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T
his whitepaper summarizes the current landscape 
for member business lending (MBL) programs 
among U.S. credit unions and some of the factors 

driving growth in this important credit sector. It 
highlights major regulatory issues related to member 
business lending and outlines areas of risk that 
credit unions should address when considering the 
development or expansion of a member business lending 
program.

EXECUTIVE SUMMARY
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MEMBER BUSINESS LENDING 
LANDSCAPE

U.S. credit unions had strong growth last year, with membership growing at 
double the population growth rate and the highest earnings rate since 2005, 
according to the Credit Union National Association’s (CUNA) U.S. Credit 
Union Profile for 2012. 

And while traditional lending areas for the nation’s roughly 7,000 credit 
unions experienced solid growth (new automobile loans increased 8.6 percent 
and first mortgages were nearly 6 percent higher than in 2011), a large number 
of credit unions are focusing attention on either starting a member business 
lending program or expanding their current efforts to provide loans to 
member businesses.

Credit union member business loan volume has increased by two thirds since 
June 2007, growing to $43.16 billion in December 2012 from $26.04 billion, 
according to data from the CUNA.
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MEMBER BUSINESS LENDING 
LANDSCAPE (CONT.)

“Everybody we’ve talked to recently says that from a priority standpoint, they 
want to grow, and one of the ways to do so is to grow the member business 
lending portfolio,” says Tim McPeak, a director in the Financial Markets 
Group at Sageworks, a financial information company that provides risk 
management solutions to financial institutions.  “It seems to be a party line in 
the industry right now – that this is a growth area they want to pursue.”

According to McPeak and other industry experts, there are several reasons for 
this trend. Credit unions are identifying opportunities in member business 
lending to:

 - Increase penetration of the business market and the geographic market

 - Expand relationships established during the past recession

 - Diversify the balance sheet

 - Diversify revenue streams

 - Capitalize on competitive advantages.

Credit unions see room to expand their share of the business lending market, 
as well as their slice of the lending in their geographic market. 

At the same time, credit union member business lending represents less than 
2 percent of all business loans from banks and credit unions combined. And 
member business loans are a fraction of U.S. credit unions’ total portfolio, 
representing between 6 and 7 percent of total loans every year since 2009.

https://www.sageworksanalyst.com
https://www.sageworksanalyst.com/products.aspx
https://www.sageworksanalyst.com/products.aspx
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“If a credit union wants to grow the loan portfolio, member business lending is 
probably the area where there’s the most room for growth,” according to McPeak.
Less than a third of U.S. credit unions even offer member business loans, 
according to the CUNA.

Credit unions also see member business lending as a way to expand relationships 
they built during the recession.

“The credit freeze, if you will, that was a result of the recession left a number 
of small business owners unable to access credit lines, capital and the like, so 
there was a renewed interest in what credit unions had to offer,” says Tom Glatt, 
principal of Glatt Consulting, a Wilmington, N.C. -based firm that provides 
strategy consulting to credit unions. “Credit unions were certainly taking less 
risk during the recession, but they were open to making loans to small business 
owners.

MEMBER BUSINESS LENDING 
LANDSCAPE (CONT.)
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While competition for lending to businesses in general has heated up in recent 
quarters, many credit unions have established longer -term relationships that will 
survive as credit from traditional banks opens back up, according to Glatt.

Credit unions’ financial statements also play a role in the opportunities some 
institutions see in member business lending. Boosting business loans to members 
is a way to diversify the balance sheet, which some credit unions consider an 
important way to mitigate risk tied to certain types of loans or economic sectors. 

“If you’re solely dependent on consumers, then you have a fairly concentrated 
marketplace,” Glatt says. “So goes the consumer trends, so goes your 
performance.” Similarly, credit unions focused on mortgages may desire to 
balance the risk related to peaks and valleys of the housing market. 

Member business lending also adds another type of revenue stream to credit 
unions’ income statements, which are often dominated by interest -based 
income. Of course, loans to businesses carry interest rate risk, but there are also 
opportunities for new, fee -based income. Business owners are accustomed to 
paying fees for more complicated services, because traditional commercial banks 
are charging them for these services. And because credit unions tend to charge 
lower fees, business owners may also see credit union fees as a relative bargain.

