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Interlocks Act with respect to feder-
ally insured credit unions, and may
refer any case of a prohibited inter-
locking relationship involving these
entities to the Attorney General of the
United States to enforce compliance
with the Interlocks Act and this part.

PART 712—CREDIT UNION SERVICE
ORGANIZATIONS (CUSOs)

Sec.
712.1 What does this part cover?
712.2 How much can a Federal credit union

(FCU) invest in, or loan to, CUSOs, and
what parties may be involved?

712.3 What are the characteristics of and
what requirements apply to CUSOs?

712.4 What must an FCU and a CUSO do to
maintain separate corporate identities?

712.5 What activities and services are
preapproved for CUSOs?

712.6 What activities and services are pro-
hibited for CUSOs?

712.7 What must an FCU do to add activities
or services that are not preapproved?

712.8 What transaction and compensation
limits might apply to individuals related
to both an FCU and a CUSO?

712.9 When must an FCU begin compliance
with this part?

AUTHORITY: 12 U.S.C. 1756, 1757(5)(D) and
(7)(I), 1766, 1782, 1784, 1785, and 1786.

SOURCE: 63 FR 10756, Mar. 5, 1998, unless
otherwise noted.

§ 712.1 What does this part cover?
This part establishes when a Federal

credit union (FCU) can invest in and
make loans to CUSOs. CUSOs are sub-
ject to review by NCUA. This part does
not apply to corporate credit unions
that have CUSOs subject to § 704.11 of
this title. This part does not apply to
state-chartered credit unions or the
subsidiaries of state-chartered credit
unions that do not have FCU invest-
ments or loans.

§ 712.2 How much can an FCU invest
in, or loan to, CUSOs, and what par-
ties may be involved?

(a) Investments. An FCU’s total in-
vestments in CUSOs must not exceed,
in the aggregate, 1% of its paid-in and
unimpaired capital and surplus as of its
last calendar year-end financial report.
For purposes of paragraphs (a) and (b)
of this section, ‘‘paid-in and
unimpaired capital and surplus’’ means
shares and undivided earnings. An FCU

can only invest in a CUSO as an
equityholder of a corporation, as a
member of a limited liability company,
or as a limited partner of a limited
partnership.

(b) Loans. An FCU’s total loans to
CUSOs must not exceed, in the aggre-
gate, 1% of its paid-in and unimpaired
capital and surplus as of its last cal-
endar year-end financial report. Loan
authority is independent and separate
from the 1% investment authority of
subsection (a) of this section.

(c) Parties. An FCU may invest in, or
loan to, a CUSO by itself, or with other
credit unions, or with non-depository
institution parties not otherwise pro-
hibited by § 712.6 of this part.

§ 712.3 What are the characteristics of
and what requirements apply to
CUSOs?

(a) Structure. An FCU can invest in or
loan to a CUSO only if the CUSO is
structured as a corporation, limited li-
ability company, or limited partner-
ship. For purposes of this part, ‘‘cor-
poration’’ means a legally incorporated
corporation as established and main-
tained under relevant state law. For
purposes of this part, ‘‘limited partner-
ship’’ means a legally established lim-
ited partnership as established and
maintained under relevant state law.
For purposes of this part, ‘‘limited li-
ability company’’ means a legally es-
tablished limited liability company as
established and maintained under rel-
evant state law, provided that the FCU
obtains written legal advice that the
limited liability company is a recog-
nized legal entity under the applicable
laws of the state of formation and that
the limited liability company is estab-
lished in a manner that will limit po-
tential exposure of the FCU to no more
than the amount of funds invested in,
or loaned to, the CUSO.

(b) Customer base. An FCU can invest
in or loan to a CUSO only if the CUSO
primarily serves credit unions, its
membership, or the membership of
credit unions contracting with the
CUSO. However, if in order for the
CUSO to provide a permissible service
it is necessary for the CUSO to own
stock in a service provider not meeting
the customer base requirement, then
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the CUSO can buy and own the mini-
mal amount of service provider stock
necessary to provide the service with-
out violating the customer base re-
quirement.

(c) Federal credit union accounting. An
FCU must account for its investments
in or loans to a CUSO in conformity
with ‘‘generally accepted accounting
principles’’ (GAAP).

(d) CUSO accounting; audits and finan-
cial statements; NCUA access to informa-
tion. An FCU must obtain written
agreements from a CUSO, prior to in-
vesting in or lending to the CUSO, that
the CUSO will:

(1) Account for all its transactions in
accordance with GAAP;

(2) Prepare quarterly financial state-
ments and obtain an annual opinion
audit, by a licensed Certified Public
Accountant, on its financial state-
ments in accordance with ‘‘generally
accepted auditing standards’’ (GAAS);
and

(3) Provide NCUA and its representa-
tives with complete access to any
books and records of the CUSO and the
ability to review CUSO internal con-
trols, as deemed necessary by NCUA in
carrying out its responsibilities under
the Act.

