
O NATIONAL CREDIT UNION ADMINISTRATION

Washington, D.C. 20456

March 29, 1989

Orrice of General Counsel

Mr. William K. Gooch
Managing Director
Morgan Keegan and Company, Inc.
Morgan Keegan Tower
Fifty Front Street
Memphis, TN 38103

Re: Reverse to Maturity Transactions (Your January 17,
1989, Letter)

O Dear Mr. Gooch:

O

You have asked whether it is permissible for a Federal credit
union ("FCU") to engage in a reverse to maturity transaction.
NCUA’s Office of Examination and Insurance has reviewed the
transaction you proposed and has raised several issues that need
to be answered before we can make this determination. We would
note that we recently reviewed a type of reverse to maturity
transaction that we determined to be permissible. We are
enclosing a copy of this opinion for your review. The
transaction you described raises some additional issues.

NCUA’s Office of Examination and Insurance has asked that you re-
spond to the following questions:

i.~ Does the FCU book a loss upon the sale of the
Treasury Bills (the transaction appears to represent a straight
sale of the bills)?

2. What is the purchase price of the FHLB discount
notes?

3. What does the statement "In effect, the customer
reverses 5 mil bills due 1/21/88..." mean?

4. What securities serve to collateralize the borrow-
ing aspect of the transaction?

5. Who has control of those securities during the
course of the transaction?
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6. What economic benefits does the transaction offer
the customer versus conventional reverse repurchase transactions?

Please send your response directly to Charles Felker of the
Office of Examination and Insurance. Following resolution of
these issues, we will determine the permissibility of the
transaction.

JT:sg

Enclosure

Sincerely,

HATTIE M. ULAN
Assistant General Counsel



NATIONAL CREDIT UNION ADMINISTRATION
Washington, D.C. 20-i56

March 29, 1989

O~ce o~ General Counsel

Mr. Todd A. Finkelstein
Vice President
Constitution Capital Management
Exchange Place
53 State Street
Boston, Mass. 02109

Re ." Reverse to Maturity Transactions (Your January Ii,
1989, Letter)

Dear Mr. Finkelstein:

You have asked whether a Federal credit union ("FCU") may engage
in reverse to maturity transactions. The reverse repurchase
transaction you described is permissible for an FCU. This opin-
ion is limited to the transaction you described. We are cur-
rently reviewing another type of reverse to maturity transaction.
The permissibility of this second transaction has not yet been
determined.

Prior to entering into this type of transaction, an FCU should
examine the character, reliability, and financial fitness of the
counterparty to the transaction. Specific guidelines in this re-
gard are contained in NCUA’s Interpretive Ruling and Policy
Statement No. 88-1, "Policy on Selection of Securities Dealers
and Unsuitable Investment Practices."

ANALYSIS

Section 703.2(m) of NCUA’s Rules and Regulations (12 C.F.R.
703.2(m)) defines a reverse repurchase transaction as:

a transaction whereby a Federal credit union
agrees to sell a security to a purchaser and
to repurchase the same or an identical secu-
rity from the purchaser at a future date and
at a specified price.

Section 703.3(e) of NCUA’s Rules and Regulations (12 C.F.R.
703.3(e)) provides:



A Federal credit union may enter into a re-
verse repurchase transaction, provided that
either any securities purchased with the funds
obtained from the transaction or the securi-
ties collateralizing the transaction have a
maturity date not later than the settlement
date for the reverse repurchase transaction.
A reverse repurchase transaction is a borrow-
ing transaction subject to Section 107(9) of
the Federal Credit Union Act (12 U.S.C.
1757(9)), which limits a Federal credit
union’s aggregate borrowing to 50 percent of
its unimpaired capital and surplus.

