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Fiscal Note for Temporary Rule Proposed as a Permanent Rule 

 

Agency:    North Carolina Department of Commerce, Credit Union Division 

Rulemaking Coordinator:  Tony Knox, Deputy Administrator 

The Rule Making Authority:  G.S. 54-109.12 and G.S. 54-109.21(25) 

 

Summary of Impact:   State Government  Minimal 

Local Government  No 

Substantial Impact Yes, Benefit to the  

 Members/Community  

 

The Division is proposing adopting the following Rule as a Permanent Rule: 

 

 04 NCAC 06 .0407 Business Loans 

 

(See proposed rule text in the Appendix and assumptions following the report) 

 

Summary  

The proposed adoption of the temporary rule as a permanent rule .0407 will update the rule to be nearly 

the same as the federal regulation on Commercial Lending and Member Business Loans, 12 CFR Part 723. 

This will prevent state chartered credit unions from being disadvantaged by not having the flexibility that 

is available under the new Commercial Lending and Member Business Lending Regulation.  Under 12 CFR 

Part 723.10 a state can have its own rule. However, the rule that we had here in North Carolina would not 

allow for the flexibility or latitude that is available under the new rule. In order to be consistent and for 

the purpose of clarity to North Carolina credit unions, the Division chose to adopt the federal regulation 

and add the minor difference in the request to review policies at the $250,000,000 and below threshold. 

The new federal regulation sets out policy and program responsibilities that federally insured credit 

unions must adopt and implement as part of a safe and sound commercial lending program. Furthermore, 

it incorporates the statutory limit on the aggregate amount of member business loans that a federally 

insured credit union may make pursuant to Section 107A of the Federal Credit Union Act.  The changes to 

the new Commercial Lending Regulation give more flexibility and individual autonomy in providing service 

to the credit union members. 

We propose to change our rule to adopt the federal regulation, 12 CFR Part 723, with one exception. In 

order to protect the safety and soundness of credit unions $250,000,000 and below in total assets, we are 



2 
 

requesting that they have Commercial and Member Business Lending policies and submit them to the 

Administrator 30 days prior to initiating a commercial lending and member business loan program. 

The review process will take approximately one to two hours by the Deputy Administrator. There will not 

be an additional charge by the Division for the review. The credit union will incur postage cost if it chooses 

to mail the policy to the Division. The postage cost will be minimal and will not materially impact the cost 

of starting a commercial lending program for the regulated entity. 

In 2016, we had six credit unions that were involved in Commercial and Business lending as they are 

defined under the new rule effective January 1, 2017. Per the Financial Reporting System Call Report, as 

of 12/31/2016 the six credit unions had made 524 loans totaling $101,715,844 in Member Business Loans.  

These credit unions may have minimal cost to modifying policies to meet the changes made in the rule. 

The policies must be updated to cover the types of loans and satisfy the requirements placed on the Board 

of Directors. 

For credit unions that are currently not lending but are planning to engage in business lending, the 

changes could have a positive impact for them as the new proposed rule is more flexible regarding 

experience, types of lending, loan to value and aggregate balances.   The credit unions will also incur cost 

in the time it takes to develop policies and build a commercial lending portfolio. As for the credit unions 

$250,000,000 and below if the policies submitted to the Administrator of credit unions does not meet the 

criterial necessary to be approved, they could incur some additional cost in getting assistance to develop 

the proper polices or additional time may have to be spent in preparation of the policies. 

Credit union members will likely benefit from increased access to loans. 

Necessity 

The new federal regulation on Commercial and Business lending gives credit unions more flexibility and 

individual autonomy in providing service to the credit union members. Adopting the federal regulation 

will provide clarity and consistency between state and federal rules, allowing state chartered credit unions 

the same flexibility that is available under the federal rule. 

Commercial Lending and Member Business Loans create more risk for credit unions due to the complexity 

of underwriting, the amount of the loans, structure of repayment terms, and percentage of the loan 

portfolio.  Due to the risk associated with Commercial and Member Business Lending, and resources 

required, only 36% of all credit unions nationwide participate in offering Business Loans.   It was 

recognized by NCUA that credit unions with $250,000,000 or below, typically have not had business 

lending as a regular loan program but occasionally made a loan that would qualify for the rule’s 

commercial loan definition.  As a result, NCUA wanted to relieve those credit unions under $250,000,000 

from having to develop a full commercial loan policy and of trying to have an infrastructure that may be 

necessary to have a business lending program. 

