Credit Union Small Businesses Lending

Did You Know?

Our Ask:

Credit unions have been making member-business loans (MBLS) since their inception in the early
1900s. In the first 90 years of their existence, there was no MBL cap on credit unions. The current
cap is an arbitrary limit imposed by Congress in the Credit Union Membership Access Act of 1998
(CUMAA).

In the next year, credit unions business lending could increase over $13 billion, helping small
businesses create over 140,000 new jobs if Congress increases the statutory cap on credit union
business lending. This can be done without costing the taxpayers a dime and without increasing the
size of government. Unlike banks, credit unions do not need taxpayer assistance to encourage them
to do more business lending; credit unions only need authority from Congress.

Congress should enact legislation (S. 509/H.R. 1418) to provide a taxpayer-free infusion of $13
billion in capital to small businesses to create 140,000 jobs nationally, by increasing the credit union
lending cap to 27.5%. This approach has been endorsed by the Obama administration.

What are the Policy Issues?

What are the Implications for Small Businesses?

America’s small businesses are the engine of growth of our nation’s economy. The effects of the
financial crisis of the past few years have spread to all types of lending, resulting in a reduction in the
availability of business credit.

Unemployment remains high, at 9.2%. America’s small businesses could create jobs, if they are given
access to capital. Credit unions can provide them with $13 billion in capital.

The cap on credit union member business lending (currently 12.25% of the total assets of the credit union)
has no economic, safety and soundness or historical rationale. In fact, credit unions have been lending to
their business-owning members for a century. Additionally, credit union loan losses (net charge off rates)
for business loans are much lower than those for business loans made by banks.

At a time when banks are withdrawing credit from America’s small businesses, credit unions have
actually been expanding credit to small businesses, but with more credit unions approaching the cap, this
growth is threatened. It makes economic sense to permit credit unions to lend additional capital to their
business-owning members.

The average credit union business loan is approximately 2010 Business Loan Growth
$220,000. Therefore, when a credit union lends to one of (Source: FDIC & NCUA)

its business-owning members, the capital can be used to

keep the business competitive and hire additional 7.55%

employees — up to 140,000 people nationally.

Banks have been reducing credit availability, and even

after receiving $30 billion of taxpayer money, banks still -1.50%
are not meeting the demand for small business loans.
Credit unions have a strong history of better lending, and |

will do better than the banks’ failed efforts to help small
businesses, all without any cost to the taxpayer.

Community Banks (< $1 Billion) Credit Unions
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An Open Letter to President Obama

and Members of the House and Senate
from Those Who Create Jobs

Dear Mr. President, Senators and Members of Congress:

As you focus on overcoming the challenges of our nation’s economy, it is important to
assemble and use all the tools at your disposal. To date, the primary focus has been
both a taxpayer financed rescue and economic stimulus package.

Despite these measures, credit continues to be a problem for businesses of all sizes -
businesses which create jobs. We would like to suggest another step that could inject
up to $13 billion into the economy according to those associated with credit unions.

We urge you to allow credit unions to expand lending to their business members.

* Credit unions continue to lend even when banks have cut back;

* Credit unions play a vital role in providing capital to underserved
communities and small businesses; and,

* Credit Unions understand the special needs of their business members and
can make loans that banks will not.

Easing business lending limits on credit unions will cost
taxpayers nothing, and will provide much needed credit into our
economy. We urge you to support lifting the lending cap.
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.
SECRETARY OF THE TREASURY

May 25, 2010

The Honorable Barney Frank
Chairman
Committee on Financial Services

U.S. House of Representatives
Washington, D.C. 20515

Dear Chairman Frank:

This letter responds to your request for the views of the Treasury Department concerning current
limits on the total amount a credit union can loan in the form of business loans to credit union
members. In general, credit unions may make member business loans within a current statutory
limit: loans cannot exceed the lesser of 1.75 times the credit union’s net worth or 12.25 percent
of its total assets. Various proposals have been made to allow for additional lending, such as to
raise the limit to 25 percent of total assets with no net worth ratio, as well as to redefine the type
of loans that count toward the limit, effectively raising the overall amount of loans even further.

As you know, Representative Kanjorski introduced the Promoting Lending to America’s Small
Businesses Act of 2009 (H.R. 3380) and a companion bill has been introduced in the Senate by
Senator Udall and others.

The Treasury Department could support proposals to increase credit union member business
lending provided safety and soundness concerns are addressed. It is important that reforms are
not done in a way that inappropriately introduces more risk to credit union members, the credit
union system, the National Credit Union Share Insurance Fund, or the financial system as a
whole. Treasury will work with the Congress on legislative proposals that include sufficient
safeguards.