You described a reverse to maturity transaction as follows:

Not unlike conventional reverse repurchase
agreements, a security is sold under agreement
to repurchase. The proceeds are treated as a
borrowing and are repaid with interest on the
same date the security is repurchased. The
reverse to maturity breaks tradition by ar-
ranging for the maturity date of the security
to correspond with the repurchase date and re-
payment date of the borrowing. On this date
the security is not actually returned to the
credit union, rather the proceeds from the ma-
turity and last coupon are netted against the
repayment of borrowed principal and interest
cost for a single one way transfer of funds.

The transaction you described satisfies the Section 703.3(e) re-
quirement that securities collateralizing the transaction have a
maturity date not later than the settlement date for the reverse
repurchase transaction. The transaction is therefore permis-
sible for an FCU. Prior to entering into this transaction, an
FCU should examine the character, reliability, and financial fit-
ness of the counterparty. Specific guidelines in this regard are
contained in NCUA’s Interpretive Ruling and Policy Statement No.
88-1, "Policy on Selection of Securities Dealers and Unsuitable
Investment Practices," a copy of which is enclosed.

JT:sg

Enclosure

Sincerely,

HATTIE M. ULAN
Assistant General Counsel
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Tu see what y.)ur p,~ym,.nts w~uld have
been durln8 ,hdt period, divide y~ur mortgale
amoum hy S~O.~: ~hen multiply ~he
paymenl by ~he resuitlnE amounL [For
example, in ~98~ ~ monthly payment for
mortgage amount of ~.~ taken out in 19~7
would be: ~.~ ~ ~o.~ = ¯ ~ x ~.~

~ D~. ~1 ~ Filed ~

I’--
NAT1ONAL CREDIT UNION
ADMINISTRATION

12 CFR Part 70~

Interpretiv~ Ruling and Policy
Statement No. 88-1; Policy on
~election of S~-urities Dealers and
Unsuitable In vest me n~t.,otagtd<~

AGENCY: National Credit Union
Administration ("NCUA").
AgTION: Interpretive ruling and policy
statement number 88-1.

SUMMARY: With minor modifications, the
NCUA Board has adopted as its
statement of general policy for Federal
credit unions ("FCU’s") the gederel
Financial Institutions Examination
Council ["~C’] su~ poli~
en~ded ’~lec~on of ~es Dea]e~
and U~uitabie ~es~ent ~c~s."
The ~C has reco~ended ~at i~
constituent membe~ adopt ~e ~]icy.
E~ECTIVE OA~: May ~. 1~.
ADORESSES: National C~t Union
Administration. 1~Z6 G Strut. N~’..
Washington, DC ~.

Timothy P. McCoil~ Assistant
General Co~sel. or ~ulie Tamde~
Staff Attorney, ~fice of Genes]
Counsel NCUA. at the a~, e add~ss or
telephone (202) 3~7-10~.

an inter-agency Stoup. has
recommended that its co~tituent
members--the Federal Rese~e ~ard.
the Federal Deposit Insuran~

Corporation. the Federal Home Loan
Bank Board, the National Credit Union.
Administration. and Lhe Office of the
ComptmUer of the Currency--adopt its
superviso~ policy entitled "~lection of
Securities Dealers and Unsuitable
Investment Practices.~ The NCUA Board
approved the FF’IEC supervisory policy,
w~th minor modifications, on April ~
lg88. and authorized its inclusion in
NCUA’s o/~cial system of Policy
Statements.

The supervisory policy provides
guidance to financial institutions
concemin~ selection of sac-titles
brokers and avoidance of unsound
investment practices. It is consistan!
with advice that NCUA has provided to
FCU’s on numerous previous occasions.

NCUA. in adop~ the supervisory
policy as its general policy, has made
minor modi~cations to the supervisory
policy to clarLfy that certain investment
practices discussed in the statement are
not pemdssible for FCU’s. Sections
~o;’|7). lO7(8) and mT(~) of the Fede~
~’edit Urdon Act (12 U.S.C. 1757(73.
1757(8) and 1757(15) and Part 703 of
NCUA’s Rules end Radiations (1:2
703.1-70:3.4) contain ~ investment
,and deposit authority. PCU’s considm~n8
investmen! in privately-isned mortpge-
related securities pe~uant to section
m~(~s)|B) of the Fede~l Credit
Act.(~Z U.S.C. 17~7(lSlfB)| should
review NCUA Letter to Credit Unions
Number 96.

