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Introduction

The National Supervision Policy Manual (NSPM) establishes national policies,
procedures, and guidelines for effective district management, supervision of
credit unions, and quality assurance. Promoting the consistent application of
the examination procedures outlined in the NSPM, and vetting and coordin-
ating across the agency the need for any additional examination policies and
procedures furthers its purpose.

While supervisors have the right and responsibility to assign work and manage
staff, they should not institute new or additional standard operating pro-
cedures, a practice often referred to as "layering." Implementing additional
procedures that apply to all examiners in an SE group or field office, or estab-
lishing general policy that is narrower than national guidance, is not appro-
priate. On a case-by-case basis, supervisors can and should implement
procedures to manage risk in specific credit unions and/or address the devel-
opment needs of individual employees.

Adoption by field offices or supervisors of any alternative or additional exam-
ination policies, procedures, or directives beyond what is addressed in the
NSPM and other national guidance must be cleared through the Exam Steering
Group and the Office of Examination and Insurance (E&I). The Exam Steering
Group will review and evaluate field office and/or SE level specific practices to
determine if they require E&I approval.
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Chapter 1. Administrative Remedies

“Administrative remedies” refers to a broad range of actions that, while includ-
ing formal actions such as published Letters of Understanding and Agreement
and cease and desist orders, also includes informal actions such as Documents
of Resolution, Regional Director letters, unpublished Letters of Understanding
and Agreement, and Preliminary Warning Letters. These actions are available
to prevent or eliminate serious operational and financial problems in credit uni-
ons. Administrative remedies provide protection to credit unions, credit union
members, creditors, the share insurance fund, and the credit union industry.
Administrative remedies are tools available to NCUA to affect problem res-
olution.

The NSPM provides an overview of administrative actions and establishes
expectations, procedures, and controls for developing and processing specific
informal and formal actions. This guidance, and the provided correspondence
templates, are intended to improve efficiency and consistency in preparing
administrative actions. The templates must be modified to make them suitable
for the particular facts and circumstances of a given case. The details of the par-
ticular problems, as well as the expected timeframes and specific corrective
action, should be clearly spelled out in the body of the agreement. The Office
of General Counsel is available to assist in preparing, reviewing, and nego-
tiating any formal administrative action should such assistance be desired and
requested by the regional office.

Formal administrative action processes and guidance are referenced in NCUA
Instruction 4820, Enforcement Manual, and chapters 29 and 30 of the Exam-
iner's Guide.

For more information about administrative remedies, see
Supervisory Letter 10-04, Administrative Remedies, NCUA
Instruction 4820, Enforcement Manual; NCUA Instruction
4810, Special Assistance Manual; and Chapters 29 and 30 of
the Examiner's Guide.

NSPM content |ast updated July 29, 2015.
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1. General Responsibilities Regarding Administrative
Remedies

A. E&I and the Office of General Counsel

« Review administrative actions for concurrence when required under del-
egated authority

« Routinely request reports from the regions and may periodically request a
sampling of issued administrative actions for quality control purposes as
part of an ongoing quality assurance process

« Review regional activity as a means of tracking regional and national
trends for resource, consistency, and policy formation purposes and will
issue a semi-annual national summary of administrative actions

« Provide advice and guidance on the use and issuance of administrative
actions

B. Regional Directors

« Ensure any recommended administrative action is warranted and sup-
ported

« Confirm proper monitoring of administrative actions and sufficient pro-
gress of problem resolution

« Provide a process to track administrative actions and provide Control
Reports as discussed in BSA Control Reports

C. Supervisors

« Confirm examiners adequately recognize and address risk(s) and use the
appropriate level of administrative action

« Follow the administrative action processes in this section of the NSPM,
while ensuring proper analysis and documentation supports all admin-
istrative actions

« Monitor examiners’ supervision plans and activities for compliance with
appropriate resolution and national requirements

« Confirm compliance with agreed-upon corrective action and timeframes
and review examiners’ recommended alternative actions based upon the
level of resolution

Chapter 1. Administrative Remedies Page 2 of 489
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Ensure documents drafted by examiners are professional and results ori-
ented

D. Field Staff

Detect and formulate action plans to resolve credit union problems before
they become insurmountable

Address issues during examinations and supervision contacts and recom-
mend elevated actions when appropriate
« Certain administrative actions are expected on all CAMEL 4 and 5
credit unions. See Supervisory Letter 10-04, Administrative Rem-
edies, and the Administrative Actions for Troubled Credit Unions sec-
tion of the NSPM for more information.

Adhere to administrative action processes in this section and draft neces-
sary documents

Work with their supervisor to provide analysis and documentation that sup-
ports any recommended action

Provide correspondence to credit unions that is accurate, easily under-
stood, and results oriented with clearly established expectations and goals

Monitor credit union compliance with agreed-upon corrective action and
timeframes and recommend necessary alternative actions based upon
the level of resolution

NSPM content last updated July 29, 2015.

2. Types of Administrative Remedies

Administrative remedies fall into two different categories: informal actions and
formal actions (enforcement actions).

NSPM content |last updated July 29, 2015.

A. Informal Actions

The Regional Director must approve all informal actions with the exception of a
Document of Resolution. Informal actions include the following:

Document of Resolution (DOR)

Regional director Letter (RDL)

Chapter 1. Administrative Remedies Page 3 of 489
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« Letter of Understanding and Agreement (LUA) (non-published)

o Preliminary Warning Letter (PWL)

« Regulator leverage

Regulator leverage is an action to withhold or allow conditional
approval as part of the approval process because of a reg-
ulatory compliance or safety and soundness issue. It is avail-
able when a credit union is seeking fixed asset waivers,
member business loan waivers, field of membership expan-
sions, etc. Rescinding previously approved waivers due to
safety and soundness issues is considered “regulator lever-
age.” For more information, see Supervisory Letter 10-04,
Administrative Remedies.

NSPM content |ast updated July 29, 2015.

B. Formal Actions

Formal actions, also known as enforcement actions, are taken when an event
triggers a level of concern requiring immediate attention and/or informal
actions have not resolved the core concerns to NCUA's satisfaction.

Unlike most informal actions, formal actions are authorized by statute (man-
dated in some cases), are generally more severe, and may be disclosed to the
public. The Office of General Counsel must be consulted on all formal actions
and they must be approved as outlined in the Delegations of Authority. When
considering a formal action, consult OGC as early in the process as possible.

Formal actions include:

Published LUA

Immediate and/or permanent cease and desist order
Civil money penalty

Involuntary liquidation

Conservatorship

Removal and/or prohibition

Termination of insurance and/or revocation of charter

Chapter 1. Administrative Remedies Page 4 of 489
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« Some PCA-related actions, such as ordering a new election or dismissing
a director or senior officer (see the Prompt Corrective Action section of
this manual for more information about PCA)

NSPM content last updated July 29, 2015.

3. Document of Resolution (DOR)

The AIRES DOR module enhances the administrative record as it improves the
tracking and reporting of unresolved DOR items. Reports generated from this
data summarize and track problem areas to highlight the resolution of out-
standing problems. The AIRES 2005 User's Manual addresses the proper use of
the DOR module. Examiners will make full use of the DOR module.

NCUA requires (by the lease agreements) State Supervisory Authorities
(SSAs) who use NCUA issued laptops to use the AIRES program, and spe-
cifically the DOR module. During the course of WCC 26 reviews, NCUA exam-
iners will add any problem codes (and associated corrective action) needed
beyond those input by the SSA as directed in in this manual.

NSPM content |ast updated July 29, 2015.

A. Field Staff Responsibilities

In order to ensure a full administrative record of problem areas, examiners
will:

« Create DOR items and assign problem codes using the DOR module in
AIRES

« Ensure DOR items are consistent between the DOR module and the DOR

« Require credit union management to submit a written action plan, within
30 days of receipt of the official examination report, if they do not agree
to the DOR or adopt the DOR at the joint conference

« If communication and negotiation efforts are unsuccessful and the
DOR is not adopted, examiners will require management to provide
an alternative resolution plan and note management’s failure to
adopt the DOR in the Confidential Section. Elevated administrative
action will be used if management’s action plan is insufficient to
address the problem(s) and the problem(s) remain unresolved.

Chapter 1. Administrative Remedies Page 5 of 489
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If the SSA did not enter problem codes in the DOR module but
provided a DOR to the credit union, NCUA examiners are
required to do so for items that meet NCUA’s definition of a
DOR.

NSPM content |ast updated July 29, 2015.

B. Reviewing Outstanding DOR Items

Recurring or unresolved problems are continually identified as leading to credit
union failures and losses to the share insurance fund. Examiners must ensure
that items significant enough to be included in a DOR are resolved in a timely
manner. The following conditions apply to all credit unions with recurring or
unresolved DOR items, regardless of CAMEL rating:

Ensure all prior examination DOR items are properly noted as resolved,
unresolved, or no longer applicable, and appropriately documented within
the DOR module.

Ensure repeat problem areas are properly noted with accurate comments
and accurate dates of identification. When the original identification date
is used for repeat DOR items, examiners will ensure the corrective action
is the same as the previous DOR (not necessarily the wording - but the
type of corrective action).

Examiners will document credit union officials’ failure to adequately
resolve problems by placing an asterisk beside the repeat DOR item and
footnote it with the following statement: "This is either a repeat or carry-
over DOR. Please see the DOR Status Update document for specific
information on individual DOR items."

When credit unions have recurring or unresolved DOR items, examiners
must consider the quality of management and weigh management’s fail-
ure to resolve problems in the management CAMEL component and over-
all composite ratings.

If a credit union fails to take corrective action within the timeframe stated
in the DOR, the credit union will be required to submit a written response
to the examiner. This applies to all credit unions regardless of CAMEL rat-
ing. If the credit union fails to take the corrective action agreed to at the
last examination/supervision contact, examiners will document why

Chapter 1. Administrative Remedies Page 6 of 489
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management failed to take corrective action in the DOR module of AIRES
(enter information in the "DOR Status and Comment” section). If addi-
tional documentation is needed beyond what is provided to the credit
union in the DOR Status Report or other open sections of the report, the
Confidential Section may be used.

. If the credit union fails to address outstanding DOR items, the examiner
will recommend additional enforcement action, such as a Regional Dir-
ector letter (RDL), Letter of Understanding and Agreement (LUA), or Pre-
liminary Warning Letter (PWL). If the supervisor does not concur with
additional enforcement action, examiners will document the rationale in
the Confidential Section. Examiners will include the nature of the prob-
lem, agreements to correct the problem, their supervision plans, and the
reason no additional enforcement action was pursued.

NSPM content |ast updated July 29, 2015.

C. DORs Not Adopted

Examiners will work with credit union management to develop corrective action
plans. However, if officials do not adopt the DOR or a specific corrective action
plan at the exit meeting or joint conference, examiners will document the offi-
cials’ disagreement or inaction using the following footnote:

“These plans for action, although not approved by the credit union officials, are
recommended to correct the area of concern. The officials have agreed to
review the plans and to notify the Regional Director, National Credit Union
Administration, (enter appropriate address), by (enter date), of the actions to
be taken.”

NSPM content |ast updated July 29, 2015.

D. Reporting Identification Date for Problem Codes

Examiners will input all problems meeting the criteria for a DOR item into the
AIRES DOR module for problem code tracking purposes. The AIRES DOR mod-
ule and corresponding problem codes are to track repeat problems and DOR
corrective action items, not necessarily continued areas of concern.

Examiners will complete the problem code area in the AIRES DOR module,
including the date the problem was first identified. The problem code and asso-
ciated date will be specific to the problem and not just the problem area or risk
factor. When completing the problem code areas in the AIRES DOR module,
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examiners will list the effective date the specific problem was originally iden-
tified.

When a problem was identified in the past, but was resolved and remained
resolved for a period of time (at least one to two contacts) examiners should
not use the original date identified, but code it as a hew problem. Examiners
should ensure they are recording the corrective actions taken to resolve spe-
cific problems and not combine similar problems as an ongoing problem.

For example, a small credit union may have had internal control problems for
ten years. NCUA needs to track whether the credit union is complying with the
specific DOR corrective action plans issued at each exam. At the June 30 exam-
ination, the examiner issued a DOR corrective action plan to cross train employ-
ees and increase segregation of duties. When the examiner performs a follow-
up examination effective 12/31, the examiner finds the credit union is in com-
pliance with this corrective action plan and the examiner should show this DOR
item as resolved. During the December 31 follow-up examination, the exam-
iner issues a DOR corrective action plan for the supervisory committee to
expand their review area. The date identified for this DOR item is December 31
since it is a new problem with a new corrective action plan. However, this does
not mean that internal controls are not an ongoing problem in this case. Exam-
iners should acknowledge this and expand the scope as necessary, draft the
DOR to address the root cause of the problem, or reflect the ongoing risk in the
risk and CAMEL ratings.

Credit unions that have a history of similar or the same problems, even if there
are long gaps between them, may warrant expanded review of that area or a
DOR to address the root cause of the problem. Recurring problems are an indic-
ation that the root problem needs to be addressed. For example, if an exam-
iner writes a DOR to fund the Allowance for Loan and Lease Loss (ALLL)
account and determines at a follow-up contact, the officials properly funded
the ALLL account, this DOR should be marked as “resolved”. If the examiner
notes at the next examination or contact that the ALLL is again underfunded,
the examiner should develop a new DOR, with a new identification date, that
addresses the root cause of the underfunded ALLL (e.g., inadequate meth-
odology, no internal controls to ensure the expense is recorded, etc.).

When a credit union has partially complied with a DOR item, the examiner must
determine if the remaining corrective actions should still be included in the
DOR. If an examiner determines it does not need to remain in the DOR, the
examiner will mark the DOR as resolved; otherwise, the examiner will mark
the DOR item as unresolved and carry forward with the same date identified. If
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the examiner wishes to re-write the DOR corrective action plan, they should
mark it as resolved, noting in the comment section of the DOR module that
only part of the DOR corrective action plan has been resolved, and then create
a new DOR corrective action plan to address the remaining problems with the

original date identified.

NSPM content |ast updated July 29, 2015.

E. Requiring a Credit Union to Cease an Activity

Examiners will use the following process when issuing a DOR that requires a
credit union to cease or suspend an activity.

Step

Notes

1. Obtain and document SE
approval or disapproval in the
Confidential Section when issu-
ing a DOR that requires the
credit union to cease an activity.

Depending on the severity of the situ-
ation, escalated administrative action
(Regional Director letter, LUA, C&D,
etc.) may be necessary.!

Clearly outline the steps the credit
union must to take to resume the
activity in the DOR.

2. Identify when you will perform a
follow-up contact (on or off-site)
to determine if the credit union
has complied with the DOR item
based on the timeframe for com-
pletion provided to the credit
union.

Include this time in the “Plans and
Budget” tab of the Scope module of
AIRES.

3. Instruct the credit union to con-
tact the Regional Director in writ-
ing when it has taken the steps
outlined in the DOR item and
wants to resume the activity
(this is done through the exam-

The regional office will then notify the
examiner and SE.

1For example, if a credit union has placed a large percentage of its assets in
member business loans in a two-month period without adequate controls,
policies, or procedures, a Cease and Desist order may be warranted in addition

to a DOR.

Chapter 1. Administrative Remedies

Page 9 of 489


http://publishedguides.ncua.lan/nspm/Pages/Default.htm

National Supervision Policy Manual Version 5.0

Step Notes

ination report).

4. Perform a contact (on or off-
site) within 120 days of being
notified by the credit union that
itisin compliance with the DOR
to assess the credit union’s com-
pliance and determine whether
the DOR can or should be lifted.

The ARD may approve exceptions to
the 120-day follow-up requirement.

5. Complete an AIRES upload and
issue a report to officials noti-
fying them of whether they have
met the requirements to
resume the activity.

If the credit union has not adequately
corrected the problem(s), outline the
remaining steps the credit union must
take to resume the activity.

This process does not prohibit the examiner from issuing DOR corrective action
items to address the residual risk of the activity with timeframes for completion
that correspond with the examiner’s supervision plan.

NSPM content |ast updated July 29, 2015.

F. Marking DOR items as No Longer Applicable (NLA) in the
DOR Module

There may be instances when an examiner will need to mark a DOR item as
NLA rather than “Resolved” or "*Unresolved”. Examiners will not use NLA if the
credit union has resolved the problem. Examiners must provide a comment
when marking an item as “"NLA".

An example of when it may be appropriate to use NLA: The DOR required the
credit union to perform due diligence on a new indirect lending program. When
the examiner returns, the credit union has discontinued the indirect lending pro-
gram.

NSPM content |ast updated July 29, 2015.
G. Quality Control

E&I will periodically review reports and sample examinations to ensure com-
pliance. E&I will notify the regions of any long-standing problems and DOR
items. Regions are responsible for following up with field staff.
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NSPM content |ast updated July 29, 2015.

4. Regional Director Letter

A Regional Director letter (RDL) is used when a credit union has serious and/or
persistent problem areas that are not being resolved through field supervision
alone. Examiners will ensure they fully address the issues through the exam-
ination process first, but a letter from the Regional Director is an option to fur-
ther emphasize the areas of concern.

Sample Regional Director letter

NSPM content |ast updated July 29, 2015.

A. Field Staff Responsibilities

Discuss the recommendation for a Regional Director letter with the super-
visor

Document the need for the Regional Director letter in the Confidential Sec-
tion

Address the primary areas of concern, corrective actions, expectations,
and required response(s)

Be direct, concise, and clear; as a general guideline, Regional Director let-
ters should not be longer than two pages

Write from the perspective of the Regional Director and with the appro-
priate official audience in mind

Direct the credit union’s board of directors to respond in writing to the
Regional Director, with a copy to the examiner. Examiners are respons-
ible for all follow up to ensure the credit union’s response is timely and
appropriate.

Indicate the recommendation of a Regional Director letter in the Exam-
iner's Comments section on the Completion Information tab of the Exam-
ination Management Console (EMC) in AIRES

Email the draft Regional Director letter to the supervisor for review and
approval within three business days of the contact completion date. The
supervisor will review the report to ensure the letter is appropriate and
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fully supported. The supervisor will then forward it to their region’s DOS
mailbox within seven business days from the contact completion date.

« Ifthe examiner does notinclude the required notification for down-
grades/upgrades to a CAMEL 3, 4, or 5in an exam report (as discussed in_
the NSPM), the examiner will process a Regional Director letter through
the supervisor (and then follow normal processing through the regional
office) to provide the credit union with the notification. This would only
occur under a rare circumstance with justification documented in the Con-
fidential Section.

« Use the Acknowledge LUA and CAMEL Downgrade template

« If NCUA did not participate and the SSA has upgraded to a CAMEL 3
or better, but notice of removal of troubled condition cannot be veri-
fied, use the Upgrade FISCU from Troubled Condition Status tem-
plate.

« If NCUA did not participate but cannot confirm notice was given to a
FISCU, use the Notify FISCU of Troubled Condition template; this let-
ter is used on an exception basis.

NSPM content |ast updated July 29, 2015.

B. Division of Supervision Review

« Division of Supervision will review all draft Regional Director letters and
prepare them for the Regional Director’s signhature.

« DOS may make minor modifications to these letters, but if it becomes
necessary to make major changes to the content (e.g., deleting whole
paragraphs, adding new or relevant information, changing the original
intended message), DOS will contact the supervisor for concurrence with
the changes or will return the draft directly to the supervisor for revision.

« DOS will mail (via expedited mail delivery service) the Regional Director
letter to the board chairperson using the credit union’s address or board
chairperson’s home address (and copy the CEO as appropriate).

« Inspecial cases, DOS may mail the Regional Director letter to each
board member’s home or the supervisor may determine if delivering
the letter in person is appropriate.

« If the Regional Director or DOS decides not to issue a Regional Director let-
ter, DOS will discuss the decision with the field supervisor, who will then
discuss it with the examiner.
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NSPM content |ast updated July 29, 2015.

material problems and the corrective actions necessary to resolve them. It
demonstrates to the officials the problems are a major concern to NCUA and
formally requests that officials agree to the listed actions in lieu of NCUA taking
formal administrative action (assuming it is an unpublished LUA; a published
LUA is a formal administrative action). The LUA will identify the areas of con-
cern and the necessary corrective actions. Examiners will ensure LUA directives
and timeframes are clear, specific, measurable, and easily understandable. No
LUA will have a specific termination date unless the LUA is drafted in con-
junction with a newly chartered credit union and not as a result of significant
problems.

An examiner’s recommendation to issue an LUA typically needs to be based on
an examination, follow-up examination, or onsite supervision contact sup-
ported by an AIRES upload. Examiners will meet with key staff, officials of the
credit union, and the SSA (in the case of joint contacts) during the examination
or follow-up examination to develop an LUA.
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F. Issuing an LUA

Examiners will ensure all significant concerns and corrective actions outlined in
an LUA are documented in the DOR module. The LUA will address the most sig-
nificant concerns identified in the DOR; it will not necessarily be an exact duplic-
ate. However, anitem in an LUA must be recorded in the DOR module and flow
through the DOR either at a prior contact or at the same contact during which
the LUA is issued.

LUAs may either be issued/sighed at the joint conference, or at a subsequent
meeting specifically for the LUA signing after the joint conference and close of
the examination. If an examiner opts to leave the exam open to issue the LUA
at the joint conference, requesting a waiver of the 60-day completion require-
ment (up to 90 days) for processing an LUA is justifiable.

« Examiners will obtain supervisor concurrence and document agreement
in the Confidential Section as required by the NSPM.
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« Examiners must discuss the intent and the preliminary content of the LUA
during the preliminary meeting with management in advance of signing
the LUA. Examiners and their supervisor will notify management the issu-
ance of an LUA is subject to review by the Regional Director.

« Examiners will draft an LUA and email it to their supervisor no later than
three business days after completing the contact.

« Supervisors will review the LUA and make a recommendation to either
issue the LUA or not. The supervisor will notify the appropriate associate
regional director of all LUAs to be issued regardless of asset size of the
credit union.

« Supervisors will forward the draft LUA to the region’s DOS mailbox for pro-
cessing and Regional Director approval within seven business days from
receiving the draft LUA from the examiner.

« DOS will discuss all material changes to the LUA with the field supervisor.
DOS will return the final approved version of the LUA to the supervisor by
e-mail, or by other means as appropriate, for delivery to the credit union.
DOS will work with the supervisor and examiner to review the draft LUA in
a mutually agreeable timeframe.

« Examiners will send an electronic copy of the final approved LUA to the
officials, via ZixMail, before the signing meeting. Examiners will allow offi-
cials a minimum of two business days to review the LUA before they sign
it. Examiners will print at least two copies of the final approved LUA and
present it to the officials in the manner described in the NSPM. If a
quorum of directors signs the LUA, it is considered to be accepted by the
board.

DOS and the credit union receive the original signed copies of
the LUA. The supervisor and the examiner will receive a
scanned electronic copy (from DOS) for their records. In the
case of a FISCU, the regional office will decide if a third original
copy is necessary.

NSPM content |ast updated July 29, 2015.
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1. Problem Code lllustration

An item in an LUA must be recorded in the DOR module and flow through the
DOR either at a prior contact or at the same contact the LUA is issued. The prob-
lem code in the DOR module should remain unresolved until the problem is
resolved, regardless of whether the problem is outlined in the DOR or LUA.

The scenarios below outline the flow of items through the DOR module, DOR,
and LUA.

Scenario A
Examination Follow-Up Examination
Five new DOR items issued 2 of 5 DOR items are resolved

No new DOR items

Place all items in DOR Module —_—

Issue DOR with all items e Mark two DOR items as resolved in DOR
module

e Issue LUA with three DOR items. which
remain unresolved in DOR. module

e Includeall fiveitemsin StatusUpdate

e NoDOR issued

Scenario B
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e Follow-Up Examination
Five new DOR Items issued 2 non-LUA DOR items are resolved
LUA issued for 3 of the 5 DOR items 3 new DOR items
LUA still outstanding
Place all items in DOR Module
Issue DOR with all items =2 . Mark two DOR items as resolved in DOR
Issue LUA with three items module
¢ Three LUA items remain unresolved in
DOR module
¢ Addthreenew DOR itemsto DOR
module

¢ Issue DOR with three newitems

¢ Include fiveitems from prior examination
in Status Update

NSPM content |ast updated July 29, 2015.

G. Delivering an LUA

« Examiners and the supervisor will deliver an LUA to the credit union ata
meeting of the board of directors. The supervisor will give the associate
regional director advance notice of when the LUA will be delivered and the
supervisor will attend all joint conferences where the examiner presents
an LUA to officials. For federally-chartered credit unions, examiners will
document the supervisor’s attendance in the Confidential Section of the
examination report. For state-chartered credit unions, examiners will doc-
ument the supervisor’s attendance in the WCC 26 Review or memo sum-
marizing the results of the joint examination.

« Examiners will arrange for delivery of an LUA as soon as possible, but
within 14 business days after receipt of the final approved version.

« Examiners will conduct the meeting and explain the LUA.

« If the officials refuse to sign an LUA, examiners will prepare a report doc-
umenting the refusal and recommend a course of action, such as a Pre-
liminary Warning Letter.

. After meeting with officials, examiners will collect all signed LUAs to sub-
mit them to the regional office for the Regional Director's signature.

NSPM content |ast updated July 29, 2015.
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H. Delivering a Final, Signed LUA

« Within three business days following the LUA meeting, examiners,
through their supervisor, will send the original sighed LUA copies (min-
imum of two) to DOS for the Regional Director to sign.

« After the Regional Director signs the LUA, DOS will mail one of the original
signed LUA copies to the credit union with the Regional Director cover let-
ter. DOS will maintain the other original signed LUA copy in the regional
office’s charter file and an electronic copy (scanned copy with signature)
on the DOS drive.

« DOS will scan and email electronic copies of the signed LUA to the exam-
iner and their supervisor. In the case of a jointly issued LUA, DOS will mail
a copy of the sighed LUA to the SSA (or an original third signed copy if the
regional office preferred the examiner to obtain a third signed copy).

o Inthe situation where an LUA is issued and the credit union was down-
graded to a CAMEL 4 or 5, a Regional Director letter acknowledging the
LUA and downgrade may be appropriate. The Regional Director letter
acknowledges the LUA, includes a brief synopsis of the problems, and
notes the requirements of NCUA rules and regulations §701.14 regarding
the selection of officials and senior management for troubled credit uni-
ons.

NSPM content |ast updated July 29, 2015.

|. Supervision Contacts for a Credit Union with an LUA

Frequency of examinations, follow-up examinations, and onsite supervision
contacts is driven by a credit union’s CAMEL ratings and overall risk to the share
insurance fund. Examiners will consider any outstanding administrative actions
when planning supervision and assigning the CAMEL ratings. If examiners
encounter a credit union with an outstanding administrative action (and asso-
ciated risk), and the risk is not reflected in the CAMEL ratings (which drive the
frequency of supervision), they will discuss with their supervisor and plan super-
vision accordingly.

Unless there are extenuating circumstances, and approved by the associate
regional director, supervision of credit unions with outstanding administrative
actions will be in line with national policy for CAMEL 3, 4, or 5 credit unions.

During the time in which an LUA is in place, examiners will:
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« Prepare and distribute the examination or supervision contacts reports in
the same manner as other examinations and supervision contacts

o Document compliance with the LUA in the Status Update during each con-
tact. The status of each item will be listed as completed, not completed, or
partially completed. Include comments to support completion status

« Document recommendations for future action such as continue, modify,
terminate the LUA, or proceed with elevated or formal administrative
action

« Recommend removal of the LUA during a follow-up examination or reg-
ular examination, if the officials have corrected the problem areas (The
examiner will prepare a draft letter for the Regional Director’s sighature
explaining why they recommend removal of the LUA.)

« Recommend elevated administrative action if the officials have not cor-
rected the problem areas within the timeframes outlined in the LUA
« This could be formal action such as a published LUA, Cease and Des-
ist order, civil money penalty, involuntary liquidation, etc. Refer to
NCUA Instruction 4820, Enforcement Manual, for processing pro-
cedures of formal administrative actions.

« Document the existence of an LUA in AIRES in the Exam Management Con-
sole ("Administrative Tracking” section of the "Completion Information”
tab)

NSPM content last updated July 29, 2015.

J. Terminating an LUA

When a credit union meets the specific performance standards outlined in an
LUA, examiners will recommend to the Regional Director to terminate the LUA.
Examiners will not report orally or in writing to the credit union that the LUA is
terminated prior to Regional Director approval. Examiners may recommend
the termination of an LUA only after an examination or onsite contact sup-
ported by adequate work papers showing the credit union has corrected the
problems cited in the LUA.

When conditions warrant the termination of an LUA, the examiner will prepare
a draft LUA removal letter to the credit union explaining why the Regional Dir-
ector is removing the LUA and forward the letter to the supervisor with an
explanation in the email supporting their recommendation to terminate the
LUA. After review, the supervisor will forward the draft letter to DOS Mail. DOS
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will review and process the letter to the credit union for Regional Director sig-
nature. NCUA will consult with the SSA for termination of joint LUAs.

NSPM content |ast updated July 29, 2015.

6. Preliminary Warning Letter

Examiners will draft a preliminary warning letter (PWL) when a credit union’s

problems are serious and/or persistent and a credit union’s board is unwilling

to sign an LUA. A PWL will support formal administrative action such as a pub-
lished LUA or C&D order.

A PWL is a warning of potential formal administrative action if corrective action
is not taken. If formal administrative action is taken, then the PWL is auto-
matically removed and all action items in it will be incorporated into the formal
administrative action. There may be rare instances where both a PWL and a
formal administrative action are necessary to address separate supervisory
concerns.

Examiners will only recommend to their supervisor to issue a PWL as a result of
a regular examination, follow-up examination, or onsite supervision contact
supported by an AIRES upload. Sample PWLs and a BSA-specific PWL are
provided as resources for this section of the NSPM.

NSPM content last updated July 29, 2015.

A. Division of Supervision Review

« Review PWLs for appropriateness and process for Regional Director
approval

« Discuss all material changes with the supervisor

B. Field Staff Responsibilities

« Obtain supervisor and ARD concurrence for a PWL before preparing a let-
ter

« Document supervisor concurrence on a PWL in the Confidential Section as
required by the NSPM

« E-mail draft PWL to the supervisor for review and approval within three
business days of the examination/supervision completion date
« The supervisor will review the report to ensure the PWL is appro-
priate and supported and then forward it to their region’s DOS
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mailbox within seven business days from the exam-
ination/supervision completion date.

NSPM content |ast updated July 29, 2015.

C. Content of a Preliminary Warning Letter

PWL are written from the perspective of the Regional Director, and include:

A statement of impending administrative action by NCUA

The following wording where the primary problem area is poor man-
agement: "Your credit union is operating in an unsafe and unsound man-
ner for which substantial, immediate, and corrective action must be

taken. Itis the board of directors’ responsibility, as the body providing gen-
eral direction and control for the credit union, to take necessary corrective
actions."

A list of the serious area(s) of concern and cite of the Federal Credit Union
Act or regulation violated

The required actions and timeframes for resolving the area(s) of concern

Direct, concise, and clear language

NSPM content |ast updated July 29, 2015.

D. Delivering a Preliminary Warning Letter

The supervisor will determine whether to hand deliver or mail a PWL based
upon the severity of the issues.

For hand delivered PWLs:

« The supervisor will notify DOS of the planned meeting date so the letter is

dated accordingly (approximately two to three weeks from the date field
staff submits the draft letter to DOS).

Once the letter is approved and signed by the Regional Director, DOS will
mail one original copy of the letter directly to the supervisor for hand deliv-
ery and provide scanned copies to the examiner and supervisor for record-
keeping.

« The examiner and the supervisor will deliver the PWL onsite to discuss the

contents of the letter (usually at a formal meeting with the credit union’s
board of directors).
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« Following the meeting, the examiner will distribute the original,
signed copy of the PWL to the credit union officials.

« The examiner and supervisor maintain scanned copies of the signed PWL.
For mailed PWLs:

« DOS will mail the letter (via expedited mail delivery service) to the board
chairperson using the credit union’s address or board chairperson’s home
address with signature confirmation, and copy the CEO as appropriate. In
special cases, DOS may mail the PWL to each board member’s home.

« DOS will provide scanned copies to the examiner and supervisor for their
records.

« The examiner and supervisor will maintain scanned copies of the signed
PWL.

NSPM content |ast updated July 29, 2015.

E. Supervision Contacts for a Credit Union with a Preliminary
Warning Letter

As described in the LUA section of the NSPM, the frequency of examinations,
follow-up examinations, and onsite supervision contacts is driven by a credit
union’s CAMEL ratings and overall risk to the share insurance fund. Examiners
will consider any outstanding administrative action when planning supervision
assigning the CAMEL ratings. If an examiner encounters a credit union with an
outstanding administrative action (and associated risk) and the risk is not reflec-
ted in the CAMEL rating (which drives the frequency of supervision), they will
discuss with their supervisor and plan their supervision accordingly.

Unless there are extenuating circumstances, and approved by the associate
regional director, supervision of credit unions with outstanding administrative
actions will be in line with national policy for CAMEL 3, 4, and 5 credit unions
(perform a follow-up examination at least every 120 or 180 days (from com-
pletion date to completion date)). Examiners will:

« Prepare and distribute the examination or supervision contact reportsin
the same manner as other examinations and supervision contacts.

o Document compliance with the PWL in the Status Update during each con-
tact. The status of each item will be listed as completed, not completed, or
partially completed. Include comments to support completion status.
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« Document recommendations for future action such as continue, modify,
terminate the PWL, or proceed with elevated or formal administrative
action. Refrain from recommending the PWL be reissued, rewritten, or
allowed to remain outstanding for long periods (usually no longer than 12
months).

« Recommend removal of the PWL when it is confirmed during a follow-up
examination or regular examination the officials have corrected the prob-
lem areas. The examiner will prepare a draft letter for the Regional Dir-
ector’s signature explaining why they recommend removal of the PWL.

« Recommend escalated administrative action if the credit union has not cor-
rected the problem areas within the timeframes outlined in the PWL. Escal-
ated administrative action may include a published LUA, Cease and Desist
order, civil money penalty, involuntary liquidation, etc. Refer to NCUA
Instruction 4820, Enforcement Manual, for processing procedures for civil
money penalties, involuntary liquidations, conservatorships, etc.

o Document the existence of a PWL within AIRES under “"Other Admin-
istrative Action” (within the "Administrative Tracking” section located on
the "Completion Information” tab of the Exam Management Console).

NSPM content |ast updated July 29, 2015.

F. Terminating a Preliminary Warning Letter

When a credit union meets the specific performance standards outlined in a
PWL, examiners will recommend termination of the PWL. Examiners will recom-
mend the termination of a PWL only after they complete an examination or
onsite contact supported by adequate work papers showing the credit union

has corrected the problems cited in the PWL.

When conditions warrant the termination of a PWL, the examiner will prepare a
draft PWL removal letter to the credit union explaining why the Regional Dir-
ector is removing the PWL. The examiner will forward the draft letter to the
supervisor with an explanation in the email supporting their recommendation
to terminate the PWL. After review, the supervisor will forward the draft letter
to DOS Mail for review and processing for Regional Director signature.

NSPM content |ast updated July 29, 2015.
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7. Civil Money Penalty

NCUA’s authority to impose civil money penalties against federally insured
credit unions that do not meet the quarterly Call Report filing deadlines is gran-
ted under Section 202 of the Federal Credit Union Act (12 U.S.C. §1782). NCUA
coordinates with state supervisory authorities to assess civil money penalties
against federally insured state-chartered credit unions, and, as a matter of
courtesy and fairness, takes any late-filing fees assessed by the state into
account when assessing a civil money penalty.

NCUA announced that all credit unions must file Call Reports electronically in
Letter to Credit Unions 13-CU-11, Electronic Filing of Call Reports and Extended
Filing Dates for 2014.

NSPM content |ast updated January 27, 2016.

A. E&I Responsibilities

« Identify credit unions that miss a Call Report deadline

« Provide a list of credit unions that miss a Call Report filing deadline to
regional offices and state supervisory authorities (generally within two
weeks of the regulatory deadline) requesting:

« Comments for information about any known issues related to the
late filing

« Recommendations on assessing a civil money penalty

« Information about any SSA fines being assessed, including amount
(s) (SSA only)

« Notify credit unions that miss a Call Report filing deadline and process cor-
respondence, including signed stipulations and consents for penalties, as
well as orders of assessments

« Adjudicate uncontested civil money penalties for Call Report late filers (dir-
ector only)

« Decide on requests from credit unions for reduced or waived penalties

« With OGC assistance, initiate proceedings before an administrative law
judge for cases that cannot be resolved by consent (director only)

« Send received civil money penalty payments to the Department of the
Treasury for deposit
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Only the E&I director can make a final decision to waive or
reduce a Call Report civil money penalty.

B. Region Division of Supervision Director Responsibilities

« Respond to E&I requests for comments on any known issues related to
the late filing of a Call Reportin the timeframe provided (generally, two
weeks)

C. Regional Director (can delegate to ARD)

« Authorize field staff to file an estimated Call Report if they determine that
a credit union’s Call Report will be delayed more than 14 days beyond the
regulatory limit established by NCUA

« The Regional Director must notify E&I when exercising this authority.

D. Field Staff Responsibilities

« Notify the regional office of any known issues or pertinent history when
they receive notification that a credit union has missed the 5300 Call
Report deadline

« If authorized in advance by a Regional Director, ARDO, or ARDP, file an
estimated 5300 Call Report on behalf of a credit union
» Staff must follow any directions provided by E&I for filing an estim-
ated Call Report.

Field staff cannot extend the regulatory Call Report filing dead-
line for any reason.

NSPM content |ast updated January 27, 2016.

E. Civil Money Penalty Waiver

The Director of the Office of Examination and Insurance has the delegated
authority to reduce or waive a civil money penalty issued due to late filing of a
5300 Call Report. NCUA may elect not to assess a penalty if a credit union files
late due to extenuating circumstances such as those listed below.
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« “Acts of God” such as:
« A natural disaster or weather event that impairs a credit union’s oper-
ation

« A power failure, internet failure, or failure of a credit union’s core-
processing system immediately prior to or at the filing deadline

« The death or physical/emotional incapacitation of a key employee
(only acceptable if a credit union is too small to have back-up per-
sonnel)

« Turnover of a key position just prior to the deadline (only acceptable
if a credit union is too small to have back-up personnel)

« Robbery of a credit union that impairs the credit union’s ability to file on
time

« A CU Online filing problem unique to a credit union, not including an error
or warning that a filer does not know how to clear or answer (must be sup-
ported by a help desk ticket time/date stamped near, but prior to, the fil-
ing deadline)

« Creditunion, SSA, or NCUA accidentally “unsubmit” a Call Report after suc-
cessfully submitting it prior to the deadline

« Merger with another credit union

« Liquidation or conservatorship

NSPM content |ast updated January 27, 2016.

8. Initiating a Formal Administrative Action

Before deciding to take formal administrative action, an examiner and their
supervisor must clearly understand the nature of the credit union's problems
and why any previous attempts to resolve the problems failed. Examiners are
responsible for ensuring the administrative record presents a complete, fac-
tual, and fully documented history of the credit union's problems and the exam-
iner’s concerns about the credit union. Examiners will recommend formal
administrative action after consulting with their supervisor. Prior to pro-
ceeding, the supervisor will discuss the action with the associate regional dir-
ector, who will receive concurrence from the Regional Director. Itis critical that
the field and region initiate communication early on in cases where formal
administrative action is recommended.
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Refer to NCUA Instruction 4820, Enforcement Manual, for more information
about processing formal administrative actions.

NSPM content |ast updated July 29, 2015.

9. Special Assistance Cases

Various types of special assistance are available to help resolve serious credit
union problems. Refer to the Examiner's Guide and toNCUA Instruction 4820,
Enforcement Manual, for guidance on special assistance available.

NSPM content |last updated July 29, 2015.

10. Control Reports

Control reports serve as a mechanism to ensure the agency has a robust exam-
ination program that is properly resourced and monitored for adherence to
national examination and quality standards.

A. E&I Control Reports

E&I will routinely request reports from the regions and may periodically
request a sampling of issued administrative actions for quality control purposes
as part of an ongoing quality assurance process.

E&I will review regional activity as a means of tracking regional and national
trends for resource, consistency, and policy formation purposes and will issue a
semi-annual national summary of administrative actions.

B. Regional Control Reports

The region is responsible for maintaining record of all informal and formal
administrative actions including, but not limited to, Regional Director letters
issued, LUAs and PWLs. The report will include administrative actions newly
issued, currently outstanding (with the exception of Regional Director letters),
and those canceled (when applicable) since the last report. The region will peri-
odically evaluate the trends, appropriateness and effectiveness of admin-
istrative actions.

luntil a national database/tool is developed, regions will continue to use report-
ing systems currently in place. Regions will ensure their current systems cap-
ture the requested information.
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Regions are only responsible for reporting Regional Director let-
ters associated with an examination or supervision contact
report and part of the administrative record.

NSPM content |ast updated July 29, 2015.

11. Templates

« Regional Director Letter Sample

A. Troubled Condition Status
« Notify FISCU of Troubled Condition
« Upgrade FISCU from Troubled Condition Status

B. Letter of Understanding and Agreement
« Acknowledge LUA and CAMEL Downgrade
« LUA Addendum
o LUA Cover Letter

Non-published LUA

« Remove LUA

C. Preliminary Warning Letter
« PWL Sample
. BSA-Specific PWL

« PWL Removal Samples

NSPM content |ast updated July 29, 2015.
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Chapter 2. Audits, Recordkeeping, and Fraud

Supervisory committee audits are required under Part 715 or Part 741of NCUA
rules and regulations. They are a critical tool used to evaluate the integrity and
fairness of the financial statements. They provide assurance of the reliability of
the financial statements used by credit union management, members, cred-
itors, insurers, and NCUA. These financial reports are the basis for risk iden-
tification and offsite monitoring of the credit union system. Chapter 5 of the
Examiner's Guide provides detailed discussion of Supervisory Committee
Audits, instructions for reviewing the audit and engagement letter, and inform-
ation on the review of member account verifications.

Recordkeeping is the process of recording and maintaining sufficient inform-
ation to trace all transactions to a point of origin. An effective recordkeeping
program is bolstered by strong internal controls and facilitates the audit pro-
cess. Audits rely on financial records to validate data integrity, identify inac-

curacies, and decrease the risk of fraud.

NSPM content |ast updated January 13, 2017.

1. Field Staff Responsibilities

The most recent NCUA Instruction 5000.20, Examination Scope, outlines
expectations for reviewing audit workpapers.

NSPM content |ast updated July 29, 2015.

2. Audit Firms Located Outside the Geographic Area

Per §715.10 of the NCUA rules and regulations, the SCis responsible for pre-
paring and maintaining, or making available, a complete set of original working
papers supporting each supervisory committee audit. The SC will, upon
request, provide NCUA staff unconditional access to such working papers,
either at the offices of the credit union or at a mutually agreeable location, for
purposes of inspecting such working papers.

In the event the audit firm is located outside the geographic area of the credit
union and the examiner determines it would be advantageous for another
region and/or group to review the audit work papers at the firm’s office, exam-
iners will request assistance from another group or region through the super-
visor. Examiners from the requested supervisor group will be responsible for
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reviewing the independent state-licensed accountant’s audit work papers and
providing a report summarizing the review to the EIC.

NSPM content |ast updated July 29, 2015.

3. Audit Report Review

Field staff are responsible for reviewing a credit union’s Profile each quarter
during the Call Report or RATE review to determine whether the credit union
has received a new audit which fulfills the requirements of Part 715 or Part 741
of NCUA’s rules and regulations. If the Profile indicates a new audit has been
completed, field staff will request a copy of the audit within 10 business days of
reviewing the Profile.

A. Obtaining an Audit Report

For audits performed by the supervisory committee, examiners will obtain
the audit report directly from the supervisory committee.

For audits conducted by external auditors, examiners need to obtain a copy
of the audit report directly from the external auditor. Unless there is an existing
arrangement between the credit union, field staff, and the auditor, or an exist-
ing working relationship field staff has with the auditor, field staff should first
contact the supervisory committee to determine the supervisory committee’s
preference for making the request of the external auditor - that is, would the
supervisory committee prefer to make the request, or needs to because the
audit firm will not release the audit report otherwise, or is it okay for field staff
to contact the auditor directly to make the request.

In either case, the external auditor needs to send the audit report directly to
the examiner. If an auditor refuses to provide an audit report directly to the
examiner, even at the request of the supervisory committee, or wants to
charge a fee to provide a copy, examiners should consult with their supervisor
regarding a course of action (such as ensuring the credit union is okay with the
fee or scheduling a meeting with the auditor to review the audit).

B. Reviewing the Audit Report

Upon receiving the report, field staff will read the audit report to determine if
there are any problems with the credit union. Field staff should adjust super-
vision plans and exam scoping as applicable, and follow up on any material
problems identified by discussing them with the supervisory committee or
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credit union management and/or scheduling a supervision contact as war-
ranted.

A review of the audit workpapers is not required as part of the review
of the audit report required under this policy. As part of offsite super-
vision or pre-exam planning, NCUA has the discretion to request and review
the audit workpapers at any time — however, the external auditor may require
them to be reviewed onsite.

The time associated with requesting and reviewing an audit report under this
policy can be charged to offsite supervision or pre-exam planning.

NSPM content |ast updated January 13, 2017.

4. Unacceptable Audits and Member Account Veri-
fications

Examiners will consider an audit or verification unacceptable and develop plans
of action when they determine:

« Material parts of the audit or verification were not done

« Material parts of the audit or verification are not supported by work
papers

« Material areas of credit union operations were not audited

« The auditor lacks independence from the credit union

A. Examiners

Examiners who discover material supervisory committee audit/Member
Account Verifications deficiencies conducted by the SC or an external auditor
thatis not a licensed independent auditor or certified public accountant will:

« Contact their supervisor

« Determine if the audit can be cured timely (if not, discuss alternatives with
their supervisor)

« Rate compliance risk as “*high” or document the rationale for a different
risk rating

« Denote this a major area of concern in the Examination Overview
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« Prepare a DOR which provides a reasonable time period for the SC to cor-
rect the deficiencies

« Require the SCto provide a monthly status report of their progress to the
examiner

« Document the audit or Member Account Verifications deficiencies as a
problem code using the DOR module (within "Compliance Risk” Risk Area
of DOR module)

« Establish a follow-up supervision contact within 60 days of the last con-
tact’s completion date
« The supervisor must approve any extension beyond 60 days with
notification to the ARDP.

o The examiner must document any extensions in the Confidential Sec-
tion during the next contact.

If the audit or Member Account Verifications remains unacceptable, examiners
will proceed in accordance with §715.11 of the NCUA rules and regulations to
obtain an acceptable audit or Member Account Verifications following the
guidelines in chapter 5 of the Examiner's Guide.

Recurring deficiencies for audit and Member Account Verifications are grounds
to proceed to administrative actions. Examiners can consult with their super-
visor to develop a more stringent supervision plan if needed. Additionally, the
CAMEL Management component and overall rating should reflect man-
agement’s recurring non-compliance with this critical internal control area.

NSPM content |last updated July 29, 2015.

5. Audits by Licensed Independent Accountants

Examiners cannot take independent action in the event a financial statement
audit by a state licensed independent accountant is unacceptable. NCUA
Instruction 4016.01, Obtaining Concurrence and Advancing an Assertion That
an Opinion Audit or Agreed-Upon Procedures are Unacceptable in Meeting
NCUA Audit Regulations, sets out procedures required to rate a state licensed
independent accountant audit unacceptable and requires Regional Director
approval and E&I concurrence. The supervisor will evaluate the seriousness of
the deficiency and if it is sufficient to warrant a rejection of the audit, the super-
visor will contact the regional office and proceed in accordance with NCUA
Instruction 4016.01.
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An examiner can take exception with the Supervisory Com-
mittee if the state licensed independent accountant performed
agreed upon procedures rather than a financial statement
audit, in the circumstance that the scope of work for which the
Supervisory Committee contracted does not meet the require-
ments of Part 715 of NCUA rules and regulations or the Super-
visory Committee Guide minimum procedures.

If the licensed independent accountant denies access to the work papers,
examiners will contact the SC chairman to report the situation and ask for
assistance in resolving the problem. If unsuccessful, examiners will contact the
supervisor for guidance. Examiners should never sign any document or release
to gain access to the work papers unless OGC has reviewed the release and
advises signature. E&I can assist examiners and supervisors in obtaining OGC
review in a timely fashion.

NSPM content |ast updated July 29, 2015.

6. Significant Recordkeeping Concerns

Significant recordkeeping concerns include any other issue that presents an
unacceptable degree of risk including:

« Incomplete bank reconcilements or over 60 days in arrears

« Records materially in arrears or significant unreconciled differences
(including AIRES share and loan download not tying back to member trial
balance)

When an examination or supervision contact reveals significant recordkeeping
concerns, examiners will:

« Notify their supervisor

« Review material general ledger accounts including, but not limited to,
loans, member deposits, cash, investments, subsidiary ledgers, and the
Call Report

« Rate transaction risk as “high” or document the rationale for a different
risk rating

« Denote this as a major concern in the Examination Overview
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« Prepare a detailed DOR, using the DOR module, and obtain agreements
from the officials to achieve the stated goals

« Require the SC/desighated person to provide monthly status reports elec-
tronically or by phone
« Reports should note the progress made to remedy the record-
keeping problems

« Examiners will maintain a Supervision Chronology Report of these
contacts to be included in subsequent AIRES uploads (and for sub-
mission to their supervisor, if requested)

« Complete an onsite follow-up supervision contact within 90 days of the
last contact’s completion date

« Conduct an onsite supervision contact every 90 days (from the time the
problems were identified) until all problems are resolved
« The supervisor must approve in writing any extension beyond 90
days with notification to the ARDP and DOS

« The examiner must document any extensions in the Confidential Sec-
tion

Establish a resolution date of 180 days or less

A. Incomplete Bank Reconcilements or Over 60 Days in Arrears

Examiners: If the bank or corporate reconcilements are incomplete (unre-
conciled) or in arrears greater than 60 calendar days, in addition to the steps
outlined in the previous section, examiners will:

« Determine the cause and evaluate the scope of the potential problem

« Reach agreements with management to bring the reconcilements cur-
rent, usually within 30 calendar days, and involve the SC in this process

« Consider requiring an outside independent accountant to bring recon-
cilements current, especially if the SCis not functional or does not possess
the skills to adequately review the bank reconcilement process
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B. Records Materially In Arrears or Significant Unreconciled Dif-
ferences

Examiners must use judgment in assessing material recordkeeping problems.
In some cases, the size of the unreconciled differences may not be related to
the scope of the problem, particularly if the control environment lacks integrity.
If records are materially in arrears or there are significant unreconciled dif-
ferences, examiners will meet with their supervisor and discuss whether to:

« Extend the examination/supervision contact up to 30 calendar days if the
records cannot be brought current during the examination. If this option is
taken, examiners will note the reasons why the examination was exten-
ded and the concurrence received in the Confidential Section; or

o Complete the examination using the most current meaningful data avail-
able. If this option is taken, examiners will note in the Confidential Section
if the officials have failed to meet agreements to correct recordkeeping
concerns.

