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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&I1). The Exam Steer-
ing Group will review and evaluate field office and/or SE level specific practices
to determine if they require E&I approval.

Feedback?
Send feedback on the NSPM to NSPM@NCUA.gov

10ffice of Examination and Insurance
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Welcome to the NSPM

The National Supervision Policy Manual establishes national policies, pro-
cedures, and guidelines for effective district management, supervision of
credit unions, and quality assurance.

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 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. The Exam Steering Group
promotes the consistent application of the examination procedures outlined in
the NSPM, and vets and coordinates the need for any additional examination
policies and procedures across the agency by evaluating field office and/or SE
level specific practices to determine if they require E&I1 approval.

General Exam Waivers & . Specialized Sub-
. . Regulatory : Quality Control: ;
& Supervision . : : ject Matter
: Actions : :
® District Man- ® Regulatory ® Quality ® BsA Enforce-
agement Waivers and: Assurance ment
® Fcu Program l(;t;f;?r Regu-;  Program @ audits, Record-
and Pro- : ROTY. ® Fxamination : keeping, and
—_— : Actions : - :
cedures : - : Complaints : Fraud
: . i 5
® Fiscupro- | LromptCor-: . ® CysQ Reviews
gramandpro-|  [eCHve
g : Action : ® Corporate
cedures i Credit Union
® Administrativeé ° Change of P m and
: . Officials rogram 4
Remedies - Procedures

® Derivatives

10ffice of Examination and Insurance
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General Exam Waivers & ] . Specialized Sub-
. . Regulatory : Quality Control: .
& Supervision . : : ject Matter
Actions : :
Authority

Navigate the NSPM

Navigate the NSPM using the interactive menu to the left. Click a topic to show
content in the reading pane, or to expand a topic and see more information.
Use the back button in your browser to go back a page. Links to content out-
side the NSPM will open in a hew browser tab or window.

Search the NSPM

The search box in the upper right-hand corner of the page will search the
NSPM for terms you enter. Search results will appear in the reading pane, and
the term you search for will be highlighted on any pages you open from the list
of terms. To turn off the highlighting, click the "Remove Highlights" button at
the top of the reading pane.

Last updated January 22, 2018

Welcome to the NSPM Xi



National Supervision Policy Manual Version 21.0

Administrative Remedies

Administrative remedies are a broad range of actions that, while including
formal actions such as published LUAs and cease and desist orders, also
includes informal actions such as DORs, RDLs, unpublished LUAs, and PWLs.
These actions are available to prevent or eliminate serious operational and fin-
ancial problems in credit unions. Administrative remedies provide protection
to credit unions, credit union members, creditors, the NCUSIF1, and the
credit union industry. Administrative remedies are tools available to the NCUA
to affect problem resolution.

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
particular problems, as well as the expected timeframes and specific cor-
rective action, should be clearly spelled out in the body of the agreement.
OGC? is available to assist in preparing, reviewing, and negotiating 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
Examiner'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.

Last updated November 09, 2021

1The National Credit Union Share Insurance Fund is also referred to as the share insurance fund.
2The NCUA's Office of General Counsel
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General Responsibilities
E&I and OGC

» 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

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

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

Administrative Remedies 2
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» Ensure documents drafted by examiners are professional and results-ori-
ented

Exam 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 CAMELS! 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.

» Elevated actions may also be appropriate in the following cir-
cumstances

» The existence of material unsafe or unsound practices in con-
ducting credit union business

« The credit union poses an abnormal risk to the NCUSIF2
» Serious insider abuse involving officials or employees

» Significant regulatory compliance problems or substantial viol-
ations of law

» Serious problems or weaknesses are not corrected in a timely
manner;

» The credit union’s true condition cannot be determined due to
inadequate books and records, unreasonable limitations on
how, when, or where the examination is conducted, or restric-
tions on examiner access to personnel, books, and records.

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

» Work with their supervisor to provide analysis and documentation that
supports any recommended action

1CAMELS is a rating system to evaluate the soundness of credit unions. The letters stand for: Capital Adequacy Asset
Quality Management Earnings Liquidity Sensitivity to Market Risk
2The National Credit Union Share Insurance Fund is also referred to as the share insurance fund.

Administrative Remedies 3
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» 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

Last updated November 09, 2021

Types of Administrative Remedies

Administrative remedies fall into two different categories: informal actions and

formal actions.

Informal Actions

Formal Actions

e Document of resolution

Regional director letter

Non-published letter of understanding and

agreement

Preliminary warning letter

Published letter
of understanding
and agreement

Immediate
and/or per-
manent cease
and desist order

Civil money pen-
alty

Involuntary
liquidation

Conservatorship

Removal and/or
prohibition

Termination of
insurance and/or
revocation of
charter

Some PCA-
related actions,
such as ordering

Administrative Remedies
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a new election or
dismissing a dir-
ector or senior
officer

Informal Actions

With the exception of a DOR, the RD must approve all informal actions.

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 the NCUA’s satisfaction. Unlike
most informal actions, formal actions are authorized by statute (and, in some
cases, mandated), are generally more severe, and may be disclosed to the
public. 0GC! must be consulted on all formal actions and they must be
approved as outlined in the NCUA Delegations of Authority. When considering
a formal action, consult OGC as early in the process as possible.

Before deciding to take formal administrative action, an examiner and their
supervisor must clearly understand the nature of a credit union's problems
and why any previous attempts to resolve the problems failed. Examiners are
responsible for ensuring an administrative record presents a complete, fac-
tual, and fully documented history of the credit union's problems and the
examiner’s concerns about the credit union. Examiners will recommend formal
administrative action after consulting with their supervisor. Before pro-
ceeding, the supervisor will discuss the action with the Associate Regional Dir-
ector, who will receive concurrence from the RD. It is critical that the field and
region initiate communication early when formal administrative action is
recommended.

See NCUA Instruction 4820, Enforcement Manual, for more information about
processing formal administrative actions.

Last updated March 24, 2017

1The NCUA's Office of General Counsel
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Regional Director Letter

A RD letter 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 examination process first,
but a letter from the RD is an option to further emphasize the areas of con-
cern. For an example, see the Sample Regional Director letter.

Exam Staff Responsibilities
» Discuss the recommendation for an RDL with the supervisor

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

» Be direct, concise, and clear (as a general guideline, RDLs should not be
longer than two pages)

» Write from the perspective of the RD and with the appropriate official
audience in mind

» Direct the credit union’s board of directors to respond in writing to the
RD, with a copy to the examiner

» Examiners are responsible for all follow-up to ensure a credit union’s
response is timely and appropriate.

» Indicate the recommendation of an RDL in the Closed Information Ques-
tionnaire

« Email the draft RDL to the supervisor for review and approval when ini-
tiating the PSR process

» The supervisor will review the report to ensure the letter is appropriate
and fully supported. The supervisor will then forward it to their region’s
DOSZ mailbox when notifying DOS the PSR is ready for their review.

» If the examiner does not include the required notification for down-
grades/upgrades to a CAMELS3 3, 4, or 5 in an exam report (as

1pre-release secondary review

2Division of Supervision

3CAMELS is a rating system to evaluate the soundness of credit unions. The letters stand for: Capital Adequacy Asset
Quality Management Earnings Liquidity Sensitivity to Market Risk

Administrative Remedies 6
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discussed in the NSPM), the examiner will process an RDL through the
supervisor (and then follow normal processing through the regional
office) to notify a credit union (only occurs under rare circumstances, and
must be justified in the Closed Information Questionnaire)

Use the Acknowledge LUA and CAMELS Downgrade template

If the NCUA did not participate and the SSA has upgraded to a CAMELS 3
or better, but notice of removal of troubled condition cannot be verified,
use the Upgrade FISCU from Troubled Condition Status template.

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

Division of Supervision Review

DOS will review all draft RDLs and prepare them for the RD’s signature,
and may make minor modifications to an RDL

If major changes to the content are needed (deleting whole paragraphs,
adding new or relevant information, changing the original intended mes-
sage), DOS will contact the supervisor for concurrence with the changes
or will return the draft directly to the supervisor for revision.

DOS will send the RDL to the board chairperson (and copy the CEO! as
appropriate)

In special cases, DOS may send the RDL to each board member or the
supervisor may determine if delivering the letter in person is appropriate.

If the RD or DOS decides not to issue an RDL, DOS will discuss the
decision with the exam supervisor, who will then discuss it with the exam-
iner

Last updated October 14, 2021

Letter of Understanding and Agreement

A LUA lists a credit union’s specific material problems and the corrective
actions needed to resolve them. It demonstrates to the credit union officials
the problems that are a major concern to the NCUA and formally asks that

1Chief Executive Officer

Administrative Remedies 7
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officials agree to the listed actions in lieu of the agency taking formal admin-
istrative action (assuming it is an unpublished LUA; a published LUA is a
formal administrative action). No LUA will have a specific termination date
unless the LUA is drafted in conjunction with a newly chartered credit union
and not because of significant problems.

An examiner’s recommendation to issue an LUA is typically based on an exam-
ination, follow-up examination, or onsite supervision contact supported by doc-
umentation. Examiners will meet with key staff, credit union officials, and the
SSA (in the case of joint contacts) during the examination or follow-up exam-
ination to develop an LUA.

I
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Examiners will document all significant concerns and corrective actions out-
lined in an LUA in Issues Management. An LUA will address the most sig-
nificant concerns identified in the DOR; it will not necessarily be an exact
duplicate. An item in an LUA, however, must be recorded as a DOR Issue,
either at a prior contact or when the LUA is issued, and flow into Issue Man-
agement.

LUAs may be either issued/signed at the joint conference, or at a subsequent
meeting specifically for the LUA signing after the joint conference and close of
the examination. Electronic signatures are acceptable. If an examiner opts to
leave an exam open to issue the LUA at the joint conference, they may request
a waiver of the 90-day completion requirement, up to 105 total days.

| .
I

Administrative Remedies 10
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To prepare an LUA, examiners will:

» Obtain supervisor concurrence and document supervisor agreement in
the Closed Information Questionnaire, as required by the NSPM

» Discuss the intent and the preliminary content of the LUA during the pre-
liminary meeting with management before signing the LUA

» Work with their supervisor to notify management that the issuance of an
LUA is subject to review by the RD

« Draft an LUA and email it to their supervisor when initiating the PSR! pro-
cess.

Upon receiving a draft LUA, supervisors will:
 Review the LUA and make a recommendation to either issue it or not

» Notify the appropriate ARD of all LUAs to be issued, regardless of a credit
union's asset size

« When notifying DOS? the PSR is ready for DOS review, forward the draft
LUA to the region’s DOS mailbox for processing and RD approval

Upon receiving an LUA from a supervisor, DOS will:

» Work with the supervisor and examiner to review the draft LUA in a mutu-
ally agreeable timeframe

» Discuss all material changes to the LUA with the field supervisor

» Return the final, approved version of the LUA to the supervisor for deliv-
ery to the credit union

To issue the LUA, examiners will:

» Send an electronic copy of the final, approved LUA to credit union officials
via ZixMail, before the signing meeting

« Allow officials a minimum of two business days to review the LUA before
they sign it

» Print at least two copies of the final approved LUA and present it to the
officials in the manner described in the NSPM

1pre-release secondary review
2Dijvision of Supervision

Administrative Remedies 11
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If a quorum of directors signs the LUA, it is understood 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.

Last updated March 25, 2022

Problem Code Illustration

Any item in an LUA must be recorded as a DOR with the appropriate issues and
actions in Issue Management and flow through the DOR either at a prior con-
tact or at the same contact the LUA is issued. The issue should remain unre-
solved until the problem is resolved in Issue Management, regardless of
whether the problem is outlined in the DOR or LUA.

The scenarios below outline the flow of items through the Issue Management,
DOR, and LUA:

Administrative Remedies 12
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Last updated October 26, 2022

Deliver an LUA

An examiner and their supervisor will deliver an LUA to the credit union at a
board of directors meeting. The supervisor will give the Associate Regional Dir-
ector advance notice of when the LUA will be delivered and will attend all joint
conferences in which an examiner presents an LUA to credit union officials.

When delivering an LUA, examiners will:

» Arrange for delivery of an LUA as soon as possible, but within 14 business
days after receiving the final approved version

» Conduct the meeting and explain the LUA to the board of directors

 Document the supervisor’s attendance at the meeting
e For an FCU, document in the Closed Information Questionnaire of
the examination report.

e For a FISCU, document in the Review of State Exam or a memo sum-
marizing the results of the LUA delivery meeting.

» Collect the signed LUAs after the meeting
» If the officials refuse to sign an LUA, examiners will prepare a report
documenting the refusal and recommend a course of action, such as

Administrative Remedies 13
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a Preliminary Warning Letter.

» Scan and email the signed LUAs through their supervisor, to the regional
DOS1 within three days of the LUA meeting for the RD's signature

1. Deliver a Final, Signed LUA

After the RD signs an LUA, DOS will:

» Send (either through email or regular mail at the credit union's pref-
erence) the original, signed LUAs to the credit union with the Regional Dir-
ector cover letter

» Maintain an electronic copy (scanned copy with signature) on the DOS
drive

» Scan and email electronic copies of the signed LUA to the examiner and
their supervisor if the LUA was not emailed to the credit union with a cour-
tesy copy to examiner and supervisor

» For ajointly issued LUA, DOS will email a copy of the signed LUA to
the SSA

If an LUA is issued and the credit union was downgraded to a CAMELSZ 4 or 5,
a Regional Director letter acknowledging the LUA and downgrade may be
appropriate. The RD letter acknowledges the LUA, includes a brief synopsis of
the problems, and notes the requirements of NCUA regulation § 701.14,
Change in official or senior executive officer in credit unions that are newly
chartered or are in troubled condition, regarding the selection of officials and
senior management for troubled credit unions.

