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General Duties of Directors

NCUA Regulation §701.4; Letter to CU 11-02 3

1. The board of directors is responsible for the 
general direction and control of a federal credit 
union.  The board may delegate operational 
functions to management, but not the 
responsibility for the credit union’s direction.     

2. A director must carry out his or her duties in 
good faith, in a manner reasonably believed to 
be in the best interests of the membership, 
and with such care, including reasonable 
inquiry, as an ordinarily prudent person in a 
like position would use under similar 
circumstances. 



General Duties of Directors
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3. A director must administer the affairs of the 
credit union fairly and impartially and without 
discrimination in favor of or against any 
particular member. 

4. A director must have at least a working 
familiarity with basic finance and accounting 
practices, including the ability to read and 
understand the credit union’s balance sheet 
and income statement and the ability to ask, as 
appropriate, substantive questions of 
management and auditors.    

NCUA Regulation §701.4; Letter to CU 11-02



General Duties of Directors

5NCUA Regulation §701.4; Letter to CU 11-02

5. A director must direct the operations of the 
federal credit union in conformity with the 
Federal Credit Union Act, NCUA’s Rules and 
Regulations, other applicable laws, and sound 
business practices.   

6. A director may rely on information prepared 
or presented by employees or consultants the 
director reasonably believes to be reliable and 
competent and who merit confidence in the 
particular functions performed.



What a Director Should Know
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A director must understand the specific activities in which his or 
her credit union engages.  In particular, a director must 
understand not only how these activities generate revenue for 
the credit union but also, and perhaps most importantly, the 
various risks associated with these activities that could lead to 
financial loss.   

Directors must understand the internal control structures at the 
credit union that limit and control these risks.   



What a Director Should Know
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At a minimum, a director should be able to examine the credit union’s 
balance sheet, income statement and be able to answer the following 
questions: 

1.  What does this line item mean? 
2.  Why is it important to the credit union? 
3.  Is the value of the line item changing over time?  If so, what does that 
change (either positive or negative) mean? 
4.  Is the change important to the credit union?



Risks Found in Credit Unions
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It is essential that directors understand the risks found in credit 
unions. 

• credit 
• liquidity 
• interest rate 
• compliance 
• strategic 
• transaction
• reputation risk



Basic Financial Skills Required
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• The key measure of the credit union’s success or failure is its financial 
statements.  As such, a director must understand these financial statements to 
participate in a meaningful manner in the direction and control of the institution.

• To be an effective director, an individual must have a certain base level of 
financial skills, consistent with the size and complexity of the credit union 
operation they serve.  

• At a minimum, directors must have the ability to read and understand the credit 
union’s balance sheet and income statement.  If directors do not have the 
requisite skills when elected or appointed, they must obtain these skills in a 
timely manner.



Timetable for Acquiring Financial Skills
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NCUA understands that directors are, generally, uncompensated volunteers 
who have other important demands that compete for their time.  

The decision to serve as a director, however, is a commitment which includes 
understanding the financial statements, risks and controls of the credit union 
so as to properly exercise authority over the credit union’s direction.  

Directors without the requisite financial skills will have six months from the 
date of election or appointment to acquire the enumerated skills.  



Management of a Credit Union

11NCUA Regulation §701.4(a)

“While the board may delegate execution of operational functions (to management), 
the ultimate responsibility for direction and control is not delegable.” 

• The board may delegate management functions to senior management.  The 
board, however, must directly exercise its authority to hire, fire, determine duties, 
set compensation, and discipline senior management.  

• The board must also ensure that appropriate policies are in place to guide senior 
management in the execution of their duties. 

Directors must ensure they are properly informed about what is happening in the 
credit union.  Directors should not rely solely on the reports of senior management, 
but also consider the reports of the supervisory committee and internal and external 
auditors, other employees, and consultants reporting directly to the BOD.



Duties of Credit Union Directors
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“ Director must carry out his or her duties in good faith, in a manner reasonably 
believed to be in the best interests of the membership of the credit union, and with 
such care, including reasonable inquiry, as an ordinarily prudent person in a like 
position would use under similar circumstances.” 

• Directors must always focus on the best interests of the membership as a whole
• A credit union’s primary purpose is not to seek the biggest possible profit or 

return on assets (ROA); nor is it appropriate to seek asset growth just for the 
sake of growth.  

• The primary purpose of a credit union is to provide quality, low cost financial 
services that the members need. 



Investment Management

13Chapter 12 NCUA Examiners Guide Investment Analysis

The investment portfolio serves as an important source of liquidity and can 
represent a substantial portion of a credit union’s assets. Likewise, investment 
income can serve as an important source for meeting a credit union’s operating 
expenses, dividend payments, and reserve requirements. Thus, the examiner’s 
assessment of management’s ability to invest prudently is an important part of 
the examination. 

The investment area affects all seven risks found in credit union operations –
credit, interest rate, liquidity, transaction, compliance, strategic, and reputation.

The key investment references for this chapter are NCUA Rules and Regulations 
§703, IRPS 98-02, and related Guidance Papers. 



Assessments the Board Must Make
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• Do we have sufficient expertise & understanding?
– Do we have the expertise we need?  Is education needed?

