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NCUA Board Modernizes Member-Business Lending

Rule to Provide Flexibility
Board Action Bulletin

Share lnsurance Fund Continues PositÌve Trends in 2015

ALEXANDRIA. Va. (Feb. 18, 2016) - The Nationaì Credit Union Administration Board held its second open meeting of
2016 at the agency's headquarters here today and approved a final rule giving federally insured credit unìons greater

flexibility and autonomy to offer member-business loans in a safe and sound manner

The Chief Financial Officer also briefed the Board on the performance of the Nalional Credit Union Share lnsurance Fund,

which had a net income of $61 3 million for 2015.

Finol Member-Business Lending Rule Ushers ín a "New Era"

Credit unions will have greater latitucle to make cornmercial lenc.ling decisions under a new merrber-business lencling
rule (Part 723) unanimously approved by the Board,

"With this fínal rule, ure begin a new eTa," NCUA Board Chairr.nan Debbie N¡latz saicl "Today, the vast majority of credit

unions makilrg these loans have well-establishecl member-business lerrding infrastrr-rctures and risk manager-nent in

place So, it is tíme to transition from prescriptive lirnits to over-arching principles that will provide greater flexibility for

credit unions to serye more member businesses."

Part of the agency's Regulatory Modernization lnitiative, the final rule moves from prescriptive limits on credit unions-
such as collateral ancl security requirernents, equity recluiremerrts and loan limits-to principles-based regulation. As

such, the rule elimìnates the current menrber-business loan r,,raiver process

The increased flexibility provided by tlre final rr-rle wìll give federally insured credit unior.rs greater autonomy to develop

and mainlain member-busìness lending prograrns that best fit their members' needs and strategic Aoals Credit unìons

makirrg member-business loans will need to have the people, processes and policies in place to ensure safety arrd

sou ndness

Key changes in the final rule include

Giving credit union loan offìcers the abìlity, under certain circumstances, to not require a personal guarantee;

Replacing explicit loan-to-valLre límits with the principle of appropiiate collateral and eliminating the need for a

wa tver;

Lifting limits on constructron and development loans;

Exempting creclit unions with assets under $250 nlillion and small commelcial loan poftfôlios from certain
requiretnents; ancl

Affirrning that non-member loan ¡rarticipatìons do not count agaiirst the statutory mernber-busìness lending ca¡r

The changes finalized today are fully consistent w¡th the rec¡uirements of the Federal Creclit Unjor'ì Act. The final rule does

not expand credit unions' business loan authority or modify the statutory lim¡t on rrember-business lending

Speaking about the benefits of the rule, lVlatz saìcl, "Safely expanding business lending rrrill diversify porlfolios and

revenLle sources, improving the ability of credit un¡ons to withstancl econorric downturns, lt will also grow small

businesses, which may not be able to obtain capital flon-r other sources, and strengthen communities by creating jobs

and fostering econorric development "

The credit union system's total member-business lending portfolic has grovrin i4 fcld, to $56 bilfion, from only $4 bìllìon

in 2000 Federally insured cr edit unions have generally conducted business lendíng safely, and the vast majority of credit

runions making these loans today have well-established business lencling infrasiruct'-¡res and solid risk management in

place Declining delinc¡uencies and charge-oifs for credit unions' corrrneicìal loairs overall indicate the solid performance

of these loans

The rule empowers credit unions to write tlreir or¡¡n policies ancl limìts appropriate io senricing members and urithin their

capacity Approximately 660 smaller crediI unions that currently engage io a srnall level of ccmmercial Iending woulcl be

exempt from the requirement to establish a commercial loan policy and hire commercial lending stafli

Adclitiorrally, the new membet--business lencling rule establishes a baseiine minimunr safety and soundness standard to

protect the Share Insurance Fund. States may choose to impose higher siandar-cls, but not lou;er, The sever¡ states rvith

pre-approved mer¡L¡er-business lencling rules are granclfatherecl, and any st.1te ffìay submit a new rule lor NCLJA review.

Itlo adclitiorral funcls will be budgetecl to implement lhe final rr-¡le An ir¡cren-rental one-iime cost of $960,000 in 2016 fo¡
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NC Credit Union Division Business Lending Rules

04 NCAC O6C.O4O7 BUSINESS LOANS
(a) Prohibited fees. A North Carolina credit union shall not make any loan or efrend any line of credit i{ either directly or
indirectly, any commission, fee or other compensation is to be received by the Credit Union's directors, connnittee ûEnbeß,

senior managenrcnt enployees, loan officers, or any irnrnediate family members of such individuals, in connection with
underwriting, insuring, servicing or collecting the loan or line of credit. However, salary (except conrnbsions)forenpbyees b
not prohibited by this Section. For purposes of this Section, "senior management enployees" means the Creditl-hbn's chief
executive offrcer (typicaþ this individual holds the title of President or Treasurer/Manager), any assistant chief e>recutive

officers (e.g., Assistant President, Vice President or Assistant Treasurer/Manager), and the chief financial officer
(Conptroller), and "immediate family member" means a spouse or other family nrember living in the sarne household.
(b) Member Business loans.