 

The Credit Union Division is in agreement that the business lending programs are most often in the larger 

credit unions, typically those in excess of $250,000,000.  In North Carolina, we have 17% of the credit 

unions offering commercial and business loans, and 6% are $250,000,000 in assets or less and they made 

on average 1 or more loans per month in 2016.  The credit unions typically have 12% or more net worth. 
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Due to the knowledge that credit unions in the state are looking for additional revenue, the modernization 

of the regulation by NCUA will attract some small credit unions that are below the $250,000,000 

threshold.  The Division added the requirement to review the policies as a safety and soundness measure 

to minimize risk. We recognize that 94% of the credit unions under the threshold do not do business loans, 

may not have the expertise to underwrite complex business loans, and may not have the resources 

required for the proper infrastructure that is needed to be successful in a business lending program. 

 

Cost to the Credit Union Division 

The fiscal impact of the proposed rule is expected to be minimal on the Credit Union Division budget.  It 

will consist of printing cost, postage and training for the examination staff. 

Estimated cost for proposed rule changes are expected to be as follows: 

Send one senior examiner or Deputy Administrator to training regarding new rule                 $1,134 

Two hours training for changes to .0407 in house 50.00 per hour                     $  100 

Reprint 100 copies of the Rules for $2.80 per copy,                       $     28 

Mail 60 copies of the Rules First Class approx. $2.40 per copy 

One to each credit union, entity or person on the Interested Party List                   $    144 

Total Cost to Credit Union Division – State Government                     $1,406 

 

The review of policies submitted will be handled as a normal course of business by the Deputy 

Administrator.  The opportunity cost for the time dedicated to the review of the policies will be as follows: 

The estimated number of credit unions that will be doing Commercial and Member Business Lending 

policies in 2017 will be 12. Therefore, I will review the policies for each, dedicating one to two hours for 

each credit union.  Those that have been making loans will be making updates, which will most likely take 

less time. Those investing for the first time or in several years will require the two hours’ time estimated. 

 

The time estimated for review will average two hours at $50 per hour.     $    100 

The number of credit unions will be 12, so it will be 12 x $100 per year.     $ 1,200  

The total estimated cost for outside training, inside training, reprinting, and mailings.   $ 1,406 

The total cost to the Credit Union Division – State Government.      $ 2,606 

  

The impact on the Credit Union Division budget will be minimal and should not have a material impact.  

After the initial copy of the Rules have been mailed to credit unions, they will either make their own copies 

or request additional ones from the Credit Union Division at a cost per book of $5. 

 

Narrative for the cost and benefits to the regulated industry and members/ community 

Based on 2016 Call Report numbers, there were six credit unions that invested in Commercial and    

Member Business Lending as it is defined as of January 1, 2017.  As stated above, the public had access to 

$101,715,844 in Member Business Loans as of 12 /31/16. After January 1, 2017, business loans will be 
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coded differently in the Financial Reporting System, with commercial loans and member business loans 

being reported separately. 

Considering the time of management and the Board of Directors and resource material needed to update 

the policies regarding the types of loans that they will be doing and the obligations of the Board of 

Directors, the policies can be updated for approximately $1,000 per credit union. However, due to the 

modernization of the rule and replacing some of the limitations, we anticipate that six additional credit 

unions will elect to invest in commercial lending, based on having existing business lending in the loan 

portfolio from years prior to 2016, asset size of the credit union, and industry trends. They will have an 

investment cost for marketing, advertising, supplies, training, and possibly human resources. 