• What will our process be?
– Policies and Procedures
– Management 
– Measurement systems
– Reporting

• How restrictive will we be in our policies?
– Risk tolerance

• How will we stay on top of things?
– Board report content and frequency of review



Investment Management

15Chapter 12 NCUA Examiners Guide Investment Analysis

Examination Objectives
• Determine adequacy of the credit union’s investment policy, procedures, and 
internal controls 
• Assess legality of investments and compliance with related regulations, 
accounting procedures, and other guidelines 
• Evaluate suitability of the investment portfolio in relation to the credit union’s 
business plan, asset-liability management (ALM) strategies, liquidity, and net worth 
position 
• Determine fair value of the investment portfolio and the effect of realized or 
potential losses from investment transactions on the credit union’s earnings and 
capital position 
• Review correction of investment-related problems by management 



Sample Policies
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Examination Objectives
• Determine adequacy 
of the credit union’s 
investment policy, 
procedures, and internal 
controls 
• Assess legality of 
investments and 
compliance with related 
regulations, accounting 
procedures, and other 
guidelines 



Performance Profile Report
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Evaluate suitability of 
the investment 
portfolio in relation to 
the credit union’s 
business plan, asset-
liability management 
(ALM) strategies, 
liquidity, and net 
worth position 



Performance Profile Report
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Evaluate suitability of 
the investment 
portfolio in relation to 
the credit union’s 
business plan, asset-
liability management 
(ALM) strategies, 
liquidity, and net 
worth position 



Performance Profile Report
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Evaluate suitability of the investment portfolio in relation to the credit union’s business 
plan, asset-liability management (ALM) strategies, liquidity, and net worth position 



Performance Profile Report
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Determine fair value of the investment portfolio and the effect of realized or potential 
losses from investment transactions on the credit union’s earnings and capital position 



Performance Profile Report
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Determine fair value of the investment portfolio and the effect of realized or potential 
losses from investment transactions on the credit union’s earnings and capital position 



Board Reporting for Investments
Review Investment Sector Allocations 
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Board Reporting for Investments
Review Investment Cash Flows (in the base case and shocked rate scenarios)
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Board Reporting for Investments
Review Investment Duration 
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Board Reporting for Investments
Review Investment Price Volatility 
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Board Responsibilities for Investments
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Specific Responsibilities

– Approve suitable securities list

– Approve pre-and post- purchase analysis procedures

– Approve risk limits



Board Responsibilities for Investments
• Annual review of policies and any updates or changes to policies
• Establishment of risk limits
• Setting policy limits and annual review of policy limits or changes to policy limits 

including limits for EAR, NEV, CAR, PVOL, duration, liquidity, and investment limits as 
a percentage of investments, assets, and /or capital

• Developing a list of approved investments and activities and prohibited investments 
and activities

• Purchase requirements including required documentation, segregation of duties and 
approval of transactions 

• Review investment transactions – purchase and sale activity
• Internal control structure and audit review
• Approved broker list and annual review
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NCUA Supervisory Priorities for 2016 - IRR

ncua.gov/regulation-supervision/Pages/policy-
compliance/resource-centers/interest-rate-risk.aspx
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Interest rate risk (IRR) remains a key supervisory 
focus as interest rates have begun to rise. Rising 
rates may prove challenging for those credit 
unions that hold high concentrations of long-term 
assets funded with short-term liabilities. 

• NCUA is in the process of updating interest rate 
risk management supervisory guidance, which 
will be published in 2016. 

• As part of this effort, NCUA field staff will 
transition to the updated IRR examination 
procedures over the course of 2016. 

• The new procedures will improve the efficiency 
of reviews by focusing field staff resources on 
those credit unions with elevated levels of IRR 
and streamlining related exam procedures. 



NCUA Supervisory Priorities for 2016 - IRR
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• The NCUA is replacing 
the 17/4 test, net long 
term asset ratio, and the 
SIRRT test with the NEV 
Supervisory Test.

• The NCUA is also setting 
standardized values for 
deposit premiums at 1% 
base and 4% up 300bps.

• Phased in over the next 
6 months.



NEV Supervisory Test
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NEV Supervisory Test
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- Setting policy limits for EAR, NEV, and Capital At Risk
- Rate shocks include +400bps
- Non parallel ramp and parallel shock scenarios 
- Developing specific assumptions for your credit union
- Sensitivity analysis (stress testing of assumptions)
- Non-maturity share study 
- Identification and modeling of surge in shares
- Back-testing model results
- Independent model validation (in house or third party)

IRR Regulatory Focus Areas
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Interest Rate Risk: EAR and NEV 
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Interest Rate Risk:  NCUA Guidance 
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INTENDED FOR INSTITUTIONAL INVESTORS ONLY. The information included herein has been obtained from sources deemed reliable, but it is not in any way guaranteed, and
it, together with any opinions expressed, is subject to change at any time. Any and all details offered in this publication are preliminary and are therefore subject to change
at any time. This has been prepared for general information purposes only and does not consider the specific investment objectives, financial situation and particular needs
of any individual or institution. This information is, by its very nature, incomplete and specifically lacks information critical to making final investment decisions. Investors
should seek financial advice as to the appropriateness of investing in any securities or investment strategies mentioned or recommended. The accuracy of the financial
projections is dependent on the occurrence of future events which cannot be assured; therefore, the actual results achieved during the projection period may vary from the
projections. The firm may have positions, long or short, in any or all securities mentioned. Member FINRA/SIPC.

Thank You
Lee Chandler

Senior Vice President
Vining Sparks

lchandler@ViningSparks.com
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