Interpretive Rating and Policy Statement
Number aS.-1

Policy on Selection of SecuriUe)
Dealers and Unsuitable lnvesUnent
Practices.
Purpose

This issuance is to provide you with
recommended procedures to be
employed when selecting securities
dealers and to advise you of certain
securities activities that NCUA and the
other Federal financial institu~on

regulators v~ew as unsuitable in an
investment portfolio.

Background

The Fedetei financial institution
regulators have become aware of
speculative activity which has taken
place in a numbe~ of ~nancial
institutions’ investment portfolios.
Certain of these institu~ons have failed
because of the Sl:~.oul¯tive activities.
and other institutions have been
weakened si~nificandy as their ~
and capital have been impaired and ~
liquidity of their securities has been
eroded by the depreciation in their
market value.

Speculative activity often ~
when a financdal b~stitution’s brvestme~
portfolio manager foUowz the advice of
securities dealers who, in order to
generate commission income, encourage
speculative practices that are mmuitable
for the i-vestment portfolio, .

Recommendation# Concemin~ the
5elecOon of o SecuH~es Dealer

portfolio managers of many Eu~dal
institutions to rely oa the expert~ and
advice of ¯ securities ~des
represontative fo~:. Recommendetim~ of
proposed investments: investment
strategies: and the timb~ ~ ]x-i ,c~n8 of
securiLtes U’ansactions. Accordin81y, it i8
important for the mtna8ement of these
institutions to know the securities 6tins
and the personnel w~th whom they deal
,~n investment portfolio manager should
not engage in securities t~ansactions
with any securities dealer that is
~nwflling to provide complete end
timely disclosure of its ~nanc~J
condition~ Management must review the
dealer’s financial statements and make
a juclgment about the ability of the
dealer to honor its commitments. An
inquiry into the general reputation of the
dealer also ie necessary.

The board of directors andior an
appropriate board committee should
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~,,,-~rtt~e~ d,.,~]er a~J :Is s,:bs.,Lar~es or

ewde~ced by cap~l ~It~l~ a~d
op~r~i~ re~ull~ di~closed m
fi~a~c~al dala, ann~al repor~.
reports.

* ,~ ~nq,J~r3" :nt~ ~he ~Jea:~r’s ~enerai
repu’a:ion for f~nan:~al s:ab".~ty and fair
and ~on~st ,]pa[:=~s w~.h c:sh]mers.
~ncludin~ ~n =nqu~’ o[ pasl ~r cu~enl

secu;~t~es dualer:
. An inqu,ry of appropriate stale or

Federal ~ecur:~£es r~X~la{ors and
securthes :ndus:ry
o~anizat~ons, s~ch as the ~at~enal
A~sociat~on o[ Securities Dealers.
concernin8 any furmaJ enforcement
actions against ~he dealer or ~ts affiliate~
or associated personnel:

, An inquiry. ~s appropriate, inlo the
background of the sales represenlative
to determine ~s or bar expemence and
expertise:

. A determinat~en w~ether
~nancia] £nst~tution has appropriate
procedures ~o establish possession or
control of secu~fies pumhase~
Farchased securities ~ repurchase
a~reement coil=feral should only be kept
~n safekeep~n~ with selling dealers when
{I) the board is compielely satisfied as
to the creditwor~ines~ of ~e sac=ties
dealer and (2} the a~m~ate value of
securities held in safekeeping iB this
manner i~ within ~edit limitatiou that
have been appmv~ ~y ~ ~oa~
dimctom, or a committee of the board.
for ~ec~ed ~aasactioul {~e ~C
Poliq Statement adopted O¢Io~
NCUA’I ~te~m~ve ~ng and ~li{y
Statement No. ~1. Federal credil
unions, when enters8 into ¯ repurchase
agreement wi~ a broker/dealer. =re not
permitted to maintain ~e =llaleral with
the broker/dealer, reference Part 703 of
the ~ationa[ C;~il Union
Adminis:tat~on Rules and Re~,J]ation~.