The cost to the six additional credit unions will consist of the following: 

 

Marketing            $2,500 

Advertising           $3,000 

Supplies            $   500 

Training           $1,000 

Commercial Loan Officer * Salary & Benefits                  $70,000 

Total Investment for one credit union                    $77,000 

 

The six credit unions will have a startup cost of   $77,000 each           $462,000 

 

The economic benefit to the credit unions will be the increase in the loan portfolio and growth of the 

credit unions that will equate to additional revenue and profits.  The average rates on the commercial 

loans have been approximately 4.5%, considering both adjustable and fixed rates. Based on the loan 

balances and the amount of interest Income generated off new loans for initial investors, the interest 

income will be as follows: 

 

Credit unions already doing MBL and commercial lending:           $595,065 

Income for credit unions making their initial investment in business loans:         $253,180 

Estimated total Interest income for Commercial and Business Loans projected in 2017       $848,245 

 

The members of the credit unions and community will have access to new commercial and business loans 

as follows: 

Credit Unions already doing commercial and business loans:                $13,223,678 

Credit Unions making their initial investment in commercial and business Loans   $5,626,241 

Total Access to commercial and business loans in 2017                   $18,849,919 

 

The values above were based on the following, existing credit unions doing business loans and growing 

by the national growth trend of 13% will make $13, 223, 678 in loans in 2017 and credit unions with new 

loan programs will generate $5,626,241 in new loans at a 5% of net worth investment rate. This will give 

the credit unions total access to $18,849,919 in loans in 2017.  
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Uncertainties: The potential costs and benefits of the safety and soundness measure 

We estimated that there will be six additional North Carolina Credit Unions invested in a business lending 

program because of the changes in the Rule. Due to our requirement in the Rule, they will submit their 

policies to the Division for a review prior to starting new business lending programs. Credit Unions could 

potentially incur additional costs for staffing, training, and policy development if the Administrator 

determines that the policies are not sufficient to minimize risk. 

 

Without the requirement to submit policies for review by the Division, the credit unions and the Division 

could incur additional costs in the form of allowance adjustments and follow-up examinations. 

 

The startup cost for the new credit unions investing in business lending will be as follows: 

 

Each credit union approximately $77,000 -     Total                     $ 462,000   

 

Assuming that credit unions $250,000,000 and below that will propose initial lending of 

5% of net worth, members would have access to the following amount in loans:            $2,398,384 

 

Without the proper policies and protections in place, this amount could be at risk. 

An accounting firm or examiner could classify the loan portfolio as Special Mention or as Substandard 

if the proper policies and lending procedures are not put in place. If there are apparent weaknesses, 

there may be an adjustment to the allowance account for reserves of 20% of the portfolio value. 

                          ($ 479, 677) 

 

Depending on the credit unions, if each is evaluated independently, a delinquency rate of 4% could 

cause concern and require an allowance adjustment in a credit union.  Depending on other factors 

such as management and net worth, it may result in additional follow-up examinations from the 

Division. It would be a cost to the Division of travel, lodging, per diem and staff hours.  The location 

would be a factor in the cost as well. 

If the credit union is in a central location with a one night stay it could be:                 $225.00 

With a four night stay it could be                      $900.00 

Total Division Cost                                   $1125.00 

 

The cost to the Credit Union Division (State Government) is minimal for adding the requirement; however, 

the risk to state credit union assets is significant.  Overall the economic impact of the rule is substantial. 
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Appendix 

 

04 NCAC 06C .0407 COMMERCIAL LENDING AND MEMBER BUSINESS LOANS 

(a)  Commercial lending and member business loans. State chartered federally insured credit unions shall 

adhere to the federal regulations prescribed by the National Credit Union Administration relating to 

commercial lending and member business loan program pursuant to 12 C.F.R. Part 723, and this Rule. 

(b)  Written loan policies.  The Board of Directors shall give notification to the Administrator of Credit 

Unions prior to initiating a commercial lending and member business loan program and adopt specific 

commercial lending and member business loan policies and review them at least annually.  The Board of 

Directors shall review its commercial lending and member business loan policies prior to any material 

change in the credit union's commercial lending and member business loan program or related 

organizational structure, and in response to any material change in portfolio performance or change in 

economic conditions.  Credit unions with an asset size of two hundred fifty million dollars ($250,000,000) 

or below shall have commercial lending and member business loan polices submitted to the Administrator 

of Credit Unions 30 days prior to initiating a commercial lending and member business loan program. 

 

History Note: Authority G.S. 54-109.12; 54-109.21(25); 54-109.78; 12 C.F.R. Part 741.3; 12 C.F.R. Part 

723; 12 C.F.R. Part 741.203; 

Eff. January 1, 1988; 

Amended Eff. August 1, 1998; March 2, 1992; 

Temporary Amendment Eff.  January 1, 2017. 
 

