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Mmy Rupp, hre ta ry  ofthe Board 
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1775 Duke Street 
Alexandria, VA 223 14-3428 

at: ECCU's Commtnts on Pmt 723 Mmk Bushem Lam 

I)car Ms. Rupp: 

Ewmgdicat Christian Credit Union ("IECCU'? appreciates this opportuni'ty comment on the 
A m ' s  propad midmu to the Member Bushais Liending Rule. As dm kgea t  mighator of 
m k  b h a s ~  lorrns in the d t  mion industry, we are mi* to sham our axpdance and 
o w r ~ m t s o n t h e  Agmq'spraposalta ~ t h e ~ t i C m ' ~ t ~ " a n d 0 f  
"cowimtion and d t v e l ~  Tom" as they ptrtain tow Member Businnas Loan Rule. 

While we hve  no qusrlms about the b a d ' s  hsim to amend the m t i m  of Nnet wo&' to 
mimr the definition set forth h the PCA Rule, we do object to the imposition ofquarter-end as 
the o* applicable h e  to ddamjne a d t  d o n ' s  ntt wu& for p w p m  of the W m b r  
Business Lam Rula, Wit miom should be p n i t f a d  to take h t a g e  of any increase3 in net 
~ ( o r s u f f t f t h t ~ ~ o f m y ~ s i n n t t w ~ ) ~ ~ ~ ~ ~ c ~ , x ~ ~ r t h a n  
~ i ~ y l ~ i n ~ c r a d t t ~ s Q e t ~ d u a t i o n ~ o f ~ e n d .  

While we blim that it is q p q r h e  to extend tht W t b n  of "comtrdon and davelopmcnt 
lorn7* w itgclude WO- 10- 0fp-w m, ECCU 
respectfully repem that tb Board mnaidcr the broad scope of ds propod dehition. We 
believe that Sueh a broad & W o n  would b e  a &trim& impact on the ability of many 
d t  unions to make competitive and a W v e  wmbction and development loan products 
d y  ivajJab1.e to its m w n h  

As gxopod, t h ~  expanded  ono of mmtndon atld ~ o p n a w 1 . t  I- appears to include 
m y ~ m ~ f l ~ ~ l m ~ f h f b o ~ ~ t ~ a c q u i r a  t h e p r r , ~  for the purpose of 
jmmviug it as a wmmad pPopertg. We bclicve that in expndb@ the dcfitisn, the NCUA 
is u r o l c c t s d y  brodabg the smpc of the rule to irseluds those loans that actually poswiess v q  
little speculahive risk. 
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In cmdcrhg  the scope of the Muition, 4 arc concerned about s d y  what the Agcocy may 
mean in the use of the tam ''impvimg" aad ' ~ v e m m t , ' '  and how the tmm could be 
deqr&ed by field cxmhers. From out e x p i u m ,  t h  arc voty few commercial properties 
that an immediately ready for use, %s is" by the buyer, witbut the need or desk fm any kind 
of improvements, iacludmg c o d e  upgrades, repair, or maintenance, either immediately or 
sorndmc in the futurc. Witbout any w o n  of the word %qmve," (or derivative terms 
these08 regardless of the mtwe, cost, or effect of the "bproytment," the atire acquisition loan 
will have to be clftssified as a mnslmction and d e v e l o m  lm - not just the am- actually 
cxpaDdad upon h 4Limprovement," 

Additiodly, ws are concemd about how the Agemy and its field examiners m y  wnsftue the 
tmn "intend," Without fixher chihation, thc nnw -tion muld appear to require the 
cl~sification of a loan as a construction and development him if the borrower merely mdicates 
to w that they -to (somaday) improve w Welop the aqW or ahdy+mtd property, 
regardless aftha proposed thing ofthe improvements, and regardfw of whether thc 
~ m m ~ a r e t o k f i n a n c a d ~ t h e ~ ~ ~ # l M , b y W W i t ~ r n , b ~ a  
third patty, or through ttze b w w r ' s  own h c i d  rwurccs. h our expcrienq the merc 
of a h w c r  to k c l o p  or improve the p p y  at some future date does not increase the risk of 
a loan made on unimproved land, 

Kif?~tent'' becornea a triggering factor, the new d e m o n  will appaax to apply to loans that many 
in the d t  mion have traditionally not d d w e d  as a consimction and development 
loan. For exmple, m y  businems raguI~r1.y obtain opmtional. line of d t ,  secured by the 
@ty in their prom. Thmc lbcs of A t  arc to uist h mmage &e day&-day 
o ~ o d ~ , d a r e o ~ t i m e s u s e d b y m a a y t o f r m d ~ ~ ~ l i m p ~ v e m m t s ,  suchas 

and repair to the property. Such we w d d  then require the d t  union to treat the 
a d r e  line of credit as a codrudion and Mopmcnt loan, including imposing the cost and 
incmvenimw of Mtten inspdions by q U c d  p o n d ,  ernd setting up a pre-approved draw 
zchedule, 

By using %tat' as the deb@ fsctot, with tbn h a d  pwpost o f  "improvcmwat," this 
shanged d a t i m  has the patmdd to m m p m  a d m  patimi of our loan portfolio. 

