
UNION ADM INI~’i’!~IATION

WASHIN(~TON, O,C.

June 8, 1992

Robert A. Rylander
ExecutiveVice President
Alaska USA Federal Credit Union
P.O. Box 196613
Anchorage, Alaska 99519-6613

Re: Securitization of Real Estate Loans
(Your March 2, 1992, Letter)

Dear Mr. Rylander:

You have asked a number of ~uestions concerning the creation
of GNMA securities through mortgage loan pooling. The pro-
posed transaction outlined in your letter is impermissible
due to the prohibition on short sales. Your specific ques-
tions and our answers are set out below.

Federal credit unions are authorized to issue and sell GNMA
securities pursuant to Section i07(7) (E) of the Federal
Credit Union Act (12 U.S.C. 1757(7)(E)). Alaska USA Federal
Credit Union (FCU) wants to engage in pooling FHA and VA
guaranteedmortgage loans into GNMA securities. The FCU
be setting prices (note rates) for the mortgage loans tha~:
will be pooled on or before closing of the mortgage
To minimize interest rate risk, the security being
with the mortgage pool will be sold on the to-be announce~i:~’~
(TBA) market 30 to 60 days in advance of the security’s
ation: TheFCU anticipates committing to the sale of

occurringsecurities, with receipt and settlement
day. If the FCU can not complete the securitlzation
to fulfill the commitment, the FCU will purchase a
on the open market to satisfy the obligation.
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QUESTIONS & ANSWERS

i. Does the forward sale of a TBA security as described
above constitute a "short sale" and as such is it prohibited;
or is it an acceptable hedge against interest rate risk as-
sociated with real estate loan originations activity?

Section 703.2 of NCUA’s Regulations (12 C.F.R 703.2) defines
a short sale as "the sale of a security not owned by the
seller." Section 703.5(d) prohibits an FCU from engaging in
a short sale. Under the proposed transaction the FCU will be
the anticipated owner/seller of the security being sold, but
the security will not be in existence at the time of the
sale. The proposed transaction meets the definition of a
short sale as defined in Part 703 of the NCUA’s Regulations
and therefore is prohibited.

2. Do the provisions of Section 701.21(i) apply to the type
of activity described above?

No, Section 701.21(i) specifically allows for an FCU to enter
into Dut oDtions in order "to manage risk of loss through a
decrease in value of its commitments to originate real estate
loans at specified interest rates" (§701.21(i)(2)). Section
701.21(i) does not authorize an FCU to commit to sell a secu-
rity that does not yet exist. The Supplementary Information
Section to Section 701.21(i) as published in the Federal Reg-
ister distinguishes between the prohibited transaction (to
sell securities not owned) and the authorized transaction
(the option, notan obligation, to sell a security not
owned). (See Supplementary Information, Section IV, A & B, 53
FR 19748, 5/31/88, enclosed.)

Although your proposed transaction is impermissible due to
the prohibition on short sales and is not a put option under
Section 701.21(i), the following discussion on put options
may prove helpful to you in engaging in other transactions or
in revising your proposed program.

Section 701.21(i)(i) (vii) defines a put as "a financial op-
tions contract which entitles the holder to sell entirely at
the holder’s option a specified quantity of a security at
specified interest rates." Section 701.21(i)(2) permits the
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use of put options under certain conditions. Section
701.21(i) (2) (iii) (A) requires that the FCU’s written policies
include:

the Federal credit union’s strategy in using
financial options contracts and its analysis
of how the strategy will reduce sensitivity
to changes in price or interest rates in its
commitments to originate real estate loans
at specified interest rates. . .

Section 701.21(i) (2) (iii) (A) should not be read to prohibit
the use of put options to manage interest rate risk on real
estate loans acquired in the course of completing a pool.
Instead this section prohibits an FCU from purchasing put op-
tions to limit risk on loans produced or held in its loan
portfolio for investment. (See Section V. c. of the Supple-
mentary Information to Section 701.21(i), enclosed.)    There-
fore, an FCU has the authority to use put options for both
loans that are originated and acquired for pooling. This is
consistent with an FCU’s authority to purchase real estate
loans on the open market df the purchase will facilitate the
packaging of a pool of loans to be sold on the secondary mar-
ket. Of course, the remaining requirements set forth in Sec-
tion 701.21(i) must be met when using put options.

3. If the provisions of Section 701.21(i) do apply to this
activity, then can such hedges be used for both originated
and purchased real estate loans being placed in the same
pool?

