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NATIONAL CREDIT UNION ADMINISTRATION
Washington, D.C. 20456

January 3, 1990
Office of General Counsel

GC/MM:sg
SSIC 3320
89-1106

Mr. Dante J. Sarubbi
220 White Horse Pike
Audubon, New Jersey 08106

Re: South Jersey Federal Credit Union (Your October
31, 1989, Letter)

Dear Mr. Sarubbi:

You have asked us whether South Jersey Federal Credit Union
("FCU") comes within the definition of a "casino service indus-
try" in view of its status under Federal law. Although, in our
opinion, FCU's are not within the definition, that determination
will be made by the Casino Control Commission. You also re-
quested information on the regulation of Federal credit unions.
See enclosed.

BACKGROUND

Recently, South Jersey Federal Credit Union assumed the member-
ship and operation of the Casino Hotel Employees Federal Credit
Union, which serviced employees of various casinos in Atlantic
City, New Jersey. As part of its services, the FCU provides a
payroll deduction plan in which the employer casino hotel deducts
funds from employees' accounts and remits them to the FCU for de-
posit. New Jersey law requires that firms doing business with
the casinos, designated as "casino service industries" must be
licensed by the Casino Control Commission. The Casino Control
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Commission believes that the FCU must qualify as a licensee in
order to continue its relationship with the casino hotels. The
justification for this position is that, during a twelve month
period, the FCU received $50,000 from a single casino hotel which
represented deductions from the employee payroll which were re-
mitted in a lump sum to the FCU. South Jersey Federal Credit
Union is petitioning the Casino Control Commission to contest
their designation as a "casino service industry."

APPLICABLE LAW

Section 5:12-91 of the Casino Control Act (N.J.S.A. 5:12-91)
states in part that:

All casino service industries offering goods
or services which directly relate to casino
or gaming activity, including gaming equip-
ment manufacturers, suppliers and repairers,
schools teaching gaming and either playing or
dealing techniques, and casino security ser-
vices shall be licensed in accordance with
the provisions of this act prior to conduct-
ing any business whatsoever with a casino ap-
plicant or licensee, its employees or agents,
and in the case of a school, prior to enroll-
ment of any students or offering of any
courses to the public whether for compensa-
tion or not; provided, however, that upon a
showing of good cause by a casino applicant
or licensee for each business transaction,
the commission may permit an applicant for a
casino service industry license to conduct
business transactions with such casino appli-
cant or licensee prior to the licensure of
that service industry applicant . . .

Section 5:12-12 of the Casino Control Act (N.J.S.A. 5:12-2) de-
fines a "casino service industry" as any:

. . . form of enterprise which provides
casino applicants or licensees with goods

or services regarding the realty, construction,
maintenance, or business of a proposed or
existing casino hotel or related facility on
a regular or continuing basis, including,
without limitation, security businesses,
gaming schools, manufacturers, distributors
and servicers of gaming devices or equipment,
garbage haulers, maintenance companies, food
purveyors, and construction companies. . . .
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ANALYSIS

We have been in touch with the Casino Control Commission. It is
our opinion that FCU's should not be classified as "casino
service industries" pursuant to the statutory definition. This
was brought to the attention of members of the Casino Control
Commission. This Office was told that the Casino Control Commis-
sion did not have discretion on this matter. The FCU must submit
a petition to the Casino Control Commission for a formal ruling
on the issue.

The New Jersey Administration Code (Section 19:41-1.2s) allows a
business or institution that normally must apply for a license to
be granted an exemption from the license requirements when that
business or institution is regulated by a public agency. Members
of the Casino Control Commission have told us that the exemption
could be granted if they conclude that unsavory characters would
not be able to infiltrate the business or institution because of
other government regulation. The National Credit Union Adminis-
tration (NCUA) regulates and supervises FCU's. Enclosed is some
general background information from the Federal Credit Union
Handbook on NCUA's regulatory and supervisory functions which may
prove helpful in formulating your petition. In addition, en-
closed is Interpretive Ruling and policy Statement 89-1 - Char-
tering and Field of Membership Policy, which may also be helpful.
(See, in particular, Proposed Management's Character and Fitness,
found at 54 F.R. 31171.)

In August of this year, Congress passed the Financial Institution
Reform, Recovery, and Enforcement Act of 1989. This statute,
among other things, amended Section 205(d)(1l) of the Federal
Credit Union Act. It provides in part that, except with the prior
written consent of the NCUA Board:

(A) any person who has been convicted of

any criminal offense involving dishonesty
or a breach of trust may not participate,
directly or indirectly, in any manner in the
conduct of the affairs of an insured credit
union; and

(B) an insured credit union may not permit
such participation.

In addition, Section 205(d)(2) of the Federal Credit Union Act
provides that anyone who knowingly violates Section 205(d) (1)
"shall be fined not more than $1,000,000 for each day such
prohibition is violated or imprisoned for not more than 5 years
or both." Citation of these provisions in your petition should
help allay any fears on the part of the Casino Control Commission
on the infiltration of FCU's by unsavory characters.



Mr. Dante J. Sarubbi
January 3, 1990
Page 4

I hope we have been of assistance. Please feel to contact us if
any new developments or questions arise.

Sincerely,

HATTIE M. ULAN
Associate General Counsel

Enclosures
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federal credit union, as stated in Section 101 of the Act, remain
unchanged.

National Credit Union Administration

The National Credit Union Administration is in the Executive
Branch of the Federal Government. It receives no appropriations
and operates solely from monies it receives from insured credit
unions. NCUA is headquartered in Washington, D. C., but it
operates on a highly decentralized basis through six regional offices
which are located in Albany, New York; Washington, D. C.;
Atlanta, Georgia; Chicago, Illinois; Austin, Texas (Suboffice in
Sioux City, Iowa); and Walnut Creek, California. More than 80
percent of the Agency’s employees are assigned to the regions. Each
regional office is managed by a regional director who reports
directly to the Chairman of the NCUA Board. The NCUA Board
consists of a Chairman, a Vice Chairman, and a third Board
Member, each appointed by the President and confirmed by the
Senate. The NCUA Board and its headquarters staff provide policy
direction and administrative support to the regional offices.

NCUA Rules and Regulations

Under authority of the Federal Credit Union Act, NCUA prescribes
rules and regulations for the organization and operation of federal
credit unions. All rules and regulations are published in the
National Credit Union Administration Rules and Regulations.

It is NCUA’s policy to ensure that its regulations impose only
minimal burdens on credit unions, consumers, and the public; are
appropriate for the size of the financial institutions regulated by the
Agency; and are clear and understandable. No major regulatory
changes are made without first affording federally insured credit
unions and other interested persons the opportunity to comment.
Credit union officials are encouraged to participate in the regula-
tory process and submit their comments to NCUA. For further
information about the Agency’s policies for the promulgation of
rules, see NCUA Interpretive Ruling and Policy Statement No.
87-2, dated September 18, 1987. Once finalized, the rules and
regulations are officially codified in Chapter VII, Title 12 of the
Code of Federal Regulations and have the force of law similar to the
requirements of the Federal Credit Union Act.

Charter

After an organization certificate filed by the subscribers of a proposed
fede.ral credit union is approved by NCUA, the document becomes the
credit union’s official charter. Among other things, the charter in-

cludes the official name of the credit union and defines its field of
membership.
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Part 1
Federal Credit Unions

A federal credit union is a cooperative non-profit financial institu-
tion organized to provide its members with a place to save and a
source of loans at reasonable rates. It is a corporation chartered
under the Federal Credit Union Act to serve groups having a
common bond of occupation or association, or groups within a well
defined neighborhood, community, or rural district. More informa-
tion about federal credit union organization and the chartering
policies of the National Credit Union Administration (NCUA) may
be obtained from NCUA's regional offices.

The Federal Credit Union Act

The Federal Credit Union Act provides for the chartering and
supervision of federal credit unions by NCUA and the insuring of
member accounts of federal and state-chartered credit unions
through the National Credit Union Share Insurance Fund.

Section 107 of the Federal Credit Union Act specifically defines a
federal credit union’s direct (express) powers. They include, for exam-
ple, the power to accept share deposits, make loans to members, and
borrow funds. Section 107 of the Act also confers indirect (incidental)
powers upon a federal. credit union. These are powers which are
considered necessary to enable a federal credit union to carry out the
business for which it was chartered. The Act does not specifically
define indirect powers; the board of directors should therefore satisfy
itself that any activity not specifically authorized by the Act or NCUA
Rules and Regulations is clearly within the credit union's indirect
powers. If the board of directors has any questions with respect to the
proposed activity, it should seek legal advice or consult the appropriate
NCUA regional director.

Since 1934, various amendments to the Federal Credit Union Act
have greatly expanded the ability of federal credit unions to meet
their members’ financial needs; however, the basic purposes of a
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A federal credit union may find it necessary from time to time to
make changes in its name or field of membership, requiring an
amendment to the charter. Applications for approval of such
amendments should be made to the regional director. Further
information on charter amendment procedures may be obtained
from NCUA’s regional offices.

Bylaws

NCUA prescribes standard Federal Credit Union Bylaws (NCUA
8001) for adoption upon chartering. Once adopted by the board of
directors, the standard bylaws become the official bylaws of the
credit union.

Standard bylaw amendments may be adopted by the board of
directors without further NCUA approval. Applications for ap-
proval of non-standard amendments should be forwarded to the
regional director for NCUA consideration. For further information,
see Federal Credit Union Standard Bylaw Amendments and Guide-
lines (NCUA 8001A).

NCUA Letters, Interpretive Rulings, and Accounting Bulletins

NCUA publishes numbered Letters to Credit Unions, Interpretive
Rulings and Policy Statements, and Accounting Bulletins. These
deal with a variety of subjects of interest and application to
federally insured credit unions. They should be retained in the
permanent files for ready reference.

Examinations

The principal method by which NCUA carries out its supervisory
responsibility is through on-site supervisory examinations. These
examinations are designed to assist the credit union’s officials and
employees in carrying out their duties and responsibilities.

It is essential that the credit union’s officials and employees
cooperate fully throughout the examination. This includes making
the credit union’s books and records readily available to the
examiner. With the cooperation of the officials and employees, the
examiner will be able to complete the examination more quickly and
keep to a minimum any disruption of normal office routine.

It is important to understand that supervisory examinations are not
audits. The responsibility for auditing the credit union is placed on
the supervisory committee by the Federal Credit Union Act. The
examiner’s objectives are to determine that the credit union is
financially sound and that its operations are being conducted in
compliance with applicable laws and regulations.

The examiner will discuss with the appropriate officials and em-
ployees any problems or. conditions that impair or may impair the
soundness of the credit union. The examiner will also assist the




officials in developing plans designed to overcome the underlying
causes of any current or potential problems. Through conferences
with the officials, the examiner will ensure that they understand
what must be done to improve operations.

The results of the examination are provided to the credit union in a
written report. To derive the greatest benefit from the examination,
the board of directors and committee members should review the
report carefully. The board is responsible for taking any necessary
action, and the supervisory committee has the duty to determine
that the board has followed through.
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consideration uf field of members"lip
smendment requests. The intent of the
IRPS n using this terminology was to
give the Regional Directors sufficient
latitude to deal with a vaniety of
circumstances. However. in Chapter 2
under the headines “Select Group
Additions” and “Reviewing Field of
\embership Requests” there is some
explanation of the factors to be

considered in making this judgment. The

discussion under these headings states
that among the critera to be considered
are the applicant credit union’s current
financial cond:tion and CAMEL rating.
Among the comments received were
four which recognized NCUA's need for
flexibility in making this evaluation and
the inappropriateness of specific
negating standards. For instance, if the
IRPS was to indicate that no FCU’s with
CAMEL ratings of 3, 4 or § wouid be
considered fovorably, then a number of
FCU’s which either are in an improving
status or which have problems (such as
a declining field of membership) which
may best be dealt with by field of
membership expansions would
automatically be excluded from
favorable consideration. The Board has
therefore determined not to specifically
define “operating satisfactorily.”