(e) Other laws. A CUSO must comply
with applicable Federal, state and local
laws.

§ 712.4 What must an FCU and a CUSO
do to maintain separate corporate
identities?

(a) Corporate separateness. An FCU
and a CUSO must be operated in a
manner that demonstrates to the pub-
lic the separate corporate existence of
the FCU and the CUSO. Good business
practices dictate that each must oper-
ate so that:

(1) Its respective business trans-
actions, accounts, and records are not
intermingled;

(2) Each observes the formalities of
its separate corporate procedures;

(3) Each is adequately financed as a
separate unit in the light of normal ob-
ligations reasonably foreseeable in a
business of its size and character;

(4) Each is held out to the public as
a separate enterprise;

(5) The FCU does not dominate the
CUSO to the extent that the CUSO is

treated as a department of the FCU;
and

(6) Unless the FCU has guaranteed a
loan obtained by the CUSO, all borrow-
ings by the CUSO indicate that the
FCU is not liable.

(b) Legal opinion. Prior to an FCU in-
vesting in a CUSO, the FCU must ob-
tain written legal advice as to whether
the CUSO is established in a manner
that will limit potential exposure of
the FCU to no more than the loss of
funds invested in, or lent to, the CUSO.
In addition, if a CUSO in which an FCU
has an investment plans to change its
structure under § 712.3(a), an FCU must
also obtain prior, written legal advice
that the CUSO will remain established
in a manner that will limit potential
exposure of the FCU to no more than
the loss of funds invested in, or loaned
to, the CUSO. The legal advice must
address factors that have led courts to
‘‘pierce the corporate veil’’ such as in-
adequate capitalization, lack of sepa-
rate corporate identity, common
boards of directors and employees, con-
trol of one entity over another, and
lack of separate books and records. The
legal advice may be provided by inde-
pendent legal counsel of the investing
FCU or the CUSO.

§ 712.5 What activities and services are
preapproved for CUSOs?

NCUA may at any time, based upon
supervisory, legal, or safety and sound-
ness reasons, limit any CUSO activities
or services, or refuse to permit any
CUSO activities or services. Otherwise,
an FCU may invest in, loan to, and/or
contract with only those CUSOs that
are sufficiently bonded or insured for
their specific operations and only pro-
vide one or more of the following ac-
tivities and services related to the rou-
tine, daily operations of credit unions:

(a) Checking and currency services:
(1) Check cashing;
(2) Coin and currency services; and
(3) Money order, savings bonds, trav-

elers checks, and purchase and sale of
U.S. Mint commemorative coins serv-
ices;

(b) Clerical, professional and manage-
ment services:

(1) Accounting services;
(2) Courier services;
(3) Credit analysis;
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(4) Facsimile transmissions and copy-
ing services;

(5) Internal audits for credit unions;
(6) Locator services;
(7) Management and personnel train-

ing and support;
(8) Marketing services;
(9) Research services; and
(10) Supervisory committee audits;
(c) Consumer mortgage loan origination;
(d) Electronic transaction services:
(1) Automated teller machine (ATM)

services;
(2) Credit card and debit card serv-

ices;
(3) Data processing;
(4) Electronic fund transfer (EFT)

services;
(5) Electronic income tax filing;
(6) Payment item processing;
(7) Wire transfer services; and
(8) Cyber financial services;
(e) Financial counseling services:
(1) Developing and administering In-

dividual Retirement Accounts (IRA),
Keogh, deferred compensation, and
other personnel benefit plans;

(2) Estate planning;
(3) Financial planning and counsel-

ing;
(4) Income tax preparation;
(5) Investment counseling; and
(6) Retirement counseling;
(f) Fixed asset services:
(1) Management, development, sale,

or lease of fixed assets; and
(2) Sale, lease, or servicing of com-

puter hardware or software;
(g) Insurance brokerage or agency:
(1) Agency for sale of insurance;
(2) Provision of vehicle warranty pro-

grams; and
(3) Provision of group purchasing pro-

grams;
(h) Leasing:
(1) Personal property; and
(2) Real estate leasing of excess

CUSO property;
(i) Loan support services:
(1) Debt collection services;
(2) Loan processing, servicing, and

sales; and
(3) Sale of repossessed collateral;
(j) Record retention, security and disas-

ter recovery services:
(1) Alarm-monitoring and other secu-

rity services;
(2) Disaster recovery services;

(3) Microfilm, microfiche, optical and
electronic imaging, CD–ROM data stor-
age and retrieval services;

(4) Provision of forms and supplies;
and

(5) Record retention and storage;
(k) Securities brokerage services;
(l) Shared credit union branch (service

center) operations;
(m) Student loan origination;
(n) Travel agency services; and
(o) Trust and trust-related services:
(1) Acting as administrator for pre-

paid legal service plans;
(2) Acting as trustee, guardian, con-

servator, estate administrator, or in
any other fiduciary capacity; and

(3) Trust services.