 

The Alternative to not having the requirement in the rule, to review policies for credit unions with 

$250,000,000 in assets or below before initiating commercial lending and member business loan 

programs. 

 

The Division placed the requirement to review the policies as a safety and soundness measure to reduce 

risk because we recognize that 94% of the credit unions under the $250 million threshold do not do 

business loans, may not have the expertise to underwrite complex business loans, and may not have the 

resources required for the proper infrastructure that is needed to be successful in a business lending 

program. 

 

Adopting the federal rules exactly, without the requirement that smaller credit unions submit their 

policies for review, may put at risk credit unions’ assets and may create additional cost to the credit unions 

as well as the Credit Union Division (State Government) if assets become more at risk.    The member 

business loan delinquency was almost two times the rate of delinquencies for credit unions at 141 basis 

points and are rising faster than consumer and mortgage delinquencies.  The highest delinquency 

percentage rates were around 4% nationally.  This type of rate, or increase in rates would put a strain on 

the portfolios of our credit unions in this size threshold, and could require additional follow ups by the 

Division as well as increases to the credit union allowance accounts to reserve for possible loan losses. 
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Credit Unions that offer Commercial 

Loans and /or Business Loans  

National CU 

Data 2015-

2016 

NC State 

Chartered 

Data 2016 

With Rule 

Change in 

2017 

Credit Unions that offer commercial & 
business loans 

36% 17% 33% ᶧ 

Credit Unions that offer commercial & 
business loans with assets $100 million 
And below. 
 

21% 4%* 13% 

Credit Unions that offer commercial & 
business loans with assets between $100 
million and $500 million  
 

 

77% 38%** 88% ᶧᶧ 

Credit Unions that offer commercial and/ 

or business loans that are $500 Million 

and up 

94% 100% 100% 

 

* These credit unions were less than 100 million and made less than one per month in 2016 

** These credit unions were $250 million and below and made an average of one or more per month in 

2016  

ᶧThis represents a 16 percentage point increase in credit unions that will invest in Commercial Lending or 

Member Business Lending because of the changes in the Rule.  

ᶧᶧIn the $100M to $500M Peer Group, 6 of the 8 are $250 Million and below at present. Those lending in 

2016 were $250 Million and below. An assumption is 7 of the 8 credit unions in this peer group will be 

lending in 2017.   

Information from NCUA Performance Report and Final Rule: Summary:  Regulatory Modernization 

Initiative (Call Report Data) 

 

Assumptions in the report and sources used in numerical calculations and source information: 

 Assumption that NC Credit Unions will move closer to national averages in overall participation. 

o Source - Federal Register /Vol 81 No. 49 March 14, 2016 and NCCUD Call Report Summary 

 Assumption that the NC Credit Unions will be consistent with the national average in growth rate 

of 13%. 

o Source of growth information - NCUA Reports June 3, 2016 Year over Year section 

 Assumption that NC Credit Unions will be at the national average of 21% in commercial lending. 

o Source- Federal register / Vol 81 and NCUA Reports June 3, 2016 

 Assumption that if a credit union had made or purchased $500,000 or more in business loans in 

the past and /or had at least 12% net worth they will go forward with the new rule allowing more 

flexibility, less restrictions on experience, and more management 

o Source – NCCUD Call Reports, NCUA Financial Performance Report Online 
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 Assumption that credit unions will limit the amount of loans made in the first year to no more 

than 5% of net worth. 

o Source – Professional experience and from talking to industry professionals.  

 

Sources used for the fiscal note are as follows: 

National Credit Union Administration (NCUA) (credit unions making MBLs) 

NCUA Financial Performance Reports (MBL loan growth, and delinquency) 

Callahan Credit Union Strategy and Performance Book (3Qtr 16 Book delinquency page 22,) 

NCUA Member Business Loans: Commercial Lending Guidance 

NCCUD Quarterly Performance Report (NC Credit Unions making MBL, in 2016 4th quarter report)  

CCG Examiner Guidance  (Credit Portfolio Analysis)  

 

 

 

 

 

 

   

 

 

 

 

 

 

 

 

 

 

 

 

 