Last updated October 26, 2022

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 CAMELSS3 ratings and overall risk to the
NCUSIF4. Examiners will consider any outstanding administrative actions
when planning supervision and assigning the CAMELS ratings. If examiners
encounter a credit union with an outstanding administrative action (and

1Djvision of Supervision

2CAMELS is a rating system to evaluate the soundness of credit unions. The letters stand for: Capital Adequacy Asset
Quality Management Earnings Liquidity Sensitivity to Market Risk

3CAMELS is a rating system to evaluate the soundness of credit unions. The letters stand for: Capital Adequacy Asset
Quality Management Earnings Liquidity Sensitivity to Market Risk

4The National Credit Union Share Insurance Fund is also referred to as the share insurance fund.
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associated risk), and the risk is not reflected in the CAMELS ratings (which
drive the frequency of supervision), they will discuss with their supervisor and
plan 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 CAMELS 3, 4, or 5 credit unions.

When an LUA is in place, examiners will:

» Prepare and distribute the examination or supervision contact reports in
the same manner as other examinations and supervision contacts

 Document compliance with the LUA in the Status Update during each con-
tact
» List the status of each item as resolved or not resolved. Include com-
ments 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 RD’s signature
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

Note: In cases of unforeseen circumstances, such as a disaster or pandemic,
exam staffl should be flexible and reasonable with the updated corrected
action timeframes (if applicable) and follow up.

Last updated May 12, 2022

I*exam staff” includes district examiners, problem case officers, national credit union examiners, and specialized
examiners.
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Terminate an LUA

When a credit union meets the specific performance standards outlined in an
LUA, examiners will provide the RD with a recommendation to terminate the
LUA. Examiners will not inform the credit union that the LUA is terminated
before RD approval. Examiners may recommend the termination of an LUA
only after completing an examination or onsite contact supported 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 to explain why the
RD is removing the LUA

» Forward the letter to the supervisor with an email explanation supporting
the recommendation to terminate the LUA

After review, the supervisor will forward the draft letter to DOS! Mail. DOS will
review and process the letter to the credit union for RD signature. When ter-
minating joint LUAs, the NCUA will consult with the SSA.

Last updated October 14, 2021

Problem Resolution

If a credit union fails to comply with an LUA, examiners should discuss the
need for additional enforcement action with the SE. At a minimum, the
CAMELS? and risk ratings need to reflect management’s failure to comply
with an LUA.

Last updated January 22, 2018

Preliminary Warning Letter

Examiners will draft a 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 sup-
port formal administrative action such as a published LUA or C&D3 order.

1Division of Supervision
2CAMELS is a rating system to evaluate the soundness of credit unions. The letters stand for: Capital Adequacy Asset

Quality Management Earnings Liquidity Sensitivity to Market Risk
3Cease and desist
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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 that their supervisor issue a PWL as a result of
a regular examination, follow-up examination, or supervision contact. Sample
PWLs and a BSA-specific PWL are provided as resources for this section of the
NSPM.

A PWL is written from the perspective of the RD, and includes:
» Direct, concise, and clear language

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

« When the primary problem area is poor management, include the fol-
lowing text: "Your credit union is operating in an unsafe and unsound
manner for which substantial, immediate, and corrective action must be
taken. It is the board of directors’ responsibility, as the body providing
general direction and control for the credit union, to take necessary cor-
rective actions."

» A statement of impending administrative action by the NCUA

» Required actions and timeframes for resolving the area(s) of concern
DOS Responsibilities

» Review PWLs for appropriateness and process for RD approval

» Discuss all material changes with the supervisor
Exam Staff Responsibilities

» Obtain supervisor and ARD concurrence for a PWL before preparing a let-
ter
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« E-mail draft PWL to the supervisor for review when initiating the PSR1
process

» The supervisor will review the report to ensure the PWL is appropriate
and supported and then forward it to their region’s DOS2 mailbox when
notifying DOS the PSR is ready for DOS review.

Last updated October 14, 2021

Deliver a Preliminary Warning Letter

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

For hand-delivered PWLs:

« The supervisor will notify DOS3 of the planned meeting date so the letter
is dated accordingly (approximately two to three weeks from the date
exam staff4 submits the draft letter to DOS)

* Once the letter is approved and signed by the RD, DOS will mail one ori-
ginal copy of the letter directly to the supervisor for hand-delivery and
provide scanned copies to the examiner and supervisor for recordkeeping

» 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)

» 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 send the letter to the board chairperson and copy the CEO> as
appropriate

» In special cases, DOS may send the PWL to each board member.

1pre-release secondary review

2Division of Supervision

3Division of Supervision

4“exam staff” includes district examiners, problem case officers, national credit union examiners, and specialized

examiners.
SChief Executive Officer
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» 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

Last updated October 14, 2021

Supervision Contacts for a Credit Union with a PWL

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 CAMELS! ratings and overall risk to the NCUSIF2. Examiners will con-
sider any outstanding administrative action when planning supervision and
assigning the CAMELS ratings. If an examiner encounters a credit union with
an outstanding administrative action (and associated risk) and the risk is not
reflected in the CAMELS 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 ARD, super-
vision of credit unions with outstanding administrative actions will be in line
with national policy for CAMELS 3, 4, and 5 credit unions (perform a follow-up
examination at least every 120 or 180 days (from completion date to start
date).

Examiners will:

» Prepare and distribute the examination or supervision contact reports in
the same manner as other examinations and supervision contacts

« Document compliance with the PWL in the Status Update during each con-
tact

» The status of each item will be listed as resolved or unresolved. Exam-
iners will include comments to support completion status.

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

1CAMELS is a rating system to evaluate the soundness of credit unions. The letters stand for: Capital Adequacy Asset
Quality Management Earnings Liquidity Sensitivity to Market Risk
2The National Credit Union Share Insurance Fund is also referred to as the share insurance fund.
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» Examiners will refrain from recommending a 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 and prepare a draft letter for the RD's signature explaining the
recommendation

e Recommend escalated administrative action if a credit union has not cor-
rected the problem areas within the timeframes outlined in the PWL

» Escalated administrative action may include a published LUA, Cease and
Desist order, civil money penalty, involuntary liquidation, or others. Refer
to NCUA Instruction 4820, Enforcement Manual, for processing pro-
cedures for civil money penalties, involuntary liquidations, con-
servatorships, etc.

Last updated March 25, 2022

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
contact supported by adequate work papers showing the credit union has cor-
rected 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 RD is remov-
ing 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 RD signature.

Last updated October 14, 2021

Civil Money Penalty

The NCUA's authority to impose civil money penalties against federally insured
credit unions that do not meet a quarterly Call Report filing deadline is granted

1Division of Supervision
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under Section 202 of the Federal Credit Union Act (12 U.S.C. § 1782). The
NCUA coordinates with SSAs to assess CMPs against FISCUs, and, as a matter
of courtesy and fairness, takes any late-filing fees assessed by the state into
account when assessing a CMP.

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

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
(director 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

Only the E&I?2 director can make a final decision to waive or reduce a Call
Report civil money penalty.

1The NCUA's Office of General Counsel
20ffice of Examination and Insurance
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Region DOS Director Responsibilities

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

Regional Director (can delegate to Associate
Regional Director)

« Authorize exam staffl to file an estimated Call Report if they determine
that a credit union’s Call Report will be delayed more than 14 days bey-
ond the regulatory limit established by the NCUA

» The RD must notify E&I when exercising this authority.

Exam Staff Responsibilities

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

» If authorized in advance by a RD, ARDO, or ARDP, file an estimated Call

Report on behalf of a credit union
» Staff must follow any directions provided by E&I for filing an estim-
ated Call Report.

Exam staff cannot extend the regulatory Call Report filing deadline for any
reason.

Last updated January 27, 2016

Civil Money Penalty Waiver

The E&I2 Director has the delegated authority to reduce or waive a CMP
issued due to late filing of a Call Report. The NCUA may elect not to assess a
penalty if a credit union files late due to extenuating circumstances such as:

o “Acts of God” such as:
» A natural disaster or weather event that impairs a credit union’s

operation

I*exam staff” includes district examiners, problem case officers, national credit union examiners, and specialized

examiners.
20ffice of Examination and Insurance
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» A power failure, internet failure, or failure of a credit union’s core-
processing system immediately before 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 before 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 CUOnline 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 before, the fil-
ing deadline)

» Credit union, SSA, or the NCUA accidentally unsubmit a Call Report after
successfully submitting it before the deadline

» Merger with another credit union

» Liquidation or conservatorship

Last updated January 27, 2016

Status Update

Exam staff will use the Status Update template to document a credit union’s
compliance with outstanding administrative actions (LUA, PWL, etc.) and net
worth restoration plans. For each document, exam staffl should provide a
separate Status Update. For example, if a credit union has an outstanding LUA
and NWRP, exam staff will create two Status Update templates, one for each
of the outstanding documents.

At a minimum, exam staff will include each outstanding corrective action or
goal and the most current status of each in the Status Update.

When upgrading a credit union from a CAMELS?Z 4 or 5, or removing an LUA,
exam staff must complete the status report.

Last updated January 22, 2018

Ivexam staff” includes district examiners, problem case officers, national credit union examiners, and specialized
examiners.

2CAMELS is a rating system to evaluate the soundness of credit unions. The letters stand for: Capital Adequacy Asset
Quality Management Earnings Liquidity Sensitivity to Market Risk
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Special Assistance Cases

Various types of special assistance are available to help resolve serious credit
union problems. Refer to NCUA Instruction 4820, Enforcement Manual, for
guidance on special assistance available.

Last updated July 29, 2015

Control Reports

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

E&I Control Reports

E&IL will routinely request reports from the regions and may periodically
request a sampling of issued administrative actions for quality control pur-
poses 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.

Regional Control Reports

The region is responsible for maintaining record of all informal and formal
administrative actions including, but not limited to, issued RDLs, LUAs and
PWLs. The report will include administrative actions newly issued, currently
outstanding (with the exception of RD letters), and those canceled (when
applicable) since the last report. The region will periodically evaluate the
trends, appropriateness and effectiveness of administrative actions.?2

Regions are only responsible for reporting RD letters associated with an exam-
ination or supervision contact report and part of the administrative record.

Last updated July 29, 2015

10ffice of Examination and Insurance

2Until a national database/tool is developed, regions will continue to use reporting systems currently in place. Regions
will ensure their current systems capture the requested information.
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Administrative Remedies Templates

Regional Director Communications

» Regional Director Letter Sample

Troubled Condition Status
» Notify FISCU of Troubled Condition
» Upgrade FISCU from Troubled Condition Status

Letter of Understanding and Agreement
« Acknowledge LUA and CAMELS! Downgrade

LUA Addendum

LUA Cover Letter

Non-published LUA
Remove LUA

Preliminary Warning Letter
« PWL Sample
« BSAZ2-Specific PWL

« PWL Removal Samples

Last updated July 29, 2015

1CAMELS is a rating system to evaluate the soundness of credit unions. The letters stand for: Capital Adequacy Asset
Quality Management Earnings Liquidity Sensitivity to Market Risk
2Bank Secrecy Act
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Audits and Recordkeeping

Supervisory committee audits are required under NCUA regulations part 715,
Supervisory Committee Audits and Verifications , or part 741, Requirements
for Insurance. They are a critical tool used to evaluate the integrity and fair-
ness of the financial statements. The Supervisory Committee section 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.

Last updated August 02, 2021

Audit Report Review

Exam staff are responsible for reviewing a credit union’s Profile each quarter
during the Call Report, RADAR, or RATE review to determine whether the
credit union has received a new audit that fulfills the requirements of

NCUA regulations part 715, Supervisory Committee Audits and Verifications or
part 741, Requirements for Insurance. If the Profile indicates a new audit has
been completed, exam staffl will request a copy of the audit within 10 busi-
ness days of reviewing the Profile. Upon receipt of the audit report, exam staff
will verify that the audit type and auditor’s name is correct.

Obtaining an Audit Report

For audits performed by the Supervisory Committee, exam staff must
obtain the audit report directly from the supervisory committee.

For audits conducted by external auditors, examiners must obtain a copy of
the audit report directly from the external auditor.

Exam staff contacts the supervisory committee first to determine its pref-
erence for requesting the report from the external auditor. Exam staff determ-
ines whether the supervisory committee would prefer to make the request,

I*exam staff” includes district examiners, problem case officers, national credit union examiners, and specialized
examiners.
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the audit firm requires the request come from the credit union, or if it is accept-
able for exam staff to contact the auditor directly to request the report. An
exception to this might be when an existing arrangement between the credit
union, exam staff, and the auditor, or a relationship exists between the exam
staff and the auditor.

The external auditor must send the audit report directly to exam staff. Credit
unions and external auditors may choose to deliver audit reports using the
RIVIO clearinghouse, a service provided by CPA.com. This service allows for
credit unions to authorize the release of audit reports from external auditors
directly to examiners or other third-parties. Audit reports obtained through
RIVIO are authentic and unaltered. Audit reports done by ‘other compensated
individuals’ who are not state licensed can be obtained through RIVIO using
the same method.

In some cases, an external auditor will not provide an audit report directly to
the examiner or use RIVIO, but is willing to confirm authenticity of the report
on a joint communication. In this circumstance, the following steps are accept-
able:

1. The external auditor must email the final audit report to the Supervisory
Committee chair as an attachment.

2. The Supervisory Committee chair must forward the email, with attach-
ment, back to the external auditor and copy the NCUA exam staff. In the
email, the Supervisory Committee chair must acknowledge receipt of the
report and request confirmation that the attached report is authentic and
unaltered.

3. The external auditor must respond to the Supervisory Committee chair's
email, keeping the audit report attached, and copy the NCUA exam staff
to confirm that the report received in the forward has been reviewed and
is authentic and unaltered.