Another generally-defined concept
which drew comments was the

“convincing support” required by groups

with fewer than 500 potential members

which are seeking a Federal credit union

charter. The NCUA Board maintains
that the economic advisability
requirements for a charter applicant
cited in Chapter 1. ll, C. give adequate
definition to the terminology.
Furthermore, more than half of the
respondents who commented on 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
requirements. Since this is an issue
{minimum potential member
requirements for new charter
applicants) which has been previously
considered on two occasions by the
NCUA Board and for the above noted
reasons, no further review is necessary
and no change in the IRPS is
appropriate.

In a related vein. several commenters
expressed concerns about the
requirement placed on new charter
applicants to conduct potential
membership surveys. This requirement
is set forth in Chapter 1, I, 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 is 3 new one.
Generally. 500 potential members are
required for the FCU to have the
minimum required economic
advisability. 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 3s expressed
above suggests that the palicy is
reasonable.

Another issue which drew comments
wasg whether a business plan shouid be
required from FCU's seeking significant
field of membership expansions. The
proposed IRPS stated that “the Regional
Director may. at his discretion, after
taking into account the significance of
the field of membership expansion
proposed, require the applicant to
submit a business plan.” (See Chapter 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 a
business plan in those instances where
the expansion requested involves an
addition in excess of 25% of the FCU's
current membership. Such a
modification could work to the NCUA's
and FCU's detriment in a number of
situations. For instance, if a large FCU
serving 100,000 members asks to add a
group with a potential membership of
20.000, it may be unnecessary to require
a business plan. On the other hand. it
may be necessary for a smaill FCU
serving 200 members to submit a
business plan in order to add a select
group with as few as 50 potential
members. The NCUA Board maintains
that flexibility in this area is advisable
and therefore makes no change to the
IRPS.

Several respondents commented on
the proper channelling of appeals of
decisions by Regional Directors. Chapter
1. X “Appeals” and Chapter 2
“Reviewing Field of Membership
Requests” state that appeals to the
NCUA Board should be submitted
through the appropriate Regional
Director. The majority of the .
commenters indicated that the appeals
should go directly to the NCUA Board,
instead of to the Regional Director
whose decision is being appealed. The
existing system for processing appeals
was not establ.shed and is not changed
by this IRPS. It has been in place for
some time to accommodate appeals of
all types of Regional Director decisions.
This IRPS is not the vehicle to
accomplish a change in the appeal
process. Appeals are not handled by the
Regional Offices. They are forwarded by
the Region to NCUA's Central Office

and are investigated and presented to
the NCUA Board by staff who are
objective and have had no previous
involvement in the case.

Service status reports {defined in the
IRPS at the end of Chapter 2) as a
written summary of the result of FCU
efforts to bring service to members of
select groups added) were questioned
by a number of commenters. Some of
these commenters. including several
who supported the concept in general,
asked that the [RPS clearly state the
purpose of the reports. the specific
information to be accumulated. and the
intervals at which the reports are to be
submitted. The IRPS 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 to the
respective Regional Directors based on
the circumstances involved in gach case.
Hence, no change is made in this area.

Community chartering and field of
membership policies received a variety
of comments. First, a number of
commenters were concerned about the
policy change deleting select group
additions for community FCU's. (See
Chapter 2 “Community FCU Field of
Membership Expansions™ and
discussion in Supplementary
Information section of proposed [RPS.)
The Board maintains that the
elimination of this alternative for
community charters is appropriate. In
order for a community credit union to
expand its field of membership, it must
provide evidencs that the extended area
of service all of the
characteristics of a well-defined
community. Upon presentation of such
evidence, and satisfaction of all other
appropriate criteria, the community
charter's boundaries will be modified
and its area of service will be enlarged.
The intent of IRPS 84-1, which first
provided community charters access to
select groups was to allow community
charters to add such groups outside the
described community boui.daries, but
only after the area outside the
boundaries had been shown by
applicant FCU to represent a natural
extension of the original community.
The Board believes that community
chartering policy should be to encourage
service to all of those within the
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community boundiraes and therefore
m.hes no changs 1o the [RPS,

A related question raised by scueral
commenters 13 what happens to sclect
groups located outside of a community
charter’'s specified boundaries which
were added to a communuty charter's
field of membership during the past five
yedrs. These groups would continue to
have membership eligbility from the
community FCU. They would continue
to be specifically named in the
community FCU's field of membership.

A number of respondents questioned
whether partnerships. corporations. and
other legal entities (“non-natural
persons ) could be included in the field
of membership of community-chartered
FCU's without being specifically listed
in Section 5 of the charter. These non-
natural persons are legal entities which
are located within the boundaries of
community charters. One commenter
pointed out that Part 705 of the NCUA
Rules & Regulations formerly included
discussion about this topic and provided
specific wording for use in community
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 clarification is
necessary. Hence, a change in the IRPS
is appropriate. Chapter 1. Section lI,
subsection 3, has been modified
accordingly. Alsa. the community field
of membership examples have been
modified to show that business and
other entities within the service area
can become members without being
specifically listed in the charter.

The topic of overlaps {see Chapter 1,
II. C. 2} received the attention of a
number of commenters. Most
commenters agreed with the approach to
overlaps expressed in the IRPS. The
remarks about overlaps from a credit
union trade association commenter are
particularly noteworthy. The commenter
indicates that procedures to deal with
material and potentially troublesome
overlaps have been addressed by NCUA
but similar precedures have not been
forthcoming from state regulators’
offices. The commenter encourages
NCUA to develop agreements with each
of the state regulators which will
facilitate to two-way flow of information
regarding overlaps or Jotential overlaps
that are consistent with the dual
chartering policy. The Board believes
that its overlap policy as set forth in the
IRPS is appropriate. However. NCUA
continues to pursue such agreements
with state regulators.

The policy of granting cross-regional
associational charters and field of

membership expansions {see Chapter 1,
IV—"Widely-Dispersed Associated
Charters”) drew a number of comments.
Most of the commenters agreed with the
position taken in the [RPS which
mandates that alfected Regional
Directors vote on such expansions and
charters. Several commenters indicated
complete opposition to such charters/
expansions aad asked for a total
prohibition of such groups. Two other
commenters indicated that the policy is
an overreaction to the granting of a few
charters. The NCUA Board continues lo
believe that this policy. adopted last
year, is reasonable and appropriate and
that it shouid be left intact. A
clarification 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.” or
*amendment™ be substituted therefore.
The term “expansian™ was eliminated
where possible prior to the publication
of the proposed IRPS. Accordingly, no
further substitutions/changes have been
made. |

The retiree/senior citizens policy
received several comments. This policy
is set forth in Chapter 2—"Additian of
Retiree or Senior Citizen Agsociations”
and has been NCUA policy since 1984
All credit union comments were
supportive of the policy. Letters from
four bankers’ associations opposed the
policy. This policy is not new and is
generally considered to be
noncontroversial. Hence, no change is
made.

The issue of background/credit
checks for prospective officials/
employees of new FCU's received
unanimously favorable comments. This
is addressed in Chapter 1, . C, 1, b—
“Proposed Management's Character and
Fitness.” One commenter suggested that
some type of safeguards be added to
prevent “straw man” officials from
circumventing the policy's purpose.
Although the Board recognizes this
concern as genuine, we believe that the
commitment 10 serve document that
each prospective official must sign is a
reasonable counterbalance. No threats/
punitive actions would be appropriate
since the Board does not wish to
discourage persons from serviz g in these
largely volunteer capacities. Therefore,
no changes are made.

Several comments were received
about the section in Chapter 1 entitled
“Appropriateness of Proposed Federal
Credit Union Name.” {See Chapter 1,
111.) These limits am the naming of RCLI's
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are longstanding NCUA policy.
However. thig is the first time they have

been set forth in an (RPS, Although the
commenters were generally 1n
agreement with the discLssion 1a the
proposed IRPS, one commenter wanted
the list of inappropriate names
expanded 10 include names used by
other financial institutions and by the
U.S. Covernment. There i3 10 existence ;
criminal statute prohibiting misuse of
titles of federally-insured nstitutions.
Since it is required that the last three
words of every Federal credit union s
name must be “Federal Credit Union, "
no modification to this section s
necessary.

The issue of emergency mergers/
purchase and assumptions received 3
nunber of comments. (See Chapter 2
section entitled “Additions Via Mergery
and Purchase and Assumptions.”) The
credit union commenters supported the
policy in the proposed IRPS, the
bankers’ associations were opposed.
The bankers’ associations claimed
generally that the policy results in
dilution of the common bond. The Board
maintains that the latitude permitted in
this subsection of the IRPS is good
public policy since it serves to reduce
the exposare to loss by the National
Credit Unioa Share Insurance Fund.
Also, the consolidation of a troubled
credit union's field of membership with
an effectively-operated FCU does not
create new credit union service. Existiry
eligibility for membership is simply
transferred from ome credit union to
another. These are not new NCUA
policies and the NCUA Board believes
no change to them is necessary.

The requirement for new charter
applicants to enter into a Letter of
Understanding & Agreement (LUA)
received several comments. This issue 1
discussed in Chapter 1, VIII entitled
“LUA's." LUA’s have been traditionally
used with new charters. One commente
stated that it should be made clear to
the officials of a new PCU that the term
and conditions in the LUA's may be
modified. Accordingly, & change has
been made o Exhibit 8 of the [RPS
adding a seventh clanse to the specimer
LUA 10 read “As the credit umon’s
officials gain experience and the cradit
union achieves target levels of growth
and profitability, the above terms and
conditions may be renegotiated by the
two parties.” Aiother cammenter askec|
that NCUA specify the precise
circumstances noder which ano LUA wi|
be required. The IRPS states that LUA's
will be required far most pew charter
applicants.

The pelicy en chambers of commence
and similar erganization drew severad
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camments. The palicy set forth in the
proposed IRPS prohibiting inclusion of
“he employees of member of a chamber
i commerce, or stmilar association. in a
credit union’s field of membership
ehicited several negative comments. The
IRP'S stutes that f an FCU wishes to
scrve the emplovees of a members of &
chamber of commerce or similar
professional organization (e g..
rmployees of member of a bar or
medical association. empioyees of a
franchisee}. it must follow the
procedures for field of membership
expansion set forth in the select group
expansion section. Although this may be
considered a hghtening 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 IRPS
does not directly address this concern.
there is a full discussion of what types
of fields of membership are appropriate
and inappropriate. Charter applicants
should deal with field of membership
issues up-front. The Regional Offices are
prepared to answer any questions and
settle any uncertainties pertaining to
field of membership which the charter
applicant is unable to resolve by reading
the IRPS. Therefore, no change is made.

One commenter recommended that
there be specific discussion and
encouragement in the IRPS relating to
FCU service to high school student
groups. Chapter 1. IL A. 2 notes that
student groups constitute an
associational common bond. High
school student groups do qualify as
student groups. It should be noted that
high school student groups may be
added to an existing Federal credit
union under the policy pertaining to
select agsociational group expansions.
Of course, all other select groups
expansion requirements must be met.

Though no comments were received
on charter conversions (Chapter 3},
NCUA took a final look at the subject
and found some additional ways to
streamline and clarify the state-to-
Federal charter conversion process. The
three significant changes were: (1)
Addition of specific referenc’; to the
need and timing for submitting Form
NCUA 4000 (Federal Credit Union
Investigation Report. Conversion of
State Charter to Federal Charter); {2)
deletion, as unnecessary, of the
requirement to submit a Form NCUA
5300; and (3) addition of specific

reference to the ime when an NCUA
on-site review will be conducted

Comments were received
recammending that the introduction or
preface to be part of the manual
incorporating the IRPS contain a
thorough discussion of credit union
uniqueness. philosophy. and the
comman bond. The introduction to the
manual will contain such a discussion.
Another commenter recommended that
a “glossary” be added to furnish
definitions of special terminology such
as “select group” and "multiple group
charter.” The Board believes this
recommendation is a good one. hence a
glossary will be included as part of the
manual.

