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§713.6

(2) The total amount of the federally
insured credit union’s money in transit
in any one shipment.

(3) Increased coverage is not required
pursuant to paragraph (c) of this sec-
tion, however, when the federally in-
sured credit union temporarily in-
creased its cash fund because of un-
usual events which cannot reasonably
be expected to recur.

(d) Any aggregate limit of liability
provided for in a fidelity bond policy
must be at least twice the single loss
limit of liability. This requirement
does not apply to optional insurance
coverage.

(e) Any proposal to reduce a federally
insured credit union’s required bond
coverage must be approved in writing
by the NCUA Board at least twenty
days in advance of the proposed effec-
tive date of the reduction.

[64 FR 28720, May 27, 1999, as amended at 70
FR 61716, Oct. 26, 2005; 84 FR 35525, July 24,
2019]

§713.6 What is the permissible deduct-
ible?

(a)(1) The maximum amount of al-
lowable deductible is computed based
on a federally insured credit union’s
asset size and capital level, as follows:

Assets Maximum deductible
$0 to $100,000 ....... No deductible allowed.
$100,001 to $1,000.

$250,000.
$250,000 to $2,000.
$1,000,000.

Over $1,000,000 .... | $2,000 plus 1/1000 of total assets up
to a maximum of $200,000; for credit
unions that have received a com-
posite CAMELS rating of “1” or “2”
for the last two (2) full examinations
and maintained a capital classifica-
tion of “well capitalized” under part
702 of this chapter for the six (6) im-
mediately preceding quarters the
maximum deductible is $1,000,000.

(2) The deductibles may apply to one
or more insurance clauses in a policy.
Any deductibles in excess of the above
amounts must receive the prior written
permission of the NCUA Board.

(b) A deductible may not exceed 10
percent of a federally insured credit
union’s Regular Reserve unless a sepa-
rate Contingency Reserve is set up for
the excess. In computing the maximum
deductible, valuation accounts such as
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the allowance for loan losses cannot be
considered.

(c) A federally insured credit union
that has received a composite CAMELS
rating of ““1” or *‘2” for the last two (2)
full examinations and maintained a
capital classification of ‘‘well capital-
ized”” under part 702 of this chapter for
the six (6) immediately preceding quar-
ters is eligible to qualify for a deduct-
ible in excess of $200,000. The federally
insured credit union’s eligibility is de-
termined based on it having assets in
excess of $1 million as reflected in its
most recent year-end 5300 call report. A
federally insured credit union that pre-
viously qualified for a deductible in ex-
cess of $200,000, but that subsequently
fails to qualify based on its most re-
cent year-end 5300 call report because
either its assets have decreased or it no
longer meets the capital requirements
of this paragraph or fails to meet the
CAMELS rating requirements of this
paragraph as determined by its most
recent examination report, must ob-
tain the coverage otherwise required
by paragraph (b) of this section within
30 days of filing its year-end call report
and must notify the appropriate NCUA
regional office in writing of its changed
status and confirm that it has obtained
the required coverage.

[64 FR 28720, May 27, 1999, as amended at 70
FR 61716, Oct. 26, 2005; 77 FR 31992, May 31,
2012; 80 FR 66723, Oct. 29, 2015; 84 FR 35525,
July 24, 2019; 86 FR 59289, Oct. 27, 2021]

§713.7 May the NCUA Board require a
federally insured credit union to se-
cure additional insurance cov-
erage?

The NCUA Board may require addi-
tional coverage when the NCUA Board
determines that a federally insured
credit union’s current coverage is inad-
equate. The federally insured -credit
union must purchase this additional
coverage within 30 days.

[84 FR 35525, July 24, 2019]
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714.4 What are the lease requirements?

714.5 What is required if you rely on an esti-
mated residual value greater than 25% of
the original cost of the leased property?

714.6 Are you required to retain salvage
powers over the leased property?

714.7 What are the insurance requirements
applicable to leasing?

714.8 Are the early payment provisions, or
interest rate provisions, applicable in
leasing arrangements?

714.9 [Reserved]

714.10 What other laws must you comply
with when engaged in leasing?

AUTHORITY: 12 U.S.C. 1756, 1757, 1766, 1785,
1789.

SOURCE: 656 FR 34585, May 31, 2000, unless
otherwise noted.

§714.1 What does this part cover?

This part covers the standards and
requirements that you, a federal credit
union, must follow when engaged in
the leasing of personal property.

§714.2 What are the permissible leas-
ing arrangements?

(a) You may engage in direct leasing.
In direct leasing, you purchase per-
sonal property from a vendor, becom-
ing the owner of the property at the re-
quest of your member, and then lease
the property to that member.

(b) You may engage in indirect leas-
ing as described under §701.21(c)(9) of
this chapter. In indirect leasing, a
third party leases property to your
member and you then purchase that
lease from the third party for the pur-
pose of leasing the property to your
member. You do not have to purchase
the leased property if you comply with
the requirements of §714.3.

(c) You may engage in open-end leas-
ing. In an open-end lease, your member
assumes the risk and responsibility for
any difference in the estimated resid-
ual value and the actual value of the
property at lease end.

(d) You may engage in closed-end
leasing. In a closed-end lease, you as-
sume the risk and responsibility for
any difference in the estimated resid-
ual value and the actual value of the
property at lease end. However, your
member is always responsible for any
excess wear and tear and excess mile-

§714.4

age charges as established under the
lease.