As noted, your program is not permitted due to the prohibited
short sale, however, hedges can be used for both originated
and purchased loans as discussed in the answer to #2 above.

4. Are there any special approvals required prior to engag-
ing in the above described activity?

Your program is prohibited because of the short sale. Ac-
cording to Section 701.21(i) (2) (iv), an FCU may enter into
put positions on GNMA, FNMA, and FHLMC securities, to manage
risk of loss "if the Federal credit union has received writ-
ten permission from the appropriate NCUA Regional Director to
engage in financial options contracts in accordance with this
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§701.21(i) and its policies and procedures as written." How-
ever, the Regional Director does not have to be notified be-
fore an FCU pools loans for sale on the secondary market.

If you have any questions or further information for us to
consider, please let us know.

Sincerely,

Hattie M. Ulan
Associate General Counsel

Enclosure

GC/MM:sg
SSIC 3501
92-0313
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PART 701--ORGANIZATION AND
OPERATION OF FEDERAL CREDIT
UNIONS

1. The authority for Part 701 is revised
to read as follows:

Authority: 12 U.S.C. 1755. 1756. 1;’57. 1759.
17618. 1761b. 1766. 1767. 1782. 1784. 1787.
1789. 1798.

In addition § 701,31 is also authorized by 15
U.S.C. 1601 et seq.. 42 U.S.C. 17el an0 42
U.S.C. 3001-3610.

2. Section ?01.6(a) is revised to read as
follows:

§ 701.6 Fees Paid by Federal Credit
Unions.

(a) Basis for assessment. Not later
than January 31 of each calendar year or
as otherwise directed by the Board. each
Federal credit union shall pay to the
Administration for the current National
Credit Union Administration fiscal year
(October I to September 30} an
operatin~ fee in accordance with a
schedule as fixed from time to time by
the National Credit Union
Administration Board based on the total
assets of each Federal credit union as of
June 30 of the preceding year or as
otherwise deterrmned pursuant to
para~’aph (b) this section.

3. Section 701.35(c) is revised to read
as follows:

(c) A Federal credit union may,
consistent with this Section, other
Federal law, and its contractual
obligations, determine-the type of
disclosures, fees or charses, time for
crediting of deposited funds, and all
other matters affecting the opening,
maintaining or closing of a share, share
draft or share certificate account. State
laws regulating such activities are not
applicable to Federal credit unions.

[FR Doc. 88-11993 Filed ~5.-27-88:8:45 8mJ
eILUNG �OO~ 7S3S-0~-M

~11~CFR Parts 701 and 703

Loans to Members and Lines of Credit
to Members

AGENCY: National Credit Union
Administration ("NCUA").
ACTION: Interim final amendment.

SUMM~RV: This amendment gives
Federal credit unions ("FCU’s"} an
additional tool for use solely to reduce
risk of loss from interest rate increases
between the time the interest rate

commttment is made to 8 member on 8
reel estate loan and the time the loan is
sold on the secondary market. This
additional tool must be used in
accordance with w~tten policies and
procedures prepared by the FCU.

Because the seasonal peak in FCU
real estate lending is at hand, the
amendment has been made effective
immediately, without prior public
comment, but temporari|y requires
NCUA Regional africa permission prior
to an individual FCU’s engaging in the.
activity, and monthly reporting to
NCUA. These temporary requirements
are planned to be deleted after public
comments have been received and
fu.,’ther study has been completed.
EFFECTIVE OATE: This amendment is
effective on an interim basis May 31,
1988. Comments must be received on or
before August 29, 1988.
¯ DOm=SS: National Credit Union
Administration. 1776 G Street
Washington. DC 204548.
FOR J=UnTHER INFORMATION CONTACT:.
D. Michael Riley or Edward P. Dupcak,
Office of Examination and Insurance, at
the above address, or telephone: (202|
357-1065: Timothy P. McCoilum or JuUe
Tamuleviz. Office of General Counsel. at
the above address, or telephone: (202}
357-1030.
~UPPt.EMENTARY JNFOflMATION:

L Loan Production R!sk=

There are two kinds of risks an FCU
must manage ~rom the time a member
applies for a loan to the time the loan is
sold on the secondary market or
included in its loan portfolio as an FCU
investment:

a. "Fallout risk." the po~sib~b/that a
part~ making a commitment to the FCU
on the loan wig fail to perform, either
because there is no legal obliption to
do so or because that obligation is
breached. There are two kinds of fallout
~sk:

1. "Borrower fallout." where the
member fails to close on a loan
commitment. This may occur, for
example, if interest rates decrease after
the commitment is made end the
member finds a better rate elsewhere: if
the member is unable to perform: or. m
real estate loans particularly, the seller
of the property fails to perform.

