
  
  

        
      Skip to main content
    

    
        
      





  
  



    
		  	 

       
          
  
          
      

	
			
        
          
            [image: United States flag] 
            
            An official website of the United States government
            
              Here’s how you know
            

          

          
          
              News

              
              Español	
                          
 
            Contact Us           
                      

        

			


            
        
          [image:  ]
          
              Official websites use .gov
A
              .gov website belongs to an official government
              organization in the United States.
          

        

        
          [image:  ]
          
              Secure .gov websites use HTTPS
A
              lock ([image:  ]) 
              or https:// means you’ve safely connected to
              the .gov website. Share sensitive information only on official,
              secure websites.
          

        

      


      
        
            
              

                [image: National Credit Union Administration seal]  
                [image:  ]  
              

            
  
        

      


      
        
          [image: National Credit Union Administration seal][image:  ]
Main navigation
	About
About


            Created by the U.S. Congress in 1970, the National Credit Union Administration is an independent federal agency that insures deposits at federally insured credit unions, protects the members who own credit unions, and charters and regulates federal credit unions.
          
	Mission & Values
Mission & Values




	The NCUA Board
The NCUA Board




	Senior Leadership
Senior Leadership




	Speaker Request Form
Speaker Request Form




	Historical Timeline
Historical Timeline




	Diversity & Inclusion
Diversity & Inclusion




	Careers
Careers




	Business Opportunities
Business Opportunities




	Open Government
Open Government




	Inspector General
Inspector General








	Regulation & Supervision
Regulation & Supervision


            The NCUA protects the safety and soundness of the credit union system by identifying, monitoring and reducing risks to the National Credit Union Share Insurance Fund. Backed by the full faith and credit of the United States, the Share Insurance Fund provides up to $250,000 of federal share insurance to millions of account holders in all federal credit unions and the overwhelming majority of state-chartered credit unions.
          
	Letters to Credit Unions & Other Guidance
Letters to Credit Unions & Other Guidance




	Examination Program
Examination Program




	Rulemakings & Proposals for Comment
Rulemakings & Proposals for Comment




	Legal Opinions
Legal Opinions




	Rules & Regulations
Rules & Regulations




	Regulatory & Compliance Resources
Regulatory & Compliance Resources




	Supervisory Review Committee
Supervisory Review Committee




	Board Appeals
Board Appeals




	Corporate Credit Unions
Corporate Credit Unions




	Regulatory Reporting
Regulatory Reporting




	Manuals & Guides
Manuals & Guides




	Examination Modernization Initiatives
Examination Modernization Initiatives




	CUSO Activities
CUSO Activities








	Analysis
Analysis


            The NCUA’s economists and analysts compile data on the credit union system’s financial performance, merger activity, changes in credit union chartering and fields of membership, as well as broader economic trends affecting credit unions. Users can find information on a single credit union or analyze broader nation-wide trends.
          
	Credit Union & Corporate Call Report Data
Credit Union & Corporate Call Report Data




	Chartering & Mergers
Chartering & Mergers




	CUSO & Economic Data
CUSO & Economic Data




	Research a Credit Union
Research a Credit Union








	Support Services
Support Services


            The NCUA provides a number of support services to the credit union system, such as providing training, grants and loans, chartering, and field-of-membership services; maintaining the health and stability of Share Insurance Fund; managing the assets of failed credit unions; and providing emergency liquidity.
          
	ACCESS
ACCESS




	Credit Union Resources & Expansion
Credit Union Resources & Expansion




	Conservatorships & Liquidations
Conservatorships & Liquidations




	Share Insurance Fund
Share Insurance Fund




	Corporate System Resolution
Corporate System Resolution




	Guaranteed Notes Program
Guaranteed Notes Program




	Central Liquidity Facility
Central Liquidity Facility








	Consumers
Consumers


            The NCUA works to protect credit union members and consumers, raise awareness of potential frauds, facilitate access to affordable financial services, and educate consumers on the importance of savings and how they can improve their financial well-being.
          