Many credit unions may also believe they have competitive advantages to offer 
members, from competitive pricing and fee structures to local decisioning, that 
make business lending a logical extension of services.

MEMBER BUSINESS LENDING 
LANDSCAPE (CONT.)

https://www.sageworksanalyst.com


5565 Centerview Drive     |     Raleigh, NC 27606     |     866.603.7029     |     www.sageworksanalyst.com 8

Indeed, the National Credit Union Administration (NCUA) has recognized 
that credit unions are “proven small business lenders.” At the same time, the 
independent federal agency regulating and supervising federal credit unions has 
recently called attention to some of the differences between member business 
lending and other types of lending common among credit unions. This attention 
comes at a time the credit union industry is asking Congress to raise a cap on 
member business loan balances.

“Credit unions are well suited to prudently meet their members’ small business 
lending needs,” the NCUA says in a recent publication highlighting recent actions 
and issues.  “However, business lending has unique characteristics and more 
complex variables than other lending and carries a number of risks.” 

Credit unions considering developing or expanding a member business loan 
program should be aware of several regulatory issues that are related to these 
risks.

MEMBER BUSINESS LENDING 
LANDSCAPE (CONT.)
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The NCUA provides detailed instructions for credit unions creating or expanding 
member business lending, including requirements for the board to adopt 
and review annually specific business loan policies, collateral and security 
requirements, and waivers that may be available.  (A link to the regulations and 
other resources is at the end of this whitepaper.)

But in general, some of the often -discussed regulations regarding member 
business lending relate to limits on such loans:

 - The aggregate amount of net member business loans to any one member 
or group of associated members cannot exceed $100,000 or 15 percent of 
the credit union’s net worth, whichever is greater, without a waiver from a 
regional NCUA director.
 - Regulations also cap net member business loan balances for the entire 
credit union at the lesser of 1.75 times the credit union’s net worth or 12.25 
percent of the credit union’s total assets.

This second cap (on net loan balances) has been the subject of great debate in 
recent years, with credit -union associations such as CUNA pushing to raise the 
cap to 27.5 percent and the American Bankers Association and other banking 
organizations opposing it. This issue is of particular concern to some of the 
smaller credit unions that could near the limit with only a handful of member 
business loans, says Glatt. Some larger credit unions involved in member 
business lending are managing their portfolios to avoid approaching the cap. 
These efforts can include using participation programs (where the credit union 
originates the loan and then sells it to other credit unions) or credit union service 
organizations (CUSOs). CUSOs are corporations, limited partnerships or limited 
liability corporations that provide financial services to credit unions or members

MBL REGULATORY ISSUES

https://www.sageworksanalyst.com
http://www.sageworks.com/blog/post/2013/01/04/Member-business-loan-cap-for-credit-unions.aspx
http://www.icba.org/advocacy/stopthecugrab.cfm
http://www.creditunions.com/articles/credit-union-business-loan-portfolio-expands/
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of affiliated credit unions. Federal credit unions’ investments in CUSOs are 
limited, however. 

The issue of a cap on member business loans will likely become more of a 
strategic issue if small businesses continue to migrate to credit unions, says Brian 
McLaughlin, president of Tullamore Consulting, a Rochester, N.Y., firm that 
helps credit unions implement member business services. 

Meanwhile, individual credit unions need to make sure of the strategic alignment 
of business banking with the credit union’s general approach to the marketplace, 
McLaughlin advises. At the same time, written and clearly defined processes and 
procedures need to be established prior to entering business banking.

Credit unions are also watching as new regulatory requirements develop. For 
example, the Consumer Financial Protection Act of 2010 outlines requirements 
for business lenders to collect certain data on credit applications made by 
women - or minority -owned businesses and small businesses.

In the meantime, all credit unions should be prepared to face regulators that are 
paying close attention to member business lending programs. 

“I do think there’s greater regulatory scrutiny” as more credit unions develop or 
grow their member business lending programs, says Glatt. “Regulators want to 
make sure that any credit union getting into business lending knows what they’re 
doing, has the staff to properly assess risk, and that they don’t heavily concentrate 
into one type of product.”