As par~ of the Fmces~ of mana~n~
financzal ~2stlt~tio~’~ relatlo~ship~ with
securities dealers, the ~oard of d~ectors
may wish to cens~det ~nclud~ in the
code of eL~=cs or conduct a proh=bitton
b) ~hose employees who are ~rectly
revolved in purchasin~ and sellin~
securities for the institution from
engagin~ m personal sec~tie~
transactions with the same securities
firm that the in3t~t~t~on uses for its
transactions w~thout spec:~c board

¯ ,ppro~.,=l and periodic review. The
~,,:,,rd al.~) may v.=sh 1o adupl a pol,:y
.*pplu:ahl~ 10 directors, o~ficer~ or
~ploy~es conc~rnm~ the re~e,pl of
~[ts. ~ral~mt=e~ or travel e~penses from
~pproved dealer ~s ar.,J Ihelr
pursn~n?l (also see in lh=s conneci~un
th~ B~rk Br,be~ Law. !B USC. ~1~ and
mlerprehve releases].

Oi~]ec’,iu~oble ,’nvestmenz Proct~ces
Financial institution directors are

responsible for prudent administration
of investments in securities. An    "
investment portfolio traditionally h~’s
been maintained to provide eamin,;js,
liqmdity, and a means of diversif).:ng
r:s~,s. When investmenl transact’~cns are
entered into in ant,~cipation" of takin!l
~ains on short-term price movements.
the transactions are no longer
characteristic of prudent inveslmenl
activities and should be conducted in a
securities ~ading account. Securities
trading of *..he types described in section
! of the attached appendix wdl be
v~ewed .~s ~nsuilable activities when
they are conducted in a financial
institution’s investment account.
Securities trading should lake place only
in a closely supervised ta’edin$ account
and be undertaken ordy by institutions
that have strong capital and cu~onl
earnint~ positions. Acquisitions of the
various forms of zero coupor~ st~pped
obligations, and as,=et-be~ed securities
residuals discussed in section LI of the
attached appendix will receive
increased re~mJatory altention and,
depending upon ~e circumstances, may
be considered ~nsuitable activities.

Slate-chartered financial institutions
are cautioned that certain of the
investment practices listed in the
appendix may violate stats law. If a~ny
such practices are contemplated, the
appropriate sta~esupervisor should be
consulted regarding permissibility under
state law.

By the National Oedit Uuio~
A.dminist~ation Board on April 22, 19~.
Becky 8~k~.
S~m~y of ~he Board.

AppendLx

I, Tradin~ /~ ~he ~vestment Portfolio
Tradin~ in the investment portfolio ia

characterized by a hi8h volume of
purchase and sale activity, which, when
considered Ln lisht o~ a short holding
per’~od for securities, clearly
demonstrates ma.n.agement’s intent to
profit h’om short-term price movements.
In this situation, a failure to follow
accounting and reporting standards,
applicable to u’ading accounts may
result in a misstatement of the financial
institution’s income and a ,lins of false

reliu!alory reports and other published
rindnc=dl data. It iS an unsafe and
unsm=nd pract=ce to record and report
hold=n~js of securities that result from
Iradin~j transactions using accounlin~
slandards which are intended for
m,, estment portfolio transactions:
there.tore, the discipline associated w~th
accounlm~j standards applicable to
t;ading accounts is necessary. Securities
held in trading accounts should be
marked to market or the lower of cost
or market, periodically with unrealized
!iains or losses ,recollnized m current
income. Prices used in penodic
revaluations should be obtained from
sour~s that are independent of the
secunhes dealer doing business with the
institution.