Regulatory Procedures
Regulatory 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 IRPS 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 IRPS does contain several
collection requirements. All of the
collection requirements contained in the
IRPS and NCUA forms which will be s
part of the manual were submitted to the
Office of Management and Budget
{OMB) for approval in early June. We
have not yet heard from OMB. A notice
of OMB approval will be published in
the Federal Register upon its receipt.
Any comments regarding collection
requirements should be sent to the
NCUA. Administrative Office, 1776 G
Street, NW., Washington, DC 2045& and
to Gary Waxman. OMB, Room 3228,
NEOB, Washington, DC 20503.

Executive Order 12612

Implementation of the IRPS will not
affect the state regulation of either
federally- or state-chartered credit
unions.

List of Subjects in 12 CFR Part 701

Credit union, Field of membership,

Chartering. Field of membership

addition, Mergers, Conversions.
By the National Credit Union

Administration Board oa July 20, 1968.

Becky Bakaer,

Secretary. NCUA Board.

Accordingly, NCUA amends 12 CFR
Part 701, supersedes IRPS 84-1 and

establishes the following IRPS 39-1 as
follows:

PART 701—ORGANIZATION AND
OPERATIONS OF FEDERAL CREDIT
UNIONS

1. The authority citation for Part 701
continues to read as follows:
Authority: 12 U.S.C. 1755, 1756, 1757. 1758.

1761a. 1761b, 1768. 1787, 1782, 1784, 1787, 1789.
and 1798.

2. Section 701.1 is revised as follows:

§ 701.1 Federal credit union chartering,
field of membership modifications, and
conversions.

National Credit Union Administratiog
practices and procedures concerning
chartering, field of membership
modifications, and conversions are set
forth in Interpretive Ruling and Policy
Statement 89-1—Chartering and Field of
Membership Policy (IRPS 89-1). The
IRPS is incorporated into this regulation.
Copies of the [RPS can be obtained from
the National Credit Union
Administration. Washington, DC. 20456.

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

Note.—The following ruling will not appear
in the Code of Federal Regulations.

INTERPRETIVE RULING AND POLICY
STATEMENT 89-1—CHARTERING
AND FIELD OF MEMBERSHIP POLICY

Chapter 1—Federal Credit Unioa
Chatering
1 Goals of NCUA Chartering Policy

NCUA's chartering policies are
directed toward achieving three goals:
A. To uphold the provisions of the
Federal Credit Union Act concerning
granting Federal charters:

B. To promote credit union safety and
soundness; and

C. To make quality credit union
service available to all eligible grou
who wish to have it :

1I. Who May Apply for a Federal Credit
Union Charter

NCUA may grant a charter to any
group where it finds:
—The group possesses a recognizable
and appropriate common bond:
—The subscribers are of good characte
and are fit to represent the group: anq
—Establishment of the credit union ‘s
economically advisable—i.e., it will
be a viable institution and its
chartering will not materially affect
the interests of other credit unions or
the credit union system.
Cenerally, these are the only criteria
NCUA will look to. In unusual
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circumstances. however, NCUA may
consider other factors. such as other
Federal law or public policy in deciding
if a charter should be approved.

A. Common 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 groups—for example.
NCUA may charter a 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 groups
belonging to one particular credit union
(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 able to grant
loans and provide services to persons
within the groups defined in the charter.
If the Federal credit union later wishes
to add persons to its field of
membership, it must submit a charter
amendment request to NCUA in
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 common 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 a
single occupational bond. Each category
to be served (e.g.. subsidiaries,
contractors) must be sepazately listed.
Persons with different employers, even
if closely related geographically—
persons working at a single shopping
center, industrial park, or office building,
for example—are not treated as having
a single common bond, but will be
considered under RCUA's community or
multiple-group charter policies.

All occupational common bonds will
include a geographic definition: e.g.
“employees, officials, and persons who
work under contract regularly for ABC
Corporation or any of its subsidiaries,
who work in Miami, Florida.” Other

. acceptable geographic definitions are:
“employees * * * who are paid from
¢ * " or “employees * * * who are
supervised from * * *."

The employer may also be included in
this common bond—e.g.. “ABC
Corporation and its subsidiaries.” The
smployer will be defined in the last
clause describing the group.

A+, Some sxamples of occupational growp

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

b. "Employees and elected and
appointed officials of municipal
government in Parma, Ohio * * *."

c. "Employees of johnson Soap
Company and its majority-owned
subsidiary, [ohnson Toothpaste
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 military personnel of
the U.S. Government who work or are
stationed at, or are attached or assigned
to Fort Belvoir. Virginia, ot those who
are retired from, ot their dependents or
dependent survivors who are eligible by
law or regulations to receive and are
receiving benefits or services from, that
military installation * * *."

f. “Employees of these contractors
who work regularly at U.S. Naval
Shipyard in Bremerton, Washington

g. "Employees. doctors, medical staff,
technicians, medical and nursing
students who work at Boston Medical
Center at the locations stated: * * *.”

h. “Employees and teachers who work
for the School District Number 3 in
Austin, Texas * * *."

Some examples of insufficiently
defined occupational groups are:

a. “Employees of engineering firms in
Seattle, Washington.” (No common
employer: names of firms must be
stated; however, may be the basis for a

multiple group.)

b. “Persons employed or working in
Chicago, lllinois.” (No commen
employer: names of firms must be
stated.)

¢ "Persons working in the
entertainment industry in California.™
{No common employer: names of firms
must be stated.) .

2. Associotional Common Bonds.
NCUA limits this common bond %0
groups consisting primarily of
individuals (patursl persons) who
participats 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 sponsor other
activities providing for contact among
natural perzon members, and must have
an a-thoritative definition of who is
eligible for membership—usually, this
will be the association’s constitution
and bylaws. The clarity of the
associational group's definition and
compactness of its membership will be
important czitecia ia reviewing the - .
application. NCUA policy is to organize

s1188

anoci_ntiongl charte "
organizationa) {evel :l:fchmi‘nb'd
economically feasibie.

Student groups constitute an
auclof:flgtrxomlpczmmon bond and mey
qualify {or a Fede union
charter. ral credit

Associations formed primarily te
gbtain a cfrredit union charter do oot ,~

ave a sufficient associational caa—‘.
bond: nor do associations based on &
client ot customer relationship—en -
insurance company’s customers or g ‘
buyer’s club, for example. i

NCUA normally charters
associational Federal credit unions
consisting of natursal person members. Iy
certain instances, NCUA will alow
nonnatural persons (e.g. corporate .
sponsor of organizations of members)
be eligible for membership. - h

Moreover, the common bond extends
only to the association's members. The
employees of a member of a local
chamber of commerce, for example, do
not have a sufficiently close tie to the
association to be included. A proposal
to include these persons among those to
be served by the Federal credit uniom
will be considered as s multiple-gromp
charter application. -

Homeowner associations, tenant:
groups, electric co-ops, consumer groupe
and other groups of persons having an
“interest in" a particular cause and
certain consumer cooperatives may be
eligible to receive a Fedaral chartes;
however, they must make s strong
showing of common activities and
economic viability. Newly-organized
associations must make a similar
showing experience has shown that a
new group's efforts are best focused on
solidifying member interest before
attempting to offer credit union service.

All associational common bonds will
include a definition of the group and &
geographic oe “operatiooal area”™
limitation—unless the constitetios er
bylaws of the associational group limit
the geogra ares—e. g, "Members
of the ABC Association living e
working in New York, New York, whe
qualify foe membership (n acoordance
with its constitution and bylsws . -
effect om January 21, 1968." T

The association itself may aiso be
included in the Geld of membership—
e.8.. “ABC Association.” -

Some mple‘ of associational group
definitions are: s

a. “Regular members of Locals 16 and
13, IBEW Union, Miami, Floride. who
qualify for membership in sccordance
with their constitution and bylaws in -
effect on May 20, 1968.”

b. “Mambers of the Hoosier Perm ¢
Bureau whe ¥ve or work » Gramé, -

.

-

R
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Lowan, or Lee Counties of Indiana. who
qualify for membership in accordance
with its constitution and byluws n
¢ffect on March 7. 1980.7

c. “Members of the Mennonite Church
who live or work in the State of
Kansdas.”

d. "Members of the Shalom
Congregation who live in Chevy Chase.
Maryland.”

e. "Regular members of the Corporate
Execulives Association. located in
Westchester. New York. who live or
work in Westchester, Rockland. and
Suffolk Counties in New York. who
qualify for membership in accordance
with its constitution and bylaws n
effect on December 1, 1985."

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

Some examples of insufficiently
defined associational group definitions
are:

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

b. “Veterans of U.S. military service.”

Some examples of unacceptable
associational common bonds are:

a. "ABC Buyers Club.” {An interest in
purchasing only does not meet
associational standards.)

b. “Customers of ABC Insurance
Company.” (Policyholders or customer/
client relationships do not meet
associational standards.)

3. Community Common Bonds.
Congress has required that a credit
union charter that will be based on a tie
to a specific geographic location be
limited to “a well-defined neighborhood.
community, or rural district.”" NCUA
policy is to limit the community to a
single. compact, well-defined area
where residents commingle and interact
regularly. NCUA recognizes two types of
affinity on which a community charter
bond can be based: residence and
employment. Businesses and other legal
entities within the community
boundaries may also qualify for
membership. Given the diversity of
community characteristics throughout
the country and NCUA's goal of making
credit union service available to all
eligible groups who wish to have it
NCUA has established the following
common bond requirements:

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

b. The charter applicant must
establish that the area is recognized by
those who live and work there as 2
distinct “neighberhood. community. or
rural district.”

A typical defimtion of a commumity-
based common bond is: “Persons who
live or work in and businesses and other
legal entities located in ABC. the area of
XYZ City bounded by Fern Street on the
north. Long Street on the east, Fouth
Street on the south, and Elm Avenue on
the west.”

{f the community is also_a recognized
legal entity, it may also be Mcluded in
the field of membership—e.g., “DEF
Township.”

Some examples of community
common bond definitions are:

a. “Persons who live or work 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. [llinois™
{Rural areas oniy )

Some examples of insufficiently
defined community common bond
definitions are:

a. “Persons who live or work within
and businesses located within a ten-
mile radius of Washington, D.C.” (Not a
recognized “neighborhood. community,
or rural district.)

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

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

In addition to general chartering
requirements, special requirements
pertaining to multiple-group applications
must be satisfied before NCUA will
grant such a charter.

a. Each group to be included in the
proposed field of membership of the
Federal credit union must have ds own
common bond. .

b. Each group must individually
request inclusion in the
Federal credit union's charter.

c. All groups must be within the
operational area of planrmred home or
branch office of the proposed Federal
credit union. “Operational ares” is an
area surrounding the home or a branch
office that can be reasonably served by
the applicant as deterr.ned by NCUA
For chartering purposes, “branch office™
means any office of a Federal credit
union where an employee accepts
payment on shares and disburses loans.
An ATM or similar cash disbursing
machine does not quatify as. & “Seanch
office.”

——

An example of a multiple-group field
of membership is:

“The field of membership of this
Federal credit union shall be limited to
those having the following common
bond:

1. Employees of DuPont Carp. who
work in Wilmington. Delaware:

2. Partners and employees of the law
firm of Smith & Jones who work 1n
Wilmington. Delaware:

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

5. Other Persons Sharing Common
Bond. A number of persons by virtue of
their close relationship to a 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
credit union™;

b. “Employees of this credit union™

¢. “Persons retired as pensioners or
annuitants from the above
employment™;

d. “Members of their immediate
families™

e. “Volunteers™

f. “Organizations of such persons.”

“Members of their immediate
families” may be generally defined as
deemed appropriate by a Federal credit
union when including this group among
those to be served. To be made
effective. however, the Federal credit
union's board of directors must approve
the definition by resclution. and include
it in Article XVIIL Section 2. of its
bylaws. The single exception :s for those
Federal credit unions serving student
groups: only the “members of the
immediate families” of students who
actually join the Federal credil union
may be included. NCUA defines thus
secondary group for student groups as
follows: “Members of the immediate
families of students who are members of
this credit union.”

Volunteers, by virtue of their close
relationship with 8 sponsor group muy
be included. Examples inclade
volunteers working at a hospital or v &
church.

