TITLE 04 - DEPARTMENT OF COMMERCE

Notice is hereby given inaccordance with G.S 130B-21.2 and G.S. 1508-21 34(c)(2)g. that the Credit Union Division intends to readopt
with substuntive chunges the rules cited as 04 NCAC 068 .0402: 06C 0101, 0201, .0202, .0209, 0301, 0302, 0304, 0306, 0307,
0311..0312, 0313, .0401..0402, .0404, 0409, 0501, .0601, 0707, 0801, 0901, 1001, 1002, 1201, .130], .1302 and readopt without
substantive changes the rules cited as 04 NCAC 06C 0203, 0407, .0502, and 1204

Pursuant tv G.S. 130B-21.2(c)(1). the text of the rule(s) praposed for readoption without substantive changes are not required to be
published  The text of the rides ave available on the OAH website: htip. reports.oaly state nc.us ‘neac.asp.

Link to agency website pursuant to G.S. 150B-19.1(c): wwir nccid org
Proposed Effective Date: Januar !, 2018

Instructions on How to Demand a Public Hearing: (must be requested in writing within 13 davs of notices: A public hearing may be
demanded by written request to Tome Knox, Depiy Administrator of the North Carolina Department of Commerce Credit Union
Division within 15 davs of the publication of the Notice of Text. The Address is 205 1 Millbrook Road, Suire 103, Ruleigh, NC 27609,

Reason for Proposed Action: Session Law 2003-413 (also known as House Bill 74) established an existing rules review process
through G.S. 1308-21 3. The process requires agencies that go through rdemaking under Article 24 of the ddministrative Procedures
Act to review all ity existing rules in the NC Administrative Codv. We are completing thar process and readopting rules that are
necessary with and withowt substantive change

Comments may be submitted to:  Amtonto (Tonwy) Knox, Depun Administrator, North Caroling Credu Union Division, 205 11
Miltbrook Road, Suite 105, Raleigh, NC 27609, phone (919) 3714888, fux (919 420-7919

Comment peried ends: Novemboer 14, 2047

Procedure for Subjecting a Proposed Rule to Legislative Review: 1f an objection 1s not resolved prior to the adoption of the rule. a
person may also submit written objections to the Rules Review Commussion after the adoption of the Rule. If the Rules Review
Commussion recetves written and signed objections after the adoption of the Rule in accordance with G.S. 150B-21.3(b2) from 10 or
more persons ¢learly requesting review by the legislature and the Rules Review Commussion approves the rule. the rule will become
effective as provided in G.S. 150B-21.3(bl). The Commussion will receive written objections until 3:00 p.m. on the day following the
day the Comnussion approves the rule. The Commission will receive those objections by mail. delivery service, hand delivery. or
facsinule transmission. I you have any further questions conceming the submisston of objections to the Commission. please call a
Commussion staff attorney at 919-431-3000.

Fiscal impact {chieck all that apply).

@ State funds affected

O Environmental permitting of DOT aifected
Analysis submitted to Board of Fransportation

J L.ocal funds affected

O Substantial economic impact (=51,000,000)

&4 Approved by OSBM

] No fiscal note required by G.S. 150B-21.4

] No fiscal note required by G.S. 150B-21.3.A(d)(2)
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CHAPTER 06 - CREDIT UNION DIVISION
SUBCHAPTER 06B - RULE-MARING: DECLARATORY RULINGS AND CONTESTED CASES
SECTION 0400 - DECLARATORY RULINGS

04 NCAC 06B .0402 RESPONSE OF ADMINISTRATOR TO PETITION
(2) Wertten-Response: A wrilten response to the petition for a declaratory rulmn w hx.lho.r in the lonn of a du.ldrdlur\ ruling or a refusal
to 1ssue a declaratory ruling. shall be sig - : g i

Whhh—&he—pe&&ieﬂ%e&ed«b&—&he-&wen— mued as set forth in G 5. 1 \OB--&
(h) Re&tﬂl-eﬁlﬁue—geelamw&w The Administrator sasv-refuse-to shall issue a declaratory rubine ruling, ene-ofthe-followins

st except when:
( 11 the request for a declaratory ruling does not meet the requirements set forth in this Subchapter;

tH(2)  Fhe the subject matter 15 one in which the Admimstrator has no authority to 1ssue a binding decision:




P
' ' the question is presented tn 5uch
a manner that the Admuinistrator czmnol determine what the question is. or that the Administrator cannot respond with
a specific riking-that-will-be-binding-on-all-parties: rulmg,
4 Fhe the petitioner does rot-in-the-opinio 5
en-of not_qualify as a person agerieved. as defined in G.S. IJOB ";61l
(3 WHWMWMMMMWW the Administraior

has previously issued a declaratory ruling, or issued a final asency decision in a contested case. in which the same

facts were considered;

{6) the facts underlying the request for a declaratory ruling were considered at the time the Rule was adopted; or
(N the subject matter of the petition is involved in pending litigation,

c)_When the Administrator refuses to issue a declaratory ruling, the Administrator shall notif

slating reasons for the denial of a declaratory ruling.
Authority G.8. 54-109.12; [508-4.

the petitioner of its deciston in writing

SUBCHAPTER 06C - CREDIT UNIONS
SECTION .0100 - GENERAL INFORMATION

04 NCAC 06C 0101 DEFINITIONS
When used in this Subchapter, the following words and phrases shall have the following meaning: meaning-exceptto-the-extent-that
any-such-weord orphrase-is-spectficallyqu

elifed-brtscanien-

(1) "Administrator” means the Administrator of State-Chartered Credit credit Unions: unions.

(2) "Board of Directors” means at least five persons elected or appointed to oversee the management of each organization.

(3 "Book value of loans" means the dollar amount of loans the Eredit credit Union union has on its books.