	Consumer Assistance Center (opens new window)
Consumer Assistance Center (opens new window)




	Fraud Prevention Center (opens new window)
Fraud Prevention Center (opens new window)




	Share Insurance Coverage
Share Insurance Coverage




	MyCreditUnion.gov (opens new window)
MyCreditUnion.gov (opens new window)




	Credit Union Locator
Credit Union Locator




	Financial Literacy Resources
Financial Literacy Resources




	Property Appraisal and Valuation Equity (PAVE)
Property Appraisal and Valuation Equity (PAVE)








	News
News


            Stay up to date on the NCUA's activities by subscribing to the NCUA's Express messages. Read press releases, speeches, testimony, and Annual Reports. Register for upcoming conferences and events.
          
	Press Releases
Press Releases




	Speeches & Testimonies
Speeches & Testimonies




	Publications & Reports
Publications & Reports




	Board Meetings, Agendas, & Results
Board Meetings, Agendas, & Results




	Events
Events




	Enforcement Actions
Enforcement Actions




	Budget & Supplementary Materials
Budget & Supplementary Materials




	Downloadable Graphics
Downloadable Graphics









Search


[image: Show]

        

      


    
  





  
    
      
        
                        
  
    
        
    Breadcrumb

    	      
            		
                      Home
                		
      
	      
            >
            		
                      Regulation and Supervision
                		
      
	      
            >
            		
                      Letters to Credit Unions and Other Guidance
                		
      


  

  



                  


                

                      
Print
								
    
[image: Print page]



    Share
		
    
        [image: Facebook]
        (opens new window)
    
  (You will be leaving NCUA.gov and accessing a non-NCUA website. 
  We encourage you to read the NCUA's 
  exit link policies. (opens new page).)
  
    
        [image: Twitter]
        (opens new window)
    
  (You will be leaving NCUA.gov and accessing a non-NCUA website. 
  We encourage you to read the NCUA's 
  exit link policies. (opens new page).)
  
    
        [image: LinkedIn]
        (opens new window)
    
  (You will be leaving NCUA.gov and accessing a non-NCUA website. 
  We encourage you to read the NCUA's 
  exit link policies. (opens new page).)
  
    
        [image: Email]
        (opens new window)
    

                  
        

              

    

  




  
    
    

      
      
          
  
    
      
  
Collateralized Mortgage Obligations (CMOs) and Real Estate Mortgage Investment Conduits (REMICs)



  




          


  
    
      

      



    
                                    NCUA LETTER TO CREDIT UNIONS

	NATIONAL CREDIT UNION ADMINISTRATION 
1775 Duke Street, Alexandria, VA 22314
	

    
                
            Date

            April 1995

        

        
                
            Letter No

            95-CU-169

        

         
    

    

    
                    95-CU-169
         
        /         
                    April 1995
            




Collateralized Mortgage Obligations (CMOs) and Real Estate Mortgage Investment Conduits (REMICs)



	
	
      

  
    

        
        
  
    To

              Board of Directors

          

        
        
  
    Subject

              Investments

          


        
  
    Status

              Active

          


        
      


            
         
    
        To

           
            Board of Directors
        

    


    
        Subj

           
                                    
Collateralized Mortgage Obligations (CMOs) and Real Estate Mortgage Investment Conduits (REMICs)

        

    






 
                
    
            DEAR BOARD OF DIRECTORS: In today's changing interest rate environment, credit union officials are faced with increasingly complex investment decisions and asset-liability management (ALM) planning. This letter is intended to clarify the National Credit Union Administration's (NCUA's) position on divestiture of Collateralized Mortgage Obligations (CMOs) and Real Estate Mortgage Investment Conduits (REMICs) that fail one or more parts of the high-risk securities test (HRST). The guidelines set forth in this letter may also assist in your analysis of future investment purchases and decisions.


The most significant investment fluctuations that credit unions have experienced involve CMOs and REMICs. We conducted a special review last fall of credit unions that reported large investments in CMOs and REMICs. We found that:


	57 percent of these credit unions were holding at least one security that failed one or more parts of the HRST;
	29 percent of these credit unions ran the HRST semiannually or less often (normally at the request of an examiner or auditor); and,
	39 percent of the managers of these credit unions did not have an adequate understanding of the risks involved in these investments.



