Sample Risk Based Lending Loan Policy:

The following pages contain a sample risk based lending policy, specifically written for this program.  It contains proprietary information, which is protected by copyright laws, and therefore may not be distributed or shared with non-purchaser credit unions.

You may use this sample policy as a template and customize as desired – for use in your own credit union.  Some areas contain blanks that must be filled in with your requirements.  Other items are underlined in italics.  These items contain either my recommendations or the parameters our credit union uses.  These should be changed to reflect to your underwriting guidelines.
As a reminder and as per the Legal Notice on the inside cover of the “Risk Based Lender – The Credit Union Solution” manual:


While all attempts have been made to verify the information provided in this publication, neither the author nor the publisher assumes any responsibility for errors, omissions, or contrary interpretations of the subject matter herein.

This publication is not intended for use as a source of legal or accounting advice.  The information contained herein may be subject to varying state and/or local laws and regulations.  All users are advised to retain counsel to determine what state and/or local laws or regulations may apply to their individual credit union.

The purchaser or reader of this publication assumes responsibility for the use of these materials and information.  Adherence to all applicable laws and regulations—federal, state, and local, and those of the National Credit Union Administration (NCUA)—is the sole responsibility of the purchaser and/or credit union.  The author and publisher assume no responsibility or liability whatsoever on the behalf of the purchaser or reader of these materials.

LOAN POLICY

A. It is policy of this credit union to comply with all applicable laws of the United States, the laws of the state of ____________ and the regulations of the National Credit Union Administration (NCUA).  
B. As required by law, membership in this credit union is open only to individuals who are included in our field of membership, as defined in our credit union charter.  No member will be denied any service of this credit union due to discrimination because of race, color, religion, national origin, sex, marital status, or age (provided that the applicant has the capacity to enter into a binding contract), the fact that all or part of the applicant's income derives from any public assistance program, or the fact that the applicant has, in good faith, exercised any right under the Consumer Protection Act or any similar state law.  
C. No officer or staff member of this credit union will, in any manner, discourage a person from submitting an application for credit.  This credit union will accept and consider an application from any member who wishes to submit a request for credit.  Such requests must be in writing and on an authorized loan application form.  Verbal requests will not be honored.

1.1  Form of Application

A. The person or persons responsible for the approval of loan requests must have inquired carefully into the character, capacity to repay and credit rating of each applicant.  Evidence of this investigation shall be in the form of an authorized loan application and verification of income.
1.2 Loan Officer Duties

A. The Loan Officers shall be appointed by the Board of Directors and serve at its pleasure.  The loan officer has the responsibility of granting all types of loans, subject only to the restrictions as set forth from time to time by the directors, the bylaws, and the National Credit Union Administration.
B. Basis for Loan Granting:  
1. That the member applying for a loan is of responsible character.

2. That all loans are made for a meaningful (provident and productive) purpose.

3. That the member in question has the ability to repay the loan within the terms of the note agreement.

4. That collateral will be required, when necessary, and as determined by the board of director’s underwriting guidelines.
5. That all loan policies shall prohibit discrimination because of race, color, religion, sex, age, national origin and other factors as outlined in federal, state and local laws.  This policy does not affect consideration of factors relating to the ability of the applicant to repay.

6. That the exchange of credit information among credit grantors is a normal trade practice.  Credit information about member accounts shall normally be provided to the national credit bureaus.  However, the exchange of credit information with other credit grantors is not a violation of the oath of office taken by directors, loan officers, and employees of the credit union.  The provisions of the Fair Credit Reporting Act and regulations of the National Credit Union Administration shall apply.

1.3  Risk Based Lending Underwriting Parameters

A. Risk Based Lending Loan Types:  
The following types of loans will use risk based lending guidelines:

1. Unsecured Signature (personal) loans

2. Overdraft Checking

3. Unsecured Line of Credit

4. Secured Vehicle Loans

5. RV/Boat loans

B. The credit union will use both credit scoring and subjective underwriting guidelines in the evaluation of all risk based loan types.  
1. The board of directors will establish the risk score tier levels and corresponding rates for each level.
2. All applicants will receive the loan interest rate associated with their placement in the risk based lending matrix as of the time of application.