(4) "Branch Office" means a facility whieh that a Gredit credit Union union maintains and staffs at a location other than
its main office to furnish Credst credit Yaisn union services to its members

(3) "Capital” consists of shares, undivided eamings, and reserves.

(6) “Commission” means the Credit Union Commission established by G.S.143B-439,

(7 "Corporate Credit Union" means a €redit credit Uason union with an institutional field of membership, as set forth in
GS-S4-MO LGS 54-110.1and G S. 54-110.2.

(8} "Credit umion” means a cooperative nonprofit corporation under G.S. 54-109.1 and organized for the purpose of

promoting thrift among its members by affording them an opportunity for accumulating their savings: and to create
for them a source of credut for loans for provident and productive purposes. It may undertake such other activitics
relating to the purpose of the corporation as its bylaws may provide, such Credit credit Ynion union being chartered
under the General Statutes of' North Carolina.

(M "Credit Union Service Organization” or "CUSO" means an organization formed and operated by Gredi-Unioals):

credit union(s), or associations or organizations of Gredi-Uniess; credit unions, to primarily provide tevenue

generating-services—ofthe-highest-quality-to-Credit-Union-members-Credi-Unions-and-others-which-are-needed-or
financial or operational products or services to credit unions or credit union members.

{10) "Deposits” means a preferred savings account on which the Gredit credit Unien union is obhigated to pay a guaranteed
interest rate on a continuing basts in such amounts and terms as the Board of Directors approve.

{1D¢4) "Dividend” means an operating expense of a Credit-Union—which credit union that is declared payable on share
accounts from time to time by the Board of Directors. Dividends are paid as set forth in G.S. 54-109.54.

(12)63) "EDP" means electronic data processing

(13)-b "Funds” means cash on hand or cash in the bank and inv estments,

3

ey

o

(4 "League” means th C arolmas Credu Umon Lenhuu the lrade ass0cta
Carolina,

(13)H3 "Members" means persons or organizations who have been accepted for membership by either the Board. membership
officer, or an executive commutiee, after having met quallf"cauons of being within the field of membership.

{16)¢+H "Membership” 1 means a Ceedst credit Baten union is limited to those persons or groups as stipulated in the bylaws
of such-Credit-Usion- th the credit union and set forth in G.S. 54-109.26.

{17320y "Membership fee” means a fee that may be charged 1o applu,ams for membership as an entrance fee or as an annual
membership fee as determined by the Board of Directors or as the bylaws may provide.

(18)2H "Reserve fund” means the portion of income 10 be entered on the books of the corporation to offset uncollectible loans
in accordance with Section 34-106.86 of the General Statutes.

(19)(22) "Shares” means the primary capital owned by the members and 1s comprised of the savings of the members. The par
value shall be as the bylaws provide.

(20423 Types of investment transactions age shall be defined as follows:




{a) "Standby commitments” means an agreement to purchase or sell a security at a future date, whereby the buver
15 required to accept delivery of the security at the opuon of the seller.

{(b) “"Cash forward agreement” means an agreement to purchase or sell a security at a future date more than five
days afier the agreement 15 made and requires mandatory delivery and acceptance.
(c) "Reverse repurchase agreement” means an agreement whereby a credit union enters into an understanding to

sell securities to a purchaser and to repurchase the same securities from that purchaser at a futre date,
regardless of the amount of consideration paid by the Credut credut biaten union or the purchaser.

(d) "Repurchase agreement” means an agreement whereby a Eredit credit Yaion union enters into an agreement
to buy securities from a vendor and to resell securities at a future date. Repurchase agreements may be the
following ef two types:

(0 "Investment-type repurchase agreement” means a repurchase that contaims the essential elements of
a sale of security as specified in Rule .1202(3) of this Subchapter.
() "Loan-type repurchase agreement” means any repurchase agreement that does not qualify as an
imvestment-type repurchase agreement.
(e} "Future” means a standardized contract for the future delivery of commodities, including certain government

securtties. sold on designated commodities exchange.
(21024 "Unimpaired capital” consists of the shares. undivided susplus surplus, and reserves less any known or probable losses.
as determuined by management

Auwthoriy G.§ 54-109. 1, 34-109.2, 54-109.12; 34-109.21123), 54-109.26; 54-109.86; [438-439
SECTION 0200 - ORGANIZATION OF CREDIT UNIONS

(14 NCAC 06C 0201 INCORPORATION OF STATE CHARTERED CREDIT UNIONS
(a) All credit unions desiring a state charter raust shall be organized as a corporation under the General Statutes, Articles 14A 1o 45
13A of Subchapter I11. Chapter 34. Fhe Credi-Union-law-requiresthat In accordance with G.S. 54-109.2(e). the responsibility. character.
and general fitness of the officers. directors, and commitieemen s-such—o shall command the confidence of the members and the
commumty. and te warrant the belief by the Eredu-Union-adumsteator Administrator that the business of the Ceedit-Urion credit union
will be operated honestly. fairly, and efficiently. The Administrator shall determine whether the proposed field of membership s
favorable to the success of such credit union and such detemuination will include an evaluation of any overlap in field of membership
with existing credit unons, the field of membership requirements. the number of potential members. availability of pavroll deductions.
data processing. and evaluation of feasibility studies as conducted by Norh-Carehna-Credit-Uaion the | cague. the Credit Union Bivision
er-ethers Division, or other support groups for credit union start-ups. and other factors involved in its successful operation
The following fees shiall be charged when new eredit unions are estabhshed

(1) five dollars (53.00) charter fee; and

(2) twenty dollars (520.00)--investigation fee.