This discussion is in addition to the steps examiners should take for a credit
union that has significant recordkeeping concerns listed above.

If the recordkeeping problems are serious and persistent as defined in §715.12
(c) of NCUA rules and regulations, the EIC may compel a federal credit union to
obtain a financial statement audit performed in accordance with generally
accepted auditing standards (GAAS) by an independent person who is licensed
by the State or jurisdiction in which the credit union is principally located. If the
supervisor and EIC determine that an opinion financial statement audit is neces-
sary, the supervisor will notify the ARDP.

If offsite monitoring and/or supervision contacts reveal major areas of concern
with ongoing recordkeeping, audits, or verification of members’ accounts
which have not been properly resolved within 180 days, the EIC will consult
their supervisor and determine what administrative action is to be taken.

Examiners will document offsite/onsite contacts by using the appropriate meth-
ods (AIRES, Confidential Section, etc.) and indicate the progress and actions
taken.

NSPM content |ast updated January 23, 2017.
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7. Addressing Bond Claims

If the credit union has a bondable loss and has not provided the appropriate
notice to the surety company or refuses to do so, examiners will notify their
supervisor. The supervisor will discuss the issue with the ARDP or ARDO as
appropriate and a decision will be made regarding NCUA notifying the surety
company of a potential bond claim. During contacts, examiners should:

« Determine whether a bond claim is outstanding, established as a dis-
closure item (footnote to the financial statements) or a receivable,
remains on the books as a loan, other account, or a disclosure, or has
been written off

o Determine whether the surety company has committed to paying the
claim; and, if so, the amount of the commitment

« Direct the credit union to write off any claims, or portions of claims, con-
sidered losses even if this will cause a deficit or insolvency. In evaluating
the collectability of claims, examiners will consider:

« Surety companies do not pay for lost interest or lost opportunity
income

« The credit union must have incurred a loss for a valid claim to exist

« An examiner’s adjusting journal entries in AIRES must properly
reflect the bond claim as an accounts receivable, or loss, after the
surety bond company has confirmed the outcome of the claim in writ-

ing

Examiners should contact their supervisor when they identify material bond
claims or when adjusting entries will cause a deficit in undivided earnings or
insolvency. At a minimum, examiners should document shortages in the scope
and other sections as appropriate.

NSPM content |last updated July 29, 2015.

8. Determine Bondability Status

In some instances, it may be necessary to determine the bondability status of a
credit union employee or official. This procedure is usually reserved for fraud,
insider dealings, or when we have completed a prohibition and want to check if
the individual’s bond has been revoked (open claims typically will not yet have a
determination, especially if no criminal charges are involved).
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Examiners will work with the appropriate credit union staff to determine the
bondability status of a credit union employee or official. Examiners may also
evaluate the credit union’s process for verifying bondability of all employees.
Credit unions should be evaluating each employee during the hiring process to
ensure they are bondable and maintain a record of this verification to provide
to NCUA examiners (and other outside auditors) when requested. If a credit
union has not completed this process and/or cannot provide documentation,
the examiner should address the issue in the examination report, as appro-
priate.

NSPM content |ast updated July 29, 2015.

9. Dishonesty, Fraud, and Insider Dealings

Field staff that discover fraud or a shortage will document the fraud or short-
age as completely as possible and notify their supervisor. Field staff will instruct
the credit union’s officials to properly address the situation, including con-
sidering the following actions after consulting with the credit union’s legal coun-
sel:

1. Suspend the personnel involved with pay
. Control involved personnel’s access to the credit union
. Fill the operational void caused by the suspension
. Contract to perform a fraud audit

2
3
4
5. Notify surety
6. File a bond claim, as appropriate
7

. Complete a Suspicious Activity Report (SAR)

Field staff should remind credit union management that the fil-
ing of any SAR is confidential and should not be disclosed to
credit union personnel named in the filing.

Field staff cannot direct or require a credit union to terminate or suspend an
employee. Field staff should ensure that management understands thatitis
their choice on the appropriate action to take.
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NCUA will decide separately whether to take an enforcement action, such as a
prohibition, against an insider who has committed fraud. Field staff must seek
input for this decision from their supervisor, regional office and, if necessary,
OGC. If an insider is convicted of a crime of dishonesty, a prohibition results
automatically by operation of law.1

NSPM content last updated September 12, 2016.

10. Fraud Report Investigations

The Office of General Counsel monitors the toll free NCUA Fraud Hotline (800-
827-9650). Upon receiving a report of suspected fraud or other irregularities,
OGC will forward a Fraud Hotline Report to the appropriate Regional Director
for review. Reports of suspected fraud or other irregularities might also be
received in the regional office from other sources.

DOS will review the complaint after the regional office receives a Fraud Hotline
complaint. The regional office will then send a copy of the Fraud Hotline com-
plaint and any supporting documents to the appropriate supervisor, with a
copy to the examiner, accompanied by a work assignment.

Examiners will review the fraud report and supporting documentation and dis-
cuss with their supervisor. The examiner will make an onsite visit to the credit
union, if deemed appropriate by the supervisor. The names of parties filing a
complaint should be kept in confidence. During a review, examiners are encour-
aged to review source documentation, such as relevant statements and super-
visory override reports. Examiners should also discuss the allegations with
management or other pertinent individuals, as necessary.

Examiners will prepare the following, based on the analysis performed:

« A Regional Summary or memo documenting the review of the allegations
contained in the fraud report that includes, ata minimum:
« Merits of each allegation contained in the fraud report

« Background information on the allegations contained in the fraud
report

« Scope of the review (actions taken to determine validity of the alleg-
ations)

112 U.S.C. §1785(d)
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« Results of the review (findings in connection with the allegations)

« Conclusion indicating whether allegations are substantiated or unsub-
stantiated

« Identify any action(s) taken where the allegations were sub-
stantiated

« Recommendation for further action, if necessary

« Adraftmemo to OGC from the Regional Director responding to the Fraud
Hotline complaint. The memo must address whether the complaint was
found to be valid and what, if any, additional supervision will be per-
formed on a regional level to ensure inappropriate practices are dis-
continued. The memo should also indicate whether any assistance from
OGCisrequired and, if so, indicate the nature of the assistance needed (if
the fraud report was initiated in the regional office, this memo is not
necessary).

When it is determined allegations of fraud or improper conduct are sub-
stantiated, supervisors are responsible for ensuring appropriate corrective
action is initiated at the field level and documented in the report.

If it appears subpoenas for documents or testimony will be needed, the
Regional Director, through DOS, should be notified immediately so assistance
may be requested from OGC.

NSPM content |last updated July 29, 2015.
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Chapter 3. BSA Enforcement

This section of the NSPM is designed to equip examiners with information
regarding their role in enforcing the Bank Secrecy Act (BSA) in credit unions. It
sets forth a framework for a high quality BSA examination program in an effort
to mitigate credit unions’ compliance risk and ensure federally-insured credit
unions comply with all applicable regulations.

1. BSA References

Federal Financial Institutions Examination Council’'s BSA Anti-Money Laun-
dering Examination Manual

Financial Crimes Enforcement Network (FIinCEN)

FinCEN Ruling 2005-6, Suspicious Activity Reporting (Structuring)

FinCEN Memorandum Of Understanding
NCUA Instruction 5001.06, Bank Secrecy Act Compliance (May 10, 2005)

NCUA Instruction 12400.05, Processing Complaints Against Credit Unions
and Documenting Compliance Violations (Apr. 23, 2004)

NCUA website regarding BSA

Chapter 18 and Appendix 18A of the Examiner's Guide

Interagency Statement on Enforcement

NSPM content |ast updated July 29, 2015.

2. Suspicious Activity Report (SARS)
A. When to File an SAR

Credit unions are required by federal regulations to file a SAR with respect to:

Criminal violations involving insider abuse in any amount

Criminal violations aggregating $5,000 or more when a suspect can be
identified

Criminal violations aggregating $25,000 or more regardless of potential
suspect
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« Transactions conducted or attempted by, at, or through the credit union
and aggregating $5,000 or more, if the credit union knows, suspects, or
has reason to suspect that the transaction:

« May involve potential money laundering or other illegal activity (e.g.,
terrorism financing)

« Isdesigned to evade the BSA or its implementing regulations

« Has no business or apparent lawful purpose or it not the type of trans-
action that the particular member would normally be expected to
engage in, and the credit union knows of no reasonable explanation
for the transaction after examining the available facts, including the
background and possible purpose of the transaction

B. SAR Filing Information

Credit unions must file all SARs electronically through the Financial Crimes
Enforcement Network (FInCEN) BSA E-Filing website.

The SAR rules require that a SAR be filed no later than 30 calendar days from
the date of the initial detection of facts that may constitute a basis for filing a
SAR. For situations requiring immediate attention, the credit union should
immediately notify the appropriate law enforcement authority in addition to fil-
ing a timely SAR. If the credit union suspects that a transaction may be linked
to terrorist activity, the credit union should immediately call the FinCEN Fin-
ancial Institutions Hotline at (800) 556-3974.

Examiners: will review SAR filing processes during examination/supervision
contacts and focus their review on the credit union’s’ process for detecting sus-
picious activity. Examiners will also review newly filed SARs for appropriateness
and compliance with FinCEN’s regulation. Should the officials fail to act, exam-
iners will notify their supervisor. The supervisor will notify the ARDP who will
consult with OGC regarding appropriate administrative action.

E&I will periodically review significant SAR filings to identify potential national
risk trends.

NSPM content last updated December 30, 2016.
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3. Requesting a Currency Transaction Report, Sus-
picious Activity Report, or Designation of Exempt Per-
sons History

Examiners can request a list of the CTRs, SARs, and DOEPs a credit union has
filed by sending an e-mail to the regional DOS mailbox with the full name,
address, and credit union Employer Identification Number (EIN). When
requesting a download from DOS, examiners should include a specific time-
frame for the request (e.g., Jan. 1, 2011 - Oct. 1, 2011).

Examiners may obtain the list of CTRs, DOEPs, and SARs filed by a credit union
before starting an examination as a scoping tool for the BSA review. A change
in filings (decrease or increase) could be an indicator of a problem and may
require attention during the examination. The information may be sorted in
various ways to enable examiners to identify trends of certain customers or
accounts, which could warrant further review during the examination.

Examiners should also verify that the credit union has actually filed CTRs or
SARs with the appropriate agency, particularly when there is insider activity.

:

NSPM content
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4. BSA Enforcement

When an examiner identifies material BSA program deficiencies and/or com-
pliance violations, targeted enforcement will be implemented to resolve super-
visory concerns timely. In implementing enforcement action, examiners will:

Attempt to have the credit union resolve deficiencies during the exam-
ination process

Document the review using the AIRES BSA questionnaire, examination
scope, and supporting work papers as needed

Identify, track, and resolve significant BSA violations - this includes issuing
a PWL or similar administrative action as necessary

Complete the Consumer Compliance Violations module in AIRES with the
appropriate citation if applicable (report all significant BSA violations as
regulation code BSA-S)

Discuss BSA violations in the open section of the report
Prepare a DOR, if applicable

Indicate the appropriate level of compliance and other risks in the Scope
module

Ensure the adequacy of the credit union’s BSA program is considered
when assessing and rating management

Document resolution of BSA violations through the Consumer Compliance
Violations module in AIRES

Report discovery of money laundering activities or other high profile BSA
violations to DOS through their supervisor

Chapter 3. BSA Enforcement Page 65 of 489



National Supervision Policy Manual Version 5.0

Your primary resource is FFIEC’s Bank Secrecy Act/Anti-Money
Laundering Examination Manual.

e

NSPM content |ast updated July 29, 2015.

5. BSA Violations
A. AIRES Consumer Compliance Violations Module

Examiners must complete the Consumer Compliance Violations module in
AIRES for BSA violations that have been identified during the exam-
ination/supervision contact. In completing the module, examiners should:

1.

Combine multiple violations of the same regulation into a single citation
within the module.

Utilize the CFR citation over the equivalent NCUA regulatory citation
wherever possible.

. Identify all significant BSA violations as "BSA-S” in the Regulation code
column.

. Identify the management response taken using the drop-down menu

within the module. These responses play a critical role in the regional
office’s tracking of resolved BSA-S violations.
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e

1. BSA Violations in Corporate Credit Unions

For examinations of corporate credit unions, ONES examiners will include BSA
violations in examination reports as examiner findings or documents of res-
olution, as appropriate using the general guidelines in this section of the NSPM.
ONES will manually report corporate BSA violations to E&I each month using
an approved spreadsheet.

NSPM content
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7. Resolution of Significant BSA Violations

« Federal credit union

« Federally insured, state-chartered credit union

NSPM content

A. Federal Credit Unions
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DOS provides supervisors a report of outstanding BSA violations each quarter.
For significant BSA violations outstanding an unreasonable length of time,
supervisors should follow-up with examiners to assess the status of corrective
action.

Based on the severity of the violation, the timeframes for administrative action
can be accelerated. Section 206 of the Federal Credit Union Act contains a list
of applicable administrative actions.
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B. Federally Insured, State-Chartered Credit Unions

SSAs conduct BSA examinations at FISCUs. Regional Directors may reach
agreements with SSAs for NCUA examiners to conduct the BSA examination at
FISCUs. These agreements will vary based upon the SSA.

NCUA has the enforcement authority for FISCUs examined by NCUA (SSA has
authority to review). The term “"examined” refers specifically to WCC 11s. If,
during another type of contact, an NCUA examiner identifies unresolved BSA
concerns or concerns not identified by the SSA, he or she should expand the
scope of the review to include BSA and follow up to ensure BSA resolution.
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During joint examinations, NCUA examiners can allow the SSA to review BSA,
but the NCUA examiner must review the SSA’s work for sufficiency. If the
review performed by the SSA is insufficient, the NCUA examiner should amend
the review. The NCUA examiner must also ensure that:

« Consumer Compliance Violations module includes the appropriate reg-
ulation for BSA violations

« Required BSA questionnaires are completed

o Consumer Compliance Violations module and BSA questionnaires are
included in the NCUA WCC 11 or WCC 23 examination upload

If a state report lacks adequate agreements for corrective action or the SSA is
not adequately resolving the issue(s), examiners will recommend the super-
visor (or Regional Director) communicate with the state, take appropriate
action, and document the outcome in a memo to DOS. For significant BSA viol-
ations outstanding an unreasonable length of time, supervisors should follow
up with the respective SSA to assess the status of corrective action. In rare
instances, examiners may need to contact the credit union directly to assess
resolution status. As a last resort, examiners should discuss with their super-
visor as to whether formal correspondence to the SSA is required.

NSPM content |last updated July 29, 2015.

8. Reporting the Resolution of a BSA Violation

Examiners must supervise a credit union’s progress to ensure the timely res-
olution of significant BSA violations. Resolution encompasses the correction of
the noted BSA violation(s) and the implementation of adequate controls to mit-
igate the potential for similar violations.

When significant BSA violations have been adequately corrected, examiners
must upload an AIRES file with the Consumer Compliance Violations module
properly completed.

NSPM content |ast updated July 29, 2015.

9. BSA Control Reports

Control reports serve as a mechanism to ensure the agency has a robust exam-
ination program that is properly resourced and monitored for adherence to
national examination and quality standards.
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B. Regional BSA Control Reports

Regional Directors are responsible for measuring and monitoring the BSA
examination program for quality and completeness, as well as adherence to
established standards. The regions are responsible for reviewing and ensuring
BSA violations are cited appropriately and correctly. At a minimum, the regions
will be responsible for maintaining and reporting:

« Monthly report to E&I of all significant BSA violations with associated res-
olution dates cited in FICUs

« Log of all BSA violations outstanding for more than 90 days with status
reported to E&I quarterly

« Monthly report to E&I of all administrative actions taken relating to BSA
violations

« Quarterly responses to E&I regarding the accuracy of BSA violations cited
(when applicable)

NSPM content |ast updated July 29, 2015.
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Chapter 4. Change of Officials for Troubled and
Newly Chartered Credit Unions

Under §701.14 of NCUA rules and regulations, federally insured credit unions
meeting certain conditions (see the Affected Credit Unions section of the
NSPM) must obtain the Regional Director's approval for personnel changes
(i.e., board of directors, credit or Supervisory Committee, or senior executive
officer) at least 30 days prior to the effective date of the change, or within 48
hours of election at an annual membership meeting. For state-chartered fed-
erally insured credit unions, NCUA will consult with the appropriate state super-
visory authority before making a final decision.

The regulation requires written notice from the credit union and Regional Dir-
ector approval before an individual can begin service at the credit union. The
only exceptions to this requirement are if the credit union requests and the
Regional Director waives prior notice(§701.14(c)(2)(i)) and in the case of the
election of a new member of the board of directors or credit committee mem-
ber (§701.14(c)(2)(ii)).

In the case of a newly elected member of the board of directors or credit com-
mittee member, the 30-day prior notice is "automatically waived” and the indi-
vidual may begin serving but, within 48 hours, a complete notice as required
under the regulation must be submitted to the Regional Director. If a Regional
Director grants a prior notice waiver or in the case of a new elected director or
credit committee member, the Regional Director can still deny the individual
and will have 30 days after receipt of the notice and information.

NSPM content |last updated July 29, 2015.

1. DOS Responsibilities
A. Initial Notice Procedures

Within ten calendar days after receiving the notice, the Regional Director will
acknowledge the application (if it is complete) or request that the credit union
submit specific additional information within 30 calendar days.

B. Receipt of Incomplete Package

« Regional Director will issue a written decision within 30 calendar days of
receipt of the original notice, plus the amount of time the credit union
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takes to provide requested additional information
« If additional information is not submitted within 30 calendar days of
the Regional Director’s request, he or she may either deny the pro-
posed individual or review and take action on the notice based on the
information provided

C. Receipt of Complete Package

« Upon receipt of a complete package, DOS will
« Obtain a credit report
« If the report contains adverse credit information, the Regional
Director will issue a letter to the applicant encouraging them to
provide an explanation.

« DOS will provide the applicant a copy of the credit report con-
taining the adverse credit information via certified mail to the
applicant’s private address. The credit union will not be copied
on this correspondence.

« Email the application, credit report, and other information to the
supervisor (with a courtesy copy to the examiner) requesting a
recommendation for approval or denial

« Conduct a review of the Suspicious Activity Report database to
determine if additional investigation into the applicant’s background
is warranted.

« Regions may request that OGC perform a criminal background
search on the applicant if determined necessary. However,
regions should keep in mind that the results of the criminal back-
ground search may not be available until after the statutory
response date passes. This does not allow the statutory
response date to be extended.

« Regional Director will issue a written decision of approval or denial to the
individual and the credit union within 30 calendar days of receipt of the
notice

« The Regional Director will use the applicable template:
« Pre-Adverse Action Disclosure Letter

« Deny Change of Officials Due In Part to Adverse Credit

NSPM content |last updated July 29, 2015.
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2. Field Staff Responsibilities

« The examiner will recommend approval or denial and email the recom-
mendation to their supervisor.
« The supervisor reviews the examiner’s recommendation. Following
the standard outlined in the NSPM, the supervisor will email a final
recommendation to the regional office.

« The examiner, supervisor, or DOS may request a criminal background
search on the individual if concerns arise during a review.

NSPM content |ast updated July 29, 2015.

3. Affected Credit Unions

o Chartered within the past two years

« For FCUs assigned a CAMEL composite rating of 4 or 5 by NCUA or, for
FISCUs, an equivalent of CAMEL 4 or 5 by either NCUA (after an onsite con-
tact) or its state supervisor; or

« Credit unions granted assistance under §208 of the Federal Credit Union
Act that remain outstanding and unextinguished

NSPM content |ast updated July 29, 2015.

4. Required Information

A credit union must submit both a Notice of Change in Official or Senior Exec-
utive Officer (NCUA Form 4063) and an Individual Application for Approval of
Official or Senior Executive Officer (NCUA Form 4063a) to obtain the Regional
Director’s approval for the replacement of certain credit union employees and
all officials.

The Individual Application for Approval of Official or Senior Executive Officer

will be completed and signed by the individual for whom the credit union is seek-
ing approval. FISCUs shall also file a copy of these forms with their state super-
visor.

NSPM content last updated July 29, 2015.

5. Approval Process

Upon receipt of the examiner’s recommendation, DOS will review and analyze
the recommendation for appropriate support and justification.
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If DOS and/or the Regional Director do not agree with the field recom-
mendation, the supervisor will be contacted to discuss further, as time permits.
The field will be given the opportunity to further support or revise their recom-
mendation. DOS finalizes the response letter for the Regional Director and
upon signature, mails it to the credit union via expedited mail and copies both
the examiner and supervisor.

If the application is approved, DOS will send a letter informing the individual of
NCUA'’s approval of employment or official association with the credit union
with a copy to the credit union, examiner, and supervisor.

A. Approval Timeframes

Approval of a change of official is automatic if a completed application is not
denied within 30 days of receipt.

Reference Description Timeframe Automatic
Approval

§701.14 c

(2)(1) Parties may petition the appropriate

Waiver of | Regional Director for a waiver of the
Prior Notice | prior notice required. Waiver may be

- Change granted if it is found that delay could None No

in Official harm the credit union or the public
or Senior interest.
Executive

NSPM content |last updated July 29, 2015.

6. Waiver of 30 Day Notification Requirement

In some instances, a credit union may request a waiver of the 30 day advance
notification requirement and fill a vacancy until the region has time to process
their application package. In these cases, the regional office can issue a letter
with an interim approval until the region has time to process the request. (Use
the Waive 30-Day Notification Requirement template.)

No waiver request is required for newly-elected members of the board or dir-
ectors or credit committee. These individuals may begin serving immediately
so long as the credit union files a complete notice within 48 hours of the elec-
tion.
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7. Grounds for Denial

The Regional Director will provide specific reasons for denial based on the
authority of §701.14(e) of NCUA rules and regulations. All disapprovals require
the concurrence of the Office of General Counsel (OGC). The Regional Director
should forward any draft disapproval letter to OGC for review and concurrence
at least ten calendar days prior to the expiration date for the Regional Director
to respond to the application. Given the short timeframes for acting on these
requests regional office staff may contact OGC for assistance at any point dur-
ing their review process.

The Regional Director will weigh the factors listed below, and will deny the
request if, on balance, the issues relating to the individual's competence, exper-
ience, character, or integrity are such thatitis not in the best interest of the
credit union's members or the public for the individual to be employed by or
associated with the credit union.

Factors which may support denial include, but are not limited to:

Criminal convictions
« Certain criminal convictions may result in an automatic prohibition
under §205(d) of the Federal Credit Union Act and eliminate any
need for any review pursuant to §701.14 of NCUA rules and reg-
ulations. Other criminal convictions may not. Regional office staff
should contact OGC whenever an applicant has a criminal conviction.

« Unsatisfactory work performance in the financial sector

Lack of work experience in relevant areas of financial management

Poor personal financial condition or credit history, particularly as it relates
to losses caused to financial institutions

« Omission of significant information relevant for job consideration

The mere presence of one or more of these factors in a particular case should
not automatically result in disapproval. Rather, when determining whether
these or other factors are disqualifying it is important to consider whether,
given the specific circumstances surrounding the potentially disqualifying
factor, it has a sufficient nexus to the competence, experience, character or
integrity necessary for the particular position so as to be disqualifying.
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Part 713 of NCUA rules and regulations requires certain minimum bond cov-
erage for credit union employees and officials. Therefore, if an applicantis
unable to secure the required minimum coverage they may not serve and
there is no need for any review under §701.14(e).

If the application is not approved, DOS will send a copy of the appropriate
denial letter to the credit union, the examiner, and the supervisor by using
their preferred expedited mail delivery service. DOS will also send the indi-
vidual a separate denial letter. The letters will:

« Summarize the reasons for denial, providing specific reasoning as to why
the application is denied. When the applicant provides an explanation for
potentially disqualifying information any denial should discuss why on bal-
ance these mitigating factors are insufficient

« Inform the credit union and the individual of their rights to file a written
request for reconsideration to the Regional Director within 15 calendar
days of receipt of the notice of denial, or file an appeal directly with the
NCUA Board

NSPM content |ast updated July 29, 2015.

8. Request for Reconsideration and/or Appeal

As stated in the NSPM, NCUA will inform a credit union of its option to request
reconsideration by the Regional Director or the option to appeal the decision dir-
ectly to the NCUA Board in a denial letter. A credit union's request for recon-
sideration must:
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« Be submitted to the Regional Director in writing

« Include any relevant previously omitted material and/or relevant doc-
uments not previously available

« Contain the specific reasons why NCUA should reconsider the denial

Examiners should not discourage a credit union from filing an appeal. There is
a 15-day window to file an appeal following notice of denial. The credit union
may appeal the decision before or after requesting Regional Director recon-
sideration. Part 747 (subpart ]) of NCUA rules and regulations provides guid-
ance for the appeal.

NSPM content last updated July 29, 2015.

9. Application Withdrawal

If a credit union chooses to withdraw an application, the regional office will use
the Acknowledge Request to Withdraw Application template to create a
response acknowledging that NCUA is aware of the credit union’s withdrawal.

NSPM content last updated July 29, 2015.

10. Templates
« Respond to Incomplete Application
« Acknowledge Complete Application
« Waive 30-Day Notification Requirement
« Approve Change of Officials
« Deny Change of Officials Due In Part to Adverse Credit
« Deny Change of Officials Due In Part to Adverse Credit - Applicant Letter
« Deny Change of Officials Not Due to Adverse Credit
« Deny Change of Officials Not Due to Adverse Credit - Applicant Letter
« Pre-Adverse Action Disclosure Letter

« Acknowledge Request to Withdraw Application

NSPM content |last updated July 29, 2015.
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Chapter 5. Corporate Credit Union Program and
Procedures

The NCUA Board created the Office of National Examinations and Supervision
(ONES) in July 2012, leveraging seasoned national examiner and specialist
resources to evaluate key risk areas and risk management practices in cor-
porate credit unions and the largest consumer credit unions. ONES is respons-
ible for overseeing corporate credit unions (corporates) and, as of

January 1, 2014, consumer credit unions with $10 billion or more in assets.

This section of the NSPM describes situations unique to corporates for con-
sideration in fulfiling ONES’s examination and supervision responsibilities.

1. ONES Mission

ONES ensures the safety and soundness of all corporates and consumer credit
unions with assets of $10 billion or more by:

« Providing timely and effective advice to the NCUA Board on legislative,
regulatory, and operational issues.

« Developing, implementing and maintaining examination and supervisory
policies and procedures that timely address corporate issues in an
evolving financial market.

. Effectively managing ONES’s resources, the applicable risk to the National
Credit Union Share Insurance Fund and the systemic risk to the credit
union system.

2. ONES Policies and Procedures

With the exception of circumstances in which NCUA rules and reqgulations (Part
704) and the related delegated authorities require other processes or pro-
cedures, ONES adheres to the policies and practices outlined in the NSPM for its
assigned credit unions. ONES staff will follow the general responsibilities, pro-
cedures, and requirements in the Regulatory Waivers and other Regulatory
Actions section of the NSPM to process waivers, changes of officials, and other
regulatory requests.

ONES staff should substitute terminology and timeframes as appropriate
throughout the NSPM. For example:
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Standard Term/Language ONES Equivalent
AIRES Corporate Examination Work Center
Call Report 5300 Call Report 5310

Quarterly Call Reports, management | Monthly Call Reports, management
reporting, trend analysis, etc. reporting, trend analysis, etc.

In instances where ONES is not able to use all of the automated tools for cor-
porate examinations that are available to the regions for consumer credit
union examinations, staff should follow existing procedures or processes until
corporates are incorporated into the automated systems. For example, ONES
staff should use monthly financial analysis of corporate consolidated balance
sheet (CBS) trend reports in place of RATE.

NSPM content |ast updated July 29, 2015.

3. Corporate Regulatory Waivers

In general, corporate waiver requests will be processed using the following pro-
cedures. Refer to each specific waiver type outlined in this section for unique
processing steps.

A. Division of Supervision Initial Responsibilities (Review
Request)

Upon ONES's receipt of the credit union’s application, DOS will perform a curs-
ory review to determine if the credit union request is complete.

If a request is complete, DOS will:

« Prepare and send an acknowledgement letter to the corporate using the
preferred expedited mail delivery service

« Prepare and send a work assignment to the field requesting a recom-
mendation for approval or denial (package includes credit union’s
request, application materials, and supporting documentation)

If a requestis incomplete, DOS will:

« Prepare and send an incomplete/denial letter to the credit union using
the preferred expedited mail delivery service
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« Ensure the letter lists the additional information the credit union
must submit if they would like the request to be considered

« DOS will copy the examiner and supervisor on the letter

B. Field Staff Responsibilities (Review Credit Union)

The examiner and his or her supervisor will evaluate the corporate’s man-
agement, capital level, CAMEL and risk ratings, and financial strength and
provide a recommendation whether to grant the request to DOS for pro-
cessing. The examiner will scale the scope and depth of the review according to
the materiality of the waiver request. With supervisor approval, the examiner
will determine if an onsite contact is necessary.

After review, examiners will determine if the waiver package is complete. If a
waiver package is not complete, the examiner will:

« Draftthe appropriate incomplete/denial letter (refer to the templates
provided), or

« Informally contact the credit union to obtain the missing information
If a waiver package is complete, the examiner will:

« Complete a Regional Summary to include an approval or denial recom-
mendation

. Draft a letter for approval, partial approval, deferral, or denial

. Email the approval, partial approval, deferral, or denial letter, the
Regional Summary, and any other supporting documentation to their
supervisor

If recommending denial, examiners will not discourage any credit union from
applying for reconsideration or filing an appeal, if applicable.

C. Supervisor Responsibilities (Process Request)

The supervisor will review the information, provide supporting reasons for con-
currence or non-concurrence, and forward the package to the ONES mailbox.

D. Division of Supervision Responsibilities (Process Request)

Upon receipt of the field’s recommendation, DOS will review and analyze the
recommendation for appropriate support and justification. Upon concurrence,
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DOS will:

« Submit the recommendation and proposed response letter to the director
for approval and signature

« Mail the signed letter to the credit union using the preferred expedited
mail delivery service (copying the examiner and supervisor)

If DOS and/or the director do not agree with the field’s recommendation, DOS
will:

« Notify the supervisor of the reason(s) for the lack of concurrence, giving
the field the opportunity to further support or revise their recom-
mendation in the Regional Summary

» Draft revised correspondence
« Finalize the response letter for the director’s signature

« Mail the signed letter to the credit union using the preferred expedited
mail delivery service (copying the examiner and supervisor)

NSPM content |ast updated July 29, 2015.

4. Processing Corporate Requests for Expanded Author-
ity

Appendix B to Part 704 of the NCUA rules and regulations establishes the
framework and requirements for managing the additional risk allowed when a
corporate applies and is approved for expanded investment authorities. The
risks associated with each expanded investment authority are unique; the rule
allows a corporate to apply for additional investment authorities it determines
is necessary to manage balance sheet risk or to request authority for all expan-
ded authorities.

NCUA issued Guidelines for Submission of Requests for Expanded Authority in
December 2011 to help corporates and examiners evaluate credit union com-
pliance with expanded investment authorities (Parts I through IV). The
guidelines provide additional clarity for the submission of requests for expan-
ded authorities and helps examiners determine the need and qualifications of
the credit union that has made a request.

ONES maintains a list of all approved expanded authorities and will provide the
list to E&I upon request.
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A. Request Requirements

As described in Appendix B to Part 704 of NCUA rules and regulations, a cor-
porate’s request for an expanded authority waiver must include:

« Corporate self-assessment plan
« Justification supporting the request
« Draft policies and procedures

. Proposed systems and personnel needed to efficiently and effectively
manage the proposed risk activity

A corporate should provide additional information and documentation if it
believes it will enhance its self-assessment plan.

DOS will review incoming requests from individual credit unions for com-
pleteness prior to forwarding them to the field for review.

NSPM content |ast updated July 29, 2015.

B. Request Requirements

As described in Appendix B to Part 704 of NCUA rules and regulations, a cor-
porate credit union’s request for an expanded authority waiver must include:

« Corporate self-assessment plan
« Justification supporting the request
» Draft policies and procedures

« Proposed systems and personnel needed to efficiently and effectively
manage the proposed risk activity

A corporate credit union should provide additional information and doc-
umentation if it believes it will enhance its self-assessment plan.

DOS will review incoming requests from individual credit unions for com-
pleteness prior to forwarding them to the field for review.

NSPM content |ast updated July 29, 2015.

C. Evaluating a Request for Expanded Authority

Examiners and their supervisors are responsible for evaluating the risk posed
by an expanded authority request. During the evaluation, the examiner
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should:
« Review all pertinent documents

« Consult with the assighed capital markets specialist to determine if an
onsite contact is necessary

« Complete the applicable expanded authorities review checklist

« Initiate and send a recommendation memo to approve or deny the
request to the ONES mailbox

NSPM content |ast updated July 29, 2015.

D. Approving a Request for Expanded Authority

Additional review and areas of responsibility beyond those outlined in the Regu-
latory Waivers and other Regulatory Actions section of this manual are

required to approve a corporate’s credit union's participation in expanded
authorities as outlined in the table below.

Part Relating To Approvals Required
ONES director

I NEV volatility
E&I concurrence

II Foreign investments | NCUA Board

ONES director
II1 Derivatives E&I concurrence

OGC concurrence

1AV Participation Loans | ONES director

When applicable, DOS will submit a package of information, including a sum-
mary memorandum, to E&I, OGC, and the NCUA Board for concurrence or
approval.

E&I and OGC will review and analyze the package and make recom-
mendations. Concurrence memos from these offices may include additional
actions or considerations a credit union must address as a condition for
approval.

NSPM content |ast updated July 29, 2015.

Chapter 5. Corporate Credit Union Page 108 of 489


http://publishedguides.ncua.lan/nspm/Pages/Default.htm
http://publishedguides.ncua.lan/nspm/Pages/Default.htm

National Supervision Policy Manual Version 5.0

E. After Approving Corporate Expanded Authority

1. Monitoring

Examiners will ensure the credit union is compliant with the regulations and the
requirements for operating under the approved expanded authority.

During each annual examination, examiners will document compliance with the
regulation and investment authority requirements. Failure to maintain com-
pliance will result in the revocation of the expanded authority.

2. Addressing Violations

If the examiner identifies a violation of the authorized expanded authority dur-
ing a subsequent examination, he or she will document the violation in the
examination report and treat it as a major concern. The examination will
include corrective action including ceasing the activity in violation of the expan-
ded authority, if necessary.

At a minimum, the DOR will direct the credit union to submit a written plan for
resolution to the director. The examiner will evaluate the financial severity or
potential risk and make a determination, in consultation with their supervisor,
whether to recommend revocation of the expanded authority.

NSPM content |ast updated July 29, 2015.

5. Investment Action Plans (IAP)

Sections 704.6(h) and 704.10 of the NCUA rules and regulations state require-
ments for an Investment Action Plan (IAP). NCUA’s expectation is that cor-
porates will maintain the quality of their investment portfolio in accordance
with Part 704 by evaluating securities, their issuers, and any counterparties in
all investment transactions.

Any corporate in possession of an investment, including a derivative, that fails
to meet a requirement of Part 704 must, within 30 calendar days of the failure,
report the failed investment to its board of directors, supervisory committee
and the ONES director. If the corporate does not sell the failed investment, and
the investment continues to fail to meet a requirement of Part 704, the cor-
porate must, within 30 calendar days of the failure, provide the ONES director
a written action plan described in §704.10 of NCUA rules and regulations.
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An investment is subject to the requirements of §704.10 if the following reg-
ulatory requirements of §704.6 have been violated:

« Appropriate monitoring of investment would reasonably lead to the con-
clusion that the investment presents more than a minimal amount of
credit risk, or

« Investmentis part of an asset class or group of investments that exceeds
the issuer, sector, or sub-sector concentration limits of §704.6

For purposes of measurement, each new credit transaction must be evaluated
in terms of the corporate’s capital at the end of the transaction. An investment
that fails a requirement of this section because of subsequent reduction in cap-
ital will be deemed non-conforming. Corporates are required to exercise reas-
onable efforts to bring nonconforming investments into conformity within 90
calendar days. Investments that remain nonconforming for more than 90 cal-
endar days will be deemed to fail a requirement of this section, and the cor-
porate must comply with §704.10.

A corporate with a security that is covered by an IAP is subject to monthly mon-
itoring and reporting requirements.

NSPM content |ast updated July 29, 2015.
A. After Approving an Investment Action Plan

1. Evaluating Investments, Strategy and Policies

Examiners and their supervisors are responsible for evaluating a corporate’s
investment strategy and policies, as well as the specific investments that res-
ulted in the violation of Part 704 and the need for the corporate to file an IAP.
During the evaluation, the examiner should review all pertinent documents,
including both pre- and post-purchase analyses. Examiners, through their
supervisors, should make a recommendation to the director to approve or
deny the investment action plan. Examiners should consult with the assigned
ONES capital markets specialist to ensure appropriate analysis and recom-
mendation.

2. Monitoring

Examiners will monitor monthly to ensure the corporate is compliant with the
regulation and the requirements of any approved IAP. Monitoring will include
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ensuring that the corporate conducts periodic evaluations to determine the
need to continue to hold or sell out of compliance investments.

During each annual examination, examiners will document compliance with the
regulation and approved IAP. Failure of a corporate to maintain compliance
and meeting reporting requests may result in revocation of an approved IAP.

3. Addressing Violations

If during a subsequent examination the examiner identifies a violation of the
approved IAP or additional regulatory violations which were unreported, the
examiner will document the violation in the examination report and treat such
violation as a major concern. The examination will include corrective action
which may include directing the corporate to sell the out of compliance invest-
ments.

At a minimum, the DOR will direct the credit union to submit a written plan for
resolution to the director. The examiner will evaluate the financial severity or
potential risk and make a determination, in consultation with their supervisor,
and the director, whether to recommend revocation of the IAP.

If the examiner and supervisor determine the violation of the investment
authority does not present a heightened material risk to the corporate credit
union and believes the corporate credit union will take appropriate corrective
action through examination agreements, examiners will document the waiver
violation in the Confidential Section, and provide support for the decision not to
recommend revocation.

NSPM content last updated July 29, 2015.
6. Capital Restoration Plans
A. General Responsibilities
1. Field and Office Responsibilities

District examiners are responsible for monitoring compliance with the proper fil-
ing and maintenance of a Capital Restoration Plan, or CRP, under §704.4 of
NCUA rules and regulations. The ONES director has delegated authority in the
management of the CRP and approval process.

Any undercapitalized corporate is required to have in place an NCUA-approved
CRP. An acceptable CRP must specify:
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« Steps the corporate will take to become adequately capitalized

« Levels of capital to be attained during each year in which the plan will be in
effect

« How the corporate will comply with the restrictions or requirements then
in effect under PCA

« Types of levels of activities in which the corporate will engage
2. Division of Supervision Responsibilities

Due to the time sensitivity of CRP packages, DOS should perform a cursory
review of incoming packages for completeness, making sure all the required
information as outlined in §704.4(e)(2) is included.

For a substantially incomplete package, DOS will draft a letter to request
the missing information and return the CRP.

For a complete package, DOS will:

« Prepare and send a work assignment and with the CRP to the examiner
and the supervisor with a required response date at least ten business
days before the ONES director’s response deadline

« Prepare and send a letter to the corporate credit union (provide a date by
which the director will respond consistent with §704.4(e)(4))

NSPM content |last updated July 29, 2015.
B. Processing a Capital Restoration Plan
1. Federal Credit Union CRP

Upon receipt of a substantially complete CRP package from a FCU, the exam-
iner will contact the credit union to obtain any additional documentation neces-
sary for processing.

Examiners and supervisors must analyze the CRP and provide a written recom-
mendation in a Regional Summary. You can also reference the Corporate
Supervisory Instruction 12-01, PCA for Corporate Credit Unions, for additional
information.

Examiners must submit a draft letter that outlines approval or denial of the
CRP to ONES Mail through their supervisor. Employees can modify the Approve
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NWRP/RBP and Deny NWRP/RBP templates for corporate use. If you recom-
mend denying the plan, the letter must list the specific deficiencies in the plan
that warrant denial. ONES DOS should ensure the delivery method of the letter
to the credit union includes a signature.

2. Federally Insured, State-Charted Credit Union CRP

A FISCU will submit its CRP to the ONES director and SSA. The processing pro-
cedures listed for federal credit unions will apply, along with the following
steps:

« Supervisors will coordinate all related issues directly with the SSA

« Unless submitted directly to ONES, supervisors will obtain documentation
of the SSA’s approval or denial

« DOS will courtesy copy the appropriate SSA on all signed correspondence
between the director, DOS, and the FISCU, including any director’s
approval or denial letters

NSPM content |ast updated July 29, 2015.
3. Failure to Submit a Capital Restoration Plan

DOS will monitor credit unions that fail to submit a CRP and contact the super-
visor for a status report if a CRP is not received by the due date.

When any corporate credit union fails to timely file a CRP, the examiner will
draft a Regional Director letter using the Notify CU of Need to Submit
NWRP/RBP template. This letter gives a credit union 15 calendar days from the
receipt of the notice to submit the CRP in accordance with §704.3(3)(1)(i) of
NCUA rules and regulations. The supervisor will submit the Regional Director
letter to ONES Mail within three business days of receipt. FISCUs require SSA
consultation.

Sometimes a corporate credit union may be in the process of
merging or seeking a merger partner. The ONES director can
agree to accept a merger plan in lieu of a CRP. However, the
director’s approval should be subject to the corporate credit
union filing an acceptable merger plan or CRP by a reasonable,
but specific, deadline. If the merging corporate is critically
undercapitalized or undercapitalized, the deadline should be
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set to ensure compliance with §704.4(k)(5)(ii) or §704.4(k)(5)
(iii) of NCUA rules and regulations.

NSPM content |ast updated July 29, 2015.
4. Monitoring a Capital Restoration Plan after Approval

Examiners will monitor each corporate operating with a leverage ratio less
than four percent and provide their supervisor with a monthly update report
(ONES DOS will provide the corporate form (similar to the quarterly PCA track-
ing report) when needed. Examiners will perform onsite supervision contacts
of these credit unions at least quarterly to assess compliance with the PCA and
overall capital stability.

Examiners and their supervisor are responsible for monitoring the level of com-
pliance with the CRP. Examiners should document their compliance review in
the Status Update of each examination or follow-up examination report.

If the examiner determines that the credit union has materially fallen short of
the earnings and leverage ratio goals of the plan, examiners will:

« Instruct the corporate to make adjustments to its financial and oper-
ational strategies to come into compliance with the CRP

« When appropriate, advise the corporate to develop and submit a revised
CRP, or

« Pursue additional supervisory remedies such as administrative action

If the examiner determines that an existing approved plan is no longer
adequate, he or she will send a draft message instructing the credit union to
submit a revised plan (use the Notify CU of Need to Revise or Replace NWRP
memo) to the ONES mailbox through the supervisor. Documentation will
include a comparison of the corporate’s actual performance with its current
CRP. The CRP monitoring form provided by DOS outlines a corporate’s action
plan and monthly targets for the leverage ratio, earnings, assets, etc., and can
be used to document and track the plan’s performance.

Any findings or concerns relating to the NWRP should be cited in the exam-
ination report as appropriate.

NSPM content |ast updated July 29, 2015.
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5. Capital Restoration Plans that are No Longer Needed

Once a corporate with a CRP is effectively classified as “adequately capitalized”
under PCA and financial projections indicate the ability to remain “adequately
capitalized” going forward, it is no longer required to operate under a CRP.

Examiners, with the supervisor’s concurrence, will review the corporate credit
union’s financial and operational condition, confirm the accuracy of the net
worth classification, and draft a memo to the director recommending the CRP
be removed.

« Examiners will include a draft letter advising the credit union of the CRP
end date and the need to continue accumulating retaining earnings as
required by Part 704 (use the Notify CU that NWRP RBP Is No Longer
Required template)

« The memo will include supervision plans, if necessary, for monitoring
PCA compliance (earnings retention) until the credit union becomes
“well capitalized.”

« Supervisor will review the recommendation and draft letter, and forward
it to DOS for processing.

o ONES will issue the letter to credit unions formally acknowledging the CRP
is no longer in effect.

In the case of FISCUs, the supervisor will contact the SSA to discuss the CRP
end date and ongoing supervision plans. The SSA will receive a courtesy copy
of the letter notifying the FISCU the CRP is no longer in effect.

NSPM content last updated July 29, 2015.

6. Invoking a DSA or OCA for a Critically Undercapitalized Credit
Union

ONES field and office staff will follow the guidelines and procedures outlined in
the Prompt Corrective Action section of the NSPM and in §704.4 of NCUA rules
and regulations when invoking discretionary supervisory actions (DSAs) and
other correction actions (OCAs) for a critically undercapitalized credit union.

NSPM content |last updated July 29, 2015.
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7. Corporate Credit Union Service Organizations

In September 2010, the NCUA Board adopted major revisions to the corporate
rule. As part of those revisions, all activities of corporate credit union service
organizations (CUSOs) must be preapproved by NCUA pursuantto §704.11 of
NCUA rules and regulations. Two preapproved activities in §704.11(e) are
brokerage services (as defined in the Securities Exchange Act of 1934) and
investment advisory services (as defined in the Investment Advisers Act of
1940). Approved corporate CUSO activities are presented on NCUA's website.

The Corporate CUSO Activities page on NCUA's website details a corporate’s
responsibilities for complying with §704.11(e), the approval process for
requesting additional corporate CUSO activities, and a list of those additional
activities that are approved for corporate CUSOs, including reporting require-
ments and other restrictions on any corporate CUSO which desires to engage
in those activities

NCUA may occasionally approve additional activities. Once an activity has been
approved, any corporate CUSO may engage in it without further approval from
NCUA.

NSPM content |last updated July 29, 2015.

A. Corporate CUSO Activity Approval Requests

In general, ONES will process requests for approval corporate CUSO activities
using the following procedures.

1. Initial Review

DOS handles preliminary processing of requests for approval of corporate
CUSO activities; however, depending on the specific activity submitted and the
structure of the corporate CUSO (wholly owned versus minority owned), exam-
iners or specialists and their supervisors may be consulted.

After ONES receives a corporate CUSO activity request, DOS will perform a
cursory review to:

« Determine whether the request is complete

« Assess whether they activity is already approved
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« Identify whether consultation with the district examiner or a specialized
examiner is needed

If the corporate CUSO activity request is considered complete, DOS will:

« Prepare an acknowledgement letter and send it to the corporate or CUSO
using the preferred expedited mail delivery service

« Review the request to determine whether it falls under an existing
approved corporate CUSO activity.
« Ifthe requestis for an activity that NCUA has approved for all cor-
porate CUSOs, DOS will prepare an approval letter.

« Ifthe requestis for an activity that has not been approved by NCUA,
DOS will determine if the request meets criteria specified in §704.11
of NCUA rules and regulations and evaluate the risks associated with
the activity. If necessary, DOS will consult with the district examiner,
specialized examiner, E&I, or Office of General Counsel. For field con-
sultation, the supervision technician will prepare and send a work
assignment to the field that includes the credit union’s request, applic-
ation package, supporting documentation, and request a recom-
mendation for approval or denial.

If the corporate CUSO activity request is considered incomplete, DOS will:

« Prepare anincomplete/denial letter and send it to the credit union or
CUSO using the preferred expedited mail delivery

« Ensure the letter lists the additional information the credit union or CUSO
must submit if it would like the request to be considered

« Copy the examiner and supervisor on the letter
2. Field Staff Review

Examiners and/or specialists should review all pertinent documents with their
supervisor to evaluate whether the requested activity is appropriate and aligns
with the corporate credit union’s business plan, whether the CUSO is currently
profitable, and determine if the CUSO has the resources to remain profitable
oh an ongoing basis. The scope and depth of the examiner’s review will be
scaled according to the materiality of the CUSO activity request.

After review, examiners will:
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« Determine if additional information is needed (if additional information is
required, examiners will informally contact the credit union or CUSO to
obtain the missing information)

. If the activity approval request is considered complete, the examiner will
complete a memo to include an approval or denial recommendation

Supervisors will review the information, provide supporting reasons for con-
currence or non-concurrence, and forward the package to the ONES mailbox.

3. Processing

The delegated authority for approving corporate CUSO activities requires con-
currence from E&I and OGC. Upon receipt of the field’s recommendation, DOS
will review and analyze the recommendation for appropriate support and jus-
tification. Upon concurrence, DOS will endorse the recommendation, provide
additional support and justification as needed, and prepare a concurrence
request package for the director’s review and approval.

Once E&I and OGC concurrence are received, DOS will prepare the proposed
approval letter and forward it to the director for signature. DOS will mail the
sighed letter to the credit union using the preferred expedited mail delivery ser-
vice. DOS will then notify the NCUA webmaster to update the Approved Cor-
porate CUSO Activities webpage.

If DOS and/or the director do not agree with the field’s recommendation to
approve or deny a CUSO activity request, the supervisor will be notified of the
reasons. The field will be given the opportunity to provide additional support or
justification and revise their recommendation memo.

NSPM content |last updated July 29, 2015.