If an auditor refuses to provide an audit report directly to the exam staff at the
request of the supervisory committee or wants to charge a fee to provide a
copy, exam staff should consult with their supervisor regarding a course of
action (such as ensuring the credit union agrees with the fee). It is not unusual
for an auditor to charge fees for the time needed to obtain and or review a
report, or to facilitate a review of a report or workpapers at the external aud-
itor’s office.
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Reviewing the Audit Report

Upon receiving the report, exam staff will read the audit report to determine if
there are any issues. Exam staff should adjust supervision plans and exam
scoping as applicable, and follow up on any material problems identified by dis-
cussing them with the Supervisory Committee or credit union management
and/or scheduling a supervision contact as warranted.

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
supervision or pre-exam planning, the NCUA has the discretion to request and
review the audit workpapers at any time—however, the external auditor may
require the papers 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.

Documenting the Audit Report

Exam staff will document they have reviewed the audit report in the credit
union’s RADAR! or RATEZ during the scheduled quarterly review cycle. If the
requested report is received after the quarterly review cycle closes, exam staff
should document their review in the next scheduled RADAR or RATE review
cycle. If an audit report relays material concerns that require an immediate
onsite contact, examiners should note the concerns in RADAR or RATE and con-
tact their supervisor to schedule an onsite contact.

Exam staff may also close an offsite supervision contact to document any con-
cerns noted in the audit report that cannot be fully documented in RADAR or
RATE, provided such issues do not require an immediate onsite contact.

Last updated August 03, 2021

Audit Workpaper Review

Per NCUA regulation § 715.10, Audit report and working paper maintenance
and access, the supervisory committee is responsible for preparing and main-
taining, or making available, a complete set of original working papers sup-
porting each supervisory committee audit. The supervisory committee will,
upon request, provide NCUA staff unconditional access to such working

1Risk Assessment and Data Analytics Rating
2Risk Analysis and Trending Evaluation
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papers, either at the offices of the credit union or at a mutually agreeable loc-
ation, for purposes of inspecting such working papers.

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

If the licensed independent accountant or audit firm denies access to the work
papers, exam staffl reports the situation to the supervisory committee chair-
man and asks for assistance in resolving the problem. If unsuccessful, exam
staff will contact their supervisor for guidance. Exam staff should never sign
any document or release to gain access to the work papers unless 0GC2 has
reviewed the release and advises signature. E&I3 can assist exam staff and
supervisors in obtaining OGC review in a timely fashion. Exam staff and super-
visors coordinate any assistance from E&I and OGC through DOS%.

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

Audits by Licensed Independent Accountants

Exam staff cannot take independent action if 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 RD approval and E&I concurrence.
The supervisor will evaluate the seriousness of the deficiency and if it is suf-
ficient to warrant recommending rejection of the audit, exam staff or the
supervisor will contact DOS and proceed in accordance with NCUA Instruction
4016.01, Obtaining Concurrence and Advancing an Assertion That an Opinion

I*exam staff” includes district examiners, problem case officers, national credit union examiners, and specialized
examiners.
2The NCUA's Office of General Counsel

30ffice of Examination and Insurance
4Dijvision of Supervision
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Audit or Agreed-Upon Procedures are Unacceptable in Meeting NCUA Audit
Regulations.

Exam staff can take exception with the supervisory committee 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 requirements
NCUA regulation part 715, Supervisory Committee Audits and Verifications.

Last updated August 02, 2021
Unacceptable Audits and Member Account
Verifications

Exam staff will consider an audit or verification unacceptable and develop
plans of action if they determine:

Material parts of the audit or verification were not performed

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

Audits Conducted by Supervisory Committee
or Other External Auditor

If exam staffl discovers material deficiencies in a supervisory committee aud-
itor member account verifications conducted by the supervisory committee or
an external auditor that is not a licensed independent auditor or certified pub-
lic accountant, exam staff will:

» Notify their supervisor

» Determine if the deficiencies can be cured promptly (if not, discuss altern-
atives with their supervisor)

» Rate transaction risk as high

» Prepare a DOR that:

I*exam staff” includes district examiners, problem case officers, national credit union examiners, and specialized
examiners.

Audits and Recordkeeping 30


https://ncua2.sharepoint.com/sites/elibrary/Shared Documents/Forms/NCUA Instructions  Alpha Listing.aspx?sortField=DirectiveNumber&isAscending=true&id=%2Fsites%2Felibrary%2FShared%20Documents%2FDirectives%2FInstructions%20and%20Bulletins%2F4016%2E01%2Epdf&viewid=c325fee0%2Ddbe0%2D4525%2D9a11%2Df6a2912c266f&parent=%2Fsites%2Felibrary%2FShared%20Documents
https://ncua2.sharepoint.com/sites/elibrary/Shared Documents/Forms/NCUA Instructions  Alpha Listing.aspx?sortField=DirectiveNumber&isAscending=true&id=%2Fsites%2Felibrary%2FShared%20Documents%2FDirectives%2FInstructions%20and%20Bulletins%2F4016%2E01%2Epdf&viewid=c325fee0%2Ddbe0%2D4525%2D9a11%2Df6a2912c266f&parent=%2Fsites%2Felibrary%2FShared%20Documents
https://ecfr.federalregister.gov/current/title-12/chapter-VII/subchapter-A/part-715

National Supervision Policy Manual Version 21.0

° Provides a reasonable time period for the supervisory committee to
correct the deficiencies, not longer than 120 days from the com-
pletion date of the exam

o Requires the supervisory committee to provide a monthly status
report of their progress to the examiner

» Complete a follow-up supervision contact within 60 days of the DOR due
date

° The supervisor must approve any extension beyond 60 days with
notification to the ARDP

o Exam staff must document any extensions in the Closed Information
Questionnaire

Recurring deficiencies for audit and member account verifications are grounds
to proceed to administrative actions. Exam staff can consult with their super-
visor to develop a more stringent supervision plan if needed, including impos-
ing the requirements of NCUA regulations §§ 715.11, Sanctions for failure to
comply with this part and 715.12, Statutory audit remedies for Federal credit
unions. Additionally, the Management component and CAMELS! composite
ratings should reflect management’s recurring non-compliance with this crit-
ical internal control area.

Last updated August 03, 2021

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 the share and loan download not tying back to member trial
balance)

When an examination or supervision contact reveals significant recordkeeping
concerns, exam staff2 will:

1CAMELS is a rating system to evaluate the soundness of credit unions. The letters stand for: Capital Adequacy Asset
Quality Management Earnings Liquidity Sensitivity to Market Risk

2vexam staff” includes district examiners, problem case officers, national credit union examiners, and specialized
examiners.
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» Notify their supervisor

» Review all 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

» Prepare a detailed DOR that:
° Provides a resolution date of 180 days or less (for FISCUs, also
provide the DOR to the SSA before completion of the contact)

o Requires the supervisory committee/designated person to provide
monthly status reports electronically or by phone

°© Documents the progress made to remedy the recordkeeping prob-
lems

» Maintain a Supervision Chronology until the recordkeeping concerns are
resolved

» Start an onsite follow-up supervision contact within 90 days of the
NCUA'’s last contact completion date and an onsite supervision contact
every 90 days thereafter, until all problems are resolved

° The supervisor must approve any extension beyond 90 days in writ-
ing and notify the ARD and DOS!

o Exam staff must document any extensions and supervisor approval
in the Closed Information Questionnaire

Incomplete Bank Reconcilements or Over 60 Days
in Arrears
If the bank or corporate reconcilements are incomplete (unreconciled) or in

arrears greater than 60 calendar days, in addition to the steps outlined in the
previous section, exam staff 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 supervisory com-
mittee in this process

1Division of Supervision
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» Consider requiring an outside independent accountant to bring recon-
cilements current, especially if the supervisory committee is not active or
does not possess the skills to adequately overseethe bank reconcilement
process

Records Materially in Arrears or Significant Unre-
conciled Differences

Exam staff exercises judgment in assessing material recordkeeping problems.
In some cases, the size of the unreconciled differences may not reflect 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, exam staff will discuss with their supervisor 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, exam staff will note the reasons why the examination/contact
was extended and the supervisor's concurrence in the Confidential Sec-
tion, or

» Complete the examination using the most current data available. If this
option is taken, exam staff will document in Closed Information Ques-
tionnaire whether officials agreed to the correct the recordkeeping con-
cerns.

If the recordkeeping problems are serious and persistent as defined by

NCUA regulation § 715.12(c), "Serious and persistent recordkeeping defi-
ciencies", the EIC may compel a FCU to obtain a financial statement audit per-
formed in accordance with 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 a financial statement audit is neces-
sary, the supervisor will notify the ARD. RD approval is required to compel a
credit union to obtain a financial statement audit if one is not required by
NCUA regulations §§ 715.5, Audit of Federal Credit Unions, or 715.6, Audit of
Federally-insured State-chartered credit unions.

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

1Generally accepted auditing standards
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Last updated August 03, 2021

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 the 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

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

« An examiner’s adjusting journal entries 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 writing

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.

Last updated July 29, 2015

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

Audits and Recordkeeping 34



National Supervision Policy Manual Version 21.0

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).

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.

Last updated July 29, 2015
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BSA Supervision

The FCUA § 206(q) (12 USC 1786(q)) directs the NCUA to prescribe reg-
ulations that require FICUs to establish and maintain procedures reasonably
designed to assure and monitor compliance with the BSAL. NCUA regulations
part 748, Security Program, Report of Suspected Crimes, Suspicious Trans-
actions, Catastrophic Acts and Bank Secrecy Act Compliance, establishes the
compliance program responsibilities a FICU must adopt and implement. Col-
lectively, these procedures form the basis for a FICU’s BSA compliance and
AMLZ/CFT program (compliance program).

Besides the compliance program requirements, FICUs must comply with other
program, reporting, and recordkeeping requirements; special information
sharing procedures; and special standards of diligence, prohibitions, and spe-
cial measures set forth in 31 CFR Chapter X Part 1020. Although the rules for
“banks” (which include FICUs) are set forth in Part 1020, many of the specific
requirements cross-reference to 31 CFR Chapter X Part 1010.

Per § 206(q) of the FCUA, each FICU examination must include a review of the
procedures established and maintained as part of the FICU’s compliance pro-
gram, and the exam report must describe any problem(s) with the compliance
program. This section also requires the NCUA to issue a C&D order for non-
compliance in certain circumstances.

In August 2020, the NCUA and the other federal banking agencies issued the
“Joint Statement on Enforcement of Bank Secrecy Act/Anti-Money Laundering
Requirements” to enhance transparency regarding how they evaluate enforce-
ment actions that are required by statute when financial institutions fail to
meet BSA/AML obligations. A C&D3 order is required if a FICU has failed to
establish and maintain procedures reasonably designed to assure and monitor
compliance with the BSA or has failed to correct any problem with these pro-
cedures previously reported by the NCUA to the FICU.

Note: Besides ordering a cessation of certain activities, a C&D order may
require affirmative corrective action, such as engaging a third-party to com-
plete an independent test or providing appropriate BSA training to staff.

1Bank Secrecy Act
2Anti-money laundering
3Cease and desist
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During exams and supervision contacts that include a BSA review component,
NCUA examiners:

» Assess the adequacy of the FICU’s compliance program, relative to its
risk profile

» Assess the FICU’s compliance with applicable BSA regulatory require-
ments, including reporting and recordkeeping requirements

» Determine whether the FICU has developed and implemented adequate
processes to identify, measure, monitor, and control the risks associated
with ML/TF1 and other illicit financial activities

The NCUA has enforcement authority for the FISCUs it examines but generally
relies on SSAs to review compliance with the BSA during FISCU examinations
(see FISCU BSA Reviews for more information).

Last updated February 2, 2023

BSA Compliance

Each FICU must have a compliance program that is reasonably designed to
assure and monitor compliance with the requirements of the BSAZ and with
the related regulations issued by the NCUA and FINCEN3. As required by
NCUA regulations § 748.2, Procedures for monitoring Bank Secrecy Act (BSA)
compliance , a FICU’s compliance program must be written, approved by the
board of directors, and reflected in the board minutes.

FinCEN is a bureau of the U.S. Department of the Treasury. FInCEN’s mission
is to safeguard the financial system from illicit use, combat ML, and promote
national security through the collection, analysis, and dissemination of fin-
ancial intelligence and strategic use of financial authorities.

A FICU’s compliance program must provide for all the following required com-
ponents, including CIP4, CDD>, and beneficial ownership (if applicable):

1Money laundering and terrorist financing
2Bank Secrecy Act

3Financial Crimes Enforcement Network
4Customer identification program
SCustomer due diligence
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» A system of internal controls to assure ongoing compliance

» Independent testing for compliance to be conducted by credit union per-
sonnel or outside parties

» A designhated individual responsible for coordinating and monitoring day-
to-day compliance

» Training for appropriate personnel

A FICU’s BSA officer must have the appropriate authority, independence, and
access to resources to administer an adequate compliance program that is
commensurate with the FICU’s ML/TF! and other illicit financial activity risk
profile.

Additionally, USA PATRIOT Act § 326, NCUA regulation § 748.2(b)(2), Cus-
tomer identification program, and 31 CFR 1020.220 require a FICU’s com-
pliance program to include a CIP with:

» Procedures for opening an account that specify the identifying inform-
ation to be obtained from each member

» Risk-based procedures that enable the FICU to form a reasonable belief
that it knows the true identity of each member

Under 31 CFR 1020.210(a)(2)(v), a FICU’s compliance program must include,
but is not limited to, appropriate risk-based CDD procedures for conducting:

» Due diligence at account opening to understand the nature and purpose
of member relationships and to develop member risk profiles

» Ongoing monitoring to identify and report suspicious transactions and, on
a risk basis, to maintain and update member information, including
information regarding the beneficial owners of legal entity customers (as
defined in 31 CFR 1010.230)

A “legal entity customer” (member) means a corporation, limited liability com-
pany, or other entity that is created by the filing of a public document with a
Secretary of State or similar office, a general partnership, and any similar
entity formed under the laws of a foreign jurisdiction that opens an account.