Authoriy GS 34-109 1, 54-109.2- 540093 54-109.11(3). 54-109. 12, [43B-439

04 NCAC 06C G202 MANIMUM POTENTIAL MEMBERSHIP GUIDELINES

(a) Bascd on experience: established poliey policy, and standards. and the history of the Credit Ungon Division chartering credit unions,
the Admintstrator shall determine if the breadth and strength of the proposed field of membership 15 to broad or oo weak to effectively
operate as a credit union.

(b) Estabhshed The mimmum potential membership guidelines for chartering credit unions in each of the various types of groups are
shall be as follows:

I'YPE OF GROUPS MENINUM
POTENTIAL MEMBERSHIP
Ovccupational or Employer 300 Emplovees
Associational 300 Members
Residential or Communits 1.000 Members
Mulnple Occupaticnal or Combination of Groups 500 Members

Notwithstanding-the-mimmum-potential-membership-numbers: In additon 1o the membership, the makeup of the membership group

and the level or support s shall be a key indicator for the degree of potential suecess—success as determined by the Admumistrator.
Further. determination of the ¢conomic advisability of chartering a credit union is based upon such other things as level of group interest,
leadership. willingness of management to become invelved: involved in credit union operations. local economic factors, and 4t arlabality
of other credit union service

A group whieh that is close 1w the minimum and has exceptional prospects tor successful credit union operation say shall be considered
tor a s1ate credit univn charter,




Authority G.S. 54-109.2; 34-109.3(3); 54-109.11(3); 54-109.12; 54-109.21(25), 54-109.26(b)
04 NCAC 06C .0203 FIELDS OF MEMBERSHIP (READOPTION WITHOUT SUBSTANTIVE CHANGES)

04 NCAC 06C .0209 OUT OF STATE OFFICE FACILITIES

Before a credit union may open a branch office in another state, a written request must shall be submitted to the Administrator of credit
unions for his or_her approval. approval-insofar-as-Nerth-Carolina-law—isconcerned—(The-The Administrator may request necessary
information and conduct an investigation in evaluating the request-}-request. It shall be the responsibility of the Beard board of directors
of each credit union operating in more than one state to seek the advice of an attomey lo see ensure that the Credit-Inion credit union
complies with applicable state laws of the other state(s).

Authority G.8. 54-109.6(a); 54-109.7; 54-109.11; 54-109.12; 54-109.16.

SECTION .0300 - BASIC INTERNAL CONTROLS: ACCOUNTING PROCEDURES AND OPERATION STANDARDS
FOR STATE-CHARTERED CREDIT UNIONS

04 NCAC 06C .0301 GENERAL PROVISIONS

(a) Internal controls, accounting procedures, and operational standards adequate to safeguard the assets shall be established by all Credi
Hatens: credit unions,

(b) Credit Unions unions with ten million dollars ($10,000,000) or more in assets shall follow generally accepted accounting principles
(GAAP) for financial statement and report preparation, Credit Haions unions with less than ten million dollars (810,000,000) in assets
may follow GAAP or use the procedures in the "Accounting Manual for Federal Credit Enions—posted-en-the-National-Cradit- Union

Administration-websietwww-neua-gov): Unions." including any subsequent amendments that are incorporated by reference, and can

be found at no cost on the National Credit Union Administration website (www.ncua.gov).

(¢} Atleast 60 days before a credit union converts its records from a manual to an Electronic Data Processing: Processing (EDP) system
through an outside servicer or changes EDP services, a copy of the proposed contract and a description of the data processing system
shall be submitted to the Administrator for review and approval. If an in-house EDP system or the sponsoring company's EDP facilities
are to be used. the Administrator shall be notified in writing of the proposed change before extensive planning and system programming

begins. Contracts and agreesents: agreements for EDP systems shall conform with the fellowing-as-a-minimum—followiny:
(1) Fhe the right of the Administrator or his or her representative o request and receive direetly from the service center

any reports, summaries, or infomwation contained in or derived Irom the data in the possession of the service center
relating to the credit unien: union;

(2) Ferms lerms of the contract, including dates for the beginning and end with disclosure of the charges 10 be meurred:
incurred;

(3) dvotice notice of the termination of the servicing contract or agreement, consistent with industry standards: standards;

(4) Fhe the description of the equipment. services, reports, location of original documents and source data: data and
method of transmittal of input inlormation to the service center center, and applicable eentrols: controls;

(5) Muatatenanee a maintenance agreement that is consistent with industry standards: standards;

(6) Avatlability availability of technically qualified personnel: personnel;
(7 Fhe the duc diligence and review by the Board board of Birectors directors or legal eounsel counsel; and

(8) Eidelity fidelity bond coverage for service center personnel and for losses due to system eprors: errors and insurance
coverage for losses from fire, disaster. or other causes resulting in an interruption of service.
(d-)—MtMWMWWMHwWWWMMgW
Adininistrater

Authority G.8. 54-109.11; 54-109.12; 54-109.16; 54-109.17(at); 54-109.17th)

04 NCAC 06C 0302 PROCEDURES
The basic intemal controls, accounting precedures procedures, and operation standards for all credit unions age shall be as follows

(1) AR an adequate general ledger and detailed cash journal shall be maintained for the control of all transactions of the
Credit credit Haion: union;

(2) # a record of all correcting and adjusting entries, with an explanation of each eniry, shall be maistatsed- maintained;

(3) Fer manual and computerized accounting systems., all receipts and disbursements shall be recorded and posted daily
to cash journal and subsidiary aecounts: accounts:

4 Depesits deposits in the bank or credit union shall consist of an entire day's recelpts as entered in the journal and cash

record. If amounts are less than three hundred dollars ($300.00). more than one day's total receipts may be combined
in a single deposit provided that no tunds are shall be held more than three banking days- days;

(5 Seeurity security shall be provided (cash drawer and lockbox) at a minimum for storage of funds- funds;