2."Investor fallout." where the party
committed to taking the loan as an
investment, either the FCU or a
purchaser on the secondary market, fails
to close. This can occur, for example, if
the investor finds a higher-rate loan
elsewhere: or if the investor or the FCU
itself is without sufficient capital to
perform.

b. "Price risk." the posssbility that the
value of the co=nmltment the FCU makes
to the borrower will decrease relative to
the value of the FCU commitment to the
investor or to the anticipated value to
the FCU as an investment. There are
three kinds of price ask:

1. Increased interest-rate pace risk.
where an FCU con’unJts at app|ication to
a specified interest rate and rates
increase.

2. Decreased interest-rete prica risk.
o -.wh~re an FCU commit= to sell ~

uncommitted loan at s specified interest
7aie_and rates decrease.

3, P~duct r~sk. where unusual
characteristics in a loan arrangement--
e.g., interest-only payment for ~n
extended term---depress its fair market
value.

II. Tools Available to ~u FCU fo~
Mana~t~ Loan Production Jtkks

A. General
There are. in general three ways to

reduce loan production risks: (1} A~et/
liability management: [~].forwm, d sale of
loans, on a mandatory or optional basis:
and (3) sale or ptu~hase of substitute
assets with characteristics 8hnflar to a
loan in production, on a mandatory or
optional basis. As the NCUA Board has
previously pointed out (49 FR 1~.871
(Mamh 30. 1984)), an FCU presently has
authority to use the first two:.

[’The] range of business =tratsffie= available
to FCU’= [includes]: (e} not inve=tin~ or
lending st |aug-term ~xed rates; (b} e=in~
varieb|e rate lendL-~ and ~osti~ rate
investments; (c} usm8 secondary markets to
sell Ion,-term loans to lindt or msnaSe the
level of axpo=u~: (d} ,sb’~ i=IXmWd fends
manssement strate~es under de,.plat/on to
c~eete s "basket" of share =atm’H~s whk=h
would complement the din’st/re. ~ ~
term asset= and (e} using re=m
(established for this purpose) to tsmporaniy
cove~ losses should r/sinS intsr~t rate= lead
to short-term mismatches.

Sole and PuJ’c~ose o[ Sub=Otute

Confess recently granted FCU’s the
power to invert in mortgage-related
securities [12 U.S.C. 1757(16)(b)|.
Through interest-only ("IO"|, principal
only ("PO"). and "residual" variations
on these investments are sometimes
marketed as risk management tools, a.s
explained in Letter to Credit Union8 No.
96 and IRPS 8~-1. such instruments are
so complex, varied, and volatile, there
use to manage risk i8 almost always
unwise.

The other kinds of t~ansactiuns in
substitute asseis w~dely available
involve futures and options (or standby
conunitments) on tnterest4ensttive
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securmes, in 1970. NCUA prohibited
both. At that trine, it ~uciuded (H FR
42674 (July Z0. 1979}:

Some commenters su~ested that Federal
cr~t u~ons sho~d be ~ltted
m buy,~ ~nd
for au[~ort~d ~ntl~ ~ J ma~i o~
bedim8 aaa~ polenti~ losses mc~ in
~he makin

uno~aniz~ natuR of ~e market m stan~y
comm~tm~ts
heda~ d~m by

Since ~
that h~
standby c~mm
s~urities ~s ~MsW to make R~ estate

[aJ " " " general ~ on l(an~y
comm~ents. However. it does not p~hibit 8
Federal credit
estate loans by use of a stan~y co~t
in order to [acflitate ~e makin8 of such ioans.
~is has ~n
te~ "~"
mem~

7~1~ of
Union ~a~
Su~ acdvity w~
exe~me of a F~eral ~t ~on’~
es~le lend~ a~o~.

to ~e ~ ~ ~le ~ m ~t~ �~
as 8 ~ ~v~
of a pool of mo~afes for
secondaw m~keL ~~~8~on
issue a praised ~e~n on ~at subj,.
Until that R~la~ is ~bfished ~ final
~o~. Fed~s( ~t an~s may ~t
pa~icip~e m ~y ~ ~d~8.