3. Subjective evaluation is authorized when an applicant’s risk score falls below 550 providing there are documented and board-defined defensible reasons for approval. 
4. Underwriting guidelines will apply to all members in a uniform and unbiased manner.
C. The following guidelines apply on all risk based loan types:
1. The Debt Ratio (Monthly Debt/Gross monthly income) will not exceed ____%.  

2. The Fair Isaac score must be at least 550 points.  If the score falls between 550-600 points, the loan officer should exercise caution and document other strengths from the loan application and/or member credit history.
3. If a score falls between 500-550, the loan officer may use subjective evaluation and approve the loan request at the HH rate, if the applicant demonstrates other credit qualifications that are within the authorized subjective guidelines established by the board of directors.
4. There must be at least 4 creditors listed on the credit report to warrant a valid risk score.  If there are less than 4 creditors, the applicant receives an automatic HH rating, regardless of the risk score.

5. Any applicant whose credit report contains 3 or more open collection accounts (or worse) within the last 12 months will receive automatic loan disapproval.  Individually reported credit items included in the same bankruptcy are combined and count as 1 derogatory item.
6. The applicant’s matrix level determines the loan interest rate. There are no exceptions or authorized reductions of the matrix rates.  If the member feels the score is not accurate due to errors on the credit report—the member must dispute the credit report and have the errors corrected.  At the member’s request, the credit union will then obtain a corrected credit report - with recalculated credit scores.  If the scores improve—the loan rate may be adjusted (from that date forward) to the new matrix based rate. 

7. The score ranges are as follows:  (change to reflect your ranges)
	
	                                    FICO Score

	BK

 
	Disapproved

Under 550
	
550 - 629
	630 - 729
	730+

	
	Enter  (high)
	HH
	MH
	LH

	
	Your  (Med)
	MH
	MM
	LM

	
	Range  (low)
	LH
	LM
	LL


.

D. Reporting Form and Frequency

1. Loan Officer Log:  
Each loan application will be recorded in the Risk Based Lending Loan Officer Log, with complete data entered in the appropriate columns.  Loan Officer comments, where applicable, will be entered in the comments section.  
2. Summary Loan Officer Reports:
The CEO|General Manager will provide a consolidated loan officer report to the board of directors at the regular monthly meeting.  This report will reflect the total amount of new loans and/or advances made by the credit union for the preceding month.  

3. Annual Report:
The CEO/General Manager will prepare a consolidated annualized report for presentation to the membership at the annual meeting of members.

4. Risk Based Lending Annual Program Review:
The CEO/General Manager will perform an annual review of the risk based parameters to ensure that they continue to meet board objectives. A written summary of the annual review will be presented to the board of directors and will include:
a. The overall approval/disapproval rate and it’s relation to the board’s objectives.  
b. A summarized breakdown of each tier levels by loan type, including the approval rate of each tier, average risk score, debt ratio, etc.
c. The tier percentages for each risk score and their relation to the desired 20/60/20 mix.

d. The delinquency rate for each matrix category.  Any category that exceeds a ____% delinquency rate requires additional examination and/or revisions.

e. Management recommendations for program revisions.

1.4   Liaison to the Board

A. Reports shall be made to the board on relevant loan and policy matters by the CEO/General Manager. 

1.5  Loan Review

A. On a monthly basis, a sample of loans and loan extensions issued during the previous month should be reviewed by a person who is not responsible for the issuance of the loan proceeds.  This person must have a thorough understanding of the credit union's lending policies.  

B. A minimum of _____% of the new loans and extensions issued should be reviewed each month.  The reviewed loans should be documented; any exceptions noted, as well as,the disposition of those exceptions.  

C. Due to time limitations of the volunteer officials, and if requested by the Chairman of the Supervisory Committee, the manager or assistant manager may perform the review.  The manager and/or assistant manager will not perform the review on any loan in which s/he physically issued the proceeds in the form of a check, cash, or share transfer.  Those loans should be reported to the Chairman of the Supervisory Committee for a separate review.  

D. The CEO/General Manager will review the non-financial transaction report for loan data (payment due date changes, etc.) on a monthly basis.

1.6  Rates of Interest

A. In compliance with the Credit Disclosure Act (Truth-in Lending), the Credit Union shall calculate interest on the unpaid balance based on the number of days the principle was used, incorporating the Julian calendar, as approved by the National Credit Union Administration.  

