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the determination of any question af-
fecting his or her pecuniary interest or 
the pecuniary interest of any entity 
(other than the corporate credit union) 
in which he or she is interested, except 
if the matter involves general policy 
applicable to all members, such as set-
ting dividend or loan rates or fees for 
services. 

(2) An individual is ‘‘interested’’ in 
an entity if he or she: 

(i) Serves as a director, officer, or 
employee of the entity; 

(ii) Has a business, ownership, or de-
posit relationship with the entity; or 

(iii) Has a business, financial, or fa-
milial relationship with an individual 
whom he or she knows has a pecuniary 
interest in the entity. 

(3) In the event of the disqualifica-
tion of any directors, by operation of 
paragraph (c)(1) of this section, the re-
maining qualified directors present at 
the meeting, if constituting a quorum 
with the disqualified directors, may ex-
ercise, by majority vote, all the powers 
of the board with respect to the matter 
under consideration. Where all of the 
directors are disqualified, the matter 
must be decided by the members of the 
corporate credit union. 

(4) In the event of the disqualifica-
tion of any committee member by op-
eration of paragraph (c)(1) of this sec-
tion, the remaining qualified com-
mittee members, if constituting a 
quorum with the disqualified com-
mittee members, may exercise, by ma-
jority vote, all the powers of the com-
mittee with respect to the matter 
under consideration. Where all of the 
committee members are disqualified, 
the matter shall be decided by the 
board of directors. 

(e) Administration. (1) A corporate 
credit union shall be under the direc-
tion and control of its board of direc-
tors. While the board may delegate the 
performance of administrative duties, 
the board is not relieved of its respon-
sibility for their performance. The 
board may employ a chief executive of-
ficer who shall have such authority and 
such powers as delegated by the board 
to conduct business from day to day. 
Such chief executive officer must an-
swer solely to the board of the cor-
porate credit union, and may not be an 

employee of a credit union trade asso-
ciation. 

(2) The provisions of § 701.14 of this 
chapter apply to corporate credit 
unions, except that where ‘‘Regional 
Director’’ is used, read ‘‘NCUA Board.’’ 

[62 FR 12938, Mar. 19, 1997, as amended at 67 
FR 65657, Oct. 25, 2002; 75 FR 64844, Oct. 20, 
2010] 

§ 704.15 Audit and reporting require-
ments. 

(a) Annual reporting requirements—(1) 
Audited financial statements. A cor-
porate credit union must prepare an-
nual financial statements in accord-
ance with generally accepted account-
ing principles (GAAP), which must be 
audited by an independent public ac-
countant in accordance with generally 
accepted auditing standards. The an-
nual financial statements and regu-
latory reports must reflect all material 
correcting adjustments necessary to 
conform with GAAP that were identi-
fied by the corporate credit union’s 
independent public accountant. 

(2) Management report. Each corporate 
credit union must prepare, as of the 
end of the previous calendar year, an 
annual management report that con-
tains the following: 

(i) A statement of management’s re-
sponsibilities for preparing the cor-
porate credit union’s annual financial 
statements, for establishing and main-
taining an adequate internal control 
structure and procedures for financial 
reporting, and for complying with laws 
and regulations relating to safety and 
soundness in the following areas: affil-
iate transactions, legal lending limits, 
loans to insiders, restrictions on cap-
ital and share dividends, and regu-
latory reporting that meets full and 
fair disclosure; 

(ii) An assessment by management of 
the corporate credit union’s compli-
ance with such laws and regulations 
during the past calendar year. The as-
sessment must state management’s 
conclusion as to whether the corporate 
credit union has complied with the des-
ignated safety and soundness laws and 
regulations during the calendar year 
and disclose any noncompliance with 
the laws and regulations; and 

(iii) Beginning on and after January 
1, 2013, an assessment by management 
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of the effectiveness of the corporate 
credit union’s internal control struc-
ture and procedures as of the end of the 
past calendar year that must include 
the following: 

(A) A statement identifying the in-
ternal control framework used by man-
agement to evaluate the effectiveness 
of the corporate credit union’s internal 
control over financial reporting; 

(B) A statement that the assessment 
included controls over the preparation 
of regulatory financial statements in 
accordance with regulatory reporting 
instructions including identification of 
such regulatory reporting instructions; 
and 

(C) A statement expressing manage-
ment’s conclusion as to whether the 
corporate credit union’s internal con-
trol over financial reporting is effec-
tive as of the end of the previous cal-
endar year. Management must disclose 
all material weaknesses in internal 
control over financial reporting, if any, 
that it has identified that have not 
been remediated prior to the calendar 
year-end. Management may not con-
clude that the corporate credit union’s 
internal control over financial report-
ing is effective if there are one or more 
material weaknesses. 