consideRd al~n8
aprons and ~t~s as a dsk
mana~t to~; ~d ~8a~ deci~d to
p~h~ ~eir use in ~ ck~ances
(49 ~ 1~ (Mar~ ~. 19~)~

~e Bo~

po~n~81
have bemuse of ma~ mi~atches
be~een ~r ss~s ~d lia~li~es. B~use
of ~eir co~l~i~ end ~eir i~eRmly
specuJative nst~. Riiance ~ sta~
c~ents to ~et
lead ~ ~si~ ~ce~m~, and ~t~t~y
to ~ty ~ ~ ~oble~ ’ " "

lend m Ion~-~rm instruments, there m e rink,
,No option, ~nciudin$ fut~s or standby
com~t~nm, eliminate the ns~ ~ey may, at
besL iust reduce some ~ the potential costs,

IlL Need f~ A~ ~
~anage~ T~ ~ R~ ~ ~
Pmd~

The tools now available to an FCU for
managing interest rate risks have
generally worked well. This has been
made somewhat easier became
traditionally the vast majority of loarm
originated and he~d by FCU’t have been
relatively short-term. Though in
Congress allowed an FCU to make !ong-
term real-estate loans [Pub. L 95-22.
Section 30~a)], FL"U’s generally
maintained their character as consumer
lenders.

ParticulaHy in the last two years.
however, PCU’s have significantly
increased reel estate lending. In 1987.
while tma| FCU ]endiz,~ Brew 16 percent.
FCU real estate lending ~’ew 48 percent.
By December 31. 1987, zeal estate ]oarm
constirated 27 percent of FCU loan
investments: many more such loans
were ~oid in the Rcendary market.

Real estate loans pose different risk
management problems for an FCU.
Because atr their size and term, to plan
properl3, membera tend to have the
interest-rate ~,~ ~n the day they apply
for the kmn. The time between
application and ciceing on real estate
loans, however, i~
significant--60 daya or more. Interest
rates on fixed-rate, Ions-term real e~tate
loans can change dramatically virtually
overnight. And many real estate loan
applicatio~ f~or ¯ variety of rattans, do
not lead to ck~i~. Am i~CU ~,, therefore
liim~ t~ have ¯ian~.. amty greater price
and fallom ridm w~ as real
lending ~ with il~ ~r lending.

The risk mama~emem too~ generally,
a~l~ ~ ~ ~ ~ ~.

equa~y ~ ~ ~~ ~

~te~ ~ ho~ ~ ~ f~ ~vm~em.
Mandat~ ~ ~~m ~ tell
Io~ ~ m~ ~
pre~ a~b~ho~ ~ ~
pr~ ~s for m~a~n8 ~ for ~
FCU s~ ~ mat es~m loan
ov ginafio~ m ~e ~n~w ~et:
¯ ey are miafi~ty ~exp~ive a~ offer
¯ e most c~lme ~ �~

But f~~ ~ to~a
. s~~st ~ ~ ~m m

member applies for a real estate ~

markeL ~ese toob ~ ~ ~ a~am
to m~ ~ ~’~ i~ ~.
rate p~ ~

eliminam Wi~ ~k f~ ~ lo~ v~

certain to close. But their use for the
portion of the loan¯ in production wkich
may or may not clese, while decreasing
prxce risk. increase¯ the borrower fallout
r~sk. since the FCU will remain liable to
deliver the loan committed to the
secondary market regardless of whether
the member closes. A possibte
alternative, optional forward
commitments, are available fTom FNMA
and FHLMC. but the expensive.
Moreover, they are no/aorma/ly
available from reliable parties for VA
and FHA loa~ which con¯titute ¯
sul~tantial po~ion of FCU real estate

¯ lendma.

W. Sul~lilut~ A~et T~ctimm aa a
To~l To Manage lma~ese~ interest-~ato

A. Cash Moeket and t~tures

One way for aa P~la
intaresl rate riak
F~’s ~ ~
where ~

su~sUtute asset~o~
expired m m~
in~ ra~

F~ re~ ~m

Tmas~ notes.

which may not
effective i ~m n~.

sec~. however.
an ~afisfic ~pi~
~o~. ~

~po88~ ~

in w~ ~
subsfl~te ~
~sk of ~t~est

(i.e.. to sell

~ s~}
in ~e sale ~ p~

cost of ~e ~ ~n~t
B. Options on F~nnncinl Instruman~

A more attractive sttI:~tztte ease/
~ansec~cm for man.in8 imcreas~

loans an FCU is ~t ~ ~H ~
are J~ p~ifi~s ~ ~t ~t~ ~
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An option is a r~ght, but not an
obligation, to buy or sell an item at a
prearranged price within an agreed-
upon parred. A "put" option is the nght
to sell: a "call" option is the right to buy.
There are two parties to an option:

1. The "holder" (who is said to enter
into a "long position"}. This person, m
exchange for paying an upfront fee,
holds the power to purchase (with a call
option) or sell [with a put option), in
accordance with the terms of the option
contract.

