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NATIONAL CREDIT UNION ADMINISTRATION
WX ashingron, D.C 20456 ~
GC/MM:sg
November 2, 1989 SSIC #6010
89-0831A

Otte of General Counset

Mr. Ralph W. Kinsey
P.0O. Box 459
Lamesa, Texas 79331

Re: Organization of a Federal Credit Union (Your
October 9, 1989, Letter)

Dear Mr. Kinsey:

You have asked us for the status of our response to your
letter dated August 19, 1989, which inquired into the details
of organizing a Federal credit union ("FCU"). Our response
was mailed out on October 2, 1989. I assume our letters |
crossed in the mail but I have enclosed another copy of our

previous response. Our legal opinion is that an FCU based on

kinship is not permitted under the Federal Credit Union Act.

In your most recent letter you mentioned that if the Austin
Regional Office (Region V of the National Credit Union
Administration) did not grant you a charter, you would seek
an injunction or seek help from some of your friends in
Congress. Neither method is the proper procedure to appeal a
charter denial by the Regional Office. According to
Interpretive Ruling and Policy Statement 89-1, which was
previously sent to you, "[n]ew charter applications denied by
the NCUA Regional Office are appealable to the NCUA Board.
All such appeals should be sent to the appropriate NCUA
Regional Office to be forwarded to the Central Office."

For future reference, Region V of the National Credit Union
Administration is the appropriate office to contact for
chartering questions.

Sincerely,

HATTIE M. ULAN

Assistant General Counsel

Enclosure

cc: Regional Director, Region V (Austin)
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NATIONAL CREDIT UNION ADMINISTRATION
Washingron. D.C. 20456
Office of General Couﬁsel gg{gnéggo
. 89-0831

October 2, 1989

Mr. Ralph W. Kinsey
P.O. Box 459
Lamesa, Texas 79331

Re: Organization of a Federal Credit Union (Your
August 19, 1989, Letter)

Dear Mr. Kinsey:

You have asked for details on how to form a Pederal credit
union ("PCU") with blood relationship as the common bond
required for membership. There are only three types of
common bonds; occupational, associational and community. An
FPCU based on kinship is not permitted under the ?edera{
Credit Union Act.

BACKGROUND

You desire to organize a Pederal credit union. The common
bond that you propose for membership would be blood relatives
of you, your vife and your relatives by marriage. The
location of the FCU would be in Kingwood, Texas, and would be
e.tabligg?d vith 20 immediate members..

ﬁ_A‘._ -
~ -

ANALYSIS

Section 109 of the Pederal Credit Union Act (12 U.S.C. 1759
states in part "that FPederal credit union membership shall
limited to groups having a common bond of occupation or
association, or to groups within a well-defined neighborhood,
community or rural district.®* A family group clearly does




Mr. Ralph W. Kinsey
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Page 2

not have a common bond of occupation or community.
Interpretive Ruling and Policy Statement 89-1 entitled
"Chartering and FPield of Membership Policy" (IRPS 89-1)
limits an associational bond to groupe "consisting primarily
of individuals (natural persons) who participate in
activities developing common loyalties, mutual benefits, and
mutual interests. Qualifying associational groups must hold
meetings open to all natural person members at least once a
year, must sgonsor other activities providing for contact
among natural person members and must have an authoritative
definition of who is eligible for membership -- usually, this
will be the association's constitution or bylaws.* (See

54 Ped. Reg. 31169, 7/27/89.) A blood relationship does not
have the requisite associational common bond. There is no
associational group. Therefore, the type of PCU that you
propose is not authorized.

“Attached is a copy of IRPS 89-1, which fully explains the

issues of chartering and fields of membership. Por future
reference, Region V of the National Credit Union
Administration is the appropriate office to contact for
chartering questions.

Sincerely,
patte . M
HATTIE M. ULAN

Assistant General Counsel

cc: Regional Director, Region V (Austin)
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<a. of 40y person duthonized to act

for the Aamiqistrator.

Doae ot Washagion. OC itns I4th day of
July. 1988,

James W. Clasesr,

Administrator. Amumal and Plant fheaith
Inspecuun Service.

{FR Doc. 9-1757 Filed 7-28-29. 1:43 am|
SRLING COOL 34 19- 3-8

% %
NATIONAL CREDIT UNION

o c2d Plant Health Inspection
s‘.ﬂ-" l The Amimal and Plant Health
1 .“::loﬂ Service of the United States
n

Department of Agniculture (APHIS or
*rncc).

IS ~presentative. Ao individual
amployed by APHIS who s authanzed 5y 1R ioW
w perlarm be function nvolved.
e oo 12 CFR Part 701 -
elng 71 the definition of
-Accredited-free state”. paragraph Organization and Operations of
Nii). remave the-words “Veterinary Federal Credit Unions; Charter-
u;,,- :n the first and second Related Actvities

“APHIS” in thei
sentences and add S 1n their AQENCY: National Credit Union

S !n addition to the amendments set Administration ("NCUA").

forth sbove. 11 9 CFR Part /7. remove ACTOKe Final rule and final Interpretive
(he wards “Vetenaary Services” and Ruling and Policy Statement 88-1—
odd 10 thev place. the word “APHIS™ in  Chartering and Field of Membership

N —
ertr————

@s lollowiog places: Policy (IRPS 88-1).
(e} Sectian 77.1. defiaitioa of sUwanY: The NCUA -
sccredited state”. paragrapd  undertaken a full mummdm of the
(a)ii}. first and second sentences. policies and procedures under which &
(b} Section 7.1, definition. of “Official  Federal credit wnion may obtain and
. modify its charter. The NCUA issued 3
{c} Section 7.1, definition of “Uniform  Proposed (RPS in March of this year to
Methods and Rules—Bovine address the entire

Tuberculosis Eradication™.

& 1n § 771, footnote 1 s revised to chrt:xhhudmhe:l;ipoddim
reed as follows: and charter cooversicos. The propased
' Capies may be obtained from the Animal [RPS. with minor modification, is aow
Meshh and Depredation Management made final and replaces RPS 8¢-1
Sysiams Stafl. Anume! and Plant Health entitied “Membership in Federal Credit
Ispection Survice. United States Deparmnant  (Jnions.” the 1980 NCUA mannal

of Agnculture, 8508 Reicrest Road, eatitled ing snd

Hysusvile. VD 20782 Manual for Federal Credit Uniona,” the

1988 NCUA pampblet eutitied
WA 7744 778 (Amended] Y of Pederal

7. 1s addition to the amendments set Credit Unioss.” the NCUA Board’s

“a Veterinary Services" and  Novamber 1908 anxd all ether previows
:m.ﬂm.hm"- NCUA stataments oa thess matinre.
APHIS" in the following places IRPS 89-1 will be incorpocated inde ¢
e el e
“Cartificate”; ~ . and & revised list of type of membership
(®) Section 77.1, definitios of “Permif™; wmm-mwh
fe) Section 77.4(a} manual and distribuie it t» credil wnione
R} Section 773, paragraph (a){1) the in the fadl of 1888,
@rst sad secood setences of paragragh  The NCUA is alse iseuing a Baal rule
(a)(S). and paragrapb (b)1). 1o wpdate § 7011 of its Rules and
wm? izing 8
WS 778 (Amended) c‘:d.'ﬂ"'“h'és.q
@ W eddition to the amendments st eferences aad inco~ erates
above, mn 9 CFR Part 77, remove inte the regulations.
@e word “Deputy” in the fallowing SPFECTIVE DATE August 28, 1088
g §8) Section 77.5, paragrapbs (a)(S} and 14 Allen Carver. Regions! Director,
A and Regies IV, (Chicago), 200 Park Biwd.
Section 774 first and secosd Suity #7138, tasce. (Bacis NN, o

SUPPLAMENTARY 3¢ Qs Tiee
8ack grownd
On March 24, 1988, the NCUA Board

published s proposes loterpreuve Ruliy

and Policy Statement {RPS) an
chr‘nenng n‘a’nd field of Dembership
policies and 2 proposed mulg referen

the [RPS. (See 54 IR 122 lThcpropzlsn:
was issued with a sixty day comment
penod that was extended by the NCLU A
Board lor thirty edditiona days due o
public request. The proposed [RPS
generally prescnibed exusung policies
and procedures as set forth 1o previous
publications or as pracuced by NCUA

stafl Changes io palicy were highligh:e

1 the supplemeatary informatica
section 10 the [RPS. The [RPS

composed of three chapters titled as
follows: t—Federal Credit Unioa
Chartering 2—Changes in Field of
Membership: and 3—Charter
Conversions,

Commenters
Forty-two public comment leiters

~ were received. Comments wers recaive.

from four national credit union rads
associations, five state credit unicn
leagues, nineteen foderallychartered
credit unions, three state-chartered
credit unions. ooe baak. six banking
trade associations, end four individuals
No specific comments were made on
Chapter 3—Conversions. The Board ha:

Suplementary Informaton section.
A clarification bas been made in

unions (FCU's) to recaive favoraoie

4
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cansderation of lieid of mvmbcnﬁip
smendment srquests. The intent of the
{RPS .n ysing 'Mus 'erminuiogy was to
wive the Reqional Directars sulficient
latityde to deal with a varety of
circamstances. However, in Chapter 2
under the heddings "Select Croup
Additions” and “Reviewing Fieid of
Membership Requests” there is some
explanation of the factors to be
considered :n making this judgment. The
discussion under ‘hese headings states
that among the critena to be considered
are the applicant credit ynioa's current
financial condition and CAMEL rating.
Among the comments received were
four which recognized NCUA's need for
flexibrlity in making.this evaluation and
the inapproprateness of specific
negating standards. For instance. if the
IRPS was !0 indicate that no FCU's with
CAMEL ratngs of 3. 4 or $ would be
considered fovorably, then a number of
FCU’s which either are in an improving
status or which have probiems (such as
a declining (ield of membership) which
may best be dealt with by fieid of
membership expansions would
automatically be excluded from
favorable consideration. The Board has
therefore determined not to specifically
define “operating satisfactonly.”
Another generally-defined concept
which drew comments was the
“convincing support™ required by groups
with fewer than 500 potential mem
which are seeking a Federa! credit union
charter. The NCUA Board maintains
that the economic advisability
requirements for a charter applicant
cited in Chapter 1, [L C. give adequats
definition to the terminology.
Furthermore, more than haif of the
respondents who commented oa this
issue either agreed with the
appropriateness of this language or
asked that the Board be even more

stringent in establishing and enforcing
minimum potential member

applicants] which has been previously
considered 0a two occasions by the
NCUA Board and for the sbove noted
reasons. no further review is

and no change in the IRPS is
appropriate.

