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(3) Coupon formulas that are related
to more than one index or are inversely
related to, or multiples of, an index.

(c) Where the amount calculated in
paragraph (b) of this section is greater
than a Federal credit union’s net
worth, the report described in that
paragraph must provide a reasonable
and supportable estimate of the poten-
tial impact, in percentage and dollar
terms, of an immediate and sustained
parallel shift in market interest rates
of plus and minus 300 basis points on:

(1) The fair value of each security in
the Federal credit union’s portfolio;

(2) The fair value of the Federal cred-
it union’s portfolio as a whole; and

(3) The Federal credit union’s net
worth.

(d) If the Federal credit union does
not have an investment-related com-
mittee, then each member of its board
of directors must receive a copy of the
reports described in paragraphs (a)
through (c) of this section. If the Fed-
eral credit union has an investment-re-
lated committee, then each member of
the committee must receive copies of
the reports, and each member of the
board of directors must receive a sum-
mary of the information in the reports.

§703.13 Permissible investment activi-
ties.

(a) Regular way settlement and delivery
versus payment basis. A Federal credit
union may only contract for the pur-
chase or sale of a security as long as
the delivery of the security is by reg-
ular way settlement and the trans-
action is accomplished on a delivery
versus payment basis.

(b) Federal funds. A Federal credit
union may sell Federal funds to an in-
stitution described in Section 107(8) of
the Act and credit unions, as long as
the interest or other consideration re-
ceived from the financial institution is
at the market rate for Federal funds
transactions.

(c) Investment repurchase transaction.
A Federal credit union may enter into
an investment repurchase transaction
so long as:

(1) Any securities the Federal credit
union receives are permissible invest-
ments for Federal credit unions, the
Federal credit union, or its agent, ei-
ther takes physical possession or con-
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trol of the repurchase securities or is
recorded as owner of them through the
Federal Reserve Book Entry Securities
Transfer System, the Federal credit
union, or its agent, receives a daily as-
sessment of their market value, includ-
ing accrued interest, and the Federal
credit union maintains adequate mar-
gins that reflect a risk assessment of
the securities and the term of the
transaction; and

(2) The Federal credit union has en-
tered into signed contracts with all ap-
proved counterparties.

(d) Borrowing repurchase transaction.
A Federal credit union may enter into
a borrowing repurchase transaction so
long as:

(1) The transaction meets the re-
quirements of paragraph (c) of this sec-
tion;

(2) Any cash the Federal credit union
receives is subject to the borrowing
limit specified in Section 107(9) of the
Act, and any investments the Federal
credit union purchases with that cash
are permissible for Federal credit
unions; and

(3) The investments referenced in
paragraph (d)(2) of this section mature
no later than the maturity of the bor-
rowing repurchase transaction.

(e) Securities lending transaction. A
Federal credit union may enter into a
securities lending transaction so long
as:

(1) The Federal credit union receives
written confirmation of the loan;

(2) Any collateral the Federal credit
union receives is a legal investment for
Federal credit unions, the Federal
credit union, or its agent, obtains a
first priority security interest in the
collateral by taking physical posses-
sion or control of the collateral, or is
recorded as owner of the collateral
through the Federal Reserve Book
Entry Securities Transfer System; and
the Federal credit union, or its agent,
receives a daily assessment of the mar-
ket value of the collateral, including
accrued interest, and maintains ade-
quate margin that reflects a risk as-
sessment of the collateral and the term
of the loan;

(3) Any cash the Federal credit union
receives is subject to the borrowing
limit specified in Section 107(9) of the
Act, and any investments the Federal
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credit union purchases with that cash
are permissible for Federal credit
unions and mature no later than the
maturity of the transaction; and

(4) The Federal credit union has exe-
cuted a written loan and security
agreement with the borrower.

(f)(1) Trading securities. A Federal
credit union may trade securities, in-
cluding engaging in when-issued trad-
ing and pair-off transactions, so long as
the Federal credit union can show that
it has sufficient resources, knowledge,
systems, and procedures to handle the
risks.

(2) A Federal credit union must
record any security it purchases or
sells for trading purposes at fair value
on the trade date. The trade date is the
date the Federal credit union commits,
orally or in writing, to purchase or sell
a security.

(3) At least monthly, the Federal
credit union must give its board of di-
rectors or investment-related com-
mittee a written report listing all pur-
chase and sale transactions of trading
securities and the resulting gain or loss
on an individual basis.

§703.14 Permissible investments.

(a) Variable rate investment. A Federal
credit union may invest in a variable
rate investment, as long as the index is
tied to domestic interest rates and not,
for example, to foreign currencies, for-
eign interest rates, or domestic or for-
eign commodity prices, equity prices,
or inflation rates. For purposes of this
part, the U.S. dollar-denominated Lon-
don Interbank Offered Rate (LIBOR) is
a domestic interest rate.

(b) Corporate credit union shares or de-
posits. A Federal credit union may pur-
chase shares or deposits in a corporate
credit union, except where the NCUA
Board has notified it that the cor-
porate credit union is not operating in
compliance with part 704 of this chap-
ter. A Federal credit union’s aggregate
amount of paid-in capital and member-
ship capital, as defined in part 704 of
this chapter, in one corporate credit
union is limited to two percent of its
assets measured at the time of invest-
ment or adjustment. A Federal credit
union’s aggregate amount of paid-in
capital and membership capital in all
corporate credit unions is limited to
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four percent of its assets measured at
the time of investment or adjustment.

(c) Registered investment company. A
Federal credit union may invest in a
registered investment company or col-
lective investment fund, as long as the
prospectus of the company or fund re-
stricts the investment portfolio to in-
vestments and investment transactions
that are permissible for Federal credit
unions.

(d) Collateralized mortgage obligation/
real estate mortgage investment conduit.
A Federal credit union may invest in a
fixed or variable rate collateralized
mortgage obligation/real estate mort-
gage investment conduit.

(e) Municipal security. A Federal cred-
it union may purchase and hold a mu-
nicipal security, as defined in Section
107(7)(K) of the Act, only if a nation-
ally-recognized statistical rating orga-
nization has rated it in one of the four
highest rating categories.

(f) Instruments issued by institutions
described in Section 107(8) of the Act. A
Federal credit union may invest in the
following instruments issued by an in-
stitution described in Section 107(8) of
the Act:

(1) Yankee dollar deposits;

(2) Eurodollar deposits;

(3) Banker’s acceptances;

(4) Deposit notes; and

(5) Bank notes with original weighted
average maturities of less than 5 years.

(g9) European financial options contract.
A Federal credit union may purchase a
European financial options contract or
a series of European financial options
contracts only to fund the payment of
dividends on member share certificates
where the dividend rate is tied to an
equity index provided:

(1) The option and dividend rate are
based on a domestic equity index;

(2) Proceeds from the options are
used only to fund dividends on the eg-
uity-linked share certificates;

(3) Dividends on the share certifi-
cates are derived solely from the
change in the domestic equity index
over a specified period;

(4) The options’ expiration dates co-
incide with the maturity date of the
share certificate;

(5) The certificate may be redeemed
prior to the maturity date only upon
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