2. The "writer" (who is said to enter
into a "short position"), This person, m
exchange for receiving an upfront fee,
must stand ready to sell (with a call
option) or purchase (with a put option)
on demand by the holder, in accordance
with the terms of the option contract,

A long position on a call option or a
short position on a put option for a
financial instrument like a GNMA
security or a Treasury bond helps
manage risk of an interest rate decrease.
These are therefore not appropriate
tools when used alone for the limited
problem faced by FCLPs in real estate
loan production.

A short position on a call option for
one oir these financial instruments, used
alone, helps manage risk of a interest
rate increase, but. like a short position
in the cash market or in a future, it
exposes the writer to unknown costs Lf
interest rates decrease.

A long position on a p~Lkoption for one
of these financial instrumbnts seems the
best substitute asset protection
generally available against increased
interest-rate price risk: it increases in
value as interest rates increase: and the
maximum potential cost. the upfront fee.
is known at the outset.

C. P,’sks in Long Put Option Posits’on#
An FCU’s establishing long positions

in put options can be useful in managing
risk only ff properly structured. No
substitute asset transaction will
perfectly match the interest rate
sensitivity of an FCU’s loans m
production. Expectations on real estate
loan prepayments can cause the value of
an FCU’s loans in production to
fluctuate differently from Treasuries--
these expectations can even cause loans
to differ from mortgage-related
securities, depending on differences in
stated interest-rate and maturity.
Prepayment expectations can also cause
30-year real estate loans to perform
more like Treasury notes than Treasury
bonds. Supply and demand factors for
Treasuries may cause them to move out
of step with an FCU’s loans in
production. A one basis point change in
yield on a Treasury note does not equal

a one basis point yield change in s 30-
year loan tn production.

Construction of a proper basket of
substitute asset transactions to match
the loans in production for which
interest rate protection za needed
requires sophistication and continual
monitoring.

V. Section 70121(i)
Particularly since this expansion of

FCU power is being done as an interim
f’mal rule without prior public comment,
§ 71TI.21(i] is a cor~ervative extension o"~
FCU authority:

a. An FCU is Limited to long positions
on put option~ for GNMA. FNMA. and
FHLMC securities. As mortgage-related
securities, they offer the greatest
potential for adequate price risk
coverage of an FCU’s real estate loans
while providing Upfront an exact
awareness of the maximum insurance
COSL

b. An FCU may purchase put opUons
only on an exchange desi~ated by the
Commodity Futures Trading
Commission or from a primary dealer in
Government securities. This limits
investor fallout risk. Though no CFTC.
designated exchange currently offers
options on GNMA. FNMA. or FHLMC
securities (or on futures of those
securities}, plans for one are being
developed. The over-the-counter market
established by primary dealers is a
competitive market.

c. An FCU may purchase put options
only to reduce risk of loss from interest
rate increases on loans being produced
for sale on the secondary market. This
rule does not. at this time. permit an
FCU to purchase put options to limit risk
on loans produced or held in it~ loan
portfolio for investment. A~ FCU
producing loans formals’in the
secondary market is likely to be more in
need of interest-rate protection since its
volume of loans can be significant
relative to the FCLFs assets. An FCU
producing loans for its own long-term
investment is limited to available
capital. The asset/liability management
tools now available to manage risk for
loans produced for investment--as well
as slmilar risks for Treasury bonds,
G,’~vIA securities and other long-term
investments--seem to be adequate.

d. An FCU may engage in put
purchases only pursuant to policies
approved and supervised by its board of
directors.

This amendment empowers an FCU to
purchase options in securities
permissible for FCU investment, for the
sole purpose of reducing risk in loan
production: it is therefore authorized by
sections lO?(5], 107(7}, 107{16}, and

120{a} of the FCU Act (12 U.S.C. 1757(51,
1757(7}. 1757[10}. tTS6(a )).
VI. Interim Final Rule

FCU real estate lending for all intents
and purposes means home mortgage
lending. Since the spnng and summer
are the peak home buying seasons.
FCU’s need this authority now for use m
1988. By requiring prior NCUA Regional
Office permission to engage in this
activity and monthly reportin~ to that
Regional Office. risk of 1o88 to the
Insurance Fund fo~’this expansion of
FCU authority as an interim final rule
has been minimized. It is anticipated
that these requirements will be deleted
when a final rule is issued.