31 CFR 1010.230 requires FICUs to establish and maintain written procedures
that are reasonably designed to identify and verify beneficial owners of legal
entity members for each new legal entity account opened on or after May 11,

1Money laundering and terrorist financing
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2018, and to include such procedures in their compliance programs. A “bene-
ficial owner” is each individual who owns 25 percent or more of the equity
interests of a legal entity member, and a single individual with significant
responsibility to control, manage, or direct a legal entity member.

See 31 CFR 1010.230 for exclusions from the definition of “legal entity cus-
tomer” and exempted accounts.

FICU transactions and accounts are also subject to numerous reporting and
recordkeeping requirements.

Last updated February 2, 2023

Risk-Focused BSA Reviews

The scope of a BSA1L review during an exam (RFE or SCUEP2) depends on a
FICU’s ML/TF3 and other illicit financial activity risk profile; the quality of risk
management processes to identify, measure, monitor, and control risks; and
the adequacy of policies and procedures established and implemented to com-
ply with BSA regulatory requirements.

Examiners must perform some risk-focused testing during each assessment of
BSA compliance, which may include transaction testing or analytical reviews.
See the FFIEC4 BSA/AML> Examination Manual for additional information
about examination and testing procedures and risk-focused BSA/AML super-
vision.

As explained in the FFIEC BSA/AML Examination Manual, testing may focus
on any of the BSA regulatory requirements and may address different areas
of the FICU’s compliance program, but testing may not be necessary for
every regulation or BSA area examined

Testing assists an examiner with evaluating:

» The adequacy of the FICU’s compliance program, relative to its ML/TF risk
profile

e The FICU’s compliance with BSA regulatory requirements

1Bank Secrecy Act

2Small Credit Union Examination Program

3Money laundering and terrorist financing
4Federal Financial Institutions Examination Council
SAnti-money laundering
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» Implementation of the FICU’s BSA policies, procedures, and processes

» Controls and information technology sources, systems, and processes
used for BSA compliance and AML/CFT monitoring

Examiners must document the results of the BSA review, including the
adequacy of the FICU’s overall compliance program and of each compliance
program component, in the Execution Results section of BSA-related scope
tasks in MERIT. Such documentation will include Work Performed, Results of
Review, and Time Spent. Examiners may also use supporting workpapers, as
needed, to fully document the BSA review.

Last updated February 2, 2023

Confidentiality

SARs contain unsubstantiated allegations of possible criminal activity and
information regarding activities deemed suspicious by the filing FICU. NCUA
regulation § 748.1(c)(5), Confidentiality of reports, outlines a FICU’s respons-
ibilities for maintaining the confidentiality of SARs.

No current or former examiner with knowledge that such report was made
may disclose to any person involved in the transaction that the transaction has
been reported, other than as necessary to fulfill their official duties (31 USC
5318(g)(2)(A)(ii)). See also FinCEN Final Rule; FinCEN1 Advisory FIN-2010-
A014; and the “"Suspicious Activity Reporting” section of the FFIECZ
BSA3/AML#4 Examination Manual

Last updated February 2, 2023

BSA Violations

BSA?> violations may be significant or nonsignificant. In the report to credit
union officials, examiners should use the NCUA citation over the equivalent
BSA or Treasury/FinCEN® citation where possible. For example, if a FICU does
not have a designated individual responsible for coordinating and monitoring
compliance with the BSA, the examiner should cite NCUA regulation § 748.2

1Financial Crimes Enforcement Network

2Federal Financial Institutions Examination Council
3Bank Secrecy Act

4Anti-money laundering

SBank Secrecy Act

6Financial Crimes Enforcement Network
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(¢c)(3), Retention of Records, in the report to officials, rather than 31 CFR
1020.210(b)(2)(iii).

For CCVs, the Choose Section/Code dropdown in the MERIT Issue Details Form
will show both citations (NCUA regulations part 748 and BSA or Treas-
ury/FinCEN regulations) when overlap exists.

Nonsignificant BSA Violations

Nonsignificant BSA violations are isolated or technical deficiencies within what
is otherwise an overall, effective compliance program.

These limited instances of noncompliance generally do not prompt serious reg-
ulatory concern or reflect negatively on management’s oversight of, or com-
mitment to, BSA compliance, unless the violation was caused by reckless or
willful conduct. Typically, nonsignificant violations and deficiencies do not lead
to enforcement action and do not warrant a DOR or other administrative rem-
edy. See Administrative Remedies section for details. Credit union man-
agement can generally correct nonsignificant violations during the normal
course of business. An examiner will address these violations by creating an
Examiner’s Finding or by discussing them in other parts of the report (such as
Supplementary Facts). An examiner may also discuss nonsignificant BSA viol-
ations in the Examination Overview section of the exam report, as appro-
priate.

Administrative remedies are a broad range of actions that include informal
actions such as DORs, RDLs, unpublished LUAs, and PWLs, and formal actions
such as published LUAs and C&D orders.

While nonsignificant BSA violations are generally isolated or technical in
nature, multiple technical violations throughout departments or divisions may
indicate systemic weaknesses indicative of a larger problem that rises to the
level of a significant violation.

Significant BSA Violations

Significant BSA compliance violations are substantive deficiencies that result
from the FICU’s failure to establish and maintain a reasonably designed com-
pliance program, as required in FCUA § 206(q) (12 USC 1786(q)). Such failure
exposes the FICU to an unacceptable level of ML/TF! and other illicit financial
activity risk.

1Money laundering and terrorist financing
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Last updated February 2, 2023

CCV in Issue Details

. Examiners must accurately report both significant and nonsignificant BSA1
violations as a “CCV2" in the Issue Type field of the MERIT Issue Details Form,
using the correct regulation ("BSA-S3" or “BSA,” respectively) to identify the
violations.

When multiple violations fall under the same specific regulatory citation, exam-
iners must cite the specific citation only once for a given FICU. For example,
one CCV entry would cover deficiencies in the filtering parameters used to
detect and alert to suspicious activity, weak procedural guidance, and an out-
dated BSA/AML? risk assessment, citing NCUA regulation § 748.2(c)(1), no or
inadequate system of internal controls.

Last updated February 2, 2023
Violation Resolution in FCUs

Nonsignificant BSA Violations

For any nonsignificant BSA> violations addressed in Examiner’s Findings or
other (non-DOR) sections of the report, resolution would generally be determ-
ined during the next exam. However, if the FCU had significant BSA violations
as well, examiners should review resolution of the nonsignificant violations as
part of any follow-up contacts or exams.

Significant BSA Violations

Corrected During Exam

FCUs are encouraged to resolve any significant BSA deficiencies during the cur-
rent exam. When a violation is corrected before the closure of the exam, the
significant violation can be considered simultaneously identified and resolved.

In this case, the examiner should enter "Reportable (already addressed)” in
the MERIT Disposition field for both the DOR and CCV® and enter “Corrected”

1Bank Secrecy Act

2Consumer Compliance Violations
3Significant BSA violation
4Anti-money laundering

SBank Secrecy Act

6Consumer Compliance Violations
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in the Management Response field for the CCV. A Disposition of "Reportable
(already addressed)” will ensure the issue is included in the DOR provided to
the FCU but will not require follow-up or “Actions” in MERIT. Significant BSA
violations corrected during an exam must appear in the “Issues Corrected Dur-
ing This Examination” section of the final report to credit union officials to cre-
ate an administrative record.

Repeat Violations

When significant violations were resolved (during the prior examination or at
some later point) but recur by the next consecutive examination, the agreed-
upon corrective actions and/or the actions taken by FCU management may not
have addressed sufficiently the root cause of the problem.

Not Corrected During Exam

For significant BSA violations that cannot be resolved during the exam, exam-
iners must supervise management’s progress to determine whether the viol-
ations are resolved in accordance with agreed-upon corrective actions and
timeframes. The FCU should also implement adequate controls to prevent sim-
ilar violations from occurring in the future.

Some significant BSA violations may take longer to resolve fully, . Agreed-
upon timeframes in DORs should be reasonable and realistic, given the BSA
concern identified and the time it would generally take to correct.

Acceptable Substantial Progress

During follow-up supervision contacts or exams, examiners should review
whether acceptable substantial progress is being made to resolve the sig-
nificant BSA violation(s), given all relevant facts and circumstances.

In determining whether a credit union has made acceptable substantial pro-
gress, examiners will review the actions taken to date and use judgment.

A follow-up contact may be performed onsite or offsite, whichever is more
effective and efficient, given the significant BSA violation(s) cited and the
degree of review necessary to determine whether acceptable substantial pro-
gress is being made.

Examiners should start each follow-up contact or exam with sufficient time to
adequately assess the progress made on the agreed-upon corrective actions
and to draft and process any pending administrative action, if necessary.
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According to the Joint Statement on Enforcement of Bank Secrecy Act/Anti-
Money Laundering Requirements: “"The Agencies also recognize that certain
types of problems with an institution’s BSA/AML! compliance program may
not be fully correctable before the next examination or within the planned time-
frames for corrective actions due to unanticipated or other issues. Remedial
actions involving multiple lines of business within an institution or the adoption
or conversion of automated systems may take more time to implement than
initially anticipated. In these types of situations, a C&D?2 order is not required,
provided the Agency determines that the institution has made acceptable sub-
stantial progress toward correcting the problem.”

Mandatory C&D Orders

When credit union management has not made acceptable substantial progress
in correcting significant BSA violation(s), the agreed-upon timeframe for res-
olution has passed, and no unforeseen external or uncontrollable events have
delayed compliance with written agreements to resolve the significant BSA
violation(s), further administrative action in the form of a C&D order is
required. Besides notifying the field supervisor, concurrence from the regional
office and OGC3 and consultation with E&I4 are required before issuing a C&D
order. A C&D order is mandatory under the FCUA § 206(q)(3)(B) (12 USC
1786(q)(3)(B)) and the Joint Statement on Enforcement of Bank Secrecy
Act/Anti-Money Laundering Requirements when all of the following are true:

» An FCU fails to correct a significant BSA violation that was reported to the
board of directors and senior management in a DOR and, when war-
ranted, in another administrative remedy (such as an RDL, LUA, or PWL).

» Acceptable substantial progress toward correcting the significant viol-
ation was not made by the agreed-upon completion date and no unfore-
seen external or uncontrollable events have delayed compliance with
written agreements to resolve the significant BSA violation(s).

CMPs may also be assessed in conjunction with another administrative action.
An examiner should consult with the field supervisor if CMPs are believed
necessary. Regional office> concurrence and consultation with OGC and E&I
are required before assessing CMPs.

1Anti-money laundering

2Cease and desist

3The NCUA's Office of General Counsel
40ffice of Examination and Insurance
S“Regional offices” includes ONES.
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FISCU BSA Reviews

NCUA and SSA Roles

In general, the NCUA relies on SSAs to review BSAl compliance during FISCU
examinations. However, RDs may reach agreements with SSAs for NCUA
examiners to review BSA compliance at FISCUs; these agreements will vary
based on the SSA. The NCUA has BSA enforcement authority for those FISCUs
examined by NCUA examiners. “"Examined” refers specifically to Contact Type
1 - Examination in MERIT (specifically, 1.6 FISCU SCUEP2, 1.7 FISCU RFE,
and 1.8 FISCU RFE ONES3).

If, during another type of contact, an NCUA examiner identifies BSA concerns
not identified by the state examiner or significant BSA violations not resolved
within a reasonable timeframe, the scope should be expanded to include a
review of BSA compliance. If necessary, the NCUA examiner should also follow
up to assess progress and confirm resolution.

Reviews of SSA Exams

If a state exam report lacks adequate agreements for corrective action, or the
state examiner is not adequately addressing the significant BSA violation(s),
the NCUA examiner will recommend the field supervisor (or RD) communicate
with the SSA. The examiner will document the outcome of such com-
munications and the actions taken in a memo to DOS4.

Joint Exams or Supervision Contacts

During a joint exam, either a state examiner or an NCUA examiner may review
BSA. If a state examiner performs the BSA review, the NCUA examiner must
review the state examiner's work. If the review performed by the state exam-
iner is insufficient, the NCUA examiner should amend the review and doc-
ument the reason for doing so .

The NCUA examiner must also determine whether:

1Bank Secrecy Act
2Small Credit Union Examination Program
3The NCUA's Office of National Examinations and Supervision. The term “Regional Director” includes the ONES Dir-

ector and “associate Regional Director” includes the ONES Deputy Director.
4Dijvision of Supervision

BSA Supervision 45



National Supervision Policy Manual Version 21.0

The €CV1! includes the appropriate regulation ("BSA” or “BSA-S2”) and
specific citation for each violation.

The required BSA scope steps are completed.

The CCV and BSA scope steps are included in MERIT Contact Type 1 -
Examination (1.6, 1.7, or 1.8) or Contact Type 2 - Supervision Onsite
(2.9 or 2.10).

The report includes adequate agreements for corrective action.

Violation Resolution in FISCUs

Although SSAs are responsible for daily supervision of FISCUs, NCUA exam-
iners work with SSAs to remain aware of FISCUs' progress in resolving sig-
nificant BSA violations. For significant BSA violations that have not been
resolved in a reasonable timeframe, examiners or field supervisors should fol-
low up with the respective SSA to assess the status of corrective actions and
determine whether further administrative action is necessary. In rare
instances, examiners may need to contact the FISCU directly to assess res-
olution status.

Last updated February 2, 2023

BSA Reporting and Quality Control

Other responsibilities for BSA3-related reporting and consultation include:

Regional DOS
e Monthly:

o Complete a quality control review of all BSA violations reported,
both significant and nonsignificant, during the prior month and work
with examiners and field supervisors to make necessary corrections
(for example, incorrect citations, duplicate citations, and BSA viol-
ations identified as significant that should have been designated
nonsignificant or vice versa).

