
NATIONAL CREDIT UNION ADMINISTRATION
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Office of General Counsel

October 2, 1989
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89-0838

Ms. Vicki A. Tupker
Oregon Employees Federal Credit Union
P.O. Box 2227
Salem, Oregon 97308

Re: Home Equity Loans (Your August 23, 1989, Letter)

Dear Ms. Tupker:

You have asked two questions. (1) Can the payment on a
closed-end home equity loan, with a variable interest rate,
remain constant and the term of the loan exceed 180 months? No.
(2) Will NCUA establish new regulations that will require home
equity loans to meet secondary market requirements? See response
below.

ANALYSIS

(I) If the interest rate is variable, can the payments on a
closed-end home equity loan remain constant and the term of the
loan exceed 180 months? According to NCUA Rules and Regulations
S701.21(f), "notwithstanding the general 12 year maturity limit
on loans to members, a Federal credit union may make loans with
maturities of up to 15 years in the case of . . . a second mort-
gage loan (or a nonpurchase money first mortgage loan in the case
of aresidence on which there is no existing first mortgage) if
the loan is secured by a residential dwelling which is the
residence of the member-borrower, and        a loan to finance the
repair, alteration, or improvement, of’-a’r~sidential dwelling
which is Ehe residence of the member-borrower." Payments on a
closed-end home equity loan, regardless of the interest rate, may
not exceed 180 months. To extend the limit past 180 months would
eviscerate the clear meaning of the regulation.

For your information, the NCUA Board issued a proposed regulation
in May of this year that would extend the maturity on these types
of loans from 15 to 20 years. (See 54 Fed. Reg. 21967, 5/22/89,
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copy enclosed.) The Board plans to make a final determination on
the extended maturity before the end of 1989.

(2) Will NCUA establish regulations that require home equity
loans to meet secondary market requirements? NCUA is presently
reviewing NCUA Rules and Regulations Sections 701.21(f) and (g).
Although the review is still in progress, a regulation requiring
real estate loans to meet secondary market requirements will
probably not be proposed. However, guidelines may be issued in
the area of standardizing long-term mortgage loans to meet sec-
ondary market requirements. At this time, any proposed
guidelines concerning secondary market requirements will probably
not be applied to home equity loans.

Sincerely,

HATTIE M. ULAN
Assistant General Counsel

Enclosure
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AGENCY: National Credit Union
+.\dmmistratio_n (NCUA).
ACTION: Proposed revision to resulation.

SU~UAnY: The NCUA Board (Board] is
proposin8 to revise I ?O1.21{f) (15 Year
Loans} of its Rules and Resulations. The
proposal results fi’om an amendment ’,o
the Federal Credit Union Act and
~CUA’s policy to periodically review
each of its regulations. This revision will
permit a Federal credit union to make
loans with maturities of up to 20 years
for mobile home. secondary mortgage
and home improvement loans.
OATS: Comments must be received on or
before August Z’l. 1989.
AOO~SS: Send comments to Becky
Baker. Secretary of the Board. National
Credit Union Administration‘ 1776 G
Street NW., Washington. DC 20456.

D. Nfichael Riley, NCUA, DLr~t~,
Office of Examination and Izmurance,
17"~ G Street NW., Washington, DC
20456, telephone:. {202} e82-.g640 or Roy
DeLoach, NOJA, Office of General
Counsel. 1776 G Street NW.,
Washington, DC Z0458, telephone~ {202}

SUPPLESiENTAWf mFomaAllo~: Federal
credit unions ~ ~y au~o~zed ~
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h~an~, mnhd~ home ~,~n~ ~nd hom~
~mpr~vemen( loans .~t ’up ~o 15 year~ or
any Iun2er term which lhe Board may
,,[tuw.’" Prior ~o the ~B~ the maturHy
fear the~o [u~ln~ was 15 years. [n
November 1~. ~he Boa~ reques(ed
public commenl un whether ~1 should
exercise i~ reg~ato~ au~honty 1o show
mai~ties m exce~s ~ 15 y~
second morlga~ and home
imprnvement loans. Although no( s(ated
m ~he requesL mobile home loans are
also being considered w~/hm the scope
of this review.

A tota~ o~ ~ comments were ;~eived
in response to ~e reques~ f~ ~mmems.
The comments came from ~ Federal
credit unions, ~o state credit uni~
leagues, two national credi~ union ~ade
o~anizations and one national ba~ing
trade o~aniza~on. Of these commenls.
25 supposed extending ~e
~imit. Only ~ee ~mmenters ~Ueved
that (he autho~ should mma~ a~ 15
yea~. Co~ente~ who
exten~ ~e ma~
recovered v~o~ ~

~ yes to ~ted ~.
co~ente~ ~t~ ~e
borrowers face when ~u~a~
rates ms~t m ~ ~ea~ ~ paymen~
or a balloon pa~ent m order to en~e
a l~ye~ ~ as ~eb ration~e

additiom several co~ente~
the opinion ~at lo~s ~th ma~ties
excess of 1~ yea~ shodd ~ v~able
rate in order to provide ~
rate ~sk pro~c~on to ~e ~e~ ~o~

~e ~d is pm~ to
~ 7~.21{~ by p~tb~ mat~es of up
to 20 years. ~ isaui~ ~is pm~
Board is attemp~ to ~de ~e~t
~ons and ~e~ ~m~r-~wm
wi~ ~e ~b~ to ~

beyond 20 yea~ not~~
mtemst rate fluc~a~o~ ~
the ter~ ~ ad~o~ ~e~
exacted to t~e appmp~

that ~ exte~ion of ~it
appropriate ~or the tota] ~
l~an.