Vtl. Accounting for Put Option
Purchases

Options accou/tt.~ has not been
officially addressed by the Financial
Accountin~ Standards Board (’TASB").
In the absence of specific authoritative
.accounting advice, guidelines provided
m an American Institute of Certified

S~tt blic Accountants (.aflCPA} Accountingandards Division i~suea paper.
"Accounting for Options." issued March
B. 198& are helpful. Pendin~ further
NCUA study, an FCU engaged in
purchasing puts as a risk management
tool must follow these guidelines. In
summary form. these m the relative
conclusions of the .6JCPA 8= discussed
in the issues paper:.

(a) For purchased options, the
premium is reflected a.s an asset.

(b] The "Lime value" part of the
premium paid should be cher~ed to
income (amortized) over the period the
option is open. "Time value" IS the
difference between the total premium
for an option and the option’s Intrinsic
value. "Intrinsic value" is’equal to the
difference between the exercise price
and the market price of the underlying
sectmty or commodit~.

(c) To quality for hed~ accountine, a
loan commitment must expose the credit
union to unwanted price or interest rate
~sk and the option reduces that
exposure because:

[i) At the time the optio~ is designated
as 8 hedge, it is probable that change8 in
the market value of the item underlying
the option will correlate highly w3th
changes in the market value of the item
being hedged, and

[ii| A clear economic relationship
exists between the price of the item
underlying the option and the price of
the item bei~ hedged, and

{iii) The option is desisnated as a
hedge.

[d) If the option qualifies 8s a hedge of
a firm commitment or an anticipated
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transaction involving an item ststed at
other than market, the change in the
market przce of the option should be
deferred and included in the
measurement of the hedged ~’ansaction:
however, the recognition o/" losses
should not be deferred if it is estimated
that deferral would lead to recognized
losses in later periods.

Nots.~Under FASB ~ies for ~e mo~gage
barn8 indus., mo~gage loans he~ for
sale ~houid ~ valu~ at ~ low~ of ~t or
market at ~e ~lan~ eh~ date.
VII. Request for Comments

The NCUA Board has perceived a
need for this expansion of FCU
authority, but is not wedded to any
particular approach. The Board
welcomes comments on all aspects of
this interim final rule.
Regulatory Procedures

Regu/atory Flexibility Act
The NCUA Board hereby certifies that

this interim ~mal amendment w~ll not
have a significant impact on a
substantial number of smaB credit
unions. Accordin~y. the Board has
determined that a RegnIatery Flexibility
Analysis is not required.
PoperworI( Reduction Act

This interim final amendment has tWo
recordkeepin8 requirements: (1) An FCU
must prepare writt~l~ans and policies
for engaging in put l~J~chases for risk
management: and (2} an FCU must
maintain montldy summaries of its
options transactions, and submit a copy
to NCUA. At this point, it seems likely
that these requL,’ements will affect fewer
than ten FCU’s: therefore, the
requirements of the Paperwork
Reduction Act of 1980 do not apply.
ExecutJve Order 12612

Th~ um’endment doe~ not affect state
re,clarion of credit t~don~ it -
implements provisions of the Federal
Credit Union Act applying only to
Federal credit unions.
List of Subjects

12 CFR Port 701

Credit unions. Financial options
contracts.

~2 CFR Part ?03
Credit unions. Investments.
By the National C~edit Union

Administration Board on May 20. 198~
Becky Bake~.

Accordingly, NCUA has amended its
regulations as follows:

PART 701--{AMENDED]

1. The authority citation for Part 701
continues to read as follows:

Author. 12 U.S.C. 17SS. 1756, 1757. 1759.
1761a. 1781b. 1766. 1767. 1782, 1784. 178~.
1789. and

Section 701.31 is 816o authorized by 15
U.S.C. 1601 et #eq.. 42 U.S.C. 1981 and 42
U.S.C. 3~01-3610.

