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Since 1996, low-income designated credit unions (LICUs) have been authorized to accept uninsured 

secondary capital from non-natural person members and non-natural person non-members, including 

corporations and other organizations.1 Such uninsured secondary capital is intended (i) to provide an 

alternative — beyond setting aside a portion of earnings — for these credit unions to build capital to 

support more lending and financial services in their communities and (ii) to absorb potential losses, 

thereby reducing the potential for a credit union to fail.2 

LICUs face a twofold growth challenge. First, the unmet need among their target population is so large 

that they typically grow at higher than average rates. Second, the high cost to serve a customer segment 

with relatively small balances and transactions tends to squeeze ROE. To meet growing demand, 

therefore, LICUs must find sources of equity capital beyond their own earnings, such as secondary capital. 

As the National Credit Union Administration (“NCUA”) has explained  

“[s]econdary capital is an important regulatory benefit for federally insured credit unions 

with a low-income designation. It allows these credit unions to build temporary capital from 

external sources. Without secondary capital, the growth rate of low-income credit unions is 

constrained by their ability to add capital only through retained earnings. If assets grow at a 

rate faster than capital grows internally, the credit union’s net worth ratio declines. This 

constraint on the ability to add capital can also adversely affect a credit union’s expense ratio 

by making it more difficult to achieve economies of scale.”3 

The purpose of uninsured secondary capital is to provide a further means for these credit unions to build 

capital to support more lending and financial services in their communities. 

NCUA Rules Applicable to Secondary Capital 

This ability for LICUs to acquire secondary capital is subject to the various conditions in NCUA Rules and 

Regulations Parts 701 and 741, which include the following: 

• The lender of secondary capital is limited to non-natural persons; 

• NCUA must approve a secondary capital plan before a LICU can receive secondary capital; 

• Secondary capital must have a minimum five-year maturity; 

                                                           
1 See 12 CFR 701.34. Credit unions are designated as a LICU if a majority of the credit union’s membership (50.01 
%) qualify as low-income members.   
2 See generally National Credit Union Administration, Secondary Capital Best Practices Guide (hereinafter “Best 
Practices Guide”), at 2, available at https://www.ncua.gov/services/Pages/small-credit-union-
initiatives/Documents/secondary-capital-guide.pdf. 
3 Best Practices Guide, supra note 2, at 2. 



 

• Secondary capital is not insured by the National Credit Union Share Insurance Fund and is 

subordinate to all other claims against a credit union in a liquidation; and 

• Secondary capital cannot be pledged as security. 

Before accepting secondary capital, a LICU must adopt, and forward to NCUA for approval, a written 

“Secondary Capital Plan” that, at a minimum: 

(i) States the maximum aggregate amount of uninsured secondary capital the LICU plans to 

accept; 

(ii) Identifies the purpose for which the aggregate secondary capital will be used, and how it will 

be repaid; 

(iii) Explains how the LICU will provide for liquidity to repay secondary capital upon maturity of 

the accounts; 

(iv) Demonstrates that the planned uses of secondary capital conform to the LICU's strategic plan, 

business plan and budget; and 

(v) Includes supporting pro forma financial statements, including any off-balance sheet items, 

covering a minimum of the next two years. 

 

If a LICU is not notified within 45 days of receipt of a Secondary Capital Plan that the plan is approved or 

disapproved, the LICU may proceed to accept secondary capital accounts pursuant to the plan. 

Investments in secondary capital transaction with LICUs are generally in the form of subordinated, 

unsecured promissory notes.  As specified in NCUA Rules and Regulations Part 701.43, the secondary 

capital note proceeds and interest accrued are available to cover operating losses realized by the credit 

union that exceed its net available reserves (exclusive of secondary capital and allowance accounts for 

loan and lease losses), and to the extent funds are so used, the credit union may not restore or replenish 

the secondary capital account under any circumstances.  

Impact of Secondary Capital 

The provision of secondary capital funding for LICUs has significant societal benefits. Because credit unions 

have “reach and accessibility to a broad spectrum of typically underserved populations,”4 dollars 

earmarked for secondary capital are likely to provide a significant boost to low-income, minority and 

female communities.5      

Today, more than a decade after its secondary capital vision was first implemented, the NCUA concedes 

that its success “has been mixed.”6 And, the program’s reach has, undoubtedly, been less than many had 

                                                           
4 The CDFI Data Project, Providing Capital, Building Communities, Creating Impact, Fiscal Year 2007 (7th ed.) 
(hereinafter “CDFI Data Project”), at 9. 
5 See CDFI Data Project, supra note 4, at 9 (observing that 76%, 69% and 58% of credit union customers are low 
income, minority or women, respectively). 
6 Best Practices Guide, supra note 2, at 4. 