(6) Credit credit union funds shall be kept separate from all other fands- funds:

{7 Cash cash shall be balanced at the end of each working day, and a record made by each teller detailing coins, currency.
checks. and other items counted as eash: cash:

(3%) 4 a "cash over and short™ account shall be maintained in the expense ledger. with a record show ing the name of cach
person responsible for cach differenee: difference;

(9) 4 a pre-numbered receipt slip or other original records record shall be made and preserved covering cach payment

received: recenved,



(10) Adl all bank or credit union accounts shall be reconciled at least monthiy and sueh the reconciliations preservad: shall
be maintained as set forth in Rule 1002 af this Subehapter- Subchapter:

(rn A a duplicate of itemized bank or credit union deposit slips. or other comparable detailed item record. shall be
preserved: maintained. as set forth in Rule . 1002 of this Subchaptes Subchapter:

(1) Fhe the exaet status of all the credit union's funds. including investments and funds held by agents or attermeys
attornevs, shall be determinable at all dHmes: times;

(13) Gheeks checks shall be pre-numbered by the printer and not signed in blank 1n advance of issue. Facsimile signature
plates shall be maintained in the credit union vault under dual esatrel control:

(14) Bisbursements disbursements shall be supported by invoices. vouchers. or other explanations of record. each showing
the nature or purpose of each disbursement: disbursement;

(15 Bual dual control shall be maintained over all negouable investment secusities- securities;

(16) Members’ members’ accounts shall be posted and balanced netless-fragquently-than monthly and supported by member
trial balance or adding machine tapes. identified. dated. and peesesved- maintained:

(17 4 a trial balance of the general ledger shall be prepared within 15 weskine business days from the close of business
of the last day of each month and financial statements prepared prepared; therefrom-

(18) Efaﬁtweﬂr-aﬂd—e;adfeamwer correclion of errors in records a-Fe—pFehfbHed—eeﬁeeﬂeﬂﬁ-mu-re-be shall be visible and

5 Memhe s pas

2H(19) & a signed membershlp card file covering all accounts shall be maintained: maintained;

2H(20) Payment pavment of dividends or interest on accounts shall be accomplished by check or by credit to the individual
account. A record in support of dividend or interest paid by check or credited to accounts shall be preserced:
maintained;

22H21) A a cross-index card record shall be mamntained for each co-maker showing the date. name, and original amount of
cach note on which the individual appears as eo-maker co-maker;

(23)(22) Minutes minutes of meetings of the Board board ol Directers directors shall record in_detail all of its business
transactions and be signed by the presiding officer and the secretary. Upon meeting as a Board board of Directors-
directors, the secretary or designated member shall make a matter of record in the munutes of the meeting all written
communications from the Bivisien: Division;

{2H(23) Fhe the supervisory committee shall have work papers to support its audut report. The reports and work papers shall
be retained and made available for review by the state: Administrator, as set forth in Rule 4862 1001 of this
Subchapter: Subchapter:

£253(24)  a report of actions taken by the credit commuttee or loan officers shall be prepared. signed signed, and preserved-
maintained, as set forth in Rule (1002 of this Subchapier Subchapter,

26323} Minwtes minutes of cach annual meeting of the members of the Eredst credu Endon union shall record all business
wrasaeted: transacted;

2H(26) AH all books and records of the Eredst credut Urion union shall have protection from fire and other hazards at all
times. Active books and records of the Gredit credit Yaion union should be located at the principal office at all times-

283(27) Bomnant dormant accounts shall be controlled to prevent improper withdrawal: withdrawa):

2683(28) ~anual annual vacations of at least five consecutive working days (during periods when proofs of subsidiary ledgers
are being made) shall be taken by cach employee having access 1o cash and the general ledger. Duning the vacation.
the employees shall remain eentinuoush—absent: absent;

£30329) A a record shall be maintained that shall atal-times show (he tax and nsurance stats of each piece of real estate
securing the Credit credit Uaion's union's investment of funds in real estate mortgage loans- loans: and

BH(30) Ad all tax liabilities shall be determined and pawd in accordance with thedaw: State and federal laws.

Avthoriy G8 34009 L1(4); 34-009.12; 34-109.16: 34-109 [ 7, 3410419 3410992

04 NCAC 06C .0304 MANAGEMENT DUTIES

All credit unions shall conduct their business and the selecuon of their emplovees using a suffictentls high degree of management and
business skills 1o assure the safe and sound operation of the Credit-Union: credit union, To maintain familiarity with current
developments in the ficld of credit union management. sesviees services, and operations as may be necessary. all management personnel
and employees of credit unions sheuld shall avail themselves of the educational opportunities as may be provided by the N-C—Credst
nson [ eague. the Credit Union Division. asd-ethers: other trade associations, credit union support groups. and other industry training
organizations,

Awthoriy G 8 34-009.12; 54-109.19: 54-109.33; 74109 36, 5411992,

04 NCAC 06C .0306 DISPLAY OF FINANCIAL STATEMENTS

Each credit union shall display at its main office and all branches. copies of ts monthly financal statement. Sueh The statement shall
be posted in both-a-conspicuousand-avatable-manner—so-aste-be o manner that 1s accessible for inspection by members.

Awthorine (¢ 8 34-109. 12,

04 NCAC 06C 0307 LISTING OF OFFICIALS AND OPERATING HOURS



r
(a) Each credit union shall notify the Administrator of the names and addresses of its officers, directors, commitiee members of the
Credut credit Committee commiltee and Supervisory-Commities; supervisory committee, managers managers. of and internal auditors.
{(b) Each credit union shall notify the Administrator of its days and hours of operation.
(c) The credit union shall notify the Administrator of any changes 1o the information required by this Rule within 40 13 business days.