MBL REGULATORY ISSUES (CONT.)

https://www.sageworksanalyst.com
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http://www.cfpaguide.com/files/Uploads/Documents/GAO%2520Report%2520on%2520Community%2520Banks%2520and%2520Credit%2520Unions.pdf
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In addition to the caps, what are some areas of risk that credit unions should 
evaluate when considering the development or expansion of a member business 
lending program? Industry experts point to several, including:

 - Board oversight
 - Staffing
 - Assessing creditworthiness 
 - Tracking performance and risks over time.

Board oversight
Ultimately, it is the responsibility of the credit union board to protect the 
financial institution and its members, so it is important for directors to outline 
upfront the goals behind increasing business lending and the related risks, 
to decide how increased member business lending fits into the credit union’s 
existing strategy, to determine what will be the focus of the credit union’s business 
lending, and to identify and price what’s needed to achieve the outlined goals.

While credit unions’ member business loans represented only about 7 percent 
of total credit union loans in 2012, member business loans had slightly higher 
delinquency rates and net charge -off rates than other loan types, according to 
data from the CUNA. 

“Take the time to do it right,” McLaughlin advises.

MANAGING MBL RISKS

https://www.sageworksanalyst.com
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Staffing 
One area of particular focus by regulators has been staffing, and it is an area 
worth the attention.  The NCUA says a board implementing a member business 
loan program must “use the services of an individual with at least two years’ 
direct experience with the type of lending the credit union will be engaging 
in. The experience must provide the credit union sufficient expertise given the 
complexity and risk exposure of the loans in which the credit union intends to 
engage.” Staff should have experience specific to the types of loans and collateral 
being booked.

Finding existing staff with that kind of experience in business lending is often 
problematic. “The issue that comes up time and time again when you talk to 
credit unions is that a lot of them say they want to grow, but they really don’t have 
the talent in -house to do it,” McPeak says.

MANAGING MBL RISKS (CONT.)
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Recruiting well trained credit analysts for business lending is a major issue for 
credit unions, in part because as commercial lending picks up, these professionals 
are more in demand. In addition, career paths at credit unions might not seem as 
clear to these highly experienced professionals as they are at commercial banks, 
McLaughlin said.  

The NCUA says credit unions may be able to use contractors, a CUSO or other 
third parties to ensure the expertise is available, but some consultants advise 
credit unions to make sure they have in -house experience that is sufficient to 
evaluate the third parties and safeguard the credit union’s overall risk profile. 
If credit unions must choose between hiring someone experienced in selling 
business loans and hiring someone experienced in underwriting business loans, 
Glatt recommends they select the seasoned underwriter.

“If you look at the NCUA regulations regarding member business lending, they 
provide fairly limited direction on how you go about the business of setting 
this up,” McLaughlin says. “What credit unions are failing to do in general is go 
beyond those regulations. The idea of starting up a business banking department 
with someone who has two years of experience in business banking is a high -
risk approach. The [business lending] experience is so important, and that’s 
something the credit unions don’t have, and they don’t have it in their culture.”

Assessing creditworthiness
Regulations say a credit union’s member business loan policy must address a 
requirement “to analyze and document the ability of the borrower to repay the 
loan consistent with appropriate underwriting and due diligence standards.”

MANAGING MBL RISKS (CONT.)
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This aspect, the regulations say, must also address “the need for periodic financial 
statements, credit reports, and other data when necessary to analyze future loans 
and lines of credit, such as, borrower’s history and experience, balance sheet, cash 
flow analysis, income statements, tax data, environmental impact assessment, and 
comparison with industry averages, depending upon the loan purpose.”

For credit unions accustomed to underwriting auto loans and consumer lines of 
credit, assessing creditworthiness of a manufacturing firm or other business is a 
major change. In addition to lacking the staff experience, credit unions may also 
find they don’t have the proper systems or analytics to evaluate a more complex 
borrower relationship.