One approach would be to maintain the current limit for most credit unions but increase the limit
for credit unions that meet certain high standards. In particular, the cap could be raised for credit
unions that: (1) have been near the current limit for four consecutive quarters (for example,
credit unions with member business loans totaling eighty percent of the amount allowed); (2) are
well capitalized; (3) have no less than five years of experience of underwriting and servicing
member business loans; (4) have strong policies and experience in managing member business
loans; and, (5) satisfy other standards established by the National Credit Union Administration
(NCUA) to maintain the safety and soundness of credit unions.



We would support allowing credit unions that meet these high standards to increase lending
above the current limit, but the new limit should be no higher than 27.5 percent of total assets. In
addition, safeguards should be in place that safeguard against eligible credit unions increasing
their member business loans too quickly. We would suggest that member business loan growth
for eligible credit unions be limited to no more than thirty percent annually. In addition, the
NCUA should be given the authority to set rules creating intermediate member business loan
limits and to require approval before any credit union can move to the next higher limit.

Moreover, if a credit union should become less than well capitalized, it should be required to
cease member business lending and only resume such lending upon its return to a well
capitalized position after regulatory approval. Finally, the NCUA should be vigilant and
carefully oversee implementation and there should be reporting on member business lending
activity and loan performance. Legislative language is enclosed which reflects this approach and
addresses safety and soundness concerns.

We are willing to continue to work with the Congress on legislation that would meet these

objectives.
y
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SECTION 1. SHORT TITLE.

This Act may be cited as the ‘‘Increased Options for Small Business Lending Act
of 2010°’.

SEC. 2. LIMITS ON MEMBER BUSINESS LOANS.

(a) REVISED LIMITATION AND CRITERIA.—Effective 6 months after the
date of enactment of this Act, section 107A(a) of the Federal Credit Union
Act (12 U.S.C. 1757a(a)) is amended to read as follows:

““(a) LIMITATION.—

““(1) IN GENERAL.—No insured credit union may make any member
business loan that would result in the total amount of such loans outstanding
at that credit union at any one time equal to more than the lesser of 1.75
times the actual net worth of the credit union or 12.25 percent of the total
assets of the credit union, except as provided in paragraph (2). o

*“(2) ADDITIONAL AUTHORITY.—The Board may approve an
application of a credit union upon a finding that the credit union meets the
criteria under this paragraph to make one or more member business loans
that would result in a total amount of such outstanding loans at any one time
of not more than 27.5 percent of the total assets of the credit union, only if
the credit union— '

““(A) had member business loans outstanding at the end of each of the
4 consecutive quarters immediately preceding the date of its application, in a
total amount of not less than 80 percent of its applicable limitation under

paragraph (1);
“‘(B) is well capitalized, as defined in section 216(c)(1)(A);

*/(C) can demonstrate at least 5 years of experience of sound
underwriting and servicing of member business loans;

‘(D) has the requisite policies and experience in managing member
business loans; and

“(E) has satisfied other standards that the Board determines are
necessary to maintain the safety and soundness of the insured credit union.”’.



(b)CREDIT UNIONS THAT ARE NO LONGER WELL CAPITALIZED.—
Effective 6 months after the date of enactment of this Act, section 107A of
the Federal Credit Union Act (12 U.S.C. 1757a) is amended by adding at the
end the following;:

*‘(f) EFFECT OF NOT BEING WELL-CAPITALIZED.—

Notwithstanding subsection (a), an insured credit union that has made
member business loans under the limitation in subsection (a)(2) and that is
not, as of its most recent quarterly call report, well capitalized (as defined in
section 216(c)(1)(A)), shall not make any new member business loans, until
such time as the credit union becomes well capitalized, as reflected in a
subsequent quarterly call report, and obtains approval from the Board.”.

SEC. 3. IMPLEMENTATION.

(a) TIERED APPROVAL PROCESS.—The National Credit Union
Administration Board shall develop a tiered approval process, whereby
federally insured credit unions gradually increase the amount of member
business lending in a manner that is consistent with safe and sound
operations, subject to the limit established under section 107 A(a)(2) of the
Federal Credit Union Act (as amended by this Act), provided that such rate
of increase shall not exceed 30 percent per year.

(b) RULEMAKING REQUIRED.—The National Credit Union
Administration Board shall issue proposed rules, not later than 6 months
after the date of enactment of this Act, to establish the tiered approval
process required by subsection (a). The tiered approval process shall
establish standards which seek to ensure that the new business lending
capacity provided by section 2 is being used only by federally insured credit
unions that are well-managed and well-capitalized, as required by the
amendments made by section 2, and as defined in such rules by the National
Credit Union Administration Board, consistent with the safety and
soundness thereof.