Authority G.S. 54-109.12; 54-109.36.

04 NCAC 06C 0311 FIDELITY AND SURETY BONDS AND INSURANCE COVERAGE

(a) The Beard board of Direeters directors of a Eredit-Union credit union shall purchase a blanket fidelity bond as required by G.S._ 54-
109.44(2). Fidelity bonds shall provide coverage for the fraud and dishonesty of all employees, directors, officials, and supervisory and
credit committee members,

(b) Every EreditUnien credit union shall maintain the minimum bond and insurance coverage as required by G.S. 54-109.1 1(5).

{¢) No form of surety bond shall be used except as is approved by the Administrator as set forth in G.S. 54-109.1 1{5). The approved
bond forms shall be Credit Union Blanket Bond 500 Bond Series, plus faithful performance rider, Credit Union Blanket Bond, Standard
Form No. 23 of the Surety Association of America, or an equivalent approved Bond Form including a faithful performance rider on a
current bisting listing, including anv subsequent amendments to the bond forms. The approved bond forms are incorporaled by reference
and can be found at no cost on the Credit Union Division website {www.nccud.org). These bond forms shall be considered the minimum
coverages required for the purpose of this seetion: Rule. The approved bond forms in this Paragraph provide faithful performance
coverage for all employees and officials. Other forms, or changes in the amount of bond coverage, shall be approved by the Administrator
based upon the applicable State rules and laws- laws. and as set forth in G.S. 54-109.11(5).

(d) Maximum deductible limits may be applied to the required coverage contained 1a 500 Bond Series, and Standard Form No. 23, as
spectfied in this Paragraph:

$0 to 100,000 0

£100,001 to $250,000 51,000

$250,000 to $1,000,000 2,000

Over $1,000,000 2.000 plus 1/1000 of to1al assets up to a
maximum of $200,000

Deducubles in excess of those provided in this Paragraph shall be approved by the Admunistrator based upon the applicable State rules
and laws.
(¢) In considering a request to deviate from the bond coverage and deductible amounts set forth in this Rule. the Administrator shall
consider the following factors about the credit union:

(1) Einaneial financial sirength;

(2) Net net worth;

(R3] Return return on assels;

() Quality quality of assets: and

(3) Capitak: capital, Assets; assets, Management; management, Eaminas: eamings, and Liguidiy hguidity, (CAMFEL)

rating. used by the Credit Union Division and NCUA to evaluate the soundness of credit unions on a uniform basis

Authority G S 54-109.11(3), 54-109 [2; 54-[09.44(2).

04 NCAC 06C 0312 INSURANCE AND GROUP PURCHASING

Credit unions may purchase. o make available. or enter into cooperative marketing arrangements (group purchasing) to facibitate 1ts
members’ voluntary purchase of insurance and such other goods and services as-are that shall be in the interest of improving economic
and social conditions of its members. Prior to entering into any agreement with a third party to provide goods, services. and-or and
Insurance to its members. the Credu-Uaion credit_union board of directors sheudd shall ensure that the service is prefossanty
rescarched. 15 needed and wanted by the members. is aceurately clearly communicated, and is earefidly monitored and evaluated 10
ensure that sueh the action will not have an adverse effect on the safety and soundness of the Gredu-Usien- credit union,

Atthoruy GS. 5410912 54-109 21 54-109.75: 54-109.77; FLI09.92(a)(5)

04 NCAC 06C 0313 CREDIT UNION SERVICE ORGANIZATION (CUSO)

(a) For purposes of this Scetion, a "credit union service organization” (CUSQ) is an entity defined in Raragraph Rule .010162H(9) of
these-Rules-this Subchapter,

(b) The purpose of a eredit-union-service-oruanization CUSO is (o primartly provide revenue-generating-serdces-of the-highest-guality
a-satistactory-overall-rate of return-ominvestment: financial or operational products or services to credit unions or credit union members,
kmay A CUSO mayv provide: provide but-is-netlimitedte- any er-all of the following functions or services;

(n credit union operational functions including but-ret-lumited-to. credut card and debit card services. ATM services.
accounting systems. data processing. management training and support. payment item processing. record retention
and storage. locator services. research services. debt collection services. credit analysis and loan servicing, and coin
and currency services;

(2) family financial services including including—but-not-limited—to. financial planning. and ceunselhas: counseling,
mncluding retirement counselling. counseling, estate planning and income tax preparation, developing and
administering IRA and Keogh plans and other personnel benefit plans. and provision of trust services mcluding acting
as trustee or 10 other similar fduciary capacities;




3 acting as agent for the sale of hability, casualty, automobile, life. health, accident, t#le title. and other insurance:

) personal property leasing and development of leasing plans:

(3) any preapproved aclivities or services set forth in 12 C.F.R. 712.5:

£3(6)  other functions and services, as determined by the Beard board of Directers: directors.
(c) A credit union may, either by itself or by agreement with other entities. form, invest in, or lend 10 a ereditunionsepvice orsanization.
CLISQ, within the limits specified by State credit union law, Before investng in or lending to the CUSO. a credit unign shall obtain a
uTilten agreement from the CUSO that will satisfv the requirements set forth in 12 C.F.R. 7123 (d). and anv subsequent amendments
are incorporated by reference and can be found at no cost on the Code of Federal Regulations website www.ecfr.gov.
(d) A credit union investing in or lending 1o a eredit-unionservice-erganization CUSQ must shall subnut call reports or any other
information upon request by the Admimstrator.

