
  
  

        
      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
Consumer Assistance Center




	Fraud Prevention Center
Fraud Prevention Center




	Share Insurance Coverage
Share Insurance Coverage




	MyCreditUnion.gov
MyCreditUnion.gov




	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)
    
    
        [image: Twitter]
        (opens new window)
    
    
        [image: LinkedIn]
        (opens new window)
    
    
        [image: Email]
        (opens new window)
    

                  
        

              

    

  




  
    
    

      
      
          
  
    
      
  
Investment Safekeeping Due Diligence



  




          


  
    
      

      



    
                                    NCUA LETTER TO CREDIT UNIONS

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

    
                
            Date

            April 2004

        

        
                
            Letter No

            04-CU-04

        

         
    

    

    
                    04-CU-04
         
        /         
                    April 2004
            




Investment Safekeeping Due Diligence



	
	
      

  
    

        
        
  
    To

              Federally Insured Credit Unions

          

        
        
  
    Subject

              Investments

          


        
  
    Status

              Active

          


        
      


            
         
    
        To

           
            Federally Insured Credit Unions
        

    


    
        Subj

           
                                    
Investment Safekeeping Due Diligence

        

    






 
                
    
            Dear Board of Directors:


The purpose of this letter is to reiterate the need for credit unions to implement adequate due diligence methods and procedures for safekeeping investments, particularly certificates of deposit (CDs). Federally insured credit unions are encouraged to carefully review their safekeeping practices to ensure that they provide adequate protection against fraudulent investment schemes and potential losses.


Risk of Loss. Investment safekeeping problems can and have resulted in losses. Such a scenario was recently presented to those credit unions holding investments with Bentley Financial Services Inc. (Bentley) and Entrust Group (Entrust). The Securities and Exchange Commission (SEC) charged Bentley with securities fraud for selling securities misrepresented as insured CDs. Bentley created Entrust to safekeep CDs for investors. Entrust, however was not registered with the SEC and was not affiliated with a financial institution as is required for federal credit unions under Part 703 of NCUA Rules and Regulations. As a result, credit unions with Bentley-related investments incurred losses that may have been avoided had proper due diligence reviews been performed.


Safekeepers play an important role in securing the custody of the credit union’s investments. The accuracy and reliability of the safekeeper’s records are critical and serve to:


	Protect ownership interest in the event the safekeeper enters bankruptcy or liquidation; and
	Ensure the credit union can collect on deposit insurance in the event the CD issuer fails.



Due Diligence. A credit union should perform adequate and appropriate due diligence of its prospective safekeepers. This review should be periodically updated to protect the credit union against potential fraud or misconduct by the safekeeper and any broker-dealer who may be acting in concert with the safekeeper. While minimum due diligence requirements are set forth in §703.9 of NCUA Rules and Regulations for federally-chartered credit unions, in our view, state-chartered credit unions could also benefit by following these or similar requirements. An appropriate and adequate due diligence review includes, among other things, the following:


	A determination that approved safekeepers are regulated by the SEC, or a federal or state depository institution regulatory agency such as the Federal Deposit Insurance Corporation, or a state trust company regulatory agency.
	An assessment of the reputation of the safekeepers. The credit union should track and review publicity regarding the safekeeper, both positive and negative.
	Documentation of the capital strength of the safekeeper. Generally, the safekeeper used by the credit union should have substantially more capital than the amount of investments it holds for that credit union. A safekeeper regulated by a depository institution or state trust regulatory agency must file financial reports that are publicly available. The SEC requires every registered broker-dealer to send to its customers its certified balance sheet on an annual basis. Credit unions can access public financial information for banks at www.fdic.gov, and for credit unions at www.ncua.gov. Information regarding broker-dealers can be accessed at www.sec.gov and www.nasdr.com.
	The execution of a written custodial agreement with the safekeeper before any transactions take place. A credit union should make certain that it enters into an “institutional” agreement and not a “retail” agreement. Retail agreements may allow the custodian to use the retail customer’s securities for activities such as securities lending transactions without notification of the retail customer and are not appropriate for credit unions. A simple way to differentiate a retail agreement from an institutional one is that a retail agreement generally will not include a signature block for signing on the behalf of a company or organization. A credit union should also ensure the agreement specifies the safekeeper will exercise at least “ordinary care.”
	A review of monthly safekeeping statements which are reconciled to the credit union’s records.



Credit unions that perform adequate and timely due diligence reviews for all safekeepers will greatly reduce the risk of loss from fraudulent investment schemes.


Should you have any questions, please do not hesitate to contact your district examiner, regional office, or state supervisory authority.



      
    


    
    
            Sincerely,


 /S/


Dennis Dollar


Chairman
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