B. Monitoring Corporate CUSOs

DOS will maintain a list of corporate CUSOs, approved CUSO activities, and
monitor receipt of required quarterly reports as specified on the NCUA website
and in the corporate CUSO activity approval letter. The list of corporate CUSOs
will be verified with district examiners each quarter to identify changes.

During a CUSO review, examiners will ensure that a CUSO engages only in
approved activities. Examiners may consider activities of wholly-owned CUSOs
during the corporate’s annual examination if the activities are included in the
examination scope. Examiners are also responsible for validating the cor-
porate CUSOs listed on the CUSO log each quarter.
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8. Prompt Corrective Action

Prompt Corrective Action (PCA) for corporates is designed to restore and
improve the capital of FCU and FISCU corporates. The principal purpose of
§704.4 of NCUA rules and regulations is to define the capital measures and cap-
ital levels that are used to determine appropriate supervisory actions for a cor-
porate that is not adequately capitalized. The relevant PCA capital measures
for corporates are:

« Leverage ratio
« Tier 1 risk-based capital (RBC) ratio
« Total RBC ratio

When a corporate is subject to PCA, the district examiner will monitor com-
pliance to all applicable provisions of PCA contained in §704.4. This section of
the NSPM establishes policy and guidelines for corporates that NCUA staff will
follow when completing PCA-related work assignments and examination or
supervision of PCA-related issues.

NSPM content last updated July 29, 2015.

A. Category Classifications

Examiners need to consider if a credit union meets any applicable risk based
requirements for PCA classification. Examiners will determine the effective
date and PCA classification as defined under §704.4(d) of NCUA rules and reg-
ulations and ensure that assigned corporate credit unions comply with all
requirements of §704.4.

Itis important to note that a credit union may meet one or two of the well cap-
italized elements in the table on the following page but end up in the
“Adequately capitalized” category because other elements are below the “well
capitalized” thresholds.

Capital Category Classification for |Leverage Tier 1 ok
. . . RBC RBC
Corporate Credit Unions Ratio . .

Ratio Ratio

s 5% or 6% or 10% or
Well capitalized higher higher higher
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Capital Category Classification for |Leverage Tier 1 ok
. . . RBC RBC
Corporate Credit Unions Ratio . .
Ratio Ratio
s 4% to 4% to 8% to
Adequately capitalized 4.99%  [5.99%  |9.99%
Undercapitalized Lessthan |Lessthan |Lessthan
P 4% 4% 8%
. s Lessthan |Lessthan |Lessthan
Significantly undercapitalized 304 304 6%
o o Lessthan |Lessthan |Lessthan
Critically undercapitalized 20 20 4%

B. Effective Date of Classification

At its discretion, ONES may provide the examiner with documentation to
determine the effective date of classification and/or if a credit union is newly
chartered. Itisincumbent on the examiner to be familiar with his or her district

information.

In general, the effective date of the capital classification is the most recent of:

« The last day of the previous calendar month ( determined by the 5310 Call
Report filing and the most typical effective date)

« Afinal NCUA report of examination delivered to the corporate

« Date corporate received written notice from NCUA (or, if state-chartered,
the appropriate SSA) that its capital category has changed as provided in
8§704.4(c)(2) or §704.4(d)(3) of NCUA rules and regulations

« A decline in capital category due to a correction of an error or mis-
statement in the credit union’s most recent Call Report

« Areclassification to a lower capital category on safety and soundness

grounds

NSPM content |ast updated July 29, 2015.

C. Reclassification Based on Correction

The effective date of an examination or supervision contact-based correction
to a capital category will vary depending on whether the corporate is federally
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chartered or state-chartered:
1. For a Federal Credit Union

If the contact involves a report upload (such as an examination or follow-up
examination), the effective date is the date the officials receive the final
report. If the contact does not involve a report upload, the effective date will
be the date the credit union receives the notification letter.

2. For a Federally Insured State-Chartered Credit Union

Consult and work cooperatively with the appropriate SSA official before cor-
recting a FISCU'’s capital category. NCUA examiners will promptly notify the
appropriate SSA of the agency’s decision to correct a capital category. The
date will depend on whether it was an independent or joint examination.

Activity Type Classification Effective Date

Independent examination completed by

SSA
Date SSA releases its official
Joint examination in which NCUA EIC is examination report

aware the SSA will be providing a timely
examination report to the FISCU

Follow procedure used for FCUs
Joint examination in which SSA may not (through a notification letter)
release its examination report for several

months « Give the SSA an oppor-

tunity to review the draft
notification letter before

. _ itisissued
Independent insurance review completed
by NCUA « Copy the SSA on the final
letter

NSPM content |ast updated July 29, 2015.

D. Lowering a Classification

If an examiner recommends lowering a corporate’s capital category to any-
thing lower than “well capitalized” based on an examination or supervision con-
tact, he or she must:
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« Obtain supervisor concurrence for lowering the category
« Note the agreement in the Confidential Section of the report
« Document the corrected capital category in the Examination Overview

If the examination or the supervision contact reduces the capital classification
to a lower category and a report is not issued to the corporate, the examiner
will prepare a draft letter to formally notify credit union officials of the cor-
rected capital category and the required PCA action(s). This should be rare.

Findings resulting in the lowering of a corporate’s capital category would be sig-
nificant in most circumstances, warranting an examination report to the cor-
porate’s officials for the administrative record. Modify the Net Worth Category
Reclassification samples for use with a corporate credit union. Examiners
should forward the draft letter to the ONES mailbox for processing through
their supervisor.

NSPM content last updated July 29, 2015.
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Chapter 6. CUSO Registry

In November of 2013, NCUA issued a final rule affecting the relationship
between credit unions and credit union service organizations (CUSQOs). The
board subsequently issued changes to corporate credit union rules to require
the same reporting for CUSOs that have a loan or investment from a corporate
credit union.

Parts 712 and 741 of NCUA rules and regulations apply to all federally insured
credit unions that have an investmentin, or loan to, a CUSO. The final rule
requires CUSOs to agree, in writing, to provide information to NCUA on an
annual basis.

NCUA established the online CUSO Registry as the official reporting tool for
CUSOs, which will report year-end information to the agency through the
registry during an annual registration period. The goal of the CUSO Registry is
to obtain accurate information about CUSOs in order to effectively evaluate
potential financial and operational risk to credit unions. This information also
helps NCUA identify inter-relationships between credit unions and the CUSOs in
which they invest, lend, and do business. As a result, it is imperative that
information contained the registry is accurate.

NSPM content last updated September 12, 2016.
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1. Field Staff and Regional Office Responsibilities

Field staff will document the review of CUSO information in the AIRES scope
workbook and in the AIRES CUSO internal control questionnaire. Specifically,
field staff will:

1. Answer questions 1 through 7(a) in the AIRES CUSO internal control ques-
tionnaire.

2. Determine if the credit union/CUSO relationships reported in the
CUSO Registry are materially accurate. If registration is not current or if
there is materially inaccurate information in the registry:

a. If the credit union is the whole or majority owner of the
CUSO, the examiner should attempt to resolve any CUSO reporting
issues/concerns through the credit union. If the credit union/CUSO
does not resolve the issue, the examiner will refer the issue to the
regional office using the CUSO Registry Reporting Concern form.
The regional office will then use the appropriate template to send a
letter to the credit union, CUSO, and any other credit union investors
or lenders of record. The letter will advise credit unions that investin
or lend to the CUSO to immediately stop making additional invest-
ments in or loans to the CUSO until the registration record is cor-
rected.

b. For CUSOs with multiple owners, the examiner should notify the
regional office of any CUSO reporting issues/concerns immediately
using the CUSO Registry Reporting Concern form. The regional office
will use the appropriate template to contact the CUSO and any credit
union investors/lenders of record as soon as possible. The letter will
request that the CUSO resolve the reporting issue within 30 calendar
days from the initial date of contact.

If the CUSO does not resolve the issue, the regional office will use
the CUSO Registry Examination Follow-Up template to send a letter
to the CUSO and any other credit union investors or lenders of
record. The letter will advise credit unions that invest in or lend to the
CUSO to immediately stop making additional investments in or loans
to the CUSO until the registration record is corrected.

3. Document the completion of each scope step in the compliance section of
the scope workbook. Indicate if any issues were discovered, and doc-
ument the status of resolution.
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If an examiner finds that a credit union made a new loan to or
investmentin a CUSO during a period when the CUSO was not
properly registered, this should be reported as an Examiner
Finding in the credit union’s Exam Report.

If an examiner finds that a CUSO is in breach of its contract
with respect to registering, the examiner will note this as an
Examiner Finding in the credit union’s exam report with a
reminder that the credit union may not make any new loans to
or investments with the CUSO until it comes into compliance. If
the issue is corrected during the course of the examination, the
examiner should note this in the Examiner Findings.

Serious or significant recurring issues should be discussed with your supervisor
and may warrant a Document of Resolution or Regional Director Letter. Any
recommended enforcement action beyond a DOR or RDL should include con-
sultation with the Office of General Counsel.

2. Additional Regional Office Responsibilities
Regional offices will:

o Process CUSO Registry Reporting Concern forms submitted by field staff.

« Notify E&I of any CUSO that fails to comply with reporting requirements.

« Coordinate with other regional offices when sending letters to
investor/lender credit unions in other regions.

NSPM content |ast updated September 12, 2016.

3. Templates

« CUSO Registry Reporting Concern Form
o CUSO Registry Examination Follow-Up Letter

NSPM content |ast updated September 12, 2016.
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Template: CUSO Registry Reporting Concern

CUSO Registry Reporting Concern

Credit Union Name

O Investor
Type of CUSO Relationship (check all that

O Lender
apply)

O Customer

NCUA Charter/Insurance Number
CUSO Name!

NCUA’s Registry Number for the CUSO, if
available?

CUSO Contact Information

e Name of CUSO CEO or credit
union’s primary point of contact at
CUsO

e Mailing address, if available

e Email address, if available

e Phone number of CUSO CEO or
primary point of contact, if
available

1 No current registration

Reporting concern O Materially inaccurate registration
information

Description of reporting concern®

11f the CUSO is in NCUA’s CUSO Registry, use the name reported in the registry. If the CUSO is not in the registry,
use the CUSO name as reported by the credit union.

2 NCUA assigns a number to each CUSO that begins with “111-.” Numbers that begin with “TT-” indicate that the
CUSO has not been reported through CU Online nor validated as a CUSO. Contact your regional office for more
information about these reporters.

3 Examiners should provide a description that is specific enough that office staff can understand and accurately
describe the issue in any communications with the CUSO and/or credit unions.


https://cusoregistry.ncua.gov/

Template: CUSO Registry Examination Follow-Up for
Multiple-Owned CUSOs (30-Day Deadline)

NOTE: Print on NCUA letterhead
Date

CEO Name
CUSO Name
Address

City, State Zip

Dear [CEO Name]:

During a contact at [CU name], our staff noted that [CUSO name] did not complete its
registration with NCUA through the CUSO Reqistry as required by NCUA rules and
regulations.* [Originating office should provide any relevant details about the lack of
registration.]

It is important that [CUSO name] regsister by [DATE (30 days from date of initial
contact)]. A continued delay in registering will jeopardize the permissibility of future
investments in and/or loans to [CUSO name] by federally insured credit unions.

--OR--
During a contact at [CU name], our staff noted that [CUSO name]’s CUSO Regqistry record is

materially inaccurate with regard to [Originating office should provide any relevant details about
innacurate information].

It is important that [CUSO name] regsister (or correct its registration record) by [DATE
(30 days from date of initial contact)]. Continued delay in filing will jeopardize the
permissibility of future investments in and/or loans to [CUSO name] by federally insured credit
unions.

If you have questions about this message or believe you are not required to register, please
contact this office before DATE at xxx-xxx-xxxx or [NAME@ncua.gov].

Regards,

[Name]
NCUA Regional Director

1 See 12 CFR Part 712, Credit Union Service Organizations, and 12 CFR Part 741, Requirements for Insurance; for
a complete discussion, see 78 Fed. Reg. 72537 (Dec. 3, 2013). For more information about the CUSO rule, see
NCUA Letter to Credit Unions 13-CU-13, Changes to NCUA Requlations related to Credit Union Service
Organizations, issued in November 2013, and 14-CU-07, Contractual Agreements with Credit Union Servicing
Organizations, issued in June 2014,
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Region/[WRITER’S INITIALS]
SSIC XXXX

CC: E&I
SSA (when applicable)
CEO of All Credit Union Investors/Lenders of Record
SE
EX



Template: CUSO Registry Regional Director Letter to

Credit Union Owners or Lenders
NOTE: Print on NCUA letterhead
Date

Mr. John Doe

Board Chairperson

ABC Federal Credit Union
Address

City, State Zip

Dear Mr. Doe:

Our records indicate that [CU name] has made an investment in or loan to [CUSO name]. NCUA
rules and regulations require CUSOs that receive loans or investments from federally insured
credit unions to file annual reports with NCUA through the CUSO Registry.l1 I’'m sending this
letter to make you aware that [Originating office fill in issues/concerns. If a 30-day letter was
previously sent to the CUSO without sufficient response, the originating office will also make
reference to that letter].

As a result of [CUSO name]’s registration status, [CU name] must immediately stop
making additional investments in or loans to the CUSO. NCUA will consider investments in
or loans to [CUSO name] that take place while the CUSO is not actively registered
impermissible. Once [CUSO name] completes the required registration, [CU name] can resume
making investments in or loans to the organization, subject to the regulatory limit.

--OR—

As a result of [CUSO name]’s registration status, [CU name] must immediately stop
making additional investments in or loans to the CUSO. NCUA will consider investments in
or loans to [CUSO name] that take place while the CUSO’s record is not materially accurate
impermissible. Once [CUSO name] corrects its registration record, [CU name] can resume
making investments in or loans to the organization, subject to the regulatory limit.

If you have questions about this message, please contact this office at XXX-XXX-XXXX or
[NAME@ncua.gov].

Regards,

[Name]

1 See 12 CFR Part 712, Credit Union Service Organizations, and 12 CFR Part 741, Requirements for Insurance; for
a complete discussion, see 78 Fed. Reg. 72537 (Dec. 3, 2013). For more information about the CUSO rule, see
NCUA Letter to Credit Unions 13-CU-13, Changes to NCUA Requlations related to Credit Union Service
Organizations, issued in November 2013, and 14-CU-07, Contractual Agreements with Credit Union Servicing
Organizations, issued in June 2014,
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Region/[WRITER’S INITIALS]
SSIC XXXX

CC:

E&I

SSA (when applicable)
Credit Union CEO
CUSO CEO

SE

EX

NCUA Regional Director
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Chapter 7. CUSO Reviews

A credit union servicing organization, or CUSO, is an organization that is owned
wholly, orin part, by one or more credit unions in order to provide services to
credit unions, credit union members, or both. Part 712 of NCUA rules and reg-
ulations establishes requirements for CUSOs; these include limits on the
amount of investments in or loans to a CUSO that an FCU can make. Certain
sections of Part 712 apply to FISCUs.

Section 712.3(d)(3) of NCUA rules and regulations requires both FCUs and
FISCUs to have a written agreement with their CUSO that requires the CUSO to
provide NCUA with complete access to any books and records and allow NCUA
to review internal controls as deemed necessary. This allows NCUA's review of
CUSO operations.

NCUA does not have direct regulatory authority over CUSOs. However, NCUA
and SSAs (under state statutes) periodically perform independent or joint
reviews of CUSOs to ensure they comply with statutory and regulatory require-
ments, including those in Part 712. These reviews are also designed to ensure
that CUSOs use sound business practices and to determine if the CUSO is in
compliance with statutory and regulatory requirements for the products and
services they provide.

This section of the NSPM outlines procedures for conducting independent
reviews of CUSOs that may pose systemic risk to credit unions. It also explains
how risks in CUSOs will be identified; the process by which independent CUSO
reviews will be planned, scheduled, and staffed; and describes how CUSO
review reports will be developed, distributed, and maintained.

This section does not address procedures for examiners who perform a CUSO
review as part of the normal credit union examination process. Examiners con-
ducting such a review should refer to review procedures outlined in the NSPM
and in the CUSO internal control questionnaire contained in AIRES Ques-
tions.xIs.

NSPM content |ast updated September 12, 2016.
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1. General Responsibilities Regarding CUSOs
A. E&l

E&I will monitor the national status and trends of CUSOs through data avail-
able from the CUSO Registry. E&I will use this information, along with CUSO
reviews, to evaluate risk mitigation and control and to identify weaknesses in
overall CUSO supervision processes. E&I will maintain a SharePoint database
of CUSO reviews along with the planned CUSO review list for the current year.

E&I will also distribute NCUA authored CUSO reviews to SSAs that did not oth-
erwise receive a copy of the final report from the regions.

B. Regional Office

Yearly, regions will solicit CUSO recommendations from NCUA staff and each
SSA in the region. During the annual resource budgeting process, ARDPs will
collectively determine which CUSOs will receive on-site CUSO reviews based on
SSA and field staff recommendations, a CUSO’s overall risk profile (identified
through CUSO Registry information), and the availability of staff resources.

DOS staff are responsible for:

« Coordinating report actions with the examiner-in-charge, supervisor,
SSAs, and CUSO officials

« Coordinating report responses with the CUSO, SSAs, and the EIC

« Finalizing and distributing draft and final reports to internal (regional, cent-
ral offices, E&I) and external (CUSO, SSA, credit union owners/investors)
recipients

C.SE and DSA

SEs and DSAs will coordinate with examiners, specialists, and PCOs to identify
CUSOs whose operations may pose potential risk and will recommend an inde-
pendent CUSO review to regional management. SEs and DSAs are responsible
for reviewing the yearly CUSO review recommendations provided by staff. If
SEs or DSAs are presented with a case from staff that warrants more imme-
diate attention, they willimmediately notify the regional DOS director, ARDP,
and ARDO.
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D. Field Staff

Field examiners, specialists, and PCOs are responsible for identifying potential
risks associated with CUSOs based on information gathered during NCUA
onsite contacts, examinations, and insurance reviews.

If an examiner, specialist, or PCO believes a CUSO poses significant risk to
credit unions, he or she will recommend it for independent review through their
supervisor. A CUSO may pose a significant risk to credit unions through its oper-
ations or the products and services it provides. It may also pose a risk to the
credit unions that have an ownership in or loan to the CUSO if not financially
stable.

Recommending a CUSO for independent review is done annually through the
referral and selection process discussed in the Selecting CUSOs for Review sec-
tion of the NSPM. If field staff determine the risks are pervasive or serious
enough to warrant consideration for scheduling a review outside the annual
process, they will make a recommendation to their supervisor immediately.

NSPM content |last updated December 30, 2016.

2. Selecting, Scheduling, and Resourcing
CUSO Reviews

Regions will solicit recommendations for CUSO reviews from the field annually.
Recommendations should come from examiners, specialists, and PCOs
(through their supervisors). The region will also solicit recommendations for
CUSO reviews from each SSA in the region and will review CUSO Registry
reports to identify CUSOs with any wide-ranging regional or national impact.

During the annual resource budgeting meeting, ARPDs will review and discuss
CUSOs presenting potential risk to credit unions and identify:

« CUSOs requiring cross-regional coordination and staffing, including identi-
fying the region that will be primarily responsible for scheduling and staff-
ing the review as well as any specialized resources necessary

« CUSOs that will receive reviews staffed and coordinated within the region,
including identifying the supervisor (SE or DSA) responsible for scheduling
and staffing the review

The final selection of CUSOs for each of the review categories above will be
based on potential or emerging risks resulting from the services the CUSO
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provides, the CUSO’s geographical footprint, and the systemic risk the CUSQO’s
operation may pose to credit unions regionally or nationwide.

On a quarterly basis, regions will provide the following information in the
quarterly workload memo to E&I:

. Changes (additions or deletions) to the list of CUSOs scheduled for a
review

« Anticipated dates for completion of CUSO reviews for the upcoming
quarter

NSPM content |ast updated December 30, 2016.

3. Scope of Review

NCUA staff conducting CUSO reviews should use the CUSO review scope work-
book outlined in NCUA Bulletin 5060B, issued August 9, 2016. The CUSO review
scope workbook includes CUSO review steps common to all CUSOs regardless
of service type. These review steps are, in large part, based on requirements
outlined in Part 712 of NCUA rules and regulations.

Regional supervisors responsible for a CUSO review may request
expertise outside of their group. This may be an opportunity to bring in
SMEs or other specialized resources available in the region such as regional
lending specialists, RISOs, or others.

The CUSO review scope workbook also provides specific review scope steps
based on the products or services provided by the CUSO (for example, MBL,
mortgage loan origination, IS&T, investment services, etc.). While the scope
workbook is intended to provide more consistency during CUSO reviews, the
examiner-in-charge has the flexibility to customize the scope as needed. Not
all scope steps outlined in the workbook are required; each scope should be
commensurate with the size and complexity of the CUSO being reviewed.

The EIC should generally design the review to determine regulatory com-
pliance, assess the risk to investing or lending credit unions, and assess poten-
tial risks to credit unions that use the CUSO’s products or services. Examiners
can also consult the CUSO section of the Examiner's Guide for more inform-
ation regarding the risks CUSOs can pose to credit unions.
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As part of the scheduling process, the examiner will send the CUSO a pre-
review letter that outlines goals, staff, timelines, etc. approximately 30 days
before the start of a review.

Some issues identified during a CUSO review may need to be addressed dir-
ectly with individual credit unions that invest in or lend to the CUSO. For
example, if a federal credit union is over the statutory limit for investments
in or loans to the CUSO, or if a credit union does not have written agreement
with the CUSO as required by regulation, the issue should be addressed dir-
ectly with the credit union. When reviewing finalized CUSO reports, DOS will
bring all such concerns to the attention of the SE and to the assighed exam-
iner of the credit union(s) thatinvestin or lend to the CUSO.

NSPM content last updated December 30, 2016.

4. CUSO Review Report and Work Papers

A CUSO review report must include six specific sections (if applicable to the
CUSO):

. Cover page
« Review summary
« Review findings and recommended corrective actions (when applicable)

Loan exceptions (if applicable)

Management response

« Confidential Section (notincluded in draft or final report provided to CUSO
officials)

The RIC will format these required sections using the CUSO review report tem-
plate.

The report must include the following information, which the RIC can provide in
any of the six sections listed above:

o CUSO’s background information

« List of CUSO officials/senior management (including individual back-
grounds)

o CUSO’s organizational chart
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« List of credit unions that investin, loan to, or are affected by the CUSO,
and the level of involvement for each credit union listed

« Scope of review (see chapter 25 of the Examiner's Guide)

« List of services offered by the CUSO

« CUSO’s financial data and trends (the RIC can use the embedded CUSO
FINANCIAL TEMPLATE.xIsx worksheet to incorporate information and
trends into the report at his or her discretion)

The RIC has flexibility in developing the overall content of the CUSO report,
and may include additional documents in the report as attachments or appen-
dices. Additional documents should be formatted consistently with the CUSO
review report template.

Upon completion of a review, the RIC will send a complete CUSO review pack-
age to the regional DOS. At a minimum, the package will include:

o CUSO review report (including any attachments and appendixes)

« Confidential Section

An AIRES file will not be uploaded for independent CUSO
reviews.

NSPM content |last updated July 29, 2015.

5. Distributing a Draft Review Report

The RIC will forward the draft review report to their supervisor (SE or DSA) for
initial review. Upon review and approval, the supervisor will forward the draft
report to DOS mail; DOS will log the item and review it within 14 days. The
responsible DOS analyst, working with the RIC and the RIC’s supervisor, will
review, edit, and clarify the report as necessary.

Once the draft report has been reviewed by DOS and agreed-upon changes
have been made, the DOS analyst will mark the report “"Draft” and send it to
any SSA that participated in the on-site review. The DOS analyst will not
provide the draft report for comment to any SSA that did not participate in the
review.
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The DOS analyst will use the Draft Report Cover Letter to SSA template to
develop a draft report transmittal letter to the SSA. The letter establishesa 15
day response date, and indicates that NCUA will assume the SSA accepts draft
report content as provided if a response is not provided within 15 days. The
DOS analyst working with the RIC will revise the draft report based on any SSA
responses provided.

Once SSA comments are received and incorporated into the draft report by
DOS (or if no SSA participated in the review), the DOS analyst will send a copy
of the draft report to CUSO management. The DOS analyst will use the Draft
Report Cover Letter to CUSO template to create a transmittal letter for the
draft report. This letter will request CUSO management provide comments
regarding review content and responses to all findings and recommended cor-
rective actions within 15 days of receipt.

A. Management Response

DOS analysts will forward a copy of any CUSO management responses to the
draft report on to the EIC. The EIC will review the responses within ten days of
receipt to determine if they are sufficient to address all concerns. The EIC,
DOS analyst, and SSA staff (if applicable) will coordinate with CUSO man-
agement regarding the responses as necessary.

If a CUSO is unable or unwilling to respond to NCUA, the agency will issue
the report and include an indication that the CUSO did not provide a
response. The EIC will work with CUSO management to a reasonable extent
to ensure the sufficiency of management’s response. If no agreement can
be reached, the finalization and distribution of the report will be handled on
a case-by-case basis in consultation with regional management.

Once the EIC and DOS analyst agree on the adequacy of management’s
responses, the DOS analyst willadd management’s responses to the appro-
priate response section of the CUSO Review Report. Once the final report has
been updated with management responses, the DOS analyst will provide a
copy to the EIC and coordinate with the EIC to determine whether a man-
agement conference will be held with CUSO officials.

NSPM content last updated December 30, 2016.

Chapter 7. CUSO Reviews Page 137 of 489


http://publishedguides.ncua.lan/nspm/Pages/Default.htm

National Supervision Policy Manual Version 5.0

6. Distributing a Final Review Report

After the DOS analyst inputs management responses into the final report, he
or she will finalize the report and distribute it as outlined below:

Cover Letter Recipient
Draft Report
Cover Letter to CUSO officials
CUsO
Final Report
Cover Letter to Credit union officials of each federally insured credit union
Investors and that invests in or loans to the CUSO
Lenders
Draft Report SSAs that regulate credit unions which use products or ser-
Cover Letter to vices provided by the CUSO (Obtain the list of affected
SSA SSAs from information in the CUSO Registry.)
Regional SEs, DSAs and DEs, ARDO, ARDP, and DOS dir-
N/A
ector
E&I (for distribution to SSAs who did not receive the
N/A . .
report directly from the regions)

Regions will send the report to _E&I mail (EIMail@ncua.gov) and identify which
SSAs have already received a copy of the final report. Regions will also identify
other SSAs outside their geographical boundries who need to receive a copy:
E&I will send copies of the CUSO report to these SSAs per signed information
sharing agreements.

Certain reports may be issued jointly with or through the SSA
which will necessitate alteration of these processes and nego-
tiation with the particular SSA. Template letters may need to

be amended to include the SSA’s logo, signature, and related
information as appropriate.

NSPM content |ast updated December 30, 2016.
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7. Management Conference

Once DOS has distributed the final report, the RIC or supervisor may schedule
a management conference with CUSO officials. This conference is hot man-
datory; the decision to hold such a meeting should be based on the level of con-
cern identified during the review. If scheduled, this conference will be held
within 30 days of issuing the final report to the CUSO.

Depending on the severity of the issues and the response of the CUSQO’s man-
agement team, the EIC may need to schedule a conference with CUSO offi-
cials prior to the distribution of the report to discuss proper corrective action.
The EIC should discuss this option with, and get concurrence from, their
supervisor prior to scheduling.

Even if the SSA is not involved with the review, DOS should extend an invitation
to the appropriate SSA to attend the management conference (if scheduled)
with CUSO officials. This should only occur when the CUSO has state-chartered
credit unions that invest in or loan to the CUSO, or are provided products and
services by the CUSO. In these cases, DOS should provide a copy of the final
review report to the SSA at least three business days before the scheduled
meeting to allow the SSA sufficient time to review the final report.

If a conference is held, the RIC will review report content, discuss all material
concerns, and obtain formal agreement on the responses provided by CUSO
management. This conference will normally be held with the CUSO board of
managers and/or key management depending on the severity of the issues
noted during the review. The SSA will be offered the opportunity to attend the
conference meeting as applicable. The RIC should include commitments
regarding conference results in the Confidential Section of the report.

After the management conference (if one is held) or the final report is issued
by DOS, the RIC will compile a final CUSO review package that includes all
related and required review items (e.g. final report, Confidential Section, etc.).
The RIC will upload a complete CUSO review package to DOS within five days
of the management conference or, if no conference is held, within five days of
issuing the final report to CUSO officials.

NSPM content |ast updated December 30, 2016.
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8. CUSO Follow-Up Reviews

CUSO follow-up reviews can be conducted when directed by the SE, the DSA
director or other senior NCUA officials. The EIC conducting the follow up con-
tact will use their discretion in developing both the content and the format of
the follow-up review report. However, at a minimum, the follow-up review
report will address action taken by the CUSO officials on the recommended cor-
rective actions outlined in the original CUSO review report.

Once the draft follow-up reportis finalized; the EIC will forward a copy of the
report to their supervisor for initial review. Upon review and approval, the
supervisor will forward the draft follow-up report to DOS mail. DOS will log the
item and review it within 14 days. The responsible DOS analyst, working with
the EIC and the EIC’s supervisor, will review, edit, and clarify the report as
necessary.

Once the follow-up reportis finalized, DOS will distribute the review follow-up
report in accordance with distribution procedures outlined in the NSPM and
ensure upload of the final follow-up review report in accordance with the pro-
cedures outlined in the NSPM.

NSPM content |ast updated December 30, 2016.

9. CUSO Review Report Maintenance

E&I will maintain a CUSO SharePoint site which will serve as the central repos-
itory for all agency CUSO reviews. E&I will organize CUSO reviews by EIN num-
bers, and will identify CUSOs by name for ease of reference.

Once regional DOS has distributed the final CUSO review report, DOS staff will
upload a compressed file (zip file) of the review to the CUSO SharePoint site
and send an email to _E&I Mail and to all other regional DOS mailboxes to alert
them to the upload.

To ensure consistency, regional DOS will:

« Zip all CUSO review files so that only one file for each separate CUSO
review is uploaded to the system

« Name the zip file as follows: YYYYMM_EIN, where ‘YYYYMM'is the effect-
ive date (e.g., a CUSO with an EIN of 987654 and an examination effect-
ive date of June 30, 2014 would be named 201406_987654.zip)
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Itis imperative that EINs are accurate, since the EIN is the primary identifier
for the CUSO. DOS will upload the zip file to the appropriate EIN folder or cre-
ate a new folder using the CUSO EIN if one does not already exist. For
example, a CUSO with an EIN of 987654 would have a folder identified as
987654 (with no other characters in the name). All CUSO reviews will be
housed in a folder using the EIN.

E&I DOS staff willamend the master EIN/CUSO list if necessary and ensure
appropriate links are maintained to actual CUSO files within seven days of
receiving notification of an upload.

NSPM content |ast updated July 29, 2015.

10. State Supervisory Authorities & CUSO Reviews

CUSO reviews may be performed jointly with an SSA or independently by an
SSA. For joint reviews, the agency that initiates the review is typically in charge
of the review.

SSAs may conduct CUSO reviews and issue CUSO review reports inde-
pendently, and may provide a copy of the review report directly to NCUA
regional offices.

For independent SSA CUSO review reports, a DOS analyst will prepare a sum-
mary of the report outlining areas of concern and any conclusions based on the
report. The depth and breadth of this review will depend on the nature of the
CUSO.

DOS will route their review comments and a copy of the SSA report to the DOS
director, Regional Director, ARDO, and the ARDP for comments. The DOS ana-
lyst will ensure the review report and comments are posted to the CUSO
SharePoint site in the same manner as a review completed by NCUA within 30
days of receipt. In addition the DOS analyst will provide a copy of the final SSA
report and summary to regional SEs and DSAs.

NSPM content |ast updated July 29, 2015.

11. Templates
« CUSO Pre-Review Letter
« CUSO Financial Spreadsheet
o CUSO Review Report
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« Draft Report Cover Letter to CUSO

« Draft Report Cover Letter to SSA

« Final Report Cover Letter to CUSO

« Final Report Cover Letter to Investors and Lenders

« Final Report Cover Letter to SSA

NSPM content |ast updated December 30, 2016.

Chapter 7. CUSO Reviews Page 142 of 489


http://publishedguides.ncua.lan/nspm/Pages/Default.htm

Template: CUSO Pre-Review Letter

NOTE: Print on NCUA letterhead
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Chapter 8. Derivatives Authority

NCUA rules and regulations Part 703, Subpart B allows federal credit unions to
enter into certain derivatives transactions exclusively for the purpose of redu-
cing interest rate risk. Section 741.219(b) requires federally insured, state-
chartered credit unions to notify NCUA 30 days before engaging in derivatives
transactions or planning for additional transactions, if already approved to use
derivatives.

The standards in this section ensure NCUA maintains consistent documentation
for the administrative record. The following templates related to derivatives
are provided in this section:

« Derivatives Information Administration Log (DIAL)

« Acknowledge Interim Application for Derivatives Authority

« Acknowledge Notification of Readiness (Final Application for Derivatives

Authority)

« Respond to Incomplete Application for Derivatives Authority

« Derivatives Authority Qualitative Review Checklist

« Approve Derivatives Authority (Interim)

« Approve Derivatives Authority (Final)

« Deny Application for Derivatives Authority

« NCUA Notification of FISCU Derivatives Activity (FISCUs only)

« Acknowledge Appeal

« Deny Appeal

NSPM content last updated July 29, 2015.

1. Roles and Responsibilities

To ensure the quality and consistency of the agency’s approval of derivative
applications, NCUA staff will perform the responsibilities outlined in this section
with regard to the standards established in the NSPM. Staff will maintain admin-
istrative records and documents related to applications and notifications for all
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Derivatives Information Administration Log (DIAL), which is maintained on
SharePoint.

« Field office responsibilities

« E&I responsibilities

« Review panel responsibilities

« Field office director responsibilities

NSPM content |ast updated July 29, 2015.

A. E&I Responsibilities

« Assign a senior capital markets specialist (SCMS) to the review panel for
each derivatives application from a federal credit union

« Monitor periodic reports to review trends and issues related to derivatives

« Track regional and national trends for consistency and to support the
development of future policy

NSPM content last updated July 29, 2015.

B. Field Office Responsibilities

« Ensure credit union applications are processed in accordance with the pro-
visions set forth in the NSPM

« Update and maintain the Derivatives Information Administration Log
(DIAL) using the standards set forth in this section, to ensure DIAL reflects
accurate information for all:

« Applications and appeals received from federal credit unions

« Notifications of derivative activity received from federally insured,
state-chartered credit unions (FISCUs)

« NCUA derivatives approvals granted, revoked, or denied
« Supporting documentation for approvals and denials
« Acknowledge all credit union applications and appeals submitted to NCUA

« Evaluate eligibility of federal credit unions that apply for derivatives per
§703.108 using the Derivatives Authority Qualitative Review Checklist
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« Assign staff to determine the eligibility and completeness of derivatives
applications

« Assign staff to evaluate the safety and soundness of federal credit unions
that apply for derivatives authority

« Notify federal credit unions of incomplete or ineligible applications
« Notify federal credit unions of application approvals (field director)

« Assign a regional capital markets specialist (RCMS) or capital markets spe-
cialist (ONES) to a derivatives application review panel for each applic-
ation

« Ensure systems and controls are in place to meet the standards of this sec-
tion

NSPM content |ast updated January 27, 2016.

C. Field Office Director Responsibilities

« Approve only those applications for derivatives authority for federal credit
unions that demonstrate they have established sound systems, pro-
cesses, and personnel to manage such a program effectively and in com-
pliance with NCUA rules and reqgulations

« Acton credit union applications in accordance with the policies and pro-
cedures set out in related supervisory guidance and in this section

NSPM content |ast updated July 29, 2015.

D. Review Panel Responsibilities

The review panel includes a regional capital market specialist, a ONES capital
markets specialist, and an E&I senior capital market specialist. The panel has
the following responsibilities:

« Conduct a qualitative review of each assigned derivatives application in col-
laboration with other panel members

« Document the review using the Derivatives Authority Qualitative Review
Checklist

« Recommend assigned derivatives application be approved, in partorin
whole, or denied
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« Coordinate with field office upon completion of the review to direct the
panel’s recommendation to the field office director

NSPM content |ast updated July 29, 2015.

2. Derivative Application Review Procedures (applies
only to federal credit unions)

A federal credit union may seek interim approval to engage in derivatives
before itinvests in all the systems and requirements that will ultimately be
necessary. A credit union that has been granted interim approval must submit
a written notice of readiness to NCUA requesting final approval before it can
start using derivatives. There is no timeframe for a credit union to submit a
final application to the agency; a credit union may submit a notice of readiness
concurrently requesting final approval.

NCUA processes both interim and final applications for derivatives authority as
described below. The field office will consult with the appropriate field staff (dis-
trict examiner, problem case officer, examiner, and/or specialized examiner)
as necessary to process an application for derivatives authority.

Application / Notice of Readiness Processing Work- Primary
flow Owner(s)
1. | Log and acknowledge the derivatives application.
Field office
2. | Confirm credit union eligibility, safety and soundness.
. . . L Field office
3 Estgbllsh a review panel and assign the application for and E&I dir-
review.
= VIEW ector
4 Review the credit union’s derivatives program and make Review panel
" | a written recommendation to the field office director. P
5 Approve or deny requested derivatives authority and Field office dir-
" | notify credit union. ector

NSPM content |ast updated July 29, 2015.

Chapter 8. Derivatives Authority Page 170 of 489


http://publishedguides.ncua.lan/nspm/Pages/Default.htm
http://publishedguides.ncua.lan/nspm/Pages/Default.htm

National Supervision Policy Manual Version 5.0

A. Step 1: Log and Acknowledge the Derivatives Application
(Field Office)

Upon receipt of an application for derivatives authority, the field office will cre-
ate and maintain the electronic Derivatives Information Administration Log
(DIAL) to track the application.

Once an application has been logged, the field office will send a letter to the
credit union to acknowledge the application. The field office will acknowledge
an application for interim approval with the approved template (Acknowledge
Interim Application for Derivatives Authority). The field will acknowledge an
application for final derivatives authority using the Acknowledge Notification of
Readiness (Final Application for Derivatives Authority) template. The field
office will deliver the acknowledgment using the region’s or ONES preferred
expedited mail delivery, and will provide a copy to:

. E&I (SCMS)

« Field staff (district examiner, problem case officer, examiner, or spe-
cialized examiner)

« Field supervisor (supervisory examiner, national field supervisor, or dir-
ector of special actions)

« Assigned RCMS or ONES CMS

The director of the field office will coordinate with E&I to establish a derivatives
application review panel, made up of:

« One RCMS or ONES CMS (appointed by the field office)
o One SCMS (appointed by E&I)

NSPM content |ast updated July 29, 2015.

B. Step 2: Confirm Credit Union Eligibility, Safety and Soundness
(Field Office)

Within ten (10) calendar days of receiving an application for derivatives author-
ity, the field office will determine if the applying federal credit union meets the
eligibility requirements using the Qualitative Review Checklist. A credit union
that has less than $250 million in assets (as of its most recent Call Report) must
provide written documentation that a field director has granted it permission to
apply (see §703.108 (b) of NCUA rules and regulations).
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The field office will also evaluate the applying federal credit union’s safety and
soundness using the Qualitative Review Checklist.

If a credit union has submitted an incomplete package, the field office will send
it a letter indicating which item(s) are missing from the application (see the
Respond to Incomplete Application for Derivatives Authority template).

If a credit union fails to meet the regulatory eligibility requirements or fails to
meet the regulatory requirements for safety and soundness, the field office will
deny the application and notify the credit union (see the Deny Application for
Derivatives Authority template). This notice will indicate the specific require-
ment(s) the credit union failed to meet.

The field director will deliver the appropriate notice using the region or ONES’s
preferred expedited mail delivery, and will provide a copy to:

. E&I (SCMS)

« Field staff (district examiner, problem case officer, examiner, or spe-
cialized examiner)

« Field supervisor (supervisory examiner, national field supervisor, or dir-
ector of special actions)

« Assigned RCMS or ONES CMS

NSPM content |ast updated July 29, 2015.

C. Step 3: Establish Review Panel and Assign Application for
Review (Field Office)

For each application submitted by a federal credit union that meets the eli-
gibility criteria, the field office will coordinate with E&I to establish a review
panel, and forward the application materials for review. The review panel con-
sists of two members:

Employee Role AESIEICL

by

Regional capital mar- Field

kets specialist (RCMS) | Conducts qualitative review of each '€}

or capital markets spe-| assigned derivatives application and office or

cialist (ONES) makes joint recommendation to approve ONES

or deny derivatives authority
Senior capital markets E&I
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Assigned

Employee Role by

specialist (SCMS)

The field office will provide the review panel with a Derivatives Authority Qual-
itative Review Checklist that reflects the completed eligibility review and safety
and soundness evaluation.

Upon assigning an application for evaluation by the review panel, the field
office will notify the following by email:

o E&I (SCMS)

« Field staff (district examiner, problem case officer, examiner, or spe-
cialized examiner)

« Field supervisor (supervisory examiner, national field supervisor, or dir-
ector of special actions)

« Assigned RCMS or ONES CMS

NSPM content |ast updated July 29, 2015.

D. Step 4: Review the Derivatives Application (Review Panel)

The review panel will complete its review of a credit union’s application for
derivatives authority using an electronic copy of the Derivatives Authority Qual-
itative Review Checklist, which it will maintain on the derivatives SharePoint
site.

All reviews must be accompanied by a completed checklist that supports the
panel’s recommendation to approve or deny the requested derivatives author-
ity. At a minimum, the panel must assess all the elements required by reg-
ulation in accordance with the provisions set forth in this section. The review
panel may conduct an on-site visit as a component of an application for final
derivatives authority. The panel may contact the credit union directly to
request additional material(s) as necessary for review.

If the application is substantively incomplete, the panel is unable to contact the
credit union directly, or a credit union is unable to provide requested materials,
the panel will coordinate with the field office to send the credit union a notice
that the application is incomplete. This notice will list the additional document
(s) and/or information required to complete the material for consideration
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(see the Respond to Incomplete Application for Derivatives Authority tem-
plate).

The field office will deliver this notice using the office’s preferred expedited
mail delivery, and will provide a copy to:

. E&I (SCMS)

« Field staff (district examiner, problem case officer, examiner, or spe-
cialized examiner)

« Field supervisor (supervisory examiner, national field supervisor, or dir-
ector of special actions)

« Assigned RCMS or ONES CMS

Each panel member will document his or her review and recommendation to
approve or deny the application using the Derivatives Authority Qualitative
Review Checklist. Once completed, the panel will coordinate their joint recom-
mendation with the field supervisor and submit it to the field office director.
The field office director makes the final determination to approve or deny each
application for derivatives authority, in part or in whole.

The timelines for completing the review vary based on the type and complexity
of the application a credit union has submitted:

Application Time Allotment, in
Calendar Days

Final Final
Authority | Authority
following with no

Interim Interim
Authority | Authority

Interim

Activity Authority

Confirm credit union eligibility and
review credit union’s safety and sound-| 10 days 10 days 10 days
ness (field office)

Conduct and document qualitative
review of application; document and
route panel recommendation to 40 days 40 days 100 days
approve or deny application to field dir-
ector (review panel)
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Application Time Allotment, in
Calendar Days
Final Final
» Interim Auth0|:|ty Aut_horlty
Activity . following with no
Authority . .
Interim Interim
Authority | Authority
Make final determination of applic-
ation approval or denial and notify 10 days 10 days 10 days
credit union (field director)
TOTAL Up to 60 Up to 60 Upto 120
days days days

If the review panel determines that additional time is necessary, it will notify
the field office. The field office will then provide the credit union the expected
completion timeframe. Please note that these timeframes are for NCUA's
internal planning purposes, and do not entitle a credit union to a decision by a

specific date.

When reviewing an application for final derivatives authority, the review panel
must consider any significant changes between the credit union’s operational
setup as reported in the interim application and in the final application. When a
credit union submits an application for final derivatives authority without first
requesting interim authority, the review panel must carefully evaluate the read-

iness of the credit union.

NSPM content |ast updated July 29, 2015.

E. Step 5: Approve or Deny Application and Notify Credit Union

(Field Office Director)

After evaluating the recommendation of the review panel, the field director will
decide whether to approve or deny a credit union’s application for derivatives
authority. The field office will try to notify a credit union of the agency’s interim
and/or final approval or denial for derivatives authority within 10 calendar days
of receiving a recommendation from the review panel.

The field office director will send the appropriate notice listed below using the
field office’s preferred expedited mail delivery, and will provide a copy to:
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. E&I (SCMS)

« Field staff (district examiner, problem case officer, examiner, or spe-
cialized examiner)

« Field supervisor (supervisory examiner, national field supervisor, or dir-
ector of special actions)

« Assigned RCMS or ONES CMS
1. NCUA issues interim approval

The field office director will send the credit union a letter indicating that NCUA
has granted interim derivatives authority (see the Approve Derivatives Author-
ity (Interim) template). This notice must:

« Indicate which derivatives product(s) and/or product characteristic(s)
have been approved.

« Emphasize that the credit union may not enter into any derivatives trans-
actions until it receives final written approval from an NCUA field director.

2. NCUA issues final approval

The field office director will send the credit union a letter indicating that NCUA
has granted final derivatives authority (see the Approve Derivatives Authority
(Final) template). This notice must indicate which derivatives product(s) and/or
product characteristic(s) have been approved.

3. NCUA issues denial

The field director will send the credit union a letter indicating that NCUA has
denied the application for derivatives authority (see the Deny Application for
Derivatives Authority template). This notice must indicate the reason(s) for the
denial and inform the credit union of the option to appeal the denial directly to
the NCUA Board.

NSPM content last updated July 29, 2015.

3. Derivatives Application Appeal Process

A federal credit union may submit an appeal to the NCUA Board within 60 cal-
endar days of receiving notification that NCUA has denied derivatives author-
ity. The denial letter provided by NCUA will inform the credit union of its right to
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appeal the decision directly to the NCUA Board. NCUA staff will not discourage
a credit union from filing an appeal.

A credit union must submit an appeal in writing. The request for appeal should
address the specific reason(s) NCUA should reconsider its decision, and must
include any relevant material previously submitted. Section 703.111(d) of
NCUA rules and regulations discusses the appeal.

The field office will create and maintain the Derivatives Information Admin-
istration Log (DIAL) of all appeals to maintain accurate records that reflect the
actions described in this section.

Once an appealislogged, the field office will send a letter to the credit union to
acknowledge the appeal (see the Acknowledge Appeal template) and provide a
status update.

The field director will provide the Board an analysis of each appeal and recom-
mend a disposition. The NCUA Board will evaluate each appeal and determine
the appropriate action. The Board may request an analysis and recom-
mendation regarding the appeal from E&I, review documentation previously
provided by a credit union during the application process, and/or consult with
staff when reviewing an appeal. Upon determining the appropriate action, the
Board will notify the field office director of its decision.

The field director will send the credit union a notice indicating the NCUA Board’s
decision. For a denial, the field office will send the credit union a letter indic-
ating that the appeal has been denied (see the Deny Appeal template). This
notice must indicate the reason(s) for the denial.

The field office will send the notice using the field office’s preferred expedited
mail delivery, and will provide a copy to:

. E&I (SCMS)

« Field staff (district examiner, problem case officer, examiner, or spe-
cialized examiner)

« Field supervisor (supervisory examiner, national field supervisor, or dir-
ector of special actions)

« Assigned RCMS or ONES CMS

NSPM content |last updated July 29, 2015.
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4. Derivative Notification Procedures (applies only to
FISCUs)

NCUA'’s derivative rule applies specifically to federal credit unions. The process
for a federally insured, state-chartered credit union (FISCU) to receive author-
ity to use derivatives varies by state. A FISCU may have derivatives authority
under a state parity provision or by following applicable state regulation with
permission from the applicable state supervisory authority. State parity pro-
visions are reflected in state regulation or statute, and generally permit a
FISCU to operate under the same authority as federally chartered credit uni-
ons.

A FISCU must notify NCUA in writing at least 30 days before it begins engaging
in derivatives transactions. The NCUA Notification of FISCU Derivatives Activity
(FISCUs only) outlines the information a FISCU must report in the notification.

A FISCU can submit the required notification electronically or by hard copy. The
director of the applicable field office (typically the Division of Supervision) will
coordinate the receipt and processing of notifications of derivatives activity
received from a FISCU.

NCUA will log and track each notification it receives from a FISCU. Upon
receipt, each notification will be entered into the Derivatives Information
Administration Log (DIAL) and assigned a number. The official log will be main-
tained on SharePoint and organized separately for each field office.

The information reflected in DIAL is NCUA'’s official record of the FISCUs that
have notified NCUA of their intent to engage in derivatives.

NSPM content |ast updated July 29, 2015.

5. Derivatives Monitoring and Controls
A. Field Office Reporting Responsibilities

« Maintain a list of the derivatives authorities granted, revoked, and denied
for federal credit unions on SharePoint in the Derivatives Information
Administration Log (DIAL). Notifications received from FISCUs will also be
logged and maintained in the DIAL on SharePoint.

« Maintain electronic supporting documentation for each approval/denial of
derivatives authority and provide reports that track all derivatives author-
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ities as needed.
« Records must be updated on a monthly basis.

B. E&I Reporting Responsibilities

« Track national trends each quarter for consistency and to support the

development of future policy

Issue a semi-annual report to field directors of national trends that
reflects an analysis of the field office reports

Conduct quality control by periodically sampling actions taken under this
section

NSPM content last updated July 29, 2015.