B. Loans shall be made to meet the members' financial needs at the lowest possible rate of interest.  

C. The board shall review the loan rates on a periodic basis in order to accomplish this task.  They shall base their loan rate decisions on prevailing rates, internal spread requirements, and other operational requirements.
1.7 Quality Control

A. Loan Officer Log:  
The information from all loan officer logs will be entered onto a Loan Officer Log data spreadsheet on a timely and regular basis.  The data will be sorted by each matrix score for tier range evaluation; membership concentration; approval rates; etc.  The results will be included in the annual written summary report to the board of directors.  The board of directors will review the summary statistics to ensure that the program continues to conform to board’s objectives.  
B. Loan Loss Log:
The CEO/General Manager will use the data from the Loan Officer Log spreadsheet to maintain a separate Write-Off Log that monitors all loan losses.  The loss per tier level will be monitored to ensure that it remains within board limits.  The data will be sorted by each column to determine any common or identifiable characteristics.  This information will be included in the annual report to the board of directors. 
C. Loan Income Analysis:
The CEO\General Manager will establish procedures that will facilitate the monitoring of loan income per tier level.  The gross income and adjusted net income (after write-offs) will be monitored for each tier level.  The board of directors will receive a summary report on a quarterly basis.
D. Rejected loan applications:
The CEO\General Manager, and/or the Supervisory Committee, will perform a periodic sampling of disapproved loan applications to ensure that the reviewed application was denied for valid reasons.  
E. Member Rate Monitoring:
The CEO\General Manager or designated employee will review all loan advances made that month to ensure that the member’s loan rate was set according to the current risk based lending pricing matrix.
F. Member Complaints:
The CEO\General Manager will monitor member complaints for: any signs of: discrimination; loss of qualified borrowers due to rate structure; and/or problems with untrained or unprofessional employees.
G. Annual Review:
The board of directors will review the policies, procedures, and program effective on an annual basis to ensure that the program meets the board’s objectives and serves the needs of the members of the credit union.
1.8  Collateral

A. Automobiles, RV's, Boats, and all other vehicles that may be titled (or within the legal guidelines of a UCC-1).

1. Any vehicle that is able to be titled will qualify as a collateralized loan and receive the appropriate interest rate for that loan type.
2. A Notice of Lien Form must be completed and signed by the member before the disbursement of loan proceeds.  If the vehicle is currently titled to that member, a valid certificate of title is also required prior to the loan disbursement.
3. The member is required to provide proof of insurance prior to the loan being issued.  The insurance binder may be faxed to the credit union.  The credit union must be listed as the "LOSS PAYEE" on the policy.  The deductible amount is at the discretion of the borrower. 
4. Members are required to maintain adequate liability and property damage insurance ("Comp and Collision") on collateralized loans until the loan balance is below $1000.00.  Failure to maintain such insurance will result in the credit union purchasing this insurance for the member and billing the member for the cost of said insurance.
5. The CEO\General Manager has the authority to change and/or release collateral if it is in the best interest of the credit union to do so.

B. Co-makers

1. Co-makers may be accepted as additional collateral on a loan.

2. The co-maker must complete all requested information on the Loanliner loan application and Guaranty Agreement.    
3. The co-maker will sign the Guaranty Agreement and all applicable forms in the presence of a credit union employee.  The employee is required to obtain positive ID from the cosigner and verify the actual identity of that cosigner.
4. If the co-maker signs the Guaranty Agreement outside the credit union office, his/her signature must be notarized by a notary public.

5. The co-maker must be working or have annual income that can be verified. A retiree is considered to be working.

6. The co-maker must meet the same underwriting requirements as the applicant.
  

C. Payroll Deduction

1. Payroll Deduction is NOT considered collateral for a loan nor is it mandatory for obtaining a loan. 

1.9 Loans Types:   Non-Real Estate

A. Vehicle Loans (any titled vehicle)

1. New Car (current model year plus 2 previous years): Up to  72 months financing
2. Used Car:(4 years and older): up to 48 month financing
3. The rate of interest will vary according to economic conditions and shall be set by the board of directors.

