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Permissibility of Fedel
Investment in Shares"
Limited Term Instit,
Portfolio of Crite

edit Union
:riterion

Trust
Bond Fund

Dear Mr. Bisker:

On behalf of
("Criterion"), we
staff of the
"NCUA") concur ’
Limited Term Ins
of Criterion
investment

our
res

cl Criterion Funds, Inc.
llly request the opinion of the

.~dit Union Administration (the
)ur view that shares of the Criterion

ional Trust portfolio (the "Portfolio")
("the "Fund") would be a permissible

.,’ederal credit unions ("FCUs").

I.     Ba(

are

Fund is registered under the Investment Company
, as amended, as an open-end, diversified
investment company, and shares of the Portfolio

registered under the Securities Act of 1933, as amended.
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The Portfolio is one of four separate portfolios of invest-
ments of the Fund. As stated in the Portfolio’s preliminary
prospectus (the "Prospectus"), a copy of-which together with
the Portfolio’s preliminary Statement of Additional Informa-
tion (the "Statement of Additional Information") is annexed
here.to as Exhibit I, the investment objective of .~e Port-
f.ollo is to earn a high level of current incom~e~)sistent
wlth the preservation of capital and the mai~hce of
liquidity. The Po. rtfolio’s investments in p~it of this
investment objectlve are described below~riterion serves
as the investment adviser of the Portfo~l!~ursuant to an
investment advisory contract with t~e~rtfolio. A wholly-
owned subsidiary’of Criterion, Cri~6n Distributor,s,
Inc.,.serves as the d. istributor ~k~.~e. Portfolio’s shares.
Descrlptions of t.he Investment~<~ective and policies and
investment practlces and res~k~ions of the Portfolio are .
set fo. rth under the headi~Investment Objective and
Policles" and "Investme_n~Ak~actices and Restrictions" at -
pages 3 and 8 of the ~ectus and under the heading
"Investm~ent Practice~k~.~d Restrictions" at page B-10 of the
Statement of~Addi~nal ~nf.ormation. ¯

2. The Fed~VCredit Unlon Act and the
Rule~_n~Regulations of the NC..UA

S~ions 107(7) and 107(8) of the Federal Credit Union
Ac~~.S.C. §~ 1757(7) and.(8)] (the "Act") and Part 703
of h~NCUA Rules and Regulatlons (12 C.F.R. Part 703) (the
"NCUA Rules") are the pertinent provisions of federal law
regulating FCU investments and deposits, setting forth those
securities, deposits and other obligations in which FCUs may
invest.

We understand that, although not expressly stated in
the foregoing provisions, the NCUA takes the position that
an investment in shares of a mutual fund registered under the
Investment Company Act is considered to be permissible for a
FCU if, and only if, all of the investments and investment
practices of the fund would be permissible if made or engaged
in directly by the FCU. We also understand that the NCUA
takes the position that a fund’s prospectus or statement of
additional information must clearly establish that the
investment limitations of the Act and the NCUA Rules are
satisfied.
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o The Portfolio’s Investments

As noted above, the types of securities .in which the
invest areP.ortfolio may              set forth under the headingInvestment Objectiveand      Policies" at page 3 of the

Prospectus.. These are limited, as. a matter of fund~a~ntal
policy whlch may not be changed wlthout appr’oval ~k~ .
m=~,~v nf the Portfolio’s shareholders, to (1~k~atlons
L’~~-~r-fully guaranteed as to principal an~d~.~r.e.st by
the United States government; (2) obllgatio~ssue~ Dy or
fully guaranteed as to principal and inte3Ke~Y certain
enumerated agencies of the United .Stat~( 3) certificates
of deposit, time~ deposits and savln~k~_~ount, s of domestic
banks which are insured by the Fe~ Deposlt Insurahce
Corporation ("FDIC") or the Fed~~Savings and Loan Insurance
CorPoration ("FSLIC") ; and (4~~kers~’ accept, ance.s of. FDIC
¯-~red banks. In additioD~<%~ Portfolio’s inves~men_~...... ~-     ~ .... of therestrictions and pOlici~e~ set forun on page ~ -
Prospectus under the he~[ng "Investment Pract. ices and .
Restrictions", pe .rmi~t~e Portfolio to enter ~nto repurchaseagreements and r~r~ r~purchas.e agreement, s," to l.end .it.s

portfolio secures and to purchase securlties suDjec~ ~o
delayed set~m~t.              .

~’~ investment by FCUs 1n securities ~ssued or guar-
ante~k~ to principal and ihterest by the Unlted States
govern~ent is expressly permitted under §1757(7)(B) of the
Act. Similarly, §1757(7)(E) of the Act permits the direct
investment by FCUs in securities issued or guaranteed as to
principal and interest by the agencies of the United States

*    The Prospectus permits investments in obligations issued
by or fully guaranteed as to principal and interest by speci-
fied agencies and instrumentalities of the United States, and
in fact includes such obligations of The Federal Financing
Bank, an instrumentality of the United States, as a permissible
investment. However, The Federal Financing Bank has not
issued any obligations since the early 1970s, and those that
were issued have matured. Accordingly, while the Portfolio
does not anticipate that it will ever invest in such obliga-
tions, it hereby represents that it will not invest in such
obligations and will delete them from the Prospectus as a
permissible investment at the time the Fund’s registration
statement goes effective.
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enumerated in the Prospectus.* Accordingly, these two
would appear toclasses of the Portfolio’s investments be

permissible, direct investments by FCUs. " .