6. Templates

Derivatives Information Administration Log (DIAL)
Derivatives Authority Qualitative Review Checklist

Respond to Incomplete Application for Derivatives Authority
Acknowledge Interim Application for Derivatives Authority
Approve Derivatives Authority (Interim)

Acknowledge Notification of Readiness (Final Application for Derivatives
Authority)

Approve Derivatives Authority (Final)
Deny Application for Derivatives Authority
NCUA Notification of FISCU Derivatives Activity (FISCUs only)

Appeals

Acknowledge Appeal
Deny Appeal

NSPM content last updated July 29, 2015.
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Template: Respond to Incomplete Application for

Derivatives Authority




Template: Acknowledge Interim Application for Derivatives

Authority




Template: Approve Derivatives Authority (Interim)




Template: Acknowledge Notification of Readiness (Final
Application for Derivatives Authority )




Template: Approve Derivatives Authority (Final)




Template: Deny Application for Derivatives Authority
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Assigned RCMS



NCUA Notification of FISCU Derivatives Activity
FISCU use only

Federally Insured, State-Chartered Credit Union (FISCU) Information

Credit union name

Charter number

Contact Information
Contact name

Title

Email / Phone

Derivative Products FISCU intends to use / already uses (optional)
Interest rate swaps | ]
Basis swaps

Interest rate caps

Interest rate floors

U.S. Treasury note futures
Amortizing notional
Forward start swaps
Other

(List)

Date notification received ‘ REGION

Notification received by (name)

L e

Derivative program use |:| New activity | |:| Existing activity




Template: Acknowledge Appeal of Derivatives Authority
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Chapter 9. District Management

District management encompasses the comprehensive objective of managing
and maintaining continuous and detailed knowledge of an assigned district of
credit unions. This includes ongoing financial analysis, knowledge of local eco-
nomic condition, knowledge of current events affecting assigned credit unions,
identification of emerging risks, and the routine reporting to management on
these issues. The ongoing reevaluation of supervision plans based on this ana-
lysis is needed to effectively match resources to risks.

District management also includes the scheduling, the prioritizing, and the
administrative tasks associated with the examiner position. Examiners are
responsible for effectively managing risk within their districts by scheduling
examinations/supervision contacts based on current and emerging risks. Exam-
iners will document supervision and keep their supervisor apprised of any sig-
nificant issues affecting their ability to provide adequate supervision to

assigned credit unions. Effective district management includes the col-
laboration of examiners, supervisors, regional offices, and the central office to
provide risk-focused supervision and mitigate losses to the National Credit
Union Share Insurance Fund (share insurance fund).

NSPM content |last updated July 29, 2015.

1. General Supervision Responsibilities

"Supervision" encompasses all examinations, onsite contacts, and offsite con-
tacts performed at credit unions, as well as the documentation of an admin-
istrative record. Specific responsibilities are outlined in more detail in the
following sections:

« E&I responsibilities

« Regional Director responsibilities

« Supervisor responsibilities

« Field staff responsibilities

NSPM content |ast updated July 29, 2015.
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A. E&I Responsibilities

E&I will monitor national status and trends based on quarterly reports pre-
pared by the regional offices. E&I is also responsible for:

« Establishing the national examination scope with regional input
« Evaluating the quality of the credit union examination program

« Collecting and monitoring information on emerging risks, resources, and
program quality

« Establishing new examination and quality assurance procedures

« Monitoring overall national trends to ensure a high quality examination
program with the objective of minimizing risk to the share insurance fund

E&I is responsible for the overall adherence to established standards outlined
in this manual, the Examiner's Guide, and other national issuances including
CAMEL and risk ratings. E&I will also monitor the national status and trends of
supervision efforts. E&I will use this information to evaluate risk mitigation and
control, identify weaknesses in the supervision processes, and develop and
deploy (with regional input) revised supervision policies and procedures.

NSPM content |ast updated January 27, 2016.

B. Regional Director Responsibilities

Regional Directors are responsible for mitigating losses to the share insurance
fund, identifying emerging risk trends, and taking proactive steps to correct
problems. In addition, Regional Directors are responsible for measuring and
monitoring the regional examination program for quality and completeness, as
well as adherence to established standards including CAMEL and risk ratings.
They will work with supervisors to ensure appropriate specialized resources are
provided for institutions representing a significant risk to the share insurance
fund. Regional Directors will report quarterly to E&I regarding the status of
their examination programs including adherence to examination and super-
vision standards.?!

luntil a national database/tool is developed, regions will continue to use report-
ing systems currently in place. Regions should ensure their current systems cap-
ture the requested information.
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The Regional Director is also responsible for monitoring and evaluating overall
supervision efficiency, effectiveness, and timeliness. The Regional Director will
monitor supervision efforts through the quality control review process and vari-
ous available reporting tools, including self-designed monitoring reports. He or
she will report on their high-risk credit unions via the monthly management
report, High Risk Credit Union Pipeline Reports (see NCUA Instruction 4001),
and other methods as they become available.

NSPM content |ast updated July 29, 2015.

C. Supervisor Responsibilities

Supervisors are responsible for managing risks within their groups and mit-
igating losses to the share insurance fund. Supervisors must ensure exam-
ination/supervision contact reports are high quality, results oriented work
products that:

« Properly identify and rate significant risks

« Assign appropriate CAMEL and risk ratings

« Reflect a complete administrative record

« Develop appropriate plans to correct major problems

Supervisors are responsible for ensuring examinations/supervision contacts
are scheduled, conducted, and completed appropriately. Supervisors will facil-
itate scheduling for team examinations and request appropriate specialized
resources are provided for institutions representing a significant risk to the
share insurance fund.

Supervisors are also responsible for ensuring examiners complete results-
driven supervision and provide the proper level and type of supervision for
each credit union. Supervisors will ensure examiners properly schedule super-
vision contacts, within the appropriate timeframes given the conditions unique
to each credit union. Supervisors will ensure extension requests are reas-
onable and justifiable and will not unduly jeopardize credit union operations or
risk to the share insurance fund.

Supervisors will use a variety of tools (including but not limited to: MARS, risk
reports, Call Reports, and regional reports) to ensure assigned credit unions
receive the proper results-oriented supervision on a timely basis. Supervisors
will be responsible for reporting on the highest risk credit unions in their group
to their regional office on a regular predefined interval using established
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forms, methodologies, and systems (e.g., High Risk Credit Union Pipeline
Reports, critical cases, etc.).

NSPM content |ast updated July 29, 2015.

D. Field Staff Responsibilities

Examiners are responsible for effectively managing risk within their districts
and mitigating losses to the share insurance fund. Examiners will schedule
examinations and supervision contacts based on identified and emerging risks
and in accordance with this manual. Examiners will complete exam-
inations/supervision contacts according to standards established in this
manual, within the AIRES 2005 User's Manual, the Examiner's Guide, and other
applicable references including CAMEL and risk ratings with the focus on timely
correction of identified problems. For corporate credit union examinations,
refer to the Corporate Examiner Work Center Manual.

Examiners will utilize all tools available to identify current and emerging risks in
credit unions. These tools include, but are not limited to:

e Examiner's Guide

« NCUA SharePoint sites

. Letters to Credit Unions

« Regulatory and Risk Alerts

o NCUA Legal Opinions

« Financial Performance Reports (FPRSs)
« Risk reports

« Whitepapers

« FFIEC guidance

« NCUA Supervisory Letters

Examiners are also responsible for completing results-driven supervision and
ensuring compliance with the supervision and reporting requirements of this
section of the NSPM which include, but are not limited to, effectively, effi-
ciently, and timely scheduling onsite and offsite contacts for their assigned
credit unions. Examiners will keep their supervisor apprised of any significant
issues affecting their ability to conduct adequate and proper supervision of
their assigned credit unions. Examiners will be responsible for reporting to their
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supervisor and/or other offices (as needed) their supervision and oversight
efforts.

Examiners are responsible for supervising assigned credit unions through:

« Conducting ongoing, results-oriented examination and supervision con-
tacts

« Writing 5300 Call Report Risk Reviews based on national risk reports
« Analyzing Financial Performance Reports (FPRs)
« Communicating with officials and managementin an ongoing manner

« Maintaining a Supervision Chronology Report (see the Supervision Chro-
nology Report section of the NSPM for more info), commonly referred to
as a “chronology,” for:

o CAMEL 3 credit unions that have more than $250 million in assets

« All CAMEL 4/5 credit unions

« Credit unions that require a 60-day follow up for significant record-
keeping concerns

NSPM content |ast updated July 29, 2015.

2. NSPMBudgeting and Scheduling Examination Work

Budgeting and scheduling of examination work is critical to effectively manage
resources and ensure timely examinations/supervision contacts. Appropriate
scheduling ensures resource allocation can be directed to the credit unions of
regional and national significance as needs arise and helps to ensure the NCUA
achieves its mission.

NSPM content |ast updated July 29, 2015.
A. Budgeting Process
1. Examiner

The budgeting process begins with examiners. Examiners are responsible and
accountable for using historical knowledge of the credit union, Management
Automated Resource System (MARS), and/or the “Plans and Budget” tab in the
Scope module to view previously recommended examination/supervision
hours for each district credit union. For a corporate credit union, examiners will
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use the most recent Agreed Upon Supervision Plan (AUSP) or other historical
information.

Based on this information, examiners will submit recommended estimated
hours to their supervisor during the annual resource planning process using the
credit union resource allocation module in MARS online ( E&I provides instruc-
tions for this process annually).

Additionally, examiners will recommend specialized resources in consultation
with their supervisor when the size, complexity, or potential risk to the share
insurance fund warrants the use of specialized expertise (e.g., regional
office/ONES staff, central office staff, AMAC, outside contractors). Examiners
will consult with their supervisor during the year if conditions warrant changes
to the examination budget.

2. Supervisor

Supervisors are responsible and accountable for:

« Managing resources on an ongoing basis throughout the year to ensure
the proper development of examiners and completion of program includ-
ing the resolution of risk areas

« Managing resources to effectively examine large, complex, and prob-
lematic institutions

« Evaluating the annual budget recommendation for the group after con-
sulting with district examiners

« Monitoring and reconciling group budgets monthly using the MARS online
system and according to associate regional director of programs (ARDP)
direction

« Reporting the group program status, variances, and shortfalls to the
ARDP monthly, adjust budgets, or request assistance when group
resources are not sufficient to complete the examination program or as
conditions warrant

3. Regional Director / ARDP

ARDPs are responsible and accountable for managing the regional resources
budget and keeping the Regional Directors informed of the status of regional
examination/supervision programs. ARDPs will reallocate regional resources
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and coordinate with associate regional director of operations
(ARDO)/ARDPs/Regional Director to secure assistance when group resources
are not sufficient. ARDPs will ensure all workload budgets are reconciled by the
15th of each month. Regional Directors will provide quarterly reports to E&I not-
ing the region’s examination program, workload budget, and the status of any
shortfalls and/or the identification of any assistance needed.

4. E&I

E&I is responsible and accountable for monitoring the successful completion of
the national examination and supervision program. E&I will:

« Periodically and routinely request reports from the regions, allowing suf-
ficient time for regional responses

« Review the status of regional and national program completion and emer-
ging needs

« Assist with resource needs where necessary

« Establish national priorities when conditions warrant ensuring completion
of national program goals

« Identify national trends and resource priorities by monitoring appropriate
MARS reports and specialized reports, as well as evaluating quarterly
regional workload reports

NSPM content |ast updated July 29, 2015.

B. Scheduling Examinations and Supervision Contacts

The timing of examinations/supervision contacts is important from both a risk
management and resource management perspective. Examinations will be
scheduled in accordance with NCUA’s Examination Scheduling Program.

NSPM content |ast updated July 29, 2015.

C. NCUA Examination Scheduling Program

NCUA’s examination scheduling program incorporates an extended exam-
ination cycle for eligible credit unions. The examination cycle does not limit
NCUA'’s authority to examine any federally insured credit union as frequently as
the agency deems necessary. NCUA will consider financial trends, risks, and
other facts or circumstances to determine if a more frequent examination or
supervision contact is required.
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The start date for an exam is the first date an examiner
charges time to WCC 10 or WCC 11. An exam start date will
coincide with the first date that exam work is conducted onsite
or offsite. Examiners must ensure the AIRES start date is con-
sistent with this definition.

5. Federal Credit Unions

Examinations for federal credit unions eligible for an extended cycle will begin
between 14 and 20 months from the prior examination completion date. Exam-
inations for all other federal credit unions will begin between 8 and 12 months
from the prior examination completion date. A federal credit union is eligible
for an extended examination cycle if it meets all of the following criteria:

o CAMEL code 1 or 2, both in composite and management rating com-
ponents

« Assetsless than $1 billion
« “"Well capitalized” per prompt corrective action regulations

« No outstanding documents of resolution items related to significant record-
keeping deficiencies, and

« Notoperating under a formal or informal enforcement or administrative
order, such as a cease and desist order, letter of understanding and
agreement, preliminary warning letter, or PCA directive

Small credit unions with limited segregation of duties that are otherwise eli-
gible for an extended exam cycle may receive more frequent examinations on
a random sample basis.

The CAMEL criteria is based on the CAMEL rating in effect at
budget time. The criteria for asset size is based on the March
31st Call Report in the preceding calendar year.

6. Federally Insured, State-Chartered Credit Unions

Federally insured, state-chartered credit unions meeting any one of the fol-
lowing criteria will receive NCUA exams that will begin between 8 and 12
months from the prior exam completion date:
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« Assets greater than $1 billion

o Composite NCUA CAMEL code 4 or 5 with assets greater than $50 million,
or

o Composite NCUA CAMEL code 3 with assets greater than $250 million

All other federally insured, state-chartered credit unions will receive an NCUA
examination based on risk and emerging trends, including small credit unions
with internal control weaknesses, or on a sample basis as part of the agency’s
overall due diligence.

NCUA will make every effort to conduct examinations of federally insured,
state-chartered credit unions jointly with the appropriate state supervisory
authority, as long as the time between examinations does not exceed NCUA's
needs as insurer. NCUA will only conduct an independent insurance review
when a joint examination cannot be coordinated with the state supervisory
authority.

7. Corporate Credit Unions

All corporate credit unions must be examined once each calendar year, regard-
less of asset size. For corporate credit unions, the maximum time between
completion dates is 12 months unless the deputy director approves an exten-
sion.

NSPM content |ast updated December 30, 2016.

1. Examiners

Topic Responsibilities

NCUA will schedule examinations based on the criteria
established in the NCUA Examination Scheduling Pro-
gram section of the NSPM, or more frequently when
warranted.

Scheduling

Examiners will determine their plans for examining and
supervising federally insured credit unions scheduled
for an examination in each calendar year. During the
Budgeting annual resource budgeting process (or more fre-
quently, based on Call Report and other information),
examiners will re-evaluate and affirm their plans for
each credit union for the following year. The inform-
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ation will be submitted to the assigned supervisory
examiner for inclusion in the resource budget.

Examiners will monitor and supervise federally insured

Monitoring credit unions consistent with their size, complexity, con-
dition and timing of the next examination.
Examiners may change their exam and supervision
plans at any time if circumstances warrant. Changes
Changes

will be made through the assigned supervisory exam-
iner.

2. Supervisors

Topic

Responsibilities

Oversight

Supervisory examiners will monitor their examiners’
resource allocation plans for appropriateness and con-
sistency with the appropriate scheduling program.
They will evaluate scheduling changes throughout the
year to ensure they meet budgetary goals and main-
tain a results oriented examination program.

Budgeting

Supervisory examiners will develop the annual
resource budget for their assigned credit unions using
the information provided by examiners. The process
will include an analysis of the level of supervision, tim-
ing of examinations, balancing of the year-to-year
workload, and coordination with the state supervisors
for FISCUs (to the extent possible).

Reporting

Supervisory examiners will record and report the
scheduling information for their assigned credit unions
during the budget process and as changes are made
during the year.

Exceptions

Supervisory examiners will evaluate variances in com-
pletion timeframes (examining a credit union more fre-
quently than required by the criteria established in the
NCUA Examination Scheduling Program section of the
NSPM) on a case by case basis.
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3. ARDPs

Topic Responsibilities

ARDPs will evaluate the information submitted by the
supervisory examiners for reasonableness and ensure
it accurately reflects the region’s examination schedul-
ing needs and risk profile.

Oversight

ARDPs will monitor the activities performed by super-
visory examiners. They are responsible for monitoring
examination timeframe exceptions, and reporting of
their region's examination scheduling program. ARDPs
must approve, in writing, any extension of the exam-
ination timeframes required by the criteria established
in the NCUA Examination Scheduling Program section
of the NSPM on a case by case basis.

Exceptions

4. Regional Directors

Regional directors are responsible for monitoring exceptions and variances in
the program to ensure they are reasonable. They are also responsible for pro-
gram completion.

5. E&I

E&I will oversee the program for consistency and quality. Oversight will include
monitoring of examination completion averages, analysis of examinations com-
pleted outside of the minimum and maximum parameters, and review of
scheduling information submitted by the region.

NSPM content |ast updated December 30, 2016.

3. Administrative Record

Examiners will ensure the administrative record documents their concerns
about the credit union. Examiners must compile the administrative record
through AIRES examination/supervision contact reports or other written com-
munications to the officials. The administrative record is the total collection of
information needed for decision-making purposes. The administrative record
must present a complete, factual, and fully documented history of the credit
union's problems. The administrative record should also clearly document the
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efforts taken (or not taken) by both the credit union officials and NCUA to
resolve those problems.

NSPM content

P

Chapter 9. District Management Page 217 of 489


http://publishedguides.ncua.lan/nspm/Pages/Default.htm

National Supervision Policy Manual Version 5.0

6. Notice of Troubled Condition

Section 701.14 of NCUA rules and requlations defines a credit union in
“troubled condition” as:

« An FCU that has been assigned a 4 or 5 CAMEL composite rating by NCUA

« A FISCU that has been assigned a 4 or 5 CAMEL composite rating by either
NCUA, after an on-site contact, or its state supervisor

« An FCU or FISCU that has been granted assistance under §208 of the
Federal Credit Union Act, that remains outstanding and unextinguished

NSPM content |last updated July 29, 2015.

A. Federal Credit Unions

Examiners must notify an FCU which has been newly downgraded to a CAMEL 4
or 5 of the credit union’s troubled status. The examiner may choose to include
the forms referenced in the required language below in the exam report, or
provide the credit union with the specific location of the forms on the

NCUA public website as necessary. The examiner will include the following text
in the open section of the report:

Chapter 9. District Management Page 218 of 489


http://www.ecfr.gov/cgi-bin/text-idx?SID=800afd09ca96305a212d1d67233b61dd&mc=true&node=se12.7.701_114&rgn=div8
http://www.ncua.gov/Legal/Regs/Pages/Regulations.aspx
http://www.ncua.gov/Legal/Documents/fcu_act.pdf
http://publishedguides.ncua.lan/nspm/Pages/Default.htm
http://www.ncua.gov/Legal/GuidesEtc/Pages/Notice-of-Change-in-Official-or-Senior-Executive-Officer.aspx
http://www.ncua.gov/Legal/GuidesEtc/Pages/Notice-of-Change-in-Official-or-Senior-Executive-Officer.aspx

National Supervision Policy Manual Version 5.0

“Your credit union is coded CAMEL 4 [or 5] as a result of this examination (or
onsite supervision contact). Therefore, the (Credit Union's Name) Federal
Credit Union is now designated in "troubled condition" per Section 212(f) of the
Federal Credit Union Actand §701.14 of NCUA rules and regulations. You must
obtain NCUA approval for changes of officials and senior executive officers at
least 30 days prior to the effective date of the change, or within 48 hours of
election at an annual membership meeting. You can find this information on
NCUA’s website. The procedures remain in effect until the credit union is
upgraded to a CAMEL 3 or better.”

Examiners must notify an FCU which has been newly upgraded from a CAMEL 4
or 5to a 3 or better that the credit union is no longer considered in troubled con-
dition. This is done by including the following excerpt in the open section of the
report:

“Previously, your credit union received notification it was subject to require-
ments under §701.14 of NCUA rules and regulations. As a result of your credit
union’s CAMEL rating upgrade to a CAMEL [enter CAMEL rating of 3, 2, or 1] rat-
ing and removal from “troubled” status, you are no longer required to obtain
NCUA approval for changes of officials and senior executive officers.”

NSPM content |ast updated July 29, 2015.

B. Federally Insured, State-Chartered Credit Unions

NCUA will not designate a FISCU to be in “troubled condition” without first mak-
ing an onsite contact at the credit union. A FISCU that has been assigned a 4 or
5 CAMEL composite rating by either NCUA, after an on-site contact, or its state

supervisor, must be notified of its troubled status.

« NCUA examiners must notify a FISCU which has been newly downgraded
to a CAMEL 4 or 5 by NCUA during a joint examination, onsite contact, or
insurance review of the credit union’s troubled status

« NCUA examiners will include the following language at the top of the
FISCU CAMEL Evaluation Form in AIRES: “Your credit union is coded
CAMEL 4 [or 5] by NCUA as a result of this examination (or onsite
supervision contact). Therefore, the (Credit Union's Name) Credit
Union is now designated in 'troubled condition' per Section 212(f) of
the Federal Credit Union Act and §701.14 of NCUA rules and reg-
ulations. You must obtain approval from your state supervisor and
NCUA for changes of officials and senior executive officers at least 30
days prior to the effective date of the change, or within 48 hours of
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election at an annual membership meeting. You can find this inform-
ation on NCUA's website. The procedures remain in effect until the
credit union is upgraded to a CAMEL 3 or better.”

« A FISCU which has been newly downgraded to a CAMEL 4 or 5 as a result
of the state supervisor’s rating must be notified of its troubled status. This
situation will generally occur when NCUA does not participate on the exam-
ination and the state’s CAMEL rating isa 4 or 5 (regardless of NCUA’s
CAMEL rating on the WCC 26 review); or if NCUA’s CAMEL rating during a
joint examination is a 3 or better while the state’s CAMEL rating isa 4 or 5.
In situations where NCUA did not participate and concludes a FISCUs
CAMEL rating is a 4 or 5 during the WCC 26 review (and the state rating is
a 3 or better), an onsite contact is required to be completed within 60
days. In such instances, the FISCU will be notified of their troubled status
on the CAMEL disclosure issued during the onsite contact and not before.

o During the required WCC 26 review, NCUA examiners will determine
if the FISCU received written notification of its troubled condition by
the state supervisor via the examination report, separate letter, or
otherwise.

« If notification by the state supervisor cannot be confirmed, the NCUA
examiner will draft a letter notifying the FISCU of its troubled status
using the Notify FISCU of Troubled Condition template. Once pre-
pared, the letter will be processed for the Regional Director’s sig-
nature through the examiner’s supervisor, and the regional office.

« When both the state supervisor and NCUA have newly upgraded a FISCU
to a CAMEL 3 or better, NCUA examiners must notify the FISCU that the
credit union is no longer considered in troubled condition. FISCUs are con-
sidered 'troubled' based on the CAMEL composite rating by either the
state supervisor or NCUA; this status can only be removed when both the
state supervisor and NCUA upgrade a FISCU’s CAMEL composite rating to
a 3 or better as a result of an examination or onsite contact.

o NCUA examiners will notify the FISCU by including the following
excerpt at the top of the FISCU CAMEL Evaluation Form: “Previously,
your credit union received notification it was subject to requirements
under §701.14 of NCUA rules and regulations. As a result of your
credit union’s CAMEL rating upgrade to a CAMEL [enter CAMEL rating
of 3, 2, or 1] rating and removal from “troubled” status, you are no
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longer required to obtain your state supervisor’'s and NCUA's
approval for changes of officials and senior executive officers.”

« Ininstances where the state regulator is the last to upgrade a FISCU from
“troubled condition” to a CAMEL composite 3 or better and NCUA does not
participate on the examination/contact resulting in the upgrade by the
state, NCUA examiners will attempt to verify whether the state supervisor
provided the FISCU with written notification of the removal of their
“troubled status” via the examination report, separate letter, or oth-
erwise.

« If notification by the state supervisor cannot be confirmed, the NCUA
examiner will draft a letter notifying the FISCU of the removal of their
troubled status using the Upgrade FISCU from Troubled Condition Status
template. The letter will be processed for Regional Director signature
through the examiner’s supervisor, and the regional office.

NSPM content |ast updated September 12, 2016.

7. Call Report, Trending Analysis, and RATE

The trending process is a means to identify and evaluate existing or emerging
risk, highlight supervision needs, adjust supervision plans if necessary, and
provide for a more effective allocation of examiner resources. The trending
process is an integral part of the examiner’s offsite supervision process and
overall district management. Because examinations and onsite supervision con-
tacts are performed at a specific point in time, offsite supervision provides for
an ongoing awareness to any changing financial conditions, risk indicators,
and/or emerging risks that may be developing in an examiner’s assigned dis-
trict(s).

The time examiners charge for data collection, validation, FPR review, risk
report analysis, scoping, and trending changes for their districts (Work Clas-
sification Code (WCC) 20 or 21) should generally fall within the guidelines spe-
cified in the applicable Resource Budget Program:

« When NCUA processes the Call Report: Two hours per cycle for each FICU
and one additional hour for each manual FICU

« When NCUA does not process the Call Report: One hour per cycle per
FICU
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Examiners should use their discretion in charging the time allotted between
uploading the Call Report and performing the risk review. Examiners should
contact their supervisor if additional time is needed for the Call Report Risk
Review process. Supervisors should approve additional time if the credit union
profile warrants additional supervision hours.

NSPM content |ast updated July 29, 2015.
A. Division of Supervision Responsibilities

« Send out quarterly regional Call Report Risk Review deadline reminders
consistent with the national due date

NSPM content |last updated July 29, 2015.

B. Supervisor Responsibilities

« Review RATE reports submitted by examiners as follows:
« 100% of assigned credit unions for June and December cycles

« Random sample of assigned credit unions for March and September
cycles
« Regional Directors will ensure the random sample size is mean-
ingful, and will determine specific sampling criteria.

« Notify the ARDP of any specific credit unions where supervision plans
materially changed as a result of the RATE reviews, necessitating material
budget increases for supervision

NSPM content |ast updated July 29, 2015.

C. Field Staff Responsibilities

« Process Call Reports for the assigned district

« Review the credit union's Profile each quarter during the Call Report or
RATE review to determine whether the credit union has received a new
audit which fulfills the requirements of Part 715 or Part 741 of NCUA's
rules and regulations.

« If the Profile indicates a new audit has been completed, field staff will
request a copy of the audit within 10 business days of reviewing the
Profile. Field staff will request and review a copy of the audit report
as described in the NSPM.
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Review the warnings comments and historical warnings for each credit
union and contact credit unions when warranted to determine whether
Call Report changes are necessary (for FISCUs, follow the agreements for
the applicable states)

Access the Risk Analysis and Trending Evaluation tool (RATE)

Download the 5300/FPR Trending System for each examiner’s assigned
district from Share Point

Complete the 5300/FPR Trending Dashboard. This process should include
an analysis of:
. FPR

« Risk reports
« 5300 Call Report

Include comments about significant changes in risk and/or changes in
supervision plans in the appropriate comment box

Submit your review to your supervisor

Examiners must complete the 5300/FPR Trending Dashboard for each credit
union in their assigned district and submit to their supervisor. With the excep-
tion of the September cycle, which is shortened to ensure RATE reviews are
completed by year-end,! examiners will have approximately 75 days from the
cycle date to complete their review.

Cycle Date | Approximate RATE Due Date*

March 31 June 15

June 30 September 15

September 30 | December 1

December 31 | March 15

* E&I will post the actual due date in the application or notify staff by email.

NSPM content |ast updated January 13, 2017.

1See memo from E&I director to all field staff dated August 20, 2014.
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8. Administrative ltems
« AIRES: Deleting Files

« AIRES File Size Limitation

« AIRES: Minimal Upload

« AIRES: Required Workpapers

« Delivering a Report to Credit Union Officials

« Documented Secondary CAMEL Review

« EIC Rotation Limits

« Electronic and Hard Copy Field Files

« Electronic Copies of Reports

« Exam/Supervision Completion Date and AIRES Upload Requirements

o Limiting Exams in Process

« Notifying a Credit Union of a Contact

« Team Member Responsibilities

o Timeframe to Complete an Examination/Supervision Contact

NSPM content |ast updated July 29, 2015.

A. Deleting AIRES Files

To delete a previously uploaded AIRES examination/supervision contact, an
examiner will send a request to his or her SE, who is responsible for reviewing
the request. The request must include the credit union’s charter number, effect-
ive date, contact type, and a brief explanation.

The SE will forward approved requests to the region’s DOS mailbox and copy
the requesting examiner. DOS will notify the supervisor and examiner when

the contact has been deleted, and indicate when the examiner will be able to
re-upload.

NSPM content |ast updated January 27, 2016.
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B. AIRES File Size Limitation

NCUA limits the size of attachments in Microsoft Outlook to 30MB for internal
email. (SSA examiners who do not use an NCUA.gov mailbox are limited to
15MB.)

If an examiner cannot upload an AIRES file due to the size limitation, he should
contact the OCIO help desk as early as possible. In these rare cases, OCIO will
work with the examiner to allow the file to be uploaded, which may require
decreasing the file size while preserving the history and integrity of the
exam/supervision information.

NSPM content |ast updated July 29, 2015.

C. Minimal AIRES Upload

AIRES allows for a “"Minimal Contact,” for uploading contact reports with limited
information. This feature is available for off-site supervision. The minimum
information required for a minimal contact is:

« CAMEL ratings

. Financial data

o Time

o Completed information tab

If an examiner chooses to download and import historical data, the EMC will dis-
play the imported information and the examiner will need to enter the CAMEL
ratings in the Exam.xls. Additional information regarding minimal contacts can
be found in the AIRES 2005 User's Manual.

NSPM content last updated July 29, 2015.

D. Required AIRES Workpapers

Appendix 20A of the Examiner's Guide lists the required AIRES work papers
which must be included in examination uploads. The FCU Program and Pro-
cedures and FISCU Program and Procedures sections of this guide include doc-
umentation requirements for both onsite and offsite contacts. Examiners will
include additional work papers completed which contribute to the admin-
istrative record including team members’ loan exceptions work papers and doc-
umentation submitted for other areas reviewed.
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The AIRES upload file should contain all documentation provided to man-
agementin the credit union’s formal exam report and documentation pro-
duced by the examiner or exam team participants to support the report.
Examiners should generally not include documents provided by the credit union
unless the information cannot be effectively documented elsewhere in the
AIRES upload file.

1. AIRES Table of Contents

The table of contents serves as NCUA's permanent record and documentation
as to what was provided to credit union officials. Examiners will use the table of
contents to organize the report given to the officials. The table of contentsis a
required work paper. Examiners are required to print the final copy of the
examination report (using the print examination function within AIRES) before
creating or uploading their examination file. The AIRES print examination func-
tion creates the table of contents in a PDF format and ensures the visibility of
the table of contents in the examination upload file.

2. Required Questionnaires

Include all questionnaires required by the most recent NCUA Instruction
5000.20, Examination Scope, as well as work papers, and team memoranda
(if applicable), in the AIRES file.

3. AIRES Share and Loan Download

Examiners are required to request an AIRES share and loan download for
every examination. If a credit union will not or cannot provide an AIRES share
and loan download, examiners will notify their supervisor while the on-site field
work is in process. The SE will work with the examiner on options for obtaining
the AIRES download (or an equivalent such as a text file with share and loan
information). The examiner should document the options exercised to obtain
the download (e.g., contacting other credit unions with the same vendor, con-
tacting the vendor directly) and concurrence with the SE on the final outcome
in the Confidential Section.

NSPM content |ast updated July 29, 2015.

E. Delivering a Report to Credit Union Officials

When possible, examiners should deliver the final examination report or insur-
ance review report at the joint conference or exit meeting. For compressed
scheduling situations, examiners must deliver the DOR and Examiner’s
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Findings, if applicable, during the joint conference or exit meeting. Man-
agement and key officials should be aware of the major deficiencies before the
joint conference. (See the Joint Conferences and Exit Meetings section of the
NSPM for more information.)

In situations where the examiner is not able to deliver the report at the joint
conference or exit meeting, the examiner must mail the report to the credit
union within one business day of the examination completion date. If this time-
frame cannot be met, the examiner must document supervisor concurrence in
the Confidential Section, as well as the reason for delay.

NSPM content |ast updated July 29, 2015.

F. Documented Secondary CAMEL Review

In cases where a credit union presents higher risk, has serious problems, or
represents a material potential risk to the share insurance fund, the supervisor
that has district responsibility for the credit union will review draft examination
and follow-up examination reports before they are finalized by the examiner.

At a minimum, supervisors will complete a Documented Secondary CAMEL
Review (DSCR) for:

« Allexaminations and follow-up examinations of credit unions with assets
greater than $250 million at the examination effective date

« All examinations and follow-up examinations of credit unions with a cur-
rent or proposed CAMEL rating of 4 or 5

« All onsite supervision contacts (code 22 or 23) where the composite
CAMEL rating changestoorfroma4or5

« All examinations and follow-up examinations of credit unions with an
NCUA proposed or outstanding Letter of Understanding and Agreement
(LUA), Preliminary Warning Letter (PWL), Cease and Desist Order (C&D),
or Other Discretionary Supervisory Action provided under Prompt Cor-
rective Action (PCA)

« All FISCUs with a proposed or outstanding administrative action (equi-
valent to an LUA, PWL, C&D, or Other Discretionary Supervisory Action
under PCA) issued jointly with or separately by the state regulator where
NCUA participates on the examination

The supervisor’'s DSCR must be completed before the examiner releases the
final report to the credit union. In the event an examiner is completing work
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outside his/her SE group, the examiner’s SE will have permissions to view the
approved DSCR.

The supervisor is responsible for reviewing the report to ensure that:

« The scope is well developed and appropriate for the identified and indic-
ated risks

« All significant risks and problem areas are appropriately identified and
communicated

« Resolution plans are effective and timely for the type and proportion of
risk

« CAMEL and risk ratings appropriately reflect the level and direction of risk

« Recurring problem areas are appropriately escalated to more stringent
action plans or administrative actions

For credit unions identified for a DSCR, examiners will email exam support doc-
uments to the credit union’s SE for review before issuing the report no more
than five business days after completing the field work (including any field work
completed by the SSA that the examiner relies on in assigning a CAMEL rating,
if applicable). If the five-day timeline cannot be met, the SE may grant the
examiner additional time to complete the task. The examiner will document
the need for this additional time in the Confidential Section of AIRES.

At a minimum, examiners must send the following:
« DOR (if applicable)
« Examiner’s Findings (if applicable)
« CAMEL Evaluation Form
« Scope module, including completed “Final Assessment” tab

Any other documents requested by the SE

Examiners must receive the supervisor’s DSCR prior to releasing the exam
report to the credit union officials or management. Examiners will document
completion of the DSCR in the Confidential Section of AIRES. Examples of suf-
ficient documentation are:

o E-mail from the supervisor

« Optional DSCR template in AIRES
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« Supervisor creates form to document the review

Supervisors will perform a CAMEL review and provide the examiner feedback
as documented in the DSCR within seven business days of receipt of the sup-
porting documentation. They will evaluate and document the secondary review
of CAMEL ratings on the DSCR. In those rare cases where the supervisor and
examiner cannot reach consensus on the appropriate CAMEL ratings, the exam-
iner should document the CAMEL ratings they were advised to adjustin the Con-
fidential Section.

NSPM content |last updated September 12, 2016.

G. EIC Rotation Limits

NCUA Instruction 5000.19, Examiner-In-Charge Rotation (Nov. 23, 2005),
describes the current policy for examiner rotation, including limits on con-
secutive years in district assignments.

Supervisors will ensure adequate rotation of EICs occurs. ARDPs will monitor
compliance with this requirement. The assigned ARD may approve exceptions
on a case-by-case basis for extraordinary circumstances such as pending mer-
ger, liquidation, charter conversion, or resolution of an emerging material prob-
lem. The ARD will document all approved exceptions in writing, and the EIC will
note said approval in the Confidential Section.

NSPM content |ast updated July 29, 2015.

H. Electronic and Hard Copy Field Files

Examiners will maintain electronic field files for credit unions within their dis-
trict. Examiners will maintain electronic correspondence between the central
office, regional office, credit union, SSA, or any other related party within the
electronic files. Upon transferring credit unions to another district, examiners
will be responsible for transferring the credit union’s electronic files to the new
examiner.

If an examiner chooses to maintain hard copy field files, the examiner is
responsible for maintaining the field files in accordance with NCUA Instruction
13500.09, Security of External Party’s Documentation and NCUA Instruction
1200.15, Rules and Consequences for Safequarding Personally Identifiable
Information. The field file should not contain confidential or sensitive inform-
ation, unless properly secured to prevent disclosure to unauthorized parties.
The contents of the field file are subject to examiner discretion. In some
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instances, the credit union may not have any significant problems and there
may not be a field file.

NSPM content |ast updated July 29, 2015.

|. Electronic Copies of Reports

Examiners may provide credit unions with an electronic copy of examination
and supervision contact reports. The electronic copy can replace or be in addi-
tion to the hard copy report, depending on the credit union’s preference.
Provide electronic copies in PDF format to prevent easy manipulation of doc-
uments.

The instructions for creating an electronic copy of the examination report are
accessible through the AIRES program main menu, Help-Instructions. If an
examiner sends the examination report via e-mail, they must use ZixMail,
NCUA’s secure e-mail program. Instructions for using ZixMail are in the
Outlook 2010 section of NCUA’s Hi Tech Manual.

NSPM content |ast updated July 29, 2015.

J. Examination/Supervision Completion Date and AIRES Upload
Requirements

Examiners will enter the examination completion date on the "Completion
Information” tab of the EMC in AIRES. The examination/supervision com-

pletion date is the day the examiner last charged time to the examination and
must be within five business days of the latest of the following dates:

« Date of last onsite
« Date of exit meeting
« Date of joint conference

Within one business day of the examination completion date, examiners will
upload the AIRES examination report, including a completed Scope.

The five (5) business days to complete and one business (1) day to upload the
examination/supervision contact are included in the 60-day examination time-
frame requirement. For example, if the joint conference, exit meeting, or last
day onsite takes place on the 58th day, the examiner has two (2) business days
to complete and upload the examination.
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The 60-day examination timeframe requirement does not
include time spent pre-planning (WCC 94 or WCC 95).

Having a joint conference, exit meeting, or last day onsite on the 58" day does
not extend the 60-day timeframe unless a waiver is obtained as outlined
above. Similarly, if an examiner has the joint conference, exit meeting, or last
day onsite on the 30t day, she has until the 35 business day to complete the
examination/supervision contact and until the 36t" business day to upload the
examination/supervision contact. Hand delivery of an examination report does
not constitute ‘date last onsite.’

The five business days to complete and one business day to
upload the examination/supervision contact are included in the
60-day examination timeframe requirement. The 60-day clos-
eout requirement can only be extended through a waiver.

If the examination completion date exceeds five business days due to items
like conferences, training, annual leave, or sick leave, the examiner will doc-
ument the circumstance(s) in the Confidential Section.

If there is a delay in the AIRES upload, examiners will notify their supervisor
and document supervisor concurrence and the reason(s) for exceeding the
timeframe in the Confidential Section of the report.

NSPM content |ast updated July 29, 2015.

K. Limiting Examinations in Process

EICs will not have more than three examinations in process at any time without
supervisor approval. Examiners will email their supervisor for concurrence doc-
umenting the reason(s) for exceeding the allowable number of examinations in
process.

NSPM content last updated July 29, 2015.

L. Notifying a Credit Union of an Examination/Supervision
Contact

When NCUA is leading an examination, examiners should provide as much
advance notice as possible before starting an examination/supervision contact.
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Unless fraud is suspected or other special circumstances exist, examiners will
give credit union officials a minimum notice of four weeks. NCUA management
must approve notification periods shorter than four weeks. Each region will spe-
cify at what level management approval is required. This approval will be doc-
umented in the Confidential Section of the report.

For joint FISCU exams, the NCUA EIC should make every effort to coordinate
with the SSA EIC to ensure that an all-inclusive "Items Needed" list is provided
to the FISCU with as much advance notice as possible.

NCUA management must approve notification periods shorter
than four weeks.

As part of the notification process, examiners will provide the appropriate pre-
examination letter (RFE or SCUEP) found in the AIRES Exam Directory under
Available Template Files. This letter should be customized to only request items
unique and necessary to address the scope and risk profile for each exam-
ination.

Credit unions should receive the “Items Needed” list no less than four weeks in
advance of the actual start date of the exam, whether onsite or offsite. Exam-
iners do not need credit union approval of examination scheduling, but should
reach agreement whenever possible to minimize disruption to a credit union

and to ensure critical staff members are available while examiners are on site.

With supervisory approval, examiners may start an examination or supervision
contact without providing notice when the EIC plans to conduct a surprise con-
tact due to weak internal controls or when supervisory timeliness is warranted.

NSPM content |ast updated December 30, 2016.

M. Team Member Responsibilities

Team members are responsible for providing the EIC with the documentation
to support any recommendations (and discussed with management) before
completing their onsite review. Team members can provide examination
materials after completing onsite work only with EIC concurrence and the
establishment of a defined delivery date.
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Team memos do not replace a documented scope, applicable questionnaires,
and assessment of risk ratings. At a minimum, team members should provide
the following to the EIC (as applicable):

« Detail of time charged

« Scope team export file including completed AIRES Scope module (Cor-
porate Examiner Work Center for corporate exams), comments on the
final risk ratings, and recommended areas for review (when completing
the module and areas of review, all team members with an SME des-
ignation will include their designation, in parenthesis, next to their initials
in the “"Done by” column)

« Loan Review team export file
« Appropriate questionnaires
« Examiner’s Findings

o Document of Resolution (DOR) team export file (include comments in the
DOR module on the credit union’s actions to address prior DOR items)

« Other work papers to support findings and/or recommended actions

Before commencing a team examination or supervision contact which includes
three or more team members (including the EIC), the EIC will communicate
individual responsibilities and any additional expectations for documentation to
all team members, including specialized examiners (RLS, RCMS, RISO, ISO,
CMS, etc.). This is typically done through an email or team memo. At a min-
imum, the EIC will provide team members the following information:

« Location of the credit union, hours of operation, dress code, travel con-
siderations (rental cars needed, lodging, etc.)

« Summary of existing and emerging concerns
« Individual responsibilities and time budgeted
« Expected documentation to be provided to the EIC

The EIC is ultimately responsible for delegating and coordinating the work of
the team members and the quality of the examination. This includes, but is not
limited to, ensuring:

« Risk areas are adequately identified and assessed

« The examination reportis cohesive
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« Credit union management understands and agrees with the areas of con-
cern

« An administrative record is well established in AIRES

NSPM content |ast updated December 30, 2016.

N. Timeframe to Complete an Examination/Supervision Contact

It is critical to ensure credit union officials receive timely information and take
timely corrective action. Examiners will complete and upload all exam-
inations/supervision contacts within 60 calendar days of the start of the exam-
ination/supervision contact. The start date is the first date an examiner
charges time to WCC 10 or WCC 11 (for an exam), or WCC 22 or WCC 23 (for a
supervision contact). An exam start date will coincide with the first date that
exam work is conducted onsite or offsite. Examiners must ensure the AIRES
start date is consistent with this definition.

This timeframe includes all other exam-related timeframes. Timeframes
detailed in the Examination/Supervision Completion Date and AIRES Upload
Reqguirements section of the NSPM can and will be shortened as necessary to
meet the maximum timeframe of 60 days.

If completing and uploading an examination/supervision contact within 60 days
is not possible, an EIC will notify his or her supervisor and obtain approval to
extend the timeframe. If the requested completion and upload date exceeds
90 days, the supervisor will notify and request advance approval from the
ARDP. Examiners will document the rationale for the extension request and the
SE or ARDP decision in the Confidential Section of the report.

Regions will maintain a cumulative report identifying credit union exam-
inations/supervision contacts remaining open longer than 60 days and provide
the report to the ARDPs quarterly. ARDPs will review the report to evaluate if
the extended examination periods were justified.

E&I will evaluate completion and upload timeframes not less than semi-annu-
ally to evaluate the efficiency and effectiveness of examination planning and
scheduling.

NSPM content |ast updated July 29, 2015.
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9. Confidential Section

The Confidential Section of the examination reportis for NCUA's internal use
only. Examiners should use this section to document any actions which take
place during the examination that are not discussed elsewhere in the report.

This section is also the appropriate place to discuss management’s ability and
willingness to correct areas of concern, as well as provide details of new or
unique programs or services not discussed elsewhere in the report or in the
AIRES Scope module.

Examiners will address the following in the Confidential Section:

« Number and type of attendees of the joint conference and/or exit meet-
ing (e.qg., five board members, one supervisory committee member, SE
Smith)

« Summary of subjects discussed (outside of what can be found in the open
section) at the joint conference or exit meeting including agreements
reached and acceptance of the DOR

« Reasons management failed to take corrective action for any previous
and outstanding DOR items or agreements relating to safety and sound-
ness and/or plans for escalation of administrative action

« Explanation of any CAMEL rating differences or other differences during
jointinsurance reviews and joint examinations of federally insured state-
chartered credit unions (FISCUs)

« Any approvals or concurrences from their supervisor or ARDP concerning
conditions or actions taken during the examination (i.e., reject audit, no
LUA with repeat DOR, issuing a PWL, LUA, EIC rotation exceptions, adjust-
ments in CAMEL ratings, MBL waiver violations not presenting a
heightened level of risk, etc.). The examiner will include the reasons for
the recommendation, the anticipated date the problems will be resolved,
the recommended course of action if the problems are not resolved, and
the examiner’s plans for supervision

« Any other pertinent information about managementin order to maintain
a full administrative record (e.g., management’s and officials’ ability to
resolve issues, knowledge level of credit union operations, not providing
an AIRES download)
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« Any deviations from budgeted hours, documenting supervisor con-
currence

« Any expansion beyond the SCUEP defined-scope procedures, including
how and why the scope was expanded, documenting supervisor approval
in the Miscellaneous Exam Considerations section (if applicable)

« Reason why report not completed or uploaded within required time-
frames (if applicable)

o Completion of a documented secondary CAMEL review

« Reasons a joint FISCU exam was not possible, including efforts made to
coordinate the joint examination with the SSA, when applicable.
« When a joint exam is conducted, the EIC will note the extent of SSA
participation in the Confidential Section.

Remember that records, including the Confidential Section, can
be subpoenaed.

NSPM content |ast updated January 27, 2016.

10. Joint Conferences and Exit Meetings

A joint conference is a meeting of the examiners and a sufficient number
(quorum) of the board of directors to conduct official credit union business. It
provides the examiner the opportunity to reach agreements with the board
that they will take appropriate action for reducing levels of unwarranted risk in
the credit union.

Examiners must hold a joint conference at the end of every examination and
follow-up examination for CAMEL 3, 4, and 5 credit unions. In CAMEL 1 or 2
credit unions, a joint conference is not mandatory; however, examiners must
make credit unions aware of the option of holding a joint conference by offer-
ing a joint conference to the board chair (or their board member designee, not
to include a credit union employee) and document the decision in the Con-
fidential Section. The examiner may also elect to hold a joint conference if the
examination reveals substantive concerns or there is a need for a com-
munication forum.
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If a joint conference is not held, the examiner will hold an exit meeting. An exit
meeting differs from a joint conference in that an exit meeting does not
require a quorum of the board attend. Attendance at an exit meeting generally
consists of top management, key staff, and possibly one or more officials. The
examiner will provide adequate information to allow the recipients to make an
informed decision regarding whether any of the officials would like to par-
ticipate in the exit meeting or have a joint conference.

If material information arises that has not been presented to managers, field
staff may reschedule the joint conference, exit meeting, or release of the
examination report until the information is presented, or may conduct a follow-
up meeting. Examiners must obtain supervisor approval if they exceed the
exam completion parameters addressed in the District Management section of
the NSPM.

Key assertions may be withheld from management in the event they merit
discussion directly with a credit union board of directors. An example of such
a circumstance is suspected fraud.

NSPM content |last updated December 30, 2016.
11. Communicating Directly with a Credit Union

A. Informal Communication

Examiners may use e-mail as an informal means of communication with credit
unions in place of, or in addition to, telephone calls. Examiners must use
ZixMail, NCUA’s secure e-mail program, when discussing confidential matters
with credit unions through email. Instructions for using ZixMail are available in
NCUA'’s Hi Tech Manual under Outlook 2010.

Examiners may not share information obtained from a credit union with
another credit union (e.g., sample policies, etc.) without the originator’s
express permission. In addition, examiners will not forward regional/central
office email correspondence directly to the credit union.

B. Formal Communication

Formal written communication with a credit union is typically initiated by the
examiner and supervisor and processed through the regional office. The
Audits, Recordkeeping, and Fraud and Regulatory Waivers and other Regu-
latory Actions sections of the NSPM present common types of written

Chapter 9. District Management Page 237 of 489


http://publishedguides.ncua.lan/nspm/Pages/Default.htm
http://portal.ncua.lan/sites/elibrary/Documents/IT Info/OCIO Hi-Tech Manual 2015.pdf

National Supervision Policy Manual Version 5.0

correspondence. These sections provide many templates which contain the
minimum documentation standards and should be used as a starting point
when preparing credit union correspondence. Employees can also reference
the NCUA Communications Manual for more information.

« In most cases, the Regional Director’s response is addressed to the board
of director's chairperson at the credit union’s address, with a copy to the
CEO as appropriate. Correspondence is not typically mailed directly to the
home of a board member unless there has been a problem with the cor-
respondence being delivered (e.g., there is a question of confidentiality,
or, if appropriate, in some cases of hegative correspondence such as a
Regional Director letter for significant violations or safety and soundness
issues). When mailing items to the home address of any board member,
the outgoing correspondence should be marked “confidential and
private”. In special cases, DOS may mail correspondence to each board
member’s home or the supervisor may determine if delivering the cor-
respondence in person is appropriate.

« Examiners and supervisors should be copied on all outgoing cor-
respondence. The SSA should be copied on all outgoing FISCU cor-
respondence.