' (l) Definirions:
(A) Member business loans mean any loan, line of credit, or letter of credit, the proceeds of\ÀÀichwill

be used for connnercial, corporate, business, investment property or venture, or agriculture
pu{pose, except that the following shall not be considered member business loans forpurposes of
this Section:
(Ð A loan or loans fully secured by a lien on a one to four family dwelling that is the

nrember's prknary res idence.
(ü) A loan that is fully secured by shares in the credit union or deposits in other fmancial

institutions.
(üi) A loan meeting the general definition of member business loans under Part (bXlXA)of

this Rule, and, rnade to a borrower or an associated member, which, when addedtoother
such loans to the borrower or associated member, is less than fifty thousand dollars
($50,000).

(iv) A loan, the repayment of which is fully insured or fully guaranteed by, or where there b
an advance commitrnent to purchase in full by, any agency of the federal govemnEnt or
of a state or any of its political subdivisions.

(v) A loan granted by a corporate credit union operating under the provisions of theNorth
Carolina Creneral Statutes to another credit union.

(B) Reserves nrcans reserve fund, undivided eamings, current eamings, and excludes the Allowance

for l,oan losses.
(C) Associated Member means any member with a shared ownership, investment or other pecuniary

interest in a business or commercial endeavor with the borrower.
(D) Immediate Family Member means a spouse, or other family member living in the sanre household.
(E) l¡an-to-Value (LTV) ratio means the quotient of the aggregate aÍìount of all sums bonouædft¡m

all sources on an item of collateral divided by the market value of the collateral used to securcthe

loan.
(F) Construction or development loan nrcans a financing arrangeûrcnt for the purpose of acqubition

of property or rights to property or rights to property including land or structures with theintent
of conversion into inconre-producing property including residential housing for rental or sale,
commercial or industrial use, or a similar use.

(2) Requirements. Member business loans, as defined in Part (bXlXA) ofthis Rule may be made by credit
unions only in accordance with the applicable provisions of Rule .0409 and .0205(d) and the following
additional requirements :

(A) Written loan potcies. The Board of Directors must adopt specific business loanpolicies and
reviewthemat least annually. The policies shall, at a minimurr¡ address the following:
(Ð Types of business loans that will be made;
(iÐ The credit union's trade area for business loans;
(üi) Maximum amount of credit union assets, in relation to reserves, that will be invested in

business loans;
(iv) Maximumamount of credit union assets, in relation to reserves, that will be investedina

given category or type of business loan;
(v) Maximumamount of credit union assets, in relation to reserves, that willbebanedtoany

one member or group of associated members, subject to Subpart (bX2XCXÐ ofthis Rule;



(D)

analysis of credit union eryerience in making member business loans shall docur¡Erìtthehistory of loan losses, loan delinquency, volume and cycrical or seasonal pattems,diversification, concentrations of credit to one bonowe, or group of associatedborrowers in excess of 15 percent of reseryes 1tes. trre Ãuowance of toan fosses
and practices, types oflo

'.:Jff';iïïï*i:î:
Adminisrrarion to exceed ,n. *,"1,11',::t"i""i:iilîiJil,i'National credir union

(üÐ Maturity' Member business loans shall be granted for periods consistent with thepulpose, se curity, creditworthiness of the borrower and sound lending pohcies.(iv) Monitoring requirement. credit unions with member business toans in excess of 100percent of reserves (less the Allowance for t¡an l¡sses account) shall submit thefollowing information regarding member business loans to ttre e¿mnistrator on aquafterþ basis: the aggregate total of loans outstanding; the amount of loansdelinquent in excess of 30 days; the balance of the allowanceior member business loa¡rlosses; the aggregate total of all concentrations ofcredit to one borrower or group ofassociated borrowers in excess of 15 percent of reserves (less the Allowance for l¡anI¡sses account); the total number and amount of all construction, development orspeculative loans; and any other information pertinent to the safe and sound conditionof the member business loan portfolio.
Allowance for loan losses.
(Ð

(iÐ l¡ans classified shall be reserved as follows:(l) substandard loans at ten percent ofoutstanding amount unÌess other facton(e'g' history of such loans at the credit union) indicate a greater or lesser
amount is ap ans classified as substandard loans are inadequatelyprotected by ound worth and paying capacity ofthe obligorororthe collatera any. t¡ans classlfiJ rnurt huu. u well_defined
wealaress or. hat jeopardize the liquidation ofthe debt. They arecharacterized by the distinct possibitity that the Credit union will sustain sonploss ifthe deficiencies are not corrected. Ioss potential, while existing in theaggtegate amount ofsubstandard loans, does not have to exist in individual
loans clas sified substandard.

(ID Doubtful loans at 50 percent of outstanding amount. loans classified asdoubtful loans have all the wea
with the added characteristic th
in full, on the basis of currently
questionable and inrprobable.
because of certain irrportant a
may work to the advantage and strengthening of the loan its classification as

ing

tal

(lll) tstanding amount. Ioans classified as lossloans are considered uncollectible anã of such little value that theircontinuance as loans is not wananted. This classification does notnecessanly
mean that the loan has absolutely no recovery or salvage value, but ratheritis
not practical or desirable to defer writing offthis basica"þ worthless asset evørthough partial recovery may occur in the future.