TEe following practices ~e
considered to be unsuitable when they
occur in a financial institution’s
investment portfolio.

A. "Gains Trading"

"Gains tzadJn8’" is a secuztLies u’ading
activity conducted m an investment
portfo~,io, often ten~ed "active portfolio
managemenL" "Gains trading" is
characterized by the purchase of a
security as an investment and the
subsequent sale of that same security at
a profit within several days or weeks.
Those securities initially purchased with
the intent to resell are retained as
investment portfolio assets if they
cannot be sold at a profit. These
"losers" are retained in the investment
portfolio because im,’estment portfolio
holdings are accot~mted for at cost. and
losses are oot recognized unless the
security i= sold. "Gain~ trading" often
results in a portfolio ol securities with
extended maturities, lower credit
quality, ki~ market deprecation and
limited practical liquidity.

In many cases, "gains Imdi,’,~" has
involved the Irading of "when-issued" .
securities and "pai~-ot’fs" of "corporate
settlements" because the extended
settlement ~er*ed associated with these
practices allows speculators the
opportunity for substantial price
chan~es to occur before payment for the
sec~r’ities is due.

B. "’When-l~sued" S~:unties Trading

"W~en-is~ued’" securities tradinE is
the buyin~ and selling of securities m
the interim between the announcement
of an offenng and the issuance and
payment date of these securities. A
p~chaser of s "when-issued" security
acquires all the risks and rewards of
owuing a security and may sell the
"when-issued" security at a profit before
taking delivery and paym~ for it.
Frequent purchases and sales of
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C. "Pair-Offs’"

A "’pair.fiT’ is a security purchase
transaction which is closed out or sold
at. or prior to. settlement date. As sn
example, an investment portfolio
manager wdl commit to purchase a
security: then. prior to the
predetermined settlement da’,e. ~he
portfolio manager wdl ’pair.ell’" :he
purchase w~th a sa!e of the same
security prior to. or on. the ori1~nai
settlement date. Profits or losses on the
transaction are settled by one par~y to
the transaction remitting to the counter
party the dif~’erence between the
purchase and sale price. L~ke "when-
issued" trading. "pair-otTs’" permit
speculation on securities price
movements without paying for the
securities. Pair-off transactions using
cash forward agreements are
impermissible for Federal credit unions.
According to NCUA’s re.lotion, cash
forward agreements (settlement
occurring between :30.-I:~0 days} must be
settled on a cash basis.
D. Corporate Settlement on U.S.
Government and Federal Agency
Securities Purchases ~

Regular-way settlement for
transactions in U.S. Government and
Federal agency securities is one
business day a~ter the trade date.
ReguJar-way settlement for corporate
securities is five business days after the
~’ade date. "l’ne u~e of a settlement
method (5 business days} for U.S.
Covermaent secuzities putr,.hases
.appearl to be offered by dealers in order
to facilitate spec~lal~on on the part of
-the ptu’chaser.

F_. Repositioning Repurchase
A~’eements

Dealers who.encourage- speculation
through ’,he use of "poir-ofl". "’when-
issued" and "corpo~te settlement"
tr,msactions often provide the fina.~cing
at settlement of purchased se~rities
which cannot be sold at a profit. ~e
buyer purchasing the security pays the
dealer a small "margin" that is
equivalent reus’.~ly to the actual loss in
the security. The dealer then a$~ees to
fund the purchase by buying the security
back fi’om the purchaser under ~ resale

dgreem~.nt. Ap,~r; from ,mprud~:ndy
funding a longer-term, fixed.trite ass,’t
wtth shirt-term, variable.r~te ~ou~e
rends. ~he purchaser a~qu,res
risks of ownersh,p o~ ~ lar~er ~mount
depre~:]~ed securities for a ~e~l ~m4il
m~r~n paymenL Purrhasm~
m ~hesn ~r~ums~arces ~s
spcc.lut~ve and ~s ~ wholly
investment practice ~or credil u~ons
and other financial inst~tulicos.