« DOS has the discretion to add line items such as "cc" and "bcc" recipients,
“sent via FedEx - Signature Required,” etc. to templates

NSPM content |ast updated July 29, 2015.
C. Writing Guidelines

NCUA is responsible for ensuring that agency personnel prepare documents
intended for the public according to plain writing guidelines. Information about
the Plain Writing Act of 2010 can be found on NCUA’s website. The plain writing
guidelines used by NCUA can be found at Plain Language.gov. Plain language
(also called plain English) is communication your audience can understand the
first time they read or hear it. Plain language is defined by results—it is easy to
read, understand, and use. Staff should incorporate the following writing tech-
niques to help achieve this goal:

« Logical organization with the reader in mind
« "You" and other pronouns

« Active voice

Chapter 9. District Management Page 238 of 489


http://portal.ncua.lan/sites/elibrary/Documents/Human Resources/Communication Manual/NCUA Communications Manual (12-2014).pdf
http://publishedguides.ncua.lan/nspm/Pages/Default.htm
http://www.ncua.gov/Legal/plainlanguage/Pages/default.aspx
http://www.ncua.gov/Legal/plainlanguage/Pages/default.aspx
http://www.plainlanguage.gov/howto/guidelines/FederalPLGuidelines/index.cfm?CFID=3198517&CFTOKEN=9b4f32f834a577aa-D69B5CFD-1372-4132-8D5EE22F71227065&jsessionid=bc30803485827bcf3240435c3b41166991b6

National Supervision Policy Manual Version 5.0

Short sentences
Common, everyday words

Easy-to-read design features

A plain language checklist is available on Plain Language.gov. In general, use

the following tips when preparing written correspondence:

Write for the average reader

Use base verbs, not nominalizations (hidden verbs)
Present tense is usually best

Organize content to serve the reader's needs

Remove excess words

Organize content with useful headings

Avoid using more than two or three subordinate levels
Use short sections and sentences

Use concrete, familiar words

Simplify complex material using lists and tables
Speak to the reader using "you" and other pronouns
Express requirements with "must" (avoid "shall," which is ambiguous)
Use active voice

Place words carefully (avoid large gaps between the subject and object
and place modifiers appropriately)

12.

NSPM content |ast updated July 29, 2015.

Communicating with Law Enforcement, Outside

Audit Firms, or Other Federal Agencies

Examiners must refer all inquiries from law enforcement, outside audit firms,
or other federal agencies to the region’s Division of Supervision through their
supervisor. Regional Directors should communicate knowledge of any law
enforcement investigation to the NCUA Board, OGC, and E&I.

NSPM content |ast updated July 29, 2015.
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13. Supervising a New Credit Union

If an examiner is responsible for a new credit union, the following policies
apply:

« 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)

« Perform a supervision contact within 60 days of initial operations, and
within every 120 days thereafter for the first two years

« Documentation requirements are the same as for follow-up examinations

« Maintain open communication with the assigned economic development
specialist (EDS)

« Document compliance with the Letter of Understanding and Agreement
(LUA) or Special Insuring Agreement (SIA) and adherence to the credit
union’s business plan in the Status Update section of the report

« Review all changes in management (officials and key personnel), and
determine if changes in officials were approved by the Regional Director
and the SSA, if applicable, in accordance with §701.14e of NCUA rules and

regulations

« Assess the need for assistance, including enrolimentin the National Small
Credit Union Program (NSCUP), and the creation of a mentor relationship
with an established credit union

« Discuss findings and recommendations with management during a joint
conference and deliver the appropriate sections of the report to the
responsible officials

The supervisor will provide a summary of the supervision provided, results
achieved, and the prognosis for continued successful operations in the regional
monthly management report.

NSPM content last updated July 29, 2015.

14. Critical Case Credit Unions

The term “critical cases” is used to define credit unions which pose the most sig-
nificant emerging risk to the share insurance fund. Critical case briefings are
part of the region’s risk management practices and provide regional
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management an opportunity to evaluate the need for enhanced supervision.
This section provides examiners with insight into the purpose, selection criteria,
and processes involved in critical case credit union briefings as well as providing
structure on what to expect if critical case credit unions are identified within
their district.

NSPM content |ast updated July 29, 2015.

A. Developing a Critical Case List

Periodically, regions will develop a listing of their top critical cases. Regional
management will select critical cases based on the following:

« Recommendations from regional management and regional DOS
« Quarterly risk trending reports reviewed by regional DOS

Monthly management reports listing problem cases

Internal regional risk reports

« High Risk Credit Union Pipeline Reports

Reports provided by E&I flagging select cases

« Other approaches at the discretion of the region

Regional management will compile a critical case list and share the cases with
E&I. E&I will review case files and request attendance at selected critical case
briefings each year based on critical cases of national significance and to mon-
itor regional risk management approaches.

:
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NSPM content |last updated July 29, 2015.

B. Critical Case Meetings

The purpose of critical case meetings/briefings is to discuss the case back-
ground, present status, prognosis, and supervision plans with regional man-
agement. The assighed examiner(s) will prepare and present critical cases at
the briefings. The Regional Director will determine the format of the critical
case package prior to the meeting and communicate the format to examiners
a minimum of ten business days in advance of the meeting. The examiner’s
supervisor will review the package(s) prior to submission to the regional office
for quality and completeness as well as adherence to established standards.

NSPM content |ast updated July 29, 2015.

15. Control Reports

Control reports serve as a mechanism to ensure the agency has a robust exam-
ination program that is properly resourced and monitored for adherence to
national examination and quality standards.

NSPM content |ast updated July 29, 2015.

A. E&I Control Reports

E&I will run reports to evaluate the status of the national examination program
and evaluate adherence to national standards including:

« Outstanding Recordkeeping Issues
o Completion Target Exception Reports

« DOR Tracking Reports to ensure resolution is achieved timely
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« MARS workload and completed examination/supervision contact reports
« CAMEL 3, 4, and 5 MARS reports

« Problem Credit Union Reports (3,4,5)

« Other specialized reports as deemed appropriate

Until a national database/tool is developed, regions will continue to use report-
ing systems currently in place. Regions should ensure their current systems cap-
ture the requested information.

NSPM content |ast updated July 29, 2015.

B. Regional Control Reports

At a minimum, the regions will be responsible for maintaining the following con-
trol reports:

« MARS reports — Regions will ensure MARS complete and reconciled each
month

« Budgeting — Regions will review necessary reports and resource budgets
monthly to ensure completion and consistency with standards

« Unresolved Recordkeeping Issues — Regions will be responsible for track-
ing outstanding recordkeeping concerns within their region’s credit uni-
ons. Each quarter (at a minimum), the report should be reviewed and
updated to reflect the status of the reported problem codes

« Program Completion Reports
« CAMEL 3, 4, 5 Detail, Status, and Exception Reports
« High Risk Credit Union Pipeline Reports

o Quarterly PCA Reports
« Quality Control Reviews (QCR)

» Status and Exception Reports

NSPM content |ast updated July 29, 2015.

16. Develop and Issue Guidance

NCUA issues formal examination and supervision guidance to staff in the form
of Supervisory Letters, Regulatory Alerts, and Letters to Credit Unions. To
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ensure guidance aligns with the agency’s mission and provides staff appro-
priate and timely guidance, NCUA has adopted a standard process to initiate,
develop, and release examination- and supervision-related guidance at the
national and field office levels.

The Office of Examination and Insurance issues authoritative agency guidance
at the national level. Individual field offices may issue explanatory and training
materials (such as white papers) directly to their staff. The NCUA Exam Steer-
ing Group assists E&I by:

« Reviewing examination and supervision guidance requests
« Helping prioritize guidance requests based on need

« Recommending a lead office or region responsible for the development of
guidance

« Aiding the coordination of necessary resources for guidance development

Whitepapers and other regional materials may not
establish exam procedures or policy. Regions may con-
tinue to provide guidance to staff to clarify existing policy and
provide regional specific direction/training.

The following review process, which is also available on the ESG SharePoint
site, is intended to eliminate redundant guidance development efforts. Staff
will adhere to the protocol outlined below.

A. Initiating Guidance Development

To initiate a request for guidance development, field and central offices will sub-
mit a guidance request to E&I and provide a brief description of the issue(s) or
topic(s) to be addressed. Upon receiving a formal request for guidance devel-
opment, E&I will:

« Maintain an inventory of all guidance products in development and related
requests

« Postthe inventory of guidance in development to the ESG SharePoint site

« Provide the formal request to the ESG for discussion
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At each quarterly meeting, the ESG will review all proposed guidance requests
received since the last meeting to determine if the proposal creates new
agency policy and consider the most appropriate avenue for distribution (i.e.,
Supervisory Letter, Regulatory Alert, Letter to Credit Unions, whitepaper).

B. Developing and Issuing National Guidance

Once the ESG (with E&I’s concurrence) or E&I determines whether the pro-
posed guidance is suitable for national development and issuance:

E&I will notify the requesting office within 14 days of the ESG’s decision.

Unless E&I will serve as the lead office, another office may volunteer and
be assigned as the lead office to conduct the initial research for, and draft-
ing of, the guidance.

E&I will assign a staff member to be the point of contact on all guidance in
development and will work with regions and offices to marshal subject
matter experts as necessary.

Once developed, the lead office will provide all regions and related central
offices with the draft guidance and a comment log. The lead office will
establish a comment period no shorter than two weeks for regions and
offices to submit feedback.

The lead office will submit updated guidance to E&I after receiving and
addressing all feedback. A copy of the comment log will be included with
the submission.

E&I will assume the lead at this point and will take on responsibility to per-
form quality control and vet the guidance with the NCUA Board, Executive
Director, other agencies as applicable, and determine whether to issue
the guidance, and when.

C. Developing and Issuing Field Office Guidance (Directions,
Training Material, Whitepapers)

If the ESG (with E&I’s concurrence) determines the proposed guidance is suit-
able for development and issuance by an individual field office:

E&I will notify the requesting office (the “lead office”) responsible for
developing the guidance within 14 days of the ESG's decision.
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« Upon notification, the lead office will research, draft, and distribute the
material to its staff and provide a copy to all regions, E&I, and any inter-
ested central offices.

NSPM content |last updated January 27, 2016.

17. Templates
« Supervision Chronology Report

e« Team Memo

NSPM content |ast updated July 29, 2015.
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Template: Supervision Chronology Report
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Template: Team Memo

NATIONAL CREDIT UNION ADMINISTRATION

REGION X
TO: PE [name] AND EX [name]
CC: SE [name]
FROM: PE [name]

SUBJECT: [credit union name] Team Examination
DATE: [date]
We are scheduled to start the team examination of [credit union name] FCU #XXXXX on [date].
This examination will have an effective date of [effective date]. A list of team members,
associated hours for this exam, and areas scheduled for review is provided below:
e EX [name] -- 32 hours - ALM Review (on-site week of [date])
e EX [name] — 32 hours - Lending review (on-site week of [date])
You can work any time from 7:00 AM to 7:00 PM at the ABC Office:
[CU address]
[City, State Zip]

[Phone number]

The dress code is [type of dress]. [Parking, Travel, and/or Transportation Considerations,
Lodging Options, etc.]

I plan to begin work at [time].

The CEQ’s name is [name].

The following request lists and questionnaires have been provided to the credit union:
e ALM general request list

e IRR and Liquidity questionnaires

*****F YOU HAVE ADDITIONAL INFORMATION YOU WOULD LIKE THE CU TO
PREPARE FOR US, PLEASE LET ME KNOW ASAP . *****

I will provide a backup of the examination to you the first day you are on-site.



Please provide me a memo with the results of your review upon the completion of your work.
Please include a section to address each of the topics listed below and any additional topics you
feel are necessary.

EXAM HOURS

e Please provide the hours you have worked on this examination, and please indicate
whether the time was on or off site.

e Provide me with any recommendations for changes to future budget hours.

e Provide recommendations for changes to the number of participants as well the
addition/deletion of any SME’s to the job.

SCOPE

e Please provide your input on what the final risk rating should be based on your review.
e Please provide any areas you recommend for review during the next examination.

e Provide the scope team merge file.

OVERVIEW

e Please provide an overview narrative, if applicable.

e Please provide discussion of the topic, indicate what is wrong, and provide guidance on
how to address the issue.

DOR

e Please update and comment on all prior DOR items in the DOR module that relate to
your area of review.

e Please discuss all DOR items with me prior to discussing them with management.

e After you have discussed the DOR items with me, please discuss with management and
assure any questions management may have regarding your DOR items are addressed
prior to your departure.

e Provide the DOR team merge file.

EXAMINER’S FINDINGS |

e Please provide your Examiner’s Findings in an Examiner’s Findings document.

CAMEL RATINGS |

e Please provide your input on what you feel the CAMEL rating should be for the area you
reviewed and provide a brief supporting explanation.



QUESTIONNAIRES

e Complete all required questionnaires related to your area of review and complete optional
questionnaires as you deem necessary.

CONFIDENTIAL SECTION

e Please provide me with any information you feel is necessary and appropriate to include
in the Confidential Section.

EXIT MEETINGS

e Schedule all exit meetings as soon as possible to assure all appropriate credit union
employees and NCUA staff can attend.

e Please discuss all findings with me prior to the exit meeting.

e Please discuss any issues with credit union management prior to the meeting so there are
No surprises.

*****Return all materials provided to you by the credit union back to the appropriate
person prior to your departure*****
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Chapter 10. Examination Complaints

Credit union officials have the right to appeal or file a complaint on examination
issues directly to the Regional Director. This would include any written or
informal appeal or complaint related to an examination or supervision contact
or other supervisory determination and may take the form of complaints
against supervisory examiners, examiners, requests for a different examiner,
or requests for some type of change to the examination report.

In addition, Part 309 of the Riegle Community Development and Regulatory
Improvement Act of 1994 required NCUA to establish an independent appel-
late process to review material supervisory determinations. In 2011, the NCUA
Board adopted Interpretive Ruling and Policy Statement (IRPS) 11-1, Super-
visory Review Committee. This IRPS was amended by IRPS 12-1, which allows
credit union officials to appeal material supervisory determinations to a super-
visory review committee (committee) composed of three NCUA senior staff.
Any decision, whether at the Regional Director level or at the committee level,
is appealable to the NCUA Board.

Examination material supervisory determinations are limited to:

o Composite CAMEL ratings of 3, 4, and 5 and all component ratings of
those composite ratings

« Adequacy of loan loss reserve provisions

« Loan classifications on loans that are significant as determined by the
appealing credit union

To be appealable to the committee, the examination complaint must be filed
by the credit union within 30 days of the examiner’s final determination. A com-
plaint regarding a FISCU examination may be made to the NCUA if the final
determination was made by the NCUA examiner. If the final determination was
made by the state examiner, the complaint will be turned over to the state for
the appropriate action.

NSPM content |ast updated July 29, 2015.

1. Examination Complaint Investigation Goals

Our main goal is to anticipate and resolve problems at the field level whenever
possible. We expect the investigative process to:
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« Determine the real issues and work towards solutions

« Reach agreements based on facts and complete necessary corrective
action

« Identify potential deficiencies in agency systems, methods, and pro-
cedures and effect correction

« Identify examiner performance issues

« Provide a written response from the Regional Director to the credit union
within a 30-day timeframe on all appeals that involve material super-
visory determinations

NSPM content |ast updated July 29, 2015.

2. Roles and Responsibilities
A. Division of Supervision

DOS is responsible for coordinating the examination complaint investigation
with field staff. Upon receipt of an examination complaint, DOS will:

« For FISCUs, review the complaint to identify if the NCUA or state made
the final determination. If it was NCUA, the complaint will be processed by
DOS. If the state examiner made the final determination, the complaint
will be forwarded to the state for processing.

« Review the complaint and identify if it is for a material supervisory determ-
ination.

« DOS will ensure all actions are completed within 60 days. This
includes complaints that are ultimately appealable to the committee
and complaints that are not for a material supervisory determ-
ination. For matters appealable to the SRC, DOS will ensure the
credit union is made aware of the response before 60 days have
elapsed.

« Draft and send memo to acknowledge the examination complaint to the
credit union within five days of receipt of the complaint in the regional
office.

« Prepare and send a work assignment to complete a Regional Summary to
the SE (or ARDP) that includes a copy of the credit union’s examination
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complaint. A copy of the examination complaint will be sent to the Exam-
iner-In-Charge, if warranted.

« Review the completed field Regional Summary and analyze the recom-
mendations for appropriate support and justification. Upon concurrence,
DOS will submit the recommendation and proposed response (use the
Respond to Examination Complaint sample) to the Regional Director for
approval and signature. DOS will mail the signed letter using the region’s
preferred expedited mail delivery service with a copy to the SE and Exam-
iner.

« DOS will post copies of the original complaint, acknowledgement letter,
response letter and completed Regional Summary to the central office via
E&I SharePoint Post Office.

B. Regional Director
The Regional Director, or his/her designee, will:
« Review all appeals

« Notify the Office of the Inspector General immediately if an appeal con-
cerns NCUA staff involvement in waste, fraud, or abuse against the U.S.
government

« Route all appeals to the DOS director for processing

C. Field Staff Review

The supervisory examiner will be responsible for investigating all complaints. If
the SE is named in the complaint, the associate ARDP or his/her designee may
be asked, depending on the nature of the complaint, to handle the invest-
igation.

The SE (or ARDP) will contact the credit union officials and the examiner and
will schedule any meetings necessary to facilitate the investigation.

The SE (or ARDP) will complete the investigation and send a report to DOS out-
lining the investigation steps, the findings, agreements, and recommendations
for action. The SE response will also include a draft response to the credit union
for the Regional Director's signature.

The SE may request an extension of the investigation timeframe for any com-
plaint not governed by IRPS 11-1, Supervisory Review Committee, as
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amended by IRPS 12-1, by sending an e-mail request to the ARDP explaining
the reason for the extension. The ARDP will notify the SE of his or her decision
by e-mail with a copy to the DOS.

NSPM content |last updated January 27, 2016.

3. Templates
« Acknowledge Examination Complaint
« Regional Summary of Exam Appeal and Complaint

« Respond to Examination Complaint (sample)

NSPM content |ast updated July 29, 2015.

Chapter 10. Examination Complaints Page 255 of 489


http://publishedguides.ncua.lan/nspm/Pages/Default.htm
http://publishedguides.ncua.lan/nspm/Pages/Default.htm

Template: Acknowledge Examination Complaint




Template: Regional Summary (Exam Appeals and

Complaints)




Other Pertinent Information

REVIEWER RECOMMENDATIONS AND COMMENTS:

Reviewer Recommendation:

APPROVAL/DENIAL RECOMMENDATIONS

Analyst Comments:

APPROVE [ | DISAPPROVE [ ]
Supervision Analyst Date

APPROVE [ ] DISAPPROVE [ ]
Director of Supervision Date

APPROVE [ ] DISAPPROVE [ ]
Associate Regional Director Date

APPROVE [ ] DISAPPROVE [ ]



Sample: Respond to Examination Complaint

1 |
L
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Chapter 11. Federal Credit Union Program and Pro-
cedures

NCUA’s examination program institutes standards for a high quality exam-
ination process and establishes guidelines to:

« Identify and mitigate current and emerging risks to the share insurance
fund

« Ensure credit unions are in compliance with applicable laws, regulations,
and directives

« Initiate appropriate corrective actions supported by a sufficiently detailed
administrative record

« Facilitate timely resolution of supervisory concerns

This section of the NSPM explains how examiners will supervise federal credit
unions in their districts. Supervision efforts will vary depending on the size of
the credit union, the risk to the share insurance fund, and other circumstances
as applicable. Supervision includes, but is not limited to, examinations, follow-
up examinations, onsite contacts, offsite contacts, offsite monitoring, and
trending analysis (e.g., Call Report/FPR Trending).

The examination and supervision program is the most important component of
managing risk to the share insurance fund and protecting members. Refer to
the comparison of examination and supervision programs for federal credit uni-
ons and federally insured, state-chartered credit unions for a high-level over-
view.

NSPM content |last updated July 29, 2015.

1. Examination Planning

Advance pre-planning is critical for effective examinations. Poor planning
before going onsite often leads to unnecessary burden on credit unions and
miscommunication between NCUA and credit union staff. For example, each
“Items Needed” list must be customized to only request items unique and
necessary to address the scope and risk profile for each credit union exam.
Examiners must keep a copy of the customized "Items Needed" list within the
AIRES file so it becomes part of the administrative record.
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Failing to pre-plan can cause frustration for credit unions that spend significant
amounts of time gathering information that an examiner does not review.

NSPM content |ast updated December 30, 2016.

A. Pre-Exam Planning Hours

Examiners will use WCC 94, Pre-Exam Planning FCU, on weekly time reports to
capture time spent pre-planning a federal credit union examination. These
hours are separate from, and in addition to, the budgeted hours for examining
a credit union. Examiners will document their pre-planning activities with the
Pre-Exam Planning Procedures Checklist and upload it with the examination.

Pre-exam hours must be recorded for each completed WCC 10 exam. Excep-
tions to the budgeted time must be approved in writing by a supervisor, in
advance.

The Pre-Exam Planning Procedures Checklist template is loc-
ated in the AIRES Exam Directory under Available Template
Files.

NSPM content |last updated December 30, 2016.

B. Pre-Exam Planning Procedures

Examiners will start the pre-planning exam process by opening an AIRES exam
WCC 10 for a credit union and charging the hours to WCC 94, Pre-Exam Plan-
ning FCU, in the TMS. The AIRES Pre-Exam Planning Procedures Checklist out-
lines specific procedures.

Examiners will comply with the latest version of
NCUA Instruction 13500.09, Security of Sensitive Information.

NSPM content |ast updated December 30, 2016.

C. Preliminary Risk Assessment

The preliminary risk assessment drives the initial scoping for a risk-based exam-
ination. This assessment is documented in the preliminary risk assessment tab
of the AIRES Scope module. Examiners will focus on current and emerging risk
indicators and evaluate preliminary risks.
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Examiners do not complete a preliminary risk assessment for
defined-scope examinations. For these exams, an examiner
will check the SCUEP box in the Preliminary Risk Assessment
tab, which will gray out the input fields on the tab.

NSPM content |last updated December 30, 2016.

D. AIRES Exam Scope (Scope Module)

The Scope module is the permanent record of procedures performed during
an examination/supervision contact. All WCC 10 examination procedures will
be guided by the expectations outlined in the current NCUA Instruction
5000.20, Examination Scope.

1. Examiner

Examiners must thoroughly document the areas reviewed, the results, and the
recommended action. Comments like "completed" or “inadequate” are not suf-
ficient. Examiners must include a description of the area reviewed and results
obtained, regardless of whether references to other work papers are included
in the AIRES scope. The Scope module should be a comprehensive synopsis of
what occurred during the examination. A comprehensive scope will enable the
examiner of the next examination to become familiar with the history of the
credit union in a shorter amount of time. When completing the Scope module
and areas of review, all team members with an SME designation will include
their designation, in parenthesis, next to their initials in the "Done by” column.

2. Examiner-in-Charge

Examiners in Charge (EICs) are responsible for the sufficiency of the AIRES
Scope module. For team exams/supervision contacts, the EIC should complete
the scope in advance of the rest of the team's arrival onsite.

EICs need to continually evaluate the appropriateness of the scope and doc-
ument procedures commensurate with the size and complexity of a credit
union throughout the course of an examination. EICs will fully evaluate areas
that represent a significant risk or potential risk to a credit union.

3. E&I

E&I will review, and update when necessary, the scope expectations in con-
junction with changes in key risk indicators, economic conditions and regional
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concerns by January 1 each year.

NSPM content
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2. Membership Data Information

Membership Data Information will be collected for all natural person federal
credit unions in accordance with NCUA Letter to Federal Credit Unions 09-FCU-
03, Membership Data Collection. Detailed instructions on Membership Data Col-
lection can be found by clicking on the “extract” button on the Completion
Information tab within AIRES.

NSPM content |ast updated January 27, 2016.

3. Federal Credit Union Examinations (WCC 10)

NCUA examiners will use WCC 10 for FCU examinations, including

SCUEP defined-scope examinations. Examiners will reference the most recent
NCUA Instruction 5000.20, Examination Scope, Appendix B, for required and
baseline review areas. For an FCU SCUEP defined-scope examination, exam-
iners will reference Appendix A for required Tier 1 review areas.

As noted in the document, examiners are responsible for using their judgment
to adjust the scope to focus on areas of heightened risk. When opting out of
baseline review areas, examiners will provide justification in the Scope mod-
ule.

NSPM content |ast updated January 27, 2016.

4. Federal Credit Union Supervision Contacts

Supervision contacts typically fall into one of three categories:
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1. Follow-up exams
2. Onsite supervision contacts
3. Offsite supervision contacts

For a full list of WCC definitions, see the Work Classification Codes section of
the NSPM.

NSPM content |ast updated July 29, 2015.

A. Follow-Up Examinations for Troubled/Problem Federal Credit
Unions (WCC 22)

Follow-up examinations are more comprehensive than other onsite super-
vision contacts and require an analysis of data to support the CAMEL ratings
and administrative action recommendations. Examiners will supportin the
scope, or by other means that can be made part of the administrative record,
all of the critical problem areas identified during the regular examination.
Before uploading an AIRES contact, examiners will indicate on the AIRES Exam
Management Console (EMC) whether the supervision contact was a follow-up
examination (yes/no button on the Completion Information tab in AIRES).
Examiners typically only perform follow-up examinations on CAMEL 3, 4, or 5
credit unions.

A follow-up examination is a type of onsite supervision contact
that applies to both federal credit unions and federally insured,
state-charted credit unions.

At a minimum, examiners will perform a follow-up examination, which must
include a joint conference with the board of directors, during the following inter-
vals:

Credit Union Descrip-

. Follow-Up Exam Requirements
tion

CAMEL 3 > $50 million 180 days (from completion date to completion

date)
CAMEL 4 or 5 > $50 mil- 120 days (from completion date to completion
lion date)
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1. Timeframe Exceptions for Follow-Up Examinations

Examiners will consult their supervisor and request an extension via email if
they cannot complete a follow-up examination within the required timeframe.
The guidelines for requesting an extension are:

Credit .
. Maximum A
Union . Guidelines
. .- Extension
Description
Any request for an extension of the 180-day
Completion | requirement must include information which
timeframe | demonstrates that the FCU will not represent
may not increased risk to the share insurance fund res-
CAMEL 3 > | exceed 240 | ulting from the extended timeframe. Supervisor
$50 million | days based | must approve all requests for extension and for-
on super- | ward approval to the region’s DOS mailbox. The
visor ARDP or ARDO, as appropriate, must approve
approval and document in writing any additional exten-
sions and associated considerations.
Any request for an extension of the 120-day
requirement must include information which
CAMEL 4 or .demonstraFes that the FCU_wiII not represent
5 > $50 mil- |nc.reased risk to the share. insurance fund res-
lion ulting from the extended timeframe. The ARDP
or the ARDO, as appropriate, must approve and
document in writing extensions for follow-up
examinations.

Any approvals to exceed the timeframes listed above require the supervisor or
ARDP, as applicable, to forward their approval via email to DOS with sup-

porting documentation. All timeframe extension approvals will include a pro-
jected completion date.

Version 5.0

2. Small Credit Union Supervision Requirements

CAMEL 3, 4 or 5 FCUs with less than $50 million in assets may receive an onsite
supervision contact in lieu of a follow-up examination. The supervision contact
or follow-up examination will occur at the frequency described below.
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Credit
Union
Description

Follow-Up
Exam or
Supervision
Contact
Requirements

Guidelines

Onsite super-

CAMEL 3 vision between
FCUs with L. .| If BSA or recordkeeping issues are present,
examinations is . .
less than . the timeframes for those targeted review
. at the dis- .
$50 million ) contacts will be followed.
. cretion of the
in assets .
region
No waiver for the 210-day completion
requirement for CAMEL 4 or 5 credit unions
CAMEL 4 or less than $50 million in assets is available. If
. Must be com- o
5 FCUs with L BSA or recordkeeping issues are present, the
pleted within . .
less than 210 davs of the timeframes for those targeted review con-
$50 million ) Y ) tacts will be followed and will not be con-
. examination . ..
in assets sidered the supervision contact necessary to

meet this requirement unless all outstanding
DOR items receive a full review.

SEs/examiners will use sound judgment to determine, on a case-by-case
basis, the completion requirements for any FCU meeting these criteria (within
the 210 days for CAMEL 4 or 5 FCUs), tailoring the supervision needs to the
credit union. Regional Directors and supervisors may require different com-
pletion timeframes or supervision plans for specific risks in a specific credit

union.

Examiners will support in the scope, or by other means that can be made part
of the administrative record, all of the critical problem areas identified during
the regular examination. The contact must include a joint conference with the
board of directors.

Each region will establish monitoring procedures for follow-up examinations
and timeframe extensions, until a national system is developed and imple-
mented. The ARDP will review the applicable report(s) and share them with the
supervisors to evaluate appropriateness and timeliness of completion contacts
to ensure a quality and timely supervision program.
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3. Follow-Up Examination Documentation

Examiners document a follow-up examination by uploading an AIRES file, and
charging time to WCC 22. At a minimum, the AIRES upload must include:

AIRES historical download, Exam.xls, and all critical input areas

Sections in the Scope module that were the subject of the follow-up exam-
ination, including pertinent risk ratings. Examiners will document their
explanations of any change of final risk ratings in the scope. For any areas
not reviewed in the Scope module, “n/a” or "DNR” (did not review) will suf-
fice

Documentation regarding compliance with any outstanding administrative
actions (LUA, PWL, etc.,) in the Status Update

Documentation regarding compliance with any outstanding Net Worth Res-
toration Plan (NWRP) / Revised Business Plan (RBP) in the Status Update

Documentation of compliance or non-compliance with previous DOR
items and updated DOR module

Written narrative report provided to the credit union (e.g., Examination
Overview, Examiner’s Findings, etc.)

Completed EMC including all questions and the date of the exit meeting
and/or joint conference (a joint conference is required for all CAMEL 3, 4,
and 5s, unless the supervisor approves an exception. In the event a
quorum is not present, examiners will instruct the credit union’s man-
agement to note it in the board minutes and provide documentation to
the examiner regarding whether management adopted the DOR at the
next board meeting)

Updated Supervision Chronology Report saved in the examination dir-
ectory for a CAMEL 3 with assets $250 million and greater, and CAMEL 4
or5

Consumer Compliance Violations module in AIRES, if applicable
Completed Confidential Section

Sufficient AIRES work papers to support the scope of review and the con-
clusions drawn and any other information necessary to support the scope
and time spent on the contact
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Examiners are required to issue a report to the credit union for follow-up exam-
inations. Examiners will deliver the report as they would an examination

report. Examiners must discuss required corrective actions, administrative
actions, and provide relevant supporting sections of the report to the officials
during the joint conference (e.g., DOR, Examiner’s Findings, and other appro-
priate work papers such as the Supplementary Facts).

NSPM content |ast updated July 29, 2015.

B. Onsite Supervision Contacts (WCC 22)

An onsite supervision contact is more limited in scope than a follow-up exam-
ination. Examiners will typically perform an onsite supervision contact to review
one major problem area, to hold a joint conference if it could not be completed
as part of the exam, and/or to review the credit union’s compliance with a

DOR, etc.

Examiners will perform onsite supervision contacts as needed between regular
or follow-up examinations based on the nature and severity of the problems or
as their supervisor requires. Examiners will need to make each contact a res-
ults-oriented contact designed to achieve corrective action.

Credit unions with significant recordkeeping concerns require an onsite super-
vision contact focused on ensuring adequate attention to and correction of
problems. See the Significant Recordkeeping Concerns section of the NSPM for
additional guidance for performing supervision contacts for credit unions that
have significant recordkeeping concerns.

NSPM content |ast updated January 23, 2017.
1. Onsite Supervision Contact Documentation

Examiners document an onsite supervision contact by uploading an AIRES file.
At a minimum, the AIRES upload must include:

« AIRES historical download, Exam.xls, and all critical input areas

« Sections within the Scope module that were the subject of the contact
including pertinent final risk ratings. Examiners will document their explan-
ations of any change of final risk ratings in the scope. For any areas not
reviewed in the Scope module, *n/a” or "DNR” (did not review) will suffice
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« Written narrative report provided to the credit union if applicable (e.g.,
Examination Overview, Examiner’s Findings, etc.). Use the Confidential
Section to document additional information when a report is not provided
to the credit union and in place of a supervision contact memo

o Completed EMC

« Updated Supervision Chronology Report saved in the examination dir-
ectory for a CAMEL 3 with assets $250 million and greater, and CAMEL 4
or5

« Any other information necessary to support the scope and time spenton
the contact (e.g., updated and completed DOR module if focus of contact
was to review compliance with DOR items, completed Consumer Com-
pliance Violations module in AIRES if focus was to review compliance viol-
ations, etc.)

Examiners will discuss their findings and recommendations during an exit meet-
ing and issue a written report to the officials if the contact results in required
action or changes are made to CAMEL or risk ratings.

NSPM content |ast updated July 29, 2015.

C. Offsite Supervision Contacts (WCC 27)

Offsite supervision is conducted somewhere other than at the credit union. At
times, examiners will perform offsite supervision to follow up on outstanding
concerns, review the credit union’s response to a DOR, review monthly fin-
ancial and/or board packages, respond to regional or national requests regard-
ing credit unions in their district, or otherwise supervise, counsel, or interact
with the credit union remotely (e.g., phone, email). Examiners will not change
a credit union’s composite CAMEL rating during a WCC 27 contact.

NSPM content |ast updated July 29, 2015.

1. Offsite Supervision Contact Documentation for Offsite Contacts
Eight Hours or Longer

A minimal AIRES upload or a "minimal contact” is required for all WCC 27 off-
site contacts of eight hours or more. Examiners document an offsite super-
vision contact of eight hours or more by uploading a “"Minimal Contact” reportin
AIRES and charging time to WCC 27.
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At a minimum, the AIRES upload must include a completed EMC with doc-
umentation of the contact scope, progress, conclusions, recommendations,
etc. in either the "Examiner Comments” section on the Completion Information
tab of the EMC or, if more room is needed, in the Executive Summary or Sup-
plementary Facts.

An AIRES upload with a completed Scope module for offsite supervision is only
required for a material change in risk ratings. Otherwise, the Scope module is
optional.

— Minimal uploads don't include MS Word and Excel files. To
include these types of files, you may need to bypass the "min-
imal upload."

2. Offsite Supervision Contact Documentation for Offsite Contacts
Shorter Than Eight Hours

Time spent performing offsite supervision in increments less than eight hours
for the same credit union should be aggregated and uploaded on a quarterly
basis. If the aggregate time charged in a quarter is less than eight hours, an
AIRES upload is not required.

NSPM content last updated July 29, 2015.

D. Monthly Financial Monitoring (WCC 27)

Examiners must trend monthly financial data for the following:
o Any CAMEL 4 or 5 credit union with more than $250M in assets
o Any CAMEL 3 credit union with more than $1B in assets
« All cases assigned to the Division of Special Actions

« Alltroubled institutions in which financial condition is a concern and the
credit union represents significant risk to the share insurance fund (asin
the case of a large, troubled institution)
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Examiners must trend the data using SATEX or an equivalent tool. Examiners
will charge this type of offsite supervision to WCC 27 and will upload a Minimal
Contact.

Examiners should make every effort to receive monthly financials directly from
a credit union. For example, a section of the DOR could request financial
and/or board packets be sent on a monthly basis to the examiner. The super-
visor will, on a case by case basis:

« Notify the FCU when there is a change in district assignment or the
monthly financial data is no longer needed

« Determine the format of the examiner's analysis and reporting require-
ments

NSPM content |ast updated January 27, 2016.

E. Processing of Call Reports and Trending for Federal Credit
Unions (WCC 20)

Examiners will perform offsite supervision while reviewing the Call Report, risk
reports, FPRs, and other offsite monitoring tools for their district. Examiners
will use WCC 20 for FCU reviews. Refer to the NSPM for more information on

trending.

NSPM content last updated July 29, 2015.

5. OCFPA/Regional Office Fair Lending Examinations
and Supervision Contact Coordination

The Office of Consumer Financial Protection and Access (OCFPA) has super-
visory authority to conduct on-site fair lending examinations and off-site fair
lending supervision contacts in federal credit unions.

NCUA implemented its fair lending examination program in 1999. With the
exception of FCUs that have more than $10 billion in assets (which are under
the authority of the Consumer Financial Protection Bureau), NCUA enforces the
Equal Credit Opportunity Act and Regulation B in federal credit unions, and the
Home Mortgage Disclosure Act and Regulation Cin all federally insured credit
unions.?!

1The Equal Credit Opportunity Act is implemented by Regulation B. The Home
Mortgage Disclosure Act is implemented by Regulation C.
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NCUA also assesses compliance with the Fair Housing Act and reports violations
to HUD or DOJ.1 NCUA conducts fair lending examinations at and supervision
contacts with federal credit unions to assess compliance with fair lending laws
using the Federal Financial Institutions Examination Council’s Interagency Fair
Lending Examination Procedures (Aug. 2009).

NSPM content |ast updated October 27, 2016.

A. Federal Credit Union Selection for Fair Lending Review

The Office of Consumer Financial Protection and Access selects federal credit
unions for either an on-site fair lending examination or an off-site supervision
contact based on a credit union’s risk profile. The number of federal credit uni-
ons selected will vary annually, based on available resources.

1. Field Recommendations

Given their direct knowledge of credit union lending practices, policies, and
management strengths and weaknesses, field staff are in the best position to
identify credit unions that have an elevated fair lending risk. OCFPA requests
recommendations from regional offices at least once each year.

Regional offices should respond to OCFPA’s request with the name and charter
number of credit unions with elevated fair lending risks, as well as a brief
description of the basis for the recommendation. OCFPA is particularly inter-
ested in identifying credit unions that have:

« Lending policies or practices that discriminate on a prohibited basis

« Lending personnel who have made negative statements towards pro-
tected groups or individuals (including documentation of such comments
in loan files)

« Member or employee complaints alleging lending discrimination

« Systemic Equal Credit Opportunity Act (Regulation B) or HMDA (Regu-
lation C) violations

« Discretionary loan underwriting or pricing practices, when present with lim-
ited or no monitoring or internal controls

1The U.S. Department of Housing and Urban Development (HUD) and the U.S.
Department of Justice (DOJ) enforce the Fair Housing Act.
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« Lending distinctions tied to geography that may disproportionately impact
protected groups or individuals

« Lending programs available only to specific groups, individuals, or select
employee groups

« Particular incentives created by employee compensation structures that
may disproportionately impact protected groups or individuals

Regional offices can submit high risk cases to OCFPA on an ad hoc basis. OCFPA
will attempt to work high-risk referrals into the current year’s schedule.

OCFPA normally schedules fair lending examinations independently of safety
and soundness examinations. However, OCFPA will attempt to schedule con-
currently if the regional office expresses a preference.

2. Regional Office Notification

Upon selecting a credit union for a fair lending examination or off-site super-
vision contact, OCFPA will notify the appropriate regional office and seek its
input before contacting the credit union.

In notifications to regional offices, OCFPA will:

« Provide a list of federal credit unions selected for a fair lending exam-
ination along with a summary of the basis for selection and any preselec-
ted focal points that will be reviewed

« Provide a list of federal credit unions selected for an off-site supervision
contact along with a summary of the basis for selection

« For each planned fair lending examination, request the date of the next
safety and soundness examination, if available, and a point of contact
(supervisory examiner or district examiner)

« For each planned fair lending examination or supervision contact, request
information on unusual circumstances that OCFPA should consider before
proceeding

OCFPA will consider information provided by regional offices before making a
final determination on fair lending examinations, supervision contacts, and
dates. OCFPA will courtesy copy the appropriate regional office on credit union
notification letters.

NSPM content |ast updated October 27, 2016.
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B. Fair Lending Examination and Supervision Contact Follow Up

When the Office of Consumer Financial Protection and Access identifies defi-
ciencies in a fair lending examination or supervision contact, OCFPA will provide
recommendations for corrective action. OCFPA is responsible for addressing
findings and assuring compliance with DOR items.

Regional offices, supervisory examiners, and district examiners receive notice
of fair lending examination or supervision contact completion and access to the
report through the AIRES email notification process.

NSPM content |ast updated October 27, 2016.

C. Field Support of OCFPA Examinations and Supervision
Contacts

The Office of Consumer Financial Protection and Access will request volunteers
to assist with fair lending examinations and supervision contacts as needed.
Each year, OCFPA may recruit volunteers to assist with examinations and super-
vision contacts annually through a request for volunteers sent to all NCUA

made in consultation with the Office of Human Resources.

NSPM content |ast updated October 27, 2016.
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Chapter 12. Federally Insured, State-Chartered
Credit Union Program and Procedures

The state supervisory authority (SSA) is the primary regulator for FISCUs
whereas NCUA is responsible for managing risk to the share insurance fund.
Supervision efforts at FISCUs will vary depending on the size of the credit
union, the risk to the share insurance fund, and other circumstances as applic-
able. Supervision includes, but is not limited to, examinations, follow-up exam-
inations, onsite contacts, offsite contacts, offsite monitoring, and trending
analysis. (e.g., Call Report/FPR Trending). NCUA’s FISCU examination pro-
gram institutes standards for a high quality examination process and estab-
lishes guidelines to:

« Empower staff to work collaboratively with each SSA to assess the fin-
ancial and operational condition of FISCUs

. Identify, prioritize, and mitigate current and emerging risks to the share
insurance fund

« Ensure credit unions comply with applicable laws, regulations, and dir-
ectives

« Initiate appropriate corrective actions supported by a sufficiently detailed
administrative record

« Facilitate timely resolution of supervisory concerns

FISCUs sign an Application and Agreement for Insurance and agree to comply
with NCUA rules and regulations Part 741 when applying for federal share insur-
ance. The Document of Cooperation (DOC) between the National Association

of State Credit Union Supervisors (NASCUS) and NCUA is the overarching doc-
ument laying out the principles and the relationship with SSAs and the insur-
ance review process.

Each region maintains an operating agreement with each individual state. The
operating agreements outline the method and procedures to monitor FISCUs
for insurance risk. Regions will document any changes to procedures or any
special arrangements made with an individual state in an addendum that
NCUA’s Office of General Counsel will review.

This section of the NSPM explains how examiners will supervise FISCUs in their
districts and identifies the different types of FISCU examination and super-
vision options available for examiners. The examination and supervision
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program is the most important component of managing risk to the share insur-
ance fund and protecting members. Refer to the comparison of examination
and supervision programs for federal credit unions and federally insured,
state-chartered credit unions for a high-level overview.

NSPM content |ast updated July 29, 2015.

1. Examination Planning

Advance pre-planning is critical for effective examinations. Poor planning
before going onsite often leads to unnecessary burden on credit unions and
miscommunication between NCUA and credit union staff. For example, each
“Items Needed” list must be customized to only request items unique and
necessary to address the scope and risk profile for each credit union exam.
Examiners must keep a copy of the customized "Items Needed" list within the
AIRES file so it becomes part of the administrative record.

Failing to pre-plan can cause frustration for credit unions that spend significant
amounts of time gathering information that an examiner does not review.

When planning for a FISCU exam, examiners will ensure coordination with the
SSA and compliance with the NSPM. This includes coordinating with the SSA on
the planned scope and coordination between specialists scheduled for the
exam (for example, create one "Items Needed" list), to the maximum extent
possible. Examiners should also inquire and discuss any changes since the last
exam with the SSA.

NSPM content |ast updated December 30, 2016.

A. Pre-Exam Planning Hours

Examiners will use WCC 95, Pre-Exam Planning FISCU, on weekly time reports
to capture time spent pre-planning a FISCU examination. These hours are sep-
arate from, and in addition to, the budgeted hours for examining a credit
union. Examiners will document their pre-planning activities with the Pre-Exam
Planning Procedures Checklist and upload it with the examination.

Pre-exam hours must be recorded for each completed WCC 11 exam. Excep-
tions to the budgeted time must be approved in writing by a supervisor, in
advance.
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The Pre-Exam Planning Procedures Checklist template is loc-
ated in the AIRES Exam Directory under Available Template
Files.

NSPM content |ast updated December 30, 2016.

B. Pre-Exam Planning Procedures

Examiners will start the pre-planning exam process by opening an AIRES exam
WCC 11 for a credit union and charging the hours to WCC 95, Pre-Exam Plan-
ning FISCU, in the TMS. The AIRES Pre-Exam Planning Procedures Checklist
outlines specific procedures.

Examiners will comply with the latest version of
NCUA Instruction 13500.09, Security of Sensitive Information.

NSPM content last updated December 30, 2016.

C. Preliminary Risk Assessment

The preliminary risk assessment drives the initial scoping for a risk-based exam-
ination. This assessment is documented in the preliminary risk assessment tab
of the AIRES Scope module. Examiners will focus on current and emerging risk
indicators and evaluate preliminary risks.

NSPM content last updated December 30, 2016.

2. Communication with a State Supervisory Authority

Open communication between NCUA and the SSA is critical to ensure a robust
and effective management of risk to the share insurance fund posed by
FISCUs.

A. Supervisor Responsibilities

The NCUA supervisor’s interaction with the SSA is a critical link in this rela-
tionship. Therefore, the supervisor will be the primary party responsible for
maintaining open and effective communication. The supervisor will maintain
both formal and informal communication with the SSA. The supervisor will con-
duct such meetings as necessary to establish and maintain a positive
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relationship. However, in those states with few state-chartered credit unions or
strong FISCU supervision programs, less frequent and/or more informal com-
munication may be sufficient. Regardless of the circumstances, supervisors
should meet face-to-face with SSAs at least annually. The meetings will focus
on scheduling, supervision, credit union problem resolution, and addressing
issues between respective examiners.

In addition to the face-to-face meetings, the supervisor will maintain phone

and email contacts with the SSA for complex or problem credit unions (e.g.,
credit unions with more than $250 million in assets, credit unions exhibiting neg-
ative trends or insurability concerns, credit unions with a composite CAMEL rat-
ing of 4 or 5, and credit unions with a composite CAMEL rating of 3 or below
which in the supervisor’s judgment present a material risk to the share insur-
ance fund).

Each December, supervisors will provide the SSA with a list of credit unions
NCUA plans to conduct an examination/supervision contact. The supervisor will
state the reason for NCUA going onsite and may expand or reduce the list
throughout the year, as new financial data is available. This will eliminate
unwelcome surprises and enable the SSA to plan for NCUA participation into
their schedules.

NCUA reserves the right to go into any FISCU as frequently as
warranted, based on risk to the share insurance fund, and may
conduct an independent onsite contact when unable to coordin-
ate a joint contact with the SSA. NCUA will notify the SSA prior
to initiating any such contact and share the report with the SSA
prior to submission to the FISCU.

B. Regional Director and Associate Regional Director Respons-
ibilities
The Regional Director or designated ARDP will meet at least annually with the

SSA. The meetings will focus on the operating agreement, discussing roles,
responsibilities, and expectations for NCUA and the SSA.

NSPM content |ast updated July 29, 2015.
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3. NCUA Federally Insured, State-Chartered Program
A. Disclosing NCUA CAMEL and Risk Ratings

Examiners will strive to disclose the NCUA CAMEL simultaneously with dis-
closure by the SSA but in no event later than the final meeting with man-
agement and officials.

A final meeting is the last on-site meeting with the credit union
and NCUA present. In some cases, this will be the same as the
exit meeting or the joint conference.

The NCUA CAMEL and supporting rationale will be documented using the FISCU
CAMEL Disclosure form in AIRES. The NCUA EIC will clearly identify the con-
ditions supporting the individual CAMEL component ratings and CAMEL com-
posite rating.

The examiner will use and deliver to the credit union the following AIRES forms
(ata minimum) to document the CAMEL disclosure:

« Region X -FISCUCAMELCoverlLetter.doc
» Table of Contents
o CAMEL-Disclosure in FISCUs (in exam.xls)

For CAMEL composite 1 or 2 FISCUs requiring a Documented Secondary CAMEL

Review, the examiner, in consultation with their SE, may determine that send-
ing the FISCU CAMEL Disclosure form via secured email or post with a tele-
conference to discuss the contents of the form is appropriate based on the
concerns (or lack thereof) noted during the examination. This gives examiners
and SEs sufficient time to review the CAMEL and risk ratings as required. The
SSA will be invited to participate on the teleconference.

For CAMEL composite 3, 4, or 5 FISCUs, a joint conference is required to
deliver the NCUA CAMEL. NCUA examiners may have to schedule a joint con-
ference to disclose the NCUA CAMEL rating that provides time for their SE to
perform a Documented Secondary CAMEL Review if the Documented Sec-
ondary CAMEL Review cannot be completed prior to the SSA’s joint con-
ference. The SSA will be invited to participate at the NCUA CAMEL disclosure
joint conference.
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For SSAs that have added an"S” to CAMEL(S) to record the credit union’s
interest rate risk sensitivity position, examiners will record the lower (worse) of
the “L” or "S” rating in the AIRES CAMEL “L" field unless, in their professional
judgment, the rating should be different. For example, if the “"L" is rated a code
2 and the “S” is rated code 3, examiners will typically record a code 3 in the “L"
field. Examiners will take into account the impact of the credit union’s liquidity
and interest rate sensitivity position on the overall health of the institution
when assigning the rating.

1. Joint FISCU Examinations/Contacts
Field Staff Responsibilities

The NCUA EIC will assign component and composite CAMEL ratings during joint
contacts based on the work and conclusions reached by both the SSA and
NCUA examiners. For code 11 and 23 contacts, NCUA examiners will do the fol-
lowing:

o Work cooperatively with the SSA examiner in charge and maintain ongo-
ing communications during the examination, which will include a meeting
to discuss differences in CAMEL rating conclusions and attempts to resolve
any component or composite differences with the SSA.

« Inthe event a component or composite rating differs from the respective
SSA rating, and the EIC is unable to reach agreement with the SSA, the
NCUA EIC will notify their NCUA supervisor and seek concurrence for their
CAMEL ratings.

« Once the NCUA supervisor has concurred with the CAMEL ratings, the
examiner will proceed to disclose NCUA’s CAMEL as outlined above.

« Ifthe SSA does not disclose a CAMEL rating either onsite, or if done
later than the final meeting, NCUA will still disclose its rating as out-
lined above.

« Insituations where the NCUA EIC issues a different component or
composite CAMEL rating than the SSA, the EIC will document efforts
to reach agreement with the SSA on the CAMEL rating in the NCUA
Confidential Section.