Under Article IL Section 5. of NCUA's
Standard Bylaws. if a member leaves
the field of membership. standuard
member services will be te-minated.
However. the board of directurs may. by
resolution, set forth the aircumsiances
under which a member muy muiniain
membership. This option is commonly
referred to as the “once a member.
always a member’ bylaw provision.

B..Charucter and Finwss of
Subscribers. The Federal Credit Umiun
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Act requires that seven or more natural
persons must present to NCUA for
approval a sworn organization
certificate stahn? at a minimum:

1. The name of the proposed Federal
credit union:

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

3. The names and addresses of the
subscnibers to the certificate and the
number of shares subscribed by each;

4. The initial par value of the shares:

5. The proposed field of membership.
specified in detail:

8. The term of the existence of the
corparation, which may be perpetual:
and

7. The fact that the certificate is made
to enable such persons to avail
themselves of the advantages of the
Federal Credit Union Act.

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

The Act also requires NCUA to satisfy
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 a Federal credit union. NCUA
must be assured that the institution will
be viable and that it will aot materially
affect existing state or Federal credit
unions. This economic advisability
inquiry has become especially important
since 1970, when Congress assigned
NCUA the obligation to establish a Fund
insuring credit union shares and to
preserve that Fund. I

NCUA will.conduct an independent
on-site investigation for each charter
application to assure itself that the
proposal can be successful.

1. The Proposed Federal Credit
Union’s Viability. The success of any
credit union depends on: {a) The depth
of the members’ support; (b) the
character and fitness of management;
and {c) present and projected market
conditions. .

a. Member Support. While NCUA has
not set a minimum size field of
membership for chartering a Federal
credit union. experience has shown that
a credit union with under 500 potential.
members generally is unlikely to
succeed. A charter applicant with a
proposed field of membership of under
500 will have to demonstrate convincing
support for the credit union. For
example, in an occupational group a
commitment for significant long-term
support from the employer must be in
evidence.

The group’s size is only of help if
members participats in the credit union.
The charter applicant must show that &
substantial percentage of the group's
members will join the credit union and
use its services. Survey results must be
based at a minimum on a sampling of
250 potential members. In parucular
instances. especially where the common
bond is broadly-defined r newly-
established, NCUA may require a larger
sampling.

b. Proposed Management's Character
and Fitness. The applicant must provide
a list of the persons who will serve as
officials. NCUA wall conduct a credit
and background (including criminal
record) investigation on 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 management
team will have the requisite skills—
particularly in leadership and
accounting—and the commitment to
dedicate the time and effort needed to
make the Federal credit union a success.

¢. Present and Future Market
Conditions: The ability to compete in the
marketplace and to adapt to changing
market conditions is key to the survival
of any enterprise, and a crucial part of
that is the ability to plan well. NCUA,
therefore, requires an applicant to
submit a business plan based on
realistic and supportable projections and
assumptions, including, as a minimum,
these elements:

i. Mission statement;

ii. Analysis of market conditions—
economic prospects for the group,
availability of financial services from
credit unions, banks, S&Ls;

ili. Summary of survey results;

iv. Financial services needed/desired;

v. Financial services to be provided:

vi. How/when services are 1o be
implemented;

vii. Staffing of credit union and
credentials of key employees;

viii. Physical facility—office,
equipment

ix. Type of recordkeeping system:

x. Budget for 1st. 2nd, and 3rd year:

xi. Semiannual pro forma financial
statements for 1st, 2nd, and 3rd year,
including assumptions—e.g., loans and
dividend rates;

xii. Goals for number of memberr;

xiii. Goals for operating
independently;

xiv. Source of funds to pay expenses
during initial months of operation:

xv. Written policies (lending.
investments, funds management)

xvi. Goals for dividends, generation of
resources

xvii. Plan for contin
committee members; :A?—dm"’"‘

xviii. Evidence of sponsor
commitment if subsidies a '
success of the Federal creé?t au::iot:l N

NCUA expects that the subscribers
and proposed officials wil understand
and support the business plan
submitted. v

2. Overlaps. {This discussion pertaing
to new charters as well as existing
charters.}

An overlap exists when a groupof -
persons is eligible for membership in
two or more credit unions. includi
state charters. General policy requires
that every effort be made to aveid an
overlap. Ideally. a group of persons
should be included in the field of
membership in only one credit union,

Both new and existing credit uniong
are obligated ‘o investigate the
possibility of an overlap prior to
submitting an application for 3 new
charter or adding a group. by surveying
the prospective field of membership and
contacting the state credit union
supervisor and the local credit union
league or trade association. If and when
an overlap situation does arise, officials
of the involved credit unions are
encouraged to work out the overlap
problem between or among themselves.
If the matter is resolved informally, the
applicant must submit a letter to that
effect from the credit union whose field
of membership already includes the
subject group. If no resolution is
possible, an application for a new
charter or expansion may still be
submitted, but must also include
information regarding the overlap and
document attempts at informal
resolution. In any event. the applicant
Federal credit union must clearly
indicate why a new credit union or
expansion is being sought and why
existing and potential members of the
current credit union will support and
join a newly-chartered or expanded
Federal credit unioa.

When resolution of an overlsp
problem is not forthcoming, and ather
circumstances warrant an overlap, then
an overlap may be permitted Among
the circumstances which may justify an
overlap are: (1) Failure of the original
credit union to provide service to the
group, (2) limited participation by
members or empdloyees of the group in
the orig'nal credit union after the_.
expiration of a reasonable period of
time, and (3) incidental overlap (the
group of persons in question is so small
as to have no material effect on the
original credit union). In reviewing the
overiap, the Regional Directors will. . pw- -
congider the nature of the problem:
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wFfoers made 1o resolve the sitaation:
foaancal offect on the overlapped credit

nnien, the desires of the group(sy: the
opimon of the state credit union

supe raisor. if apphcabie and other
interested parties: and the best .nterests
of the invoive d potential of current
members. [n general. NCUA will not
protect assoctational 4nd community
charters from overlaps with
occupational charters.

A number of situations may not justify
acproval of a requested overiap. For
example. \f the requesting credit union
offers certain specialized services not
offered by the uriz:nal credit union (such
as credit —ards. ATMs. and IRAs), the
exira services aione may aot justify tne
overlap. Also. proximuty. by itself. does
not warrant approval of an overlap. A
Federal credit union in Chicago. lllinois,
mdy not have a conviacing argument.
based on gecgrapnv aione, that a select
emplovee group {SEG) also located in
Chicago wouid be better served by it
than by the SEG's headquarters credit
union located in Dallas. Texas.

From an overlap prevention
perspective. new charter applicants and
every occupational or associational
group which comes before the Regional
Directors for affiliation with an existing
Federal credit union must advise in
writing whether the group is included
within the field of membership on any
other credit union. This requirement will
alert the Regional Directors to possible
overlap situations before they occur.
Thus. most potential field of
membership conflicts can be avoided. If
cases do arise where the assurance
given to a Regional Director concerning
unavailability of credit union service
turns out later to 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.)

In certain instances. exclusionary
wording prohibiting certain overlaps
may be used to help define the field of
membership of a Federal credit union.
Use of exclusionary wording should be
avoided if possible. Generally, a
thorough investigation of a charter
application or an application for a field
of membership expansion will disclose
the situations where other credit union
service is available. The field of
membership should be written so that
only the specific locations where credit
union service is not currently available
are allotted to the new charter or to the
Federal credit union seeking the field of
membership addition.

However, certain cases exist where 8
specific recitation of work locations (for

40 occupational eroup) or member
torations (for an associational group) is
not frasible. Corporations or
associations with wadely-dispersed
employees or members fail into this
“exception” category In these special
cases. exclusionary wording could be
used to provide some Limits on an
extensive field of membership. An
example might be employee¥df XYZ
Corporation where XYZ Corporation i3
a relatively new company which
specializes in acquisitions and
divestitures and 1ts corporate makeup is
constantly changing. [n this case the
field of membership couid be described
as “employees of XYZ Corporation who
work in the United States, except
employees eligible for membership in
another occupational-type credit union
serving an employee unit of XYZ
Corporation.”

Another situation which may require
exclusionary wording is the chartering
of a new community credit union or the
field of membership conversion of an
existing occupational or associational
credit union to a community charter.
Although investigation may show that
the residents of the proposed area of
service by and large do not have access
to 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 clause may
be inserted in the community credit
union's field of membership. Examples
of exclusionary wording are as follows:

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

2. Persons who reside or work in Hilo,
Hawaii. except employees of Hilo Sugar
Company and the United States
Government.

The exclusionary language in &
community charter’s field of
membership ordinarily applies only to
“primary” members of existing
occupational-type credit unions.
“Primary” is defined as the basic
occupational or associational affinity to
the field of membership defined in
section § of the charter. In example 1
above, assuming that the two excluded
Fedr.ral credit unions have single
sponsor fields of membership. caly
employees of ABC Company and of the
City of Portland would be excluded.
Family members (or other secondary ot
derivative members) are not exciuded.
Also. unless special circumstances
warrant. only occupationat field of
membership will be protected by the

exclusion, That 1. associational.
muitiple group and other communuty
credit unions will not normally be
afforded protection from overiap.
Finally_by dating the exclusion. only
thuse employee units in the field{s} of
membership of the protected credit
umon(s) as of the specified date are
excluded from membership eligibility n
the community credit union. Thus,
groups added by an occupational credit
union subsequent to the establishment
of the community charter are not
excluded from the community credit
union. In the second example above.
dating the exclusion clause. which is
written very specifically. is
inappropriate.

Although use of exclusionary clauses
by NCUA will normally be on an
exception basis only. Regional Directors
mavy. at their discretion. apply
exclusionary wording to a credit union’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.
Furthermore, it is NCUA's intent to use
exclusionary clauses only to increase
the vitality and strength of the credit
union system. not to prevent people
from obtaining credit union service.

111, Appropriateness of Proposed
Federal Credit Union Name

It is the responsibility of the Federal
credit union organizers to ensure that
the FCU applicant’s name or FCU name
change does not constitute an
infringement on the name of any
corporation in their trade area. Prior to
granting a charter or approving a name
change. NCUA will ensure that the
credit union's name: (3} is not already
being used by another Federal credit
union: (b} will not be confused with
NCUA or another Federal or State
agency. or with another credit union:
and (c) does not include inappropriate
language. The last three words in the
name of every credit union chartered by
NCUA must be “Federal Credit Union.”

V. Widely-Dispersed Associational
Charters

NCUA policy is to charter
associational Federal credit unions at
the lowest organization level which is
economically feacible. Tais does oot
preclude the granting of associational
charters with widely-dispersed
memberships NCUA may grant such
charters after scrutinizing the adequacy
of the applicant’s comman bond. NCUA
may. at its discretion, require that the
proposed field of membership be
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o reowed Lo fire grannngd acw charter
expaasion oo Lide ataree portion of
the 15sceimtun s membery may be
ilowed at 4 later ime if appropriate.

\lsu. 15 with uny widely dispersed
group. o erlap issues are likely to J-1se.
o thur at the nme of or subsequent to
chartering NCUA wi/l consider the
offert that granting a charter with such a
group in its field of membcrs?xup wou}d
have on any number of existing credit
unions. [n addition. an assoc:atiunal
credit union with a widely-dispersed
membership may expect overlaps to be
(ranted to other credit unions in the
iurure. particularly at the local level.

{n recogmition of these unique
oroblems. NCUA foilows a separate
mnternal procedure for associational
charter applications for associations
with proposed fields of membership of
500 or more persons which cross NCUA
regional boundaries. NCUA's Director of
Examination and Insurance and all
NCUA Regional Directors with any of
the association’s members located in
their region must vote on the charter
applicaticn. 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, Skopping Centers
and Similar Groupings

A Federal charter may be available to
persons working in a particular
industrial park or shopping mall, either
as community-based or as a multiple
group. If the multiple group option is
selected, all multiple group requirements
must be met. Each employee group
within the industrial park or shopping
center must submit a letter requesting
service. Only those groups submitting
letters will be added to the charter. if
the community option is selected, the
industrial park or shopping center must
meet the standards for community
charters.