2. Section 701.~1 is amended by
adding paragraph (Q:

§701.21
credit ~ mm~

(~) ~t Option ~hoses m M~ogi~g
Inc~as~ lnm~st.Ra~ ~sk for

Seconda~ Market~l ) De~inition~ For

(i) "P~an~al opfio~ con~" means
an a~ment to m~e ov t~e deUve~
of a ztand~d ~cial
upon de~d by ~e holder of
con~a~ zt any ~e pH~ ~ ~e
exp~fion date e~c~ ~ ~e
a~emen~ ~der te~z and
eetablie~ ei~e~ b~

(A) A ~n~ct m~ket desired for

Co~ Fu~s Tra~
~ssio~ or

~) By a Federal ~t ~on and a
p~ d~er ~ ~ve~ent
¯ at ~ ~te~ ~ ~ o~
co~ter ~ac~o~

(ii} "~C se~" me~
obliga~o~ or o~er se~es w~ch a~
or ever have ~en sold by ~e Fede~
Home ~ ~age ~m~on .

F~er~ Home ~ Mo~

ob~gnfi~ ~~o~ or ~y
~nt of or ksued ~. ~

Asso~a~o~
(iv] "G~ se~" me~

ob~8a~o~ p~dpa~on, or ~y
~s~ent of or issued by. or
~aranteed as to p~cipal and ~teRst
by. ~e Gove~ent National Mo~e
Asso~a~on.

(v} "~n~ position" me~s ~e hol~
of a finan~al op~ons contact ~ ~e
option to make or take de~ve~ of
financial ~s~ent.

(vi) "~aW dealer ~ ~v~ent
sec~fles" mea~:

(A) A member of ~e Ass~a~
~ma~.~alem ~ U~ted States

~) ~a~n~ subsidi~, or
affiliated en~ of such p~ deal~
wheR ~e member ~arantees (to

satisfaction of the FCU’s boa~ of
director~} over-the-counter sales of
Financial options contracts by the
parent, subsidiary, or affiliated entity to
a Federal czedit union.

(vii] "Put" mearm a financial options
contract which entitles the holder to sell
entirely at the holder’s option, a
specified quantity of a security at
specified price at any time until the
stated expiration dats.of.~..

(Z} Pen~’.~r O~U0~ ~~ A
Federal cred~ un/on may. to
risk of loss througk a dec~a~ ia val~
of its commitments to ori~nate
estate loans at specified interest rates.
enter into lo~ put pnsitlons on

(i) If the real estate loans ar~ to b~
sold on the second~1~ market witi~
~nety {~0} days o~ closi~S~ - ....

(ii} If the positions a~ ~temd i~hx
(A} Tl~o~h a ~ontract mark~

designated by the Commodity
Tradin~ Commission for tradin$ s~ch
contracts, ~,                  - - .-.

(B} With a pl’ima.’y deal~ in
Government securities:

(iii} If the positions are entered

transactions, includins a description ~f
these persons’ qualifications, duties, and
limits of authority:, and description of
the procedures for 8e~egntinathese
persons’ duties:

(E) A requirement for written reports
for review by the Federal credit union’s
board of directors at its monthly
meetings, or by a committee appointed
by the board on a monthly bahia, of:.

(1) The type, amount, expiation date.
correlation, cost M, and current o~
projected income o~ loss f~m each
position c]o~ed sin~e the last bomlt..
renew, each position c~ebt~ ~ .
and current g~.’0~ r6~e’/b~ suc~ :
.positions. and ~ii~h position p~&~ned to
t~e .entered into pHprto the next bom~
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(2} Compliance with limits established
in the policies and procedures: and

(3] The extent to which the positions
described contn’butec[ to reductk~.n of
sensitivity to changes in prices or
interest rates in the Federal c~edit
union’s comm.itments to oriainate real
estate ~oans at a specified interest rate:
and

(~v} If the Federal ~edit trnion has
received written permfssion from ~he
appropriate N~"UA Reajona~ D/rector to
~e fn financial options comrects
transactions f~ accordance with this
| 701.21~ and its poUcies and
procedures as written.

The reports described in
§ 701.21 ~i|(~|(h’~’E) for each month m~,st
be submitted to the appropriate NCUA
Regional Office h~ the end of the
following month.

(fi} TI~ mcocds described ~u
§ 701.Zl(i)(~-)(iii}(E) must be retained for
two years from th~ date the finances
options contracts m ~lesed.

