Chapter 3

LOW-INCOME CREDIT UNIONSAND CREDIT UNIONS SERVING
UNDERSERVED AREAS

| --INTRODUCTION

One of the primary reasons for the
creation of federal credit unionsisto
make credit available to people of
modest means for provident and
productive purposes. To help NCUA
fulfill this mission, the agency has
established special operational policies
for federal credit unionsthat serve low-
income groups and underserved areas.
The policies provide a greater degree of
flexibility that will enhance and
invigorate capital infusion into low-
income groups, low-income
communities, and underserved areas.
These unique policies are necessary to
provide credit unions serving low-income
groups with financial stability and
potential for controlled growth and to
encourage the formation of new charters
aswdl asthe delivery of credit union
services in low-income communities.

Il --LOW-INCOME
CREDIT UNION

II.A -- Defined

A low-income credit union is defined
in Section 701.34 of the NCUA Rules
and Regul ations as one where a majority
of its members either earn lessthan 80
percent of the average for all wage
earners as established by the Bureau of
Labor Statistics, or whose annual
household incomefalls at or below 80

percent of the median household income
for the nation. Theterm “low income’
a so includes members who are full-time
or part-time studentsin a college,
university, high school, or vocational
schoal.

To obtain alow-income designation
from NCUA, an existing credit union
must establish that a majority of its
members meet the low-income definition.
An existing community credit union that
serves a geographic areawhere a
majority of residents meet the annual
income standard is presumed to be
serving predominantly low-income
members. A low-income designation for
anew credit union charter may be based
on amajority of the potential
membership. Thelow-income
qualification must be maintained in order
to retain the low-income designation.

I1.B -- Special Programs

Credit unions with a low-income
designation (except student credit
unions) have greater flexibility in
accepting non member depositsinsured
by the NCUSIF, and may offer secondary
capital accounts to strengthen its capital
base. It also may participate in special
funding programs such as the
Community Development Revolving
Loan Program for Credit Unions
(CDRLP) if itisinvolved in the
stimulation of economic devel opment
and community revitalization efforts.
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The CDRLP provides both |oans and
grants for technical assstance to low-
income credit unions. The requirements
for participation in the revolving loan
program arein Part 705 of the NCUA
Rules and Regulations. Only operating
credit unions are digible for participation
in this program.

[1.C -- Low-Income
Documentation

A federa credit union charter
applicant or existing credit union wishing
to receive alow-income designation
should forward a separate request for the
designation to the regional director,
along with appropriate documentation
supporting the request.

For community charter applicants,
the supporting material should include
the median household income or annual
wage figures for the community to be
served. If thisinformation isunavailable,
the applicant should identify the
individual zip codes or census tracts that
comprise the community and NCUA will
asss in obtaining the necessary
demographic data.

Similarly, if sngle occupational or
associational or multiple common bond
charter applicants cannot supply income
data on its potential members, they
should provide the regional director with
alist which includes the number of
potential members, sorted by their
residential zip codes, and NCUA will
asss in obtaining the necessary
demographic data.

An exigting credit union can perform
aloan or membership survey to
determineif the credit union is primarily
serving low-income members.

[1.D -- Third Party Assistance

A low-income federal credit union
charter applicant may contract with a
third party to assist in the chartering and
low-income designation process. If the
charter is granted, alow-income credit
union may contract with athird party to
provide necessary management services.
Such contracts should not exceed the
duration of one year subject to renewal.

II.E -- Special Rulesfor Low-
ncome Federal Credit Unions

In recognition of the unique efforts
needed to help make credit union service
available to low-income groups, NCUA
has adopted special rulesthat pertain
only to low-income credit union charters,
aswell asfidd of membership additions
for low-income credit unions. These
special rules provide additional latitude
to enable underserved, low-income
individuals to gain accessto credit union
service.

NCUA permits credit union
chartering and field of membership
amendments based on associ ational
groups formed for the sole purpose of
making credit union service avallableto
low-income persons. The association
must be defined so that all of its members
will meet the low-income definition of
Section 701.34 of the NCUA Rules and
Regulations. Any multiple common
bond credit union can add low-income
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associations to their fidds of
membership.