As a result of the findings of this review, I have placed a high priority on examining credit unions that hold high concentrations of investments that may pose a significant risk to safety and soundness. Our examiners will be working with the management of these credit unions to ensure that sound investment policies and adequate asset-liability management (ALM) planning are in place.


It is apparent that credit unions who hold CMOs and REMICs often do not have a clear understanding of the requirements for testing and periodic retesting. Furthermore, many credit unions fail to understand what NCUA expects them to do when the investments fail one or more parts of the high-risk securities test (HRST).


Part 703.5(g)(1) of the NCUA Rules and Regulations prohibits federal credit unions from purchasing fixed rate CMOs or REMICs that fail any one of the three parts of the HRST, which are:


	Average Life Test,
	Average Life Sensitivity Test, and
	Price Sensitivity Test.



These tests must be applied not only at the time of purchase, but also periodically after purchase. If a security fails any one of the three parts of the HRST, divestiture may be required. These cases will be reviewed by our examiners on an individual basis.


In addition, Part 703.5(j) requires that the Price Sensitivity Test be applied to floating or adjustable rate CMOs or REMICs.


For Federally Insured State Credit Unions, CMOs/REMICs that fail one or more parts of the high-risk securities test (HRST) are non-conforming investments that require the establishment of a special reserve as required by Section 741.9(a)(3).


If your credit union finds that it is holding securities that fail one or more parts of the HRST, you should immediately dispose of them or, within five business days of discovery, develop and submit to NCUA a written action plan that at a minimum includes:


	an ALM modeling analysis that demonstrates the impact that both holding and selling the failed instruments will have on earnings, liquidity and capital;
	evidence of the credit union's ability to hold the failed instrument(s) and manage the risks under +(-) 300 basis points interest rate shocks;
	an individual dollar loss figure for each failed security that will trigger their sale;
	a monthly log of market bids offered for the failed securities; and
	a monthly monitoring process to evaluate the stress test results for all CMOs and REMICs.



In failed CMO and REMIC cases, NCUA examiners will assess the credit union's action plans. This assessment will consider the reasonableness of the plan and the credit union's ability to manage the balance sheet risk. Specific factors that examiners will focus on will be the ability of the credit union officials to:


	satisfactorily explain the securities characteristics and risks to the examiner;
	obtain and adequately evaluate the security's market pricing, cash flows and test modeling;
	define, explain and document how the failed securities fit into the credit union's ALM strategy;
	analyze the impact that either holding or selling the failed securities will have on earnings, liquidity and capital in different interest rate scenarios; and
	demonstrate the likelihood that the failed securities may again pass the high risk security tests at a future date.



After a careful review of the above factors, the examiner and the credit union management should be able to agree on whether divestiture is appropriate and necessary. If the examiner does not feel that a suitable action plan has been developed, the credit union will be required to sell the failed CMOs or REMICs in accordance with a written directive which will be given to the credit union by NCUA.


NCUA will also propose revisions later this year to Part 703 of the NCUA Rules and Regulations (Investment and Deposit Activities) to update the regulation for the changing environment that exists today in complex investment areas. You will, as always, be given ample opportunity to comment on these proposed changes, and your comments will be carefully considered.


Credit unions need to carefully look at all investments, regardless of what they are or who offers them. We also believe that credit unions investing or depositing large amounts in any financial institution should obtain sufficient information about the operational and financial condition of these institutions in order to make informed investment decisions. This includes analyzing the safety of the institution standing behind the investment. Credit union investment policies should include the requirement and the criteria for an evaluation of the risk involved with every type of investment and deposit that the credit union makes.


NCUA examiners have been instructed to review each investment a credit union makes to determine its appropriateness in relation to the credit union's overall funds management goals.



      
    


    
    
            For the National Credit Union Administration Board,


Karl Hoyle


Executive Director
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