 

hoped.7 In an attempt to spur further investment, in 2015, the NCUA amended its Supervisory Manual to 

streamline the application process for eligible LICUs.8   

Secondary capital can “make sense for well-run credit unions that are forced to constrain growth due to 

net worth requirements”9 and can “facilitate growth by supporting the net interest margin of the credit 

union’s overall business.”10 Moreover, investments in secondary capital have the potential to (i) assist 

well-capitalized and highly regulated LICUs in securing the necessary funds to continue to service their 

low-income members and, at the same time, (ii) offer a compelling investment opportunity with an 

attractive yield for those financial institutions lending to the LICU borrowers. 

Size and Scope of Secondary Capital Market 

Today, there is more than $277 million of secondary capital outstanding in 67 individual LICUs. Credit 

unions, banks and foundations have all invested in secondary capital. Other credit unions, attracted to the 

possibility of spurring further investment into their own industry, have been particularly active on the 

investment side.  

                                                           
7 See generally NCUA updates to Supervisory Policy Manual regarding secondary capital, CU INSIGHT (Apr. 8, 2015) 
(commenting that “[t]hough secondary capital loans have existed for over a decade, they remain largely 
underutilized”).   
8 See Streamlined Secondary Capital Approval Offers Benefits to Credit Unions, Investors (Apr. 6, 2015) (describing 
the two goals of the Manual’s update as “expediting the approval of secondary capital requests by regional offices 
and making it possible for credit unions that have secondary capital to return portions of the loans that no longer 
count towards net worth.”), available at 
https://www.ncua.gov/newsroom/Pages/NW20150406NSPMSecondaryCapital.aspx. See also NCUA updates to 
Supervisory Policy Manual regarding secondary capital, CU INSIGHT (Apr. 8, 2015) (describing the revisions as 
providing “clear and objective measures by which credit unions can apply and be approved for pre-payment of 
secondary capital”); Nicholas Ballasy, NCUA Eases Secondary Capital Supervision, CREDIT UNION TIMES (Apr. 6, 2015).   
9 Best Practices Guide, supra note 2, at 5. 
10 Id. at 5. 



 

 

 

Secondary capital enables borrowing LICUs “to do more of what they do best; extend credit and provide 

quality financial services to underserved individuals who may not otherwise have access to them.”11 For 

lenders, secondary capital offers a compelling opportunity to diversify loans and assets, capture an 

attractive yield and make a meaningful contribution to the credit union industry and to low-income 

communities nationwide.   

At Olden Lane, we are committed to assisting credit unions better access secondary capital if and when it 

makes sense for their broader strategy. And, we work with credit unions in all phases of the secondary 

capital process – from plan writing to fund raising. 
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11 See NCUA Allows Community Development Credit Unions to Raise Secondary Capital, National Credit Union 
Administration (1996). 
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Founded in 2015, Olden Lane Advisors LLC (“Olden Lane”) is an investment adviser registered with the 

U.S. Securities and Exchange Commission. Olden Lane provides financial services including 

institutional brokerage services for credit unions, capital plan consulting for credit unions, and 

proprietary investment offerings for credit unions and other investors. 

THIS MATERIAL HAS BEEN PROVIDED BY OLDEN LANE, AND IS FOR INFORMATIONAL 

PURPOSES ONLY. THE INFORMATION HAS BEEN OBTAINED OR DERIVED FROM SOURCES 

BELIEVED TO BE RELIABLE. HOWEVER, OLDEN LANE DOES NOT MAKE ANY REPRESENTATION 

OR WARRANTY AS TO THE INFORMATION’S ACCURACY OR COMPLETENESS, NOR DOES OLDEN 

LANE RECOMMEND THAT THE ATTACHED INFORMATION SERVE AS THE BASIS OF ANY 

INVESTMENT DECISION. THIS DOCUMENT IS INTENDED EXCLUSIVELY FOR THE USE OF THE 

PERSON TO WHOM IT HAS BEEN DELIVERED, AND IT IS NOT TO BE REPRODUCED OR 

REDISTRIBUTED. OLDEN LANE HEREBY DISCLAIMS ANY DUTY TO PROVIDE ANY UPDATES OR 

CHANGES TO THE ANALYSES CONTAINED IN THIS PRESENTATION. 
 

 

Securities services offered through Olden Lane Securities LLC, Member FINRA/SIPC 

One Main Street, Chatham, New Jersey 07928. 

 

 

 