In a related vein several commenters
expressed .oncerns about the
requirement placed on new charter
applicants to conduct potential
membership surveys. This requirement
is set forth in Chapter L, 1. C.—
“Economic Advisability.” A minimum of
250 potential members must be included
in the survey sample regardless of the
new group's total potential membership.

© This specific requirement '8 3 new one.
Ceneraily. 300 potential members are
required for the FCU to have the
minimum required economic
advisabiiity The fact that this issue was
questioned by only two commenters
combined with the need for “convincing
support” by applicants with fewer than
500 potential members 33 expressed
above suggests that the pdlicy 18
reasonable.

Another issue which drew comments
was whether a business plan shouid be
required from FCU's seeking significant
field of membership expanmons. Tie
proposed [RPS stated that “the Regional
Director may. at his discretion. after
taking into account the signuficance of
the field of membership expansion
proposed. require the applicant to
submit a business plan.” (See Chopter 2
“Reviewing Field of Membership
Addition Requests. ") The commenters
were evenly split on this issue. One of
the commenters suggested that the
NCUA board impose a requirement for o
business plan in those instances where
the expansion requested involves an
addition in excess of 25% of the FCU's

and FCU's detriment in a number of
situations. For instancs. if & large FCU
serving 100,000 members asks to add a
group with a poteatial membership of
20.000, it may be unnecessary lo require
& business plan. On the other band. it
may be necessary for a small PCU
serving 200 members to submit ¢
business plan in order 10 add a select
group with as few as 30 potential
members. The NCUA Board maintains
that flexibility in this area is advisable
and therefore makes 00 change to the

and are investigated «nd presented 1o
the NCUA Board by staff who are
objective and have had no previous
nvolvement in the case.

“Service status reports (defined in the
{RPS 3t the end of Chapter 2} as a
wrnitten summary of the result of FCU
efforts to bring service to members of
select groups added) were questioned
by a2 number of commenters. Some of
these commenters. including several
who supported the concept in general.
asked that the [RPS clearly state the
purpase of the reports. the specific
information to be accumulated. and the
intervais at which the reports are o be
submitted. The [RPS does indicate the
fundamental purposes of the service
status reports. In addition to assisting
credit union management in assessing
marketing needs and successes. the
reports provide the NCUA with }
information to evaluate the extent to
which an applicant FCU is serving its
current potential membership. As far as
the specific information to be reported
and the intervals at which the reports
are to be submitted. those
determinations are best left o the
respective Regional Directors based on
the circumstances invoived in each case.
Hence. no change is made in this area.

Co;n:uhnity chartering m:d field of
mem ip policies received a variety
of comments. First. s sumber of
eomnm d:‘m \vde::e cona,dn:eg about the

nge deleting group
additions for community PCU's. (See
Memsberahiy Expansions sad
discussioa in Supplementary
Information section of proposed [RPS.)
The Bosrd maintains that the
elimination of this aiternative for

community. Upoa presentation of such
evidencs. and satisfaction of all other

te criteria, the

s boundaries will be |
and its ares of service will be enlarged.
eovided communty arms ey

community sccess ‘o
select groups was to allow comuunity
charters to edd such groupe tside the
described community bou..darles. but
oaly after the ares outside the
boundaries bad beea shown by

chartering should be 0 encourage
service to all of thoss withia the
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circumstances. however. NCUA may
consider other factors. such as other
Federal law or public palicy in deciding
if a charter shouid be approved.

A. Commoan Bond. Congress has
recognized three types of Federal credit
union common bonds: occupational
associational. and community. A
Federal credit union may also consist of
a combination of occupational and
associational groupe—Tfor example.
NCUA may charter ¢ Federal credit
union consisting of employees of a local
school district and members of a church
group. Individual groups have their own
common bond. All of the gtoups
belonging to one particular credit unioa
(i.e.. listed in Section § of the credit
union's charter) make up the credit
union's field of membership.

If the charter is granted. the Federal
credit union will only be sble to grant
loans and provide services 0 persons

- within the groups defined in the charter.
If the Federal credit unioa later wishes
to add persons to its field of
membership. it must submit s charter
amendment request to NCUA ia
accordance with the procedures set
forth in Chapter 2

1. Occupational Common Bond.
NCUA has limited this common bond to
employment by the same enterprise.
Persons sharing this commoa bond may
be geographically dispersed. Employees
of a parent corporation and its wholly-
owned subsidiaries and persons under
contract to work regularly for an
enterprise may be considered under &
single occupational bood. Each category
10 be served (e.g. subsidiaries,
contractors) must be separately listed.
Persons with different employers, svea
if closely related geogra

ate

The employer may also be included I
&mm
Corporation and its " The
employer will be defined in the last

_ clawse describing the group.

. Gome of tonal
4 mnpluoe_mpc Fop

a. "Employees of the Scott
Manufactunng Company who work in
Chester. Pennsylvania * * *~

5. “Employees and elected and
appointed-officials of municipai
government in Parme. Chio * * *."

¢ "Employees of johnson Sosp
Company and its majonty-owned
subsidiary. johnson Toothpasts
Company, who work in Atgusta and
Portland. Maine * * °."

d. “Personnel of fleet units of the U S
Navy home ported at Mayport. Florida

e. “Civilian and militarspersongel of
the U.S. Government who work or are
stationed at. or are attached or assigned
to Fort Belvoir, Virginia, or those who
are retired from. or their dependents oe
dependent survivars who are dligible by
law or regulations to receive are
recsiving benefits or services from., that
military installation * * *.°

L “Employees of these coatractors
who work regularly st U.S. Naval
Shipytrd in Bremerton, Washington

s “Employees, doctors, medical staff.,
technicians, medical and nursing
students who work at Boston Medical
Canter ot the locations stated * * *.°

b “Employees and teachers who work
for the School District Number 3 in
Austin, Texas * * *.°
defined Pl.:noa‘lm nd

occupati groups are

& “Employees of engineering firms in
Seattle, Washington.” (No common

associational cheriery lowest
orgsnizational leve} 'm -
economically feqsidle.
e e
e oa aad

qualify for a P _‘_-'
charter. ederal credi

Associstions formed primar( -
obtain & credit union chpma do':t -
have a sufficient associations) eur‘_
bood.' : 0or do associations dased om & ..
client or customer relationship—en -
INSUrance company's customers ar 8
buyer's club. for example. T

NCUA normally charters
associationa! Pederal credit aniong
consisting of astursl person members.
cartain instances. NCUA will oy
nonnatural persons (e.g corporate .
$ponsce ar orgenizations of membery)
be slipbl fr membershi nu

Moreover, the common bond extends |
only o the association’s members.
smployees of 3 member of g local
chamber of commarce. for example, do
not bave s sufficiently close tie 1o the
association 1o be included. A proposal
10 include these persons among those &
be served by the Federal credit wmice

.
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cmments The anhicy set forth 1n the
propuased IRPS prohibiting :nciusion of
‘mye employees of member of a chamber

4. ommerce. of similar association. it @

cerdit umon 8 field of membership

e ted several negative comments. The

IRPS stutes that if an FCU wishes to
scrve the employees of a members of &
chamber of commerce or similar
professional organization {eg..
smployees of member of & bar or
medical association. empioyees of 3
franchisee). it must foilow the
pracedures for fieid of membership
expansion set forth :n the select group

evpansion section. Aithough this may be

considered a ughtening of chartering
and expansion policies. it does not

eliminate the availability of credit union

service to any group. Hence the Board
makes no change to the proposed [RPS.
One commenter wanted the [RPS to

assure new charter applicants that their

proposed field of membership would be
given consideration early on in the
chartering process. Although the [RPS
does not directly address this concemn.
there is a full discussion of whbat types
of fields of membership are appropriste
and inappropriate. Charter applicants
should deal with field of membership

issues up-front. The Regional Offices are

prepared to answer any questions and
settie any uncertainties pertaining to
field of membership which the charter

applicant is unable to resolve by reading

the [RPS. Therefore. no change is made.
One commenter recommended that
there be specific discussion and
encouragement in the [RPS relating to
FCU service to high school student
groups. Chapter 1. L A, 2 notes that
student groups constitute an
associational commoan bond. High
school student groups do qualify as
student groups. it should be noted that
high school student groupe may be
added !0 an existing Federal credit
union under the policy pertaining ‘e
salect associational group expansions.
Of coursa. all other selact groupe
expansion requirements must be met.
Though 0o comments wers received
on charter conversions (Chapter 8}
NCUA took s final look at the subject
and found some additional ways ©
streamline and clarify the state-t0-

Federal charter conversion process. The

three significant changes were: (1)
Addition ol specific referenc’: to the
need and timing for submitting Form
NCUA 4000 (Federa! Credit Unioa
Investigation Report. Coaversioa of
State Charter to Federal Charter) (2)
deletion. as unnecessary, of the
requirement to submit 8 Form NCUA
$300: and (3) addition of specific

reference 1o the hme when an NCUA
an-site review will be conducted

Comments were received
recammending that the introduction of
preface to be part of the manual
incorparating the IRPS contain 3
thotough discussion of credit union
uniqueness. philosophy. and the
common bond. The inigpduction to the
manual will contain such a discussion
Another commenter recommended that
a “glossary” be added to furmish
definitions of spec:al terminology such
as “select group” and “muitiple group
charter.” The Board Yeli¥ves ths
recommendation is a good one. hence 2
glossary will be inciuded as part of the
manual.

Regulatory Procedures
Reguiatory Flexibility Act

As was noted in the proposed RPS.
the NCUA Board has determined and
certifies that changes to NCUA policy
resulting from adoption of the (RPS will
not have a significant economic impact
on a substantial number of small credit
unions (those under $1 million in asset
size); changes are directed at
clarification of existing policy rather
than creation of new restrictions.
Therefore. a regulatory flexibility
analysis has not been performed.

Paperwork Reduction Act

This [RPS does contain several
collection requirements. All of the
collection requirements contained in the
RPS and NCUA forms which will be &

part of the manual were submitted to the

Office of Management and Budget
{OMB) for & al in early June. We
have not yet heard from OMB. A sotics
of OMB approval will be published in
the Federal Register upoa ita receipt.
Any comments regarding collection
requirements should be sent w0 the
NCUA. Administrative Offics. 1778 G
Street. NW.. Washington, DC 2045& and
to Cary Waxmaa, OMB, Room 3228,
NEOB, Washingtoa, DC 20803
Executive Order 12812
Implementation of the IRPS will aot

affect the state regulation of either
federally- or state-chartered credit
unioas.

List of Subjects in 12 CFR Part 71

Credit union, Pield of membership,
Chartering. Fleld of membership
addition. Mergers, Conversions.