Awthoriey G5 34-109.2eh)(3); 54-109.21¢4); 34-109.21¢144; 34-109.21¢23)
SECTION .0400 - LOANS

04 NCAC 06C .0401 DELINQUENT LOANS AND LOAN LOSSES

{a) Monthly Schedule of Delinquent Loans. Each credit union shall, at the end of each month. prepare and review a schedule of
delinquent loans which that shall list #s-celumnarform the account number, rames name(s) of berrowers: borrower(s). date of loan. date
of last payment, original amount of loan and outstanding balance of loan at date of schedule, together with space to note current action
or status.

The unpaid balance of loans shall be set apart in columns of the schedule of delinquent loans which-wilt that shall indicate the extent of
delinquency as determined by the delinquent installments according to the note contract. as follows:

(11 Loans on which the delinquent installments are #wo-months 60 davs but less than see-months 180 davs past due:
(2 Loans on which the delinquent installments are sis-months 180 dayvs but less than +2-menths 365 davs past due:
(3) Loans on which the delinquent installments are past due $2-meath 365 days or more,

Similar formats customized to a eredit ynion's needs shall be acceptable as long as the report described in this Section may be produced
upgn request.
(b} Allowance for Loan Losses.

(n Each credit umon shall establish and maintain sueh the reserves as may be required by the-Act-oebyresulation: State
laws and the rules of this Subchapter. or in special cases by the Administrater~Adminstrator as set forth in G.S. 54-
109.86. Adl-Cradu-ntons Lach credit union shall establish an Allowance for Loan Losses Account. The Allowance
for Loan Losses Account 1s not an addition to but a pars of the Regular Reserve as required by statute.

() The maintenance of a valuation Allowance for Loan Losses Account shall not chminate the requirement for
transferring a percentage of gross income before the payment of each dividend 1o the Regular-Reserve regular resenve
as required by Eredit-Uaion-lLaws: State credit unjon laws and rules of this Subchapter.

&) Ae-a-rnrimumeadjustments Adjustments to the valuation Aliowance for Loan Losses shall be made prior to the
drstribution or posting of any dividend to the accounts of all the members so that the valuation allowance established
Fauely presents the value of loans and anticipated losses.

h Adjustments to the valuation Allowance for Loan Losses wil shall be recorded 1n the expense account "Provision for
Loan Losses."

(3) Dividends shall not exceed the amount available for that purpose after provisions have been made for the statutory
transfer t the Regular Reserve Account and the removal of any deficit in the Regular Reserve Account,

)] Each credit union shall review the Allowance for Loan Losses Account quarterly for accuracy prior o completion ol

the call report. An independent party shall annually review the credit union's { Allowance for Loan Losses Account.
The independent party shall have no connection to the credit approval. the estimation process, the methodology, and

its application,

Authoriy G.834-109.12, 34109 17 T4-109.56; 34-109.87.

04 NCAC 06C 0402 CHARGE-OFF OF UNCOLLECTABLE LLOANS

(a) All credit unions shall have a Charge-Oft of Uncollectable Loans Policy. All losses resulung from uncollectable loans shall be
charged against the Allowance for Loan Losses or any special reserve required by the Admimsstrator.

{b) A record shall be mamtained of all loans charged off. Such The record shall contain the following information” account number,
name. original date. amount of original loan. security. balance at time of charge-off, efforts made o collect. and what what, 1t any.
recovery has been made on the security. This record shall be kept current and made asvailable to the examiners at cach examination.

{¢) Any loans delinquent FE-meaths 363 davs or more. unless there is a high probability of no loss, or if the loan s secured by real
estate where the borrower 1s demonstrating a reasonable level of repavment. or the loan is in the process of leval action, shall w4 be
charged off in accordance with Paragraph (a) of this Rule. Any loan deemed uncollectable. because collection efforts are nonproductive
regardless of the number of days delinquent, shall be charged off in accordance with Paragraph (a) of this Rule.

(d) Any recovery of charged-off loans shall be credited to the Aliowance for Loan Losses

Authorme G, JH-J0Y 1114y, F4-J0V 12 54-109,.16; 54-100.17,

04 NCAC 06C 0404 LINE OF CREDIT LOANS



(a) Limuations: A credit union shall not make a line of credit loan that exceeds the stated sum or specified period of tme approved by
the Board board of directors of that credit union.

{b) Reserves: A credit union shall maintain for a period of one month, beginning on the seventh day of each month,

a reserve, which that shall consist of cash on hand or legal investments that mature in one year or less, in an amount not less than five
percent of the aggregate unused portion of its line of credit loans determined as of the close of the previous month. Not more than 20
percent of the required reserve shall be in direct United States Government obligations. The CreditUnioa credit union shall keep current
records of the aggregate unused portion of its line of credit loans and reserves, and the Administrator may require periodic or special
reports based on these records.

Awthority G.8 54-109.11(4); 54-109.12; 54-109.16; 54-109.17; 54-109.70; 54-109.71(h); 54-1(19.82

04 NCAC 06C .0407 COMMERCIAL LENDING AND MEMBER BUSINESS LOANS (READOPTION WITHOUT
SUBSTANTIVE CIHANGES)

04 NCAC 06C .0409 LOAN LIMITATIONS

(a) No loan or line of credit advance shall be made 10 an individual member member, or immediate family member, as-defined-in-Rule
D40H-BBY: if such a loan or line of credit advance weuld-sause causes that member along with that member's immediate family to
be indebted to the credit union in an aggregate amount exceeding 10 percent of the credit union’s unimpaired shares and susplus- surplus
as set forth in G.8. 54-109.67. For purposes of this Seetion Rule "unimpaired shares" shall mean shares without any assignments or
pledges. "Surplus” shall mean undivided earnings and reserves.

{b) In the case of member business loans, additional loan limitations apply as set forth in Rule .0205(d) of this Subchapter and Rule
DHOHBHZIHEH o Fthis-Seetion- pursuant 1o 12 C.F.R. Pant 723 including any subsequent amendments that are incorporated by raference
and can be found at no cost on the Code of Federal Regulations website www.cclr.gov.