Consumer credit reviews often involve verifying income through W -2s and 
evaluating personal credit scores provided through one of the major credit 
bureaus. For business lending, a credit union could be evaluating a cyclical 
business or one that has working capital needs that are far more complex, such 
as equipment financing.  “Even a basic cash -flow analysis is inherently more 
complicated in business lending than for the standard consumer loan,” McPeak 
says. Consumer lending operations are often geared for volume, with centralized 
underwriting. “Typically you’re not going to be spending several hours on 
making a decision.”

In business lending, it often happens that information gathered in one piece 
of the application process raises new questions that require additional data 
gathering.  For example, an analyst reviewing a business’s balance sheet with 
a large accounts receivable balance might request to see a more detailed aging 
report on the receivables to complete the credit analysis. Traditionally, a lack of 
standard, reliable and predictive business credit scores has also contributed

MANAGING MBL RISKS (CONT.)
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to making business credit assessment a more involved and time -consuming 
process. “If you’ve never done business lending before and you step into it and 
your perspective is to rate the creditworthiness of the business owner without 
looking at the creditworthiness of the business itself, you’re looking at half the 
picture,” Glatt says.

A global cash flow analysis provides the most complete picture of a borrower’s 
ability to service debt. While owners and guarantors may be sources of capital, 
they can also be a drain on cash in downturns, depending on their personal and 
other business obligations.

Tracking performance on a regular basis
Many problems found in business lending among credit unions can be tied to 
failing to track performance of the loan on a regular basis. Consumer lending has 
patterns of delinquency and charge offs that are well known to the credit union. 
And many credit unions take a “book it and leave it” approach to consumer 
loans: They don’t scrutinize the loan or the borrower’s creditworthiness unless the 
loan is past due.

But business lending requires regular review, and many credit unions’ systems 
aren’t necessarily designed to monitor lien filings, update cash flow estimates 
regularly and track compliance with loan covenants. “You’re not going to have 
thousands of businesses like you would car loans, but it’s critically important to 
stay on top of what’s going on there,” Glatt says.

MANAGING MBL RISKS (CONT.)
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Solutions for loan document management are helpful so that credit unions don’t 
have to “reinvent the wheel” every time they obtain documentation that can help 
ensure the borrower has positive cash flow, a full sales pipeline, and so forth, 
according to Glatt.

Failing to stay on top of business credits means a credit union ignores the 
warning signs that firms often provide. That institution “is likely to have a 
higher rate of default and have larger losses when they do have those defaults,” 
McLaughlin says. “The examiners will come in and look at the things you should 
have and should be looking at, so if you don’t have it, you’ll be criticized for not 
having it or for not paying attention to it if you do not document your review.

You have to have that information, pay attention to it and document what you are 
doing with regard to that information, so if you say you will require a borrower to 
send quarterly statements and if you do nothing with those statements, that’s as 
bad as not getting them.”

MANAGING MBL RISKS (CONT.)
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CONCLUSION

Developing or expanding a member business lending 
program is an increasingly popular way U.S. credit unions 
are capitalizing on their strengths and growing their loan 
portfolios, and experts believe this trend will continue. 
Credit unions must evaluate major regulatory issues and 
consider areas of risk that may be different from those 
affecting their current loan portfolios. But experts believe 
the efforts can be rewarded.

“We’ve found that those credit unions that do focus 
on business lending are generally healthier than the 
average credit union,” says Glatt. His firm’s Credit Union 
Industry HealthScore evaluates individual credit union 
performance in 11 key ratios, and it found that credit 
unions engaged in business lending had a higher average 
HealthScore than the industry average. 

“If you do member business lending right, it contributes to 
a very sound, solid organization,” according to Glatt. “But 
the key is doing it right.”

https://www.sageworksanalyst.com
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ABOUT SAGEWORKS

Sageworks, the leader in the financial analysis of privately 
held companies, is the developer of the ProfitCents® 
and Sageworks Analyst® platforms, which are used by 
thousands of accountants and financial institutions across 
North America and the United Kingdom. Sageworks’ 
data, the largest database of real -time, private -company 
financial information in the U.S., grows as more than one 
thousand statements are entered each day. We incorporate 
this industry data into our products for financial 
institutions, including our TruGlobalTM credit analysis and 
risk management solutions. To find out more, visit www.
sageworksanalyst.com.
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