By the National Credit Usica
Administration Soard os July 28 1908
Becky Bakar,

Secreiary. NCUA Board

Accordingly. NCUA amends 12 CFR
Part 701, supersedes [RPS 34-1 end

—

establishes the following IRPS 33-1 as
follows:

PART 701—ORGANIZATION AND
OPERATIONS OF FEDERAL CREDIT
UNIONS

1. The authonty citation for Part 701
continues o read as follows:
Autbority: 12 U S.C 1738, 1758, 1787. 1759

17812, 17810, 1788, 1797, 1782 1784 1790 178
and 1798

2 Section "D1.1 is revised as follows:

§ 701.1  Federal credit union chartering,
fieid of membdenihig modifhications, and
conversions.

National Credit Union Administratic
practices and procedures concerning
chartering, fieid of membership
modifications. and conversions are set
forth in Interpretive Ruling and Policy
Statement 39-1—Chartering and Field
Membership Policy (IRPS 88-1). The
[RPS is incorporated into this regulatic
Copies of the [RPS can be obtained frc
the National Credit Union ‘
Administration. Washington. DC, 2045

3. [PRS 84-1 is superseded by the
following [RPS 88-1. i

Note.—The following ruling will not app ‘
10 the Code of Federal Regulations.

INTERPRETIVE RULING AND POLK
STATEMENT 80-1—CHARTERING
AND FIELD OF MEMBERSHIP POLI

Chapter 1—TFsederal Credit Unicn
Qhatering
L Goals of NCUA Chartering Policy
NCUA's chartering policies are :
directed toward achieving three goals
A. To uphold the provisions of the
Pederal Credit Union Act conceming
granting Federal charters;
B To promots credit anioa safety 2
soundness: and

c.‘l'onn: dadtnion
servics ¢ to Mh
who wish o have it povp

L Who  Pederal Cna
o wh May Apply for o

NCUA may grant a charter 0 any

group where it finde

~The group possesses § recognizab
and appropriate common boad:

~The subecribers are of good chars
end are (it to represent the group:

~Establishment of the credit unioa
sconomically sdvisable—ia. it w
be & viable institution and its
chartering will not materially affe
the interests of other credit unioa:
the credit anioa system.
Cenerally, these are the oaly crite

NCUA will lock to. In unusual
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Lowan. or Lee Counties of Indiana. whe
qu.ahily foe membership in accordance
with st cunstitution and dylaws n
+ffect on March 7. 1980.°

c. "Sembers of the Mennonite Church
who live or work ia the State of
Kansas.”

d. "Members of the Shalom
Cungregation who live n Chevy Chase.
Maryland.”

¢. "Regular members of the Corporate
Executives Assoc:ation. located in
Woestchester, New York. who live or
work .n Westchester. Rockland. and
Suffolk Counties in New York. who
qualify for membership n accordance
with 1ts constitution and bylaws n
effect on December 1, 1988."

f. “Members of the Northern Michigaa
Electric Co-op located in Marquette.
Michigan.”

Some examples of insufficiently
defined associational group definutions
are:

a. “Members of military service clubs
in the State of New Mexico.” (No single
associational tie: specific clubs and
locations must be aamed: may be
considered as multiple group).

b. “Veterans of U.S military servica”

Some examples of unacceptable
associational common bonds are:

a. “ABC Buyers Club.” (An interest in
purchasing only does nol meet
associational standards.}

b. “Customers of ABC Insurancs
Company.” (Policyhoiders or customer/
client relationships do oot mest
associational standards.)

3. Community Common Bonds.
Congress has required that a credit
union cha;ter that \;\;l btb‘b::ud : ate
to a specific geographic ton
limited to “a well-defined neighborbood.
community, or rural district.” NCUA
policy is to limit the community to 8

i l-defined area
Whers residents commingle s0d et
arly. NCUA recognizes two types of

ity on which 8 community chaster

bond can be based: residencs and
employment. Businesses and other lagal
entities within the community
boundaries mey slso qualtly for
membership. Given the diversity of
community charscteristics throughout
the country and NCUA's goel of making
credit union service available o ol
eligible groups who wish to have &,
NCUA has established the following
common bond requirements:

a. The geographic ares’s boundaries
must be clearly defined: and

b. The charter applicant must
establish that the area is recognized
those who live and work thers as s
distinet “neighborhood, couununily, or
rural district.”

A rtypical defimition of & community-
bascd common bond 8. ‘Persons who
liwe ur work in and businesses and other
legal entities located in ABC. the ares of
XYZ C.ty bounded by Fern Street on the
north. Long Sireet on the east Fouth
Street on the south. and Elm Avenue on
the west.”™

If the community is also_a recognized
legal entity. it may aiso be ificluded in
the field of membership—e.g.. "DEF
Township.”

Some examples of community
common bond definitions are:

a. “Persons who live or werk in ABC
County. Maine.”

b. “Persons who live or work in and
businesses and other legal entities
located in Independent School District
No. 1. ABC County, Minnesota.”

¢ “Persons who live or work within a
ten-mile radius of Walnut, linois™
{Rural aress only.)

Some examples of insufficienty
defined community common bond
definitions are:

a. “Persons who live or work within
and businesses located within & teo-
mile radius of Washington. D.C.™ (Not a
recognized “neighborhood. commanity,
or rursl district.)

b. “Persoas who live ot work in the
industrial section of XYZ New York."

& Multiple-Group Charters. NCUA
may chartar a Federal credit union to
serve & combination of distinct,
definable occupational and/or
associational groups. However, NCUA
will not charter as & single Federal
credit union multiple groups which
include one based on & community
common bond.

In addition to general chartaring
requirements. .ssoid. requirements
pertaining to multiple-group applications
must be satisfied before NCUA will

—
————

An example of a mulupie group field
of membership &

“The field of membership of this
Federal credit union shall de limited 10
those having the {ollowung common
bond:

1. Employees of DuPoat Corp. who
work 1n Wilmington. Delaware:

2 Partners and employees of the law
firm of Seuth & Jones who work a2
Wilmington. Delaware;

3. Members of the GHI Associations
who live in Wilmington. Delaware. and
qualify for membership n accordance
with its constitution and bylaws.

8. Other Persons Sharing Common
Bond. A aumber of persons by virtue of
their close relationship to 2 common
bond group may be included at the
charter applicant’s option in the field of
membership:

a. “Spouses of persons who died while
within the field of membership of this
credil union™;

b. “Employees of this credit union™:

¢ “Persons retired as pensioners or
annuitants from the above
employment™: -

d. "Members of their immediate
families™

¢. “Voluntesrs™:

{. “Organizations of such persons.”

“Members of their immediate
families™ may be generally defined as
deemed appropriate by s Federal credit
union when including this group among
those to be served. To be made
sffective, however. the Federal credit
union’s board of direciors must approve
the definition by resolution. and include
it in Article XVIIL Section 2 of its
bylaws. The single exception = for those
Federal credit unions serving student
groups: only the “members of the
immediate families™ of studeatls who
actually join the Federal credit union
may be included. NCUA defines this

foe student groups as
follows: of the immediate
families of students who are members o
this credit wnion.”
olunteers. by virtue of their close

h £
rela & SPONSOT group Mauy
umw«m
volunisers working st 8 hosprtal or v &

Under Article I Section & of NCUA':
Standard Bylaws. if 2 member lesves
the field of membdership. standard
member services will be lerminated.
However. the board of direciors may. b
resolution, set forth the circumsiances
under which 2 member muy mentain
membership. This option is commonly
reflerred 10 a8 the ~veca 2 member.
slways s member™ bylaw provision

A Charocowr end Flinwss of
Subscribers. The Federsl Credit Umun
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AC!t rrquires that seven or more aatural
persons must present to NCUA for
approval a sworm organizauon
certificate staung &t a minimum:

1. The name of the proposed Federal
credit union:

2. The location of the proposed
Federal credit union and the ternitory in
which it will operate:

3. The names and addresses of the
subscnbers 10 the certificate and the
number of shares subscnbed Dy each;

4. The inttial par value of the shares:

S. The propased field of membership.
specified in detail: -

8. The term of the existence of the
coa;poration. which may be perpetual;
an

7. The fact that the certficate is made
to enable such persoas to avad
themselves of the advantages of the
Federal Credit Union Act.

These seven or more persons will be
the proposed Federa] credit union’s
“subscnbers.” False statements on this
certificate may be grounds for Federal
criminal prosecution.

The Act also requires NCUA 1o satisty
itself as to the “general character and
fithess™ of these subscribers. These
persons, therefore, may be the subject of
credit and background investigations at
NCUA's discretion.

C. Economic Advisability. Before
chartering & Pederal credit unioa, NCUA
must be assured that the instilution will
be viable and that it will not materially
affect existing state or Federa! credit
unions. Pis beec:t.’x:)umnic: advisability
inquiry has me especially important
since 1970, when Congress assigned
NCUA the obligation to establish a Pund
insuring credit union shares and to .
preserve that Pund. o

NCUA will conduct an independent
on-site investigation for each charter
application to sssure itself that the

support: (b) the
charecter and ftness of mansgement
and (c) present aad projected markat
conditions. .

a. Member Support. Whils NCUA has
nou:t.auhl::-dawg
membership for chartering & Federal
credit union. experiencs bas shown that
s credit union with under 500 potantial
members generally is uniikely 0
succeed. A charter applicant with a
proposed field of membership of under
S00 will have to demonstrate coavincing
support for the credit union. Por
example, in an occupetionsl group a
commitment for significant loog-term
support trom the employer must be in
evidencs.

The group's size 18 only of help of
members participate n the credit wnion.
The charter applicant must show thet a
substantisl percentage of the group's
members will join the credit union and
use its services. Survey results must be
based at 4 minimum on & sampling of
250 potential members. In parucular
instances. sspecially where the common
bond is broadly-defined 3¢ newly-
established. NCUA may require s larger
sampling.

b. Proposed Management's Choracter
and Fitness. The applicant must provide
8 list of the persons who wil] servais
officials. NCUA will conduct a credit
and background (including criminal
record) investigation oa each of the
proposed Federal credit union's officials.
NCUA also reserves the right to perform
such checks on employees of the
applicant FCU. The Agency will also
need assurance that the mansgement
team will have the requisite skills—
particularly in leadership and
accounti nd the commitment to
dedicate the time and effort needed t0
maka the Federal credit union s success.