Tbtse~with~hdscopcofthe~deflni.timatcnotinsignifimt,asthey 
dimGtly&~(a)whetlmerh25%~raquiremtrrt~btotht~loan; @)whether 
the loan is to be c o d  a p k t  the maximum aggregate ~omtrudon and development loan 
caps ( d y  15% of net worth unless a mimw applis); and (e) whetha m on-site, written 
iwpecbon. by q d d  pasome1 will be rqpimd, dons: with a pra-approved draw s&cddt. 

Bgcausa bornwas must maintain a minimum 25% equi ty  stake in cmstmtion md dcvclopment 
loans, ifthe hmwsindi=bs tbairiatentto somedayhpwfh9praperty, with or without 
using the prow loan proceeds, the d t  union would be required to Ereat the loan as a 
collmnaion Elsld ~~~ subjactto diff~underwdtfngreq~mo md LTV 
requirements, regardlms of whsthw mch a h a n d  mutiny is j-ed. This is =pial ly 
p r o b l d c  where an applicant is v g  m 800/9 L W  loen to a q u k  a oommercid proptrty 
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and makes the "mistake" of telling the d t  union tha~ the appficant i n i d s  on plrtting in new 
wpethg in the building h a few ma&. kcme of the borrower's inlait, the credit union 
wouldhavaminform~~wer~itwlouldmtbe~la~&&eloanat80QAL~ and 
must instead apply the 25% equity rqukemmt. Using the NCUA fannula rccomrzlcndbd in thc 
N%UAys LegaI OIpinron Lettw dated June 7,2001, wen when taking the cost of the 
hpmvcmwts into acmunt, the d i t  mion may be bed to lend an amount less than 80% 
L W  of the pmperty hlf. This intqmbtion could apply men &OU& thc f oan proceeds are to 
be used to purchase the property, and not fbr any improvements. 

Weara d s o ~ ~ a d ~ i f ~ b o m , w e r w d & o b t a j m a j ~ o r ~ d f O d  Joan,onthc 
prapatyM s-to Met t h c M t r t t i o n o f t h e w  &credit Imionwillb 
q u i d  to deny thc borrower @ssioa to o w  such. r lm if &E Ut io r ra l .  ikmcing would 
cause the -&to v i o h  ths 25% equity &mt in the pq&y. As one can see, these 
combined Iimitations would not be a-ve to any bmwcr, and would likely cause the credit 
union to loss the b m ' s  bmhess to a arm flexible competitor. ECCU has lost a s i e - 1  
number of attractive wnstmtion loam to n o n d i  mion unnpdtm under tht current 
reguIdon becawc of h is  25% equity Mution. 

S1Bch B broad of 10- e M d  as mwtmction and beve1opent l o w  will cause credit 
d o =  to maw 4 d l y  hit thdr &un ~ ~ D .  and developmat loan ceiling. While it is 
udmlmdsble that tho NCUA wdd d& to m h h h  tht risk cmmi by a pordblio of 
spsculative constraction and d m l o p a t  lorn,  again we m e  that not aU loans for r e d  property 
improvemarts are speeuIativc or inacrmtfy mom risky, For -le, if a church wishsd to 
model  ib matwy, aad )lets m MOT debt and h~ more d m  mciernt a s h  flow to m i c e  thc 
loan, thare would to be vety W e  risk in 1,dhg the church $50,000 on a prom wonh 
$200,000. Given. the low risk of mch a loan, there appm to be little rcasw to have to add this 
loan balance towards fhs constmdon. and dtvelqmmt loan cap, avm the Low b i t s  for 
coZmu&on, and ckvclopalt 1- mgny mdit rrnions will be effectively rmricted hm 
W n g  membsr businws loans to its barowen fox significant periods of time, until the loans are 
paid off. 

F d y ,  we are m& W the stntcturc of .the const;rwcti6n and daveloprncnt loan regulrrtion 
itselfresults h ~ ~ t o r y b w d m w d t  dons, asitassrrme~~ -el- 
dda apply to every lorn involving m ~~ an ~ y e x ~ a n t ' '  ~rcgardlws of the actual 
d o l h  amount o f  the impvunmt, the pcmtage ofthe tom the impmemwt C O ~ ~ ~ W ~ E S ,  the 
nerhlre of the improvemq the of the impvammt, or the experience of the lender. 