° By month end, ensure follow-up contacts or exams have been
closed for all FCUs with significant BSA violations still outstanding

1Consumer Compliance Violations
2Significant BSA violation
3Bank Secrecy Act
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o Within seven business days following the end of a month, post a
memo to the relevant folder , confirming that the quality control
review process was completed and identifying whether any admin-
istrative actions beyond DORs were taken. Include in the admin-
istrative actions list whether any FICUs with significant BSA issues
were conserved.

e Quarterly:
° Provide field supervisors and district examiners with the report from

E&I! of significant BSA violations outstanding to report progress
and the status of corrective action(s).

° Provide status updates to E&I for significant BSA violations out-
standing.

e Ad Hoc:
> Provide OGC2 and E&I with a draft of an LUA considered for pub-
lication two business days before delivery of the LUA to credit union
officials for signature.

° Obtain concurrence from OGC and consult with E&I before issuing a
C&D3 order.

o Consult with OGC and E&I before assessing CMPs.

E&I
e Monthly:

o Review memos from the regions regarding BSA violation quality con-
trol reviews, BSA-related administrative actions (beyond DORSs)
issued, and whether any FICUs with significant BSA issues were con-
served that month.

e Quarterly:

o Review BSA violations to supplement the regions’ quality control
reviews and send a list of any incorrect or duplicate violations not
already corrected to regional DOS%.

e Annually:

Last updated February 2, 2023

10ffice of Examination and Insurance
2The NCUA's Office of General Counsel
3Cease and desist

4Dijvision of Supervision
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Change of Officials for Troubled and
Newly Chartered Credit Unions

Under NCUA regulation § 701.14, Change in official or senior executive officer
in credit unions that are newly chartered or are in troubled condition, a fed-
erally insured credit union that meets certain conditions (see the Affected
Credit Unions section of the NSPM) must obtain the RD's approval for per-
sonnel changes (board of directors, credit or Supervisory Committee, or senior
executive officer) at least 30 days before the effective date of the change, or
within 48 hours of election at an annual membership meeting. For state-
chartered federally insured credit unions, the NCUA will consult with the appro-
priate SSA before making a final decision.

The regulation requires written notice from the credit union and RD approval
before an individual can begin service at the credit union. The only exceptions
to this requirement are if a credit union requests, and the RD waives, prior
notice per NCUA regulation § 701.14 c(2)(i), Waiver requests, and in the case
of the election of a new member of the board of directors or credit committee
member, NCUA regulation § 701.14(c)(2)(ii), Automatic waiver.

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 RD. If a RD grants a prior notice
waiver or in the case of a new elected director or credit committee member,
the RD can still deny the individual and will have 30 days after receipt of the
notice and information.

Last updated July 29, 2015
DOS Responsibilities

Initial Notice Procedures

Within ten calendar days after receiving the notice, the RD will acknowledge
the application (if it is complete) or request that the credit union submit spe-
cific additional information within 30 calendar days.
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Receipt of Incomplete Package

« RD will issue a written decision within 30 calendar days of receipt of the
original notice, plus the amount of time the credit union takes to provide
requested additional information

» If additional information is not submitted within 30 calendar days of
the RD’s request, he or she may either deny the proposed individual
or review and take action on the notice based on the information
provided

Receipt of Complete Package

« Upon receipt of a complete package, DOS1 will
» Obtain a credit report
» If the report contains adverse credit information, the RD 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 OGC2 perform a criminal back-
ground search on the applicant if determined necessary.
However, regions should keep in mind that the results of the
criminal background search may not be available until after the
statutory response date passes. This does not allow the stat-
utory response date to be extended.

» RD 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

1Division of Supervision
2The NCUA's Office of General Counsel
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» The RD will use the applicable template:
e Pre-Adverse Action Disclosure Letter

 Deny Change of Officials Due In Part to Adverse Credit

Last updated July 29, 2015

Exam 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.

Laast updated July 29, 2015

Affected Credit Unions

o Chartered within the past two years

« For FCUs assigned a CAMELSZ composite rating of 4 or 5 by the NCUA or,
for FISCUs, an equivalent of CAMELS 4 or 5 by either the NCUA (after an
onsite contact) or its state supervisor; or

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

Last updated July 29, 2015

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 RD’s
approval for the replacement of certain credit union employees and all offi-
cials.

1Division of Supervision
2CAMELS is a rating system to evaluate the soundness of credit unions. The letters stand for: Capital Adequacy Asset
Quality Management Earnings Liquidity Sensitivity to Market Risk
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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
seeking approval. FISCUs shall also file a copy of these forms with their state
supervisor.

Last updated July 29, 2015

Approval Process

Upon receipt of the examiner’s recommendation, DOS! will review and ana-
lyze the recommendation for appropriate support and justification.

If DOS or the RD disagree with the field recommendation, the supervisor will
be contacted to discuss further, as time permits. The field will be given the
opportunity to further support or revise their recommendation. DOS finalizes
the response letter for the RD 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

the NCUA's approval of employment or official association with the credit
union with a copy to the credit union, examiner, and supervisor.

Approval Timeframes

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

Automatic
Approval

Reference Description Timeframe

Parties may petition the
appropriate RD for a waiver
of the prior notice required.
Waiver may be granted ifit |None No
is found that delay could
harm the credit union or the
public interest.

§701.14 c(2)(i),
Waiver requests

Last updated July 29, 2015

1Division of Supervision
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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.

Last updated July 29, 2015

Grounds for Denial

The RD will provide specific reasons for denial based on the authority of

NCUA regulation § 701.14(e), Notice of disapproval. All disapprovals require
OGC!1 concurrence. The RD should forward any draft disapproval letter to OGC
for review and concurrence at least ten calendar days before the expiration
date for the RD 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 during their review process.

The RD will weigh the factors listed below, and will deny the request if, on bal-
ance, the issues relating to the individual's competence, experience, char-
acter, or integrity are such that it is not in the best interest of the credit
union's members or the public for the individual to be employed by or asso-
ciated with the credit union.

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

e 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 NCUA regulation § 701.14, Change
in official or senior executive officer in credit unions that are newly
chartered or are in troubled condition. Other criminal convictions

1The NCUA's Office of General Counsel
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may not. Regional officel 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.

NCUA regulation part 713, Fidelity Bond and Insurance Coverage for Federally
Insured Credit Unions, requires certain minimum bond coverage for credit
union employees and officials. Therefore, if an applicant is unable to secure
the required minimum coverage they may not serve and there is no need for
any review under § 701.14(e), Notice of disapproval.

If the application is not approved, DOS2 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 RD within 15 calendar days of receipt
of the notice of denial, or file an appeal directly with the NCUA Board

1*Regional offices” includes ONES.
2Dijvision of Supervision
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Last updated July 29, 2015

Request for Reconsideration or Appeal

As stated in the NSPM, the NCUA will inform a credit union of its option to
request reconsideration by the RD or the option to appeal the decision directly
to the NCUA Board in a denial letter. A credit union's request for recon-
sideration must:

» Be submitted to the RD in writing

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

» Contain the specific reasons why the 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 RD reconsideration. NCUA
regulation part 746, Subpart B-Appeals procedures that do not by Law Require

a Board hearing, provides guidance for the appeal.

Last updated July 29, 2015

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 the NCUA is aware of the credit union’s with-
drawal.

Last updated July 29, 2015
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Change of Officials for Troubled and Newly
Chartered Credit Unions 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

Last updated July 29, 2015
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Corporate Credit Union Program and Pro-
cedures

The NCUA Board created ONES! in July 2012 to evaluate key risk areas and
risk management practices in CCUs and the largest consumer credit unions.
Since January 1, 2014, ONES has been responsible for supervising CCUs.
Rather than conducting a point-in-time examination, supervision activities are
conducted routinely as part of an annual supervisory cycle. By evaluating risk
qualitatively and quantitatively on an ongoing basis, it allows ONES staff to
arrive at informed, supportable, and consistent conclusions about the health
and safety of assigned credit unions.

Throughout the NSPM, the term “regional office” includes ONES. The
"Regional Director" term includes the ONES Director and “Associate
Regional Director” includes the ONES Deputy Director.

This NSPM section describes situations unique to CCUs for consideration in ful-
filling ONES’s examination and supervision responsibilities.

Corporate Policies and Procedures

Besides circumstances in which the NCUA regulations part704, Corporate
Credit Unions, and the related delegated authorities require other processes or
procedures, ONES follows the NSPM'’s policies and practices for CCUs to the
fullest possible extent. ONES staff will follow the general responsibilities, pro-
cedures, and requirements in the NSPM’s Regulatory Waivers and other Regu-
latory Actions section to process waivers, changes of officials, and other
regulatory requests.

When ONES cannot use all the automated tools for CCU examinations or super-
vision contacts, staff should follow existing ONES procedures or processes

until CCUs are incorporated into the automated systems. For example, ONES
staff should review the monthly Corporate financial performance reports
(CFPRs) for financial trend analysis in place of RADARZ.

Last updated February 2, 2023

1The NCUA's Office of National Examinations and Supervision. The term “Regional Director” includes the ONES Dir-
ector and “associate Regional Director” includes the ONES Deputy Director.
2Risk Assessment and Data Analytics Rating
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Corporate Regulatory Waivers

Per NCUA regulation § 704.1(b), the NCUA Board can issue orders that vary
from part 704, Corporate Credit Unions. For state chartered CCUs, the NCUA
will coordinate concurrence from the CCU’s SSA before issuing an approval or
denial.

The risks associated with each regulatory waiver are unique. Depending on
regulatory requirements, materiality, and/or complexity of the request, dif-
ferent CCUs may be required to produce different documentation than what
another CCU had to produce.

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

Request Requirements

Regulatory waivers have different requirements. A CCU’s request for a reg-
ulatory waiver should include:

 Justification supporting the request

» Copies of all applicable existing or draft policies and procedures relating
to the regulatory waiver being sought

» Proposed systems and personnel needed to manage the program the
waiver impacts efficiently and effectively

» A board resolution authorizing submission of an application for the reg-
ulatory waiver

» Analysis of the CCU’s current capital position and its ability to meet the
capital requirements on the date of implementation

» Pro-forma balance sheets, income statements, and capital “"what-if” ana-
lyses demonstrating the benefits of the proposed regulatory waiver and
acceptable risk to capital

» Other documentation supporting the request and the capabilities of the
CCU’s operational structure
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DOS Initial Responsibilities (Review Request)

Upon ONES1's receipt of the credit union’s application, DOSZ2 will perform a
cursory review to determine if the credit union request is complete.

If the request is complete, DOS will:
» Prepare and send an acknowledgement letter to the CCU

» Prepare and send a work assignment to the field requesting a recom-
mendation for approval or denial (package includes CCU’s request, applic-
ation materials, and supporting documentation)

If a request is incomplete, DOS will:

» Prepare and send an incomplete/denial letter to the CCU via secure email
» Ensure the letter lists the additional information the CCU must sub-
mit if they would like the request to be considered

» Copy the examiner and supervisor on the letter

Exam Staff Responsibilities (Review CCU)

Examiners and their supervisors are responsible for evaluating the risk of the
regulatory waiver request. The examiner will scale the scope and depth of the
review according to the materiality of the regulatory waiver request. During
the evaluation, the examiner should:

» Review all pertinent documents

» Evaluate the CCU’s management, capital level, CAMEL and risk ratings,
and financial strength

» Consult with specialist(s) to determine if additional information is needed
» Contact the CCU to obtain any missing/additional information

» Determine if the materiality and complexity of the waiver request will
necessitate a targeted review by the supervisory team or ONES spe-
cialized examiners

o If so, the examiner will develop a project plan and submit it to the
NFS for approval

1The NCUA's Office of National Examinations and Supervision. The term “Regional Director” includes the ONES Dir-
ector and “associate Regional Director” includes the ONES Deputy Director.
2Dijvision of Supervision
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® The request will include an estimate of the time needed to com-
plete an effective review of the request and how it may impact
the timing of response by ONES on the waiver request itself

» 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 CCU from applying
for reconsideration or filing an appeal.

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.

DOS Responsibilities (Process Request)

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

» Review and process the field’s approval or denial recommendation and
their completed due diligence review

» Prepare a concurrence package for the ONES Director’s approval or
denial of the waiver request or recommendation of approval to other
offices as outlined in the NCUA Delegations of Authority, if applicable

» Obtain necessary concurrences in accordance with the NCUA Delegations
of Authority, if applicable
o Concurrence Package - Table of Contents includes the required doc-
umentation for a package that requires E&I! and OGC2 con-
currence and NCUA Board approval of the waiver request
® ONES will prepare a concurrence request memo to E&I and
0GC

10ffice of Examination and Insurance
2The NCUA's Office of General Counsel
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° ONES should notify OED for waivers that require NCUA Board

approval and summarize the proposed transaction
® ONES will allow ten business days for OED to review and concur

°© ONES must follow the Board Secretary-issued instructions and due
dates for transactions that require NCUA Board approval

°© The ONES Director must submit a notice to the NCUA Board describ-
ing each waiver intended for approval within the ONES Director’s del-
egated authority

» Submit the recommendation and proposed response letter to the ONES
Director for approval or denial and signature

» Email the signed letter to the CCU (copying the examiner and supervisor)

If DOS or the ONES Director disagree with the field’s recommendation, DOS
will:

» Notify the supervisor of the reason(s) for the lack of concurrence, allow-
ing the field to support further or revise their recommendation in the
Regional Summary

» Draft revised correspondence
» Finalize the response letter for the ONES Director’s signature

« Email the signed letter to the CCU (copying the examiner and supervisor)
After Approving Regulatory Waiver
Monitoring

Examiners will ensure the CCU is compliant with the regulations and the
requirements for operating under the approved regulatory waiver.

During each annual examination, examiners will document compliance with
the approved regulatory waiver. Failure to maintain compliance will result in
the revocation of the regulatory waiver.

Addressing Violations

If the examiner identifies a violation of the regulatory waiver during a sub-
sequent examination, the violation will be documented in the examination
report and treated as a significant concern. If necessary, the examination will
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include corrective action, including ceasing the activity in violation of the reg-
ulatory waiver.