VI. Specially-Designated Federal Credit
Unions

Some credit unions are recognized
and designated by NCUA to perform
certain functions different from those
available to Federal credit unions in
general. An applicant wishing to be
considered for such a designation may,
at the time of charter application.
provide the additional information
NCUA neecs. NCUA will then consider
the designation and th- charter
application together. The designation
can also be applied for at a later time if
all the requirements are met.

A. Low-Income Credit Union. A low-
income credit union is defined as one
where a majority of its members fall into
one or more of these categories: (1)

31173

Thase whese annual income falls at nr
below the lower level standared of living
class.fication as estublished by the
Bureau of Labor Statistics and as
updated by the Empioyment and
Training Administration of the U S.
Department of Labor: (2) those who are
re<idents of a public housing project
who quaiify for such residency because
of low income: (3) those who qualify as
recipients in a community aclion
program: (4} those who are enrolled as
full-time or part-ime students :n a
coilege. university. high school. or
vncational school. The Federal credit
umon applicant should forward a
separate request for a low-income
designation at the time the application is
submitted with appropriate
documentation.

A credit union designated by NCUA
as a low-income credit union has greater
flexibility in accepting nonmember
deposits insured 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 75
percent 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.

Vil. How To Apply for a Federal Credit
Union Charter

A. Organizing a Federal Credit Union.
Federal credit unions are organized by
persons who donate time and resources
and are responsible for determining the
interest, commitment, and advisability
of forming a Federal credit union. The
organization of a Federal credit union
takes considerable planning and
dedication in order 10 ensure the
success of the new credit union.

Persons interested in organizing a
Federal credit union should contact the
NCUA Regional Director serving the
state in which the credit union will be
organized or their state credit union
league. A list of NCUA offices is
attached as Exhibit A to this Chapter.
NCUA will provide information to
groups interested in pursuing a Federal
charter and will assist them in obtaining
an organizer.

e ————

A credit yninn or
rr’adc': 1ss0ciation representanve. an
NCUA examuner, or 4 volunteer with
training and experience 1n chartening
new Federal credit unions, The
funciions of the organizer are 1o provids
direction. guidance. and advice on thc‘ '
chartering process. The organizer also
provides the group with information
about a credit union's functions and
purpose as well as technical assistance
in preparing and submitting ‘he charte-
application. Close communication and
cooperation between the organ:zer ang
the group members is critical to the
chartering process.

Orce the group has decided ! Sl
for a Federal credit union chart:raapnp}‘-,
the organizer is satisfied that the
application has merit, the group shouid
elect 7 to 10 persons to serve as
subscribers. The subscribers ang
organizer will work together to ensyre
that information required in the Feder
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 business
plan as discussed earlier in this chapter
The subscribers should also locate
willing individuals capable of serving ot
the board of directors. credit committee,
supervisory committee. and as
treasurer/manager of the proposed
credit union. This documentation will b«
submitted along with other chartering
documents by the organizer following
the charter organization meeting.

A charter organization meeting will &
called as soon as the subscribers and
organizer are satisfied that the required
chartering information has been
collected. The charter organization
meeting should be attended by all
subscribers, persons who have agreed *
serve on the board or committees, and
any other potenfial memberys of the
credit union. At this meeting, the
organizer will discuss the progress and
conclusions of the charter investigation:
will announce the proposed state of
officials, and will respond to any
questions posed at the meeting. When
satisfied that the group meets all the
chartering requirements. the subscriber
should then sign and have notarized tw/
copies of the Orvanizat.on Certificate
{NCUA 4008) a.id provide this to the
organizer for inclusion in the charter
application. As their final duty. the
subscribers will elect the board of
directors and credit committee of the
proposed Federal credit union. The
charter organization meeting should
then be adjourned.

23nizer may be a

ai
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Follaw ke charter orgimizathion
meeting e twved of directars should

meet ta et officers and appoint
members of the supervisory commillee.
The credit and supervisory committees
shonld then meetto elect their
respective cha:rmen and secretaries.
The minutes of these and 4l future
board of directors and committee
meetings shouid be kept and
safeguarded by their respective
secretaries. Each official should execute
a copy of Report of Officials and
Agreement to Serve {NCLUA 4012) to be
submitted with the charter application
package.

The board of directors should take
action to apply for insurance of member
accounts. The Certificate of Resolutions
(NCUA 9501) should be executed by the
president and secretary. Following
action on this issue. the president and
treasurer should execute the Application
and Agreements for Issuance of
Accounts (NCUA 3500). These
documents should be provided to the
organizer as part of the charter
application. These actions conclude the
major activities for the first meeting of
the board of directors.

B. Support for Charter Application. As
discussed previously in this Chapter,
applicants for Federal credit union
charters must, at a minimum, provide
evidence that:

The group constitutes a recognized
common bond:

The subscribers are of good character;
and

The establishment of the credit union
is economically feasible.

In addition. the Federal Credit Union
Act requires applicants to submit a
sworn organization certificate setting
forth seven criteria (see Section 11 B of
this Chapter). In order to process the
application and capture all required
information, NCUA has developed
certain chartering forms to assist
organizers.

1. Federal Credit Union Investigation
Report. Applications {or new Federal
credit unions will be submitted on Form
NCUA 4001. {State-chartered credit
unions applying for conversion to
Federal charter will use Form NCUA
3000. See Chapter 3 for a full
discussion.) The organizer is required to
certify the information and recommend
approval or disapproval, based on the
investigation of the request. Instructions
and guidance for completing the form
are provided on the form’s reverse side.
Associational charter applicants must
include a statement of their membership
criteria {(normally the associations’s
constitution or bylaws) and the
association's current financial
statement.

2. Report of Official and Agreement to
Serve, NCU'4 4012 This form documents
general background information of each
official of the proposed Federal credit
unton. Each official must complete and
a1z this form. In addition. NCUA will
request credit and cniminal
investigations of new officials.

3. Organization Certifigaie. NCUA
4008. This document establishes the
seven criteria required of subscribers by
the Federal Credit Union Act and is
sigried by the subscnbers and notanized.
This document should be executed :n
duplicate.

4. Cortification of Resolutions, NCUA
9501. This document certifies that the
board of directors of the proposed
Federal credit union has resolved to
apply for insurance of member accounts
and has authorized the president and
treasurer to execute the Application and
Agreements for Insurance of Accounts.
This form must be signed by both the
president and secretary of the proposed
Federal credit union.

5. Application and Agreements for
Insurance of Accounts, NCUA 8500. This
document contains the agreements with
which Federal credit unions must
comply in order to obtain National
Credit Union Share Insurance Fund
{NCUSIF) coverage of member accounts,
including appropriate fidelity bond
coverage of officials. The document
must be completed and signed by both
the president and treasurer.

6. Business Plan. While the required
business plan need not follow a
prescribed form, it must include all of
the information set forth in Chapter 1.

C. Submittal of Application.
Applications for new charters should be
submitted to the Regional Director
serving the state in which the proposed
credit union is headquartered.
Applications for Federal credit union
charters should include, at a minimum.,
the documentation discussed in section
B above. All charter applications are
processed by the Regional Director in
accordance with NCUA procedures.

The appropriate NCUA regional office
will investigate all applications for
Federal credit union charters. The
investigation will include on-site
contacts by NCUA with proposed
officials and others having an interest in
the proposed new charter. Credit and
background checks will be requested for
the credit unions' proposed officials.
NCUA will acknowledge receipt of the
application and will estimate processing
time. Every effort will be made to act
expeditiously on all applications.

VIl Letters of Urderstand.rg and
Ayreement

NCUA has found from experience that
certain activities generally cause
significant problems for new credit
umons. Therefore, in most cases. NCUA
will require the prospective Federal
credit union’s officials to enter into an
agreement not to engage in certain
activities. The agreement is for a limited
term—usually two to four years. A
samgle letter is attached as Exhibit B of
this Chapter.

IX. Approvals

NCUA will make every effort to
prccess the application expeditiously.

Once approved, the board of directors of

the newly-formed Federal credit union
will receive a signed charter and by-
laws from the Regional Director. In
addition, the officials will be advised of
the name and mailing address of the
examiner who has been assigned
responsibility for supervising and
examining the credit union. Generally,
the examiner will contact the credit
union officials shortly after approval of
the charter in order to arrange for the
initial examination (usually within the
first six months of operation).
Assistance in commencing operations is
generally available through the various
state credit union leagues.

X. Appeals

New 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.

Exhibit A—NCUA Regions/Regional Offices
REGION I—ALBANY

9 Washington Square Washington Avenue
Extension Albany, NY 12208

Commercial: 518472454

FTS: 8-582-4454

FAX: 518-969-1788

Maine Rhode island
New Hampshire Conpecbeut
Vermont New York
Massachusetts New jersey
Virgin islands Puerto Ricn
REGION I1--CAPITAL

1778 G Street, NW, Suite 800 Washington. DC
20008

Commercial: 202-682-1900

FAX: 202-789-2043

Pennsylvania Delaware
Maryland Virgioie
West Virginia Distnet of Columbia

RECION /I1—-ATLANTA

7000 Central Parkway
Suite 1800
Atlanta, Georgia 30328

Commercial: 404-396-4042
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FAX 82t fram any source without the prnue wniten Federal Credit Un
X Louwsiana appruval of the Regional Director. By o
‘:"::‘:, Artenvas 2. The credit umon will refrain from the Date
aorth Caroiind Geurtia muking of large loans. that 1s. loans in excess
~ih Camiing ?11::;:“ of § percent of ummpadired capital and
)

(NICLYET el -1
ARFGION IV —CHICAGO
300 Park Bivd. Suite 155
frasca. ilinots 60143
Cummcrc:al; 312-250~6000
FTS. 8-312-250-6000
FAX: 3128899707

W osconmn Indiana
. nRAN fllinos
Qhio Missoun

RECION V—AUSTIN

1T Spicewood Springs Road
Suite 3200

Austin. Texas 78739
Commercial: 512-482-4500
FTS. 8-770-4500

FAX. 5124824511

Ransas New Mexico
Ok..thomsa Utah
Anizona Texas
AUSTIN SUBOFFICE

320 6th Street. Room 202
Sioux City, lowa 51101

Commercial: 712-233-3233
FTS: 8-8682-3233
FAX: 712-255-9145
Minnesots

lowa

Nebraska

Colorado

REGION VI—PACIFIC

2300 Clayton Road

Suite 1350

Concord, California 94520
Commerical: 4115—486-3490
FTS: 8—449-3490

FAX: 415486-3729

South Dakota
North Dakota
Wyoming

Washington Montana
Oregon Idahe
California Nevada
Alaska Guam
Hawaui

Exhibit B—Letter of Understanding and
Agreement
To the Board of Directors and Other Officials
_____ Federal Credit Union

Since the purposes of credit unions are to
promote thrift and to make funds available
for lcans to credit union members for
provident and productive purposes. and since
newly-chartered credit unions do not
generally have sufficient reserves to cover
large losses on loans or meet anduly large
liquidity requirements, Federal insurance
coverage of member accounts under the
National Credit Union Share Insurance Fund
will be granted to the above named credit
anion subject to the conditions listed in this
Letter of Understanding and Agreement and
in the Organization Certificate and
Application and Agreements for Insurance of
Accounts. These terms are listed below and
are subject to acceptance by authorized
credit union officials.

1. The credit urion will refrain from
soliciting or accepting brokered fund deposits

surplus. to any one member or group of
members without the pnor written approval
of the Regional Director.

3. The credit umica will not estahlish or
invest in a Credit Union Service Organization
(CLSO) without the priocantien approval of
the Regional Director.

4. The credit union will not enter into any
insurance programs whereby the czredit union
member finances the paymen! of insurance
premiums through loans from the credit
union.

5. Any special insurance pian/program.
that 8. insurance other than usual and
normal surety bonding or casuaity or liability
or loan protection and life savings insurance
coverage, which the credit union officals
intend to undertake. will be submitted to the
Regional Director of the National Credit
Union Administration for written approval
prior to the officials commutting the credit
union thereto.