¢ Present and Puture Market
Conditions: The ability to compets in the
marketplace and to adapt to changing
markat conditions is key to the survival
of any enterprise, and & crucial part of
that is the ability to plan well. NCUA,
therefore, requires an a )
submit a business plan oa
Sesung o, Beeling & » e,
assump asa mn,
these elements:

L Mission statement

. Analysis of mrfht zndiﬂm—-
ecooomic prospects foe the growp,
availability of Anancial services from
credit unions, banks, Sals

v. Pinancial services o be provided:
vi. How/when services are 0 be

implemented:
vih of credit wnios and

statements for 1st, 2nd, end 3vd yeer.
mwbd
e

managemest}
xvi. Goals for dividends, gensrstion of
resOurces

e

xvii. Plan foe conting

committes membery: 4nd
xvii. Bvidency of sponsor

commitment if subsidies

succesa of the Feders) cr:drl'tz?:.l -
NCUA expects that the sy

mg propou?h officials wil]

and support the busin

submitted. 3¢ plan :
 Overiaps. (This discussion pertalne

to new charters as weil xisting
charters.) e

An averlap exists when 5 -
persons is eligibie for mmbem::
two orﬁmon cregt unions.
state charters. Ceneral pol; Mquires
!hatﬂ ""l{i cﬂﬁrt be made tﬂvm‘d @
overiap. Ideally. & group of persong
should be included in the ﬂ:l‘d of
membership in only one credit wnion.

Both new and existing credit
are obligated to investigate the
possidility of an overlap priorto .
submitting an applicatioa for s new

charter or ad 2 by surveyi
the pmpecﬂmod o mmbtrmm
coatacting the state credit union

encouraged (o work out the
p(oblcnbﬁ\vecnocw mm
If the matter is resolved informally, the

:gpliant mast submit 3 letter 1o that
ect from the credit union whose 8eld

1}
I
1
By

4
i
i

!
i
it

i%
4
i

!
i

¥

1]
1!
B}
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e Lt 00 reaniy e he athigy:
faacc e ttect an he averlapaed rredgit

ine mL the desireg of he grouptsg; che
apirion of *he state credit urion

e e yae  f ppicanie. and ather
interesied Darties: and ‘%e Dest aternsty
of the invouve d potentidl or current
merhers. In general. SCUA wiil not
pintect dssuciational and community
charters frum overlaps with
occupationai charters.

A aumber of situations may a0t ustfy

acpraval of a requested Jveriap. For
exarpie. tf the reyuesting ~redit union
0ifers coridin speciaiiZed services aot

otfered By ‘he urainagl creait union fsuch

as credit zards. ATMs. ¢nd [RAs), the
extra services dione may 10t justify e
overlap. Also. proximity. by useif, does
not warrant epproval of an overlap. A
Federal coedit union in Chicago. lllinows.
may not huve a conviac:ng argument.
based on gecgrapav alune. that 2 select
employes group (SEG) aiso iocated in
Chicayo wouid be better served by it
than by the SEC's headquarters credit
union located in Dallas. Texas.

From an overlap prevention
perspective. new charter applicants and
every occupational or assocational
group which comes before the Regional
Directors for affiliation wath an exusting
Federal credit union must advise in
writing whether the group is included
within the field of membership on any
other credit anion. This requirement will
alert the Regional Directors to possible
overlap situations before they occur.
Thus. most potential 8eld of
membership conflicts can be avoided. If
cases do arise where the assurance
givea to a Regional Director concerning
unavailability of credit umon servics
turns out later 1o be inaccurate, the

misinformation is grounds for removal of
the group from the Federal credit union’s

charter.

3. Exclusionary Clauses. (This
discussion pertains to new charters as
well as existing charters.)

mmm overla
w i certaia pe
may be used to belp define the field of
membership of a Federal credit enicn.

Use of exclusionary should be
avoided if possible. ally. 8
investigation of 3

application or an spplication for a fleld
of membership expansion will discloss
the situations where othe: credit union
service is available. The field of
membership should be written so that
only the specific locations whare credit
union service is not currendy svailable
are allotted to the new chartar or to the
Feders! credit union seeking the field of
membership additicn.

Howaver. certsin cases exist where o

specific recitation of woek locations (for

40 A cupational ymupl ne nember
luratiung i(or an ¢s30C10tiungl groupl 18
not fvasibie. Carporations or
s3snciatiung with widely-dispersed
empicy ees ar members fauil into this
“exception ' category In these special
cases. exclusionary wording couid be
used 10 prov:de some umits on an
edensive field of membership. An
example might be employeeydf XYZ
Corporation where XYZ Corporauon is
a relatively new company which
spec.alizes in acquisiions and
divestitures and its corporate makeup is
cons:anty changing. (n this case the
fieid of membersnip could be descrnibad
as ‘employees of XYZ Corporation who
work in the United States. except
employees eligibie for membership in
another occupational-type credit union
serving an employee unit of XY2
Corporation.”

Another situation which may require
exclusionary wording is the chartenng

- of 3 new communuly credit union or the

field of membershup conversion of an
existing occupational or associational
credit unioa to a community charter.
Although investigation may show that
the resideats of the proposed area of
servica by and large do oot have access
1o a credit union, other credit unions
may be operating in the community
which desire to remain autonomous
entities. If the Regional Director
determines that avoidance of overlap is
warranted. an exclusionary clauss may
be inserted in the community credit
u?ionc’ls feld of membership. !nf:lx!pln
of exclusionary wording are as follows:

1. Persons who reside or work in
Portland. Maine. excapt persons eligible
for primary membership in ABC
Employees Federal Credit Unioa or
Portland City Employess Credit Union
as of the date of this charter:

2 Pursons who reside or work ia Hilo,
Hawail, of Hilo Sagar
Company the Statwe

emnment.

sbove, assuming that the two excleded
Federal credit unions bave single
sponsor fields of membarship. caly

of ABC Company and of the
Portland would be excinded
Family members (or other secondary oe
derivative members) are aot excluded.
Also. uniesi special circumstances
warrant, caly occupsticaal field of
membership will be protected by the

exciumun, That e associational,
muitipie group 4nd other community
credit urinng wiil not normatly be
affurded protection {rom averiap.
Finally. by daung the exclusion. only
thuse employee units in the fieid(s) of
membership of the protected credit
union(s) as of the specified date are
excluded from membership eligibility in
the community credit union. Thus,
groups added by an occupational credit
union subsequent to the establishment
of 'he communuty charter are not
excluded from the community credit
union. [n the second example above,
dating the exclusion clause. which is
writlen very specificaily. s
inappropnate.

Although use of exclusionary clauses
by NCUA will normally be on an
exception basis only. Regional Direciory
mav. at their discretion. apply
exclusionary wording to a credit snion's
field of membership. However. the
clauses shall not be used in lieu of a
thorough investigation of the availability
of existing credit union service by a
charter applicant or an applicant for a
field of membership addition.
Furthermors. it is NCUA's intest to use
exclusionary clauses only to increase
the vitality and strength of the credit
union system. not te prevent people
from obtaining credit union service.

IIL. Appropriateness of Proposed
Federal Credit Union Name

1t is the respocsibility of the Federal
credit union organizers o ensure that
the FCU applicant’s name or FCU name

A2k

:~§§§ .
? E»
;

charters aftar scrutinizing
of the applicants camman boad. NCUA -
nay. at its discretion, sequire that the
proposed Seld of membership de
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o ere wpeef Lo T oPe g AnCQ ) act Nt
e i o Pl A lare pertion of
‘hd’ 1saicy L in $ Menlers TAY Ye
plowed 4t § later ime f appropriate.

\lsu. 13 with uny wodely dispersed
griiup. e ap 38t are Lhely ta aise.
o shap ot the ime of nf sibsenuent ta
cnurtening NCUN i/l cansider the
offert that granting a charter with such a

oup 10 118 field of membcrq_hlp wOu}d
have on any number of eusting credit
un:uas (n addihon. an assoc_:anunal
endit umtion with 3 widely-disprrsed
nembership may 2xpect overleps to be
(ranted to other Sredit unions :n the
foruce. parucularly at the 'ucal level.

{n recogrition of *hese unique
sroblems. NCUA follows a separate
ate-nal procedure for associational
charter appiications for associations
with proposed fields of membership of
500 or more jersons which cross NCUA
regional boundares. NCUA's Director of
Examimnatinn and Insurance and all
NCUA Regional Directors with any of
the associations members located in
their region must vote dn the charter
application. A majority vote is required
for approvals: tie votes are referred
directly to the NCUA Board for decision:
denials are appealable to the Board.

V. Industrial Parks, Shopping Centers
and Sim:lar Groupings

A Federal charter may be available to
persons working in a particular
industrial park or shopping mall. sither
as community-based or a3 a muitiple
group. If the multiple group option is
selected. all multiple group requirements
must be met Each employes group
within the industrial park or shopping
center must submit a letter requesting
service. Only those submitti
letters will be added to the charter.

V1. Specially-Designated Federal Credit
Unions

Some credit enions are recognized
and designated by NCUA 10 perform
certain functions different from those
::;;d:&h A: rpplkn! wishing t:

8 ©
considered for such & designation may.
at the time of chartar application.
provide the additions! information
NCUA needs. NCUA will then consider
th‘ gcsimuon .d?:%c designation
application 2 i
c::alsobc‘:::ﬂod!uauhwﬁmil
all the requirements are met.

A. Low-Income Credit Unios. A low-
income credit union is defined as one
where & majority of its members fall mto
one or more ol these categoriex: (1)

n:

Thnee wheee ananal incnme allg at »¢
wiow the lower level standaerd of living
riass.fication as est sblished by the
Bureau of Labor Statistics and as
updeted by the Empioyment and
Training Adminustration of the U S.
Depactment of Labor {2) those who are
residents of 3 public housing project
wha quaiily for such_tesidency because
of ‘ow income: {3) those wha qualify as
recipients \n & community action
program: (4] those who are enrolled as
full-ime o¢ part-ume students in 3
coilege. uriversity, high school. or
vacational school. The Federal credit
union appiicant shouid forwarta
separate request for a low-income
designation at the time the application is
submitted with appropriate
documentation.

A credit union designated by NCUA
as 2 low-income credit union has greater
flex:bility in accepung nonmember
deposits nsured by NCUA. The credit
union may also participate in special
funding such as the Community
Development Revolving Loan Program
for Credit Unions if it is involved in the
stimulation of economic development
activities and community revitalization
efforts.

B. Corporate Federal Credit Union. A
corporate credit union is defined as: (1)
One that is operated primarily for the
purpose of serving other credit unions:
and (2) one whose total dollar amount of
outstanding loans to member credit
unions plus shares issued to member
credit unions equals or exceeds 73
percant of its total outstanding loans
plus shares and deposits. They are
governed by different reserving and
other standards as set forth in Part 704
of NCUA's Rules and Regulations.

VU. How To Apply for a Federal Credit
Unioa Charter

Persons interested in organising a

: A Regi Director serving

state in which the credit union will be
or their state credit snion

attached as Exhibit A to this Chaptar.
NCUA will ;ro;;d; h!omuon’b
goups interes pursuing & Federal
charter and will assist them in obtwining
an organizer. ]

A crecit umna organizer nay Ye 3
tyad.e 1330C:a%0N representative. an
NCUA examines. gp 4 volunteer wiih
training ind experience :n charern
new Federal credit unions. The 3
functions of the arganizer are 1q pros
dirsction. guidance. and advice 50 'k
charienng process. The organ.zer als
provides the group with mnformatioa
about a credit unjon'y functions and
purpose as well as technicaf asgistan
n prevanng and submmmg ‘he ~har
appiication. Close communication am
cooperation between the orgag:zer a
the group members s cryj-3) o the
chartering process.