NCUA Supervisor Responsibilities
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The NCUA supervisor is responsible for ensuring the NCUA EIC supports the
CAMEL rating and communicates actively with their SSA counterpart(s) to
resolve differences. For code 11 and 23 contacts, NCUA supervisors will:

« Review supporting information with in-process examinations to provide
concurrence for CAMEL ratings assigned to the FISCU when issuing a dif-
fering CAMEL rating

« Communicate with the SSA in advance to notify the SSA supervisory staff
that NCUA has a differing CAMEL rating when the NCUA and SSA EIC can-
not agree on a consistent CAMEL rating

« Prioritize performing Documented Secondary Reviews of CAMEL for
FISCUs in order to allow for the expeditious disclosure of NCUA CAMEL rat-
ings to FISCUs

Regional Office Responsibilities

The regional office is responsible for facilitating open communication with the
SSAs and completing quality control over the assigned ratings.

2. CAMEL Differences during WCC Code 26 Reviews

This procedure applies to WCC 26 reviews where the NCUA examiner did not
participate onsite during the examination and has not previously disclosed
CAMEL to the FISCU as outlined above. As discussed in the NSPM, NCUA exam-
iners evaluate CAMEL when performing WCC 26 reviews of state examinations.
For WCC 26 reviews, the following apply:

« When the examiner performing the code 26 review assigns the same rat-
ing as the SSA composite rating, no additional action is needed; unless,
the composite rating isa 4 or 5. For newly downgraded CAMEL 4 or 5
FISCUs, the NCUA examiner must verify whether the FISCU was given
notice of its troubled condition as outlined in the NSPM.

« When the NCUA examiner assigns a different composite rating, but
chooses to rate the credit union a composite CAMEL 1 or 2, no further
action is needed.

« When the NCUA examiner’s rating differs from the SSA composite rating
and a composite CAMEL 3 is assigned by NCUA, the examiner, in con-
currence with their SE, will determine the best course of action to more
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fully evaluate material risks. This may include obtaining, through the SE,
additional examination information from the SSA before completing the
code 26 contact or scheduling an onsite contact, as appropriate.

« When the NCUA examiner’s rating differs from the SSA composite rating
and a composite CAMEL 4 or 5 is assigned by NCUA, the examiner will
schedule an onsite review sufficient to more fully evaluate material risks.
The examiner may obtain, through their supervisory examiner, additional
examination information from the SSA to more fully evaluate risks before
completing the code 26 contact or scheduling an onsite contact, as appro-
priate.

See the Reviews of SSE Examinations section of the NSPM for
timeframes for completing the subsequent onsite contact. A
credit union is not considered in ‘troubled condition’ based on
an NCUA CAMEL rating until an onsite contact is performed.

For more information about troubled credit unions, see the
Notice of Troubled Credit Union section of the NSPM.

Field Staff Responsibilities

The following process is used for WCC 26 reviews when the examiner assigns a
CAMEL composite rating of 3, 4 or 5 which differs from the SSA assigned rat-

ing:

« The NCUA examiner will obtain supervisor concurrence for CAMEL dif-
ferences with the SSA where NCUA issues a composite CAMEL 3, 4, or 5
rating.

« The NCUA examiner will work through their supervisor to schedule an
insurance review or on-site supervision contact within the appropriate
period of time, as outlined in the NSPM.

« The purpose of the requested insurance review or on-site super-
vision contact will be to evaluate risk and reach conclusions on the
appropriate CAMEL rating, as well as agreements for corrective
action with credit union management.
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NCUA Supervisor Responsibilities

« Supervisors will assist the examiner in obtaining more information on
material issues within an examination report as needed.

« Supervisors will follow up with the SSA to ensure insurance reviews or on-
site supervision contacts are scheduled within a reasonable timeframe.

Regional Office Responsibilities

« The regional office is responsible for facilitating open communication with
the SSAs to discuss differences in CAMEL identified during code 26
reviews.

« ARDPs will decide whether NCUA examiners will perform a contact without
SSA participation if joint contacts cannot be scheduled within a reasonable
period of time. Documented ARDP approval is needed if a joint contact
cannot be scheduled within a reasonable timeframe and NCUA does not
perform its own insurance review or on-site supervision contact.

E&l Responsibilities

E&I will monitor national and regional trends with respect to differences in
CAMEL ratings and summarize the frequency and magnitude of CAMEL dif-
ferences within regions and selected states no less than annually. The goal for
such reviews is to ensure the consistent application of CAMEL, especially in
instances when an NCUA CAMEL differs from the SSA CAMEL.

NSPM content |last updated July 29, 2015.

B. NCUA Onsite Presence Criteria

Onsite participation (including joint examinations, insurance reviews, and
onsite supervision contacts) in FISCUs is necessary to effectively assess con-
ditions that may pose a risk to the share insurance fund. The Regional Director
will determine the onsite participation plans for FISCUs as part of the annual
resource budget process and in accordance with NCUA’s Examination Schedul-
ing Program. Since SSAs vary in their approach to onsite supervision between
full examinations, the degree to which each region can utilize SSA examination
and supervision work will also vary.
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NCUA will notify the SSA of all FISCUs selected for onsite contacts. Each
regional office will provide the specific criteria and reports used in making
these selections to the state to ensure their awareness of which credit unions
NCUA will select for an onsite contact.

NSPM content |ast updated July 29, 2015.

C. Examination and Supervision Planning and Scoping

Planning and scoping is an integral component of the risk-focused examination
program. An appropriate assessment of risk will result in an effective allocation
of resources based on the level and type of risk present in the credit union.

NSPM content |last updated July 29, 2015.

D. AIRES Scope

The scope is the permanent record of procedures performed during an exam-
ination or supervision contact. All WCC 11 examination procedures will be
guided by the expectations outlined in most recent NCUA Instruction 5000.20,
Examination Scope.

Examiners must thoroughly document the areas reviewed, the results, and the
recommended action. Comments like "completed" or “inadequate” are not suf-
ficient. Examiners must include a description of the area reviewed and results
obtained regardless of whether references to other work papers are included
in the AIRES Scope module.

The Scope module should be a comprehensive synopsis of what occurred dur-
ing the examination or supervision contact. A comprehensive scope will enable
the examiner of the next examination to become familiar with the history of
the credit union in a shorter amount of time. (See examples of sufficient scop-
ing detail.) When completing the Scope module and areas of review, all team
members with an SME designation will include their designation, in par-
enthesis, next to their initials in the "Done by” column.

EICs are responsible for the sufficiency of the AIRES Scope module. For team
exams/supervision contacts, the EIC should complete the Preliminary Risk
Assessment and Current Area of Review section of the Exam Scope in advance
of the rest of the team’s arrival onsite. EICs need to evaluate the appro-
priateness of the scope and document procedures commensurate with the size
and complexity of the credit union throughout the course of the examination or
supervision contact. EICs will fully evaluate those areas representing a sig-
nificant risk or potential risk to the credit union.
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Examiners will review these plans and determine whether the plans are reas-
onable and appropriate for the size and complexity of the credit union. Refer to
the “Review Areas” worksheet in Exam.xls in AIRES for additional suggested
scope areas. Examiners must adequately explain any changes from the pre-
liminary risk assessment to the final risk assessment to justify the final risk rat-
ings.

NSPM content |ast updated December 30, 2016.

E. NCUA-SSA Joint Scoping

Scoping for FISCU joint examinations and contact may vary and will consider
the relationship with the SSA. Meeting(s) with the SSA examiner to establish
NCUA’s scope and support resources will be held prior to or at the start of field-
work. The meeting may be a telephone contact or via secure email. The exam-
iner responsible for setting up the meeting will depend on the working
arrangement with each SSA. The examiner’s objective of the scoping meeting
isto:

« Discuss the issues initiating the contact

« Discuss any new information

« Define operational and financial concerns
. Establish review areas

NCUA’s role in conducting joint examinations and contacts is limited to sig-
nificant risk areas and compliance with laws and regulations for which NCUA
has enforcement authority. When a review reveals additional safety and sound-
ness concerns, examiners will expand the scope and review time in con-
sultation with their supervisor.

If agreements cannot be reached regarding NCUA's participation, including
expansion of the scope, the NCUA examiner will contact their supervisor prior
to or during the examination, who will discuss the matter with the SSA office.
Supervisors will request ARDP involvement in the event the supervisor and the
SSA office cannot resolve the issue.

When completing the Scope module and areas of review, all team members
with an SME designation will include their designation, in parenthesis, next to
their initials in the “"Done by” column.

NSPM content |last updated December 30, 2016.
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4. Types of Federally Insured, State-Chartered Credit
Union Examinations

NCUA examiners will create a WCC 11 for both joint examinations and inde-
pendent insurance reviews. All WCC 11 joint examinations and insurance
reviews will be based on the scope guidelines noted most recent NCUA Instruc-
tion 5000.20, Examination Scope. E&I will review, and update when necessary,
the established scope guidelines in conjunction with changes in key risk indic-
ators, economic conditions and regional concerns by January 1 each year.

NSPM content |ast updated July 29, 2015.

A. Insurance Reviews (WCC 11)

The NCUA examiner is the EIC for all insurance reviews. As such, itis NCUA’s
responsibility to ensure completion of the AIRES examination procedures and
work papers.

The scope of an insurance review will focus on concerns with safety and sound-
ness. Examiners will complete the examination scope steps (detailed in the
most recent NCUA Instruction 5000.20, Examination Scope), concentrating on
areas of risk, including compliance with NCUA rules and regulations and other
regulations that may represent a risk to the share insurance fund if the credit
union failed to comply (see chapter 26 of the Examiner's Guide).

1. Insurance Review Documentation

At a minimum, documentation of an insurance review will include:
o Completed Scope module

« Indication of compliance or non-compliance with previous DOR, LUA,
NWRP/RBP items or agreements relating to safety and soundness

o Completed DOR module in AIRES, if applicable

« Consumer Compliance Violations module in AIRES, if applicable
« Status and management’s acceptance of current DOR

« Completed Confidential Section

« Written narrative report provided to credit union and SSA
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2. Joint Conferences

NCUA examiners must hold a joint conference for all CAMEL 3, 4, and 5s. In the
event a quorum is not present, examiners will instruct the credit union’s man-
agement to note it in the board minutes and provide documentation to the
examiner regarding whether management adopted the DOR at a subsequent
meeting. NCUA examiners will notify their supervisor of the date and time of
the joint conference at least three business days in advance of holding the joint
conference. The NCUA supervisor will notify the SSA staff of the date of the
joint conference and invite them to participate.

If requested, the NCUA EIC will provide a copy of examination work papers out-
lining corrective actions and any related handouts to the SSA prior to meeting
with credit union officials with the goal of allowing sufficient time for SSA
review and feedback prior to the meeting. As a courtesy, the SSA should also
have an opportunity to review the finalized complete insurance review report
prior to issuance to the credit union. However, issuance of the reportis at
NCUA'’s discretion.

NSPM content |ast updated July 29, 2015.

B. Joint Examinations (WCC 11)

The state examiner is the EIC for joint examinations unless otherwise agreed
to by the SSA. NCUA examiners have the responsibility to ensure WCC 11
exams meet the scope guidelines specified in the most recent NCUA Instruction
5000.20, Examination Scope. In the Scope module, the NCUA EIC will note
which scope steps the SSA performed. The NCUA EIC will ensure appropriate
completion of the scope steps (as they would for any team member). If the
work is adequate, the NCUA EIC can accept the work.

If the SSA does not use AIRES and/or the examiner feels the scope will not be
adequately completed by the SSA, the NCUA EIC will note this in their scope
and document the SSA’s work to the best of their ability (including possibly
using the team merge function in AIRES to get the SSA’s exam scope into the
NCUA AIRES upload).

NCUA will make every effort to schedule joint examinations with the SSA in
order to streamline the process and facilitate networking and cooperation
between the two agencies. If NCUA and the SSA cannot schedule a joint exam-
ination, NCUA will conduct an insurance review. When a joint exam was not pos-
sible, the EIC will note the reason(s), and the efforts made to coordinate a joint
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examination with the SSA, in the Confidential Section. When a joint exam was
conducted, the EIC will note the extent of SSA participation.

1. Joint Examination Documentation

For joint examinations, the final examination report will usually be a joint
report, which encompasses both NCUA and SSA recommendations. If neces-
sary, NCUA may issue an independent report. NCUA will notify the SSA of plans
to issue a separate report prior to issuance to the FISCU.

NCUA examiner and SSA examiner can upload a scope work-
book for a WCC 11 to AIRES with the same effective date.

For joint examinations, NCUA examiners should exclude prob-
lem codes and violations from the WCC 11 upload via the Data
Communications section, Send Exam Tab of AIRES. NCUA
examiners will review whether the state included the problem
codes and violations and add any missing problem codes or viol-
ations as part of the Code 26 Review as outlined in the NSPM.

NCUA examiners must upload their own WCC 11 examination report to doc-
ument the work performed by NCUA. The WCC 11 upload also serves to
identify any discrepancies between information provided to the SSA for inclu-
sion in the joint report. For WCC 11 Joint Examinations, NCUA examiners need

to upload:

« NCUA-developed standard examination documents provided to the SSA
such as: Overview commentary, DOR document, and Examiner’s Findings

« Sufficient AIRES work papers to support the scope of review and con-
clusions

« Completed Scope module for areas reviewed

« Indication of compliance or non-compliance with previous DOR, LUA,
NWRP/RBP items or agreements relating to safety and soundness

« Completed Confidential Section including:
« Number and type of attendees of the joint conference and/or exit

meeting (e.g., five board members, one supervisory committee
member, SE Smith)
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« Summary of subjects discussed (outside of what can be found in the
open section) at the joint conference or exit meeting including agree-
ments reached and acceptance of the DOR

« Discrepancies between the SSA-issued report and agreed-upon cor-
rective action items, if applicable

« Follow-up with the SSA addressing any concerns with the SSA report,
including discrepancy of corrective action items or lack of emphasis
regarding NCUA concerns

« Explanation of any CAMEL rating differences or other differences dur-
ing joint insurance reviews and joint examinations of federally
insured state-chartered credit unions

« Reasons management failed to take corrective action for any pre-
vious and outstanding DOR items or agreements relating to safety
and soundness and/or plans for escalation of administrative action

« Any approvals or concurrences from their supervisor or ARDP con-
cerning conditions or actions taken during the examination (i.e.,
reject audit, no LUA with repeat DOR, issuing a PWL, LUA, EIC rota-
tion exceptions, adjustments in CAMEL ratings, MBL waiver violations
not presenting a heightened level of risk, etc.). The examiner will
include the reasons for the recommendation, the anticipated date
the problems will be resolved, the recommended course of action if
the problems are not resolved, and the examiner’s plans for super-
vision

« Any other pertinent information about managementin order to main-
tain a full administrative record (e.g., management’s and officials’
ability to resolve issues, knowledge level of credit union operations,
not providing an AIRES download)

« Any deviations from budgeted hours, documenting supervisor con-
currence

« Any expansion beyond the SCUEP defined-scope procedures, includ-
ing how and why the scope was expanded, documenting supervisor
approval in the Miscellaneous Exam Considerations section (if applic-
able)

« Reason why report not completed or uploaded within required time-
frames (if applicable)
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« Reasons a joint FISCU exam was not possible, including efforts made
to coordinate the joint examination with the SSA, when applicable
« When a joint exam is conducted, the EIC will note the extent of
SSA participation in the Confidential Section.

2. Joint Conferences

If the SSA plans to hold a joint conference, the NCUA examiner will attend and
participate in the meeting. If the SSA does not plan to hold a joint conference,
the NCUA examiner must hold a joint conference for all CAMEL 3, 4, and 5
credit unions. In the event a quorum is not present, examiners will instruct the
credit union’s management to note it in the board minutes and provide doc-
umentation to the examiner regarding whether management adopted the
DOR at a subsequent meeting. NCUA examiners will notify their supervisor of
the date and time of the joint conference at least three business days in
advance of holding the joint conference. The NCUA supervisor will notify the
SSA staff of the date of the joint conference and invite them to participate.

NSPM content |last updated January 27, 2016.

5. Supervision Contacts

NCUA supervises FISCUs, based on the risk to the share insurance fund,
through onsite contacts and offsite monitoring of statistical financial reports,
etc. FISCUs presenting an increased insurability risk will receive onsite super-
vision contacts. The EIC and supervisor, in consultation with the ARDP, will
determine the frequency and timing of onsite supervision contacts. Onsite con-
tacts may be appropriate for focused reviews of identified risks, reduced or lim-
ited participation in a contact of a FISCU with less than $250 million in assets,
or for ongoing supervision of problem credit unions.

NCUA will make every effort to coordinate joint NCUA/SSA contacts but
reserves the right to perform independent onsite contacts. For instance, if
NCUA suspects fraud at a credit union, then an immediate onsite contact will be
necessary.

NCUA may perform independent onsite contacts when necessary due to
scheduling issues. NCUA will offer to provide the SSA a draft copy of solo NCUA
contact reports prior to issuance to the FISCU. The SSA may also perform solo
onsite supervision contacts. If the SSA issues a report, the NCUA examiner has
the option of reviewing the SSA supervision reports and charging offsite super-
vision time to WCC 28.
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NCUA considers the timing of the next SSA examination when scheduling
onsite supervision. However, if a timely joint contact is not possible, NCUA may
need to make an onsite contact independent of the SSA. The NCUA supervisor
is responsible for contacting the SSA if onsite supervision is necessary prior to
the next scheduled examination. If the NCUA supervisor and SSA cannot reach
an agreement regarding necessary action, the supervisor will contact the ARDP
who will further discuss the concerns with the SSA and make necessary
arrangements either for a joint contact or an independent NCUA contact.

NSPM content |ast updated July 29, 2015.

A. Follow-Up Examinations for a Troubled/Problem Federally
Insured, State-Chartered Credit Union (WCC 23)

Follow-up examinations are more comprehensive than other onsite super-
vision contacts and require an analysis of data to support the CAMEL ratings
and administrative action recommendations.

1. Follow-Up Examination Timeframes

At a minimum, examiners will perform a follow-up examination, which must
include a joint conference with the board of directors, when the credit union is
a:

Credit Union Descrip-

. Follow-Up Exam Requirements
tion

NCUA examiners will perform a follow-up exam-
ination in conjunction with the SSA at least every
180 days (from completion date to completion date)

CAMEL 3 > $250 mil-
lion

NCUA examiners will perform a follow-up exam-
ination in conjunction with the SSA at least every
120 days (from completion date to completion date)

CAMEL 4 or 5 > $250
million

In FISCUs that have less than $250 million in assets, the Regional Director has
authority to determine the risk priority needs of a follow-up examination and
establish an alternate schedule based on regional risk priorities and impact to
the share insurance fund.
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2. Timeframe Exceptions for Follow-Up Examinations

Examiners will consult their supervisor and request an extension via email if
they cannot complete a follow-up examination within the required timeframe.
The guidelines for requesting an extension are:

I Maximum
Union Guidelines

Description e

Any request for an extension of the 180-day
Completion | requirement must include information which
timeframe | demonstrates that the credit union will not rep-
may not resent increased risk to the share insurance fund
CAMEL 3 > | exceed 240 | resulting from the extended timeframe. Super-
$250 million | days based | visor must approve all requests for extension and
on super- |forward approval to the region’s DOS mailbox.
visor The ARDP or ARDO, as appropriate, must
approval approve and documentin writing any additional
extensions and associated considerations.

Any request for an extension of the 120-day
requirement must include information which
demonstrates that the credit union will not rep-

EA;M$E2I_54(1)<:]:”_ resent increased risk to the share insurance fund
lion resulting from the extended timeframe. The

ARDP or the ARDO, as appropriate, must approve
and document in writing extensions for follow-up
examinations.

Any approvals to exceed the timeframes listed above require the supervisor or
ARDP, as applicable, to forward their approval via email to DOS with sup-
porting documentation. All time frame extension approvals will include a pro-
jected completion date.
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The basis for tracking the above timeframes will be the NCUA
examination completion date for NCUA onsite participation
(joint).

Each region will establish monitoring procedures for FISCU follow-up exam-
inations and timeframe extensions similar to what is required for supervision of
FCUs. The ARDP will review the applicable report(s) and share them with their
supervisors to evaluate appropriateness and timeliness of completion contacts
to ensure a quality and timely supervision program.

3. Follow-Up Examination Documentation

Examiners will support in the scope, or by other means that can be part of the
administrative record, all of the critical problem areas identified during the reg-
ular examination. Before uploading an AIRES contact, examiners will indicate
on the AIRES Exam Management Console (EMC) whether the supervision con-
tact was a follow-up examination (yes/no button on the Completion Inform-
ation tab in AIRES). Examiners need to upload a completed Scope module and
sufficient AIRES work papers to support the scope of the review and con-
clusions.

The administrative record for FISCUs also needs to be comparable to FCUs,
including maintenance of a Supervision Chronology Report as detailed in the
NSPM.

All follow-up examinations will include a report to the FISCU. The final report
may either be a joint report with the SSA or a stand-alone NCUA report. NCUA
examiners must upload their own WCC 23 report to document the work per-
formed by NCUA. The WCC 23 upload also serves to identify any discrepancies
between information provided to the SSA for inclusion in the joint report. For
WCC 23 follow-up examinations, examiners need to upload:

« AIRES historical download, Exam.xls, and all critical input areas

« Sectionsin the Scope module that were the subject of the follow-up exam-
ination, including pertinent risk ratings. Examiners will document their
explanations of any change of final risk ratings in the Scope module. For
any areas not reviewed in the module, “n/a” or "DNR” (did not review) will
suffice
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« Sufficient AIRES work papers to support the scope of review and the con-
clusions drawn

« Documentation regarding compliance with any outstanding administrative
actions (LUA, PWL, etc.,) in the Status Update

« Documentation regarding compliance with new worth restoration plan
(NWRP) / revised business plan (RBP) in the Status Update

« Documentation of compliance or non-compliance with previous DOR
items and updated DOR module

« Written narrative report provided to the credit union (or to the SSA to
include in their report if applicable) (e.g., Examination Overview, Exam-
iner’s Findings, etc.)

« Completed EMC including all questions and the date of the exit meeting
and/or joint conference (a joint conference is required for all CAMEL 3, 4,
and 5s, unless the supervisor approves an exception. In the event a
quorum is not present, examiners will instruct the credit union’s man-
agement to note it in the board minutes and provide documentation to
the examiner regarding whether management adopted the DOR at the
next board meeting)

« Updated Supervision Chronology Report saved in the examination dir-
ectory for a CAMEL 3 with assets $250 million and greater, and CAMEL 4
or5

« Consumer Compliance Violations module in AIRES, if applicable

« Completed Confidential Section including:
« Number and type of attendees of the joint conference and/or exit
meeting (e.g., five board members, one supervisory committee
member, SE Smith)

« Summary of subjects discussed (outside of what can be found in the
open section) at the joint conference or exit meeting including agree-
ments reached and acceptance of the DOR

« Discrepancies between the SSA-issued report and agreed-upon cor-
rective action items, if applicable
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« Follow-up with the SSA addressing any concerns with the SSA report,
including discrepancy of corrective action items or lack of emphasis
regarding NCUA concerns

« Explanation of any CAMEL rating differences or other differences dur-
ing joint insurance reviews and joint examinations of federally
insured state-chartered credit unions

. Reasons management failed to take corrective action for any pre-
vious and outstanding DOR items or agreements relating to safety
and soundness and/or plans for escalation of administrative action

« Any approvals or concurrences from their supervisor or ARDP con-
cerning conditions or actions taken during the examination (i.e.,
reject audit, no LUA with repeat DOR, issuing a PWL, LUA, EIC rota-
tion exceptions, adjustments in CAMEL ratings, MBL waiver violations
not presenting a heightened level of risk, etc.). The examiner will
include the reasons for the recommendation, the anticipated date
the problems will be resolved, the recommended course of action if
the problems are not resolved, and the examiner’s plans for super-
vision

« Any other pertinent information about managementin order to main-
tain a full administrative record (e.g., management’s and officials’
ability to resolve issues, knowledge level of credit union operations,
not providing an AIRES download)

« Any deviations from budgeted hours, documenting supervisor con-
currence

« Reason why report not completed or uploaded within required time-
frames (if applicable)

« Reasons a joint FISCU exam was not possible, including efforts made
to coordinate the joint examination with the SSA, when applicable
« When a joint exam is conducted, the EIC will note the extent of
SSA participation in the Confidential Section.

« Any other information necessary to support the scope and time spent on
the contact

When the SSA issues the report to the credit union, the NCUA EIC will work with
the SSA to ensure the reportincludes required corrective actions,
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administrative actions, and provide relevant supporting sections of the report
to the officials during the joint conference (e.g., DOR, Examiner’s Findings, and
other appropriate work papers such as the Supplementary Facts). The NCUA
EIC will follow up to ensure the SSA issues the report timely. In the event the
SSA does notissue a report as previously agreed or if the report is not timely,
the NCUA EIC will notify their supervisor and plan to issue their own report (as
discussed in the paragraph below).

When NCUA issues the report to the credit union, the NCUA EIC will deliver the
report as they would an examination report. Examiners must discuss required
corrective actions, administrative actions, and provide relevant supporting sec-
tions of the report with the officials during the joint conference (e.g., DOR,
Examiner’s Findings, and other appropriate work papers such as the Sup-
plementary Facts).

NSPM content |ast updated December 30, 2016.

B. Onsite Supervision Contacts (WCC 23)

An onsite supervision contact is more limited in scope than an examination or a
follow-up examination. Examiners will typically perform an onsite supervision
contact to review targeted risk area(s), to hold a joint conference if it could not
be completed as part of the exam, and/or to review the credit union’s com-
pliance with a DOR, etc.

1. Onsite Contact Timeframes

Examiners will perform onsite supervision contacts as needed between regular
or follow-up examinations based on the nature and severity of the problems or
as their supervisor requires. Examiners will need to make each contact a res-
ults-oriented contact designed to achieve corrective action. The NCUA EIC or
supervisor will coordinate with the SSA as appropriate.

The NCUA EIC, in consultation with their supervisor, will determine whether to
accept the SSA’s limited scope onsite contacts to resolve recordkeeping prob-
lems in place of an NCUA onsite contact. When review of an SSA report (WCC
26 Review) discloses material recordkeeping problems, the examiner will con-
tact their supervisor and the SSA to determine if an onsite contact is necessary.
See the Significant Recordkeeping Concerns section of the NSPM for additional
guidance on performing supervision contacts for credit unions that have sig-
nificant recordkeeping concerns.
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2. Onsite Contact Documentation

Examiners document an onsite supervision contact by uploading an AIRES file,
charging time to WCC 23. Examiners need to upload a completed Scope mod-
ule and sufficient AIRES work papers to support the scope of review and con-
clusions. At a minimum, the AIRES upload must include:

« AIRES historical download, Exam.xls, and all critical input areas

« Sections in the Scope module that were the subject of the contact, includ-
ing pertinent final risk ratings. Examiners will document their explanations
of any change of final risk ratings in the Scope module. For any areas not
reviewed in the module, “n/a” or "DNR” (did not review) will suffice.

« Written narrative report provided to the credit union if applicable (e.g.,
Examination Overview, Examiner’s Findings, etc.). Use the Confidential
Section to document additional information when a report is not provided
to the credit union and in place of a supervision contact memo.

o Completed EMC

« Updated Supervision Chronology Report saved in the examination dir-
ectory for a CAMEL 3 with assets $250 million and greater, and CAMEL 4
or5

« Any other information necessary to support the scope and time spent on
the contact (e.g., updated and completed DOR module if focus of contact
was to review compliance with DOR items, completed Consumer Com-
pliance Violations module if focus was to review compliance violations)

Examiners will discuss their findings and recommendations during an exit meet-
ing and issue a written report to the officials if the contact results in required
action or changes to CAMEL or risk ratings.

NSPM content |ast updated January 23, 2017.

C. Offsite Supervision Contacts (WCC 28)

Offsite supervision of FISCUs may be necessary in a variety of situations. Exam-
iners conduct offsite supervision somewhere other than at the credit union. Off-
site supervision of FISCUs may entail review of SSA supervision contacts
completed between examinations (we asked the SSAs to supply the regional
office copies of reports for any follow-up or supervision contacts. The regional
office will send the district examiner a copy of all reports and correspondence
received). Offsite supervision may also be necessary to perform a more
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detailed review of financial statements or progress in resolving outstanding
issues from a prior examination that do not warrant onsite supervision. Addi-
tional examples of FISCU offsite supervision include reviews/monitoring of
CAMEL 4/5 FISCUs, FISCUs with outstanding LUAs or NWRPs, and large CAMEL
3 FISCUs with strategic and/or financial concerns. The timing and scope of off-
site supervision is at the discretion of examiners and their supervisor.

Examiners will not change a credit union’s composite CAMEL rating during a
WCC 28 unless the WCC 28 is a review of an SSA onsite contact. When a WCC
28 is used to review an SSA onsite contact, examiners should follow the
guidelines outlined under WCC 26 Reviews regarding disagreements in CAMEL
and notification of troubled condition as outlined in various sections of this sec-
tion of the NSPM.

1. Documentation Requirements for Offsite Contacts Eight Hours or
More

A minimal AIRES upload or a "minimal contact” is required for all WCC 28 off-
site contacts of eight hours or more. Examiners document an offsite super-
vision contact of eight hours or more by uploading a "Minimal Contact” reportin
AIRES and charging time to WCC 28. At a minimum, the AIRES upload must
include a completed EMC that documents the contact scope, progress, con-
clusions, recommendations, etc. in either the "Examiner Comments” section
on the Completion Information tab of the EMC or in the Executive Summary,
Status Update or Supplementary Facts.

An AIRES upload with a completed Scope module for offsite supervision is only
required for a material change in risk ratings. Otherwise, the Scope module is
optional.

Minimal uploads don't include Word and Excel files. To include
these types of files in an upload, you must bypass the "minimal
upload."

2. Documentation Requirements for Offsite Contacts Less Than Eight
Hours

Examiners will aggregate time spent performing offsite supervision in incre-
ments less than eight hours for the same credit union and upload to AIRES on a
quarterly basis. If the aggregate time charged in a quarter is less than eight
hours, an AIRES upload is not required.
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NSPM content |ast updated July 29, 2015.

D. Monthly Financial Monitoring (WCC 28)

Examiners must trend monthly financial data for the following:
o Any CAMEL 4 or 5 credit union with more than $250M in assets
o Any CAMEL 3 credit union with more than $1B in assets
« All cases assigned to the Division of Special Actions

« All troubled institutions in which financial condition is a concern and the
credit union represents significant risk to the share insurance fund (asin
the case of a large, troubled institution)

Examiners must trend the data using SATEX or an equivalent tool. Examiners
will charge this type of offsite supervision to WCC 28 and will upload a Minimal
Contact.

Examiners will make every effort to receive monthly financials directly from the
credit union. For example, a section of the DOR could request financial and/or
board packets be sent on a monthly basis to the respective SSA and NCUA
examiner. If the examiner does not receive monthly financials directly from
the credit union, their supervisor will on a case-by-case basis:

« Work with the SSA office to determine the method for the NCUA examiner
to obtain the monthly financial information needed and means for follow-
up on requested reports

« Notify the SSA and/or FISCU when there is a change in district assignment
or the monthly financial data is no longer needed

« Determine the format of the examiner’s analysis and reporting require-
ments

NSPM content |ast updated January 27, 2016.

E. Reviews of SSA Examinations (WCC 26)

SSAs upload AIRES examinations in a similar fashion as NCUA examiners.
When NCUA receives an SSA examination report (typically through AIRES) and

Chapter 12. Federally Insured, State- Page 302 of 489


http://publishedguides.ncua.lan/nspm/Pages/Default.htm
http://publishedguides.ncua.lan/nspm/Pages/Default.htm

National Supervision Policy Manual Version 5.0

a corresponding Scope module (except from the non-participating states),
examiners typically have three hours to review the SSA report. Examiners typ-
ically refer to this type of offsite supervision contact as a "Code 26 Review”
because they charge time spent to WCC 26. In essence, a Code 26 Review is
the time an examiner spends to identify financial and operational risks in
FISCUs. There is a more detailed description of the WCC 26 review process
later in this section.

Reviews of independent SSA examinations resulting in an NCUA CAMEL com-
posite rating of 4 or worse, and the SSA CAMEL composite rating is better than
NCUA’s CAMEL composite rating, require an onsite supervision contact to more
fully evaluate material risks. Examiners must consider the implications of the
CAMEL composite rating on a FISCU’s “troubled condition” designation. Per
§701.14, either the NCUA or the SSA can declare a FISCU in “troubled con-
dition;” however, NCUA will not designate a FISCU to be in “troubled condition”
without first making an onsite contact at the FISCU.

For CAMEL composite 4 or 5 ratings, an onsite supervision contact must be com-
pleted within 60 calendar days of completing the WCC 26 review to validate the
CAMEL rating and trigger the “troubled condition” designation. Examiners must
start this onsite contact within ten business days of the WCC 26 review upload
for the same FISCUs where there is an official or senior executive officer
vacancy. The executive director must approve exceptions to this policy.

A code 26 review is not the measure for a “troubled condition”
designation, the subsequent onsite contact is. See the

NSPM for more information on notices of troubled condition for
FISCUs.

NSPM content |ast updated September 12, 2016.

F. Processing Call Reports and Trending for a Federally Insured,
State-Chartered Credit Union (WCC 21)

Examiners will perform offsite supervision while reviewing the Call Reports, risk
reports, FPRs, and other offsite monitoring tools for their district. Examiners
will use WCC 21 for FISCU reviews. Refer to the NSPM for more information on

trending.

NSPM content |ast updated July 29, 2015.
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6. Completing a Review of a State Examination (WCC
26)

Examiners will review all state examinations, regardless of whether they par-
ticipated with the SSA or not. The effective date of the review must match the
effective date of the AIRES WCC 11 examination.

WCC 26 reviews are not required for supervision contacts per-
formed by the SSA.

A. Receipt of SSA Examination

The first step in completing a review of a state examination is the receipt of the
SSA examination. For states using AIRES, examiners receive a confirmation
email from SysAIRES notifying them of the examination report upload and
they can use the link in the email to download the file. Otherwise, the SSA
sends a hard copy of the report to the regional office who will then forward it on
to the examiner.

B. Timeframes

Examiners will upload WCC 26 reviews for FISCUs in their district within 30 cal-
endar days of receipt. Supervisors may approve workload-based extensions
up to 45 days. The 30 days will start the day examiners receive a confirmation
email from AIRES notifying them of the examination report upload (or if the
report is submitted hard copy, the day the regional office provides examiners
with the report).

C. Review of the SSA Report

When completing a WCC 26 review, examiners will:

« Determine whether the report identifies and addresses the material
issues

« Identify and document the SSA’s supervision efforts and NCUA's super-
vision efforts

« Determine the appropriateness of the SSA’s supervision
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« Determine any CAMEL differences and communicate, through their super-
visor, any adverse differences in the composite rating to the SSA (e.g.,
CAMEL 3, 4 or 5)

If an NCUA examiner assigns a composite CAMEL rating of 4 or 5 during the
WCC 26 review and the NCUA CAMEL rating is worse than the rating the SSA
assigned and NCUA did not participate in the examination, the NCUA examiner
will schedule an onsite contact to more fully evaluate material risks. The

NSPM outlines the required timeframes for completing the onsite contact .

. Ifitwas a joint examination, document whether the material issues and
agreed-upon concerns are in the final report (e.g., Examination Over-
view, DOR)

« Determine if risk has been properly identified and addressed by the SSA

« Document any material risk the examination report does not adequately
cover

« Recommend whether a joint examination or contact is necessary. If the
concerns are significant, examiners may recommend a joint contact
rather than wait until the next joint examination

« Document recommended actions or communication to resolve any mater-
ial risk oversights or inadequate corrective action identified in the SSA
report. For example, examiners may draft a Regional Director letter to
the SSA if the report failed to identify or properly address material con-
cerns. Examiners will first discuss the concerns with their supervisor, who
in turn will discuss with their SSA counterpart. If the issue cannot be
resolved at that level, a Regional Director letter may be necessary.

The review should not be a recap of the SSA’s report but rather an analysis of
the operational and financial condition of the credit union. Examiners will
provide enough information to give a clear picture of this condition.

D. AIRES Procedures

Examiners perform all WCC 26 reviews in AIRES. Examiners will use the EMC
and Scope module to document the review. To complete a WCC 26 review,
examiners will:

« Review the state’s report

o Enter™26”in the contact type in AIRES

Chapter 12. Federally Insured, State- Page 305 of 489



National Supervision Policy Manual Version 5.0

Complete the “"Review of State Examination” questionnaire
« This requires examiners to answer the eight questions relating to the
WCC 26 review. Examiners access the questionnaire labeled “"Review
of State Examination.” via the hyperlink in the upper right hand
corner of the “Final Assessment” tab. Examiners must provide com-
ments for any question answered with *no” for questions two
through six.

o Complete the “Final Assessment” tab in the Scope module, providing the
following input for the seven areas of risk:
« Final Risk Assessment

« Reasons for Risk Assessment
« Anticipated Direction of Risk
« Reasons for Anticipated Direction

o Complete the “Plans and Budget” tab in the Scope module
« Complete this tab to show budget projections for the next exam-
ination cycle. Standard budgeted hours anticipated for Call Report
review and WCC 26 reviews do not need to be included.

« Record their time and complete the "Completion Information” tab

« Input problem codes in the DOR module needing to be tracked and not
included by the SSA
« Foritemsinthe SSA report that meet NCUA’s definition of a DOR,

NCUA examiners are required to input the DOR, problem code and
corrective action into the DOR module if the SSA did not do so in their
AIRES upload (or if the SSA does not use AIRES). SSA DORs not
meeting the NCUA definition may be input at the examiner’s dis-
cretion.

o Create new problem code(s) in the DOR module under “Items Excluded
from DOR" if there are problem codes and corrective action items iden-
tified during NCUA examiner’s WCC 26 review but not identified in the SSA
report.

o Input both the NCUA and SSA CAMEL ratings on the CAMEL worksheet in
Exam.xls and input any comments concerning the CAMEL rating and dif-
ferences on this tab
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« Complete the Consumer Compliance Violations module in AIRES, as
applicable, for any violations (i.e., significant BSA violations) not
addressed or reported correctly in the SSA report

« Discuss any plan of action with their supervisor, as applicable

« Perform any necessary follow-up action (e.g., verbal communication with
the SSA, Regional Director letter), as applicable

« Upload the completed AIRES file

If an NCUA examiner assigns a composite CAMEL rating of 4 or
5 during a WCC 26 review where the NCUA examiner did not
participate onsite and the SSA CAMEL rating is better, he or she
must schedule an onsite contact to more fully evaluate material
risks before the FISCU can be considered in troubled condition.
Refer to the NSPM for more information about FISCUs in
troubled condition.

NSPM content |ast updated July 29, 2015.

7. Requesting Additional Information from an SSA

Examiners notify their supervisor when the SSA report is lacking adequate
information to determine the risk. Depending on the relationship with the SSA,
the supervisor may contact the SSA or may reach an agreement with the SSA
for the examiner to contact the SSA office or the SSA EIC directly to gather
additional information. If the examiner does not receive the requested inform-
ation, the examiner will draft an appropriate Regional Director letter and cover
memo. The supervisor will also contact the SSA when the reviews or any other
information reveals a need for an immediate contact at a specific FISCU.

NSPM content |ast updated July 29, 2015.

8. Joint Conferences for Federally Insured, State-
Chartered Credit Unions

Joint examinations of FISCUs with a CAMEL rating of a 3, 4, or 5 will include a
joint conference with a majority of the board of directors. NCUA staff will
attend these meetings, appropriately addressing all NCUA concerns. Exam-
iners will disclose the NCUA CAMEL ratings (components and composite) to the
board both verbally and in writing via the standard form.
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The SSA examiner and NCUA EIC will hold an exit meeting in CAMEL 1 or 2
FISCUs if a joint conference is not necessary or requested. In this situation,
examiners will disclose the NCUA CAMEL ratings during the exit meeting. Exit
meetings should occur as soon as possible after the completion of fieldwork
subject to reasonable accommodation for SSA advance review of draft doc-
uments.

The timeframe for scheduling joint conferences and exit meetings should com-
ply with the 60-day guideline for examination completion.

NSPM content |ast updated July 29, 2015.

9. Issuing a Report to a Federally Insured, State-
Chartered Credit Union

Generally, during joint contacts, the SSA issues the final report and uploads the
AIRES examination (some state exceptions do exist). The NCUA examiner will
also upload an AIRES file. In instances where NCUA takes the lead, as a cour-
tesy, the SSA should have an opportunity to review the finalized examination
report prior to issuance to the credit union. However, issuance of the reportis
at NCUA’s discretion. NCUA staff will invite the SSA to the joint conference.

NCUA examiners will provide the SSA EIC with the working papers of their
review areas upon completion of the fieldwork. The NCUA EIC will draft sec-
tions or work with the SSA to draft sections of the Examination Overview, DOR,
or comparable document pertaining to NCUA’s areas of concern including doc-
umentation to support the report’s findings and conclusions. The NCUA EIC will
also work with the SSA EIC to include NCUA comments in the AIRES Scope mod-
ule for NCUA review areas.

Itis important that examiners clearly document the day, time,
and version of documents provided to the SSA for inclusion in
the final report. This can be accomplished through an email
chain.

To ensure the best possible results in resolving any anticipated dispute with the
SSA examiner, the NCUA EIC will identify and discuss with the SSA examiner,
as early as possible in the examination process, any corrective actions to be
required of the FISCU, including respective CAMEL component and composite
ratings.
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Any disagreements concerning the content of documents will be resolved prior
to meeting with FISCU management. If agreement is not possible at the exam-
iner level, NCUA examiners will contact their supervisor who will discuss the
matter with the SSA office and ARDP. If agreement is still not possible, exam-
iners will draft a section for the SSA to include in the issued report titled "NCUA
Concerns,” which outlines these issues and required resolution. Examiners will
work to obtain agreement from the SSA to include this section in the final
report to management. Should the SSA not include this section, examiners will
discuss these concerns with their supervisor, provide documentation in the
WCC 26 review regarding the issues, and draft a Regional Director letter to the
FISCU stating NCUA’s concerns and necessary corrective action.

NSPM content last updated September 12, 2016.

10. AIRES Uploads for a Federally Insured, State-
Chartered Credit Union

Examiners will upload AIRES contacts for FISCU onsite contacts as they would
for FCUs. Examiners will enter the examination completion date on the "Com-
pletion Information” tab of the EMC in AIRES. The examination/supervision
completion date is the day the examiner last charged time to the examination
and is required to be within five business days of the latest of the following
dates:

« Date of last onsite
« Date of exit meeting

« Date of joint conference

If the examination completion date exceeds five business days
due to items such as conferences, training, annual or sick
leave, the examiner will document the circumstance(s) in the
Confidential Section noting supervisor concurrence.

NSPM content |ast updated July 29, 2015.

11. Credit Union Enforcement Action
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Prompt Corrective Action (PCA) - NCUA will communicate with the SSA on an
ongoing basis regarding all actions involving FISCUs taken under Part 702 of
the NCUA rules and regulations.

NSPM content |ast updated July 29, 2015.

12. Federally Insured, State-Chartered Credit Union Con-
sumer Compliance Program

NCUA Instruction 12400.05, Processing Complaints Against Credit Unions and
Documenting Compliance Violations (Apr. 23, 2004) addresses compliance
evaluation in FISCUs. If the SSA is responsible for determining consumer com-
pliance in the FISCU, the SSA’s procedural responsibilities include:

« Completing the consumer compliance checklists during the examination

« If compliance violations are identified in the FISCU
« Entering violation(s) in the Consumer Compliance Violations module
in AIRES (optional)

« Entering problem code(s) in the DOR module

« Describing the problem/deficiency and the actions the credit union
plans to initiate in order to resolve the situation (preferably using the
Supplementary Facts document)

« Continuing to upload the violation(s) in AIRES (or email the examination,
including the compliance forms/documents, to the regional office)

If a compliance violation exists, and the SSA did not complete the Consumer
Compliance Violations module in AIRES, the NCUA examiner completes it dur-
ing the WCC 26 review.

If the credit union is unable or unwilling to take corrective action, the NCUA
examiner:
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Reviews the situation

Consults with their supervisor to determine what further action, if any, is
needed on NCUA's part

Seeks assistance from OGC if violations are serious (examiner should
work through the regional office to seek assistance)

Notifies their supervisor and the SSA of the determination

13.

NSPM content last updated July 29, 2015.

NCUA Responsibilities Regarding Compliance Regu-

lations in Federally Insured, State-Chartered Credit
Unions

NCUA has the enforcement authority in state-charted credit unions for the fol-
lowing consumer regulations:

Home Mortgage Disclosure Act (Reg C)

Expedited Funds Availability Act (Reg CC)

Flood Disaster Protection Act

Truth in Savings Act

Bank Secrecy Act (SSA has authority to review)1

Depository Institution Management Interlocks Act
Gramm-Leach-Bliley Act (Privacy of Consumer Financial Information)

Homeowners Protection Act (PMI disclosures)

Part 711 of NCUA rules and regulations discusses the pro-
visions of the Depository Institution Management Interlocks Act
(aka “Interlocks Act” or "Management Official Interlocks”).

NSPM content |ast updated July 29, 2015.

lwhile many SSAs have signed their own MOU with FinCEN, adherence to Part
748 is a requirement for federal insurance.
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Chapter 13. OSCUI Consulting

In December 2004, the NCUA Board created the Office of Small Credit Union
Initiatives (OSCUI) to focus on providing guidance, assistance, and information
on development opportunities to small, new, Minority Depository Institutions,
(MDI) and low-income designated credit unions nationwide. OSCUI's goal is to
ensure the long-term viability and growth of these credit unions through four
primary programs:

1. Delivering training to credit union staff and officials at in-person work-
shops, leadership boot camps, videos, and webinars.

2. Fostering partnerships and outreach opportunities between credit unions,
governmental entities, community-based organizations, and the credit
union industry to help identify external programs and services that help
credit unions meet their members’ needs.

3. Providing financial assistance in the form of grants and loans to low-
income designated credit unions from NCUA’s Community Development
Revolving Loan Fund (CDRLF) administered by OSCUI and funded by Con-
gress.

4. Providing operational and strategic management consulting services to
small credit unions and MDIs enrolled in the consulting program through
OSCUI'’s staff of economic development specialists.

After consultation with their SE, examiners may contact OSCUI at oscui-
mail@ncua.gov for additional information on training, partnership and out-
reach programs, and loans and grants. The remainder of this section focuses
on OSCUI’s consulting services.

NSPM content |ast updated July 29, 2015.

1. Roles and Responsibilities

OSCUI relies on teamwork from other NCUA staff to effectively assist credit uni-
ons enrolled in the consulting program. NCUA staff responsibilities are outlined
in the following sections of the NSPM:

« OSCUI Responsibilities

« Division of Supervision Responsibilities

« Supervisor Responsibilities
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« Economic Development Specialist Responsibilities

« Field Staff Responsibilities

NSPM content |ast updated July 29, 2015.

A. OSCUI Responsibilities

« Prioritize EDS requests (priority will be given to NWRPs, emergency
requests and new charter organizers)

« Assign an EDS upon enrollment of the credit union into the consulting pro-
gram

« Communicate normal approval of requests/enrollment during the first
five business days of July and January to the regional OSCUI liaison(s)

B. DOS Responsibilities

« Review incoming consulting nomination forms and participate in semi-
annual enrollment discussions with OSCUI

« Participate in quarterly phone calls with OSCUI management for program
updates

« Notify respective field staff of nominated credit unions not selected for
enrollment during the semiannual review

« Copy the OSCUI director on any outgoing NWRP and RBP approval or deni-
als in which an EDS assisted

« When applicable, provide feedback to OSCUI via the e-survey attached to
each SYSAires notification (e-survey results are displayed on NCUA Cen-
tral under Applications)

NSPM content |ast updated July 29, 2015.

C. Supervisor Responsibilities

« Discuss and recommend either approval or denial of consulting program
nominations made by their examiners

« Provide feedback to OSCUI via the e-survey attached to each SYSAires
notification (as applicable)

NSPM content |ast updated July 29, 2015.
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D. Economic Development Specialist Responsibilities

Contact the district examiner within 30 days of enrollment, and then 10
business days prior to actually starting work to establish communication
and begin dialogue of issues involved in the request

Discuss relevant DOR items, Examiner's Findings, etc. with the examiner

Provide the examiner with a draft of the NWRP (if applicable) and request
feedback prior to completing the contact

Complete a written Contact Report and upload itin AIRES

NSPM content |ast updated July 29, 2015.

E. Field Staff Responsibilities

Determine which credit unions would benefit from EDS assistance, and
consider referring for program enrollment

Contact their supervisor for approval to nominate a credit union for con-
sulting services before completing the OSCUI Consulting Nomination
Form

Complete the nomination form by:
« Providing detailed comments on the type of assistance needed

« Stating the specific timeframe for completion if the request includes
NWRP assistance

« Including timeframes for completion as stated in the DOR if the
request includes assistance relating to DOR items

The assigned EDS will contact the examiner prior to working with the
credit union. Once the EDS contacts the examiner, the examiner will
share a clear understanding of the issues and discuss outstanding DOR
items, Examiner’s Findings, etc., with the EDS

Inform the DOS in the Regional Summary when an EDS assisted in devel-
oping the NWRP or RBP

Review the Consulting Contact Report (CCR) and provide feedback to
OSCUI via the e-survey link emailed to the examiner at the conclusion of
the consulting contact. The purpose of the survey is to help assess the
effectiveness of and evaluate potential changes to the consulting pro-
gram.
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NSPM content |ast updated January 27, 2016.

2. Credit Unions Eligible for the OSCUI Consulting Pro-
gram

OSCUI’s consulting program provides individualized training and assistance to
credit unions on a variety of operational and strategic management issues.
NCUA Instruction 6054 (Rev. 3), OSCUI Consulting Program, establishes
guidelines for the OSCUI consulting program. Consulting services are available
to the following federal and federally insured state-chartered credit unions:

« Small credit unions, as defined by Interpretive Ruling and Policy State-
ment 13-1

« Low income designated credit unions

Minority Depository Institutions (MDI)

Newly chartered credit unions in operation less than ten years

« Credit unions with less than $10 million in assets requesting assistance
with drafting a net worth restoration plan (NWRP)

OSCUI also provides consulting services to credit union organizing groups with
an approved field of membership from NCUA. EDSs will guide the organizing
group through developing their business plans, and completing the chartering
application.

