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the committee member, is supervised 
by, or has any material business or 
professional relationship with, the 
chief executive officer (CEO) of the cor-
porate credit union, or anyone directly 
or indirectly supervised by the CEO, 
and 

(ii) Neither the committee member, 
nor any immediate family member of 
the committee member, has had any of 
the relationships described in para-
graph (d)(1)(i) for at least the past 
three years. 

(2) Duties. In addition to any duties 
specified under the corporate credit 
union’s bylaws and these regulations, 
the duties of the credit union’s super-
visory committee include the appoint-
ment, compensation, and oversight of 
the independent public accountant who 
performs services required under this 
section and reviewing with manage-
ment and the independent public ac-
countant the basis for all the reports 
prepared and issued under this section. 
The supervisory committee must sub-
mit the audited comparative annual fi-
nancial statements and the inde-
pendent public accountant’s report on 
those statements to the corporate cred-
it union’s board of directors. 

(3) Independent public accountant en-
gagement letters. (i) In performing its 
duties with respect to the appointment 
of the corporate credit union’s inde-
pendent public accountant, the super-
visory committee must ensure that en-
gagement letters and/or any related 
agreements with the independent pub-
lic accountant for services to be per-
formed under this section: 

(A) Obligate the independent public 
accountant to comply with the require-
ments of paragraph (b) of this section 
(including, but not limited to, the no-
tice of termination of services, commu-
nications with the supervisory com-
mittee, and notifications of peer re-
views and inspection reports); and 

(B) Do not contain any limitation of 
liability provisions that: 

(1) Indemnify the independent public 
accountant against claims made by 
third parties; 

(2) Hold harmless or release the inde-
pendent public accountant from liabil-
ity for claims or potential claims that 
might be asserted by the client cor-

porate credit union, other than claims 
for punitive damages; or 

(3) Limit the remedies available to 
the client corporate credit union. 

(ii) Engagement letters may include 
alternative dispute resolution agree-
ments and jury trial waiver provisions 
provided that the letters do not incor-
porate any limitation of liability pro-
visions set forth in paragraph 
(d)(3)(i)(B) of this section. 

(4) Outside counsel. The supervisory 
committee of any corporate credit 
union must, when deemed necessary by 
the committee, have access to its own 
outside counsel. 

(e) Internal audit. A corporate credit 
union with average daily assets in ex-
cess of $400 million for the preceding 
calendar year, or as ordered by NCUA, 
must employ or contract, on a full- or 
part-time basis, the services of an in-
ternal auditor. The internal auditor’s 
responsibilities will, at a minimum, 
comply with the Standards and Profes-
sional Practices of Internal Auditing, 
as established by the Institute of Inter-
nal Auditors. The internal auditor will 
report directly to the chair of the cor-
porate credit union’s supervisory com-
mittee, who may delegate supervision 
of the internal auditor’s daily activi-
ties to the chief executive officer of the 
corporate credit union. The internal 
auditor’s reports, findings, and rec-
ommendations will be in writing and 
presented to the supervisory com-
mittee no less than quarterly, and will 
be provided upon request to the IPA 
and NCUA. 

[76 FR 23868, Apr. 29, 2011, as amended at 80 
FR 25939, May 6, 2015] 

§ 704.16 Contracts/written agreements. 

Services, facilities, personnel, or 
equipment shared with any party shall 
be supported by a written contract, 
with the duties and responsibilities of 
each party specified and the allocation 
of service fee/expenses fully supported 
and documented. 

§ 704.17 State-chartered corporate 
credit unions. 

(a) This part does not expand the 
powers and authorities of any state- 
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chartered corporate credit union, be-
yond those powers and authorities pro-
vided under the laws of the state in 
which it was chartered. 

(b) A state-chartered corporate credit 
union that is not insured by the 
NCUSIF, but that receives funds from 
federally insured credit unions, is con-
sidered an ‘‘institution-affiliated 
party’’ within the meaning of Section 
206(r) of the Federal Credit Union Act, 
12 U.S.C. 1786(r). 

(c) NCUA will notify, consult with, 
and provide explanation to the appro-
priate state supervisory authority be-
fore taking administrative action 
against a state-chartered corporate 
credit union. 

§ 704.18 Fidelity bond coverage. 
(a) Scope. This section provides the fi-

delity bond requirements for employ-
ees and officials in corporate credit 
unions. 

(b) Review of bond coverage. (1) The 
board of directors of each corporate 
credit union shall, at least annually, 
carefully review the bond coverage in 
force to determine its adequacy in rela-
tion to risk exposure and to the min-
imum requirements in this section. 

(2) The board of directors of each cor-
porate credit union must review all ap-
plications for purchase or renewal of 
its fidelity bond coverage. After re-
view, the credit union’s board must 
pass a resolution approving the pur-
chase or renewal of fidelity bond cov-
erage and delegate one member of the 
board, who is not an employee of the 
credit union, to sign the purchase or 
renewal agreement and all attach-
ments; provided, however, that no 
board members may be a signatory on 
consecutive purchase or renewal agree-
ments for the same fidelity bond cov-
erage policy. 

(c) Minimum coverage; approved forms. 
(1) The fidelity bond coverage must be 
purchased from a company holding a 
certificate of authority from the Sec-
retary of the Treasury. 

(2) Fidelity bonds must provide cov-
erage for the fraud and dishonesty of 
all employees, directors, officers, and 
supervisory and credit committee 
members. 

(3) The NCUA Board must approve all 
bond forms before a corporate credit 

union may use them. Corporate credit 
unions may not use any bond form that 
has been amended since the time the 
NCUA Board approved the form or any 
rider, endorsement, renewal, or other 
document that limits coverage of ap-
proved bond forms without receiving 
approval from the NCUA Board. Ap-
proval on all bond forms expires 10 
years after the date the NCUA Board 
approved or reapproved use of the bond 
form unless otherwise determined by 
the NCUA Board; provided, however, 
that any bond forms approved before 
2019 will expire on January 1, 2029, un-
less otherwise determined by the NCUA 
Board. The NCUA reserves the right to 
review a bond form at any point after 
its approval. 

(4) Fidelity bonds must include an 
option for the liquidating agent to pur-
chase coverage in the event of an invol-
untary liquidation that extends the 
discovery period for a covered loss for 
at least one year after liquidation. In 
the case of a voluntary liquidation, fi-
delity bonds must remain in effect, or 
provide that the discovery period is ex-
tended, for at least four months after 
the final distribution of assets. 

(5) Notwithstanding the foregoing, all 
bonds must include a provision, in a 
form approved by the NCUA Board, re-
quiring written notification by surety 
to NCUA: 

(i) When the fidelity bond of a credit 
union is terminated in its entirety; 

(ii) When fidelity bond coverage is 
terminated, by issuance of a written 
notice, on an employee, director, offi-
cer, supervisory or credit committee 
member; or 

(iii) When a deductible is increased 
above permissible limits. Said notifica-
tion shall be sent to NCUA and shall 
include a brief statement of cause for 
termination or increase. 

(d) Minimum coverage amounts. (1) The 
minimum amount of bond coverage 
will be computed based on the cor-
porate credit union’s daily average net 
assets for the preceding calendar year. 
The following table lists the minimum 
requirements: 

Daily average net assets 
Minimum 

bond 
(million) 

Less than $50 million ........................................ $1.0 
$50–$99 million ................................................. 2.0 
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