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test set forth in paragraph (d) of this section 
violates the limits established in that para-
graph, or the corporate credit union is un-
able to satisfy the tests in paragraphs (f) or 
(g) of this section; and 

(ii) The corporate cannot adjust its balance 
sheet so as to satisfy the requirements of 
paragraphs (d), (f), or (g) of this section with-
in 10 calendar days after detecting the viola-
tion, then: 

(iii) The operating management of the cor-
porate credit union must immediately report 
this information to its board of directors, su-
pervisory committee, and the NCUA. 

(2) If any violation described in paragraph 
(j)(1)(i) persists for 30 or more calendar days, 
the corporate credit union: 

(i) Must immediately submit a detailed, 
written action plan to the NCUA that sets 
forth the time needed and means by which it 
intends to correct the violation and, if the 
NCUA determines that the plan is unaccept-
able, the corporate credit union must imme-
diately restructure its balance sheet to bring 
the exposure back within compliance or ad-
here to an alternative course of action deter-
mined by the NCUA; and 

(ii) If presently categorized as adequately 
capitalized or well capitalized for PCA pur-
poses, immediately be recategorized as 
undercapitalized until the violation is cor-
rected, and 

(iii) If presently less than adequately cap-
italized, immediately be downgraded one ad-
ditional capital category. 

(k) Overall limit on business generated from 
individual credit unions. On or after April 22, 
2013, a corporate credit union is prohibited 
from accepting from any member, or any 
nonmember credit union, any investment, 
including shares, loans, PCC, or NCAs if, fol-
lowing that investment, the aggregate of all 
investments from that entity in the cor-
porate would exceed 15 percent of the cor-
porate credit union’s moving daily average 
net assets. 

§ 704.9 Liquidity management. 

(a) General. In the management of li-
quidity, a corporate credit union must: 

(1) Evaluate the potential liquidity 
needs of its membership in a variety of 
economic scenarios; 

(2) Regularly monitor sources of in-
ternal and external liquidity; 

(3) Demonstrate that the accounting 
classification of investment securities 
is consistent with its ability to meet 
potential liquidity demands; and 

(4) Develop a contingency funding 
plan that addresses alternative funding 
strategies in successively deteriorating 
liquidity scenarios. The plan must: 

(i) List all sources of liquidity, by 
category and amount, that are avail-
able to service an immediate outflow of 
funds in various liquidity scenarios; 

(ii) Analyze the impact that poten-
tial changes in fair value will have on 
the disposition of assets in a variety of 
interest rate scenarios; and 

(iii) Be reviewed by the board or an 
appropriate committee no less fre-
quently than annually or as market or 
business conditions dictate. 

(b) Borrowing. A corporate credit 
union may borrow up to 10 times cap-
ital or 50 percent of shares (excluding 
shares created by the use of member 
reverse repurchase agreements) and 
capital, whichever is greater. CLF bor-
rowings and borrowed funds created by 
the use of member reverse repurchase 
agreements are excluded from this 
limit. The corporate credit union must 
demonstrate that sufficient contingent 
sources of liquidity remain available. 

EFFECTIVE DATE NOTE: At 75 FR 64843, Oct. 
20, 2010, § 704.9 was revised, effective Jan. 18, 
2011. For the convenience of the user, the re-
vised text is set forth as follows: 

§ 704.9. Liquidity management. 
(a) General. In the management of liquid-

ity, a corporate credit union must: 
(1) Evaluate the potential liquidity needs 

of its membership in a variety of economic 
scenarios; 

(2) Regularly monitor and demonstrate ac-
cessibility to sources of internal and exter-
nal liquidity; 

(3) Keep a sufficient amount of cash and 
cash equivalents on hand to support its pay-
ment system obligations; 

(4) Demonstrate that the accounting clas-
sification of investment securities is con-
sistent with its ability to meet potential li-
quidity demands; and 

(5) Develop a contingency funding plan 
that addresses alternative funding strategies 
in successively deteriorating liquidity sce-
narios. The plan must: 

(i) List all sources of liquidity, by category 
and amount, that are available to service an 
immediate outflow of funds in various liquid-
ity scenarios; 

(ii) Analyze the impact that potential 
changes in fair value will have on the dis-
position of assets in a variety of interest 
rate scenarios; and 

(iii) Be reviewed by the board or an appro-
priate committee no less frequently than an-
nually or as market or business conditions 
dictate. 