NSPM content |ast updated July 29, 2015.

3. Key Consulting Services

Key consulting services EDSs provide to credit unions enrolled in the OSCUI con-
sulting program include but are not limited to providing onsite or offsite train-
ing and guidance in the following areas:

« Budgeting
« Consumer compliance
 Field of membership expansion / capturing new markets

Internal controls

Marketing strategies
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Merger guidance

New product and service development

« Recordkeeping

Secondary capital

. Strategic planning

Section 702.206(b) of NCUA rules and regulations specifically provides for
NCUA assistance to credit unions with less than $10 million in assets required to
develop a NWRP. Section 702.307 provides for assistance to credit unions with
less than $10 million in assets (regardless of how long the credit union has
been in operation) with developing a revised business plan (RBP). OSCUI EDSs
provide this assistance.

NSPM content last updated January 27, 2016.
4. OSCUI Consulting Program Enrollment
A. Standard Enrollment

OSCUI relies on a nomination process for enrollment in the consulting pro-
gram. Nominations can be made by NCUA staff, state regulators, or directly by
the credit union (self-nomination) using the OSCUI Consulting Nomination
Form.

The consulting program runs on a semiannual schedule. Nomination forms
received by November 30 are considered for the January — June consulting
cycle; forms received by May 31 are considered for the July - December con-
sulting cycle. Credit unions not selected for the consulting program are eligible
to reapply for future consulting cycles.

Enrollment is based on available resources and priority ranking. OSCUI will
focus its consulting efforts on credit unions that will benefit from the effort.
Credit unions that have sufficient resources to pay for consultants and those
credit unions that are unsustainable will not be enrolled.

All nominated credit unions will be notified by OSCUI of their enrollment status
via email. Credit unions accepted for enrollment in the consulting program will
be notified of the enrollment status as follows:
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« OSCUI sends notification emails within five days to the examiner, super-
visory examiner, regional DOS and EDS, providing the name of the EDS
assigned to each enrolled credit union

« The assigned EDS will contact each enrolled credit union within the first
ten business days of the six-month service period (January or July)

Further details regarding the enrollment and selection processes are outlined
in NCUA Instruction 6054 (Rev 3), OSCUI Consulting Program , and on the
OSCUI Consulting Nomination Form.

B. Non-Competitive Enrollment

There are a few exceptions to the standard enrollment process. Enrollment is
non-competitive in these specific situations:

« NWRP assistance requests from credit unions with less than $10 million in
assets

« Requests to assist new charter organizing groups which have an Office of
Consumer Financial Protection and Access-approved field of membership

« Creditunions chartered in the past three years
« Urgent need requests

Nominations for non-competitive enroliment are also made using the OSCUI
Consulting Nomination Form.

OSCUI may contact regions and OCFPA to determine the viability of the non-
competitive nominee. Credit unions accepted on a non-competitive basis will
be notified of their enroliment status via email by the OSCUI director.

"Urgent" needs are unanticipated events such as a natural dis-
aster, loss of key staff, or loss of sponsor support. A drop in
CAMEL ratings does not quality as an urgent need.

NSPM content |ast updated October 27, 2016.

5. OSCUI Consulting Program Contact Reports

To document the consulting work done at the credit union the EDS will com-
plete a written Contact Report and upload it via AIRES. The Contact Report will
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include a narrative identifying the scope of the contact, the assistance
provided, and follow-up recommendations for field staff.

NSPM content |ast updated July 29, 2015.

6. Removal from Consulting Program

Credit unions are automatically removed from the consulting program when
the assignment is complete or the end of the assigned consulting cycle,
whichever comes first.

Credit unions that are uncooperative or no longer desire EDS assistance will be
removed from the program once the appropriate regional DOS has been noti-
fied. This action does not prevent the credit union from future participation in
the OSCUI consulting program when circumstances change.
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Chapter 14. Prompt Corrective Action

Prompt corrective action (PCA) is designed to restore and improve the net
worth of federally-insured credit unions (FICUs). When a credit is subject to
PCA, the district examiner will monitor compliance to all applicable provisions
of PCA contained in Part 702 of NCUA rules and regulations. This section of the
NSPM establishes national policy and guidelines NCUA staff will follow when
completing PCA related work assignments and examination/supervision of PCA
related issues.

Additional references include chapter 17 of the Examiner's Guide, Prompt Cor-
rective Action, and Letter to Credit Unions 01-CU-01, Prompt Corrective Action
(PCA) Implementation Information.

NSPM content |ast updated July 29, 2015.
1. Prompt Corrective Action Classification
A. Field Staff Responsibilities

« Determine the effective date and PCA classification as defined under
§702.101(b) and §702.102

« Ensure credit unions under your supervision comply with all requirements
of Part 702

The regional office, at its option, may provide documentation to an examiner
to determine the effective date of classification and/or if a credit union is newly
chartered, butitis incumbent on the examiner to be familiar with their district
information.

NSPM content |ast updated July 29, 2015.

B. Net Worth Category Classification

Examiners need to consider if a credit union meets any applicable risk based
requirements for PCA classification.

Credit Union NOT
New Credit Union Classified
as New under PCA

Net Worth Category
PCA Classification

Well capitalized 7% or higher 7% or higher
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Net Worth Category
PCA Classification

New Credit Union

Credit Union NOT
Classified
as New under PCA

Adequately capitalized

6% to 6.99%

6% to 6.99%

Undercapitalized

3.5% to 5.99%

4% to 5.99%

Significantly under-
capitalized

2% to 3.49%

2% to 3.99%

Critically under-
capitalized

0% to 1.99%

<2%

For PCA purposes, a "“new” credit union is one which has beenin
operation for less than 10 years and has total assets of not
more than $10 million.

NSPM content |ast updated July 29, 2015.

C. Effective Date of Classification

The effective date of the net worth classification (§702.101(b)) is the most

recent of:

« The last day of the calendar month following the end of the calendar
quarter. This is determined by the 5300 Call Report filing and the most typ-

ical effective date.

« The date the credit union received subsequent written notice from NCUA

or, if state-chartered, the appropriate SSA, of:

« adecline in net worth category due to a correction of an error or mis-
statement in the credit union’s most recent Call Report

. a reclassification to a lower net worth category on safety and sound-

ness grounds

If you are recommending lowering the credit union’s net worth category to less
than well capitalized based on an examination or supervision contact, you must
complete the following actions:
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« Obtain your supervisor’s concurrence, note the agreementin the Con-

fidential Section of the AIRES report, and document the corrected net
worth category in the Examination Overview.

If the examination or the supervision contact reduces net worth to a lower
category, and you are notissuing a report to the credit union, prepare a
draft letter to formally notify credit union officials of the corrected net
worth category and the required PCA action(s). This should be rare. Your
findings to lower a credit union’s net worth category would be significant in
most circumstances, making an AIRES report to the officials warranted
for the administrative record. (See sample Regional Director letters.) For-
ward the draft letter through your supervisor to the regional DOS mailbox

for processing.

NSPM content last updated July 29, 2015.

D. Reclassification Based on Correction

The effective date of an examination or supervision contact-based correction
to a net worth category varies depending on whether the credit union is fed-
erally chartered or state-chartered:

Credit
Union Effective Date
Description
If the contact involves an AIRES report upload (such as an
Federal examination or follow-up examination), the effective date is
credit union | the date the officials receive the final report. If the contact
(FCU) does not involve an AIRES report upload, the effective date will
be the date the credit union receives the notification letter.
NCUA examiners should consult and work cooperatively with
the appropriate state supervisory authority (SSA) official
Federally before correcting a net worth category of a FISCU. NCUA
insured, examiners will promptly notify the appropriate SSA of its
state- decision to correct a net worth category. The effective date will
chartered depend on whether it was an independent or joint exam-
credit union | Ination:
(FISCU) . Effective date of classification for an independent exam-
ination completed by the SSA: when the SSA releases its
official examination report
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Credit
Union Effective Date
Description

» Effective date of classification for a joint examination,
where the NCUA EIC is aware the SSA will be providing a
timely examination report to the FISCU: when the SSA
releases its official examination report

« Forjoint examinations in which the SSA may not release
its examination report for several months, or in the event
of an independent insurance review completed by NCUA,
follow the same procedure used for FCUs (i.e., through a
notification letter) but give the SSA an opportunity to
review the draft notification letter before it is issued and
copy the SSA on the final letter.

NSPM content |ast updated July 29, 2015.

2. Earnings and Reserve Transfer Requirements for
“Adequately Capitalized” or Lower Federally Insured
Credit Unions

Subpart B of Part 702 contains regulatory guidance regarding the earnings

retention requirements for adequately capitalized or lower credit unions. Earn-
ings retention waiver filing procedures are discussed in Regulatory Waivers and

other Reqgulatory Actions section of the NSPM.

NSPM content |ast updated July 29, 2015.
A. Field Staff Responsibilities

« Review the accuracy and adequacy of the quarterly net worth increases
and reserve transfers since the last supervision contact during exam-
inations and follow-up examinations

« Determine if itis probable that an FICU will need to request an earnings
retention waiver for the current or foreseeable quarters during the course
of any examination, follow-up examination, or other supervision activity

« If a credit unionis likely to need to request an earnings retention
waiver, you must address this issue in the examination report. Your
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supervision plans must incorporate adequate follow-up to ensure
earnings retention waiver requests are filed timely.

« Document the violation in the exam report if you determine that a FICU
failed to meet the earnings retention requirements for one or more of the
previous quarters during the course of an examination, follow-up exam-
ination, or other supervision activity

o NCUA can take supervisory or other enforcement action against
credit unions that either decrease their earnings retention without
permission or persistently fail to file their waiver requests timely. You
should instruct management to establish procedures to reduce
dividends to achieve the required earnings retention requirements
or obtain an earnings waiver from NCUA before paying dividends.

« Prepare a brief memo outlining your findings and forward it to your super-
visor if you identify a federal credit union that failed to meet its earnings
retention requirements did not seek a waiver (§702.201) through super-
vision activity outside of an examination or follow-up examination

« Include a draft letter that notifies the officials of the credit union’s
violation for the Regional Director’s sighature. The supervisor will e-
mail the memo and draft letter to DOS Mail for processing.

« Inajoint FISCU exam, consult with your SE and work with the SSA to
ensure the exam addresses the credit union’s failure to meet its earnings
retention requirements without a waiver.

» If the problem is recognized through other supervision activity, you
will follow the procedures outlined in the NSPM and work with the SE
to contact the SSA alerting them of the regulatory violation before
the notification letter is sent to the FISCU. The SSA will also be
copied on the notification letter.

NSPM content |ast updated July 29, 2015.

B. Regional Office Review

DOS will determine the proper level of controls for monitoring earnings reten-
tion waivers. Monitoring may occur through reviewing risk reports or the
regions may have procedures in place to identify credit unions not meeting the
regulation or their approved NWRP (if a NWRP was approved with earnings
retention less than regulatory guidelines).

NSPM content |ast updated July 29, 2015.
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3. Net Worth Restoration Plans and Revised Business
Plans

District examiners are responsible for monitoring compliance with the proper fil-
ing and maintenance of a net worth restoration plan (NWRP) under §702.206
and a revised business plan (RBP) under §702.306. Regional Directors have del-
egated authority in the management of the NWRP and RBP approval process.

Credit unions with a net worth ratio less than six percent are required to have in
place an NCUA-approved NWRP or, in the case of new credit unions, an initial
business plan or a RBP. Credit unions classified as complex per §702.103 also
need to meet a risk based net worth (RBNW) requirement and if their RBNW
requirement exceeds their net worth ratio they are classified as under-
capitalized.

A NWRP/RBP questionnaire is available in AIRES. A sample NWRP/RBP and
assumptions workbook is available in the NSPM. NCUA's Office of Small Credit
Union Initiatives (OSCUI) is available to assist new credit unions with RBPs, and
to assist credit unions that have less than $10 million in assets with NWRPs.

An eligible credit union can request OSCUI assistance by com-
pleting the Consulting Nomination Form and checking the
NWRP box in the Immediate Services Requested section of the
form.

NSPM content |ast updated July 29, 2015.
A. Processing a Federal Credit Union NWRP/RBP
1. Division of Supervision Responsibilities

Due to the time sensitivity of NWRP/RBP packages, DOS should perform a curs-
ory review of the incoming package for completeness, making sure all the
required information as outlined in §702.206(c) or §702.306(b) is included. For
substantially incomplete packages, DOS will draft a letter returning the
NWRP/RBP and request the missing information.

For substantially complete packages, DOS will prepare:
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« A work assignment and send the NWRP/RBP to the examiner and the
supervisor with a required response date at least 10 business days before
the Regional Director’s response deadline

« A letter to the credit union and provide a date by which the Regional Dir-
ector will respond consistent with §702.206 or §702.306

2. Field Staff Responsibilities

Upon receipt of a substantially complete package, the examiner will contact the
credit union to obtain any missing documentation.

You and your supervisor must analyze the NWRP/RBP and provide a written
recommendation in a Regional Summary. You can also reference the optional
PCA Checklist to ensure all components of the plan are present and satisfy reg-
ulatory requirements.

You must also submit a draft letter that outlines the approval or denial of the
NWRP/RBP to DOS Mail through your supervisor. If you recommend denying
the plan, the letter must list the specific deficiencies in the plan that warrants
denial. The regional office should ensure the delivery method of the letter to
the credit union includes a signature. When preparing a Regional Summary
where an EDS assisted with the NWRP, examiners will note the EDS assistance
in the summary.

NSPM content |last updated July 29, 2015.

B. Processing a Federally Insured, State-Chartered Credit Union
NWRP/RBP

A FISCU will submit its plan to the Regional Director and the SSA. The pro-
cessing procedures for federal credit unions apply to FISCUs, in addition to the
following steps:

« Supervisors will coordinate all related issues directly with the SSA

« Supervisors will, unless submitted directly to the regional office, obtain
documentation of the SSA’s approval or denial

« DOS will courtesy copy the appropriate SSA on all signed correspondence
between the Regional Director, DOS, and a FISCU including any Regional
Director approval or denial letters

NSPM content |ast updated July 29, 2015.
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C. Failure to Submit an NWRP/RBP

DOS will monitor credit unions that fail to submit a NWRP/RBP and contact the
supervisor for a status report when the NWRP/RBP is not received by the due
date.

When any credit union fails to timely file the NWRP, examiners will draft a
Regional Director letter (use the Notify Credit Union of Need to Submit
NWRP/RBP template), through their supervisor. The Regional Director letter
will give the credit union 15 calendar days from the receipt of the notice to sub-
mit the NWRP in accordance with §702.206(a)(4). The supervisor will submit
the letter to DOS Mail within three business days of receipt. FISCUs may
require SSA consultation.

Sometimes credit unions may be in the process of or choose to
seek a merger. The Regional Director can agree to accept a
merger plan in lieu of a NWRP/RBP. However, the Regional Dir-
ector’s approval should be subject to the credit union filing an
acceptable merger plan or NWRP by a reasonable but specific
deadline.

If the merging credit union is critically undercapitalized or
undercapitalized the deadline should be set to ensure com-
pliance with §702.204 or §702.305.

NSPM content |ast updated July 29, 2015.

D. Monitoring NWRPs and RBPs after Approval

Examiners will monitor each credit union operating with a net worth ratio less
than 6 percent and provide their supervisor with a quarterly PCA tracking
report. Examiners will perform onsite supervision contacts of these credit uni-
ons to assess compliance with PCA and overall net worth stability.

Examiners and their supervisor are responsible for monitoring the level of com-
pliance with the NWRP/RBP. Examiners should document their compliance
review in the Status Update of each examination or follow-up examination
report.

If the review determines the credit union has materially fallen short of the earn-
ings and net worth ratio goals of the plan, examiners will:
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« Instruct the credit union to make adjustments to financial and operational
strategies to come into compliance with the NWRP/RBP

« Advise, when appropriate, the credit union to develop and submit a
revised NWRP/RBP, or

« Pursue additional supervisory remedies, such as administrative action.

If the review determines the existing, approved plan is ho longer adequate,
examiners will send an e-mail (through their supervisor) to their region’s DOS
mailbox along with a draft Regional Director letter (use the Notify CU of Need
to Revise or Replace NWRP template) instructing the credit union to submita
revised plan.

Documentation will include a comparison of the credit union’s actual per-
formance with its current NWRP/RBP. The quarterly PCA tracking report out-
lines a credit union’s action plan and quarterly NWRP/RBP targets for net worth
ratio, earnings transfer, assets, etc. and can be used to document and track
the plan’s performance.

Any findings or concerns relating to the NWRP should also be cited in the exam-
ination report as appropriate.

NSPM content last updated July 29, 2015.

E. NWRP/RBP that are No Longer Needed

Once a non-new credit union with a NWRP is effectively classified as
“adequately capitalized” under PCA and successfully remains so for four con-
secutive calendar quarters, the credit union is no longer required to operate
under a NWRP and the NWRP is no longer in effect.

A new credit union’s RBP remains in effect until they are no longer considered
new (i.e., the credit union has been in operation more than ten years or has
assets greater than $10 million).

Examiners, with the SE’s concurrence, will review the credit union’s financial
and operational condition, confirm the accuracy of the net worth classification,
and draft a memo to the Regional Director confirming the NWRP or RBP is no
longer in effect.

« Your memo will include a draft letter advising the credit union that the
NWRP is ending. (Use the Notify Credit Union that NWRP RBP Is No Longer

Required template.)
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« Your memo will include supervision plans, if necessary, for monitoring
PCA compliance (earnings retention) until the credit union becomes “well
capitalized.”

« Inthe case of FISCUs, the supervisor will contact the SSA to discuss
the NWRP/RBP ending and ongoing supervision plans. The SSA will
receive a courtesy copy of the letter notifying the FISCU the
NWRP/RBP is no longer in effect.

« The supervisor will review the recommendation and the draft letter and
forward to DOS for processing.

« The regional office will issue the letter to credit unions formally acknow-
ledging the NWRP/RBP is no longer in effect.

NSPM content |ast updated July 29, 2015.

4. Invoking Discretionary Supervisory Actions and Other
Corrective Actions for a Critically Undercapitalized Credit
Union

A. Discretionary Supervisory Actions

NCUA Instruction 3500.01, Discretionary Supervisory Actions (DSAs) under
Prompt Corrective Action (PCA) addresses national policy for processing a DSA.

For DSAs, examiners will submit through their supervisor:

« ARegional Summary

« The credit union’s most recent balance sheet and income statement

DOS will review and process the action for Regional Director approval (and
NCUA Board approval if necessary).

B. Other Corrective Actions for Critically Undercapitalized Credit
Unions

For critically undercapitalized credit unions, NCUA may approve other cor-
rective action (OCA) in lieu of conservatorship or liquidation (§702.204(c)). The
Regional Director has delegated authority to approve OCA for credit unions
with assets less than $5 million. The NCUA Board approval as well as con-
currence from the Office of Examination and Insurance is required for credit
unions greater than $5 million in assets.
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1. Processing

NCUA Instruction 4820, Enforcement Manual, addresses the required contents
of OCA packages. For OCA requiring Regional Director approval only, use the
Regional Summary of OCA RD Approval template.

2. Timing of Submission

Timing of these submissions is critical, especially when NCUA Board approval is
required. NCUA has 90 days from the effective date the credit union became
critically undercapitalized to approve OCA. The region is responsible for sub-
mitting the BAM and obtaining concurrence from E&I and OGC within com-
pletion due dates for Board actions.

NSPM content |last updated July 29, 2015.
3. FISCUs

Joint actions with the SSA are preferred for FISCUs. However, examiners can
recommend actions without SSA concurrence, if necessary. You should note
the concurrence or non-concurrence of the SSA in the Regional Summary.

5. Applications for Prompt Corrective Action Risk Mit-
igation Credit
NCUA publication 8507, Guidelines for Submission of an Application for a PCA

Risk Mitigation Credit, provides detailed information on applications for a PCA
Risk Mitigation Credit provided in §702.108.

NCUA publication 8508, Guidelines for Evaluation of an Application for a PCA
Risk Mitigation Credit, provides detailed information for NCUA staff on how to
evaluate credit union applications for a PCA Risk Mitigation Credit provided
under §702.108 of the NCUA rules and regulations.

Due to the complex analysis necessary for a Risk Mitigation Credit, regions will
need to seek the assistance of the appropriate level of expertise within NCUA.
This includes E&I with experience in processing prior risk mitigation credits, spe-
cific program officers, and senior capital market specialists.
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A. Processing Responsibilities

« DOS will review a request for a Risk Mitigation Credit for complete inform-
ation. If the information submitted is incomplete or inadequate, DOS will
request additional information. The Regional Director has 45 days from
the receipt of a complete application to respond to the credit union's
request for a Risk Mitigation Credit. DOS will coordinate participation of
NCUA staff experts with the region. DOS will forward complete requests
to the examiner, through their supervisor, for review, concurrence and a
recommendation for approval or denial. Examiners will document suf-
ficient analysis to support the recommended action.

« Examiners will prepare a memo summarizing the application and make a
recommendation for approval or denial. The supervisor will review the
package and forward it to DOS indicating their concurrence or non-con-
currence with the examiner’s recommendation. DOS will then review and
process the action for Regional Director approval after determining the
examiner has provided sufficient support and documentation for the
administrative record.

NSPM content |ast updated July 29, 2015.

6. Monitoring and Controls
A. Regional Level Reporting

« Regions will monitor credit union compliance with PCA and maintain
records of all PCA actions.

« Each region will submit a PCA status report to E&I each quarter by the
25t of the 2"d month following quarter end. 1

« The regional offices are responsible for maintaining the administrative
record supporting actions taken.

B. E&I Level Reporting
E&I will:

1Until a centralized database/tool is developed, regions will continue to use
reporting systems currently in place.
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Review regional activity on a quarterly basis as a means of tracking
regional and national trends for consistency and policy formation pur-
poses

Issue a national summary of the quarterly regional reports analyzing
national trends

Periodically request a sampling of actions taken under this section of the
NSPM for quality control purposes as part of an ongoing quality assurance
process

NSPM content |ast updated July 29, 2015.

7. Templates

C. General

Quarterly PCA Tracking Report

Regional Summary of DSA Board Approval (E&I format)
Regional Summary of DSA RD Approval

Regional Summary of OCA RD Approval

D. Net Worth Restoration Plans and Revised Business Plans

Net Worth Category Reclassification Samples

Sample Pro Forma Financials and Ratios (.xIs)

NWRP/RBP and Assumptions Workbook Sample

Regional Summary of NWRP/RBP Review

NWRP/RBP Review Checklist

Approve NWRP/RBP

Deny NWRP/RBP

Notify Credit Union of Need to Revise or Replace NWRP
Notify Credit Union of Need to Submit NWRP/RBP

Notify Credit Union that NWRP/RBP Is No Longer Required

NSPM content last updated July 29, 2015.
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Template: Quarterly PCA Tracking Report

QUARTERLY PCA TRACKING REPORT







Template: Regional Summary of DSA Board Approval (E&I
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Template: Regional Summary of DSA Regional Director
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Template: Regional Summary of OCA Regional Director
Approval
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Samples: Net Worth Category Reclassification
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Sample: NWRP/RBP and Assumptions Workbook
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Template: Regional Summary of NWRP/RBP Reviews
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Review Checklist

Net Worth Restoration Plan and Revised Business Plan
Refer to §702.206(c) for NWRP requirements
and §702.306(b) for RBP requirements




Template: Approve NWRP/RBP
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Template: Deny NWRP/RBP







Template: Notify Credit Union of Need to Revise or Replace
NWRP







Template: Notify Credit Union of Need to Submit
NWRP/RBP







Template: Notification that NWRP/RBP is No Longer
I

Required
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Chapter 16. Regulatory Waivers and other Regu-
latory Actions

NCUA applies federal statutes, regulations, and directives to achieve strategic
goals and ensure uniformity in application of supervision standards. Regulatory
waivers afford flexibility in instances where specific criteria are satisfied. NCUA
processes waiver requests in accordance with regulatory requirements and
internal directives.

This section of the NSPM establishes national policy NCUA staff follow when
completing work assignments and examination and supervision of regulatory
related waivers and other regulatory related actions. This section is not inclus-
ive of all types of waivers. It reflects NCUA rules and regulations as of May 17,
2012. E&I will update the NSPM when the NCUA Board adopts a new regulation
or revises an existing regulation. Examiners should contact their supervisor for
assistance outside the scope of this section of the NSPM.

NSPM content last updated July 29, 2015.
1. General Procedures and Requirements for Waivers
A. Roles and Responsibilities
1. E&I

E&I is responsible for monitoring periodic risk reports to review trends and
issues related to regulatory waivers and other regulatory related actions. E&I
also has oversight of this manual and ensures standards are clear and followed
by staff through its quality assurance program. E&I will evaluate compliance
with this section during routine monitoring of cases, quality assurance reviews,
and review of information submitted on required reports. During periodic
updates of the NSPM, E&I will solicit comments from other offices to ensure
standards remain current and effective.

2. Regional Office

Regional offices are responsible for having systems and controls in place to
ensure standards of this section are met. When reviewing work related to the
standards of this section, regional processes must ensure quality work and
accurate administrative records are maintained for regulatory related actions.
DOS is responsible for monitoring risk institutionally and on a regional basis.
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3. Supervisor

Supervisors are responsible for reviewing and ensuring staff performs quality
work which follows the standards of this section of the NSPM. Supervisors are
responsible for reviewing and approving work for completeness and accuracy
prior to submission to the regional office. Supervisor approval becomes part of
the credit union’s administrative record. Supervisors are responsible for mon-
itoring risk institutionally and on a group basis.

4. Field Staff

Examiners are responsible for evaluating credit unions’ regulatory compliance
and identifying potential safety and soundness issues when processing work
assignments, completing supervision work, and performing examinations.
Examiners will use the national standards established in this section of the
NSPM to ensure quality and consistent work. The standards in this section also
ensure consistent administrative record documentation. Examiners will create
an administrative record for recommendations made and actions taken in
meeting standards set forth in this section.

NSPM content |ast updated July 29, 2015.

B. Processing a Waiver Request

In general, the following procedures will be used to process FCU waiver
requests. Please refer to each specific waiver type outlined in this section of the
NSPM for unique processing steps.

1. Division of Supervision Initial Review Responsibilities

After the regional office receives the credit union’s application, DOS will per-
form a cursory review to determine whether the credit union request is com-
plete.

If considered incomplete:

« Prepare anincomplete/denial letter and send it to the credit union by the
region’s preferred expedited mail delivery

« Ensure the letter lists the additional information the credit union must sub-
mit if they would like the request to be considered. DOS will copy the
examiner and supervisor on the letter.

If considered complete:
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« Prepare an acknowledgment letter and send it to the credit union by the
region’s preferred expedited mail delivery service

« Prepare and send a work assignment to the field that includes the credit
union’s request, application package, supporting documentation, and
request a recommendation for approval or denial

2. Field Staff Review Responsibilities

Examiners and their supervisor will evaluate the credit union’s net worth,
CAMEL and risk ratings, and financial strength, and provide a recommendation
whether to grant the request. The scope and depth of the examiner’s review
will be scaled according to the materiality of the waiver request.

The examiner, with supervisor approval, will determine if an onsite contact is
necessary.

After review, examiners will determine if the waiver package is complete, and
take the following actions, based on their determination.

If considered incomplete:

« Draftthe appropriate incomplete/denial letter (refer to templates
provided), or

« Informally contact the credit union to obtain the missing information
If considered complete:

« Complete a Regional Summary to include an approval or denial recom-
mendation

. Draft a letter for approval, partial approval, deferral, or denial

. Email the approval, partial approval, deferral, or denial letter, Regional
Summary, and any supporting documentation to their supervisor

The supervisor will review the information, provide supporting reasons for con-
currence or non-concurrence, and forward the package to the region’s DOS
mailbox.

If recommending denial, examiners will not discourage any credit union from
applying for reconsideration or filing an appeal, if applicable.
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3. Division of Supervision Processing Responsibilities

Upon receipt of the field’s recommendation, DOS will review and analyze the
recommendation for appropriate support and justification. Upon concurrence,
DOS will submit the recommendation and proposed response letter to the
Regional Director for approval and signature. DOS will mail the signed letter to
the credit union using the region’s preferred expedited mail delivery service
and copy both the examiner and supervisor.

If DOS and/or the Regional Director do not agree with the field’s recom-
mendation, the supervisor will be notified of the reasons. The field will be given
the opportunity to further support or revise their recommendation in the
Regional Summary and draft revised correspondence, if necessary. DOS final-
izes the response letter for the Regional Director’s signature. Once signed,
DOS will mail it to the credit union using the region’s preferred expedited mail
delivery service and copy both the examiner and supervisor.

NSPM content |ast updated July 29, 2015.

C. Processing a Waiver Request from a Federally Insured, State-
Chartered Credit Union

Unless otherwise specified by regulation, a FISCU must submit the waiver
request to its SSA. If the SSA approves the request, the SSA will forward the
request to the Regional Director. A waiver is not effective until approved by the
Regional Director. If the SSA denies a request, the Regional Director will also
deny it.

Section 741.204 of the NCUA rules and regulations applies to
state-chartered federally insured credit unions and incor-
porates the §701.32 requirements.

NSPM content last updated July 29, 2015.

D. Waiver Timeframes

The region will respond within the timeframe specified in the applicable reg-
ulation or, where not specified, within 45 days from the date a completed
request is received in the regional office.
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Reference

Description

Timeframe

Automatic
Approval

§722.3 Appraisal Require-
ments

Use of an alternate
valuation method or
type of appraiser not
addressed in this sec-
tion

The waiver for this
requirementis out-
linedin §722.3(a)(9)
and §723.10(a) of
the rules and reg-
ulations. The
approval timeframe
is outlined in

§723.12(d).

§723.3(a) Aggregate Con-
struction and Development

(C&D) Loan Limits

Waiver to exceed
aggregate C&D loan
limit of 15% of net
worth

§723.3(b) Minimum Bor-

rower Equity Requirements
for Construction and Devel-
opment Loans

Waiver of the 25%
equity interestin the
project financed

§723.7(a) LTV Ratio

Requirements for MBLs

Waiver to exceed
80% LTV, or 95%
LTV with PMI or
some other guar-
antee allowed per
the regulation

§723.7(b) Requirement for
Personal Liability and Guar-

antee

Waiver of the per-
sonal liability and
guarantee require-
ment for the specific

45 days

Yes
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Automatic

Reference Description Timeframe
Approval

MBL Waiver(s) may
be grantedon a
single loanorasa
blanket waiver with
certain restrictions
as outlined below. In
small businesses and
investor real estate
lending, it is stand-
ard practice for the
principal to shoulder
the bulk of the risk
through personally
guaranteeing the
loan as they gen-
erally are in a pos-
ition to personally
benefit the most
from the success of
the business entity.

Waiver to exceed
aggregate unse-
cured MBL limit of
the unsecured out-
standing member
business loans to any
one member or
group of associated
members of the
lesser of $100,000
or 2.5% of net worth

§723.7(c)(2) Maximum
Unsecured MBL to One
Member or Group of Asso-
ciated Members

Waiver to exceed the

§723.7(c)(3) Maximum aggregate amount
Aggregate Unsecured MBL | of all unsecured out-
Loan Limit standing MBLs of

10% of net worth
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Automatic

Reference Description Timeframe
Approval

Waiver for a higher
amount, the aggreg-
ate amount of net
member business
§723.8 Maximum Aggreg- |loan (NMBL) bal-

ate NMBL to Any One Mem- | ances to any one

ber or Group of Associated | member or group of
Members associated members
must not exceed the
greater of 15% of
the credit union’s net
worth or $100,000

To request approval
from the NCUA
Regional Director, a
credit union must
submit an applic-
ation that:

o Includes a cur-
rent copy of the
credit union’s
member busi-

§723.16(b)(2) Aggregate ness loan

Member Business Loan policies 30 days N/A
Limit « Confirms that
the credit union
is in compliance
with all other
aspects of this
rule

« Statesthe
credit union’s
proposed limit
on the total
amount of non-
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Reference

Description

Timeframe

Automatic
Approval

member loans
and par-
ticipation
interests that
the credit union
may acquire if
the application
is granted

2. Other Waiver Types

Reference

Description

Timeframe

Automatic
Approval

8§701.14 c(2)(i) Waiver of
Prior Notice — Change in
Official or Senior Executive

Parties may petition
the appropriate
Regional Director for
a waiver of the prior
notice required.
Waiver may be gran-
ted if it is found that
delay could harm the
credit union or the
public interest.

None

No

loans

§701.21(h) Third-party ser-
vicing of indirect vehicle

(1) A federally-
insured credit union
must not acquire any
vehicle loan, or any
interest in a vehicle
loan, serviced by a
third-party servicer if
the aggregate
amount of vehicle
loans and interests in
vehicle loans ser-
viced by that third-

None

No
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Reference

Description

Automatic

Timeframe
Approval

party servicer and its
affiliates would
exceed: (i) 50 per-
cent of the credit
union’s net worth dur-
ing the initial thirty
months of that third-
party servicing rela-
tionship; or (ii) 100
percent of the credit
union’s net worth
after the initial thirty
months of that third-
party servicing rela-
tionship. (2)
Regional directors
may grant a waiver
of the limits in para-
graph (h)(1) of this
section to permit
greater limits upon
written application
by a credit union.

§715.9¢(6) Audit waiver

Specify a target date
of delivery of the writ-
ten reports. Such tar-
get date not to
exceed 120 days
from date of cal-
endar or fiscal year-
end under audit
(period covered),
unless the super-
visory committee
obtains a waiver
from the supervising
NCUA Regional Dir-

None No
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Reference

Description

Timeframe

Automatic
Approval

ector

§701.36 Occupancy waiver

NCUA may waive the
requirement for a
credit union to par-
tially occupy
premises within six
years after the date
of acquisition. To
seek a waiver, a fed-
eral credit union
must submit a writ-
ten request to its
Regional Office and
fully explain why it
needs the waiver.
The Regional Dir-
ector’s decision will
be based on safety
and soundness con-
siderations.

Response
within 45
days

No

§701.36 Abandoned
premises waiver

NCUA may waive the
requirement for a
credit union to dis-
pose of abandoned
property within five
years of aban-
donment. To seek a
waiver, a federal
credit union must
submit a written
request to its
Regional Office and
fully explain why it
needs the waiver.
The Regional Dir-
ector’s decision will

RD
response
within 45
days

No
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Reference Description Timeframe Automatic
Approval
be based on safety
and soundness con-
siderations.
NCUA may approve
a maximum amount
of non-member
shares in excess of
20% of total shares
or $3 million RD
(whichever is response
greater). Before within 30 cal-
accepting non- endar days
member sharesin Unless oth-
§701.32(b)(3) Non-mem- | excess of the max- | grwise spe- No
ber deposits waiver imum amount, the | (jfied by the
credit union board of | Rp exemp-
directors must adopt | tions are
a specific written normally for
plan concerning the |, two-year
intended use of period.
these shares and for-
ward a copy of the
plan to the Regional
Director for determ-
ination.
NCUA may approve
a waiver from
internal policy
requirements con-
cerning loan par- RD
§701.22(b)(5) Loan par- | tjcipation purchases. | F€SPONse No
ticipation waiver To seek a waiver, within 45 cal-
the credit union must | €ndar days

submit a written
request to its
Regional Director.
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Automatic

Reference Description Timeframe
Approval

Waivers from fed-
erally insured state-
chartered credit uni-
ons required con-
currence of the
appropriate state
supervisory author-

ity.

NSPM content |ast updated January 27, 2016.

E. Periodic Review and Revocation of Waivers

Examiners will review outstanding regulatory waivers at every examination.
Regions will review outstanding regulatory waivers every three years.1 This
requirement applies to any waiver that involves authority for ongoing activity
(as opposed to a waiver for a single action).

The Regional Director may revoke a credit union’s waiver, in whole or in part,
for substantive, documented safety and soundness reasons. When revoking a
waiver, the Regional Director must give written notice to the credit union stat-
ing the reasons for the revocation. The notice should also discuss where applic-
able the treatment and/or grandfathering of activities conducted while the
waiver was in force. The revocation is effective upon the credit union’s receipt
of the letter from the Regional Director.

Examiners should first discuss revocation with their supervisor. Examiners will
submit a revocation package to their supervisor consisting of a memo, a draft
letter, and any other documentation necessary to justify the revocation. The
supervisor will send the revocation package to the region’s DOS mailbox. The
memo will include a discussion of:

« Background of the credit union and the problems

« Substantive safety and soundness justification

1The three year timeframe review began July 1, 2012.
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« Net worth and solvency considerations
« Outstanding administrative and/or documented corrective action

DOS will review the recommendation. If in agreement, DOS will prepare a con-
currence summary to the Regional Director along with the field memo and
draft letter. Upon signature, the revocation letter will be sent via expedited
mail with a copy to the examiner and supervisor, and SSA if applicable.

A credit union has 60 days from the date of revocation to appeal the action to
the NCUA’s Supervisory Review Committee (SRC). If the SRC upholds the
revocation, the credit union has 60 days from the date of the SRC's decision to
appeal the action to the NCUA Board.

For more information about the Supervisory Review Com-
mittee, see IRPS 11-1, Supervisory Review Committee (as
amended by IRPS 12-1).

NSPM content |ast updated July 29, 2015.

F. Waiver Monitoring

DOS and E&I are responsible for monitoring the consistency, soundness and
appropriateness of regulatory waivers. E&I is responsible for evaluating con-
sistency with policies and evaluating the overall trends in risk.

1. Division of Supervision Reporting Responsibilities

« DOS will maintain supporting documentation for each approval/denial in
the corresponding charter files.

« Regions will maintain reports that will track all regulatory waivers.?!

« Regions will submit a list of the waivers granted, revoked, and out-
standing to E&I on a semiannual basis.2 At a minimum, listings will
include:

lUntil a national database/tool is developed, regions will continue to use report-
ing systems currently in place. Regions should ensure their current systems cap-
ture the required information.

2E&1 is developing a platform to capture this information.
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Charter

Name

Assets

CAMEL rating (composite and component ratings)
Type of action

Action date

Resolution date (where applicable)

Status, expiration date (where applicable)

Comments

« Regions will provide a posting of all outstanding regulatory waivers on
SharePoint and implement a process to review regulatory waivers every
three years.

2. E&I Reporting Responsibilities

« Review regional activity on a semiannual basis as a means of tracking
regional and national trends for consistency and policy development

« Issue an annual national summary of the regional reports analyzing
national trends

« Periodically request a sampling of actions taken under this section of the
NSPM for quality control purposes as part of our ongoing quality assur-
ance process

NSPM content |ast updated July 29, 2015.

2. Occupancy Waiver

Excess space is only acceptable when a federal credit union bases a purchase
on future needs as outlined in §701.36 of NCUA rules and regulations.

The following templates related to occupancy waivers are available:

« Respond to Incomplete Request for Occupancy Waiver

« Acknowledge Request for Occupancy Waiver

« Regional Summary of Occupancy Waiver Request
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« Approve Request for Occupancy Waiver

« Deny Request for Occupancy Waiver

A. Acquired Premises for Future Expansion

For premises acquired for the purpose of future expansion, an FCU must par-
tially occupy any within a reasonable period, but no later than six years after
the date of acquiring the premises. An FCU must submit a written request for a
waiver to exceed the six year timeframe.

B. Abandoned Property

After premises have been abandoned for four years, an FCU must publicly
advertise the property for sale. The federal credit union must complete the
sale within five years of abandonment, unless NCUA waives this requirement.

To seek a waiver of the either the partial occupancy requirement or disposal of
abandoned property, an FCU must submit a written request to its regional
office that fully explains why the FCU needs such a waiver. The Regional Dir-
ector will base his or her decision on the reasonableness of achieving com-
pliance with the occupancy provisions.

Requests which represent an effort to circumvent the occupancy provisions will
be denied. The Regional Director will provide the FCU a written response,
either approving or denying the waiver request, within 45 days of the com-
pleted request.

NSPM content |ast updated January 27, 2016.
C. Templates

Respond to Incomplete Request for Occupancy Waiver

Acknowledge Request for Occupancy Waiver

Regional Summary of Occupancy Waiver Request

Approve Request for Occupancy Waiver

Deny Request for Occupancy Waiver

NSPM content |ast updated January 27, 2016.
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Template: Respond to Incomplete Request for Occupancy
Waiver




Template: Acknowledge Request for Occupancy Waiver
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TEMPLATE: Regional Summary of Occupancy Waiver
Request
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TEMPLATE: Approve Request for Occupancy Waiver




TEMPLATE: Deny Request for Occupancy Waiver
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3. Non-Member Deposits Limitation Waiver

Credit union public unit and nonmember accounts cannot exceed the greater of
20 percent of total shares or $3.0 million unless approved by the Regional Dir-
ector.

Nonmember share deposits in low-income designated credit unions accepted
to meet the matching requirement for loans granted through the Community
Development Revolving Loan Program are not subject to the 20 percent lim-
itation on nonmember deposits. Additionally, credit unions must maintain the
increase in the total amount of matching share deposits for the duration of the
loan.

The following template letters are available related to nonmember deposit
waivers:

« Respond to Incomplete Request for Non-Member Deposit Exemption

Acknowledge Request for Non-Member Deposit Exemption

Respond to Violation of Non-Member Deposit Exemption

« Regional Summary of Non-Member Deposit Exemption

Approve Request for Non-Member Deposit Exemption

« Deny Request for Non-Member Deposit Exemption

If a violation is identified, DOS will respond to the violation using their pre-
ferred expedited mail delivery service available, to the credit union advising
the board of directors they are in violation of the regulatory limit. The letter will
require the board of directors to submit an acceptable plan within 30 days to
bring the credit union into compliance (i.e., return nonmember deposits or
other reasonable alternative action). If the credit union intends to continue
additional nonmember deposit activity, it must submit a waiver package that
provides sufficient support in accordance with 701.32(b)(3).

NSPM content |ast updated July 29, 2015.

A. Templates

« Respond to Incomplete Request for Non-Member Deposit Exemption

« Acknowledge Request for Non-Member Deposit Exemption
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Regional Summary of Non-Member Deposit Exemption

Approve Request for Non-Member Deposit Exemption

Deny Request for Non-Member Deposit Exemption

Respond to Violation of Non-Member Deposit Exemption

NSPM content |ast updated July 29, 2015.
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TEMPLATE: Respond to Incomplete Request for Non-
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member Deposit Exemption







TEMPLATE: Acknowledge Request for Non-Member
I

Deposit Exemption




TEMPLATE: Regional Summary of Non-Member Deposit
Exemption
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TEMPLATE: Approve Request for Non-Member Deposit
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TEMPLATE: Deny Request for Non-Member Deposit
Exemption
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4. Earnings Transfer Waiver

Sections 702.201 and 702.303 of the NCUA rules and regulations address earn-
ings transfer requirements for credit unions subject to prompt corrective
actions (PCA).

The following templates related to earnings transfer waivers are available :

Respond to Incomplete Request to Decrease Earnings Transfer Require-
ments

Approve Request to Reduce Earnings Transfer Requirement
« Sections of this template apply onto to FICUs with undivided earnings
deficits

Deny Request to Reduce Earnings Transfer Requirement

« Regional Summary of Decrease in Earnings Transfer Requirement

NSPM content last updated July 29, 2015.

A. Earnings Retention

Beginning the effective date of classification as “adequately capitalized” or
lower (less than seven percent net worth), credit unions must increase the dol-
lar amount of their net worth quarterly by at least 0.1 percent of total assets.
The 0.1 percent may be calculated from current quarter earnings or from aver-
age earnings over the current and three preceding quarters. A transfer of this
amount or greater must be from Undivided Earnings to Regular Reserveson a
quarterly basis until the credit union becomes “well capitalized.” New credit uni-
ons must also increase their net worth quarterly but by the amount reflected in
their approved initial or Revised Business Plan (RBP). In the absence of such a
plan a new credit union must increase their net worth quarterly in accordance

with §702.201.

There is always a quarter lag between when a credit union becomes less than
well capitalized and when it needs to meet the earnings retention requirements
and make a required reserve transfer. For example: XYZ Credit Union, whose
net worth category declined to “adequately capitalized” as of March 31, is not
required to meet the earnings requirement or make a reserve transfer that
quarter because the effective date of its net worth classification is not until April
30. However, starting the quarter-ending June 30, the credit union will need

to:
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« Increase net worth quarterly and make an earnings transfer

« Request a reduction of the Earnings Transfer requirement if it projects it
will not meet the quarterly earnings requirement

« Request approval from both the quarterly earnings and reserve transfer
requirements if it projects it will not meet the quarterly earnings require-
ment and also has insufficient Undivided Earnings to make the required
quarterly reserve transfer; or

« Request approval to pay dividends from the Regular Reserve as a transfer
to the Undivided Earnings account when a deficit in Undivided Earnings
exists

NSPM content |ast updated July 29, 2015.

B. Reduction of the Earnings Transfer Requirement

The credit union must submit a written request seeking approval to reduce the
amount of Earnings Transfer no later than 14 days before the quarter-end if it
cannot meet the earnings and transfer requirements. Examiners should be
aware of and work with any credit unions that must meet the quarterly require-
ments.

At a minimum, requests for approval from the credit union must explain how
the reduction in the earnings requirement is necessary to avoid a significant
redemption of shares and further the purposes of PCA. “Furthering the pur-
poses of PCA” can be documented by briefly explaining: why the credit union
could not meet the quarterly earnings requirement and how management
plans to resolve the earnings problem and increase net worth to meet PCA’s
capitalization requirements in future periods. Requests for approval that do not
provide this basic information will not be processed.

Examiners must document and determine a lesser amount a) is necessary to
avoid a significant redemption of shares and b) would further the purpose of
PCA (as noted in 702.201(b)).

The Regional Director may also approve the reduction in earn-
ings retention and the earnings transfer during the processing
and approval of a NWRP. If the credit union projects earnings
will not meet the earnings retention requirements during any
quarter the plan covers, they may request approval for the
quarter(s) when they submit their plan to the regional office.
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When the plan is approved, the reduction in Earnings Transfer
is also approved. However, if the credit union originally pro-
jects that earnings will be sufficient in their plan and then sub-
sequently fails to meet the requirements, the appropriate
request for approval must be submitted within the above time-
frame.

In the case of a state-chartered credit union, the supervisor will request con-
currence via phone or e-mail from the appropriate SSA. The SSA will also be
copied on the Regional Director’s letter to officials approving or denying the
request. Examiners will note whether the SSA concurs with approval or denial
for FISCUs in the Regional Summary. Section 702.205(c) no longer includes
the earnings retention requirement of §702.201 as a discretionary supervisory
action. This means the SSAs cannot unilaterally approve earnings retention
waiver requests from FISCUs.

NSPM content last updated July 29, 2015.

C. Templates

« Respond to Incomplete Request to Decrease Earnings Transfer Require-
ments

« Regional Summary of Decrease in Earnings Transfer Requirement
« Approve Request to Reduce Earnings Transfer Requirement

« Deny Request to Reduce Earnings Transfer Requirement

NSPM content |ast updated July 29, 2015.
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5. Member Business Loan Waiver

Supervisory Letter 13-01, Evaluating Credit Union Requests for Waivers of Pro-
vision in NCUA rules and reqgulations Part 723, Member Business Loans (MBLSs),
provides interpretive guidance for MBL waivers subject to Part 723 of NCUA
rules and regulations. Part 723 establishes a framework to manage the overall
risk associated with business lending. The risks associated with each business
borrower are unique; therefore, the rule allows for waivers of certain reg-
ulatory provisions in order to give credit unions the necessary flexibility to meet
the needs of the members they serve.

Supervisory guidance provides additional clarity for the waiver process and
assists examiners in determining the need and qualifications of both the bor-
rower and credit union when waivers are requested. A supervisory letter was
also issued under Letter to Credit Unions 13-CU-02, Member Business Loan
Waivers. When reviewing MBL waivers, examiners will refer to Supervisory Let-
ter 13-01, Evaluating Credit Union Requests for Waivers of Provisions in NCUA
Rules and Regulations Part 723, Member Business Loans (MBLs), and the
information provided in this section of the NSPM.

Rules and
Regulation Description
Section

§722.3
Appraisal

Requirements

§723.3(a)
Aggregate
Construction | Waiver to exceed aggregate C&D loan limit of 15% of net
and Devel- worth

opment Loan
Limits
§723.3(b) Min-
imum Bor-
rower Equity
Requirements

for Con-
struction and

Use of an alternate valuation method or type of appraiser not
addressed in this section

Waiver of the 25% equity interest in the project financed
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Rules and
Regulation
Section

Description

Development
Loans

Waiver to exceed 80% loan-to-value (LTV). If a credit union
intends to make a loan with an LTV in excess 80% and does

Requirement
for Personal
Liability and
Guarantee

§723.7(a) not have private mortgage insurance (PMI) or the other guar-
LTV Ratio antees listed in the regulation, the credit union must apply for
Requirements | a waiver. However, if a credit union has PMI or some other
for MBLs guarantee, per the regulation, they can extend a loan up to
95% LTV without a waiver. If a credit union wants to exceed
95% LTV, it must apply for a waiver.
Waiver of the personal liability and guarantee requirement
for MBLs.
§723.7(b)

Waiver(s) may be granted on a single loan or as a blanket
waiver with certain restrictions as outlined in this section of
the NSPM. In small businesses and investor real estate lend-
ing, it is standard practice for the principal to shoulder the
bulk of the risk through personally guaranteeing the loan as
they generally are in a position to personally benefit the most
from the success of the business entity.

§723.7(c)(2)

Maximum

Unsecured Waiver to exceed aggregate unsecured MBL limit of the unse-
MBL to One cured outstanding member business loans to any one mem-
Member or ber or group of associated members of the lesser of

Group of Asso-| $100,000 or 2.5% of net worth.

ciated Mem-

bers

§723.7(c)(3)

Maximum Waiver to exceed the aggregate amount of all unsecured out-
Aggregate standing MBLs of 10% of net worth

Unsecured
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Rules and
Regulation Description
Section

MBL Loan
Limit

§723.8 Max-
imum Aggreg-
ate NMBL to
Any One Mem-
ber or Group
of Associated
Members

Waiver for a higher amount, the aggregate amount of net
member business loan balances to any one member or group
of associated members must not exceed the greater of 15%
of the credit union’s net worth or $100,000

The following templates related to MBL waivers are available:

« Respond to Incomplete Request for MBL Waiver

Acknowledge Request for MBL Waiver

Regional Summary of MBL Waiver

« MBL Waiver Review Checklist

Approve Request for MBL Waiver

Deny Request for MBL Waiver

NSPM content |ast updated July 29, 2015.

