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Office of General Counsel

David A. Brewer, Esqg.

Saxon, Alt, Dean, Mason, Brewer & Kincannon
4275 Executive Square

Suite 700 La Jolla, CA 92037-1477

Dear Mr. Brewer:

This is in response to your letter of June 22, 1987, concerning a
Federal credit union (FCU) purchasing property to build a branch
office.

It is our understanding that your FCU client wishes to enter into
a partnership with a California corporation to own and develop
real property for the FCU's planned branch office. The
California corporation and the FCU will each have a 50% interest
in the partnership and the partnership will own the property.

The authority for an FCU to invest in a partnership or
corporation such as the one described in your letter is found in
Section 107(7) (I) of the FCU Act (12 U.S.C. §1757(7)(1)).
Section 107(7) (I) authorizes an FCU to invest its funds: "in the
shares, stocks or obligations of any other organization,
providing services which are associated with the routine
operations of credit unions, up to one per centum of the total
paid in and unimpaired capital and surplus of the credit

union . . . ." Section 701.27 of the NCUA Rules and Regulations
(12 C.F.R. 701.27) is the implementing regulation for Section
107(7) (I). An FCU making an investment pursuant to Section
107(7) (I) must comply with Section 701.27 of the Regulations.
There is no statutory or regulatory provision for the variance
you requested in your letter.

An FCU also has the authority to "purchase, hold and dispose of
property necessary or incidental to its operations" pursuant to
Section 107(4) of FCU Act (12 U.S.C. 1757(4)). Although this
Section does not authorize FCU investments in corporations or
partnerships, an FCU itself could become a co-owner of property
with a corporation and build a branch office. 1In this instance,
since no investment in a corporation or partnership is involved,
Section 701.27 of the NCUA Rules and Regulations would not be
applicable.
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. In addition to the requirements noted above, if an FCU obtains
land for a building through either investment in a corporation or
partnership pursuant to Section 107(7) (I) of the FCU Act and
Section 701.27 of the Regulations or directly pursuant to Section
107(4) of the FCU Act, the FCU must be in compliance with NCUA's
fixed asset regulation (Section 701.36, 12 C.F.R. Section
701.36). A copy of Section 701.36 is enclosed.

I hope that we have been of assistance. Please contact us if
further questions arise.

Sincerely,

/=

STEVEN R. BISKER
Assistant General Counsel

Enclosure
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buildings maey not affect the market values of o
property Secsuse the cause of abandonment i3
snreiated to Migh risk Proper considerstions in-
:lude the condition end utility of the improve-
ment and various physical {actors such as street
conditions. amenit.es such as parks and recrea-
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$701.32 Deleted April 1982

§701.33 Compensation of officials.

fa) With the exception of the treasurer, no
director or member of a credit commitlee or
supervisory committee may receive compensa:
tion for performing the duties or responsibilities
of the board or committee position to which the
person was slected or appointed.

ib) For purposes of this section. the term
“compensation’ specifically excludes (1)
reasonable snd proper costs incurred Dy of on
behalf of an official iwhether on a reimburse-
ment oasis or paid directly by the credit unioa)
in carrying out the reaponsibilities of the posi-
tion to which the person was elected or ap-
pointed; and (2} reasonable health snd accident
snd related types of personal insurance protec:
tion supplied for the above officials at the ex-
pense of the credit union: Provided. That such in-
surance protection shall exclude life insurance,

shall be limited to sreas of risk. including ac-

¢c:dental death and dismemberment. o which
the official :s exposed by virtue of carrying out
the duties or responsibilities of his or her credit
union position and shall cease immedistely
when the insured person leaveas office without
providing residual benefits other than {rom pen-
ding claims. i any.

§701.34 Deleted December 1980.

§701.35 Share, Share Draft, and Share
Certificate Accounts.

‘a: Federaeredit umons may oifer share, share
irat. and ~nare crruficate icoounts.n deeordance
attn Jectoon TS af the Act (12 17.3.C 1757i6Y)
and tre Doard of directors mav leciare Jdividends
JN such accounts as provided .n Section 117 of the
Act 12 U.5C 1783

b+ A Federa; credit union shail accurately rep-
resent the terms ind conaitions of its share, share

dramt. and share certficate accounts
using, disclosures,
ten or oral.

(¢) A Federal credit anion :s empowered o de-
termine the types of disclosures. fees or charges.
time for crediting i Jepesited finds. and 11 »ther

i al adver.
20 dgTeements, whether amt-
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share Jdralt or snare cert.ficate account. To ‘he
extent that state law attempts to regulate such
activity, it is not applicable. Nothing herein is in-
tended, however, to allow a Federal credit union
to amend or modify its contract with a member
unilaterally unless it has previously reserved the
rnght to do so.

(d) For purposes of this Section, “state law”
means the constitution, statutes. segulations. and
Jjudic:al decisions of any state. the District of Col-
umbia. the severai termtories and possessions of
the United States. and the Commornweaith of
Puerto Rico.

§701.36 FCU Ownership of Fixed
Assgets.

(a) A Federal credit union’s ownership in fized
assets shall be limited as descrided in this chapter.
(b) Definitions—As Used in This Section:

(1) Premises includes any office, branch of-
fice. suboifice. service center. parking lot, other
facility, or real estate where the credit union
transacts or will transact business.