Once the group has decided to apg
for a Federal credit union charter an,
the organizer is satisfied that the

application has ment the group shoe

elect 7 10 10 persons 1o serve 39
subscnbers. The subscribers ang
organizer wiil work together 1 ensy:
tkat information required in the F edse
Credit Union Investigation Report
(NCUA 1001 for Federal credit union
applicants or NCUA 4000 for
applications to convert-to a Federal
charter) is well supported and
documented. The organizer and
subscribers should develop a busine

plan as discussed earlier in this che;

The subscnibers should also locate
willing individuals capable of servin
the boqrd of directors. credit commu:

treasurer/manager of the proposed

credit union. This documentation w1

submitted along with other charteris
documents by the organizer followir
the charter organization meeting.

A charter organization meeting w
called as soon as the subscribers an

chartering information has been
collected. The charter organization
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commumity houndaries ind ‘herefore
n. ke N0 change "o the IRPS.

A related queshion raised by seeral
cummenters i$ what happens 10 sclect
wroups located outside of & community
charter's specified boundaries whych
were added to a community charter s
field ol membership dunng the past five
years. These groups wouid continue to
have membership elipbility from e
coremmunity FCU. They would continue
ta be specifically named in the
commumity FCU’s field of membership.

A aumber of respondents questioned
whether partnerships. corporations. and
other legal entiues (“non-natural
persans ') could be included in the Seld
of membership of community-chartered
FCU's without being specifically listed
in Section 3 of the charter. These noa-
natural persocs are legal entities which
are located within the boundanes of
commuruty charters. One commenter
pointed out that Pant 708 of the NCUA
Rules & Regulations formerly included
discussion about thus topic and provided
specific wording for use in commumty
charter field of memberships. In
addition. many community charters
have assumed that these non-natural
persons qualify for membership under
the general clause “organizations of
such persons.” The NCUA Board is
persuaded that a clanfication is
necessary. Hence, a change in the RPS
is appropriate. Chapter 1. Section IL
sabsection 3, has been modified
accordingly. Alsa, the community Seld
of membership examples have been
modified to show that business and
other entities within the service ares
can become members without being
specifically listed in the charter,

The topic of overlape (ses Chapler L

-IL C 2) received the attention of &

number of commenters. Most
commegters agreed with the a to
overlaps expressed in the The
remarks about ovarlaps from a credit
union trade associafioa commenter are
particul noteworthy. The commentar
indicates that procsdures 10 deal with
material and potentiaBly troublesome
overlaps have been NCUA
but similar precedures have aot
forthcoming from stats regulatory’
offices. The commenter encourages
NCUA 10 develop agreements with each
of the state regulators which will
facilitate to two-way flow of information
regarding ove:{aps or potential gverlaps
that sre mistmmm d::ln“
chartering palicy.
that its overlap policy as set forth in the
IRPS is appropriate. However. NCUA
continues t0 pursue such agreements
m‘{%:m%q { regional
po of granting cross-
associational charters and field of

mrmbership expagsiuns (see Chapier 1.
IV — "Widely-Oispersed Associated
Charters ) drew a number of comments.
Most of the commenters agreed with the
Position takeg »t the [RPS which
mandates that affected Regional
Direciors vole on such expansions and
charters. Several commenters indicated
complete opposition 1o sach charters/
expansioas aad aske® for a lotal
prohibitios of such groups. Two other
commenters indicated that the policy is
dn overreaciion lo the granting of a few
charters. The NCUA Board continues o
Selieve that tus policy. adopted.last
year. is reasonable and appropFate and
that it shouid be left intact. A
clanfication that this policy applies to
expansions is made to Chapter 2 at the
end of the Section entitled “Select
Group Additions.”

Several commenters recommended
that the term “expansion” be deleted
from Chapter 2 of the IRPS and that
some other similar term such as
“adjustment.” “change.” “addition.” o¢
“amendment” be substituted therelore.
The term “expansian” was eliminated
where possible prior to the publication
of the proposed RPS. Accordingly, a0
fun:cr substitutions/changes have been
made.

The retiree/senior citizens policy
received several comments. This policy
is set forth in Chapter 2—"Additian of
Retires or Senioe Citizea Associations™
and has been NCUA policy since 1984
e , of the pouc;ntwmhu
suppartive . Letters
four bankers’ associations opposed the
policy. This policy is not new and is
generally considered to be
no::ntrvvuﬂn!. Hence, no change is
ma

The issve of beckgroand/credit
checks for prowpective officials/
employess of aew PCU's received
ls sdcreme] b e TR C e
s Character and

some of safeguards be »
',?m-‘;-'d!dnhbu
circumven policy’s purposs.
Alwlg:‘!oudmﬁ
concers as genuine, we belleve that the
nd. ' official “h
e maust s
P T 1)
punitive actions would be i
sinamclouddouﬁ::v‘ o
discourage persons serviz] in these
hmlyvgt.unuaapodﬂa.m
no changes are made.
Several comments were received
about the section B:‘Chaptnl;mahd
“Appropriateness of Proposed Federal
M&uhﬁ&&m&
1) Theas limi's on the nsming of FOLI's

are !onnmtding NCUuA policy.
However. this g the first ume ‘hey ha
been set forth in 4n RPS. Aithough 1
commenters were gegeraily .2
dgreement with the discuLssian a the
proposed IRPS. one commenter w
the list of nappropnate names
expanded 9 include names used by
other financial insutyyons and by the
U.S. Covernment. There 15 in existens
cnminal satute probubiung mususe of
tles of federally-wsyred astitutioas
Since it is required that the last three
words of every Federa) credit unjon s
name must be “Federal Credit Unioq.
80 modification o Uus secuon s
necessary.

The issue of emergency mergers/
purchase and assumptions received ;
nurnber of comments. (See Chapter 2
section enliled “Additions Via Mery,
and Purchase and Assumptions.”) Th
credit union commenters supported
policy in the proposed RPS. the

nkers’ associations were opposed.
The bankers’ associations claimed
geaerally that the policy results in
dilution of the common bond. The Bo
maintaing that the latitude permiited
this subsection of the RPS is good

anle

public policy since it serves to reduc:

the exposare to loss by the National
Credit Unioa Share Insurance Fund
Also, the consolidation of a troubled
credit wion's 8eld of membership wi
an effectively-operated FCU does no
create new credit union service. Exis

g
%
:
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Exhibit B-—Latter of Understanding aad

Agresmast

To the Board of Directors and Other Olficials
Federal Credit Union

Since the puwrposes of edit snions are ©
promote thrift and © make funds available
hbﬁ‘;‘mmb
newly

liquidity requirements. Pederal mswrance
coverage of member sccounts wder the
Naticaa! Credit Union Share nsurance Fund
will be granted ‘0 the above mamed credit
anion subject 0 the coedilions listed in this
Latter of Understanding and Agreement and
in the Organization Cartificats and
Application and Agreements for insurance of
Accounts. These lerms are listed delow and
are subject to scceptance by suthorized
credit union officisls.

1. The credit unioa will refrain e
soliciting or accepiing brokered fund deposits

feam iny source withaut 'he pnur emites
wprival of 'he Regivnai Director.

2 The credit ynwun w:ll refrain lrom the
Tuning of larke ‘cans ‘hat :5. 104ns .4 excrss
of 3 percent of ynimpaired capital and
surhlus. 'e any one member o group of
muembers without *he pnoe wniten 4ppros 4l
nf the Regronal Director.

). The credit snion wmil not estabiish or
nvest .n a Credit Union Service Organization
{CUSO} without the pnosrniten approval of
the Regional Director.

4. The credit union wiil not enter ato any
.nsurance programs wheredy 'he aedit wion
member finances 'he paymen! of .nsurance
prenuiums through loans from the credit
union. ~ -

S. Any pecial :asurance pian/program.
that is. nsurance other than usual and
normal surety bonding or casuaity or liability
or loan protection and life savings nsurance
coverage. which the credit wruon officals
intend to undertake. wifl be submitted 10 the
Regional Director of the National Credit
Union Administrauoa ‘or wnttan approval
prior to the officials commatting the credit
union thereio.

8. The credit union will prepare and mail to
the district examiner. financial and statisncal
reports as requued by the Federsl Credit
Union Act and Bylaws. by the 20th of sach
month followng that lor which the report is

prepared

7. As the credit union's officials
exparience and ‘he credil unioa achisves
target levels of growth and profitability. the
above terms and conditions may be
renegotiated by the two parties.

Dated this dayof . 1988
National Credit Unica Administration Board

on behalf of the National Credit Unian

Share insursncs Fund

Regional Director

—8\'_'— Federai Credu Cana

Date

g!::o.;l Evecutive Qfficer Presiden)

g:‘:{ Financ:al Officer (Treasyrer)

Chief Recording Qfficer '5‘“!‘45}

Chapter 2—Changes ia F
Membership ald of

As in the case of NCUA chartenng
policy. the goals for field of membersn:
expansion are:

A. To uphold the provisions of :h
Federal Credit Union Act concemn:g i
granting of Federal charters;

B. To promote credit anion safety ar
soundness: and |

C. To make quality credit union
service available to all e/igidie groups
who wish 0 have it |

A Federal credit union's field of |
membership is an official statement |
which specifically defines who may
become s member of the credit union
is recorded in section $ of the credit
union’s charter.

Any change to the fleld of
membership, whether it is an additior
deletion. or simple update. must be
reflected formally in section S of the
credit unioa's charter. Changes to |
section § are normally initiated by ths
officials of the respective Federal cre
union snd submitted in writing to the
appropriate NCUA Regional Office &
approval

The National Credit Union

authority to the Regiooal Directors -
m kc::m mbnm:t request:
i tion ena Agency
respond 10 the majority of requests
. However, cartain complex

A Federal credit union’s board of
directors may wish to request a fielc
membership amendment fo: ¢ varie:
reasons. including, but not limited tc
~—Providing credit unics access anc

servica 10 a8 additional clearly-

defined group of persans who de
to be served by the applicant cre:
union
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- AL omansiating sponsor dequisinons
GF Ceaeg nEgation,

—Drversfrving the membership bese :n
ander ta aith<tand regl or patentigl
wegnomic adverstics (e 3. sponsor
shundown or cutback. economic
downtuenlk

—N\Merger with another credit union;

—~Expanding the membership buse to
fac.litate an improvement of service 10
all members.

E eld of Membership Addition
Requests—Types und Criteria

Four types of charters exst
{occupatian. assoc:ation, community.
and muit:p’e gruup) for purposes of
establishing a Federal credit union. Field
of membership expansions are achieved
by adding groups [either occupational.
associational or community) to an
ex:isting credit union.