At a minimum, the corrective action will direct the CCU to submit a written
plan for resolution to the ONES Director. The examiner will evaluate the fin-
ancial severity or potential risk and decide whether to recommend revocation
of the regulatory waiver in consultation with their supervisor.

If the examiner and supervisor determine the violation of the regulatory
waiver does not present a heightened material risk to the CCU and believes
the CCU will take appropriate corrective action through examination agree-
ments, in the Closed Information Questionnaire examiners will:

 Document the waiver violation
» Provide support for the decision not to recommend revocation

» Attach concurrence from the supervisor

Last updated February 2, 2023

Processing Corporate Requests for Expanded
Authority

NCUA regulation part 704, Appendix B, Expanded Authorities and Require-
ments, establishes the framework and requirements for managing the addi-
tional risk allowed when a CCU applies and is approved for expanded
investment authorities. The risks associated with each expanded investment
authority are unique; the rule allows a corporateCCU to apply for additional
investment authorities it determines are necessary to manage balance sheet
risk or to request authority for all expanded authorities. For state-chartered
CCUs, the CCU must obtain approval for the expanded authority from the SSA
before submitting its request to NCUA.

The risks associated with each expanded investment authority are unique; the
rule allows a CCU to apply for additional investment authorities it determines

is necessary to manage balance sheet risk or to request authority for all expan-
ded authorities.

The NCUA issued Guidelines for Submission of Requests for Expanded Author-
ity to help CCUs and examiners evaluate CCU compliance with expanded
investment authorities (parts I through IV). The guidelines provide additional
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clarity for submitting requests for expanded authorities and help examiners
determine the need and qualifications of the CCU that has made a request.

Request Requirements

As described in NCUA regulation part 704, Appendix B, Expanded Authorities
and Requirements, a CCU’s request for an expanded authority waiver must
include:

» Corporate self-assessment plan
Additionally, a CCU’s request for an expanded authority waiver should include:
 Justification supporting the request

» Copies of all existing or draft policies and procedures relating to the
expanded authority being sought

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

» SSA approval for the request if it is a state-chartered CCU

A CCU should provide additional information and documentation if needed.

DOS Initial Responsibilities (Review Request)

Upon ONES1’s receipt of the CCU’s expanded authority waiver request, DOS?2
will perform a cursory review before determine if the request is complete.

If a request is complete, DOS will:
» Prepare and send an acknowledgment letter to the CCU via secure email

» Prepare and send a work assignment to the field requesting a recom-
mendation for approval or denial (package includes CCU’s request, applic-
ation materials, and supporting documentation)

If a request is incomplete, DOS will:

» Prepare and send an incomplete letter to the CCU via secure email
o Ensure the letter lists the additional information the CCU must sub-
mit if they would like the request to be considered

1The NCUA's Office of National Examinations and Supervision. The term “Regional Director” includes the ONES Dir-
ector and “associate Regional Director” includes the ONES Deputy Director.
2Dijvision of Supervision
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o Copy the examiner and supervisor on the letter

Exam Staff Responsibilities (Review Request)

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

» Review all pertinent documents

» Consult with the assigned capital markets specialist in collaboration with
their supervisor to determine if a targeted review is necessary

» Complete the applicable expanded authorities review checklist
» Contact the CCU to obtain any missing/additional information

» 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

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.

Last updated February 2, 2023

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
should:

» Review all pertinent documents

» Consult with the assigned capital markets specialist to determine if an
onsite contact is necessary

 Complete the applicable expanded authorities review checklist
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» Initiate and send a recommendation memo to approve or deny the
request to the ONES! mailbox

Last updated July 29, 2015

DOS Responsibilities (Process Request)

DOS2 will review and analyze the recommendation for appropriate support
and justification upon receipt of the field’'s recommendation. DOS will:

» Review and process the field’s approval or denial recommendation and
their completed due diligence review

« Prepare a concurrence package for the ONES3 Director’s approval or
denial of the waiver request or recommendation of approval to other
offices as outlined in the NCUA Delegations of Authority, if applicable

o Concurrence Package - Table of Contents includes the required doc-
umentation for a package that requires E&I4 and OGC> con-
currence and NCUA Board approval of the waiver request

® ONES will prepare a concurrence request memo to E&I and
OGC

°© ONES should notify OED for waivers that require NCUA Board
approval and summarize the proposed transaction
® ONES will allow ten business days for OED to review and concur

°© ONES must follow the Board Secretary-issued instructions and due
dates for transactions that require NCUA Board approval

o The ONES Director must submit a notice to the NCUA Board describ-
ing each waiver intended for approval within the ONES Director’s del-
egated authority

» Obtain necessary concurrences in accordance with the NCUA Delegations
of Authority, if applicable

» Submit the recommendation and proposed response letter to the ONES

1The NCUA's Office of National Examinations and Supervision. The term “Regional Director” includes the ONES Dir-
ector and “associate Regional Director” includes the ONES Deputy Director.

2Division of Supervision

3The NCUA's Office of National Examinations and Supervision. The term “Regional Director” includes the ONES Dir-
ector and “associate Regional Director” includes the ONES Deputy Director.

40ffice of Examination and Insurance

5The NCUA's Office of General Counsel

Corporate Credit Union Program and Procedures 64


https://ncua2.sharepoint.com/sites/BoardSecretarySPO/Delegations of Authority/Forms/AllItems.aspx
https://ncua2.sharepoint.com/sites/BoardSecretarySPO/Shared Documents1/Forms/AllItems.aspx
https://ncua2.sharepoint.com/sites/BoardSecretarySPO/Shared Documents1/Forms/AllItems.aspx

National Supervision Policy Manual Version 21.0

Director for approval and signature
» Email the signed letter to the CCU (copying the examiner and supervisor)

If DOS or the ONES Director disagree with the field’s recommendation, DOS
will:

» Notify the supervisor of the reason(s) for the lack of concurrence, allow-
ing the field to support further or revise their recommendation in the
Regional Summary

» Draft a revised correspondence

» Finalize the response letter for the ONES Director’s review and approval

Last updated February 2, 2023
After Approving Corporate Expanded Authority

Monitoring

Examiners will ensure the CCU complies with the regulations and require-
ments for operating under the approved expanded authority.

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

Addressing Violations

If the examiner identifies a violation of the authorized expanded authority dur-
ing a subsequent examination, the examiner will document the violation in the
examination report and treat it as a significant concern. If necessary, the
examination will include corrective action, including ceasing the activity in viol-
ation of the expanded authority.

At a minimum, the corrective action will direct the CCU to submit a written
plan for resolution to the ONES! Director. The examiner will evaluate the fin-
ancial severity or potential risk and decide whether to recommend revocation
of the expanded authority in consultation with their supervisor.

If the examiner and supervisor determine the violation of the expanded author-
ity does not present a heightened material risk to the CCU and believes the

1The NCUA's Office of National Examinations and Supervision. The term “Regional Director” includes the ONES Dir-
ector and “associate Regional Director” includes the ONES Deputy Director.
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CCU will take appropriate corrective action through examination agreements,
in the Closed Information Questionnaire examiners will:

 Document the waiver violation
» Provide support for the decision not to recommend revocation

» Attach concurrence from the supervisor

Last updated February 2, 2023

Investment Action Plans

NCUA regulations §§ 704.6(h), Requirements for investment action plans, and
704.10, Investment action plan, state requirements for an IAP. The NCUA
expects a CCU will maintain the quality of its investment portfolio in accord-
ance with NCUA regulation part 704, Corporate Credit Unions by evaluating
securities, their issuers, and any counterparties in all investment transactions.

Any CCU in possession of an investment, including a derivative, that fails to
meet a part 704 requirement must, within 30 calendar days of the failure,
report the failed investment to its board of directors, Supervisory Committee,
and the ONES1 Director. If a CCU does not sell the failed investment, and the
investment continues to fail to meet a requirement of part 704, it must, within
30 calendar days of the failure, provide a written action plan described in
NCUA regulation § 704.10, Investment action plan, to the ONES director .

An investment is subject to the requirements of § 704.10, Investment action
plan, if the following regulatory requirements of NCUA regulation § 704.6,
Credit risk management, have been violated:

» Appropriate monitoring of investment would reasonably conclude that
the investment presents more than a minimal amount of credit risk

» Investment is part of an asset class or group of investments that exceeds
the issuer, sector, or sub-sector concentration limits of § 704.6, Credit
risk management

For measurement purposes, each new credit transaction must be evaluated in
terms of the CCU'’s capital at the end of the transaction. An investment that

1The NCUA's Office of National Examinations and Supervision. The term “Regional Director” includes the ONES Dir-
ector and “associate Regional Director” includes the ONES Deputy Director.
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fails a requirement of this section because of subsequent reduction in capital
will be deemed non-conforming. CCUs are required to exercise reasonable
efforts to bring nonconforming investments into conformity within 90 calendar
days. Investments that remain nonconforming for more than 90 calendar days
will be deemed to fail a requirement of this section, and the CCU must comply
with § 704.10, Investment action plan.

A CCU with a security that an IAP covers is subject to monthly monitoring and
reporting requirements.

Request Requirements

As described in NCUA regulations § 704.10, Investment action plan, a CCU’s
written IAP must include:

e The investment’s characteristics and risks

» The process to obtain and adequately evaluate the investment’s market
pricing, cash flows, and risk

 How the investment fits into the CCU’s asset and liability management
strategy

» The impact that either holding or selling the investment will have on the
CCU’s earnings, liquidity, and capital in different interest rate envir-
onments

» The likelihood the investment may again pass the requirements of this
part

DOS Initial Responsibilities (Review Request)

Upon ONES'’s receipt of the CCU’s IAP, DOS1 will perform a cursory review to
determine if the request is complete.

If a request is complete, DOS will:
» Prepare and send an acknowledgment letter to the CCU via secure email

» Prepare and send a work assignment to the field requesting a recom-
mendation for approval or denial (package includes CCU’s request, applic-
ation materials, and supporting documentation)

If a request is incomplete, DOS will:

1Division of Supervision
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» Prepare and send an incomplete/denial letter to the CCU via secure email
o Ensure the letter lists the additional information the CCU must sub-
mit if they would like the IAP to be considered

o Copy the examiner and supervisor on the letter

Exam Staff Responsibilities (Review Request)

» Examiners and their supervisors are responsible for evaluating a CCU’s
investment strategy and policies and the specific investments that res-
ulted in the violation of part 704 and the need for the CCU to file an IAP.
During the evaluation, the examiner should:

» Review all pertinent documents, including both pre- and post-purchase
analyses

» Consult with the assigned capital markets specialist to ensure appro-
priate analysis and recommendation

» Contact the CCU to obtain any missing/additional information

» 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

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.

DOS Responsibilities (Process Request)

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

» Review all supporting documentation, including both pre- and post-pur-
chase analyses

» Provide additional comments in the Regional Summary and include an
approval or denial recommendation
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» Edit the draft letter for approval, partial approval, deferral, or denial

» Submit the recommendation and proposed response letter to the ONES
Director for approval and signature

« If DOS and/or the ONES Director disagree with the field’s recom-
mendation, DOS will:

» Notify the supervisor of the reason(s) for the lack of concurrence, allow-
ing the field to support further or revise their recommendation in the
Regional Summary

» Draft a revised correspondence

» Finalize the response letter for the ONES Director’s review and signature
After Approving an Investment Action Plan

Monitoring

Examiners will monitor monthly to ensure the CCU complies with the reg-
ulation and the requirements of any approved IAP. Monitoring will include
ensuring that the CCU 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 CCU to maintain compliance and
meet reporting requests may result in the revocation of an approved IAP.

Addressing Violations

If the examiner identifies a violation of the approved IAP or additional reg-
ulatory violations that were unreported during a subsequent examination, the
examiner will document the violation in the examination report and treat such
violation as a significant concern. The examination will include corrective
action, including directing the CCU to sell out-of-compliance investments.

At a minimum, the corrective action will direct the CCU to submit a written

plan for resolution to the ONES Director. The examiner will evaluate the fin-
ancial severity or potential risk and decide, in consultation with their super-
visor, and the ONES 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 CCU and believes
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the CCU will take appropriate corrective action through examination agree-
ments, in the Closed Information Questionnaire examiners will:

 Document the waiver violation
» Provide support for the decision not to recommend revocation

» Attach concurrence from the supervisor

Last updated February 2, 2023

Capital Restoration Plans

DEs are responsible for monitoring compliance with the proper filing and main-
tenance of a CRP! under NCUA regulation § 704.4, Prompt corrective action.
The ONES? Director has delegated authority to manage the CRP and approval
process.

Capital Restoration Plan Requirements

Any undercapitalized CCU must have in place an NCUA-approved CRP. A CCU
must file a written CRP with the NCUA within 45 days of the date that the CCU
receives notice or is deemed to have notice that the CCU is undercapitalized,

significantly undercapitalized, or critically undercapitalized, unless the NCUA

notifies the CCU in writing that the plan is to be filed within a different period.
A CRP must specify:

» Steps the CCU will take to become adequately capitalized
» Levels of capital to be attained during each year the plan will be in effect

» How the CCU will comply with the restrictions or requirements in effect
under PCA

» Types of levels of activities in which the CCU will engage

Refer to the NSPM's CCU PCA section for more information on capital clas-
sifications.

1Capital Restoration Plan
2The NCUA's Office of National Examinations and Supervision. The term “Regional Director” includes the ONES Dir-
ector and “associate Regional Director” includes the ONES Deputy Director.
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DOS Initial Responsibilities (Review Request)

Due to the time sensitivity of CRP packages, DOS! should perform a cursory
review of incoming packages for completeness, ensuring all the required
information as outlined in NCUA regulation § 704.4(e)(2), Contents of plan, 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:

» A work assignment and send 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

» A letter to the CCU and provide a date by which the ONES Director will

respond consistent with NCUA regulation § 704.4(e)(4), Review of capital
restoration plans

Exam Staff Responsibilities (Review Request)
During the evaluation, the examiner should:

» Review all pertinent documents

» Contact the CCU to obtain any missing/additional information

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

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

o If the examiner recommends denying the plan, the letter must list
the plan’s specific deficiencies that warrant denial

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.