A low-income community federal
credit union has additiona latitudein
serving persons who are affiliated with
the community. In addition to serving
members who live, work, worship, or go
to school in the community, a low-
income community federal credit union
may also serve persons who perform
volunteer services, participatein
programsto alleviate poverty or distress,
or who participate in associations
headquartered in the community.

Examples of alow-income
community and an associational based
low-income federal credit union are as
follows:

Personswho livein [the target
area]; persons who regularly
work, worship, attend schooal,
perform volunteer services, or
participate in associations
headquartered in [the target
area]; persons participating in
programs to alleviate poverty or
distresswhich are located in [the
target area]; incorporated and
unincorporated organizations
located in [the target area] or
maintaining afacility in [the
target area]; and organizations of
such persons.

Members of the Canarsie
Economic Assistance League, in
Brooklyn, NY, an association
whose members all meet the low-
income definition of Section
701.34 of the NCUA Rules and
Regulations.

1l -- SERVICE TO
UNDERSERVED
COMMUNITIES

All federal credit unions may include
in their fields of membership, without
regard to location, communities
satisfying the definition for serving
underserved areas in the Federal Credit
Union Act. Morethan one federal credit
union can serve the same underserved
area. The Federal Credit Union Act
defines an underserved area as alocal
community, neighborhood, or rural
digrict that isan “investment ared” as
defined in Section 103(16) of the
Community Devel opment Banking and
Financial Ingtitutions Act of 1994.

An investment areaincludes any of the
following:

An area encompassed or located in
an Empowerment Zone or Enterprise
Community designated under section
1391 or the Internal Revenue Code
of 1996 (26 U.S.C. 1391);

An area where the percentage of the
population living in poverty is at least
20 percent and the area has
significant unmet needs for loans or
equity investments,

An areain aMetropolitan Area
where the median family incomeis at
or below 80 percent of the
Metropolitan Area median family
income or the national Metropolitan
Area median family income,
whichever is greater; and the area has
sgnificant unmet needs for loans or
equity investments,
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An area outside of a Metropolitan
Area, where the median family
incomeisat or below 80 percent of
the statewide non-Metropolitan Area
median family income or the national
non-Metropolitan Area median family
income, whichever is greater; and the
area has significant unmet needs for
loans or equity investments;

An area where the unempl oyment
rateisat least 1.5 times the national
average and the area has significant
unmet needs for loans or equity
investments;

An area where the percentage of
occupied distressed housing (as
indicated by lack of complete
plumbing and occupancy of more
than one person per room) is at least
20 percent and the area has
sgnificant unmet needs for loans or
equity investments,

An arealocated outside of a
Metropolitan Area with a county
population |oss between 1980 and
1990 of at least 10 percent and the
area has significant unmet needs for
loans or equity investments.

In addition, thelocal community,
neighborhood, or rural district must be
underserved, based on data considered
by the NCUA Board and the Federal
banking agencies.

Once an underserved area has been
added to afederal credit union’sfield of
membership, the credit union must
establish and maintain an office or facility
in the community. A servicefacility is
defined as a place where shares are

accepted for members accounts, loan
applications are accepted and loans are
disbursed. Thisdefinition includes a
credit union owned branch, a shared
branch, a mobile branch, an office
operated on aregularly scheduled weekly
basis, or a credit union owned eectronic
facility that meets, at a minimum, these
requirements. This definition does not
includean ATM.

The federal credit union adding the
underserved community must document
that the community meets the definition
for serving underserved areasin the
Federal Credit Union Act. The charter
type of afederal credit union adding such
a community will not change and
therefore the credit union will not be able
to receive the benefits afforded to low-
income designated credit unions, such as
expanded use of non member deposits
and access to the Community
Development Revolving Loan Program
for Credit Unions.

A federal credit union that desiresto
include an underserved community in its
field of membership must first develop a
business plan specifying how it will serve
the community. Thebusinessplan, at a
minimum, must identify the credit and
depository needs of the community and
detail how the credit union plansto serve
those needs. The credit union will be
expected to regularly review the business
plan, to determineif the community is
being adequately served. Theregiona
director may require periodic service
status reports from a credit union about
the underserved area to ensure that the
needs of the underserved area are being
met as well as requiring such reports
before NCUA allows a federal credit
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union to add an additional underserved
area
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