Awthorine G S 54-109.12; 54-109.67.
SECTION .0300 - IMPAIRMENT AND INSOLVENCY

04 NCAC 06C 0501 IMPAIRMENT

(2) Animpairment of share capital shall be deemed 1o exist 1f the Gredi-Union credit union is unable 1o provide for Allowance for Loan
Losses, or any other reserve required by the Administrator.

(b} In determining the degree of eapital-impairment-which impairment of capital that may exist. loans receivable shall be valued at book
value less the amount of reserves required. The total of the credit union's assets, valued according to generally accepted accounting
principles, including loans receivable, less current and long-term liabilities. shall be considered to be net assets. I share deposit balances
exceed net assets se-determined. an impairment shall be deemed to exist.

(¢) Whenever it is determined that there exists an impairment of capital, the Board board of directors shall notify the Adnunistrator, 1f
required by the Administrator, pursuant to G.S. 54, Article 14A to 14N, the Board board of directors shall disclose to all shareholders
the impairment of capital and sueh other matters regarding the financial condition of the Credi-Union- credit union. as-deemed-relevant
by-the-Administraton

Authoruy G.S. 34-109.12; 54-109.92: 54-109.93
04 NCAC 06C 0502 INSOLVENCY (READOPTION WITHOUT SUBSTANTIVE CHANGES)
SECTION .0600 - DIVIDENDS: DEPOSITS AND INTEREST REBATE

04 NCAC 06C .060% DIVIDENDS
(3) The Beard board of directors efany-credit-union may declare dividends pursuant to G.5. 54-109 44 {5) and G.S. 54-109.54.
(b} No dividend may shall be declared or paid unless the Gredit-Union credit union has satisfied the slatutory reserve requirements set

forth in G.S. 54-109.86 and any other reserve account that ts-fequired-to shall be maintained in-the-diseretion-of as prescribed by the
Administrator,

Authority G.8. 34-109 12, 54-109 443}, 54-109 54, 54-109.86; 54-109.87.

SECTION 0700 - ACCOUNTS

Awthoriy G.S. 34-109 (2

SECTION .0800 - REPORTS TO ADMINISTRATOR



04 NCAC 06C 0801 FINANCIAL STATEMENTS AND OTHER INFORMATION

Each credu unton shall furnish a report of condition to the Administrator due on the same date as designated by the federal insurer in
January. April. July, and October. The report shall be submitied to-the-Administrator on forms supplied by the federal insurer for that
purpose. The Administrator shall assess fines and penalties for reports not dmeb—fled: filed within 15 davs. as set forth in G.S. 54-
109.13 and G.S. 54-109.15(b).

Awthoriy G5 54-109.12; 54-109.13; 34-109.15, 34-109 .16
SECTION 0900 - PENSION PLANS

04 NCAC 06C .0901 CREDIT UNION AS CUSTODIAN

A credit union 15 authorized to act as custodian. and may receive reasonable compensation for so acung. under any written trust
instrument or custodial agreement created or organized 1n the United States and fornung part of a pension plan whieh that qualifies or
quakified for specific tax treatment under Secuon 401(d) or 408 of the Internal Revenue Code, including anv subsequent amendments
that are mcorporated by reference and can be found at no cost on the Internal Revenue Code website www.irs.gov and at www.gpo.gov.
for its members or groups or organizations of its members—provided-the members. The funds of such plans are shall be invested solely
in share accounts of the Gredit-Baien: credit union. All funds held in a custedial capacity must shall be maintained in accordance with
applicable laws-and-rules-and-regulations State and federal laws. Rules and federal regulations, as may be promulgated by the Secretary
of Labor. the Secretary of the Treasury. or any other State and federal authority exercising jurisdiction over such custodial accounts.
The Eredi-Uaien credit union shall maintain individual records for each participant which—show that shows s-detas) all transactions
relating to the funds of each participant or beneficiary,

Authoriny G 8 34-109.12; 54-109.17; 54-109 2121,
SECTION 1000 - RETENTION OF RECORDS

04 NCAC 06C . 1001 PERMANENT RECORD

{a) Each Credst credit Bndon union shall retain s records in a manner consistent with reasonable business practices and applicable state
State and federal laws, mdes: Rules. and federal regulations,

(b} The Gredu credit Enion union shall permanently retam the onginal records of the Gredi-Unton's credit union's charter, bylaws. and
any amendments to those documents,

(¢} The following records shall be retained permanently n their onginal form or in any electronic or digital form that pernuts their
retricval and replication:

() the minutes of meetings of members and of the board of directors:
(2] audit reports.

(3) copies of the exanunation reports of the Credut Umion Division:
) rulings and opintons from the Crednt Union Division: and

&) siopateeeads

) jeurnil-and-cash-record-

83 pepepblodees

“H bank-reconcihations~and

A a-hstefatrecords-destroved:

{5) supenvisory committee minutes and audits.,

(d} L redit-brivas-shall-reference-1 2 CERPar 713 Appendictor retention schedule suide hnes-

Aucheriny (0.8, 54-109. 12, 54-109 17

04 NCAC 06C 1002 NONPERMANENT RECORDS

{a) Each &redp credit Eaton unton shall retain nonpermanent records as defined in Paragraph (b) of this Rule. in a manner consistent
with reasonable business practices and in accordance with this Secuion and applicable state State and federal laws. mules: Rules, and
federal regulations. The board of directors of the credit union shall determine the length of time that any nonpermanent_record not
specified in this Rule shall be retaned based upon reasonable busimess practuices and the applicable Staie and _federal laws, Rules. and
tederal regulations.