8. The credit union will prepare and mail to
the district examiner. financial and statistical
reports as required by the Federal Credit
Union Act and Bylaws. by the 20th of each
month following that for which the report is
prepared.

7. As the credit unioa's officials gain
experience and the credit union achieves
target levels of growth and profitability, the
above terms and conditions may be
renegotiated by the two parties.

Dated this day of 1989.
National Credit Union Administration Board

on behalf of the National Credit Unian

Share Insurance Fund

Regional Director

We. the undersigned oficials of the
— Federal Credit Union. &s
authorized by the board of directors.
acknowledge recsipt of and agree to the
attached Letter of Understanding and
Agreement dated 1880.

This Letter of Understanding and
Agreement has been voluntarily entered into
with the Natfonal Credit Union
Administration. We agree ‘o comply with ail
terms and conditions expressed in this Letter
of Understanding and Agreement

Should the NCUA Board determine that
these terms and conditions have not beea
complied with or that the board of directors
or othar officials have not conducied the
affairs of the credit union in a sound and
prudent manner, the NCUA Board may
terminate insurance coverage of the credit
union. If actions by the officiala. in violation
of this Letter of Understanding and
Agreement. cause the credit unioa o become
insolvent. the officials assume such personal
liability as may result frum tneir actions.

The term of this Letter of Understanding
and Agreement shall be for the period of at
least 2¢ months from the date the credit union
is insured. This Letter of Understanding and
Agreement may. at the option of the Regional
Director. be extended for an additional 24
months at the end of the initial termm of thie
agreement.

821((;!’ Executive Officer (President)

Chief Financial Officer

Date (Treasurer)

Chief Recording Officer !Secretary)

Chapter 2—Changes in Field
Membership eld of

As in the case of NCUA chartering
policy. the goals for field of membership
expansion are:

A. To uphold the provisions of the
Federal Credit Union Act concerning the -
granting of Federal charters:

B. To promote credit union safety and
soundness: and

C.To mak[e lt:luality credit union
service available to all e/igib/e 3ro
who wish to have it. §1%1e groups

A Federal credit union’s field of
membership is an official statement
which specifically defines who may
become a member of the credit union. It
is recorded in section 5 of the credit
union's charter.

Any change to the field of
membership, whether it is an addition,
deletion. or simple update, must be
reflected formally in section § of the
credit union's charter. Changes to
section 5 are normally initiated by the
officials of the respective Federal credit
union and submitted in writing to the
appropriate NCUA Regional Office for
approval.

The National Credit Union
Administration Board has delegated the
authority to the Regional Directors to act
on most charter amendment requests.
This delegation enables the Agency to
respond to the majority of requests
promptly. However, certain complex
proposals require special investigation
by the Regional Directors. and may also
require consultation with other Regional
Directors and the Agency’s Central
Office. Applicants submitting such
complex proposals will be advised in
writing of the need for special review
and the likelihood of extra processing
time.

Reasons for Requesting an Amendment

A Federa!l credit union’s board of
directors may wish to request a field of
membership amendment fo: a variety of
reasons, including, but not limited to:
—Providing credit union access and

service to an additional. clearly-

defined group of persans who desire
to be served by the applicant credus
union:
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— Accommedating spensor acguisthons
ar reorgmization, .

—Dnversifying the membership base in
arder to withstand real or potential
ecunomic adversities {e g, sponsor
shuidown or cutback, economic
downturnk

—Merger with another credit union:

—Expanding the membership base to
facilitate an improvement of service o
all members.

Fold uf Membership Addition
Requests—Types und Criteria

Four tvpes of charters exist
{occupation. dssociation, community,
and mult:p'e group) for purposes of
establishing a Federal credit union. Field
of membership expansions are achieved
by adding groups (either occupational,
associational or community} to an
existing credit union.

The definition of common bond for
purposes of field of membership
additions is the same as that found in
the previous chapter concerning Federal
credit union chartering. The examples of
groups which do and do not meet 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 1o retiree
and senior citizen groups. Additional
methods of increasing the field of
membership are possible through a
merger or a purchase & assumption. All
of these types of expansions are
discussed briefly below.

Occupational and associational
groups which share the same common
bond as the credit union’'s primary
sponsor fall'under the category of
common bond additions. Occupational
and associational groups which have a
separate common bond from a Federal
credit union's primary sponsor (common
bond group) are added under the
provisions of select group field of
membership expansion policy. Select
group and common bond expansions are
treated somewhat differently.

Additions Within the Common Bond

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

who are paid from or are supervised
from the headquarters location. such as
siles persons or sales agents who waork
at a number of locations: employres of a
division or majonty-owned subsidiary of
the parent corporation regardless of
location or employees of a related
company. such as a company under
contract and possessing a strong
dependency relationship-on the
sponsoring corporation.

The wrilten request for an addition
must be supported by a letter from an
authoritative representative of the
organization to be added. This letter
should 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 unit.

Whenever possible, this letter should
be submitted on the letterhead
stationery of the respective corporate
entity. Included with the request for
expansion must be a current financial
statement for the applicant Federai
credit union.

For associational Federal credit
unions, expansions along common bond
lines will normally be allowed only at
the lowest economically feasible
organizational level of the sponsoring
association. For example, a Federal
credit union serving the members of a
local chapter of an association could
apply to serve the members of another
chapter.

The approval or disapproval of a field
of membership amendment request of an
existing FCU adding an association
which crosses NCUA regional
boundaries may be subject to special
review, and this may cause some delay
in processing. The Regional Director
whose jurisdiction includes the
applicant credit union will notify the
applicant of the special review and will
advise the applicant in writing of the
estimated time frame needed to reach a
decision.

Unlike select group additions,
common bond additions do not have
operational area requirements. That is,
an addition within the common bond
may be approved even though the
applicant FCU does not have an office in
the vicinity of the group to be added.

Select Group Additions

A select group of persons seeking
credit union service from an
occupational, associational or multiple
group Federal credit union must have its
own common bond The select groups
themselves may be either employee
(occupational) groups or associational

groups. However. a select group for
expansion purposes cannol be defined
by a commaon bond of community. The
group’s common bond need not be
simitar to the common bond(s} of the
existing Federal credit union. In addition
to the group having its own common
bond. the following five crileria must be
satisfied before an addition request wil}
be approved.

a. 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 wiil be »
considered under thus criterion.

¢. The addition request is
economically feasible and advisable.

d. The applicant obtains a written
statement from each group indicating
whether the group is currently eligible
for membership or is being served by
any other credit union. If the groups are
eligible for membership in another credit
union, justification must be provided to
show that the groups no longer desire
that eligibility for continued service. The
applicant credit union must provide a
written statement from any overlapped
credit union concurring or objecting to
the overlap.

e. The group must be within the
operational area of the home or a
branch office of the FCU. Operational
area is defined as an area surrounding
the home or branch office that can
reasonably be served by the applicant
as determined by NCUA. Although a
new select group alone is not enough to
justify a proposed branch office. it is
permissible to include new groups as
partial justification for a proposed
branch office if that office will also
improve credit union service to the
existing field of membership. However,
the current field of membership must
comprise a significant portion of the
total field of membership to be served
initially by the proposed branch office.
A branch office means any office of a
Federal credit union where an employee
accepts payment on shares and
disburses loans. An ATM, or similar
cash disbursing machine, does not
qualify as a branch office for purposes
of field of membership expansion.

The process o add a select group to a
Federal credii union's field of
membership is a relatively simple one. A
Federal credit union must submit a
formal written request for the expansion
to the appropriate Regional Office of
NCUA. The request should be signed by
the credit union's president or chairman
of the board of directors. Accompanying
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the correspondenee from the requéshing
credit nmion shouid be (1) a letter s'gned
by an authoritative representative of
each select group to be added and (2] @
current financial statement for the
requesting credit union. The letter from
the select group should indicate at least
the following:

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 other credit union should be
specifically wdenufied. A letter from the
overtapped credit umon should be
obtained stating its concurrence or
objection. [f 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
support the credit union by such means
as providing access to its employees or
members via payroll deduction. use of
employee or member newsletters, etc.,
and

4. The proximity to the applicant
credit union's closest office.

Credit unions using the select group
addition alternative should obtain the
supporting letter {rom the group on the
select group's letterhead stationery. The
letterhead will enable NCUA to
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 seiect group
has its headquarters (or its “paid from™)
location within the credit union’s
operating area, or a majority of the
company's employees work within the
credit union's operational area.
However, special care will be exercised
by the Regional Directors in considering
requests for select associational group
expansions where the association's
membership is geographically dispersed.
The associational chartering policy
criteria discussed in Chapter 1 including
Chapter 1. IV—Widely Dispersed
Associational Charters. will apply in its
entirety to select associational group
expansion requests.

Community ECU Field of Membership
Expansions

Community Federal credit union’s
may expand their fields of membership
only by redefining the boundaries of
their service area. Community charter

pohicy stipulates that there be regular
contact among persons who live or work
within a well-defined neighborhood.
commumnity or rural distnict in order to
sausfy the common bond requirements
of the Federal Credit Union Act. The
burden of proof for existence of the
common bond is placed upon the
applicant credit umon.

An existing communfty Federal credit
union may submit a request to expand
its area of service by changing the
boundaries which define 1ts community
field of membership. The enlarged area
must constitute a geographical area that
could be established as a community
credit union under NCUA policy. Also,
an existing occupational. associational
or multiple group type Federal credit
union may apply to convert to a
community charter. In order to support &
case for such an expansion. the
applicant Federal Credit Union must
submit a map or maps showing both the
existing and proposed boundaries for
the field of membership. The most
current population figures for the two
areas must be obtained and included in
the package. The source of the
population information must be
recorded in the credit union's request.
Evidence in the form of surveys or
letters from authoritative
representatives of prominent groups
located in the area 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 to the residents of the new area
must be supplied. Especially important
is whether other credit union service is
currently available. If present credit
union service to the residents of the new
area is adequate, there may be no basis
for the proposed expansion.

In addition, depending upon the
significance of the potential membership
increase, the Regional Director may
require formulation of a business plan to
show how the residents of the new area
are to be served and whether the costs
of this proposed service can be afforded
by the applicant credit union. Whether
or not a formal business plan is
required. the applicant FCU must submit
current financial statements with its
proposal.

Finally. in the majority of cases where
community credit unions are asking to
expand their areas of service and in all
cases where a conversion to 8
community charter is proposed. an
NCUA examiner will make an on-site
evaluation of the proposal. The
examiner will prepare a separate
analysis of the proposed expansion
independent of the credit union’s
application. Following completion of the

on-site evaluation and Regional Offi
review of the examiner's geponl (%feICE
Regiunal Director will act on lhé
pruposal. provided that the size of ‘he
propnsed_ area’s population does not
exceed his delegated authonity. if so. the
applicant credit union will be .’ormai‘ly

apprised of the need for NCUA Board
consideration.

Additiqn .of Retiree or Senior Cit;zen
Associations

Special rules apply for retiree or
senior citizen groups that seek credit
union service. For field of membership
addition purposes, these groups are
viewed 83 unique associationa) groups
which do not need to meet all the
requirements for associations discussed
in Chapter 1. It is NCUA Board policy to
make FCU service available to as many
senior citizens and retirees as possible
who are in fact interested in obtaining
access to a credit union. Federal credit
unions are encouraged to bring
associations of senior 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 associational
groups (requiring that the sponsoring
association be well-established and that
it not be an organization created solely
as a vehicle to obtain credit union
service) do not apply to retiree or senior
citizen associations. Such groups may be
formed with the primary purpose of
providing eligibility for FCU service to
the associations and their members. The
definitions of senior citizen or retiree
are left to each organization. The
operational area criterion does apply to
senior cilizen and retiree organizations.

Additions Via Mergers and Purchase
and Assumptions

A Federal credit union may obtain the
entire field of membership of another
credit union through a merger. In
general, for mergers where the
continuing credit union is federaily
chartered, the field of membership
criteria stipulated in this and the
preceding chapter are applicable. The
criteria do not apply in the case of
emergency mergers.