(c) CONSIDERATIONS.—In issuing rules required by this section, the
National Credit Union Administration Board shall consider—



(1) the experience level of the institutions, including a
demonstrated history of sound member business lending;

(2) the criteria under section 107 A(a)(2) of the Federal Credit
Union Act, as amended by this Act; and

(3) such other factors as the Board may deem necessary or
appropriate.

SEC. 4. REPORTS TO CONGRESS ON MEMBER BUSINESS LENDING.
(a) REPORT OF THE BOARD.—

(1) IN GENERAL.—Not later than 3 years after the date of enactment of
this Act, the National Credit Union Administration Board shall submit a
report to Congress on member business lending by federally insured credit
unions.

(2) REPORT.—The report required by paragraph (1) shall include—
(A) the types and asset size of credit unions making member business
loans and their applicable member business loan limitations;

(B) the overall amount and average size of member business loans by
each credit union;

(C) the ratio of member business loans to total assets and net worth;

(D) the performance of the member business loans, including
delinquencies and net charge offs;

(E) the effect of this Act on the number of credit unions engaged in
member business lending, any change in the amount of member business
lending, and the extent to which any increase is attributed to the change in
the limitation in section 107A(a) of the Federal Credit Union Act, as
amended by this Act;

(F) the number, types, and asset size of credit unions that were denied
or approved by the Board for increased member business loans under
section 107A(a)(2), as amended by this Act, including denials and approvals
under the tiered approval process;



(G) the types and sizes of businesses that receive member business
loans, the duration of their credit union membership at the time of the loan,
the types of collateral used to secure member business loans, and the income
level of members receiving member business loans; and

(H) the effect of any increases in member business loans on the risk to
the National Credit Union Share Insurance Fund and the assessments on
insured credit unions.

(b) GAO STUDY AND REPORT.—

(1) STUDY.—The Comptroller General of the United States shall conduct a
study on the status of member business lending by federally insured credit unions,
including— '

(A) trends in such lending;
(B) types and amounts of member business loans;
(C) the effectiveness of this Act in enhancing small business lending;

(D) recommendations for legislative action, if any, with respect to
such lending; and

(E) any other information that the Comptroller General considers
relevant with respect to such lending.

(2) REPORT.—Not later than 3 years after the date of enactment of this Act,
the Comptroller General shall submit a report to Congress on the study required by

paragraph (1).



Credit Union Member Business Lending
Key differences between H.R. 1418 (112th Congress) and H.R. 3380 (111"h Congress)

Summary
In the 111%™ Congress, H.R. 3380 was introduced to address a lending cap placed on credit union

business lending in 1998. Prior to this time, there was no cap on such lending. H.R. 3380 would
have allowed credit unions to lend up to 25% of their total assets for business lending. A similar
bill was pending in the Senate. In response to a letter from Secretary Geithner to then-
Chairman Barney Frank, Senator Udall introduced a bill (S. 509) earlier this year to increase the
cap to 27.5% of total assets and added significant safety and soundness improvements. Rep.
Royce has introduced legislation (H.R. 1418) almost identical to Senator Udall’s bill.

H.R. 3380 (111" Congress)

e Increases the lending cap to 25% from 12.25% of total assets

Letter from Secretary Geithner
Secretary Geithner stated he could support legislation that maintains the current limit for most
credit unions but increases the cap to 27.5% for credit unions that meet certain high standards:

e Near the current limit for four consecutive quarters, totaling 80 percent of the allowed
amount

e Are well capitalized

e Have no less than five years of experience of underwriting and servicing member
business loans

e Have strong policies and experience in managing member business loans

The letter also calls for NCUA to approve credit unions on a case-by-case basis, as well as a
gradual increase in the cap for those approved credit unions.

H.R. 1418 (112" Congress)
Increases the cap for credit unions to 27.5% that meet the following conditions, subject to
NCUA approval:

e Had member business loans outstanding at the end of each of the four consecutive
quarters, in a total amount of not less than 80 percent of the applicable limitation

e |s well capitalized

e Can demonstrate at least five years of experience of sound underwriting and servicing of
member business loans

e Has the requisite policies and experience in managing member business loans

Additionally, the legislation requires NCUA to develop a tiered approval process to ensure that
credit unions approved for higher caps gradually increase their member business lending in a
manner that is consistent with safe and sound operations. The rate of increase may not exceed
30 percent per year.



