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AS Chief  Credit Officer f o r  a eomnercial leading CWSO, I am mfting in reBponse to t h e  
prapoued change to the MBL rule regarding construction and development lending. The Board 
Action Memorandum dated March 2 5 ,  2005 8taEed that "19CUA balieveo an appropriate test f o r  
determining i f  a loan ie a construction or development loan i e  whether the loan w i l l  be 
used to renovate or otherwise develop a property for an fmoms producing purpose.@ While 
I agree that the rule ehould be changed to include property alraady owned by the member as 
opposed to the current definition of "property baing acquired," the  t e s t  fo r  determining 
if a loan is s C&D loan ar noted abwe ie rather broad and vague. Thia definition will 
create probltms f o r  those credit  unions who are alraady 
involved or are considering b e c d n g  involved in CtD lending. In fact, 
the definition as noted above duee not adequately addreae the fact that C&D risks are  
completely different and separate from the type of property involved, whether it be owner- 
occupied or income-producing. C&D riska are not ~ o l e l y  limited to renovating or developing 
a property t o  an income producing purport. 

Examplea: A) Does a loan to a campany for an addition t o  their &sting warehouse fa l l  
under CFcO? They are n o t  building the addition for an income producing purpose but are 
mimply expanding their storage space. 
a) A 4 s r  wishee to borrow $1 Million t o  pnrcbaee an of f i ce  building and will spend 
$50,000 installipg new carpet and painting the interior of the building. m e  the entire 
loan f a l l  i n to  C&D aa part of the loan will ba usad to  MranavateY the property? Or i a  it 
j u s t  the $ 5 0 , 0 0 0 ?  Or none at all aa the property was already used for an income producing 
purpoee when the member purchased it? C )  A llssmbsr h88 a fully-amortizing loan on a 
reaidsntial rental property and rsquesta an additional $5,000 be added to hi s  loan balance 
to be used to ins ta l l  a new roof on the property. Again, does the wfrole luan now become a 
C&D loan because the property is being renwated? 

While the true fesue regarding the portion of the NCUA MBIt rule related to c&D lending is 
the cap on that type of lending, a credit d o n  must be provided w i t h  a clear definition 
in order to plot a reasonable course for its C&D lending activities. Once a clear 
definition is ermtablished and can be relied upon, then the next iesue to addrela ie how 
practical is an arbitrary cap en C&r> lendi- of 15% af net worth when other lendare wi th  
whom a credit unione# MBL department will compete have C&D portfolios as high ae  300% of 
capital? Xn fact, the limit on EIBLs to one mafflber or g m u p  of members i s  the 5ama as the 
l i m i t  can C&D lending. In eaeence, regardlose of the credit unionam experience or policies ,  
the credit union could make one loan to a member for a C&D purpbae and be cspped out of 
other C&D opportunitlen if that ~ingle loan reacham the credit union'e l i m i t  for loana to 
a single member or group of aslociatad members. 

In eettfng  guideline^ for ChD lending, I believe that the WCUA could follow the mfC1s 
lead. Part 365 of the  FDIC Rulee and Regulation8 requfrea FDIC-supervised institutions to 
adopt and maintain polfcies that eertablish appropriate llmits mnd standards for all real 
estate loans, including C&D loans. The Boar& of thoee inetitutions are responsible for 
eetablishing appropriate risk limits, monitoring expoeure, and evaluating the 
effectiveness of their in8titutiwlm8 efforts to manage and control r i s k .  The level of 
risk-monitoring for C&D lending should be c ~ n r u r a t e  with the level of real eetatt  
activity and the nature and eomplurity of the imtitutionvn mrket. 

Thua, a workable aolution to appropriate risk-mitoring of C&D lending for e d i t  unions 
could include t h e  m A 1 a  review o f  a credit unfon'a policien and procedures, experience, 
and activity in C&D lending and a subeequsnt detennlnation of an appropriate cap for C&D 
lending for that credit union based on ths factors noted above. 

In conclu~ion, setting a vague definition of ChD lending does not addrase the true riska a 
credit unlon faces when entering the C&D armna. Constxuction and development lending i~ 



truly rsgion-~pecific, lender-specific, and rirk-epeeffic and can only be addreseed 
adequately when approached in this nranner. 
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