§723.15

loss loans as either substandard, doubt-
ful, or loss. The criteria for determin-
ing the classification of loans are:

(a) Substandard. Loan is inadequately
protected by the current sound worth
and paying capacity of the obligor or of
the collateral pledged, if any. Loans
classified must have a well-defined
weakness or weaknesses that jeopard-
ize the liquidation of debt. They are
characterized by the distinct possibil-
ity that the credit union will sustain
some loss if the deficiencies are not
corrected. Loss potential, while exist-
ing in the aggregate amount of sub-
standard loans, does not have to exist
in individual loans classified sub-
standard.

(b) Doubtful. A loan classified doubt-
ful has all the weaknesses inherent in
one classified substandard, with the
added characteristic that the weak-
nesses make collection or liquidation
in full, on the basis of currently exist-
ing facts, conditions, and values, high-
ly questionable and improbable. The
possibility of loss is extremely high,
but because of certain important and
reasonably specific pending factors
which may work to the advantage and
strengthening of the loan, its classi-
fication as an estimated loss is de-
ferred until its more exact status may
be determined. Pending factors in-
clude: proposed merger, acquisition, or
liguidation actions; capital injection;
perfecting liens on collateral; and refi-
nancing plans.

(c) Loss. Loans classified loss are con-
sidered uncollectible and of such little
value that their continuance as loans
is not warranted. This classification
does not necessarily mean that the
loan has absolutely no recovery or sal-
vage value, but rather, it is not prac-
tical or desirable to defer writing off
this basically worthless asset even
though partial recovery may occur in
the future.

§723.15 How much must | reserve for
potential losses?

The following schedule sets the mini-
mum amount you must reserve for
classified loans:
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Classification Amount required

Substandard ........... 10% of outstanding amount unless
other factors (for example, history of
such loans at the credit union) indi-
cate a greater or lesser amount is
appropriate.

50% of the outstanding amount.

100% of the outstanding amount.

§723.16 What is the aggregate member
business loan limit for a credit
union?

The aggregate limit on a credit
union’s outstanding member business
loans (including any unfunded commit-
ments) is the lesser of 1.75 times the
credit union’s net worth or 12.25% of
the credit union’s total assets. Net
worth is all of the credit union’s re-
tained earnings. Retained earnings nor-
mally includes undivided earnings, reg-
ular reserves and any other reserves.

§723.17 Are there any exceptions to
the aggregate loan limit?

There are three circumstances where
a credit union may qualify for an ex-
ception from the aggregate limit. The
three exceptions are:

(a) Credit unions that have a low-in-
come designation or participate in the
Community Development Financial In-
stitutions program,;

(b) Credit unions that were chartered
for the purpose of primarily making
member business loans and can provide
documentary evidence; or

(c) Credit unions that have a history
of primarily making member business
loans, meaning that either member
business loans comprise at least 25% of
the credit union’s outstanding loans
(as evidenced in a call report for 1998 or
any of the three prior years) or mem-
ber business loans comprise the largest
portion of the credit union’s loan port-
folio. For example, if a credit union
makes 23% member business loans, 22%
first mortgage loans, 22% new auto-
mobile loans, 20% credit card loans,
and 13% total other real estate loans,
then the credit union meets this excep-
tion.
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