[66 FR 34585, May 31, 2000, as amended at 88
FR 67601, Sept. 29, 2023]

§714.3 Must you own the leased prop-
erty in an indirect leasing arrange-
ment?

You do not have to own the leased
property in an indirect leasing arrange-
ment if:

(a) You obtain a full assignment of
the lease. A full assignment is the as-
signment of all the rights, interests,
obligations, and title in a lease to you,
that is, you become the owner of the
lease;

(b) You are named as the
lienholder of the leased property;

(c) You receive a security agreement,
signed by the leasing company, grant-
ing you a sole lien in the leased prop-
erty and the right to take possession
and dispose of the leased property in
the event of a default by the lessee, a
default in the leasing company’s obli-
gations to you, or a material adverse
change in the leasing company’s finan-
cial condition; and

(d) You take all necessary steps to
record and perfect your security inter-
est in the leased property. Your state’s
Commercial Code may treat the auto-
mobiles as inventory, and require a fil-
ing with the Secretary of State.

sole

§714.4 What are the lease require-
ments?

(a) Your lease must be a net lease. In
a net lease, your member assumes all
the burdens of ownership including
maintenance and repair, licensing and
registration, taxes, and insurance;

(b) Your lease must be a full payout
lease. In a full payout lease, you must
reasonably expect to recoup your en-
tire investment in the leased property,
plus the estimated cost of financing,
from the lessee’s payments and the es-
timated residual value of the leased
property at the expiration of the lease
term; and

(c) The amount of the estimated re-
sidual value you rely upon to satisfy
the full payout lease requirement may
not exceed 25% of the original cost of
the leased property unless the amount
above 25% is guaranteed. Estimated re-
sidual value is the projected value of
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§714.5

the leased property at lease end. Esti-
mated residual value must be reason-
able in light of the nature of the leased
property and all circumstances rel-
evant to the leasing arrangement.

§714.5 What is required if you rely on
an estimated residual value greater
than 25% of the original cost of the
leased property?

If the amount of the estimated resid-
ual value you rely upon to satisfy the
full payout lease requirement of
§714.4(b) exceeds 25% of the original
cost of the leased property, a finan-
cially capable party must guarantee
the excess. The guarantor may be the
manufacturer. The guarantor may also
be an insurance company with an A.M.
Best rating of at least a B + , or with
at least the equivalent of an A.M. Best
B + rating from another major rating
company. You must obtain or have on
file financial documentation dem-
onstrating that the guarantor has the
resources to meet the guarantee.

§714.6 Are you required to retain sal-
vage powers over the leased prop-
erty?

You must retain salvage powers over
the leased property. Salvage powers
protect you from a loss and provide
you with the power to take action if
there is an unanticipated change in
conditions that threatens your finan-
cial position by significantly increas-
ing your exposure to risk. Salvage pow-
ers allow you:

(a) As the owner and lessor, to take
reasonable and appropriate action to
salvage or protect the value of the
property or your interests arising
under the lease; or

(b) As the assignee of a lease, to be-
come the owner and lessor of the leased
property pursuant to your contractual
rights, or take any reasonable and ap-
propriate action to salvage or protect
the value of the property or your inter-
ests arising under the lease.

§714.7 What are the insurance re-
quirements applicable to leasing?

(a) You must maintain a contingent
liability insurance policy with an en-
dorsement for leasing or be named as
the co-insured if you do not own the
leased property. Contingent liability
insurance protects you should you be
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sued as the owner of the leased prop-
erty. You must use an insurance com-
pany with a nationally recognized in-
dustry rating of at least a B + .

(b) Your member must carry the nor-
mal liability and property insurance on
the leased property. You must be
named as an additional insured on the
liability insurance policy and as the
loss payee on the property insurance
policy.

§714.8 Are the early payment provi-
sions, or interest rate provisions,
applicable in leasing arrangements?

You are not subject to the early pay-
ment provisions set forth in
§701.21(c)(6) of this chapter. You are
also not subject to the interest rate
provisions in §701.21(c)(7).

§714.9 [Reserved]

§714.10 What other laws must you
comply with when engaged in leas-
ing?

You must comply with the Consumer
Leasing Act, 15 U.S.C. 1667-67f, and its
implementing regulation, Regulation
M, 12 CFR part 1013. You must comply
with state laws on consumer leasing,
but only to the extent that the state
leasing laws are consistent with the
Consumer Leasing Act, 15 U.S.C. 1667e,
or provide the member with greater
protections or benefits than the Con-
sumer Leasing Act. You are also sub-
ject to the lending rules set forth in
§701.21 of this chapter, except as pro-
vided in §§714.8 and 714.9 of this part.
The lending rules in §701.21 address the
preemption of other state and federal
laws that impact on credit trans-
actions.

[66 FR 34585, May 31, 2000, as amended at 77
FR 71085, Nov. 29, 2012]

PART 715—SUPERVISORY COM-

MITTEE AUDITS AND
VERIFICATIONS
Sec.

715.1 Scope of this part.

715.2 Definitions used in this part.

715.3 General responsibilities of the Super-
visory Committee.

715.4 Audit responsibility of the Super-
visory Committee.

715.5 Audit of Federal Credit Unions.
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