Regulatory Procedu~s

Regulatory Fle.~ubi/i:y Act

The Board has determined and
certified ~=t the proposed ambient,
i~ adopted, will not have a si~ficant
economic ~pact on a substantial
number of small ~dit ~ions ~ly
those ~der $I million in as~
Acce~ing~y, ~e ~a~ has dete~n~

th.t a Re,~datury Flexibility ;\naly~lla iS
required

May 22. 1989 1 Proposed Rules

~2 CFR Par~ 70~

Th.s proposed rule makes ro changes
re collection reqmremen(s, therefore..q
need nut be sent to the Of~ce of
Management and Budget fc" approval.

E~ecutive Order 12812

"r’nis ~rnendment doe= not affect ~tate
regulation of credit union~ It
impiement~ provision~ o[ ~he Federal
Credit Umon Act app|yin~ only to
Federal credit union~.

L~st of Subjects ~n 12 CI~R Par~ ~
Ca’edit unions. 20-ye~ loan~, Second

mortgages. Mobile home loans. Home
improvemem loans.

B~ the Nations| Credi! Un=on
Adm~mstration Board on May II. 19~9.
Becky Bake~,
Secretcty (~f t/~e B~.

Accor~y, N~A pmpos~ to
amend i~ ~la~ons a~ foilo~

PART 701--{AMF.~I

1. The authority citation for Part
continues to read as forlows:

Authori~. ~2 U.S.C 17S& t?5~. t~7.
1761a. 1761b, 17B~ 176Y, 178~. 17~4, 17B9’.
178~. ~nd 17~J~ Sectio~l ~)1.31 is ~
authorized by lS U.$.~ leYL ~ ~W~ ~1
U.S,C 18~1 ~md ~2 U.S,C 3801--381t~

~. Section 7oi.21(r} is proposed to be
revised as follows:.

§ ~0~.2~ (Amm~d]

(f) 20-ye~ ?oa~$. Notwithstanding the
general 12-year maturity limit on loan=
to members, a Federal cxedJt union may
make loan= with mats-iris= af up to Z0
yeare in the ca~e ~:

(t} A leas to l~=m=ce elm ImrrEa~ el’ a
mobile home if the mobile home ~ be
used a~ the member-borrower’=
re~Jell~ a~ t~ !o~ ~l lecured by i
Eret tie== o= the mobR~ lmme,

(21 ^ ~ ,-ortp~e lou (or a
nonl~v.has= money timt mort~nge loan

is no existing f’u~t mot~gnge! i/" the loan
is secured by a residential dwelling
which is the re~idem:~ of the member°
borrower, and

(3) A loan to finance the repab.
alteration, or imprm,,ement of a
residential dwelling which is the
residence of the member-borrower.

Mergers of Fecl~r~/b/.h~ur~d Credit
Unions: Vofunt=ry T~-~ or.
Conversion of Infold ~
~E~cy: Na(ional Credi! Umon
Adm=r,=stration ("NCUA").
ACTION; P~x)po~ed smendment.

~Mtt~Jtv: The NCUA Beaed i=~x~es to
amend i~ re~u~atioa ml~ ~ m~
of federally-i~d ~t ~ and
changes in ins~ sta~. ~i pm~sal
wdl add "approve" ~ "~v~’"
boxes ~o the ~om ~ ~
members~p vo~ on ~flon
Federal ~ or ~ve~ ~
Federal ~uran~ to
instance. ~e ~o~ ~ not
the day-t~ay o~ra~o~ of f~erally-
insuRd ~it

or before Aunt ~, 1~.

Baker. ~taw of ~e ~ Na~onal
Credit Union A~~ 1~ G
S~et ~., Was~ ~ ~

J~es J. ~eL ~ ~ ~
at ~ a~e ad~ ~ ~e~ {~)
~7-1~
~UPPL~M~A~y ~I"N~ [11 April
1987. the NCUA adopted ~~ "
¯ at added new pm~sions ~a~8 ~
te~a~on or ~nv~o= ~ F~e~
~ham ~surance ~d ~ f~ f~ ~
~ us~ in ob~ ~m~
approval of ~ a~o~ ~ ~ ~
1~ Ap~ 1~ I~, e~ May l&
~.} ~e of ~o~

conta~ ~e 1~ ~al ~ to
on ~e ba~ot ~ to ob~ ~e~p
appmv~ A fo~ pm~
i ~.~)(2}, ~e~ ~ ~a~

mem~ m ~ ~ =d ~ ~

member appmv~ ~ ~v~ of ~e
pm~

Generally. ~ has ~o/caused Shy
problem~ be~tme "ye~" ee "me" box~
have been included ~Iou~ with the
r~luired langunge on the ba~ot~
provided to the membem. Where only
the language required by the resulation
is used. however, all returned ballots
have counted as afrwmati~e votes. In a
recent instance, member~ who returned
their ballots were eligible for prizes to
be awarded at the credit union’s annual
meetL"t& While this did
incent%-e to retm, a the b~llot it did not
necessarily reflect tl~ m~mhe~’e
position on the propo~l ~ since
the ha!lot did not lnd~cete whether the