The definition of common bond for
purposes of field of membership
additions s the same as that found in
the previous chapter concerning Federal
credit union chartenng. The examples of
groups which do and do not mest the
definition of common bond found in that
chapter apply to field of membership
additions as well. Different criteria
apply to occupational. associational and
multiple group field of membership
additions than apply to community field
of membership expansions. These two
sets of criteria are discussed below.

Special rules apply for credit union
additions to provide service to retires
and senior citizen groups. Additional

. methods of increasing the field of

membership are possible through &
merger or a purchase & agsumption. All
of these types of expansinns are
discussed briefly below.

Occupational and associational
groups which share the same common
bond as the credit unioa’s pdn?
sponsor fail’ under the category
common bond additions. m:c&ul
and associational have s
separste common from & Pederal
credit union’s primary sponsoe {common
bond group) are added under the
provisions of group feld of
mmb:::iv punsicu
group common o are
tresated somewhat differendy.

Additions Within the Common Boad

Some field of membership expansions
for occupational and associational type
Federal credit unions can be
accomplished slong traditional common
bond lines. For example. an FCU whose
primary sponsor is & particular
corporation may add by a charter
emendment: the employees of that
corporation who work at another
location: employees of the corporation

why ere paid from or are superv:sed
from the headquarters location. such as
sulrs persong or sales agents who work
at a number of locations: employres of 3
division or majonty-owned subsidiary of
'he parent corporation regardless of
locetion ar employees of a reldted
company. such as a company under
contract and possessing a strong
dependency elationship~on the
sponsoring corporation.

The wnitten request for an addition
must be supported by a letter from an
authontative representauive of the
organization to be added. This letter
shouid indicate: -~

(1) That the group wants to affiliate
with the applicant Federal credit union;

{2) That at present the group does not
have the availability of a credit union:
and

(3) The number of persons currently
employed by the corporate umit

Whenever possibie. this letter should
be submitted on the letterhead
stationery of the respective corporate
entity. Included with the request for
expansion must be & current financial
statement {or the applicant Federal
credit union.

For associational Federal credit
unions. expansions slong commoa bond
lines will aormally be allowed only at
the lowest economically feasible
organizational leve!l of the sponsoring
association. For example, 3 Federal
credit union serving the members of &
local chapter of an sssociation could
apply to serve the members of another

cha_l{t:r.
approval or disapproval of a fleld
of membership amendment request of an

.

the vicinity of the group 10 be added.
Select Gruup Additions

A select group of persons seeking
credit union servics from an
occupational. associational or mitiple
group Federal credit union must have its
own comumon bond. The select groups
theraselves may be cither empioyee
{occupational) groups oe associational

groups. However. 3 select group fur
expdansion purposes cannot be defined
by a common boad of community. The
§roup s common dond need not be
similer to the common bond(s of the
existing Federal credit union. In addition
to the group having ity awn common
bond. the following five cntena must be
satisfied belore an addition request wiil
be approved.

. All affected groups have requested
service from the applicant FCU.

b. The applicant FCU possesses the
financial resources and management
capability to provide quality credit
union service to each group. The
applicant credit union's current CAMEL
rating and financial condition will be
considered under this cntenon.

¢. The addition request is
economically feasible and advisable.

d. The applicant obtains 3 wrniten
statement from each group indicating
whether the group is currently elipble
for membership or is being served by
any other credit union. If the groups are
eligible for membership in another credit
union. justification must b¢ provided to
show that the ps no longer desire

that eligibility for continued service. The

applicant credit union must provide &
written statement from any overlapped
credit union concurring or objecting to
the overlap.

¢. The group must be within the
operational area of the home or 2
branch office of the FCU. Operational
ares is defined as an ares surrounding
the home oe branch office that can
reascaably be served by the applicant
as determined by NCUA. Although &

new select group sloae is not enough to

justify a proposed branch offics. it is
permissible to include new groups as
al justification for a
nch offics if that office will also
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the « orresponds ac0e from the ruqm"xhnq
crehit amon shoud be (1) a letter y'gned
by ¢n wihoritative representative of
each select group 1o be added und (2) 4

“current financial statement foe the

requesting credit union. The letter from
the select group should indicate at jeast
the f{ollowing

1. The number of employces or
members in the select group:

2. Whether the group currently has
access to another credit union (if it does.
then the aother credit union should be
specifically identified. A letter from the
overiapped credit union shouid be
ubtained stating its concurrence or
objection. If objections are raised. then
the overlapped credit union is required
to furnish the number of persons from
the select group who are enrolled as
members.):

3. That the select group is interested
in obtaining service from the requesting
credit union and that the group will
sypport the credit union by such means
as providing access to its employees or
members via payroll deduction. use of
emgloyu or member newsletters, elc..
an

4. The proximity to the applicant
credit union’s closest offica.

Credit unions using the select group
addition alternative should obtain the
supporting letter from the group on the
select group's letterhead stationery. The
letterhead will enable NCUA to0
correctly identify the proper title of the
select group and will provide validation
of the select group's location (to ensure
that the operational area requirement is
satisfied). .

It is possible for a Federal credit
union to serve the employees or
members of a select group who are
located outside the operating area of the
credit union as long as the select m
has its headquarters (or its “paid )
location within the Mi::d “:t.ho :
operating ares. or 8 majority
company’s employees work withia the
credit union’s operational area.
lb-loa:vu. special care vﬂhb‘ exercised

y Dtrectors in considering
requests for select associational
expansions where the aseociation’s
membership is geographically dispersed.
The associational chartering policy
criteria discussed in Chapter 1 including

Chapter 1. [V—Widely D:g«ud
Associational Charters, will apply in its

entirety 0 select associational group
expansion requests.
Community FCU Fieid of Membership
Expansions

Community Federal credit unioa’s
may expand their flelds of membership
only by redefining the boundaries of
their servics ares. Community charter

nr

prhicy stipulates that there be reguiar
cuntict among persons who live or work
within a well-Jefined neighborhood.
commumty or rurdi distnct in order to
satis{y the common hond requircments
of the Federal Credit Union Act. The
burden of proof for existence of the
common bond 13 placed upon the
applicant credit union.

An existing community Federal credit
union may submut a request to expand
its area of service by changing the
boundares which define :ts community
field of membership. The enlarged area
must constitute a geographical area that
could be established as a community
credil union under NCUA policy. Alse.
an existing occupational. associational
or multiple group type Federal credit
union may apply to convertto s
community charter. In order to support a
case for such an expansion. the
applicant Federal Credit Union must
submit a map or maps showing both the
existing and proposed boundaries foe
the field of membership. The most
current populatioa figures for the two
areas must be oblained and included in
the package. The source of the
population informatioa must be
recorded in the credit union’s request.
Evidencs in the form of surveys or
letters from authoritative
representatives of prominent groups
located in the ares to be added must be
furnished to show that the residents of
the area are interested in affiliating with
the applicant credit union. Information
concerning the availability of financial
services 0 the residents of the new ares
must be supplied. Esp important

are 10 be served and whether the costs
of this setvice can be afforded
by the s credit wnica. Whether
oraot 8 business

examinar will prepars 2 separate
analysis of the proposed

independent of the credit xnica’s
application. Following completion of the

0n-sile evaluation and Regional Office
review of the examiner s report. ‘he
Regiunal Director wiil act 20 the
pruposal. provided that the wize of ‘he
propased area's population does not
exceed his delegated authonty. if so. 'he
applicant credit union wil] be !omaﬂy

appnsed of the need | .
consideration, ed for NCUA Board

Addition of Retiree or Sensor Ciu12en
Assoc:ations

Special rules apply for retiree or
senior cilizen groups that seek credt
union servics. For field of membership
addm'c;n purposes, these groups are
viewed &8 uhique association
which do not t'xeed to meet all.tlhfo uee
requirements for associations di
in Chapter 1. [t is NCUA Board ;I‘::;e rcc’:
make FCU service available 1o a3 many
senior citizens and retirees as possiblie
who are in fact interested in obtaining
access 1o & credit union. Federal credit
unions are encouraged to bring
associations of senioe citizens or retired
persons within their fields of
membership, and to sponsor and assist
in the formation of such associations
where they do not exist. The policies
recited in Chapter 1 for sssociational
groups {requiring that the spon.
association be well-established and tha
it not be an organization created solely
as a vehicle to obtain credit unioa
service) do not apply to retiree or senio
citizen associations. Such groups may b

are left 10 each organization. The
operational area criterion does apply «
senioe citizen and retires organizations

Additions Via Mergers and Purchase
Assumptions

APMM-&:-:{MO

smergency

The discussion pertains t¢
continuing t union Bt is federall
chartered. Most me=gers fall in’u one
two Belds of membership categories.
The mergers are feasible cither becau
m.sponmm (like h:oodll

common or wer

kx:lud p: the umﬁoml area
{multiple group). ! uruons
serving the employees of the same
corporation may merge without regar
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P the L it sl he cedit among C. The public interest would best be

affices Sumaar'y, twao credit griong
seevinyg members of the sume
ASS0CIAtuA Tuy Merge even though the
'wa gare not lucated in the same
opurationdl erca. However. two credil
unions with inhhe ficlds of membership
may only merge when they are located
in the same operationd! area. Any
cambination of associational. multiple
froup. and occupational is permisnidle
as long as the operational ares
requirement 8 satified. Mergers of any
of these three types of field of
~embership into a community charter
ire permissible as long as the merging
credit union s located within the
community credit union’s service area.
The resulting field of membersh:p
remains a community charter.

Mergers of community credit unions
into a Federal credit union of any type
may be accomplished where the
operational ares requirement is satified
and the continuing Federal credit union
is not interested nt obtaining the field of
membership of the merging community
charter. The contiauing Federal credit
union will only obtain the members of
record of the merging credit unica.
Where both credit unions are
community charters and the criteria foe
cxpandirg the service areaof a
comumunity credit unioa (as discussed
previously in this chapter] are satislied,
the entire field of membership of the
rerging credit union will be added to
the continuing Federal credit anion’s
charter.

Regardless of the type of credit union
involved where the merging credit union
iz suffering such severe financial
d:{T.culties that it will become insolvent
within six months, it may merge into any

2deral credit union in the same
cperational ares. If the credit
uzion is community based. its of
membership will be transfarred intact to

g
g
:
]
L
E

or

community charter o
future fleld of
emergency merger may be approv:
the NCUA Board without 0
of membership or other |
constraints. An emergency merger
involves NCUA's direct intarvention.
The credit union to be mergad must
either be insalvent or in uanger
insolvency and the NCUA Board must
determine that

A. An emergency requiring
expeditious actioa exists:

B. Other alternatives are 0ot
ressonably available: and

$:rved by 4pproving the merger.