(3) Management report signatures. The 
chief executive officer and either the 
chief accounting officer or chief finan-
cial officer of the corporate credit 
union must sign the management re-
port. 

(b) Independent public accountant—(1) 
Annual audit of financial statements. 
Each corporate credit union must en-
gage an independent public accountant 
to audit and report on its annual finan-
cial statements in accordance with 
generally accepted auditing standards. 
The scope of the audit engagement 
must be sufficient to permit such ac-
countant to determine and report 
whether the financial statements are 
presented fairly and in accordance with 
GAAP. A corporate credit union must 
provide its independent public account-
ant with a copy of its most recent Call 
Report and NCUA examination report. 
It must also provide its independent 
public accountant with copies of any 
notice that its capital category is 
being changed or reclassified and any 

correspondence from NCUA regarding 
compliance with this section. 

(2) Internal control over financial re-
porting. Beginning on and after Janu-
ary 1, 2014, the independent public ac-
countant who audits the corporate 
credit union’s financial statements 
must examine, attest to, and report 
separately on the assertion of manage-
ment concerning the effectiveness of 
the corporate credit union’s internal 
control structure and procedures for fi-
nancial reporting. The attestation and 
report must be made in accordance 
with generally accepted standards for 
attestation engagements. The account-
ant’s report must not be dated prior to 
the date of the management report and 
management’s assessment of the effec-
tiveness of internal control over finan-
cial reporting. Notwithstanding the re-
quirements set forth in applicable pro-
fessional standards, the accountant’s 
report must include the following: 

(i) A statement identifying the inter-
nal control framework used by the 
independent public accountant, which 
must be the same as the internal con-
trol framework used by management, 
to evaluate the effectiveness of the cor-
porate credit union’s internal control 
over financial reporting; 

(ii) A statement that the independent 
public accountant’s evaluation in-
cluded controls over the preparation of 
regulatory financial statements in ac-
cordance with regulatory reporting in-
structions including identification of 
such regulatory reporting instructions; 
and 

(iii) A statement expressing the inde-
pendent public accountant’s conclusion 
as to whether the corporate credit 
union’s internal control over financial 
reporting is effective as of the end of 
the previous calendar year. The report 
must disclose all material weaknesses 
in internal control over financial re-
porting that the independent public ac-
countant has identified that have not 
been remediated prior to the calendar 
year-end. The independent public ac-
countant may not conclude that the 
corporate credit union’s internal con-
trol over financial reporting is effec-
tive if there are one or more material 
weaknesses. 
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(3) Notice by accountant of termination 
of services. An independent public ac-
countant performing an audit under 
this part who ceases to be the account-
ant for a corporate credit union must 
notify NCUA in writing of such termi-
nation within 15 days after the occur-
rence of such event and set forth in 
reasonable detail the reasons for such 
termination. 

(4) Communications with supervisory 
committee. In addition to the require-
ments for communications with audit 
committees set forth in applicable pro-
fessional standards, the independent 
public accountant must report the fol-
lowing on a timely basis to the super-
visory committee: 

(i) All critical accounting policies 
and practices to be used by the cor-
porate credit union; 

(ii) All alternative accounting treat-
ments within GAAP for policies and 
practices related to material items 
that the independent public accountant 
has discussed with management, in-
cluding the ramifications of the use of 
such alternative disclosures and treat-
ments, and the treatment preferred by 
the independent public accountant; and 

(iii) Other written communications 
the independent public accountant has 
provided to management, such as a 
management letter or schedule of 
unadjusted differences. 

(5) Retention of working papers. The 
independent public accountant must 
retain the working papers related to 
the audit of the corporate credit 
union’s financial statements and, if ap-
plicable, the evaluation of the cor-
porate credit union’s internal control 
over financial reporting for seven years 
from the report release date, unless a 
longer period of time is required by 
law. 

(6) Independence. The independent 
public accountant must comply with 
the independence standards and inter-
pretations of the American Institute of 
Certified Public Accountants (AICPA). 

(7) Peer reviews and inspection reports. 
(i) Prior to commencing any services 
for a corporate credit union under this 
section, the independent public ac-
countant must have received a peer re-
view, or be enrolled in a peer review 
program, that meets acceptable guide-
lines. Acceptable peer reviews include 

peer reviews performed in accordance 
with the AICPA’s Peer Review Stand-
ards and inspections conducted by the 
Public Company Accounting Oversight 
Board (PCAOB). 