1Division of Supervision
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DOS Responsibilities (Process Request)

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

» Review the CRP and all supporting documentation

» Provide additional comments in the Regional Summary and include an
approval or denial recommendation

» Edit the draft letter for approval, partial approval, deferral, or denial

» Submit the recommendation and proposed response letter to the ONES
Director for approval and signature

If DOS and/or the ONES Director disagree with the field’s recommendation,
DOS will:

» Notify the supervisor of the reason(s) for the lack of concurrence, allow-
ing the field to support further or revise their recommendation in the
Regional Summary

» Draft a revised correspondence
» Finalize the response letter for the ONES Director’s review and sighature

« Email the signed letter to the CCU (copying the examiner and supervisor)

Last updated February 2, 2023
Processing a Capital Restoration Plan

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.

1capital Restoration Plan
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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 NWRP/RBP and Deny NWRP/RBP templates for corporate use. If you
recommend denying the plan, the letter must list the specific deficiencies in
the plan that warrant denial. ONES DOS?2 should ensure the delivery method
of the letter to the credit union includes a signature.

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 FCUs 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

Last updated July 29, 2015

Failure to Submit a CRP

DOS3 will monitor CCUs that fail to submit a CRP% and contact the supervisor
for a status report when the CRP is not received by the due date.

When any CCU fails to file the CRP on time, examiners will draft a letter to the
CCU through their supervisor notifying the CCU that it is out of compliance
with NCUA’s regulations. The supervisor will submit the letter to ONES®> Mail
within three business days of receipt.

A CCU that is undercapitalized and fails to submit a written capital restoration
plan within 45 days of the date the CCU receives notice it is undercapitalized
will, upon the expiration of the 45 days, be subject to all of the provisions of
NCUA regulation § 704.4, Prompt corrective action, applicable to significantly
undercapitalized CCUs.

1The NCUA's Office of National Examinations and Supervision. The term “Regional Director” includes the ONES Dir-
ector and “associate Regional Director” includes the ONES Deputy Director.
2Division of Supervision

3Division of Supervision
4Capital Restoration Plan

5The NCUA's Office of National Examinations and Supervision. The term “Regional Director” includes the ONES Dir-
ector and “associate Regional Director” includes the ONES Deputy Director.
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After Approving the CRP
Monitoring

Examiners will monitor each CCU operating with a CRP. Additionally, exam-
iners will complete a quarterly review of the CCU’s progress meeting the CRP
and document the results within MERIT until the plan is no longer needed.

Examiners and their supervisors are responsible for monitoring compliance
with the CRP.

Addressing Discrepancies

If a review determines a CCU has materially fallen short of the CRP’s goals,
examiners will:

» Instruct the CCU to adjust financial and operational strategies to comply
with the CRP

» Advise, when appropriate, the CCU to develop and submit a revised CRP
» Pursue additional supervisory remedies, such as administrative action

If the review determines the existing, approved plan is no longer adequate,
examiners will send an email (through their supervisor) to the ONES mailbox
along with a draft letter instructing the CCU to submit a revised plan.

Documentation will include a comparison of the CCU’s actual performance with
its current CRP.

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

Last updated February 2, 2023

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! DOSZ will provide the corporate form (similar to the quarterly PCA
tracking report) when needed. Examiners will perform onsite supervision con-

1The NCUA's Office of National Examinations and Supervision. The term “Regional Director” includes the ONES Dir-
ector and “associate Regional Director” includes the ONES Deputy Director.
2Dijvision of Supervision
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tacts 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 CRPL. 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.

Last updated July 29, 2015
CRP that is No Longer Needed

Once a CCU with a CRP? is effectively classified as “adequately capitalized”
under PCA and successfully remains so for 12 consecutive months, the CCU is
no longer required to operate under a CRP, and the CRP is no longer in effect.

With the supervisor’s concurrence, examiners will review the CCU’s financial
and operational condition, confirm the accuracy of the capital classification,

1capital Restoration Plan
2Capital Restoration Plan
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and draft a memo to the ONES! Director confirming the CRP is no longer in
effect.

 The memo will include:
o A draft letter advising the CCU that the CRP is ending

o Supervision plans, if necessary, for monitoring PCA compliance until
the CCU becomes “well capitalized”

» The supervisor will review the recommendation and the draft letter and
forward it to DOS? for processing

» The ONES office will issue a letter to the CCU formally acknowledging that
the CRP is no longer in effect

PCC Redemption Request

The NCUA regulations § 704.3(c)(3), Callability, allows CCUs to call PCC so
long as all minimum required capital and NEV ratios are met after redeeming
the PCC, and a formal request is made to and approved by the NCUA. The
ONES Director can approve the PCC redemption request with the concurrence
of E&I3.

In most cases, CCUs were required to acquire and maintain PCC to meet and
maintain at least adequately capitalized status due to the 2009-2010 CCU
crisis, which weakened many CCUs individually and the credit union system.
Given the systemically important nature of the “banker’s bank” activities CCUs
provide to the credit union system as a whole, CCUs’ ability to effectively man-
age and maintain capital reserves sufficient to their risk profile is crucial to the
ongoing strength and resilience of the credit union system. Maintaining and
managing capital to regulatory requirements alone is not considered a suitable
replacement for an active and effective ongoing capital analysis and planning
process, given the role CCUs play within the larger credit union industry.

The decision to redeem PCC must be made with the interest of the CCU, their
member credit unions, and the safety of the SIF in mind.

1The NCUA's Office of National Examinations and Supervision. The term “Regional Director” includes the ONES Dir-
ector and “associate Regional Director” includes the ONES Deputy Director.
2Dijvision of Supervision

30ffice of Examination and Insurance
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PCC Redemption Requirements

An evaluation of capital adequacy and strength of capital management prac-
tices must be considered on the current reporting period and on a forward-
looking basis. As part of a review of a CCU’s application to redeem PCC, the
assigned DE should consider the following:

» The overall financial condition of the CCU, along with an evaluation of any
anticipated or emerging risk exposures that may not be accounted forin
ongoing accounting and performance management reporting

» The strength of the CCUs risk management and ongoing capital assess-
ment, planning and management practices to identify and maintain mean-
ingful minimum retained earnings and leverage ratio tolerances and
standards in accordance with NCUA regulation § 704.3(a)(2)

° This evaluation should consider an estimation of both expected and
unexpected loss and evaluate the sufficiency of capital under vari-
ous stress scenarios

Capital planning and supervisory analysis by CCUs should consider qualitative
and quantitative factors that may affect capital adequacy. Capital adequacy
cannot be determined solely based on a numeric formula; standard and reg-
ulatory minimum requirements should not be considered a proxy for assess-
ment of the adequacy of a CCU’s capital position.

When ONES receives a PCC redemption request, the DE will lead the PCC
redemption review with assistance from a capital market specialist and other
specialists as deemed appropriate. The DE documents their review using the
Regional Summary template. The summary and analysis must evaluate (at a
minimum) the following:

e CCU's current financial condition
» Post PCC redemption financial condition

» Assessment of capital resiliency under adverse conditions (including ter-
mination of the EBAL program) and projected capitalization

» CCU risk management fundamentals

» CCU capital policies and oversight process

1Excess Balance Account
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» Approaches and assumptions used to produce the ongoing capital assess-
ments and forecasts

DOS Initial Responsibilities (Review Request)

DOS should perform a cursory review of the incoming package for com-
pleteness. CCUs should provide sufficient documentation for analysts to eval-
uate the CCU’s capital adequacy assessment, capital adequacy plan, and PCC
redemption proposal. The analyst should evaluate whether the CCU has incor-
porated the decision to redeem PCC into its larger capital plan and policy and
should also consider the considerations outlined in NCUA regulation § 704.3
(d)(2), Appropriate considerations for establishing individual minimum capital
reguirements.

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

For a complete package, DOS will prepare:

» A work assignment and send the request to the examiner and the super-
visor with a required response date of at least ten business days

» A letter to the CCU and provide a date by which the ONES Director will
respond

Exam Staff Responsibilities (Review Request)

Examiners should perform a detailed review of the incoming package for com-
pleteness. CCUs should provide sufficient documentation for examiners to eval-
uate the CCU’s capital adequacy assessment, capital adequacy plan, and PCC
redemption proposal. The DE should evaluate whether the CCU has incor-
porated the decision to redeem PCC into its larger capital plan and policy and
should also consider the considerations outlined in NCUA regulation § 704.3
(d)(2), Appropriate considerations for establishing individual minimum capital
regquirements.

Further, the review should include an evaluation of corporate capital strength
exclusive of the Federal Reserves EBA program. For capital adequacy that can-
not be demonstrated without using the EBA program, CCUs should have in
place reasonable, legally committed, and tested off-balance sheet altern-
atives. This is necessary as a change or interruption to the EBA program
requirements could severely impact a CCU’s capital.

During the evaluation, the examiner should:
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Review all pertinent documents
Contact the CCU to obtain any missing/additional information

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

Email the approval, partial approval, deferral, or denial letter, the
Regional Summary, and any other supporting documentation to their
supervisor
o If the examiner recommends denying the redemption request, the
letter must list the specific deficiencies that warrant denial

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.

DOS Responsibilities (Process Request)

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

Review the redemption request and all supporting documentation

Provide additional comments in the Regional Summary and include an
approval or denial recommendation

Edit the draft letter for approval, partial approval, deferral, or denial

Submit the recommendation and proposed response letter to the ONES
Director for approval and signature

If DOS and/or the ONES Director disagree with the field’s recommendation,
DOS will:

Notify the supervisor of the reason(s) for the lack of concurrence, allow-
ing the field to support further or revise their recommendation in the
Regional Summary

Draft a revised correspondence
Finalize the response letter for the ONES Director’s review and signature

Email the signed letter to the CCU (copying the examiner and supervisor)

Last updated February 2, 2023
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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 NCUA regulation §
704.4, Prompt corrective action, when invoking discretionary supervisory
actions and other corrective actions for a critically undercapitalized credit
union.

Last updated July 29, 2015

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 CUSOs must be pre-
approved by the NCUA pursuant to NCUA regulation § 704.11, Credit Union
Service Organizations (CUSOs). Two preapproved activities in § 704.11(d),
Requirements for corporate CUSOs, 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 the NCUA’s website.

The Corporate CUSO Activities page on the NCUA’s website details a cor-
porate’s responsibilities for complying with NCUA regulation § 704.11(d),
Requirements for corporate CUSOs, the approval process for requesting addi-
tional corporate CUSO activities, and a list of those additional activities that
are approved for corporate CUSOs, including reporting requirements and
other restrictions on any corporate CUSO which desires to engage in those
activities

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

Last updated February 2, 2023

1The NCUA's Office of National Examinations and Supervision. The term “Regional Director” includes the ONES Dir-
ector and “associate Regional Director” includes the ONES Deputy Director.
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Corporate CUSO Activity Approval Requests

In general, ONES! will process requests for approval corporate CUSO activ-
ities using the following procedures.

DOS Initial Responsibilities (Review Request)

DOS2 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),
examiners or specialists and their supervisors may be consulted.

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

o Determine whether the request is complete
» Assess whether the activity is already approved

» Identify whether consultation with the DE or a specialized examiner is
needed

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

» Prepare an acknowledgment letter and send it to the corporate or CUSO
via secure email

» Review the request to determine whether it falls under an existing
approved corporate CUSO activity
o If the request is for an activity the NCUA has approved for all cor-
porate CUSOs, DOS will prepare an approval letter.

o If the request is for an activity the NCUA has not approved, DOS will
determine if the request meets the criteria specified in § 704.11 of
the NCUA'’s regulations and evaluate the risks associated with the
activity

® If necessary, DOS will consult with the DE, specialized exam-
iner, E&I3, or 0GC4

1The NCUA's Office of National Examinations and Supervision. The term “Regional Director” includes the ONES Dir-
ector and “associate Regional Director” includes the ONES Deputy Director.

2Dijvision of Supervision

30ffice of Examination and Insurance

4The NCUA's Office of General Counsel
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® For field consultation, the supervision technician will prepare
and send a work assignment to the field that includes the CCU’s
request, application package, supporting documentation, and
request a recommendation for approval or denial

If the corporate CUSO activity request is considered incomplete, DOS will:
» Prepare an incomplete/denial letter and send it to the CCU or CUSO

e Ensure the letter lists the additional information the CCU or CUSO must
submit if it would like the request to be reconsidered

» Copy the examiner and supervisor on the letter

Exam Staff Responsibilities (Review Request)

During the evaluation, the examiner should:

» Review all pertinent documents with their supervisor and specialist(s), if
necessary, to evaluate whether the requested activity:
o Is appropriate

o Aligns with the CCU’s business plan

e Determine if the CUSO:
o Is currently profitable

o Has the resources to remain profitable on 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 determine if the corporate CUSO activity request is
complete. If the activity request is not complete, examiners will:

» Draft an incomplete/denial letter
» Informally contact the corporate CUSO to obtain the missing information
If the corporate CUSO activity request 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
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« Email the approval, partial approval, deferral, or denial letter, the
Regional Summary, and any other supporting documentation to their
supervisor

Supervisor Responsibilities (Process Request)

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

DOS Responsibilities (Process Request)

The delegated authority for approving corporate CUSO activities requires con-
currence from E&I and OGC. DOS will review and analyze the recommendation
for appropriate support and justification upon receipt of the field’s recom-
mendation. Upon concurrence, DOS will:

» Endorse the recommendation
» Provide additional support and justification as needed

» Prepare a concurrence request package for the ONES 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 ONES Director for signature. DOS will
email the letter to the corporate CUSO. DOS will then notify the NCUA web-
master to update the Approved Corporate CUSO Activities webpage.