F. Short Sales

A short ~le is the sale of
that is not owned. The purpose of ¯
short sale generally is to sFeculate on
the fall in the pace of the security. Short
so!as are speculative transactions that
should be conducted in a trading
account, and when conducted in the
investment portfolio, they
considered to be unsuitable.

Short sales are not permissible
activiUes for Federal credit unior~.

~1, $’,r~pped 34ortgage-gocked Securities.
AesiduaJs and Zero Coupon Bonds

There are advantages and
disadvantages in owning these products.
A Enancial institution must con=ider the
liquidity, marketability, pledgeabilily.
and price volatili~ of each of these "
products prior to investi~ in ~ it
may be unsuitable for ¯ financial
institution to commit significanl
amounts of funds to Ion,-term suipped
mortgage-backed securities, residuals
and zero coupon bonds which guctuate
~eady in price.

A. Stripped Mortgage-Backed
Sec~rities (SMBS’s} consist of two
classes of securities with each
receivin~ e different portion o! the
monthly interest and principal cash
flows from the undedyi~
becked securiUos.
SMBS is c~nvelled into an in~e~-only
|IO) st~p,.wh&re the investor receives
100~ of the interest cash flows, and I
prindp~l-m~ {PO}_strtp. whe~
investor receives 100~ of t]~ i~mcil~!
cash finws.

A]I lO’s and PO’s have hishl~ volatile
price characteristics based, in pm’t. on
the payment of the underlyi~ as~tgages
and consequently on ~e ma~ of ~e
st~pped sec~ty. Generally.
increase in value when intense
d~line whale IO’s increase m value
when interest rates ~e. Acc~y;
~e pu~hase of an I0 s~p may ~e.
~tically. to offset ~e
dsk ass~iatsd wi~ mortga~
simil~ ~s~en~ held ~ a ~ciai
institu~on, S~]arly. a ~
use~ as an off~t to ~

,nt~rest ~4te movements on the valueel
mort~/aSe servicing. Howes’er. when
purchas~nq ~Jn lO or i~) the investor
specul~t~n~ on the mosements of futu~
mtcrest rates and how these movements
wdl afrecl the ~vment of the underlying
collateral. Furthermore. those
seat do not have the ~uarantR of a
8overn=ent asen~ or ~ govemmenl-
sponsoRd agency ~ to the paymenl of
princips! and mtsrest have an add~
element of ~t

conzide~ u ~i~ble ~v~n~
the vast maiohW of
institutions. S~’s. however, may
appropnats holdings for i~ti~tio~
have hilly ~p~sticated and we]
managed sec~ties ~oli~ mortgage
portfolios or mo~age hank~
~nctions. ~ such ms~tu~o~ however.
the acq~si~on of S~’s
~de~en o~y ~ ~nfo~ce
ca~ly develo~d and d~ent~
plans pRObeS s~ciEc ~itio~ng
limits and con~i anangemen~
enfo~i~ ~ese ]imi~. ~e~ ~ans
sho~d ~ approved by ~e ~Etution~’
~a~ of d~toh and
enfo~

p~ ~ ~bUsh~ ~
statemen~ ~ a~o~
Cene~gy Accepted A~o~l
~inciple~ ~ hol~ m~t

Fin~i~ ~o~ti~ Sta~s ~a~
Statement ~ ~ =~} whi~
that ~e ~ amo~t ~ adj~t~
when a~al pre~yment ex~en~
di~e~ ~m ~ont ~at~
O~r ~Uo~ may a~t

tower of ~ m ~t ~

consiclorinl, regulatiom that
state..,-.,hartered bankl ~ purr.hasin8
IO s~ln. Acamlin~j, statecbm’temd
institutions should consult with th~
state re,dater conceroins the
pern~ssibility of purchasing SklBS’s.