In an emergency merger situation.
NCUA takes an active role in finding a
suitebie merger partner (continuing
eredit umion). NCUA 3 primanly
concerned that the continuing credil
union has the financial strength and
management expertise o absord the
troubled credit union wilrout adversely
affecting its own financial condition aad
stability. As a stipulated condition 10 an
emergency merger. the field of
membership of the merging credit unioa
may be ransferred intact to the
coantinying credit union. ~ -

Another aiternative for acquinng the
field of membership of a failing credit
union 1s through consolidation known as
purchase and assumption. A purchase
and assumption has limited application
because the failing credit union must be
placed into involuntary liquidation.
However. in the few nstances where
purchase and assumption may occur. the
assuming Federal credit union may
acquire the entire field of membership
along with loans, shares and certain
designated assets and liabilities, without
regard to feld of membership expansion
restrictions and without changing the
character of the credit union for
purposes of future field of membership
expansions.

Spin-Offs

A “spin-off” is. in effect. a partial
merger. By agreement of the parties. 8
portion of the field of membership of &
credit union, along with assets,
liabilities, and capital. is transferred to &
new or existing credit union. If the spin-
off goes t0 a new Federal charter, the
requirements of Chapter 1 apply. U it
goes (0 an existing Federal charter, the
requirements of Chapter 2 apply. Prioe 10
completion, NCUA must a ol

credit waion

spin-offs in which a P
bgvmp—s.om ler 1 for
P
Exclusionary Clauses—See Chapler 1
for discussion.
Peld of Membership
Acdiioq Requessy et

All 8ieid of membership requests will
be reviewed by Regional Office stafl in
ordar 10 ensure that the requests
conform to NCUA policy. are properly
documented and do not cause
significandy harmful or unreasonable
overlap with the flelds of membership of
existing credit unions. NCUA
understands and appreciates the
importancs of timely procassing of well-
supported addition requests. To respoad
to this desire for prompt handliog, each
Regional Office has established a goal

ul ten working days from the date of
recespt in the Regional Office for
compiete processing of a routine
additiun request. A fuily documented
request that fuifills ail of the cnteng
discussed in this manual and does ngy
fequue wniten or telephone follow-yp
will normaily be processed within thig
time.

In some cases. an on-site review by
NCUA examiner staff may be requested
by the Regional Director before acting
on a proposed addition. Nonstandard op
controversiai requests. those nvoiving
assoc:ational. community or multiple
charters, or those from credit unions
with serious operational or management
problems. are most likely to fall into this
category. In addition. as stated in the
earlier discussion in this chapter under
community charter expansions. the
Regional Director may. at his discretion.
alter taking into account the significance
of the field of membership expansion
proposed, require the applicant to
submit a business plan.

The condition of the requesting credit
union will be considered in every
instancs. The ecoaomic feasibility of
expanding the fleld of membership of a
credit union with serious management
or operstional problems must be |
carefully considered by regional staff if |
the safety and soundness of the credit |
union is to be preserved In most cases,
field of membership additions will only
be approved for credit unions which are
operating satisfactorily. f a Federal
credit unioa is having difficulty
providing good service to its curreat
membership, it may have even @ore
difficulty serving an enlarged Beld of
membership. In some cases. expanding
the field of membersbip of a struggling
good. A siugpiing crecit nspws

s t union's
mmh Mﬁml“ stain
ot A
these resourcas by increasing the
of membership may also increase
problema.
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field of meshershop a grder to zonfurm
v NCUN s chartering pulicies.

4. Approsai by the Reyronai Diceciur
The ronsrrsion will he approved by the
Rewinnal Director il 1t 13 :n ~nmpliance
with Sectiun 129 of the Federai Credit
Union Act ¢nd mects the cnteria for
Fedcral insurance.

s. Notification. The Regional Director
will notify both the credit union and the
state supervisory authonty of the
dec:siun on the conversion.

D. Acuvun by Board a‘I Directors

Upun being infurmed of the Regional
Director's approval. the board must:

1. Compiy with all requirements of the
state supervisory authonty that wiil
enable the credit union to convert to a
Federal charter and cease being a state
credit union:

2. Obtain a letter or official statement
from the state supervisory authonty
certifying that the credit union has met
all of the state requirements and will
cease to be a state credit union upon its
receiving & Federal charter. A copy of
this document must be submitted to the
Regional Director:

3. Submit a statement of the sction
taken to comply with any conditions
imposed by the Regional Director in the
approval of the conversion proposal.

E. Application for a Federal Charter

When the Regional Director bas
received evidence that the board has
completed the actions described in (D)
above. the credit union will be
authorized to proceed in making
application for a Federal charter.

The Regional Director will normally
assign a stafl member to assist the
credit union in preparing its
Organization Caruficate. (Form NCUA
4008). and an Application and
Agreements for Insurance of Accounts
(Form MCUA 9500}

The nization Certificate will be
submitted to the Regional Directoe,
together with the Application foe

Director. the
Certificate will constituts the credit
union's formal spplication to become a
Federal credit unioa. if the application is
approved. the credit union may
complete the conversion. Denials are
appealable to the MCUA Board.

F. Completion of the Conversion

1. Effective Date of Conversion. The
date on which the Regional Directoe
approves the Organization Certificate
and the Application and Agreements for
insurance of Accounts is the date on
which the credit anion becomes 3

Frderal redit union. The Regional
Direrte.e will furward 1o the credit union
1ty Federal charter and Ceruficate of
Insur:nce and will aoufy the state
supervisory aushonty uf the date of the
conversion.

2. Assumption of Assets and
Liobilities. As of the effective date. the
Federal credit union wilkbe the owner of
all of the assets and will be responsible
for all of the liabilines and share
accounts of the state credit union.

3. Board of Directors’ Mestng. Upon
rece:pt of its Federal charter. the board
will hold its first meeung a¥ a Federal
credit union. At this meeung, the board
will transact such busuness as i3
necessary o complete the conversion as
approved and to operate the credit
union in accordance with the
requirements of the Federal Credit
Union Act and NCUA Rules and
Regulations. Actions to be taken at this
meeting include:

a. Change of the credit union’s name
on all records. accounts. investments,
and other documents evidencing assets
ot liabilities of the credit aniotx

b. Changes to the credit union's books
and records:

(1) As of the commencement of
business. the accounting system.
records. and forms must conform to the
standards established by NCUA:

(2) New journal and cash record and
general ledger pages should be set wp.
The general ledger accounts for the state
credit union will be posted through the
effective date of the conversioa, and the
new balances will be ansferred to the
new general ledges accounts of the
Federal credit uniox:

{3) The income and expense accounts
of the state credit union will not be
closed unless the conversion is ot the
closs of an accounting period or s
required by the state supervisory

properly reflected on these sccomnis,
. 4. Reports to NCUA. Withia 10 days
after commencament of operstions, the
Federal credit union must subwit o the
Regional Director the following

a. Report of Officials (NCUA st1)

b. Financial and Statistics! Reports.
(Formis FCU 108A. 1008, and 100F. or
their equivalent) as of the
commencement of business of the
Federal credit union.

——
————

f1—Conversios of & Federal Credit
Usion 10 & State Credit Union

A. Generol Requirements

Any Federal credit union may apply
to convert 10 & state credit union. In
order 1o do 30. it must:

1. Comply with the requirements of
the Federal Credit Union Act {section
129] that enable it to convert t0 a state
credit union and to cease being a
Federal credit union: and

2 Comply with applicable state law
and the requirements of the state
supervisory authonty.

8. Special Provisions Regarding Federal
Share Insurance

if the Federal credit union wants to
continue Federal share insurance after
the conversion t0 & state credit uruon. it
must submit an Application for
Insurance of Accounts (Form NCUA
9600) to the Regional Drector at the time
it requests approval of the conversion
proposal. The Regional Director has the
authority to approve or disapprove the
Application.

If the converting Federal credit union
does not want to coatinue Federal share
insurance oe if its application foe
continued insuranca is denied. insuranc
will cease in accordance with the
provisions of sectioa 208 of the Federal
Credit Unioa Act

if. upon its conversion to a state cred
union. the Federal credit union will be
terminating all share insurance or |
converting from Pederal 10 oonfederal
share insarance. it must comply with th
membership notice and voting |

set forth in section 208 of ¢
Federal Credit Union Act and Part 708
NCUA's Rules and Regulations. ;
Whers the stats credit anion will be
insured. Pederal msuranc
ceases on the effective date of the
conversion. U it will be otherwise
wninsered. then Federal insurance will

Usnioa Act. In either case. the state
credi unioa will be eatitied 0 & refun
of the Pederal credit union's NCUSIP
capitalization deposit and any wnasec
of the Pedera! "asyrencs
premium after the final date on whick
any of its shares are federally insurec
The NCUA Board reserves the right t
delay the refund of the capitalization
deposit for up 10 ane year if it
determines that payment would
jeopardize the NCUSIF.
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Upon appreval of 3 prapecaition e
caeersian hy 3 oty vote of the
howed of dirrcore 1t a mesnayg =eid-n
aceardance with ‘e Felderal ¢oryit
urinn s bylaws. *he cnrversinn praposal
will he submiited to the Regiungl
Directur and will :aciude:

1. A current finsncial report:

2. A current del:nguent loan schedyle:

). An explanancn and approproate
fduriments reidtive 'o anty changes .n
irscein~e of mamher accounts:

4. A resolution of the hoard of
directors:

S. A\ propased Notice ¢f Special
Meeting of the Mo mbers (Form NCUA
4221 :

6. A copv of the ballot 1o be sent to
members (Farm NCUA 4306);

*. Evidence that the sta‘e suzamsory
duthor!y :s.in dsreemen! with ‘he
conversion proposal: and

8. A statement of reasons suppering
the request to convert.

D. Approval of tte Proposal to Convert

1. Review by the Regional Director.
The proposal will be reviewed to
determine that it is complete and is in
compliance with section 125 of the
Federal Credit Union Act. The Regional
Director may make further invest:gation
into the proposal and require the
submission of additional information to
support the request.

2. Conditions to the Approve!. The
Regional Director will specify any
special conditions that the credit union
must meet in order to proceed with the
coaversion.

3. Approval by the Regional Director.
The proposal will be approved by the
Regional Director if it is in compliance
with section 125 and. in the case whers
the state credit union will no longer be
federally insured. the notics and voting
requirements of section 208 of the
Federal Credit Unioa Act.

4. Notification. The Regional Director
will notify both the credit union and the
state supervisory authority of the
decision oa the proposal

E. Approval of Proposal by Members
Upon approval of the proposal by the
Regional Director. the {ollowing actions
will be taken by the board of directors:
1. The proposal must be submitted to
the members for approval and a date set

for a vote on the proposal. The proposal
may be acted oa at the annual meeting.
at a special meeting for that purpose. or
by written ballot to be filed by the date
sat for the vots.

