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Every credit union must submit proposed bylaws as part of the licenang process. The
board of directors should adopt the proposed bylaws upon approva by the regulatory
authority and receipt of the license or charter. Bylaws, at aminimum, defines

the credit union’sfidd of membership,

the requirements for membership,

the scope of the credit union’s activities,

the services a credit union can offer, and

the duties and respongibilities of its officids and operational management..
All officids and management should be familiar with the bylaws to thoroughly
understand their job duties, authorities, and responsibilities.

Every regulatory body charged with credit union supervison and regulation should draft
modd bylaws to facilitate the organization and supervison of credit unions. Modd
bylaws serve as aguide in drafting a credit union’sindividud bylawvs. Modd bylaws
dlow for some standardization in credit union operations. Credit unions can be permitted
to deviate from the moded bylaws, however, prior to doing so the proposed change or
amendment should have to be submitted to the regulatory authority for approval.

Modd bylaws should be divided into sections or chapters with articles that address each
specific item within the section. The following are generd areas that should be addressed
when drafting modd bylaws:
Section 1 — Name, Address, and Lega Designation
The credit union’s name, address, chartering date, license number, and legd
designation should be identified aong with its rights, obligations, and redtrictions
based on the lega designation.
Section 2 — Credit Union Godls
The specific gods for which the credit union was founded should be declared..
Section 3 — Capital, Shares, and Saving
Articlesin this section should address: the minimum ownership share depost,
legd age requirement to join, the process for share and savings withdrawdss, the
right to impose fees for withdrawas, the definition of a dormant account, the
process to be followed when handling dormant accounts, and the right to earn
interest and dividends.
Section 4 - Common Bond and Membership
The specific common bond should be defined and the membership rights
described.
Section 5 — Handling of Disputes and Member Expulsions
The process for handling disputes and expulsions should be described adong with
vaid reasons for expdling amember.
Section 6 — Membership Meetings
Articlesin this section should address: when the annua generd meeting may be
held, the use of regionad meetings when credit union membership islarge and/or a



Development Best Practices in Credit Union Supervision

large portion of the membership lives far from the home office, each member has
only one vote regardiess of their volume of business, the definition of a quorum,
generd issuesfor discusson at the annua generd meeting, the processfor cdling
gpecid meetings, and the information to be noted in meeting minutes.

Section 7 — Elections
Articdlesin this section should address: when a nominations committee should be
appointed, for what reason, by who, how many individuas should be on the
committee, how eections are to be held at the annua genera meseting, and how
terms are to be staggered for officids so that al terms do not expire at once.

Section 8 — Board
The board of directors should be defined as the executive body, which oversees
credit union operations in accordance with the generd plans and ruleslaid down
a the annua generd meeting. To accomplish this, articlesin this section should
address. their duties and responshilities, number of members on the board of
directors, the appointed positions within the board of directors, how the board is
to fill vacancies of the board, how specid meetings are to be cdled, and if the
board members will be volunteers or compensated for their time. Prohibitions,
disqudifications, and incompetibilities for the board and other governing bodies
should aso be defined.

Section 9 — Credit Committee
The credit committee should be defined as the entity that acts upon and approves
member loan requests. Articlesin this section should: establish the number of
committee members, specify their duties and respongibilities, identify whether
they are volunteers or professond gaff, and grant the committee the right to
delegate its authority to professond loan officers when they do not have the
expertise to grant more complex loans and meet member [oan requests.

Section 10 — Supervisory Committee

- The supervison committee should be defined as the entity which acts asthe
internal supervisor of the operations and management of the credit union. To this
end, articlesin this section should: establish the number of committee members,
specify their authorities, duties, and respongibilities, determineitsligbilitiesin
case of nonperformance or negligence, and alow the committee to delegate some
or al of their job duties to professond internd and externa auditors.

Section 11 — Duties and Responsbilities of Operationd Management
Along with the duties and respongihilities, this section should clearly state that the
generd manager reports directly to the board and is ultimately responsible for
implementing al board policies, procedures, budgets and business plans.

Section 12 — Investments of Funds, Cash, and Liquidity
This section should: alow the credit union to invest excess fundsin interest
earning investments, specify that the board establishes al written policies
addressing the investment of excess funds, establish atime limit for how long
excess funds may be kept on the credit union premises before deposting them
into the depogitory inditution, define the Size of the change fund that may be used
to meet member demands, and state the amount of funds that are to be kept in
liquid demand deposit type accounts to meet liquidity needs.

Section 13 — Annua Budget
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The process for the development and periodic review of the annud budget should
be established.

Section 14 — Payment of Credit Union Expenses and Dividends on Ownership Shares
Dividends on ownership shares should be permitted only after al expenses and
regulatory capital requirements have been met.

Section 15 — Reserves

- This section should specify: how reserve and alowance accounts are to be
established, what types of reserve accounts may be established, what accounts are
conddered to beingitutiond capital, and that fundsin reserve accounts may only
be distributed to members upon credit union liquidation and after payment of al
outstanding obligetions.

Section 16 — Loans

- The section should specify: the board is responsible for gpproving loan policies,
the types of loans made, the loan gpplication requirements, the maximum loan
amounts, any individuas or groups that are restricted from accessing credit, thet a
borrower may pay aloan off prior to maturity, and the credit union can assess fees
on loans granted and/or delinquent loans.

Section 17 — Conflict of Interest
Every officid and employee should be required to disclose any conflict of interest
they may have with any business transaction performed with the credit union.
Falure to reved this information should result in remova from office or
termination of employment.

Section 18 — Merger and Liquidation
Articlesin this section should dlow the credit union to voluntarily merge with
another credit union or liquidate if the membership and regulatory authority
approve the action.

Section 19 — Amendments and Changes to Bylaws
Articlesin this section should alow the members to amend the bylaws at an
annua generd or specid meeting. No amendment should be fina without the
gpprova of the regulatory authority.

Section 20 — Generd Provisions or Miscellaneous Items
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