(4) Accounting. A Federal credit union
must account fo~ financial options
contracts transactions:

(i) in accordance with stm~dseds
estabIkhed by the NCUA B0~rd in th~

Waahh~to~ DC ~04~ o~ ~uc~ o~e~
h~struction as m,,¥ I~ d~emed
app~opHa~e~ or      - s,"

(ii} To th~ extent no~c~i~tent with
NCUA Board ~struction, in accordu~.~
w~th generally acce~ted ac~oumi~
standard~ or pri~ci~IeSo

PART 703~[AMENDED|

3. The authority ¢itatkm fe~ ~ 70~ is
revised tn ~d ~ ~

4. ~ ~ ~ ~ to ~ as

limits on the types of l~ansactions that
Federal credit unlons may enter into in
connection with the purchase and sale
of authorized securities, deposits, and
obliaetion~ unde~ sec~ons 107(7}, 107(8}
and Z0~[ZS}(B). This part does not apply:
to investments in loans to members and
related activities, which are ~ovemed by
§ § 701.21. ~O1.,~ and 701.23 [12 CFR
701.21. 701.22 and 701.23}:, ~o the
purchase of re,,i e~tate-zecured loans
pursuant to sectinn 1~|1~}1A.}. wkk:h is
governed by | 701.2,~ to investment in.

which is governed by’ | ~I.~ lie CFR
701.27]; or to investment in fixed easels.
which is sovemed by | :~1.,~ (1~ CFR

5. Section ~03.4(’a} is revised to read as
follows:
| 7C~.4 Pro~itedacUv~

(a) Except 8J provided in 1 701~tJ), a
Fedeeat credit union may not purchase
or seti¯ standby commitmem.

[FR Do~ ~-1~9gl Ft~-d S-~’-~: 8:.4s m|

SMALL Bq,~IN~S~ ADMINro"’TF~TION

13 CFR Part 136

EnJorcement ~! NondfscJtmfr~tio~ o~

Business Administration I~ograms

AGENCY:. Small Business Administration.
~’nON: F~al ride.

SUMI~II~ Thfs tabulation requires that
the Smell Business Adminislrsti~n
operate all o~ i~s prod’runs and 8ctivffiea
to ~ m:m~hn~mUo~ ~t
qualified individuals with handicaps. It
sets forth standmqr8 ~ what consth’utea
discriminmhm ou the bes~ of mental or
phys~ml handicap, pmvh~es 8 defnd~n

2. 1~

Notice of ~po~

Rehab~ta~on
w~ ~ibi~

p~s and a~O~ ~~ by

Most were

p~posed ~aOon for its federally
c~d~d ~~ ~n~ ~e
deletion
~al
landau, s~ ~t ~ ~ ~s
im~ a less~ ~em ~ i~
¯ ~ on re~pien~

essence. Co~ ~ ~t~
¯ at "a~ aaen~

~ ac~ ~. by ~e ~ ~ad

than the thirUe~ d~ ~iter they ha~
been so anb~itte&The Apmcy has

15. 1988.
This rule applies to all pro~ran~ end

for Jne~J~dmd with bamik=ps and      ecevit~scoadec/~ bytheamd.
qualiBed ~ with handh:aps, and Business A~ ~ ~t~
establishes a detailed comp~int
mechardsm for resolvM8 allegations of    impwked vision. Coptee may be
discriminat~n ngaimt the Small
Business Adm~stration. Tlffs regulation
is issued under ~e nthoHty of section
504 of the Rehab~’}itation Act of 1973, as
amended, which prohibits
discrimination on the basis of handicap
in programs or ac~tfes conducted by
the Small Business Achninistra~on.
e~ICTSV,~ �~V~: Jul~ 15. I988.

J. Amoki Feldman. Cki~. Office of Civil

Administration. 1441 L ~t
501. Washington. DC 20~1~,
6o54 tVoice) o~ ~} ~e~9 ~FDD~
These are ssot toll free numbe~.

ride are avagabk~ ~n tape for those wflh

obtained from the Off~ce e~ C~vil Right~
Compliance at the addrees listed above.

Backsroond
The purpose of this ntis i~ to I~ovide

for the enforcement of section 504 of the
Rehabilitation Act of 197& as amended.
29 U~.C. 794, as it applies to l~egrems
and activities cond~ed by the SSA. As
amended by the Rehabilitation.
Comprehensive Ser~ces. 8rid
Deve]opmente! D(sabiII(/es "
Amendments of 197~ s~lon I19 ~Pub.
L 95-602, 92 Stat. 2982~, and ~be
Rehabilitation A,.q Amendments ~f L988
(Pub. L ~-S0S, ~0 ~ ~S~L sectio~