2 Members must be given advancs
notics (NCUA 4221) of the meeting at

wrieh the gropaeal 'y 10 be submuted in
4rentdance with *Re dravisions of he
Fevdoral Credit Union Bylgws [Articie V).
The notice sha'l.

4. Specilv ‘%o pi.morse, ime and place
of ‘he meet.ng: .

b. [nclude a brief and accurate
st.tement of the reaccns for and agarnst
the proposed corsersion_including any
effects it could have updn share
hoid.ngs. insurance of member accounts.
and 'he oiicies and pracices of the
credit ynion:

c. Inform the members that they have
the mahttg voe on the praposal atthe
Teeting. or by written Sallot to be filed
no! later than the date and hme
inaounced for :he anrual meet:rg. or at
the speciel meenny ca'led for that
purposs:

d. Be accomparied by a Ballot for
Conversion Propasal (WCUA 1508} and

e Stste n beid face type that the
issue wil Se decided by a majority of
Tembers who vo'e.

3. A copy of the Notice of the meeting
shail be delivered to the Regional
Director at the same time that it is
delivered to the members.

4. The proposed conversioa must be
approved by a majority of all of the
members who vote on the proposal in
ordeér for the credit union to proceed
further with the proposition. Ballots cast
by members who did not attend the
meeting but who subamitted their ballots
in accordance with (2.c.) above will be
counted with votes cast at the meeting.
In order to have a suitable record of the
vote, the voting at the meeting should be
by written ballot as weil

S. The board of directors shall, within
10 days, certify the results of the
membership vote ta the Regional
Directoe. The statement shall be verified
by affidavits of the Chief Exscutive
Officar and the Recording Officer on
Porm NCUA 4308

F. Compliance with Stote Laws
If the propositioa for comversics is

approved by a msjority of all members
;h‘;vmd.b,th. MZMM

1. Ensure that sll requirements of state

law and the state supervisary ssthority
have been accommodated

2 Ensure that the stats hartar or the
licsnse has been received withia %0 days
from the date the members approved the

to convert

3. Ensure that the Regional Direcior is
kept informed as t0 progress \oward
conversion and of any material delay or
of subatantial difficulties which may be
encountered.

If the conversion cannot be completed
within the 90-day period the Regional

31181

Diereine chouid Ye ‘aformed of 1he
rcusong for ‘he delay

C. Cnpletion o Cumversion

In ordue fne the corverion '0 be
completed. the !ullomrg steps are
necessary:

1. The bourd of
copy of the sta:
Direcior within
This will be ac-

directors wiil sybmit 2
& Charter ig the Regionu:
10 davs of 1y receipt.

omganied by *
cherter and the Federal ,m:u:::edm

certiicale. A copv of he lnane,

;efp:r's fF.;r;r.-s FCU 1004 ana;::slﬂl as
‘Ne preced:n: nontY-end s ¢

subimitied a2 this me. < show.d be

2 The Regiona! Cirectos !
the credit 1:xon «ad the s':: Hnouty
supervisory duthority in writing of ;
receipt of evidence ».iu e :reg:'ﬁlu:fo-z
has Seen authonzed 15 Jperateasa
siate credit un:g,

3. The effective date of ccnversion
the day immediqtely preceding (heoda:’e
on which the cred:t union Secame F
state credit union. The credit unign shai’
cease 10 be a Federal credit unjon as of
the effective date. -

4. If the Regional Director finds 5
material deviation from the provisions
that would invalidate any steps taken iz
the conversion. the credit union and the
state supervisory authorily shall be
promptly notified in writing. This notice
may be either before or after the copy o
the state charter is filed with the
Regional Director. The notice will inforr
the credit union as to the aature of the
adverse The coaversion will
not be affected and completed until the
improper actions and steps have beea
corrected

S. Upon ceasing to be & Federal credit
union. the credit union shall no longer
be subject to any of the provisions of th.
Federal Credit Unioa Act excent 2s ma
apply if Federal share insurance
coverage is continued. The successoe
state credit unioa shall be immediately
vestad with oll of the assets and shall
contines to be responsible for all of the
obligetions of the Pederal credit unioa t
the same extent as though the
conversioa had not taken place.
Operation of the credit snica from this
point will be in sccordance with the
requirements of state law Il;lot:t state
credit uniom sepervisory suthority.

o Uthe Director is satisfied
that the ceaversion has been & the
scr mplished n accordance wi
s proposal. the Federa! charter

il be canceled.

7. There is a0 requirement for closing
the records of the Federal credit union
at the time of coaversion or for the
manner in which the records shall be
maintained thereafter. except trat the
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ceedit anuen shall no lonirer use the )
woreds “Federal Cendit Umion " i ity
n4me not reprexcntiseil .n any manner
43 heing & Federul credit umon,

8. If the state credit umian s to he
federaily insured. the Regronal Director
will 1ssuc & new insurance ceruficate.

[FR Doc. 89-17501 Filed 7-38-49: 85 41|

acnow: Final rule.

12 CFR Parts 701 and 741

Nonmembaer and Publiic Unit Accounts

agency: National Credit Umon
Administration ("NCUA")

requests.

Also. the rule provides that NCUA
will not approve a request from a
federally-insured state-chartered credit
union without first obtaining the
concurrence of the appropriate state

regulator.

SFFECTIVE DATE luly .19

FOR FURTHER INFORMATION CONTACT:

D. Michael Riley. Director, Offics of
Examination and Insurancs. or Hattie M.
Ulan Assistant Ceneral Counsel, at the
above address or telephone: (202) 682~
9840 (Mr. Riley) or 682-9630 (Ms. Ulaa).
SUPPLEMENTARY INFOAMATION

Background

Section 107(8) of the Federal Credit
Unioa Act {12 US.C. 1757(6]) suthorizes
a Federal credit snion Mdh accapt

and masintain certaia

nonmember shares. Sectioa 101(8) of the
FCU Act (12 US.C 1732(3)) defines
include the

“member account™ t0 i

accounts of nonmember credit unions
and the accounts of nonmember units of
Federal. state. or local governments and
the political subdivisio=s of such units.
The term aiso in tudes. vut only in the
case of a credit union that serves
predominatly low-income members and
has recsived a low-income designation
from NCUA. accounts of any
nonmember. The terms “predominantly”
and “low-income member” are currently
defined in Section 700.1 of NCUA's

suMMARY: This final rule replaces the
intenim final rule on nonmember and
public unit accounts issued dy the
NCUA Board in December of 1588. The
final rule continues the requirement that
federally-insured credit unions wish to
maintain nonmember and public unit
shares in excess of 20% of their total
shares must submit a plan setting forth
the intended use of the funds and
request NCUA's approval. The rule
includes the procedures and standards
NCUA will use in evaluating the

Reguletinng (12 CFR *10 1). Concurrent
with 'his ‘ingl rule. the NCUA 13 issuing
a proposed imendment adding 3 new

§ 701 32(d) to clairfy that FCU's must
obtain a designation from SCUA >nor
to accepting nunmember shares
pursuant ‘o the low-inzome authonty.
and that federally-insurnd state-
chartered credit umons (EISCU's) must
receive such a designation Trom the
agpropnate state regulator with the
concurrence of NCUA. The NCUA i3
a'so proposing to move the definitions of
“predominantly” and “low-uacome _-
members” to § 701.32(d).

On December 19. 1988, the NCUA
Board published an .atenm final rule
limiting to 20% of total shares the
amount of public unit and nonmember
accounts that may be maintained by
FCU's and F1SCU’s without prioe NCUA
approval. (See 53 FR 50818.) Although
the interim final rule was made
immediately effective. the NCUA Board
provided a 80-day comment period. The
comment period was later extended for
approximately 90 days to May 13. 1988.
{(See 54 FR 8280 2/28/%9.)

Comments

One hundred and twenty-six
comments were received. Fifty of the
commenters were FCU's and nine were
state-chartered credit unions. Thirty-
nine of the commenters were community
and religious organizations. Nine
commenters were state credit union
leagues. Five comments were from:
national credit union trade associations,
and four commenters were other types
of trade associations. Four of the
commaenters were state credit union
regulators. Comments were also
received from a local association of
credit unions, s Congressman. and 3

county treasurer. Three comments were
individuals. :

from
Discussica

The reaction of many of the
commenters was that the ruls was aa
overreaction to the poteatial losses 0
the National Credit Union Share
Insurance Fund (NCUSIF} associated
with the 1988 failure of the Pranklia
Community PCU. Commentars stated
that other credit anions should aot be
penalized foe the actions of cne credit
union. Some commenters believed that
NCUA shruld not 'save made the rule
immediately effective. that is, without a
prioe comment period. The reasons for
the immediate-action were set forth in
the preamble 10 the interim rule.

Franklin Community FCU was caly
one of several cases involving the
misuse of credit union. public sait. and
other nonmember funds. The preamble
to the interim final rule listed six credit

unions ather than Franklin where 'he
misuse of such funds h.s resuited n
lostes 10 the NCUSIF. The :ntenim firgi
rule 13 not injended to-pendlize credit
unions. but 'o ensure thet nunmember
and public unit shyres are accepted and
utilized by credit unions :n a sale and
sound manner and to further the interest
of serving members. The commenters’
belief that misuse of such funds is not a
pervasive problem for credit unions s
correct. It 1s. however. a costly problem
when it occurs. and one that affects ail
federally-insured credit ynions .n two
ways: Through losses to the NCUSIF.
and loss in confidence in credit ymions
when public units and nonmembers
suffer losses because their accounts are
in excess of the share insurance limit
The majority of the commenters
objected to the interim final rule, stating
that it was unduly harsh on community
development and low-income credit
unions. Many of these commenters were
low-income designated and/oe
community development credit unions.
and community and religious
organizations that have accounts in
these credit unions. The credit union
commenters stated that the ruls would
affect their ability to make loans and
may jeopardize their existence. The
organizational commenters stated that
they generally have accounts that earn
below market rates in low-income credit
unions to provide a source of funds for
the poot and minorities. and that the
rule would limit their altruistic goal. .
The rule is not a prohibitioa on public
unit and nonmember shares. All FCU's
may continue to accept other credit
union and public unit shares. FCU's witd
a low-income designation from NCUA
may continue to accept nonmember
shares. FISCU's may accept public unit,
credit union, and nonmember shares to
the exteot permitted under the
sppropriate state law. The rule does,

be used to serve the credit union’s
membership. L.e.. by providing loanable
funds to its members or through
increased : provide for matchi:
maturities of public unit and nonmemb
shares with cocresponding assets. or &
justification for any mismatch: and
provide for an adequate income spreac
between public unit and nonmember
shares and corresponding assets. The
rale further requires that a credit umor