A. Field Staff Responsibilities

Examiners and their supervisors are responsible for evaluating the risk posed
by a request for an MBL waiver. During the evaluation, the examiner should
review all pertinent documents and information to determine if an onsite con-
tact is necessary. For a list of items to review, see the Regional Summary of
MBL Waiver and the MBL Waiver Review Checklist.

If this is a new program or the examiner does not have historical information to
draw upon, strong consideration to go onsite to evaluate the MBL program and
the credit union’s current business strategy should be given. If the waiver is
complex, the examiner and/or supervisor should consider seeking assistance
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from a regional lending specialist (RLS) who may be able to offer additional sup-
port for concurrence or denial.

When approval is recommended, the examiner’s recom-
mendation may establish expiration or other appropriate limits
(e.g., dollar amount, percentage of net worth, etc.) to the
waiver activity as a control mechanism, when appropriate. By
limiting the waiver, NCUA will have the opportunity to evaluate
the success of the program.

NSPM content |ast updated July 29, 2015.

B. Member Business Loan Waiver Request Packages

As described in §723.11, MBL waiver requests must contain:

A copy of the credit union’s business lending policy
The higher limit sought (if applicable)
An explanation of the need to raise the limit (if applicable)

Documentation that supports the credit union’s ability to manage this activ-
ity

An analysis of the credit union’s prior experience making member busi-
ness loans that includes, at a minimum:
« History of loan losses and loan delinquency

« Volume and cyclical or seasonal patterns
« Diversification of risk

« Concentrations of credit to one borrower or group of associated bor-
rowers in excess of 15 percent of net worth

« Underwriting standards and practices
« Types of loans grouped by purpose and collateral

« Qualifications of personnel responsible for underwriting and admin-
istering member business loans

NSPM content last updated July 29, 2015.
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C. Monitoring after Approval
Examiners will:

« Complete the required Member Business Loan Questionnaire within
AIRES

« Ensure the credit union is compliant with the regulations and the approved
waiver

« Document compliance with the waiver in the Scope during each contact
until the waiver expires or is revoked

NSPM content |ast updated July 29, 2015.
D. Violations
1. MBL Waiver Violations

If during a subsequent examination the examiner identifies a violation of the
MBL waiver, the examiner will document the violation in the examination
report and treat it as a major concern. The examination will include corrective
action including ceasing the activity in violation of the waiver. Ata minimum,
the DOR will direct the credit union to submit a written plan for resolution to the
Regional Director. The examiner will evaluate the financial severity or potential
risk and make a determination, in consultation with their supervisor, whether
to recommend revocation of the waiver.

If the examiner and supervisor determine the violation of the waiver does not
present a heightened material risk to the credit union and believes the credit
union will take appropriate corrective action through examination agreements,
examiners will document the waiver violation in the Confidential Section and
provide support for the decision not to recommend revocation.

2. MBL Rule Violations

Violations of the MBL rule identified during an examination are a serious mat-
ter. Examiners and credit union management must develop an action plan to
correct the violation.

If the violation is material in nature or the examiner has evidence the credit

union violated Part 723 deliberately, examiners should consult with their super-
visor on the need for heightened administrative action. At a minimum, the DOR
will direct the credit union to submit a written plan for resolution to the Regional
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Director. If the credit union fails to comply with the DOR, a Regional Director let-
ter should be developed to compel the credit union to provide a written plan of
action within a specified timeframe.

When a violation is identified, examiners need to evaluate the overall risk and
determine a correct course of action. Options for correcting violations (tailored
to the nature of the violation) could include:

Divestiture of the loan

Sale of a participation interest in the loan to reduce the credit union’s
share of the loan balance

Directing the credit union to pursue one or more of the following actions at
the first contractual opportunity (e.g., loan default, request for refinance
or advance, etc.)

A partial pay-down of the loan

Outside refinancing of the loan

Additional collateral be pledged for the loan in question; and/or
The personal liability and guarantee of the principal(s) be obtained
Forbearance as granted by the Regional Director; or

Other action to resolve the violation

Forbearance should not be considered if the violation poses sig-
nificant financial risk to the credit union.

NSPM content last updated July 29, 2015.

E. Templates

« Respond to Incomplete Request for MBL Waiver

« Acknowledge Request for MBL Waiver

« MBL Waiver Review Checklist

« Regional Summary of MBL Waiver
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« Approve Request for MBL Waiver
« Deny Request for MBL Waiver

NSPM content |ast updated July 29, 2015.
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TEMPLATE: Respond to Incomplete Request for an MBL
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TEMPLATE: Regional Summary of MBL Waiver
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TEMPLATE: Approve Requeset for MBL Waiver




TEMPLATE: Deny Request for MBL Waiver
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6. Member Business Loan Nonmember Aggregate
Approval

The MBL Nonmember Aggregate Approval is a separate type of approval and
notincluded as a type of MBL waiver allowed under §723.10. Section 723.16
allows a Regional Director or SSA to grant approval to a credit union to exceed
the aggregate limit on net member business loans for nonmember business
loans. The total of the credit union’s net member business loan balances and
the nonmember loan balances must not exceed the lesser of 1.75 times the
credit union’s net worth or 12.25 percent of the credit union’s total assets,
unless the credit union has first received approval from the NCUA Regional Dir-
ector.

The following templates are available related to requests to exceed the MBL
nonmember aggregate limit:

« Regional Summary of MBL Non-Member Aggregate Approval

« Approve Request to Exceed Aggregate MBL Non-Member Loan Limit

« Deny Request to Exceed Aggregate MBL Non-Member Limit

A. Nonmember Aggregate Approval Request Packages
As described in §723.16, the approval request must contain the following:
« A current copy of the credit union’s member business loan policies

« Confirmation that the credit union is in compliance with all other aspects
of the rule

« The credit union’s proposed limit on the total amount of nonmember
loans and participation interests the credit union may acquire if the applic-
ation is granted

« Attestation that the acquisition of nonmember loans and participations is
not being used, in conjunction with one or more other credit unions, to
have the effect of trading member business loans that would otherwise
exceed the aggregate limit

NSPM content |ast updated July 29, 2015.
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B. Templates
« Regional Summary of MBL Non-Member Aggregate Approval
« Approve Request to Exceed Aggregate MBL Non-Member Loan Limit
« Deny Request to Exceed Aggregate MBL Non-Member Limit

NSPM content |ast updated July 29, 2015.
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TEMPLATE: Regional Summary of MBL Non-Member
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7. Member Business Loan Aggregate Limit Exception

Section 723.18 of NCUA rules and regulations permits the Regional Director (or
SSA where applicable) to grant an exception to the aggregate MBL limit.

The MBL Aggregate Limit Exception is explained under §723.17
and §723.18 of NCUA rules and regulations. An “exception” is
separate and distinct from a “waiver,” and is handled dif-
ferently.

This exception allows a credit union’s member business loan portfolio to exceed
the lesser of 1.75 times the credit union’s net worth or 12.25 percent of the
credit union’s total assets. To obtain the exception, a credit union must submit
documentation to the Regional Director (FISCUs submit to the SSA) demon-
strating that it meets the criteria of one of the exceptions.

Exceptions are granted based on the credit union’s ability to qualify for one of
three circumstances:

« Credit unions with a low income designation or participation in the Com-
munity Development Financial Institutions Program

« Credit unions chartered for the purpose of making member business
loans; or

« Credit unions with a history of primarily making member business loans
(i.e., either business loans comprise at least 25 percent of the credit
union's outstanding loans, or member business loans comprise the largest
portion of the credit union's loan portfolio, as evidenced in a Call Report
for 1998 or any prior three years per §723.17(c) of NCUA rules and reg-
ulations)

Although there is no regulatory requirement, a 30 day response timeframe is
recommended from the date of receipt of a complete package in the regional
office. The regulatory limit for an appeal is 60 days. Exceptions do not expire
unless revoked by the Regional Director or SSA.

NSPM content |ast updated July 29, 2015.
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8. Loan Participation Waiver

Section 701.22(b)(5) of NCUA rules and regulations establishes single ori-
ginator and single borrower concentration limits for federally insured credit uni-
ons. Section 701.22(c) permits federally insured credit unions to request a
waiver of these limitations from the appropriate Regional Director.

In addition to the information provided in this manual, examiners will ref-
erence Supervisory Letter 13-04, Supervision Guidance on Loan Participation
Waivers, when reviewing waiver requests under §701.22(c). The supervisory
letter was also issued under Letter to Credit Unions 13-CU-07, Loan Par-
ticipation Waivers.

The following templates related to loan participation waivers are available:

« Respond to Incomplete Request for Loan Participation Limit Waiver

Acknowledge Request for Loan Participation Limit Waiver

Regional Summary of Loan Participation Limit Waiver

Approve Request for Loan Participation Limit Waiver

« Deny Request for Loan Participation Limit Waiver

A. Field Staff Responsibilities

Examiners and their supervisors are responsible for evaluating the risk posed
by the loan participation waiver request. During the evaluation, the examiner
should review all pertinent documents and information to determine if an
onsite contact is necessary.

If this is a new program or the examiner does not have historical information to
draw upon, strong consideration to go onsite to evaluate the participation pro-
gram and the credit union’s current business strategy should be given. If the
waiver is complex, the examiner and/or supervisor should consider seeking
assistance from a regional lending specialist (RLS) who may be able to offer
additional support for concurrence or denial.

NSPM content |ast updated July 29, 2015.
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B. Templates
« Respond to Incomplete Request for Loan Participation Limit Waiver
« Acknowledge Request for Loan Participation Limit Waiver

Regional Summary of Loan Participation Limit Waiver

Approve Request for Loan Participation Limit Waiver

Deny Request for Loan Participation Limit Waiver

NSPM content |ast updated July 29, 2015.
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TEMPLATE: Respond to Incomplete Request for Loan
Participation Limit Waiver
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TEMPLATE: Deny Request for Loan Participation Limit
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9. Secondary Capital

Section 107(6) of the Federal Credit Union Act authorizes federal credit unions
serving predominantly low-income members to receive shares, share drafts
and share certificates from non-members. In order to use this authority, a fed-
eral credit union must receive a low income designation from its Regional Dir-
ector. These credit unions are considered low income credit unions (LICUs).
See NCUA's Low Income Designation Fact Sheet for more information on the
low income designation process.

NCUA rules and regulations, §701.34 and §741.204, allow federally insured
credit unions designated with low income status to accept secondary capital
accounts from non-natural person members and non-natural person non-
members subject to certain conditions (see Required Information). Increased
capital is intended to enable FICUs to support greater lending and improve
other financial services for the limited income groups and communities they
serve.

Certain restrictions are placed on these accounts. Foremost is the accounts
may be offered only to organizational investors, not to natural person mem-
bers or other natural person investors. The regulation requires written notice
from the LICU and Regional Director approval prior to accepting secondary cap-
ital accounts.

NSPM content last updated July 29, 2015.

A. Secondary Capital Plans

The board of directors of a LICU will adopt a Secondary Capital Plan (plan) and
forward it to the appropriate Regional Director for approval. NCUA rules and
regulations §701.34(b)(1) discusses the minimum plan requirements.

1. Required Information

Each secondary capital account established by a LICU must meet the reg-
ulatory requirements, which require a written plan for the use of the funds in
the accounts and subsequent liquidity needs to meet the repayment require-
ments upon maturity.
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2. Timeframes for Approval

Approval is automatic if a completed plan is not denied within 45 days of
receipt.

3. Division of Supervision (DOS) Initial Responsibilities

Within five calendar days of the regional office receiving the plan, DOS will per-
form a cursory review to determine whether the plan meets minimum require-
ments.

If the plan is considered incomplete, DOS will:
« Contact the credit union to obtain the missing information; or

« Prepare anincomplete/denial letter and send it to the credit union by the
region’s preferred expedited mail delivery
« Use the Respond to Incomplete Proposed Secondary Capital Plan
template.

« Ensure the letter lists the additional information the credit union must sub-
mit if they would like the request to be re-considered. DOS will copy the
examiner and supervisory examiner on the letter.

If the plan is considered complete, DOS will:

« Prepare and send an acknowledgment letter to the credit union using the
region’s preferred expedited mail delivery service

« Prepare and send a work assignment to the field that includes the credit
union’s request, the plan, supporting documentation, and request a
recommendation for approval or denial

4. Field Staff Review Responsibilities

Examiners and their supervisor will evaluate the credit union’s plan. After eval-
uating the plan, the examiners will:

o Complete a Regional Summary to include an approval or denial recom-
mendation

. Draft a letter to approve, partially approve, or deny the proposed SCP
using the appropriate template

Chapter 16. Regulatory Waivers and Page 444 of 489



National Supervision Policy Manual Version 5.0

« Approve Secondary Capital Plan

« Approve Secondary Capital Plan with Contingency

« Deny Secondary Capital Plan

« Email the approval, partial approval, deferral, or denial letter, the
Regional Summary, and any supporting documentation to their super-
visor

The supervisor will review the information, provide supporting reasons for con-
currence or non-concurrence, and forward the package to the region’s DOS
mailbox.

5. DOS Processing and Review Responsibilities

Upon receipt of the examiner’s recommendation, DOS will review and analyze
the recommendation for appropriate support and justification.

If DOS and/or the Regional Director do not agree with the field recom-
mendation, the supervisor will be contacted to discuss further, as time permits.
The field will be given the opportunity to further support or revise their recom-
mendation.

DOS finalizes the response letter for the Regional Director’s signature. Once
signed, DOS will mail it to the credit union using the region’s preferred exped-
ited mail delivery service and copy both the examiner and supervisor.

NSPM content |ast updated July 29, 2015.

B. Secondary Capital Redemptions

The board of directors of a LICU may submit a written request to redeem sec-
ondary capital to the Regional Director for approval. Section 701.34(d)(1) con-
tains the minimum requirements to redeem secondary capital:

« The credit union has a post-redemption net worth classification of
“adequately capitalized” under Part 702;

« The discounted secondary capital has been on deposit at least two years;

« The discounted secondary capital will not be needed to cover losses prior
to the final maturity of the account;

« The credit union’s books and records are current and reconciled;
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« The proposed redemption will not jeopardize other current sources of
funding, if any, to the credit union; and

« The request to redeem is authorized by resolution of the LICU’s board of
directors.

1. Required Information

The Secondary Capital Redemption (SCR) request must be submitted in writ-

ing, specify the increment(s) to be redeemed and the schedule for redeeming
any part of the eligible increment, and must demonstrate the LICU can meet

the minimum requirements of §701.34(d)(1).

2. Timeframes for Approval

Approval for Secondary Capital Redemption is automatic if not denied within 45
days of receipt.

3. DOS Initial Responsibilities

Within five calendar days of the regional office receiving the SCR, DOS will per-
form a cursory review to determine whether the request meets minimum
requirements of NCUA rules and regulations §701.34(d)(1).

If the SCR is considered incomplete, DOS will:
« Contact the credit union to obtain the missing information; or

« Prepare anincomplete/denial letter and send it to the credit union by the
region’s preferred expedited mail delivery.

« Ensure the letter lists the additional information the credit union must sub-
mit if they would like the request to be considered. DOS will copy the
examiner and supervisory examiner on the letter.

If the SCR is considered complete, DOS will determine whether the credit
union qualifies for streamlined approval.

To qualify for streamlined approval, the credit union must meet the minimum
requirements specified in §701.34(d)(1) of NCUA rules and regulations and the
following criteria:
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o Composite CAMEL rating of 1 or 2

« The credit union has properly recognized costs and impairments con-
sistent with GAAP

« Networth trends are stable or growing, and the credit union will have a
post-redemption net worth classification of “well capitalized” under Part
702

« The credit union’s post-redemption capital level will remain sufficient rel-
ative to any extraordinary risks associated with its financial and oper-
ational activities

If the credit union meets the requirements for streamlined approval, DOS will
prepare an approval letter and send it to the credit union by the region’s pre-
ferred expedited mail delivery service.

If the credit union does not meet the requirements for streamlined approval,
DOS will:

« Prepare and send an acknowledgment letter to the credit union using the
region’s preferred expedited mail delivery service

« Prepare and send a work assignment to the field that includes the credit
union’s request, the SCR, supporting documentation, and request a
recommendation for approval or denial

4. Field Staff Review Responsibilities

If assighed, the examiner will evaluate the credit union’s SCR request. After
evaluating the SCR request, the examiner will:

o« Complete a Regional Summary to include an approval or denial recom-
mendation

« Draft a letter to approve, partially approve, or defer, or deny the request
using the appropriate template
« Approve Secondary Capital Plan

« Approve Secondary Capital Plan with Contingency

« Respond to Incomplete Proposed Secondary Capital Plan

« Deny Secondary Capital Plan
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« Email the approval, partial approval, deferral, or denial letter, the
Regional Summary, and any supporting documentation to their super-
visor

The supervisor will review the information, provide supporting reasons for con-
currence or non-concurrence, and forward the package to the region’s DOS
mailbox.

5. DOS Processing and Review Responsibilities

Upon receipt of the examiner’s recommendation, DOS will review and analyze
the recommendation for appropriate support and justification.

If DOS and/or the Regional Director do not agree with the field recom-
mendation, the supervisor will be contacted to discuss further. The field will be
given the opportunity to further support or revise their recommendation.

DOS finalizes the response letter for the Regional Director’s signature. Once
signed, DOS will mail it to the credit union using the region’s preferred exped-
ited mail delivery service and copy both the examiner and supervisor.

NSPM content last updated July 29, 2015.
C. Secondary Capital Plan Application Templates

« Respond to Incomplete Proposed Secondary Capital Plan
« Acknowledge Submission of Secondary Capital Plan

« Regional Summary of Secondary Capital Plan Application
« Approve Secondary Capital Plan with Contingency

« Approve Secondary Capital Plan

« Deny Secondary Capital Plan

D. Secondary Capital Redemption Request Templates

« Acknowledge Request to Redeem Secondary Capital
« Regional Summary of Request to Redeem Secondary Capital

« Approve Request to Redeem Secondary Capital

NSPM content |ast updated July 29, 2015.
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10. Templates

Templates are available for the following regulatory waivers and other reg-
ulatory actions:

« Occupancy Waiver

« Non-Member Deposits Limitation Waiver

« Earnings Transfer Waiver

« Member Business Loan Waiver

« Member Business Loan Non-Member Aggregate Waiver

« Loan Participation Waiver

« Secondary Capital Plan

NSPM content |ast updated July 29, 2015.
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Chapter 17. Unauthorized Access to Member
Information

Part 748, Appendix B, of NCUA rules and regulations requires a credit union to
notify the appropriate NCUA Regional Director as soon as possible when a
credit union becomes aware of an incident involving unauthorized access to, or
use of, sensitive member information. The rule and guidance accompanying
the rule call for credit unions to conduct a risk-based evaluation of security
breaches, but do not require notice to NCUA in every instance. NCUA's Legal
Opinion Letter 06-0332, Re: Components of Security Response Program., cla-
rifies that credit unions are not required to notify NCUA if an incident of unau-
thorized access to member information involves little or no likelihood of harm
to the member. Federally insured, state-chartered credit unions must also
notify the applicable state supervisory authority in the event of an incident.

Member information is defined in Appendix A of Part 748, and
means any record containing nonpublic personal information
about a member, whether in paper, electronic, or other form,
maintained by or on behalf of a credit union.

Sensitive member information means a member's hame,
address, or telephone number, in conjunction with the mem-
ber's social security number, driver's license number, account
number, credit or debit card number, or a personal iden-
tification number or password that would permit access to the
member's account. Sensitive member information also
includes any combination of components of member inform-
ation that would allow someone to log onto or access the mem-
ber's account, such as user name and password or password
and account number.

If NCUA field staff receive notification of unauthorized access to member
information, they may also report incidents as warranted.

In the event of unauthorized access to member information, a credit union is
responsible for investigating and addressing the incident. Procedures for over-
sight of a credit union’s incident response are outlined in this section of the
NSPM.

NSPM content |ast updated December 30, 2016.
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1. Roles and Responsibilities
A. Field Staff

Examiners and Supervisory Examiners (SE) are responsible for reviewing all
reported instances of unauthorized access to member information. The exam-
iner is the primary contact with a credit union to ensure issues are identified,
documented, properly reported, investigated and adequately addressed.

Field staff are responsible for the following actions:

« Part 748, Appendix B, of NCUA rules and regulations requires a credit
union to notify the appropriate NCUA Regional Director. If a credit union
notifies an examiner, the examiner will forward the notification to the
Regional Director on behalf of the credit union

« Upon receiving an assignment from DOS, complete the Regional Sum-
mary of Unauthorized Access to Member Information

« Contact the credit union official to schedule an on- or offsite contact neces-
sary to facilitate the review
« AIRES upload requirements for contacts associated with a noti-
fication of unauthorized access are consistent with NSPM guidance
for on- and offsite contacts.

« Review all reported instances of unauthorized access to member inform-
ation

« Send the Regional Summary, which includes an examiner assessment of
the credit union's response program, to the supervisory examiner (report
should outline review steps taken, findings, and any recommendations for
action)

« Review and forward the Regional Summary to DOS for concurrence
(supervisory examiner only)

B. Regional Division of Supervision

DOS is responsible for receiving notifications of unauthorized access to mem-
ber data from field staff or credit unions and coordinating the follow-up review
with field staff. Upon receipt of notification, DOS will:
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« Review the notification and record it in the regional tracking system.

« Forward FISCU notifications to the applicable state supervisory authority
as soon as possible

« Draftand send a memo to acknowledge the notification to the credit union
within ten days of receipt of the notification

« Determine if follow-up assessment is necessary
« Follow-up is not necessary if an incident of unauthorized access to
member information involves little or no likelihood of harm to the
member

. If an assessment is necessary, prepare and send a work assignment to
complete a Regional Summary to the supervisory examiner and the dis-
trict examiner, including a copy of the notification

« Review all completed field Regional Summaries and evaluate the exam-
iner’s assessment of the credit union’s response program
« Upon concurrence, DOS will submit the recommendation and pro-
posed response (use the Respond to Notification of Unauthorized
Access sample) to the Regional Director for approval and signature

« DOS will mail the signed letter using the region’s preferred expedited
mail delivery service with a copy to the SE and Examiner

« Post copies of all original notifications, acknowledgement letters,
response letters, and completed Regional Summaries to the central office
using E&I's SharePoint Post Office

« Posting should be completed regularly as documents are finalized,
but no later than 60 days from the notification

All required documentation must be posted to the central
office. If an incident of unauthorized access to member inform-
ation involves little or no likelihood of harm to the member, the
Regional DOS will post the original notification and acknow-
ledgement letter.

C. Supervisory Examiner
The supervisory examiner, or a designee, will:

« Determine if the size and complexity of a reported unauthorized access to
member information requires a designated IS&T subject matter expert or
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RISO to provide assistance in evaluating the incident and response.

D. E&l

E&I is responsible for maintaining a log of reported instances of unauthorized
access to member information.

NSPM content |ast updated January 27, 2016.

2. Templates
« Acknowledge Notification of Unauthorized Access to Member Data
« Regional Summary of Unauthorized Access to Member Data

« Respond to Notification of Unauthorized Access to Member Data (sample)

NSPM content |ast updated January 27, 2016.
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Chapter 18. Work Classification Codes

Examiners use work classification codes (WCCs) on weekly time reports. An
AIRES upload must be used to report the time in the examination and super-
vision system for time codes with "AIRES” noted in the definition column of the
sections listed below. For any other program time code, an AIRES upload is
optional, as directed by regional management.

« General codes

« Administrative codes

« Subject matter examiner codes

« Economic development specialist codes

« Office of Consumer Financial Protection and Access codes

1. Reporting Bank Secrecy Act Review Time

NCUA began tracking time spent reviewing BSA compliance during exam-
inations, insurance reviews, and on-site and off-site supervision contacts on all
time reports beginning the week ending March 8, 2014. Examiners will record
the number of hours spent reviewing BSA compliance in the BSA HRS column
in TMS.NET. Total contact hours will include the BSA review hours similar to
how SME hours are recorded.

2. Reporting Specialist Time

Time spent by specialists (RLS, RCMS, RISO, PSS) working in their particular
specialty area or providing/receiving training in their specialty area will be
recorded in TMS.NET using the Specialist Type and Specialist Hours columns.
This includes examination and supervision work, training, or any other admin-
istrative time associated with a specialist area not reported in WCC 05, 07, or
19.

NSPM content |ast updated October 27, 2016.

3. General Work Classification Codes

Classification WCC Definition
OSCUI Consulting Pro- 04 EDS time spent following up on
gram - Follow-up, Unen-
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Classification WCC Definition

credit unions previously enrolled
in the consulting program and
brief assistance provided to
credit unions never enrolled in
the consulting program. Also
rolled, and Field Staff includes time spent by exam-
Review iners reviewing OSCUI con-
sulting contact reports and
completing the EDS feedback
survey. (Must include credit
union’s charter or insurance cer-
tificate number in TMS.NET.)

Analysis of specialized loan pro-
grams. Time spent on spe-
cialized lending assignments by
lending specialists not directly
related to a specific credit union
or credit union examination
(e.g., researching loan related
topics, developing training
materials and training staff,
mentoring examiners, and
answering examiner inquiries).
Charge RLS time spent on detail
to E&I to Detail to Central Office
(WCC43).

Lending Specialists 05

Time spent collecting inform-
ation, analyzing data, and
recommending action on char-
tering and FOM changes, includ-
Chartering and FOM Activ- 06 ing community conversions

ities and/or expansions, and under-
served area expansion
requests. Typically, this time is
not associated with SCUP pro-
gram activities.
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Classification WCC Definition

Capital market specialist time
spent on investments and asset-
liability management (ALM)
issues. This pertains to time
spent not directly related to a
credit union (e.g., researching
investment and ALM topics, pre-
paring and analyzing risk
reports, developing training
Capital Market Specialist- 07 materials and training staff,
Administrative Time mentoring examiners, review-
ing AIRES ALM work papers and
exam reports, conducting
Bloomberg analytics, devel-
oping agency guidance, review-
ing pilot program applications,
and answering examiner inquir-
ies.) Charge RCMS time spent
on detail to E&I to Detail to Cen-
tral Office (WCC 43).

Time spent by SMEs not directly
related to a credit union exam-
ination or supervision contact
(e.g., developing training mater-

Subject Matter Examiner ials and training staff, research-
(SME) Special Program 08 ing examiner or credit union
Time questions, performing data ana-

lysis, etc.) Charge time spent
providing specialized training
during credit union contacts to
OJT SME Trainer (WCC 40).

Time spent completing activities
for the Management Devel-

09 opment Program or any other
type of staff developmental pro-
gram, such as OMWI'’s Mentor-

Management/Staff Devel-
opment Details
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Classification WCC Definition

ing Program or the USDA'’s Exec-
utive Leadership Program.

Regular examination of a fed-
erally chartered credit union.
Includes any SME or specialist
(RCMS, RLS, RISO, PSS) activity
directly related to an exam-
Examination FCU - Regu- 10 ination. SME and specialist time,
lar and time spent reviewing

BSA compliance, should be
reported using the most recent
version of NCUA Instruction No.
5000.13, Work Classification
Code Definitions. (AIRES)

Examination/insurance review
of any federally insured, state-
chartered credit union (FISCU).
Includes any SME or specialist
(RCMS, RLS, RISO, PSS) activity
directly related to an exam-
Examination FISCU - ination/insurance review. SME

11 e .
Regular and specialist time, and time
spent reviewing BSA com-
pliance, should be reported
using the most recent version of
NCUA Instruction No. 5000.13,
Work Classification Code Defin-
itions. (AIRES)

Regular examination of a fed-
erally chartered corporate.
Includes any SME or specialist
12 (RCMS, RLS, RISO, PSS) activity
directly related to an exam-
ination. SME and specialist time,
and time spent reviewing

Examination Corporate
FCU
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Classification WCC Definition

BSA compliance, should be
reported using the most recent
version of NCUA Instruction No.
5000.13, Work Classification
Code Definitions. (AIRES)

Regular examination of a fed-
erally insured state-chartered
corporate. Includes any SME or
specialist (RCMS, RLS, RISO,
PSS) activity directly related to
an examination. SME and spe-
13 cialist time, and time spent
reviewing BSA compliance,
should be reported using the
most recent version of NCUA
Instruction No. 5000.13, Work
Classification Code Definitions.
(AIRES)

Examination Corporate
SCuU

Examination of a non-federally
insured, state-chartered natural
Examination NFICU 15 person (typically conversion
examinations) or corporate
credit union. (AIRES)

Information Systems Officer or
Payment Systems Specialist
time spent on IS&T and Pay-
ment System issues. This per-
tains to time spent not directly
related to a credit union, vendor
or CUSO (for example, research-
ing IS&T or payment systems
topics, developing training
materials and training staff,
mentoring examiners, review-
ing pilot program applications,

Information Systems
Officer or Payment Sys- |19
tems Specialist Time
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Classification WCC Definition

and answering examiner inquir-
ies).

Processing of 5300 Call Reports,
Financial Performance Report
(FPR) trending analysis, and

Risk Analysis and Trending Evalu-
20 ation (RATE) for consumer

FCUs. Processing of 5310

reports and Consolidated Bal-
ance Sheet (CBS) trending
reports for corporate FCUs.

5300/ 5310 Program
FCU

Processing of 5300 Call Reports,
FPR trending analysis, and Risk
Analysis and Trending Evalu-

21 ation (RATE) for consumer
FISCUs. Processing of 5310
reports and CBS trending
reports for corporate FISCUs.

5300/ 5310 Program
SCuU

On-site supervision and follow-
up exams of FCUs. Includes any
SME or specialist (RCMS, RLS,
RISO, PSS) activity directly
related to a supervision contact.
Supervision On-site - SME and specialist time, and

22 . -
FCU time spent reviewing
BSA compliance, should be
reported using the most recent
version of NCUA Instruction No.
5000.13, Work Classification
Code Definitions. (AIRES)

On-site supervision and follow-
o _ up exams of FISCUs. Includes
Supervision On-site - 23 any SME or specialist (RCMS,
FISCU RLS, RISO, PSS) activity directly
related to a supervision contact.
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Classification WCC Definition

SME and specialist time, and
time spent reviewing

BSA compliance, should be
reported using the most recent
version of NCUA Instruction No.
5000.13, Work Classification
Code Definitions. (AIRES)

Reviews of vendors or third-
party service organizations used
Vendor Review 24 by credit unions that are not
CUSOs. For reviews or exam-
inations of CUSOs, use WCC 29.

Evaluation of examination
26 reports completed by state
supervisory authorities. (AIRES)

Review of State Exam-
inations

Off-site supervision of FCUs.
(AIRES in accordance with
NSPM.) If the purpose of the
off-site supervision was to fol-
low up with credit unions to
assess operational capacity fol-
lowing a natural disaster, doc-
ument this in the comments
section of TMS.NET. Time spent
Supervision Off-site — 57 reviewing BSA compliance

FCU should be reported using the
most recent version of NCUA
Instruction No. 5000.13, Work
Classification Code Definitions.

Off-site supervision of FCUs.
(AIRES in accordance with
NSPM.) If the purpose of the
off-site supervision was to fol-
low up with credit unions to
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Classification WCC Definition

assess operational capacity fol-
lowing a natural disaster, doc-
ument this in the comments
section of TMS.NET. Includes
any SME or specialist (RCMS,
RLS, RISO, PSS) activity directly
related to a supervision contact.
SME and specialist time, and
time spent reviewing

BSA compliance, should be
reported using the most recent
version of NCUA Instruction No.
5000.13, Work Classification
Code Definitions.

Off-site supervision of SCUs.
(AIRES in accordance with
NSPM.) If the purpose of the
off-site supervision was to fol-
low up with credit unions to
assess operational capacity fol-
lowing a natural disaster, doc-
ument this in the comments
section of TMS.NET. Includes
28 any SME or specialist (RCMS,
RLS, RISO, PSS) activity directly
related to a supervision contact.
SME and specialist time, and
time spent reviewing

BSA compliance, should be
reported using the most recent
version of NCUA Instruction No.
5000.13, Work Classification
Code Definitions.

Supervision Off-site -
FISCU

Reviews or examinations of
CUSO Review 29 credit union service organ-
izations.
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Classification WCC Definition

Planning prior to FCU exam-
ination. Time spent pre-plan-
ning should be reported in the
WCC column and assigned a spe-
cific credit union charter num-
ber. This WCC applies to both
natural person and corporate
credit unions.

Pre-Exam Planning FCU | 94

Planning prior to FISCUs joint
examination or insurance
review. Time spent pre-plan-
ning should be reported in the
95 WCC column and assigned a spe-
cific credit union charter num-
ber. This WCC applies to both
natural person and Corporate
credit unions.

Pre-Exam Planning
FISCU

Time specifically allocated to
reviewing compliance with fed-
eral consumer financial pro-
Consumer Compliance 9% tection laws and regulations in
Priorities FCU FCUs as directed by man-
agement. Not part of safety and
soundness examination or
supervision activity.

Time specifically allocated to
reviewing compliance with fed-
eral consumer financial pro-
Consumer Compliance 97 tection laws and regulations in
Priorities FISCU FISCUs as directed by man-
agement. Not part of safety and
soundness examination or
supervision activity.

NSPM content |ast updated December 30, 2016.
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4. Administrative Work Classification Codes

Classification WCC Definition

Miscellaneous examiner office time not dir-
ectly related to a credit union. Typically,
responding to surveys, requests for com-
ments, independently reviewing and devel-
Office 30 oping individual development plans, e-mail,
voice mail, hard copy mail, travel vouchers,
time reports, purchasing supplies, filing and
organizing, trips to post office, making
travel arrangements, etc.

Examiner time spent maintaining NCUA-
issued technology and software not directly
related to any other work code. This

31 includes time related to restoring lost data,
repairing hardware, time with the Office of
the Chief Information Officer (OCIO) Cus-
tomer Service Help Desk, etc.

Technology Admin-
istration

Time spent receiving specialized SME train-
ing during credit union contacts. The SME
specialty area should be identified using the
most recent version of NCUA Instruction No.
5000.13, Work Classification Code Defin-
itions.

OJT SME Trainee 34

Examiner time spent as acting supervisory
SE/DSA Details 35 examiner (SE) or director of special actions
(DSA).

Examiner details to OCIO, including the
OCIO Technical Support Desk. Charge
OCIO Technical Support 36 examiner time spent on the Technology
Desk Development Team (TDT) developing, test-
ing, or training on AIRES to Detail to central
office (WCC 43).

Meetings/Conferences - | 37 Meetings or conferences external to NCUA
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Classification

WCC

Definition

External and Internal

such as chapter meetings, meetings with
other agencies, and topic presentations out-
side of NCUA. Also, meetings or con-
ferences internal to NCUA such as SE group
meetings, time spent with supervisors to
review performance or Individual Devel-
opment Plans, or private confidential medi-
ation sessions.

Training — Classroom

39

Training courses normally in the classroom
setting for senior examiners and new exam-
iners. This time code should also be used for
online training.

OJT SME Trainer

40

SME time spent providing specialized train-
ing during credit union contacts. The SME
specialty area should be identified using the
most recent version of NCUA Instruction No.
5000.13, Work Classification Code Defin-
itions.

Training - OJT and
Trainee

41

Non-productive training time for new exam-
iners and their trainers.

Online Meetings, Con-
ferences, and Webinars

42

Online meetings, conferences, and
webinars such as webinars providing train-
ing on new agency guidance, the Chair-
man’s quarterly webinars with staff, etc.

Detail to Central Office

43

Detail assignments to the central office.
Includes:

« National committee and/or working
group assignments

o Equal Employment Opportunity (EEO)
counselors

« Accounting Manual and Examiner's
Guide revisions
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Classification

WCC

Definition

. IS&T field (vendor reviews) and office
details

« Consumer compliance details

« RLS and RCMS assignments to the cent-
ral office, including instructor and train-
ing assignments

« Commenting on national issuances
(e.g., instructions, regulations, super-
visory letters), etc.

Does not include details to OCIO (see WCC
36) or OSCUI (see WCC 18).

Detail assignments to the regional office,
including regional committee assignments,

Detail to Regional Office |44 developmental details, regional office train-
ing, details to the region’s Division of Special
Actions or Division of Supervision, etc.

Travel - FCU 45 Travel associated with a FCU

Travel - SCU 46 Travel associated with a SCU

Travel - Train- 47 Travel associated with training, meetings,

ing/Meetings/Conf. conferences, or details

Administrative Leave 56 Administrative Leave
Restored Leave is annual leave that was

Restored Leave 57 scheduled by later denlec!‘ by the supe,r’wsor.
Restored leave would be “"Use or Lose
leave.

Award Leave 58 Award Leave

Military Leave 59 Military Leave

Court Leave (Jury Duty) |60 Court Leave (Jury Duty)

Sick Leave - Family 61 Sick Leave — Family Member

Chapter 18. Work Classification Codes

Page 480 of 489



National Supervision Policy Manual

Version 5.0

Funeral

Classification WCC Definition
Member
Sick Leave — Family 62 Sick Leave - Family Funeral

Sick Leave - Family

Resolution

Adoption 63 Sick Leave — Family Adoption

FMLA for Family 64 FMLA for family

FMLA for Employee 65 FMLA for employee

Holiday 66 Official government holiday

Annual Leave 67 Annual leave

Sick Leave 68 Sick leave

Other Leave 69 Other leave
A bargaining unit employee union rep-
resentative use of approved official time,
including applicable travel time, to par-

Union Official Term 20 ticipate in term and/or reopener nego-

Negotiations tiations covered in Article 41 of the
Collective Bargaining Agreement (CBA) and
related bargaining preparation. Hours are
separate from the time bank in Article 6.
A bargaining unit employee union rep-
resentative use of approved official time,

Union Official Mid-Term 71 including applicable travel time, to par-

Negotiations ticipate in negotiations covered by Article 8
of the CBA. Hours are separate from the
time bank in Article 6.
A bargaining unit employee union rep-
resentative use of approved official time,

Union Official Dispute 25 including applicable travel time, to rep-

resent employees in activities covered by
Articles 28, 29, 30, and 31 as well as to par-
ticipate in FLRA proceedings. Hours are sub-
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Classification

WCC

Definition

ject to the time bank and individual limits in
Article 6.

Union Official General

A bargaining unit employee union rep-
resentative use of approved official time,
including any applicable travel time, for
activities related to labor relations such as
formal meetings, meetings with BU employ-

Activities

Labor/Management 73 : . .
. ees, mid-term bargaining preparation, pre-
Relations : e :
paring and maintaining records required by
federal agencies. Hours are subject to the
time bank and individual time limits in
Article 6 of the CBA.
A bargaining unit employee union rep-
resentative use of approved official time,
Union Official Part- 74 including applicable travel, to participate in
nership Activities approved NCUA/NTEU partnership activ-
ities. Hours are separate from the time
bank in Article 6 of the CBA.
A bargaining unit employee union rep-
resentative use of approved official time,
Union Official B1 Nego- ||jglud|ng apphca.blle travgl time, to par-
tiations 75 ticipate in bargaining topics covered by the
NCUA/NTEU B1 bargaining agreement.
Hours are separate from the time bank in
Article 6 of the CBA.
Bargaining Unit A bargalnlr?g unlt. employee gse of approved
- duty time, including any applicable travel
Employee Official Time . . : .
. 76 time, to meet with union representatives
(Replaces Prior Code : .
concerning grievances or other rep-
91) .
resentational matters.
. . A bargaining unit employee use of approved
Bargaining Unit . . . .
official time, including applicable travel
Employee Partnership 77 clatt inclucing appi rav

time, to participate in approved
NCUA/NTEU partnership and to participate
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Classification

WCC

Definition

in bargaining topics covered by the
NCUA/NTEU B1 bargaining agreement.

Credit Hours Earned 80 Credit hours earned

Credit Hours Used 81 Credit hours used
Compensatory Time 84 Compensatory time earned
Earned

Compensatory Time 85 Compensatory time used

Used

Travel Compensatory 88 Travel compensatory time earned
Time Earned

T.ra"e' Compensatory 89 Travel compensatory time used
Time Used

Paid Overtime 98 Paid overtime

NSPM content |ast updated January 27, 2016.

5. Subject Matter Examiner Time Codes

Subject matter examiners (SMEs) time spent working or training in a particular
specialty area will be recorded in TMS.NET using the SME Type column and the
SME Hour column. These columns should be used for training, examination or
supervision work, or any administrative time associated with an SME area.

Hours reported in the WCC column will include the hours reported in the SME
Hours column. Hours reported in the SME Hours column represent the amount
of reported WCC hours spent performing SME-related work, and may be less
than the hours reported in the WCC column. The SME Hours column is not
expected to reconcile with the hours reported in the WCC column.

SME
Classification . dE Definition
Type Code
) Productive and administrative time
Capital Markets SME CMS 11 related to Capital Markets SME work
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SME
Classification b= Definition
Type Code

Productive and administrative time

Information Systems & IST |2 related to Information Systems &

Technology SME Technology SME work
Productive and administrative time
Payment Systems SME | EPS |3 related to Payment Systems SME

work

Productive and administrative time
RIC |4 related to Recordkeeping/Internal
Controls SME work

Recordkeeping/Internal
Controls SME

Productive and administrative time
SL 5 related to Specialized Lending SME
work

Specialized Lending
SME

Productive and administrative time
CC 6 related to Consumer Compliance
SME work

Consumer Compliance
SME

NSPM content |ast updated January 27, 2016.

6. Economic Development Specialist Work Classification
Codes

The following work codes are for economic development specialists (EDSs) to
record productive time not directly related to a specific credit union. EDSs
should record one-on-one credit union direct assistance as WCC 2. Field staff
that do not work for OSCUI should not charge time to these work codes.

Classification | WCC Definition

Guiding Credit
Union Organ- 01
izers

EDS consulting to organizers of potential new federal
credit unions

Enrolled Con-
sulting Pro- 02
gram - Onsite

EDS onsite consulting to credit unions currently
ENROLLED in the consulting program (AIRES)
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Classification

WCC

Definition

Consulting Pro-
gram - Follow-

EDS phone consulting to credit unions enrolled into
previous consulting semesters, or those never

gram - Offsite

up and Unen- 04 enrolled. This time code is for limited and follow-up
rolled consulting.
EDS time spent working on OSCUI defined projects.
OSCUI Projects | 14 (Must identify the project by name or ID humber in
the comments section of TMS.NET)
EDS time spent on development/implementation of
OSCUI Training | 16 OSCUI events: webinars, videos, workshops, staff
meetings, and boot camps
EDS time spent preparing for and speaking at NON-
Training at OSCUI events for the industry and NCUA including
Non-OSCUI 17 examiner group meetings, examiner level training,
Events and presentations at community organizations,
trade associations, and government institutions
EDS time spent drafting OSCUI responses to pro-
posed regulations, and developing/revising OSCUI
policies, procedures, and management information
OSCUI Support | 18 systems including projects as assighed
This code captures details to the OSCUI Alexandria
office, as well as time spent supporting OSCUI out-
reach and grant initiative efforts.
Enrolled Con- . . : :
sulting Pro- 75 EDS offsite consulting to credit unions currently

ENROLLED in the consulting program (AIRES)

NSPM content |ast updated January 27, 2016.

7. Office of Consumer Financial Protection and Access
Work Classification Codes

The following work codes are only for use by staff in the Office of Consumer Fin-
ancial Protection and Access to document consumer compliance reviews
related to specific credit unions. Field staff that do not work for OCFPA should
not charge time to these work codes.
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vision Contact

Classification | WCC Definition
On-site fair lending reviews of credit unions, including
OCFPA Onsite related on-site follow-up contacts. Regional field staff
Fair Lending 03 will charge time spent participating with OCFPA on fair
Review lending reviews to Detail to Central Office (WCC 43).
(AIRES)
OCFPA review of consumer complaints about fed-
OCFPA Com- 32 erally chartered credit union (FCU) matters involving
plaint Review federal consumer protection laws and regulations.
(AIRES)
OCFPA Off- Off—s.lte fair lending reviews of credlt.unlons, |.nclu-d|ng
site Fair Lend- off-site follow-up contacts after on-site examinations.
ing Super- 33 (AIRES) Regional field staff will charge time spent par-

ticipating on off-site fair lending supervision contacts
to Detail to Central Office (WCC 43).

NSPM content |ast updated October 27, 2016.
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Glossary

A

AIRES
Automated Integrated Regulatory Examination System

AIRES Scope module
Throughout the NSPM, "AIRES Scope module” also includes the Cor-
porate Examiner Work Center (CEWC) for corporate examinations.

ALCO
Asset/Liability Committee

ALM
Asset/Liability Management

AMAC
Asset Management Assistance Center

ARDO
Associate Regional Director of Operations

ARDP
Associate Regional Director of Programs

B
BAM

Board Action Memorandum

Business day
Throughout the NSPM, a “business day” is defined as any day in which
normal business is conducted. Business days generally exclude week-
ends and federal holidays.

C
C&D

Cease and desist

Glossary [
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CBA
Collective Bargaining Agreement between NCUA and the National Treas-
ury Employees Union.

CTR
Currency Transaction Report

Cu

Credit union

D

DCM
Division of Capital Markets

DE

District Examiner

DOEP
Designation of Exempt Persons

DOI1
Division of Insurance

DOJ
Department of Justice

DOS

Division of Supervision

DSA
Division of Special Actions

E&I
Office of Examination and Insurance

ED

Executive Director

Glossary i
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EDS
Economic Development Specialist

EIC
Examiner-in-charge

EMC
Examination Management Console (in AIRES)

ESG

Exam Steering Group

Examiner
Throughout the NSPM, the term “examiner” includes district and prin-
cipal examiners, problem case officers, examiners and specialized exam-
iners. The term typically refers to DEs, PCOs, and national field
examiners. It also refers to any type of specialized examiner (RLS, ALS,
RCMS, RISO, etc.).

F

FCU
Federal credit union

FFIEC
Federal Financial Institutions Examination Council

FHA/VA
Federal Housing Administration / Veterans Administration

FICU
Federally insured credit union

Field office
"Field office" is synonymous with “regional office,” and includes the
Office of National Examinations and Supervision (ONES).

Field staff
“Field staff” includes district examiners, problem case officers, national
credit union examiners, and specialized examiners. This term was
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defined in NCUA Instruction NO. 5000.20 (Rev. 5), Risk-Focused Exam-
ination Scope," issued January 10, 2014.

Field supervisor
“Field supervisor” includes supervisory examiners, national field super-
visors, and directors of special actions. This term was defined in NCUA
Instruction NO. 5000.20 (Rev. 5), Risk-Focused Examination Scope,"
issued January 10, 2014.

FinCEN
Financial Crimes Enforcement Network
FISCU
Federally insured, state-chartered credit union
FPR
Financial Performance Review
FRB
Federal Reserve Bank
FTC
Federal Trade Commission
H
HUD
Department of Housing and Urban Development
I
IRPS
Interpretive Ruling and Policy Statements are issued by NCUA's Office of
General Counsel.
IRR
Interest rate risk
IRS

Internal Revenue Service
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ISO
Information System Officer

L
LTV

Loan-to-value

M

MARS
Management Automated Resource System

MBL
Member Business Loan

Member information
Any record containing nonpublic personal information about a member,
whether in paper, electronic, or other form, maintained by or on behalf
of a credit union. Defined in Appendix A of Part 748 of NCUA rules and
regulations.

MLR
Material Loss Review

NCUSIF
The National Credit Union Share Insurance Fund is also referred to as
the share insurance fund.

New credit union
For PCA purposes, a new credit union is one which has been in operation
for less than 10 years and has total assets of hot more than $10 million.

NFICU
Non-federally insured credit union

NWR
Net worth ratio
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o)
OCFPA
Office of Consumer Financial Protection and Access
OCIO
Office of the Chief Information Officer
OGC
NCUA's Office of General Counsel
OIG
Office of the Inspector General
ONES
Throughout the NSPM, the term “regional office” includes the Office of
National Examinations and Supervision (ONES). The term “Regional Dir-
ector” includes the ONES director and “associate Regional Director”
includes the ONES deputy director.
P
PCO
Problem Case Officer
PE
Principal Examiner
R
RBP
Revised Business Plan
RCMS
Regional Capital Market Specialist
RD

Regional Director
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RDL
Regional Director letter

Regional office
“Regional offices” include the Office of National Examinations and Super-
vision (ONES). This term was defined in NCUA Instruction NO. 5000.20
(Rev. 5), Risk-Focused Examination Scope," issued January 10, 2014.

RIC
RIC generally stands for "reviewer in charge." In the WCC SME codes, it
stands for "recordkeeping/internal control."

RISO
Regional Information Systems Officer

RLS
Regional Lending Specialist

RO
NCUA regional office

S

SAR
Suspicious Activity Report

SATEX
An Excel workbook consisting of a series of linked spreadsheets. The
name is an acronym for "Special Actions Trends Expanded." SATEX
spreadsheets are used to capture data from a credit union’s monthly fin-
ancial statements and provide a tool for monitoring and analyzing fin-
ancial trends. Only the data necessary to track a credit union’s
performance and problem areas should be entered in SATEX.

SC
Supervisory Committee

SCUEP

Small Credit Union Examination Program
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SCUP
Small Credit Union Program

SE
Supervisory examiner. Replace “"SE” with the appropriate term if you
have another kind of supervisor (e.g., DSA, etc.).

SEF
Supervisor Evaluation Form

SME
Subject Matter Examiner

SSA
State Supervisory Authority

Supervisor
Throughout the NSPM, the term “supervisor” includes supervisory exam-
iners, national field supervisors and directors of special actions. This
term typically refers to DSAs, SEs, and national field supervisors. The
abbreviation "SE" appears on many templates provided in the NSPM.
Replace “"SE"” with the appropriate term if you have another kind of
supervisor (e.g., DSA, etc.).
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