~ t u n i o a s m t o ~ a U o a a s i n t h e ~ ~ ~ & t o s u c h  strktIimitatiom 
s d y  hampers our a b i i  to provide &xible loan prow that meet our members needs, 
without targctbg the a d  risks r a i d  by nuking "cbwtmtion and dtvelqmd7 loam. In our 
ex@-, there is no need ta p b  such rwtrictivt caps an 1.m w h m  the proceeds arc to be 
lrsad for cametic improvements or nornzal ~ ~ c c  and repair, such as pht& a badiug, 
rephcmg a roof, q a v h g  a parking lot, or instal liag new -g, Such improvmcnts often 
d u n o t d g U y h p t t k v a l ~ t o f a p m ~ o r t b t ~ ~ o f a l m ~ d & o u l d ~ t b  
considered s p e d v c  in mtmt. 
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Wethcrtfore ~ y ~ s t ~ ~ t o ~ ~ m l e t o r n a r t ~ c d y ~ g a t h o s e  
factors that wodd inmase tbe sort of risks cankmpLted. Far mmple, in our 
~ ~ , l ~ t a m e m b e m ~ i n b e n d t o  occupy t b ~ p r o ~ f o r t h & o w n  
commercia3. use p e  s i g d k d y  less risk than loans to mmhm who relying upon the 
dh~tte resale d u e  of the pxopcrty or the anticipated rental b m e  of the developd property to 
m t h c ~ ~ o f t h e l o a n .  A&,wcnote~loans~mtofundmain~~t,rtpair, 
or coamdc impmvemfm ofthe do not pose h same risks w bms 4m &e proceeds 
are a m d y  used to fmd stsuctural (saach as tk ammi maion of a building or 
structurs9) that would m a W I y  imgact the value of the proprvrtY, In addition, l o w  that need rn 
rely upon the "asampIetedn value of the prom to meet the L W  rsq-ts, rather than the 
"aslis" (&proved) valw of the property, t a d  to posc differing risk lmb as weU. Please a150 
k e e p m & t h a t k ~ n # d t o b e ~ ~ e r t o d ~ e o v d t h e r i s l c p o s a d  
by the lo rn  In our ~xpcrienca, rn the lorn is to be used to met a building, if the 
~ o s t g o f d m ~ ~ ~ ~ 8 ~ o f ~ ~ ~ ~ v d m o f ~ ~ e r t y , a t l d t h e o w x l t r  
h d s  t~ OCCUPY the building for its own we, such a ban would not pmxmt the same r i s k  of a 
tnore qecuhive d m  and dwdopmana project whega the owner intends to r e d  the 
buiIbg upon coql8tion to rtpay the loan and ~ # g n b  the ownar's profit, 

In &tion, the Agency may i s h  to follow the other bard& wgcncla' examples in establishing 
"guidelimn imhd of u ~ n e - ~ m - a l l " ~ ~ ,  w h o  SUGh ~~ outline ~~ 
citeria and considerations for bankg to ~4uat .e  and midgate risk cmmmwate with the bank's 
1-1. of me. W e  tbesG b d h g  guWines -end LTV limits for certain types of 
commm5al bans, they provide banks with the nexibility to lowcr or imam these limits on 
a I--by-loan basis based upan support -dad by o h p h m t  d t  factors, so long M 
m h  loans are i M d  and the ex+ms are prudently and documentttl. For 
d t  uniomta oompcaehpvidimg itisma- with lompxducts that meettheir 
m&, credit unions dqximbly necd to have the same flexibility in adopting policies and 
products fbat art w- with tht mdh union's achtal risk Nut only docs it make little 
sam t o  subject aloaawbcaminorpoaimofthaprocobds areto be W f o r  basic 
maintemncb and repair to the same s t d u d s  as a multi-million d o k  loan to develop atld erect 
anoffice buildingtobshsdto thirdp&es,itsimiMydotsnotmakesmseto subjactaa. 
e x p r i m e d  00mmen:ial mdit mion h d m  to the sams mnxmtive &tations as a smaller 
d t  union with very little member bwdss  experience, much less oomtmction md 
devslopmmt lending experience. With this in mind, m strongly suggest that in addition to the 
~OI@II~, tb NCUA Board comikmkhg  r m w p t ~  to S d o n  723.3 fm thoso &t mina 
with si@cernt member busbas l d h g  eqmim (for -pie, pviding an, automatic 
cxcmptim firom %do11 7233 for padir unions nith a hiaory d-y maliing m e m k  
business low).  

On bthalf of ECCU, ES well as d oiher cxodit unions m&ag ~~ loam, we strongly urge 
the NCUA Board to TCCO& the pmposcd defmitim of co-an and dcvclapmcnt loam, 
as well as the o v d  structure of W o n  723,3, to cnsure that th replatian doe8 not -1y 
~ a m b R V s a M l f t y ~ o W a l o a n h m U w h w d r m i a h l @ ~ n o n -  
rpaeulative purposes. If you h.ve any quoalom or rued M e r  -lea, p1-a do not hesitate 
to contact me. 
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Mark G* Holbmok 
Prtsidcnt/CEO 

C d l r i n t  Qrr, S&or bgulamry C 0 ~ l  
CUNA Regulatory Advocacy m a t  

I l o ~ E m i s , ~ ~  
California Cradf t Union League 