(b) Borrowing limits. A corporate credit 
union may borrow up to the lower of 10 times 
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capital or 50 percent of capital and shares 
(excluding shares created by the use of mem-
ber reverse repurchase agreements). 

(1) Secured borrowings. A corporate credit 
union may borrow on a secured basis for li-
quidity purposes, but the maturity of the 
borrowing may not exceed 30 days. Only a 
credit union with core capital in excess of 
five percent of its moving DANA may borrow 
on a secured basis for nonliquidity purposes, 
and the outstanding amount of secured bor-
rowing for nonliquidity purposes may not ex-
ceed an amount equal to the difference be-
tween core capital and five percent of mov-
ing DANA. 

(2) Exclusions. CLF borrowings and bor-
rowed funds created by the use of member re-
verse repurchase agreements are excluded 
from this limit. 

§ 704.10 Investment action plan. 

(a) Any corporate credit union in pos-
session of an investment, including a 
derivative, that fails to meet a require-
ment of this part must, within 30 cal-
endar days of the failure, report the 
failed investment to its board of direc-
tors, supervisory committee and the 
OCCU Director. If the corporate credit 
union does not sell the failed invest-
ment, and the investment continues to 
fail to meet a requirement of this part, 
the corporate credit union must, with-
in 30 calendar days of the failure, pro-
vide to the OCCU Director a written 
action plan that addresses: 

(1) The investment’s characteristics 
and risks; 

(2) The process to obtain and ade-
quately evaluate the investment’s mar-
ket pricing, cash flows, and risk; 

(3) How the investment fits into the 
credit union’s asset and liability man-
agement strategy; 

(4) The impact that either holding or 
selling the investment will have on the 
corporate credit union’s earnings, li-
quidity, and capital in different inter-
est rate environments; and 

(5) The likelihood that the invest-
ment may again pass the requirements 
of this part. 

(b) The OCCU Director may require, 
for safety and soundness reasons, a 
shorter time period for plan develop-
ment than that set forth in paragraph 
(a) of this section. 

(c) If the plan described in paragraph 
(a) of this section is not approved by 
the OCCU Director, the credit union 

must adhere to the OCCU Director’s di-
rected course of action. 

[62 FR 12938, Mar. 19, 1997, as amended at 67 
FR 65656, 65659, Oct. 25, 2002] 

§ 704.11 Corporate Credit Union Serv-
ice Organizations (Corporate 
CUSOs). 

(a) A corporate CUSO is an entity 
that: 

(1) Is at least partly owned by a cor-
porate credit union; 

(2) Primarily serves credit unions; 
(3) Restricts its services to those re-

lated to the normal course of business 
of credit unions; and 

(4) Is structured as a corporation, 
limited liability company, or limited 
partnership under state law. 

(b) Investment and loan limitations. (1) 
The aggregate of all investments in 
member and nonmember corporate 
CUSOs must not exceed 15 percent of a 
corporate credit union’s capital. 

(2) The aggregate of all investments 
in and loans to member and non-
member corporate CUSOs must not ex-
ceed 30 percent of a corporate credit 
union’s capital. A corporate credit 
union may lend to member and non-
member corporate CUSOs an additional 
15 percent of capital if the loan is 
collateralized by assets in which the 
corporate has a perfected security in-
terest under state law. 

(3) If the limitations in paragraphs 
(b)(1) and (b)(2) of this section are 
reached or exceeded because of the 
profitability of the CUSO and the re-
lated GAAP valuation of the invest-
ment under the equity method without 
an additional cash outlay by the cor-
porate, divestiture is not required. A 
corporate credit union may continue to 
invest up to the regulatory limit with-
out regard to the increase in the GAAP 
valuation resulting from the corporate 
CUSO’s profitability. 

(c) Due diligence. A corporate credit 
union must comply with the due dili-
gence requirements of §§ 723.5 and 
723.6(f) through (j) of this chapter for 
all loans to corporate CUSOs. This re-
quirement does not apply to loans ex-
cluded under § 723.1(b). 

(d) Separate entity. (1) A corporate 
CUSO must be operated as an entity 
separate from a corporate credit union. 
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