If DOS and/or the ONES Director disagree with the field’s recommendation,
DOS will:

» Notify the supervisor of the reason(s) for the lack of concurrence, allow-
ing the field to support further or revise their recommendation in the
Regional Summary

» Draft a revised correspondence
» Finalize the response letter for the ONES Director’s review and sighature

» Email the signed letter to the corporate CUSO (copying the examiner and
supervisor)

Last updated February 2, 2023
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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.

Last updated July 29, 2015

Prompt Corrective Action

PCA for CCUs is designed to restore and improve the capital of CCUs. The prin-
cipal purpose of NCUA regulation § 704.4, Prompt corrective action, is to
define the capital measures and capital levels used to determine appropriate
supervisory actions for a CCU that is not adequately capitalized. The relevant
PCA capital measures for CCUs are:

e Leverage ratio
« Tier 1 RBC1 ratio
e Total RBC ratio

When a CCU is subject to PCA, the DE will monitor compliance to all applicable
provisions of PCA contained in NCUA regulation § 704.4, Prompt corrective
action. This section of the NSPM establishes policy and guidelines for CCUs
that NCUA staff will follow when completing PCA-related work assignments
and examination or supervision of PCA-related issues.

Category Classifications

Examiners must consider if a CCU meets any applicable risk-based require-
ments for PCA classification. Examiners will determine the effective date and
PCA classification as defined under NCUA regulation § 704.4(d), Capital meas-

1Risk-Based Capital
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ures and capital category definitions, and ensure that assigned CCUs comply
with all requirements of § 704.4, Prompt corrective action.

It is important to note a CCU may meet one or two of the “well capitalized” ele-
ments in the following table but end up in the “adequately capitalized” cat-
egory because other elements are below the “well capitalized” thresholds. In
addition, a CCU may meet one or two of the "adequately capitalized” elements
but end up in the “undercapitalized” category because other elements are
below the “adequately capitalized” thresholds.

Capital Category Clas- Tier 1 RBC Uizl

sification for CCUs HERETERE RelE Ratio RB(.:
Ratio

10%
Well capitalized 5% or higher 6% or higher or
higher
8% to
9.99%
Less
Undercapitalized Less than 4% Less than 4% | than
8%
Less
Significantly undercapitalized Less than 3% Less than 3% | than
6%
Less
Critically undercapitalized Less than 2% Less than 2% | than
4%

Adequately capitalized 4% t0 4.99% 4% to 5.99%

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 CCU is newly
chartered. It is incumbent on the examiner to be familiar with their district
information.

1The NCUA's Office of National Examinations and Supervision. The term “Regional Director” includes the ONES Dir-
ector and “associate Regional Director” includes the ONES Deputy Director.
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In general, the effective date of the capital classification is the most recent
date:

« A 5310 Financial Report was required to be filed with the NCUA
» A final NCUA report of examination was delivered to the CCU

» Written notice was provided from the NCUA that its capital category
changed as provided in NCUA regulations §§ 704.4(c)(2) or 704.4(d)(3),
Reclassification based on supervisory criteria other than capital

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 CCU is federally
chartered or state-chartered:

For a Federal CCU

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

For a Federally Insured Corporate 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.

Classification
Effective Date

Activity Type

Independent examination completed by SSA

Joint examination in which the NCUA EIC knows the
SSA will be providing a timely examination report to
the FISCU

Date SSA releases
its official exam-
ination report

Joint examination in which SSA may not release its exam-| Follow procedure
ination report for several months used for FCUs
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Classification
Effective Date

Activity Type

(through a noti-
fication letter)

» Allow the SSA
to review the
draft noti-
fication letter
before it is
issued

» Copy the SSA
on the final
letter

_Independent insurance review completed by the NCUA

Lowering a Classification

If an examiner recommends lowering a CCU’s capital category to anything
lower than “well capitalized” based on an examination or supervision contact,
the examiner must:

» Obtain supervisor concurrence for lowering the category

» Attach concurrence from the supervisor in the Closed Information Ques-
tionnaire 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 CCU, the examiner will pre-
pare a draft letter to formally notify CCU officials of the corrected capital cat-
egory and the required PCA action(s). This should be rare.

In most circumstances, findings resulting in the lowering of a CCU’s capital cat-
egory would be significant, warranting an examination report to the CCU’s offi-
cials for the administrative record. Examiners should modify the Net Worth
Category Reclassification samples letter for use with a CCU. Examiners should
forward the draft letter to the ONES mailbox for processing through their
supervisor.

Last updated February 2, 2023
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CUSO Registry

In November 2013, the NCUA issued a final rule affecting the relationship
between credit unions and credit union service organizations. The Board sub-
sequently 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.

NCUA regulations part 712, Credit Union Service Organizations (CUSOs), and
§ 741.222, Credit union service organizations, apply to all federally insured
credit unions that have an investment in, or loan to, a CUSO. Section 712.3(d)
(4) requires CUSOs to agree, in writing, to provide information to the NCUA
and the appropriate SSA, if applicable, on an annual basis.

The 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 (February 1 through March 31).
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 the NCUA identify inter-relationships
between credit unions and the CUSOs in which they invest, lend, and do busi-
ness. As a result, it is imperative that information contained the registry is
accurate.

Last updated July 31, 2018

CUSO Registry 88


https://www.ncua.gov/Resources/Documents/Encl_CUSO_Final Rule2_112113.pdf
https://www.ncua.gov/Legal/Documents/Regulations/FIR20150430CorporateCUs.pdf
https://ecfr.federalregister.gov/current/title-12/chapter-VII/subchapter-A/part-712
https://www.ecfr.gov/current/title-12/section-741.222
https://www.ecfr.gov/current/title-12/part-712/section-712.3#p-712.3(d)(4)
https://www.ecfr.gov/current/title-12/part-712/section-712.3#p-712.3(d)(4)
https://cusoregistry.ncua.lan/Admin/CUSOs
https://cusoregistry.ncua.lan/Admin/CUSOs

National Supervision Policy Manual Version 21.0

Exam Staff and Regional Office Respons-
ibilities
When reviewing CUSO relationships, exam staffl should:

1. Determine if the credit union/CUSO relationships reported in the
CUSO Registry are materially accurate. If registration is outdated or if the
registry contains materially inaccurate information:

a. If the credit union is the whole or majority owner of the
CUSO, the examiner should attempt to resolve any CUSO reporting
issues or concerns through the credit union. If the credit uni-
on/CUSO does not resolve the issue, the examiner will refer the
issue to the regional office using the CUSO Registry Reporting Con-
cerns Form. This form is also located in the MERIT job aids repos-
itory. 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 invest in or lend to the CUSO to immediately stop making addi-
tional investments in or loans to the CUSO until the registration
record is corrected.

b. For CUSOs with multiple owners, the examiner should notify the
regional office of any CUSO reporting issues or concerns imme-
diately using the CUSO Registry Reporting Concerns Form. The
regional office will use the appropriate template to contact the CUSO
and any credit union investors or lenders of record as soon as pos-
sible. The letter will ask the CUSO to 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.

2. If the review coincides with a credit union exam or contact, document the
review in the Scope. The examiner may need to create a Scope Task spe-

Ivexam staff” includes district examiners, problem case officers, national credit union examiners, and specialized
examiners.
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cifically related to this review. Indicate if any issues were discovered, and
document the status of resolution..

If an examiner finds a credit union made a new loan to or investment in a
CUSO during a period when the CUSO was not properly registered, this
should be reported as an Examiner's Finding in the credit union’s exam
report.

If an examiner finds a CUSO is in breach of its contract with respect to regis-
tering, the examiner will note this as an Examiner's 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 com-
pliance. If the issue is corrected during the examination, the examiner
should note this in the Examiner's Findings.

Serious or significant recurring issues should be discussed with your super-
visor and may warrant a DOR or RD Letter. Any recommended enforcement
action beyond a DOR or RDL should include consultation with OGC1.

Additional Regional Office Responsibilities

Regional offices will:

» Process CUSO Registry Reporting Concern forms submitted by exam staff

« Notify E&IZ 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

Last updated February 2, 2023

CUSO Registry Templates

» CUSO Registry Reporting Concern Form
e CUSO Registry Examination Follow-Up Letter

e CUSO Registry Regional Director Letter to Credit Union Owners or
Lenders

1The NCUA's Office of General Counsel
20ffice of Examination and Insurance
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CUSO Reviews

A CUSO is an organization that is owned wholly, or in part, by one or more
credit unions in order to provide services to credit unions, credit union mem-
bers, or both. NCUA regulation part 712, Credit Union Service Organizations
(CUSOs) , 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.

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

The NCUA lacks direct regulatory authority over CUSOs. However, the 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, Credit Union Service Organizations
(CUSOs). These reviews are also designed to ensure that CUSOs use sound
business practices and to determine if the CUSO is in compliance with stat-
utory and regulatory requirements for the products and services they provide.

This NSPM section 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 the Examiner's Guide, the

CUSO Registry review procedures outlined in the NSPM, and the CUSO
Registry Review job aid located in the MERIT job aid repository.

Last updated February 2, 2023
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General Responsibilities Regarding CUSOs
E&I

E&I1 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 spread-
sheet 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.

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 exam staff2 recommendations, a CUSO's overall risk profile (iden-
tified through CUSO Registry information), and the availability of staff
resources.

DOS3 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,
central offices, E&I) and external (CUSO, SSA, credit union own-
ers/investors) recipients

» Uploading the zip file containing all examination documents and work-
papers to the E&I SharePoint site for CUSO reviews

» Updating the SharePoint spreadsheet of CUSO reviews to include, at a
minimum:

10ffice of Examination and Insurance

2vexam staff” includes district examiners, problem case officers, national credit union examiners, and specialized
examiners.
3Division of Supervision

CUSO Reviews 93


https://cusoregistry.ncua.lan/Admin/CUSOs

National Supervision Policy Manual Version 21.0

(¢]

CUSO EIN
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CUSO name, state
o Region performing the exam
o Exam year

o CUSQO services provided

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 will immediately notify the regional DOS director, ARDP,
and ARDO.

Exam 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 operations 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 fin-
ancially stable.

Recommending a CUSO for independent review is performed annually through
the referral and selection process discussed in the Selecting CUSOs for Review
section of the NSPM. If exam 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.

Last updated January 4, 2021
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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 DSA1) 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
provides, the CUSO’s geographical footprint, and the systemic risk the CUSO’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&I2:

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

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

Last updated December 30, 2016

Scope of Review

NCUA staff conducting stand-alone CUSO reviews must use the CUSO review
scope workbook. The CUSO review scope workbook is not required for follow-

1Division of Special Actions, discretionary supervisory actions, or Director of Special Actions
20ffice of Examination and Insurance
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up CUSO reviews or reviews of CUSOs conducted as part of the normal exam-
ination process. 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 the NCUA's reg-
ulations.

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 CUSQO’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.

As part of the scheduling process, the examiner will send the CUSO a pre-
review letter that outlines goals, staff, timelines, etc. approximately 30 cal-
endar 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 FCU 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 directly with the credit
union. When reviewing finalized CUSO reports, DOS?! will bring all such con-
cerns to the attention of the SE and to the assigned examiner of the credit
union(s) that invest in or lend to the CUSO.

Last updated January 4, 2021
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CUSO Review Report and Workpapers

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

o Cover page

e Review summary

» Review findings and recommended corrective actions (when applicable)
» Loan exceptions (if applicable)

« Management response

» Confidential Section (not included in draft or final report provided to
CUSO officials)

The EIC will format the required sections using the CUSO review report tem-
plate. CUSO review reports must include the following information, which the
EIC can provide in any of the required report sections:

e CUSO’s background information

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

» CUSO’s organizational chart

» List of credit unions that invest in, loan to, or are affected by the CUSO,
and the level of involvement for each credit union listed

e Scope of review

» List of services offered by the CUSO

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

» Region performing the examination
» SE/DE performing the examination

A MERIT contact will not be closed for independent CUSO reviews. However,
as noted previously, DOS! is responsible for uploading the zip file containing

1Division of Supervision
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all examination documents and workpapers to the E&I! SharePoint site for
CUSO reviews, and updating the SharePoint spreadsheet of CUSO reviews.

The EIC 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.

Reports provided to investors and lenders should not include inform-
ation that may be considered trade secret, proprietary, or could
expose a CUSO to additional risk (for example, information related to
security controls). If necessary, EICs will document this type of information in
a “Closed Section” appendix to the CUSO review report. The Closed Section
appendix will be provided to the CUSO, but will not be distributed to credit uni-
ons that invest in or loan to the CUSO.

Last updated January 4, 2021

Distributing a Draft Review Report

The EIC will forward the draft CUSO review package to their supervisor for ini-
tial review. At a minimum, the CUSO review package will include the

CUSO Review report (including any attachments and appendices) and the Con-
fidential Section. Upon review and approval, the supervisor will forward the
draft report to DOS2 Mail; DOS will log the item and review it within 14 cal-
endar 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 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.

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 establishes a 15
calendar-day response date, and indicates that the NCUA will assume the SSA
accepts draft report content as provided if a response is not provided within 15
calendar days. The DOS analyst working with the EIC will revise the draft
report based on any SSA responses provided.

10ffice of Examination and Insurance
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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 calendar days of receipt.

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 cal-
endar 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 management regarding the responses as necessary.

If a CUSO is unable or unwilling to respond to the 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 will add 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.

Last updated January 4, 2021

Distributing a Final Review Report

After the DOS! analyst enters management responses into the final report,
they will finalize the report and distribute it as outlined below:

Cover Letter Recipient

Final Report
Cover Letter to

CUSO officials

1Division of Supervision
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Cover Letter Recipient

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
Final Report SSAs that regulate credit unions which use products or
Cover Letter to services 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