The foilowing discussion pertains to a
continuing credit union that is federally
chartered. Most megers fall into one of
two fields o membership categories.
The mergers are feasible either because
the two credit unions had common
sponsors (like common bonds} or were
located in the same operational area
(multiple group). Two credit unions
serving the employees of the same
corporation may merge without regard
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to the tocatio ns of the credit uniong
offices. Sumudarly, two credit urions
serving members of the same
association may merge even though the
twa dare not located n the same
operational area. However, two credit
unions with initke fields of membership
may only merge when they are located
in the same operationdl area. Any
combination of associational. multiple
group. and occupational is permissible
as long as the operational area
requirement is satified. Mergers of any
nf these three types of field of
rrembership into a community charter
are permissible as long as the merging
credit union is located within the
community credit union’s service area.
The resulting field of membership
remains a community charter.

Mergers of community credit unions
into a Federal credit union of any type
may be accomplished where the
operational area requirement is satified
and the continuing Federal credit union
is not interested in obtaining the field of
membership of the merging community
charter. The continuing Federal credit
union will only obtain the members of
record of the merging credit union.
\Where both credit unions are
community charters and the criteria for
expanding the service area of a
community credit union {as discussed
previously in this chapter) are satisfied,
the entire field of membership of the
rerging credit union will be added to
the continuing Federal credit onion's
charter.

Regardless of the type of credit union
involved where the merging credit union
ic suffering such severe financial
d:fficulties that it will become insolvent
within six months, it may merge into any
Foderal credit union in the same
cperational area. If the merging credit

nion is community based, its field of
membership will be transferred intact to
the continuing Federal credit union. In
this case, the continuing Federal credit
uaion will remain as an occupational,
associational, multiple group, or
community charter for purposes of
future field of membership expansions.

Finally, a specifically designated
emergency merger may be approved by
the NCUA Board without regard to field
of membership or other legal
constraints. An emergency merger
involves NCUA's direct intervention
The credit union to be merged must
either be insolvent or in uanger of
insolvency and the NCUA Board must
determine that

A. An emergency requiring
expeditious action exists;

B. Other alternatives are not
reasonably available: and

C. The public interest would best be
surved by approving the merger.

In an emergency merger situation.
NCUA takes an active role in finding a
suitable merger partner {continuing
eredit umon). NCUA s pnimanly
concerned that the continuing credit
union has the financial strength and
management expertise to absorb the
troubled credit union wiklout adversely
affecting its own financial condition and
stability. As a stipulated condition to an
emergency merger. the field of
membership of the merging credit union
may be transferred intact to the
continuing credit union.

Another alternative for acquiring the
field of membership of a failing credit
union is 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 instances 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 field 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, a
portion of the field of membership of a
credit union, along with assets,
liabilities, and capital, is transferred to a
new or existing credit union. If the spin-
off goes to a new Federal charter, the
requirements of Chapter 1 apply. If it
goes to an existing Federal charter, the
requirements of Chapter 2 apply. Prior to
completion, NCUA must approve all
spin-offs in which a Federal credit union
is involved.

Overlaps—See Chapter 1 for
discussion.

Exclusionary Clauses—See Chapter 1
for discussion.

Reviewing Field of Membershi
Addition Requests :

All field of membership requests will
be reviewed by Regional Office staff in
order to ensure that the requests
conform to NCUA policy, are properly
documenied and do not cause
significantly harmful or unreasonable
overlap with the fields of membership of
existing credit unions. NCUA
understands and appreciates the
importance of timely processing of well-
supported addition requests. To respond
to this desire for prompt handling, each
Regional Office has established a goal

S——

of ten working days from the date of
receipt in the Regional Office for
complete processing of a routine
addition request. A fully documented
request that fuifills all of the cntena
discussed in this manual and does nqt
requure written or telephone follow-up
will normally be processed within thig
time.

In some cases. an on-site review by
NCUA examiner staff may be requesteq
by the Regional Director before acting
on a proposed addition. Nonstandard op
controversial requests, those involving
associational, community or muitiple
charters. or those from credit unicns
with serious.operational or management
problems. are most likely to fall into this.
category. In addition. as stated inthe
earlier discussion in this chapter under
community charter expansions. the
Regional Director may. at his discretion,
after 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
instance. The economic feasibility of
expanding the field of membership of a
credit union with serious management
or operational 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. if a Federal
credit unioa is having difficuity
providing good service to its current
membership, it may have even more
difficulty serving an enlarged field of
membership. In some cases, expanding
the field of membership of a struggling
credit union may do more harm than
good. A struggling credit union's
resources need o be focused oa current
problems. Placing an additional strain
on these resources by increasing the
field of membership may also increase
the credit union's problems.

If the requested addition is approved
by the Regional Director, the credit
union will be furnished a formal,
updated section 5 of its charter which
restates the entire field of membership.
including the requested addition. After
action by the board of directors, the
form should be promptly filed wath the
credit union's official charter and
bylaws.

if the request is denied by the
Regional Director, the credit unian will
be so advised in writing and furnished
specific reasons for the denial. This
correspondence may include suggestions
and other options for the credit anion’s
consideration. This lefter will also
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oaciuwde imformation about the
avatlabiiity of the appeals prucess. if a
credit unton s request s disapproved by

the Regqional Director. the credst union
may 4ppral the decision (or request a
review of the policy involved) to the
NCUA Board through the appropriate
Regional Director.

Service Stutus Reports

Federal credit unions which
frequently add select groups to their
fietds of membership should be prepared
to furnish a written summary of the
results of their efforts to bring service to
the emplovees or members of the select
groups. The Regional Offices will
request periodically that such FCU's
submit service status reports to NCUA
showing, at a minimum, the number of
primary potential members of each
select group added and the number of
persons from each select group who
have actually enrolled as credit union
members. These service status reports
can be enlarged to require information
concerning aggregate share and loan
activity by select group or participation
in other credit union services. In any
event, Federal credit unions using the
select group addition method should
implement an information gathering
system early in their addition/
diversification program to track their
progress in bringing service to the
potential members of their select groups.

This information will help the credit
union to operate efficiently and will give
management the data necessary to make
decisions about marketing strategy, new
promotions, implementation of new
services, etc. The service status reports
will enable NCUA to determine which
Federal credit unions are serving newly-
added groups. as well as any Federal
credit unions that are not serving new
groups. If the NCUA determines that a
Federal credit union is not adequately
serving new groups, the Regional
Director may remove the select group(s)
not being served from Section 5 of the
credit union charter.

Chapter 3—Charter Conversions

A charter conversion is a change in
the jurisdictional authority under which
a credit union operates. A credit union's
charter is the instrument given to the
institution by the government. either
state or Federal. granting to it the
r.utharity to carry out credil union
business in accordance with law.

Federal credit unions receive their
charters from NCUA and are subject to
its supervision. examination, and
regulation: they are incorporated under
Federal law. State-chartered credit
unions are incorporated in a particular
state, receiving their charter from the

state agency responsible for credit
unions and subject to the state’'s
supervisory authority. If the state-
chartered credit union s federally
insured by NCUA. it will also fall under
NCUA's jurisdiction.

A Federal credit union’s power and
authornity are principally denived from
the Federal Credit Unioa Act and NCUA
Rules and Regulations. State-charterd
credit unions are principally governed
by state law and regulation.

There are two types of charter
conversions: Federal charter to state
charter, and state charter to Federal
charter. Although common bond is not
an 1ssue from NCUA's standpoint in the
case of a Federal to state charter
conversion, the procedures and forms

relevant to such a conversion have been
included.

{—Conversion of a State Credit Union to
a Federal Credit Union

A. Ceneral Requirements

Any state-chartered credit union may
apply to convert to a Federal credit
union. In order to convert, it must:

1. Comply with state law regarding
conversion:

2. File proof of compliance with
NCUA;

3. File the required preliminary
documents with NCUA;

4. Upon NCUA's approval of the
preliminary documents file a proposed
Federal credit union organization
certificate;

5. Comply with the requirements of
the Federal Credit union Act. e.g..
common bond and reserve requirements;
and

8. Be granted a charter by NCUA.

Conversions are treated the same as
any initial application for a Federal

_charter, including mandatory on-site

examination by NCUA. NCUA will also
consult with the appropriate state
authority regarding the credit union's
current condition, management
expertise, and past performance. Since
the applicant in a conversion is an
ongoing credit union. the economic
advisability of granting a charter is more
readily determinable than in the case of
an initial charter application.

A converting state credit union’s
proposed field of membership must
conform to NCUA chartering policy.
However. existing members who would
not be withiu the revised field of
membership will be allowed to retain
their membership after the conversion.

B. Submission of Conversion Proposal to
NCUA

The following actions are to be taken
before submitting a conversion proposal:

1. The credit union board must
approve a proposal for conversion.

2. The Application to Convert (NCUA
Form 1401) must be completed. Its
purpose 13 to provide the Regional
Director with information on the present
operating policies and financial
condition of the credit union and the
reasons why the conversion is desired.
A continuation sheet may be used (f
space on the form is inadequate.
Particular attention should be given to
answering the question on the reasons
for conversion. These reasons shouid be
stated in specific terms. not as
generalities.

3. The Application must be
accompanied by all required
attachments. Additional attachments
not specified in the Application but
which must also be provided are:

a. Evidence that the state supervisory
authority is either in agreement with the
conversion proposal or. if not in
agreement. the reasons therefor: and

b. The Application for Insurance of
Accounts (Form NCUA 9600} in the case
of a state credit union that 1s not
federally insured.

¢. The Federal Credit Union
Investigation Report. Conversion of
State Charter to Federal Charter (Form
NCUA 4000).

d. The most current financial and |
statistical report. |

C. NCUA Consideration of the
Application to Convert

1. Review by the Regional Director.
The Application will be reviewed to
determine that it is complete and that
the proposal is in compliance with
Section 125 of the Federal Credit Union
Act. This review will include a
determination that the state credit
union's field of membership 1s in
compliance with NCUA's chartening
policies. The Regional Director may
make further investigation into the
proposal and may require the
submission of additional information to
support the request to convert. At this
point. NCUA will conduct an on-site
review of the credit union.

2. Examination and Payment of Fees.
NCUA will examine the books and
records of the credit union on-site.
NCUA will charge the credit union an
examination {ee. Nonfederally-insured
credit unions will also be assessed an
application fee.

3. Conditions to the Approvai. The
Regional Director will spec:fy any
special conditions that the credit union
must meet in order to proceed with the
conversion. When necessary. this will
include changes to the credit union’s



31180

Federal Register / Vol

_ 54. No. 143 / Thursday. July 27. 1989 / Rules and Regulations

field of membership in order to conform
to NCUAN's charteriag policies.

4. Approvai by the Regional Directur.
The conversion will be approved by the
Revienal Director it 1s in rampliance
with Section 125 of the Federai Credit
Union Act and mee!s the criteria for
Federal insurance.

s Not:fication. The Regional Director
will notify both the credit union and the
state supervisory authonty of the
dec:sion on the conversion.

D. Activn by Board of Directors

Upon being informed of the Regional
Director's approval. the board must:

1. Comply with all requirements of the
state supervisory authonty that will
enable the credit union to convertto 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 a Federal charter. A copy of
this document must be submitted to the
Regional Director:

3. Submit a statement of the action
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 has
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 staff member to assist the
credit union in preparing its
Oreanization Certficate, (Form NCUA
4008). and an Application and
Agreements for Insurance of Accounts
{Form NCUA 9500).

The Organization Certificate will be
submitted to the Regional Director,
together with the Application for
Insurance.

When received by the Regional
Director. the proposed Organization
Certificate will constitute the credit
union's formal application to become a
Federal credit union. If the application is
approved, the credit union may
complete the conversion. Denials are
appealable to the NCUA Board.

F. Completion of the Conversion

1. Effective Date of Conversion. The
date on which the Regional Director
approves the Organization Certificate
and the Application and Agreements for
Insurance of Accounts is the date on
which the credit union becomes a

Federal credit umon. The Regional
Director will forward to the credit union
its Federal charter and Certficate of
Insurance and will notify the state
supervisory authonty uf the date of the
conversion.

