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Steven R. Bisker, Esq.
Assistant General Counsel
- National Credit Union
Administration <G>
1776 G Street, N.W. . Q§§§
. Washington, D.C. 20456 -

Re: PermlsSbellty of Federa%§§§edit Union
Investment in Shares,d/ the Criterion
Limited Term Instit al Trust

Portfolio of Crltqu Bond Fund
<
Dear Mr. Bisker: €>
Oon behalf of our cli Cr1terion Funds, Inc.
i ully request the opinion of the

("Criterion"), we resp

staff of the Nationak@ﬁgedit Union Administration (the
"NCUA") concurring our view that shares of the Criterion
Limited Term InsiitWtional Trust portfolio (the "Portfolio")
of Criterion Fund ("the "Fund") would be a perm1551ble
investment q§§rederal credit unions ("FCUs").

1. Ba | S%Ld

Fund is registered under the Investment Company
Ac 1940, as amended, as an open-end, diversified

mangdement investment company, and shares of the Portfolio
are registered under the Securities Act of 1933, as amended.



Steven R. Bisker, Esqg.
September 22, 1986
Page Two

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
hereto as Exhibit 1, the investment objective of &he Port-
folio is to earn a high level of current incom ‘ggsistent
with the preservation of capital and the mai ce of
liquidity. The Portfolio's investments in p it of this
investment objective are described below, <§§r terion serves
as the investment adviser of the Portfof§§ ursuant to an
investment advisory contract with thertfolio. A wholly-
owned subsidiary of Criterion, Crin Distributors,

Inc., serves as the distributor ag)the Portfolio's shares.
Descriptions of the investment@ective and policies and
investment practices and resgfdetions of the Portfolio are
set forth under the headi2§§§31nvestment Objective and
Policies" and "Investmeng\Practices and Restrictions® at .
pages 3 and 8 of the ectus,and under the heading
"Investment Practice qEfnd Restrictions" at page B-10 of the
Statement of Addit@gnal Information. -

2. The Fed Credit Union Act and the
Rule n® Regulations of the NCUA
\

ions 107(7) and 107(8) of the Federal Credit Union
Acgégggg%.s.c. §§ 1757(7) and (8)] (the “"Act"™) and Part 703
of tH& NCUA Rules and Regulations (12 C.F.R. Part 703) (the
"NCUA Rules") are the pertinent provisions of federal law
requlating 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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3. The Portfolio's Investments

As noted above, the types of securities .in which the
Portfolio may invest are set forth under the heading ’
"Investment Objective and Policies®™ at page 3 of the
Prospectus. These are limited, as a matter of fundapgntal
policy which may not be changed without approval of\«¢
majority of the Portfolio's shareholders, to (1) B
jssued or fully guaranteed as to principal and
the United States government; (2) obligatio issued by or
fully guaranteed as to principal and intese y certain

S
N\

enumerated agencies of the United Stat (3) certificates
of deposit, time deposits and savings. ounts of domestic
banks which are insured by the FedgR§® Deposit Insurance
Corporation ("FDIC") or the Fede Savings and Loan Insurance
Corporation ("FSLIC"); and (4 yhkers' acceptances of FDIC
insured banks. 1In additioqsgﬁ e Portfolio's investment
restrictions and pdliciaéi set forth on page 8 of the _
Prospectus under the h hg "Investment Practices and
Restrictions", permig\the Portfolio to enter into repurchase
agreements and r rsé repurchase agreements, to lend its
portfolio secuk s and to purchase securities subject to
delayed se €§p t.

ante to principal and interest by the United States
governlient 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

5' <%t investment by FCUs in securities issued or guar-
rn

* 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
classes of the Portfolio's investments would appear to be
permissible direct investments by FCUs. -

The Portfolio also intends to invest in certificates of
deposit, time deposits and savings accounts of ERRC or FSLIC
insured banks. Under §1757(8) of the Act, FC permitted
to make deposits directly in FDIC or FSLIC | d banks.

Finally, §703.3(i) of the NCUA RulggPprmits FCUs to
invest directly in bankers' acceptancﬁi sued by banks whose
deposits are permissible investmer FCUs under §1757(8)
of the Act. Because the Fund wild\Pimit its bankers' accept-
ances to those issued by FDIC . ed banks, we believe such
investments would be permi%§$<$é direct investments for FCUs
es.

under the Act and the NCU

It is our belieéggggt in addition to permitting the .
foregoing investmenﬁ> of the Portfolio, the Act and the NCUA
Rules authorize q%Us to engage directly in the investment
practices whi the Portfolio intends to pursue. The repur-
chase agree(% s in which the Portfolio would enter into
would iQ§§}v the purchase by the Portfolio of United States
goverpme securities with an agreement to sell those secu-
r'Qégggat a future time to the original seller. The Port-
ﬁ¥§ s practice in such transactions, as disclosed in the
Prdspectus, would be to purchase such securities at or below
the market price. Under the Portfolio's investment policies

* 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 1nvestment-type repurchase
transactions within the meaning of §703.2(1)(t) or financial
institution-type repurchase transactions within the meaning
of §703.2(1)(2) of the NCUA Rules. For these reasons,
Q§§§to
for

are of the view that all repurchase agreements entere
by the Portfolio would be permissible direct investm§§>
FCUs pursuant to §703.3(d) of the NCUA Rules.

Similarly, the Portfolio's reverse repurchgégbagreements
would be permissible direct investments for FgUs¥pursuant to
§703.3(e) of the NCUA Rules. As disclosed he Prospectus,
the securities purchased with the proceedq§§§>the Portfolio's
reverse repurchase agreements will have%{% aturity date not
later than the settlement date for th}Q dverse repurchase
transaction. &

Although not specifically R§§$ﬁded for under the Act -
or the NCUA Rules, the Portfoé§% tends to engage in the
lending of its portfolio se ies. The Portfolio's policy,
as disclosed in the Prosp , is that all loans of securi-
ties must be secured at tlmes by cash or securities
issued or guaranteed e United States government or its
agencies equal to note £ss than 100% of the market value,
determined daily,qgﬁ)t e securities loaned. Thus, the col-
lateral for all s of the Portfolio's securities will
consist of ¢ r securities which are permissible direct
1nvestment5¢g§§» CUs. We believe that in the absence of a
statutory or Yegulatory prohzbltlon, 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 Portfollo 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 price of the security
at the time of purchase is the market price. Because the
Portfolio's policy is to purchase all securities subject to
delayed settlement at the market price at the time ¢

chase, we believe that such transactions would be @ ssxble
direct investments for FCUs.

4. Conclusion %&

~K<@he view that all

In view of the foregoing, we are
of the investments and investment prRé
would be permissible for an FCU puge
NCUA Rules if made or performed.§
light of the NCUA's position,Lge
paragraph of item 2 above,<<§ stment by FCUs in shares
of the Portfolio should (Q;’efore be permissible. -

2ctly by the FCU. In

On the basis Qg @ke.facts contained in this letter, we
respectfully 21 the opinion of the staff of the NCUA
concurring i iew that shares of the Portfolio are a
permitted/idgggtment for FCUs under the Act and the NCUA
Rules. Fund's registration statement registering shares
of the§§§§sfolio will become effective in mid-October. 1In
order that sales of the Portfolio'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,

m The following investment, | g7
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