{b) Nonpermanestrecords—shallmelude anv-CreduLaon All records not referenced m Rule 1001 of this Section: Secuon shall be

LOrhldt. red nonpermanent rec urd»

el Fh; folluu ing nonp;rmamnt records shall b‘. retained in thetr onwnal form or m any electronie or digital form that pernuts their
retrieval and replication:

GENERAL LEDGER



General Ledger 15 vears

Joumal Cash (Journal of original entry) 15 vears
Signature Cards (afier the account is closed) 10 vears
Shares and Deposits Subsidiary Ledger 10 years
Bank Reconciliations 10 vears

Registers: {Check. Money Orders, and Collateral) 10 vears

Record of Receipts (Deposit tickets, Payroll Deduction Records) 10 vears
Withdrawal Shps: (Cash Pavments, Check Pavments) 10 vears

Cancelled Checks, Money Orders., Cancelled Checks 10 years
Bank Statements 10 vears
Bank Deposit Slips 10 vears
Invoices for Sale or Purchase of Securities 10 vears

ADMINISTRATIVE

Certificates and Licenses to Operate Under Programs of Various Government Avencies

After the Term of the Program Expires 10 vears
Minutes of the Credit Committee Meetings 10 vears
Charged off Loans (Note and Application)(afier the date of the charge off) 10 vears
Charge off Ledeer Sheet 10 vears

LEGAL JUDICIAL AUTHORIZATION

Attachments or Garnishments 10 vears
Bond Claims 10 vears
Court Orders 10 vears

MIMBER RECORDS

Transaction Records 10 vears
Members Perindic Statements 10 vears
Month End Trial Balance 2 vears
Signature Cards (afier the account is_closed) 10 years
LOANS {COMMERCIAL, CONSUMER, AND MORTGAGE)
Subsidiary Loan Ledgers 10 vears
Dehnquent Loan Schedules S5 years
Lean Applications (after the loan is paid) 2 vears
OIHER
fax Records 10 vears
Personnel Records 10 vears
Expense Reimbursement Forms 3 years
Reports: Statistical Reports submitted to NCUA or Credit Union Division 10 vears

Escheat records. including communications between the credit union and the NC Department
ol State Treasurer and records containing the information required to be included in the report
filed with the State Treasurer 10 vears

Authority G.8. 34-109.12: 54-109 17
SECTION 1200 - INVESTMENTS

(4 NCAC 06C .1201 INVESTMENT ACTIVITIES
M&MWMM%WMWMMMW

rafiteed-by-the-U-S—government: Investments shall be made pursuant to G.S. 54,
Article 14 [ Transactions The Admlnlstralor shﬂ]l consider transactions. such as agreements or options to buy or sell government
securities at a future date—whieh date that are meeely speculative in nature. areconsidered unsafe and unsound practices

Auwthorviey GS 54-10V.12; 34-109.82; 54-109 927,
04 NCAC 06C 1204 FEDERAL FUNDS (READOPTION WITHOUT SUBSTANTIVE CHANGES)

SECTION 1300 - RESERVES



04 NCAC 06C 1301 SPECIAL RESERVES FOR LIQUIDITY

(a)_Credit unions shall have a Liguidity Policy and Contingency Funding Plan as set forth an 12 C.F.R. Pari 741.12. mcluding anv
subsequent amendments. which are incorporated by reference and can be found at no cost on the Code of Federal Resulations website
nww.ecfr.gov.

taHb} Credit umons with assets of two million (52.000.000) or more and credit umons whieh that offer share draft accounts shall
maintain a reserve of Liquuid assets {liquidity reserve) equal to a minimum of five percent £3-percent) of the total dollar value amount of
the Eredit credit Baon's union's liability base.

¢b}c) The liabilnty base shall consist of shares. deposits. and notes payable with a maturity of less than one vear. Specificaliv-pledged
Pledued shares or deposits or bath are shall be exempted up to the amount of the loans.

te}d) The liquidhty reserve shall consist of cash. shares shares. and deposits in the National Credit Union Administration Central
Liquidity Facility, corporate credit umom or_other financial mmtunons and mvestments with a maturm of less than one year as

authorized under—G- 4 by G.S. 54-109.82
(3)(41.(5).(9).(10). and ( lJ GO\ emment securities with a maturity of more than one vear may be meluded included, provided securities

are carried at the lower of cost or market and adjusted monthly on a eeasistent regular basis. Documentary evidence mwst shall be kept
on file supporting the adjustments for a period of 18 months,

t¥e) The liquidity reserve shall be determined monthly. not later than the wenth day of each month. and shall be based on the Credit
credit Uaton's union's liability base as the last day of business of the preceding month.

te}(D) The liquidity reserve eapenly shall be used to satisfy contractual Itne of credit agreements, share and deposit withdrawals. In the
event the liquidity reserve falls below the required amount the Eredit credit Union union must shall immediately notify the Administrator
ef Credit-Uniens. The Gredtt credit Haion union will shall have 60 davs o replenish the liquidity reserve.

82} In any special case. the Administrator shall have the authority to require a hquidity reserve for credit unions with assets of less
than two million dollars ($2.000.000} if deemted necessary to meet the hiquidity needs of its ereditors creditors. as set forth in G.S, 54-
109.86 {c).

Awthority G.S ¥4-109 12 34-109.86 (h),; 54-109 86¢c2).

04 NCAC 06C 1302 OTHER RESERVES
(a) Regular reserves shall be maintained as set forth in G.S. 34-109.86, 34-100.86-of the-Nerth-Carolina-Credi-Haion-laws.
(b) quial resenes for dclinquun Iuans and reserves for line of credu shall be matntamed as required in Rules 0401 and .0404(b} of

Auwthorioy .8 34-00% 12 34109 86¢a)ibie)