2. Assumption of Assets and
Liabilities. As of the effective date. the
Federal credit union wikkbe 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’ Meeting. Upon
receipt of its Federal charter. the board
will hoid its first meeting as a Federal
credit union. At this meeting. the board
will transact such business as is
necessary to 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
or liabilities of the credit union:

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 up.
The general ledger accounts for the state
credit union will be posted through the
effective date of the conversion. and the
new balances will be transferred to the
new general ledger accounts of the
Federal credit union:

{3) The income and expense accounts
of the state credit union will not be
closed unless the conversion is at the
close of an accounting period or is
required by the state supervisory
authority: and

{4) The individual share and loan
ledger accounts used by the state credit
union may continue to be used. The
Federal credit union's name should be
properly reflected on these accounts.

4. Reports to NCUA. Within 10 days
after commencement of operations, the
Federal credit union must submit to the
Regional Director the following:

a. Report of Officials (NCUA 4501}
and

b. Financial and Statistical Reports,
(Forms FCU 108A. 1098, and 1086F, or
their equivalent) as of the
commencement of business of the
Federal credit union.

II—Conversion of a Federal Credit
Union to a State Credit Union

A. General Requirements

Any Federal credit union may apply
to convert to a state credit union. In
order to do so. it must:

1. Comply with the requirements of
the Federal Credit Union Act {section
125) that enable it to convert to 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 authority.

B. Special Provisions Regarding Federal ..
Share Insurance

If the Federal credit union wants to
continue Federal share insurance after
the conversion to a state credit union, it
must submit an Application for
Insurance of Accounts {Form NCUA
9600) to the Regional Director 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 continue Federal sbare
insurance or if its application for
continued insurance is denied, insurance
will cease in accordance with the
provisions of section 206 of the Federal
Credit Union Act.

If. upon its conversion to a state credit
union, the Federal credit union will be
terminating all share insurance or
converting from Federal to nonfederal
share insurance, it must comply with the
membership notice and voting
procedures set forth in section 208 of the
Federal Credit Union Act and Part 708 of
NCUA's Rules and Regulations.

Where the state credit union will be
nonfederally insured. Federal insurance
ceases on the effective date of the
conversion. If it will be otherwise
uninsured, then Federal insurance will
cease one year after the date of
conversion subject to the restrictions In
section 208{d)(1) of the Federal Credit
Union Act. In either case, the state
credit union will be entitled to a refand
of the Federal credit union’'s NCUSIF
capitalization deposit and any unused
portion of the Federal insurance
premium after the final date on which
any of its shares are federally insured.
The NCUA Board reserves the right to
delay the refund of the capitalization
deposit for up to one year if it
determines that payment would
jeopardize the NCUSIF.
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Upon appreval of a propesition for
canwersion by a maporty vote of the
bowed of direciors at @ meetine Reld o
avcard.ance with *he Federal credst
amien's bylaws. the ennversion propesal
will he submiited 1o the Reonal
Director and will include:

1. A current financial report:

2. A current delinguent loan schedule:

3. An explanation and appropriate
docaments relative to any changes:n
insemance of member accounts:

1. A resolution of the beard of
directors:

5. A proposed Notice of Special
Meeting of the Members (Form NCUA
4221

6. A copv of the ballot to be sent to
members (Form NCUA 4306}

7. Evidence that the state supervisory
authority is in agreement with the
conversion proposal and

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

D. Approval of the Proposal to Convert

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

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

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 where
the state credit union will no longer be
federally insured, the notice and voting
requirements of section 206 of the
Federal Credit Union Act.

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

E. Approval of Proposal by Members

Upon approval of the propesal by the
Regional Director. the following 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 on at the annual meeting,
at a special meeting for that purpose. or
by written ballot to be filed by the date
set for the vote.

2. Members must be given advance
notice (NCUA 4221) of the meeting at

which the propocal s 1o be submitted in
accnrdance with the provisions of the
Federal Credit Union Bylaws [Arucie V).
The notice shall:

a. Specify 'he purprse, ime and place
of the meeting:

b. Inctude a brief 2and accurate
stotement of the reascns for and aga:nst
the proposed corversion,_including any
effects it could have updn share
holdirgs. insurance of member accounts,
and the policies and practices of the
credit union:

c. Inform the members that they have
the richt to vole on the proposal at the
meetng, or by written hallot to be filed
not later than the date and time
announced for the annual meet:rg, or at
the special meeung called for that
purpose:

d. Be accomparied by a Ballot for
Conversion Propasal ((NCUA 4506): and

e. State in boid face type that the
issue wil be decided by a majority of
members who vole.

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

4. The proposed conversion must be
approved by a majority of all of the
members who vote on the proposal in
order for the credit union to proceed
further with the proposition. Ballots cast
by members who did not attend the
meeting but who submitted 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 well.

S. The board of directors shall, within
10 days. certify the results of the
membership vote to the Regional
Director. The statement shail be verified
by affidavits of the Chief Executive
Officer and the Recording Officer on
Form NCUA 4505.

F. Compliance with State Laws

If the proposition for conversioan is
approved by a majority of all members
who voted. the board of directors should
then:

1. Ensure that all requirements of state
law and the state supervisory authority
have been accommodated:

2. Ensure that the state charter or the
license has been received within 30 days
from the date the members approved the
proposal to convert;

3. Ensure that the Regional Director is
kept informed as to progress toward
conversion and of any material delay or
of substantial difficulties which may be
encountered.

if the conversion cannot be completed
within the 90-day period. the Regional
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Directar should he informedd of the
reasons for the delyy.

v
C. Completion of Cunversion

Inorder for the corversion to be
completed. the foliowing steps are
necessary:

1 Tbe‘board ol directars will submt a
copy of the state charter to the Regionul
Direcior within 10 davs of it g,\
Thls will be _ h s rece.pt.

o J accomganied by the Federal
-harter and the Federal insurance
cerh:‘ca[t;_:. A csov of *Se financal
reports [(Forms £CU 109,

of 'he precedin; m%n:?::adn-drm?g):s
subititted at this TR Eec Be

B is ime.

2. The Regiona! Director will aotfy
the credit union «ad the state
Supervisory aathority in writing of the
recerpt cf evidence that 'hie credit union
has been authnnzed to operate as a
state credit un:an.

3. The»effect:ive date Of ~cnversi0n s
the day immediately preceding 'me da‘e
on which the credit union became a
state credit union. The credit un:on shail
cease to be a Federal credit union as of
the effective date.

4. If the Regional Director finds a
material deviation from the provisions
that would invalidate any steps taken in
the conversion. the credit union and the
state supervisory authority shall be
promptly notified in writing. This notice
may be either before or after the copy of
the state charter is filed with the
Regional Director. The notice will inform
the credit union as to the nature of the
adverse findings. The conversion will
not be affected and completed until the
improper actions and steps have been
corrected.

5. Upon ceasing to be a Federal credit
union. the credit union shall no longer
be subject to any of the provisions of the
Federal Credit Union Act, except as may
apply if Federal share insurance
coverage is continued. The successor
state credit union shall be immediately
vested with all of the assets and shall
continue to be responsible for all of the
obligations of the Federal credit union to
the same extent as though the
conversion had not taken place.
Operation of the credit union from this
point will be in accordance with the
requirements of state law and the state
credit union supervisory authority.

8. If the Regional Director is satisfied
that the conversion has been
acr mplished in accordance with the
approved proposal, the Federal charter
will be canceled.

7. There is no requirement for closing
the records of the Federal credit union
at the time of conversion or {or the
manner in which the records shall be
maintained thereafter. except that the
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credit unton shall no tonzer use the )
words "Federal Credit Union™ inits
name nor represent tsell in any manner
as heing a Federal credit union.

8. If the state credit umion is to he
federally insured. the Regronal Director
will issue a new mnsurance certificate.

{FR Doc. 89-17501 Fuled 7-26-39: 8.45 am|
BILLING COOE 7515-01-M

12 CFR Parts 701 and 741

Nonmember and Public Unit Accounts

AGENCY: National Credit Union
Administration {"NCUA").
ACTION: Final rule.

suMMARY: This final rule replaces the
interim final rule on nonmember and
public unit accounts issued by the
NCUA Board in December of 1988. 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
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.

EFFECTIVE DATE: July 27, 1989.
FOR FURTHER INFORMATION CONTACT:
D. Michael Riley. Director, Office of

Examination and Insurance. ot Hattie M.

Ulan Assistant General Counsel, at the
above address or telephone: (202) 682~
9640 (Mr. Riley) or 682-9630 (Ms. Ulan).
SUPPLEMENTARY INFORMATION:

Background

Section 107(6) of the Federal Credit
Union Act (12 U.8.C. 1757(6)) authorizes
a Federal credit union (FCU) to accept
and maintain certain types of
nonmember shares. Section 101(5) of the
FCU Act (12 U.S.C. 1752(5)) defines
“member account” to include the
accounts of nonmember credit unions
and the accounts of nonmember units of
Federal. state. or local governments and
the political subdivisios of such units.
The term aiso in .ludes. vut only in the
case of a credit union that serves
predominatly low-income members and
has received 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

Regulat:ansg {12 CFR ™0.1). Concurrent
with this final rule. the NCUA 13 1ssuing
a proposed amendment adding a new

§ 701.32(d} to clairfy that FCU’s must
obtain a designaiion from NCUA prior
1o accepting nonmember shares
pursuant to the low-income authonty.
and that federally-insured state-
chartered credit unions (EJSCU’s) must
recetve such a designation Trom the
appropriate state regulator with the
concurrence of NCUA. The NCUA is
a'so proposing to move the definitions of
“predominantly” and “low-income
members” to § 701.32(d).

On December 19, 1988. the NCUA
Board published an interim final rule
limiting to 20% of \otal shares the
amount of public unit and nonmember
accounts that may be maintained by
FCU's and FISCU's without prior NCUA
approval. (See 53 FR 50918.) Although
the interim final rule was made
immediately effective. the NCUA Board
provided a 60-day comment period. The
comment period was later extended for
approximately 90 days to May 15, 1989.
(See 54 FR 8280 2/28/89.)

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
commenters were state credit union
regulators. Comments were aiso
received from a local association of
credit unions, a Congressman. and a
county treasurer. Three comments were
from individuals.

Discussion

The reaction of many of the
commenters was that the rule was an
overreaction to the potential losses to
the National Credit Union Share
Insurance Fund (NCUSIF) associated
with the 1988 failure of the Franklin
Community FCU. Commenters stated
that other credit unions should not be
penalized for the actions of one credit
union. Some commenters believed that
NCUA should not have made the rule
immediately effective, that is, without a
prior comment period. The reasons for
the immediate.action were set forth in
the preamble to the interim rule.

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

unions other than Franhklin where the
misuse of such funds h.s resuited i
losses to the NCUSIF. The :ntenim firal
rule 18 not intended to penalize credit
unions. but to ensure that nonmember
and public unit shares are accepted and
utilized by credit unions in a safe 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 is
correct. It is. however. a costly problem
when it occurs, and one that affects all
federally-insured credit unions in two
ways: Through losses to the NCUSIF.
and loss in confidence in credit unions
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/or
community development credit unions.
and community and religious
organizations that have accounts in
these credit unions. The credit union
commenters stated that the rule 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 poor and minorities. and that the
rule would limit their altruistic goal. .

The rule is not a prohibition on public
unit and nonmember shares. All FCU’s
may continue to accept other credit
union and public unit shares. FCU's with
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 extent permitted under the
appropriate state law. The rule does.
however. require federally-insured
credit unions that wish to accept such
shares in excess of 20 percent of total
shares to submit to NCUA a reasonable
plan setting forth the intended use of the
funds and obtain NCUA approval.

The rule requires that a federally-
insured credit union’s plan describe how
public unit and nonmember funds will
be used to serve the credit union'’s
membership. i.e.. by providing loanable
funds to its members or through :
increased earnings: provide for matching
maturities of public unit and nonmember
shares with corresponding assets. or a
justification for any mismatch: and
provide for an adequate income spread
between public unit and nonmember
shares and corresponding assets. The
rule further requires that a credit union