(ii) Within 15 days of receiving notifi-
cation that the AICPA has accepted a 
peer review or the PCAOB has issued 
an inspection report, or before com-
mencing any audit under this section, 
whichever is earlier, the independent 
public accountant must file a copy of 
the most recent peer review report and 
the public portion of the most recent 
PCAOB inspection report, if any, ac-
companied by any letters of comments, 
response, and acceptance, with NCUA if 
the report has not already been filed. 

(iii) Within 15 days of the PCAOB 
making public a previously nonpublic 
portion of an inspection report, the 
independent public accountant must 
file a copy of the previously nonpublic 
portion of the inspection report with 
NCUA. 

(c) Filing and notice requirements—(1) 
Annual Report. Each corporate credit 
union must, no later than 180 days 
after the end of the calendar year, file 
an Annual Report with NCUA con-
sisting of the following documents: 

(i) The audited comparative annual 
financial statements; 

(ii) The independent public account-
ant’s report on the audited financial 
statements; 

(iii) The management report; and 
(iv) The independent public account-

ant’s attestation report on manage-
ment’s assessment concerning the cor-
porate credit union’s internal control 
structure and procedures for financial 
reporting. 

(2) Public availability. The annual re-
port in paragraph (c)(1) of this section 
will be made available by NCUA for 
public inspection. 

(3) Independent public accountant’s let-
ters and reports. Each corporate credit 
union must file with NCUA a copy of 
any management letter or other report 
issued by its independent public ac-
countant with respect to such cor-
porate credit union and the services 
provided by such accountant pursuant 
to this part (except for the independent 
public accountant’s reports that are in-
cluded in the Annual Report) within 15 
days after receipt by the corporate 
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credit union. Such reports include, but 
are not limited to: 

(i) Any written communication re-
garding matters that are required to be 
communicated to the supervisory com-
mittee (for example, critical account-
ing policies, alternative accounting 
treatments discussed with manage-
ment, and any schedule of unadjusted 
differences); and 

(ii) Any written communication of 
significant deficiencies and material 
weaknesses in internal control required 
by the AICPA’s auditing standards. 

(4) Notice of engagement or change of 
accountants. Each corporate credit 
union that engages an independent 
public accountant, or that loses an 
independent public accountant through 
dismissal or resignation, must notify 
NCUA within 15 days after the engage-
ment, dismissal, or resignation. The 
corporate credit union must include 
with the notice a reasonably detailed 
statement of the reasons for any dis-
missal or resignation. The corporate 
credit union must also provide a copy 
of the notice to the independent public 
accountant at the same time the notice 
is filed with NCUA. 

(5) Notification of late filing. A cor-
porate credit union that is unable to 
timely file any part of its Annual Re-
port or any other report or notice re-
quired by this paragraph (c) must sub-
mit a written notice of late filing to 
NCUA. The notice must disclose the 
corporate credit union’s inability to 
timely file all or specified portions of 
its Annual Report or other report or 
notice and the reasons therefore in rea-
sonable detail. The late filing notice 
must also state the date by which the 
report or notice will be filed. The writ-
ten notice must be filed with NCUA be-
fore the deadline for filing the Annual 
Report or any other report or notice, as 
appropriate. NCUA may take appro-
priate enforcement action for failure to 
timely file any report, or notice of late 
filing, required by this section. 

(6) Report to Members. A corporate 
credit union must submit a prelimi-
nary Annual Report to the membership 
at the next calendar year’s annual 
meeting. 

(d) Supervisory committee.—(1) Com-
position. Each corporate credit union 
must establish a supervisory com-

mittee, all of whose members must 
independent. A committee member is 
independent if: 

(i) Neither the committee member, 
nor any immediate family member of 
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; 
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(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] 

§ 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- 

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 coverage. The board of 
directors of each corporate credit 
union shall, at least annually, care-
fully review the bond coverage in force 
to determine its adequacy in relation 
to risk exposure and to the minimum 
requirements in this section. 

(c) Minimum coverage; approved forms. 
Every corporate credit union will 
maintain bond coverage with a com-
pany holding a certificate of authority 
from the Secretary of the Treasury. All 
bond forms, and any riders and en-
dorsements which limit the coverage 
provided by approved bond forms, must 
receive the prior written approval of 
NCUA. Fidelity bonds must provide 
coverage for the fraud and dishonesty 
of all employees, directors, officers, 
and supervisory and credit committee 
members. Notwithstanding the fore-
going, all bonds must include a provi-
sion, in a form approved by NCUA, re-
quiring written notification by surety 
to NCUA: 

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

(2) When bond coverage is termi-
nated, by issuance of a written notice, 
on an employee, director, officer, su-
pervisory or credit committee member; 
or 

(3) When a deductible is increased 
above permissible limits. Said notifica-
tion shall be sent to NCUA and shall 
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