§ 712.6 What activities and services are
prohibited for CUSOs?

(a) General. CUSOs must not acquire
control of, either directly or indirectly,
another depository financial institu-
tion, nor invest in shares, stocks, or
obligations of an insurance company,
trade association, liquidity facility or
similar organization, corporation, or
association.

(b) Real estate brokerage CUSO. An
FCU may not invest in, or loan to, a
CUSO engaged in real estate brokerage
services after April 1, 1998, except as
provided in § 712.9.

§ 712.7 What must an FCU do to add
activities or services that are not
preapproved?

In order for an FCU to invest in and/
or loan to a CUSO that offers an
unpreapproved activity or service, the
FCU must first receive NCUA Board
approval. The request for NCUA Board
approval of an unpreapproved activity
or service must include a full expla-
nation and complete documentation of
the activity or service and how that ac-
tivity or service is associated with rou-
tine credit union operations. The re-
quest must be submitted jointly to
your Regional Office and to the Sec-
retary of the Board. The request will be
treated as a petition to amend § 712.5
and NCUA will request public comment
or otherwise act on the petition within
60 days after receipt.
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§ 712.8 What transaction and com-
pensation limits might apply to in-
dividuals related to both an FCU
and a CUSO?

(a) Officials and Senior Management
Employees. The officials, senior man-
agement employees, and their imme-
diate family members of an FCU that
has outstanding loans or investments
in a CUSO must not receive any salary,
commission, investment income, or
other income or compensation from the
CUSO either directly or indirectly, or
from any person being served through
the CUSO. This provision does not pro-
hibit such FCU officials or senior man-
agement employees from assisting in
the operation of a CUSO, provided the
officials or senior management em-
ployees are not compensated by the
CUSO. Further, the CUSO may reim-
burse the FCU for the services provided
by such FCU officials and senior man-
agement employees only if the account
receivable of the FCU due from the
CUSO is paid in full at least every 120
days. For purposes of this paragraph
(a), ‘‘official’’ means affiliated credit
union directors or committee mem-
bers. For purposes of this paragraph
(a), ‘‘senior management employee’’
means affiliated credit union chief ex-
ecutive officer (typically this individ-
ual holds the title of President or
Treasurer/Manager), any assistant
chief executive officers (e.g. Assistant
President, Vice President, or Assistant
Treasurer/Manager) and the chief fi-
nancial officer (Comptroller). For pur-
poses of this paragraph (a), ‘‘immediate
family member’’ means a spouse or
other family members living in the
same household.

(b) Employees. The prohibition con-
tained in paragraph (a) of this section
also applies to FCU employees not oth-
erwise covered if the employees are di-
rectly involved in dealing with the
CUSO unless the FCU’s board of direc-
tors determines that the FCU employ-
ees’ positions do not present a conflict
of interest.

(c) Others. All transactions with busi-
ness associates or family members of
FCU officials, senior management em-
ployees, and their immediate family
members, not specifically prohibited
by paragraphs (a) and (b) of this sec-

tion must be conducted at arm’s length
and in the interest of the FCU.

§ 712.9 When must an FCU comply
with this part?

(a) Investments. An FCU’s invest-
ments in CUSOs in existence prior to
April 1, 1998, must conform with this
part not later than April 1, 2001, unless
the Board grants prior approval to con-
tinue such investment for a stated pe-
riod.

(b) Loans. An FCU’s loans to CUSOs
in existence prior to April 1, 1998, must
conform with this part not later than
April 1, 2001, unless:

(1) The Board grants prior approval
to continue the FCU’s loan for a stated
period; or

(2) Under the terms of its loan agree-
ment, the FCU cannot require acceler-
ated repayment without breaching the
agreement.

PART 721—FEDERAL CREDIT UNION
INSURANCE AND GROUP PUR-
CHASING ACTIVITIES

Sec.
721.1 Authority.
721.2 Reimbursement.

AUTHORITY: 12 U.S.C. 1757(16), 1766 and 1789.

§ 721.1 Authority.

A Federal credit union may make in-
surance and group purchasing plans in-
volving outside vendors available to
the membership (including endorse-
ment), and may perform administra-
tive functions on behalf of the vendors.

[47 FR 44243, Oct. 7, 1982]

§ 721.2 Reimbursement.

(a) For purposes of paragraph (b) of
this section, the following definitions
shall apply:

(1) Dollar amount shall mean $4 per
single payment policy, $6 per combina-
tion policy, or $4 per annum for any
other type of policy; and

(2) Cost amount shall mean the total
of the direct and indirect costs to the
Federal credit union of any administra-
tive functions performed on behalf of
the vendor. The Federal credit union
must be able to justify this amount
using standard accounting procedures.
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