B. Asset-Backed Securities tABS)
Residuals

Residuals are the excess cash flows
from an .~ transaction a~ter the
payments due to the bondholders and
the trust administraUve expenses have
been s~tisfied. This cash flow is
extremely sensitive to prepayments, and
thus has a high deg~e of interest rate
risk.

Generally. the value of residual
interests in A/~’s rises when interest



¯ ,,~.~ r=~’ lhe,~r,.~.ally. 4 res~duJI

.i%~f de,:hnes .n ~he value ,)f fix,:d-ra:e

s~utd be un~r~tood 5y
.n~rest purchasers t~at t~.e

...eh~cle. In uther word~. (he h~hest
) =~hhng ~S ~s=duals base lim~l~d risk
management value ~suaily due to a
~mplica=ed ~S s~ct~e and/or
unusual collateral ch~actem=ti: that
make modelinq and undemtanding the
ecunomic ~ash ~ows ve~

Ahernatively. those residuals priced
f-:r m,:dest y~e’.ds gene:aV, y ~a~e
positive risk management

charactertsttcs.
[n conclusion, it ~s important to

understand that a :es~dual
~gh’,y dependen~ upon the prepayments
received. Caution should be exerczsed
~ ~e~ purchasing a residual i~erest.
~pecia’,l~ higher "~ielding’" interests.
~e=ause the risk associa:ed over ~he [ire
¯ ,f ~he ABS’s may warrant an even
~gher return in order to ad~uately
compensate ~e i~vestor for ~e imter~t
rate risk assumed. ~a~s o~ ~ese
equity interests should be supported by
m-house ~va]uation~ of possible :ate
~eturn r~es in cGmbina:Jcn
varying prepayment ass~p6ens.

Ordy reszd~al rate,sis m .~’s ~ated
:n ;r,e ef the ~op :wo rst;.~cat~eries
are permissible acq~is~tzons for Federal
credit ~nions. Holding of ABS residuals
~:Id be accosted lot ~n the m~er
~scussed ~der s~pped mortgage-
backed sec~ities and should be
retried as "’Other Assets" on
reg~ato~ ~.

C. Other Zero Coupon or S;ripped
Fh-oducta

The interest and/or principal portions
o1" U.S. Government obligations are
sometimes sold to financial insti’utions
,r’. ~he for:n of stripped coupons, stripped
bonds {principal}. S’I’RIP~.. or propriety
products, such as CATs or TIGR’s. A~so.
Or~_~ma~ Issue Discount Bonds IC[D’s}
~.ave been issued by a number of
~:ur,;cipal ent;ries. L,~nger .,’natunt~es of
t~ese ins~ru,"ncnts can exh:bit extreme
pr~c~: volatfiit’y and. accordingly.
,J=spropo=tionateiy large long-maturity
holdings (in relation to the total
portfolio} of zero coupon securities ma.v.
be ur.suitable for investment hold;.ngs
for fi.nanc=.al institutions.

~FR Doc. 88-1".493 Fiied 5-:0,--~8:8:43 amI

L~ NG CO~ 7S3S-.01-M

DEPARTMENT OF COMMERCE
International Trade Administration

15 CFR Part 399

Amendments to the Commodity
Control List Based on Coordinating
Committee Review
aGeNCY: Bureau of Export
Administration. [nterna~onal Trade
Administration" Comme~ce.
A¢’nO~ Final role.