(2) Furniture, Fixtures, and Equipment in-
cludes all »ffice “urnishings, »ifce mackires. tom-
puter harsware and o

TNare, autumaled lermi-
nals. heating and cooiing 2quipment.

(3) Fixed Assets means premises and furni-
ture. fixtures and 2quipment as these terms are
defined above.

(4) Investments in fixed assets means:

(i) any investment in real property (im-
proved or unimproved) which is being used or is
intended to be used as premises;

(i) any leasehold improvement on prem-
ises;

(iii) the aggregate of the lease payments
pursuant %o a lease agreement on fixed assets;

(v} any:nvestment:nthe bonds stock. de-
bentures, or other obiigations of a parnership or
corporation hoiding any Sxed assets used by the
Federaicradii unienand any carnstosuch parner-
ship or corporation: or

{V) any investment in furniture. Sx:iures
and equipment.

t3) Abandoned premises means former Fed-
eral credit union premises from the date of reloca-
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tion to new quarters, and property arnginally ac-
quired for future expansion for which such use 19
no longer contemplated.

6} [mmediate family member means a
spouse. or a child, parent. grandchid. grandpa-
rent. hrother or <ister, ar the pouse of anv ~uch

-
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share jrafls. share certificates. other savings;and
retained earnings means regular reserve, reserve
for contingencies, supplemental reserves, reserve
for losses and undivided earnings.

(¢) Investment 1n Fired Assetls

(1) No Federal credit union with 31,000,000
or more in assets, without the prior approval of
the Adminstration. shall invest in fixed assets if
the aggreyate of all such investments exceeds 3
percent of shares and retained earmings.

12) A Federal credit union 3hall submit such
statement and reports as the NCUA regionai di-
rector may reguire :n support i any :nvestment
in fixed asset3 in excess of the .imit specified
above.

(3) If the Administration determines that the
proposal wili not adversely affect the credit union,
an aggregate dollar amount or percentage of as-
sets will be approved for investment in fixed as-
sets. Once such a limit has been approved. and
unless otherwise specified by the regional direc-
tor, a Federal credit union may make future ac-
quisitions of fixed assets, provided the aggregate
of all such future investments in fixed assets does
not exceed an additional 1 percent of the shares
ana revained =armings of the »redit inion sver the
amount approved.

{4) Federal credit unions shail submit their
requests 1o the NCU A regional office having juns-
diction over the geographical area in which the
credit union’'s main office is located. The regional
office shall inform the requesting credit union, in
writing, of the date the request was received. If
the credit union does not receive notification of
the action taken on its request within 45 calendar
days of the date the request was received by the
regional office, the credit union may proceed with
its proposed investment in fixed assets.

«3) Federal credit unions aith assets of be-
tween $1.200,000 and $2.004,000 tnat have invest.
ments in fxed assets in excess of 3 percent as of
the effective Jate of his rule ' December 31, 19284)
may honor ex:sting  Srm; commilments 1 acquire
fixed assets #wthout the Administration’s ap-
proval; however, these Federai credit unions must
notify the appropnate NCUA reygionai office of

{
the existence of such commitments within 30 days '
of the effective date of this rule. M
td) Premigses

(1) When real property i1s acquired for future
expansion, at least partial atilization should be
accomplished wmthin 3 reasunable permod. arich

AT e e AL airat oy, Teas LT
erty acquired for future expansion has been held
for | year, a board resolution with definitive plans
for utilization must be available for inspection by
an NCUA examiner. '

(2) A Federal credit union shall endeavor to
dispose of “abandoned premises” at a price suffi-
cient to reimburse the Federal credit union for its
investment and costs of acquisition. Current docu-
ments must be maintained reflecting the Tederal
credit union's continuing and diligent efforts to
dispose of “abandoned premises.” After “aban-
doned premises” have been on the Federal credit
non’s 200k Tor 4 rears. the troperty must be
publiciy adwverused Jor :ale. Dispesition must
occur through public 3r private saie within 5 vears
of abandonment. uniess otherwise approved in
writing by the Administration.

(e; Prohibited Transactions.

With the exception of a short term informal
lease agreement 'maturity less than one vear) no
Federal credit union may acquire or lease prem-
ises without the prior written approval of the
Administration {rom any of the following:

(1) a director, member of the credit commit-
tee or supervisory committee. official or emplovee
57 the Fodera crelll iniing or mmediate Tamaly
memper of iucn nirector. member of the credit
commitiee or supervisory committee, official or
empiovee.

12) a corporation :n which anv director,
memper of tne credit commitiee OF supervisory
committee, oifictal or empiovee, or immediate
family member of such director. member of the
credit committee or supervisory committee, offi-
cial or employee, is an officer or director, or has
a stock interest of 10 percent or more;

(3) a partnership in which any director,
memker of the credit committee or supervisory

COrLmL . lee. offical Ir employvee, or immediate
-

famuy memcer 3 sucn hireotor. memier of the
credit JUMMItIeR P ALTesVISOrY lemmuties i
MBI P 2TT. VA 183 JeNerd Tartner rd oLmaited
Carwner AT A6 .ntersst of L) Sertenl r Tore.

;
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