_
The Portfollo also intends to invest, in certlflcates’ ’ of

deposit, time deposits and savings accounts of F~ or FSLIC
insured banks. Under §1757(8) of the Act, FC~~ permitted
to make deposits directly in FDIC or FSLIC ~d banks.

toFinally, $703.3(i) of the NCUA Rul~rmits FCUs
invest directly in b.ankers’ acceptanc~ ~sued by banks whose
deposits are permisslble investmerk~r FCUs under $1757(8)
of the Act. Because the Fund w~k~mlt its banker.s’ accept-
ances to those issued by FDIC ~k~.~.ed ba.nks, we believe such
investments would be permis~’~h~ direct investments for FCUs
under the Act and the NC~~es.

It is our believer~in addition to pe~itting the -
forgoing inves~e~of the Portfolio, the Act.and the NCUA
Rules authori~ ~s to engage d~rectly in the ~nves~ent
practices wh~t~e Portfolio intends.to pursue. The repur-
chase agree~ in which the Portfollo would enter into
would i~v~ the purchase by the Portfolio of United States
goveI~e~ securities with an agreement to sell those secu-
~~at a future time to the original seller. The Port-
~~s practice in such transactlons, as d~sclosed in the
Pr6spectus, would be to purchase such securlties at or.~e~ow

the Portfolio’s inves~entthe market price. Under pol~c~es

*    Among the obligations identified in the Prospectus are
obligations issued by or fully guaranteed as to principal
and interest by the NCUA. The Act identifies the NCUA as an
agency of the United States. 12 U.S.C. §1752a(a). Although
obligations issued by or fully guaranteed as to principal
and interest by the NCUA are not specifically identified in
§1757(7)(E) of the Act as permissible direct investments for
FCUs, we believe such obligations are permissible investments
under the language of the §1757(7)(E) which permits invest-
ments in obligations "fully guaranteed as to principal and
interest by any other agency of the United States ....
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and practices, all repurchase agreements entered into by the
Portfolio constitute either investment-type repurchase
transactions within the meaning of $703.2(I)(~) or financial
institution-~type repurchase transactions within the meaning
of ~703.2(i)(2) of the NCUA Rules. For these reasons,~
are of the view that all repur.chase agreements entere~o
by the Portfolio would be permlssible direct invest~k~Vfor
FCUS pursuant to ~703.3(d) of the NCUA Rules. " ~k~2

Similarly, the Portfolio’s reverse re
would be permissible direct investments for
§703.3(e) of the NCUA Rules. As disclosed
the securities purchased with the proceed
reverse repurchase agreements will have
later than the settlement date for th,
t tans act ion.

)agreements
to

Prospectus,
the Portfolio’s

.y d~te not
repurchase

Although not Specifically ded for under the Act -
or the NCUA Rules, the Portfo ~ntends to engage in the
lending of its portfolio :res. The Portfolio’s policy,
as disclosed in the Pros , is that- all loans of securi-
ties must be secured at imes by cash or securities
issued or guaranteed United States government or its
agencies equal to ss than 100% of the market value,
determined daily, be securities loaned. Thus, the col-
lateral for all of the Portfolio’s securities will
consist of ca securities which are permissible direct
investments      ~CUs. We believe that in the absence of a
statutory or     ulatory prohibition, the lending by the
Portfolio of a security which is a permissible direct invest-
ment for a FCU in a transaction which is akin to a reverse
repurchase transaction (in itself a permissible investment
activity for a FCU) and which is collateralized by securi-
ties which are themselves permissible direct investments
for FCUs does not make the shares of the Portfolio an
impermissible investment for FCUs.

Finally, the Portfolio may engage in the practice of
purchasing securities in transactions subject to delayed
settlement. The settlement date for these transactions, as
disclosed in the Prospectus, will not occur later than the
29th day after the trade date. FCUs are permitted under
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~703.3(a) of the NCUA Rules to directly contract for the
purchase of a security provided that delivery occurs within
thirty days. from the trade date and the priceof the sec~r.ity
at the time of purchase is the market price. Because the
Portfolio’s policy is to purchase all securities subje~ct to
delayed settlement at the market price at the time
chase, we believe that such transactions would be_~^~P~sible
direct investments for FCUs.

4.--------C°nclusi°n              .

In view of the foregoing, we are A~k~h~ view that all
of the investments and investment p_~~es of the Pqrtfollo
would be permissible for an FCU p~ht to the Act and the
NCUA Rules if made or performe~~ctly by the FCU. In
light of the N.CUA’s position~~summarized in the second
paragraph of item 2 above,_~stment by FCUs in shares

On the basl.s ~ facts contained in th~s letter, we
respectfully pe~_~ the opinion of the staff of the NCUA
concurring i~u~99iew that shares of the Portfolio are a
permitted~n~tment for FCUs under the Act and the NCUA
Rules. ~1~Fund-" "’s registration statement registering shares
of th~folio will become ef.fective in mid-October. In
order t~at sales of the Portfollo’s shares to FCUs may
commence at the time of effectiveness, your expedited con-
sideration of this matter would, therefore, be greatly appre-
ciated. If you should have any questions concerning this
request or require further information, please contact the
undersigned John W. Belash of this office at (212) 557-8000.

Very truly yours,

SDF/jd is a LEGAL in~ ~trnent for
NOT LEGAL -- not in compliance with:

Other ,’<2- ,

-~’~’- Assistant General Counsel

M. St rauss