SUMMAMY: Export Administration
mamtai.ns the Commodity Control List .
(CCL). w~uch identifies rhone items
subiect to Department o~ Commerce
export controls. This rule amends a
number of CCL entr~es in the categories
of metal-working machinery: general
industrial equipment: transportation
equipment: electronics and precision
instruments: metals, minerals, and their
manufactures: and chemicals,
metalloids, petroleum products and
related materials. These #mendrnents
have resulted from a review of strategic
controls maintained by the U.S. and
certain allied countfiel through the
Coordinating Committee {CO~OM).
Such multilateral control~ restrict the
availability of strategic items to
potential adversaries. With the
concurrence of the Department of
Defense, the Department o| Commerce
has determmed that these amendments
to the CCL are necessaxy to protect U.$..
na;ional security interests.
EFFECTIVE DATE: This n~e is effective
May 23, 1988.
~=0~ mjwrN=~ meOmL~’nOm
For questions of a technical narara
regarding metal-worki~ machinery,
contact S~rendra Dbir, Capital Goods
Technology Centee," Btu’eau o! Export
Administration, Telephone:. {202| 377-
5885.

For questions of a technical nature
~egarding general industz’ial equipment
and transportation equipmet:t, contact
Bruce Webb, Capital Goods Technology
Center, Bureau of Export
Administration, Telephone: |202} 37;’-
380~.

For questions of a tec,tmical n~ture
regarding electronics and precision
instruments, contact Robert Anstead.
Electronics Components Technology
Center, Bureau of Export
Administration.Telephone: {202} 377-
1641.

For questions of a technical nature
regardin~ metals, minerals, and their
manufacture~, contact Jeff Tnpp. Capital
Goods Techno]o~ Center, Bureau of
Export Administration. Te]ephor, e: {202}
377-1309.

F~,r questions o( a technical nature
r~.,~arding chemical=, metalloids.
petroleum products and related
materials, contact Jeff Tnpp. Capital
Goods Technology. Center. Bureau of
Export Administration. Telephone:
377-1309.

For questions olr a general nature.
contact John Black or Patncia
Muldonian. Office of Te~hnoio~y and
Policy Analysis, Bureau of Export
Administration. Telephone:. [~0=] 377-
2440.
5UPI~EILENI’AHY IN~OflMAI’IQH:

Saving Claus~
$1".ipments of items removed [~]om

general license authorLz.ation’s as a
result of this regulation that were on
dock t’cr ladi~, on lil~ter, lade", aboard
an exporting carrier, or en mute aboard
a carrier to a port o[~ exlx~t pursuant to
actual orders for export before June ~.
198& maybe exported ~mder the general
license provisions up to ~ inc]udLng.
June zo. 1988. Any such items not
actually exported before mk~i~ht June
20, 1988. requJ~e a validated export
license.
Rulemaking Requinunos~

1. Because this rule concerns a trorei~n
and military affairs function of the
United States, it is not a rule or
regulation within the meanin~ of section
l(a) of Executive Order 12291. and it is
not subject to the requirements of that
Order. Accordingly. no preliminary, or
final RegWatory Impac’, Anolysia has to
be or will be preparecL

2. TI~ rule invoh’es a coDection of
information subject to the requirements
of the Paperwork Reduction Act of 1980
{44 U.S.C 3,sin e~ ~,q.|. ~ collec~on
has been approved by the Oltice of
Management and Budget unde~ control
number 0e~,5.-0001.

3. S~ction ~a(a} of ~ Export
Administration Act of lg~J. as amended
(50 U.S.C. app. 2412(a}|, exempts this
rule from all requirements of section ~3
of the Administrative Procechu’e Act
{APA] {$ U.S.C. 553~, including those
requirin~ publication of a notice of
proposed rulemaki~g, an opportunity for
public con~nent, and a delay in effective
date. This n~e is also exempt from these
APA requirements because it involves a
foreign and military affairs function of
the United States. Section l~b| of the
Export AdsmnistraUon Acs does not
require that this rule be published in
proposed l~orm because this rule
implements regulatory changes based on
COCOM review. Further, no other law
requires that a notice oi proposed
rulemaking and an oppo~umty for
public comment be gwen for this rule.


