s governance over its capital 
planning and analysis process must 
align with the extent and sophistica-
tion of that process. The process must 
be consistent with the financial condi-
tion, size, complexity, risk profile, 
scope of operations, and level of capital 
of the covered credit union. The ulti-
mate responsibility for governance 
over a covered credit union’s capital 
planning and analysis process rests 
with the credit union’s board of direc-
tors. Senior management must estab-
lish a comprehensive, integrated, and 
effective process that fits into the 
broader risk management of the credit 
union. Senior management responsible 
for capital planning and analysis must 
provide regular reports on capital plan-
ning and analysis to the credit union’s 
board of directors (or a designated 
committee of the board). 

(b) Mandatory elements. A covered 
credit union’s board of directors (or a 
designated committee of the board) 
must review and approve a capital pol-
icy, along with procedures to imple-
ment it. The capital policy must: 

(1) State goals and limits for capital 
levels and risk exposure. 

(2) Establish requirements for review-
ing and reporting capital levels and 
breaches of capital limits, with contin-
gency plans for remedying any 
breaches. 

(3) State the governance over the 
capital analysis process, including all 

the activities that contribute to the 
analysis; 

(4) Specify capital analysis roles and 
responsibilities, including controls 
over external resources used for any 
part of capital analysis (such as ven-
dors and data providers); 

(5) Specify the internal controls that 
govern capital planning, including re-
view by internal audit, control of 
changes in capital planning procedures, 
and required documentation; 

(6) Describe the frequency with which 
capital analyses will be conducted; 

(7) State how capital analysis results 
are used and by whom; and 

(8) Be reviewed at least annually and 
updated as necessary to ensure that it 
remains current with changes in mar-
ket conditions, credit union products 
and strategies, credit union risk expo-
sures and activities, the credit union’s 
established risk appetite, and industry 
practices. 

§ 702.504 Capital planning. 
(a) Annual capital planning. (1) A cov-

ered credit union must develop and 
maintain a capital plan. Tier I and tier 
II credit unions must complete this 
plan and their capital policy by Decem-
ber 31 each year, but are not required 
to submit this plan to the NCUA. For 
tier I and tier II credit unions, the plan 
must be based on the credit union’s fi-
nancial data from either of the two cal-
endar quarters preceding the quarter in 
which the plan is approved by the cred-
it union’s board of directors (or a des-
ignated committee of the board). A tier 
III credit union must submit this plan 
and its capital policy to NCUA by May 
31 each year, or such later date as di-
rected by NCUA. For tier III credit 
unions, the plan must be based on the 
credit union’s financial data as of De-
cember 31 of the preceding calendar 
year, or such other date as directed by 
NCUA. 

(2) A covered credit union’s board of 
directors (or a designated committee of 
the board) must at least annually, and 
for tier III credit unions, prior to the 
submission of the capital plan under 
paragraph (a)(1) of this section: 

(i) Review the credit union’s process 
for assessing capital adequacy; 

(ii) Ensure that any deficiencies in 
the credit union’s process for assessing 
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capital adequacy are appropriately 
remedied; and 

(iii) Approve the credit union’s cap-
ital plan. 

(b) Mandatory elements. A capital plan 
must contain at least the following ele-
ments: 

(1) A quarterly assessment of the ex-
pected sources and levels of stress test 
capital over the planning horizon that 
reflects the covered credit union’s fi-
nancial state, size, complexity, risk 
profile, scope of operations, and exist-
ing level of capital, assuming both ex-
pected and unfavorable conditions, in-
cluding: 

(i) Estimates of projected revenues, 
losses, reserves, and pro forma capital 
levels, over each quarter of the plan-
ning horizon under expected and unfa-
vorable conditions; and 

(ii) A detailed description of the cred-
it union’s process for assessing capital 
adequacy; 

(2) A discussion of how the credit 
union will, under expected and unfavor-
able conditions, maintain stress test 
capital commensurate with all of its 
risks, including reputational, strategic, 
legal, and compliance risks; 

(3) A discussion of how the credit 
union will, under expected and unfavor-
able conditions, maintain ready access 
to funding, meet its obligations to all 
creditors and other counterparties, and 
continue to serve as an intermediary 
for its members; 

(4) A discussion of any expected 
changes to the credit union’s business 
plan that are likely to have a material 
impact on the credit union’s capital 
adequacy and liquidity; and 

(5) A program to: 
(i) Conduct sensitivity testing to 

analyze the effect on the credit union’s 
stress test capital of changes in vari-
ables, parameters, and inputs used by 
the credit union in preparing its cap-
ital plan; 

(ii) Conduct reverse stress testing to 
identify events and circumstances that 
cause severely unfavorable outcomes 
for the credit union; and 

(iii) Analyze the impact of credit risk 
and interest rate risk to capital under 
unfavorable economic conditions, both 

separately and in combination with 
each other. 

[79 FR 24315, Apr. 30, 2014, as amended at 80 
FR 48012, Aug. 11, 2015; 81 FR 7198, Feb. 11, 
2016; 83 FR 17910, Apr. 25, 2018] 

EDITORIAL NOTE: At 84 FR 1606, Feb. 5, 2019, 
§ 702.504 was amended in paragraph (b)(4) by 
revising the citation ‘‘§ 702.306(c)’’ to read 
‘‘§ 702.506(c)’’; however, that citation did not 
exist in the section and the amendment 
could not be incorporated due to inaccurate 
amendatory instruction. 

EFFECTIVE DATE NOTE: At 80 FR 66722, Oct. 
29, 2015, § 702.504 was amended in paragraph 
(b)(4) by removing the citation ‘‘§ 702.506(c)’’ 
and adding in its place ‘‘§ 702.306(c)’’, effec-
tive Jan. 1, 2019. At 83 FR 55467, Nov. 6, 2018, 
the effective date was delayed until Jan. 1, 
2020. At 84 FR 68781, Dec. 17, 2019, the effec-
tive date was further delayed until Jan. 1, 
2022. At 85 FR 62210, Oct. 2, 2020, the regu-
latory instruction 11. at 85 FR 66722, Oct. 29, 
2015 was removed, effective Jan. 1, 2022. 

§ 702.505 NCUA action on capital 
plans. 

(a) Timing—(1) Tier I & tier II credit 
unions. NCUA will address any defi-
ciencies in the capital plans submitted 
by tier I and tier II credit unions 
through the supervisory process. 

(2) Tier III credit unions. NCUA will 
notify tier III credit unions of the ac-
ceptance or rejection of their capital 
plans by August 31 of the year in which 
their plan is submitted. 

(b) Grounds for rejection of capital 
plan. NCUA may reject a capital plan if 
it determines that: 

(1) The covered credit union has ma-
terial unresolved supervisory issues as-
sociated with its capital planning proc-
ess; 

(2) The capital analysis underlying 
the covered credit union’s capital plan, 
or the covered credit union’s meth-
odologies for reviewing the robustness 
of its capital adequacy, are not reason-
able or appropriate; 

(3) Data utilized for the capital anal-
ysis is insufficiently detailed to cap-
ture the risks of the covered credit 
union, or the data lacks integrity; 

(4) The plan does not meet all of the 
requirements of § 702.504; 

(5) Unacceptable weakness in the cap-
ital plan or policy, the capital planning 
analysis, or any critical system or 
process supporting capital analysis; 
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