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MICHIGAN CREDIT UNION LEAGUE & AFFILIATES






November 23, 2011

The Honorable Justin Amash
U.S. House of Representatives

114 Cannon House Office Building

Washington, D.C. 20515

Dear Congressman Amash,

On behalf of the Michigan Credit Union League & Affiliates, I am writing today in response to communication that was sent by the American Bankers Association (ABA) opposing the “Small Business Lending Enhancement Act of 2011” (S.509/H.R. 1418) which would permit qualifying credit unions to expand their member business lending.  As this crucial legislation would allow credit unions to lend an additional $13 billion to small businesses nationwide in the next year, creating 140,000 new jobs (in Michigan an additional $523 million could be lent to small businesses creating 5700 jobs), I wanted to take the opportunity to respond to the claims made by the ABA in their opposition to the legislation.   
· Expanded business lending changes the credit union mission.

The credit union mission is to serve the credit needs of their members, including those of modest means. Credit unions have been making business loans since their inception in the early 1900s. The arbitrary 12.25% cap came about in 1998 as a result of the CU Membership Act. This cap, we believe was added directly as a result of lobbying by the American Bankers Association. It has not served a good public policy purpose as it simply limits capital for small businesses while protecting the bankers’ interests at a time when they themselves are not lending.
· Business lending is not consistent with the tax status.

The tax exemption is a result of the structure as a not-for-profit, democratically controlled cooperative. The tax exemption has nothing to do with the breadth of credit union products and service offerings. We continue to believe that the tax exemption is solely related to our structure. We cannot raise money in the capital markets like banks can and we do not distribute our earnings to shareholders. The policy value of the tax exemption, which encourages this service-oriented, not-for-profit mission, has been demonstrated well during the recent national credit crisis as credit unions have expanded their business lending while banks have had to pull back.
· Raising the cap would raise safety and soundness concerns.

This is not the case. The legislation explicitly states that only well-capitalized credit unions would be eligible to do expanded business lending. The “Small Business Lending Enhancement Act” is a safe and sound measure to increase small business lending at no cost to taxpayers by allowing well-capitalized credit unions to gradually increase business lending from the current maximum of 12.25% of their total assets to 27.5%.   Eligible credit unions will be able to gradually increase small business lending to 27.5% of total assets. The current 12.25% cap will remain in place for all credit unions that do not meet the eligibility criteria.  In order to qualify under the legislation, a credit union must be well capitalized (currently 7 percent net worth ratio) with 5 or more years of member business lending experience; must be at or above 80 percent of the current 12.25% cap for at least 1 year prior to applying; and must be able to demonstrate sound underwriting and servicing based on historical performance and demonstrated strong management.  If a credit union’s net worth ratio falls below the well capitalized requirement (currently 7 percent), no new member business loans may be originated.
Also, credit union member business loan net charge-off rates have been significantly lower than bank rates year-in and year-out for over a decade.  For instance, during the first half of 2011, credit unions charged off business loans at a rate of 0.55%, which is almost half of the 1.00% reported by the banks.   It is extremely disingenuous for financially struggling banks to express concerns about credit unions’ safety and soundness.
· Credit unions don’t need this legislation in order to continue to lend.

Since the beginning of the recession, total bank business loan portfolios have declined by almost 14%, but credit union business loan portfolios have grown at a rate of over 40%.  As banks have withdrawn their financial for our nation’s small businesses, credit unions continue to step up to the plate.  However, as credit unions engaged in member business lending approach their cap, they will need to pull back from lending. Also, many credit unions that are not approaching the cap simply are choosing not to enter into small business lending because of the very limiting nature of that arbitrary cap and its effect on a long-term business lending strategy.
· Small businesses do not need access to credit.

More than 25 Congressional hearings have been held in the last 3 years to discuss small business owners and their access to capital.  Access to capital still remains a primary concern for small business owners.  The lack of credit available to business was the driving force behind the creation of the Small Business Lending Fund (SBLF) which was passed by Congress last year to give $30 billion in taxpayer funds for banks to lend to small businesses.  Banks have only applied for $11 billion of these funds before the deadline.  After trying to give the banks monies through the SBLF and TARP, Congress should want to utilize the option this time that won’t cost the taxpayers a dime by statutorily increasing the cap for credit unions to do more to increase access to business capital.  
· Expanding the ability for credit unions to do additional business lending will hurt banks. 

The bank lobby grossly misrepresents the impact of raising the credit union business lending cap on their own lending volumes.  Independent research indicates that additional credit union business lending would not crowd out bank business lending.  Only after several years would this cap result in a in a loan market increase of 5% to 10%, leaving 90% of the small business loan market to banks. 

Unfortunately, the banks’ message to Congress is “don’t allow additional credit union member small business lending.” Look on Main Street and you will find small businesses need more help, not less. Which is why there continues to be a growing list of organizations that have also been outspoken in their support to increase the member business lending cap at credit unions.  In addition, the National Credit Union Administration (NCUA) and the Obama Administration have publicly stated their support of this legislation.  Here is the list of those groups that disagree with the bankers’ opposition to increase credit union member small business lending:
National Small Business Association




National Association of Realtors

National Association of Manufacturers




Americans for Tax Reform

Council of Insurance Agents and Brokers




Competitive Enterprise Institute

National Association of the Self-Employed



Ford Motor Minority Dealer Association

National Cooperative Grocers Association



League of United Latin American Citizens

National Association of Professional Insurance Agents


Manufactured Housing Institute

National Cooperative Business Association



National Farmers Union

Thank you for the opportunity to respond to the claims made by the ABA in opposition to the credit union member business lending legislation.  If you have any questions about these claims or the legislation itself, please don’t hesitate to contact me.  I hope that after reviewing these arguments and the bill, you will agree that the “Small Business Lending Enhancement Act” is a common sense approach to provide more access to capital for small business in a safe and sound manner.  We continue to urge your support of credit unions by co-sponsoring the bill.   
Sincerely,
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David Adams

Chief Executive Officer
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