4. The amount of financing is based on the applicant’s matrix score.  The base price is based on the NADA Retail Value—plus or minus all reported options, and plus (or minus) the allowance for mileage.

5. Proof of insurance, with the credit union listed as Loss Payee, is required before the loan proceeds are disbursed.
6. The check shall be made out to the member and the seller.  The member will sign a Notice of Lien before receiving the loan proceeds.  The credit union will mail the Notice of Lien, with the required filing fee, directly to the Motor Vehicle Office.  If the vehicle is currently titled by that member, they must also provide the title before the loan proceeds are issued.

7. Matrix Settings:  (if you use the matrix for percent of financing)
The lending limits are as follows on secured vehicle loans:
a. LL or LM matrix score-    100+%

b. MM score:  80% - 100%

c. LH or MH-  65% - 80%
d. HH score – 65%

B. Personal Loans (Unsecured Signature loans)

1. The loan limit is $__________ with a maximum of ____months to repay as follows:

a. LL or LM matrix score-    up to $__________

b. MM score:  $__________ - $__________
c. LH or MH-  up to $__________
d. HH score – up to 100% of the applicant’s gross monthly income
2. Being an open-ended plan, a member may obtain additional funds with a minimum advance of $_________, up to his/her loan limit.
3. A properly signed loan advance voucher is required for each additional advance and must be approved by a loan officer.

4. An updated credit report is required for future loan advances if it has been  60 days or more since the last advance.


C. Overdraft Protection Loans (Checking)

1. The maximum loan limit is $__________ with a maximum of ___months to repay.

2. Advances are made for any amount over $.01, up to the credit limit.

3. Loan vouchers are not required for this type of advance.

4. An updated credit report shall be required at least annually or upon belief that there has been a change in the member’s credit circumstances.

5. No future advances will be made while a loan is delinquent.  If seriously delinquent (over 30 days), member overdraft privileges will be terminated.


D. Boat\RV Loans

1. Age/Terms:  (List restrictions on age and terms here)
2. The rate of interest will vary according to economic conditions and shall be set by the board of directors.

3. The amount of financing is based on the applicant’s matrix score.  The base price is based on the NADA Retail Value—plus or minus all reported options, and plus (or minus) the allowance for mileage (when applicable).

4. Proof of insurance, with the credit union listed as loss payee, is required before the loan proceeds are disbursed.
5. The check shall be made out to the member and the seller.  The member will sign a Notice of Lien before loan proceeds are issued.  The credit union will mail the Notice of Lien, with the appropriate filing fee, directly to the Motor Vehicle Office.  If the vehicle is currently titled by that member, they must also provide the title before the loan proceeds are issued.

6. Matrix Settings:  (if you use the matrix for percent of financing)
The lending limits are as follows on secured vehicle loans:
e. LL or LM matrix score-    100+%

f. MM score:  80% - 100%

g. LH or MH-  65% - 80%

h. HH score – 65%

E. Line of Credit Loans (Non-checking)

1. The maximum loan limit is $___________ with a maximum of ___months to repay.

2. Advances are made in any increment over $_______.
3. Loan vouchers are required.

4. The minimum payment is $______ per month.

5. An updated credit report is required at least annually or upon belief that there has been a change in the member’s credit circumstances.

6. No additional advances will be considered while a loan is delinquent 30 days or more.

1.10  Home Equity - Line of Credit Loans

Enter your Home Equity Guidelines
1.11 1st Mortgages: Residential

Enter your Mortgage Guidelines
1.12   Total Loan Indebtedness:

A. Unsecured Loan Aggregate:
No member of the credit union will have a total unsecured loan balance in excess of $__________.  No cosigner will have an aggregate total unsecured risk to the credit union in excess of $_________ (includes their own and all cosigned loans)

B. Collateralized non-mortgage loans:
No member shall have total loan indebtedness on collateralized loans in excess of $______________, unless that balance is fully secured by shares.

C. Mortgage Loans:  

1. Percentage of Assets:
The credit union will invest no more than _____% of its assets in real estate loans.  The breakdown will consist of no more than _____% of it’s assets in fixed rate mortgages and the remaining _____% distributed between Variable rate 1st and 2nd mortgages (including Home Equity Line of Credit).  Since variable rate mortgages carry less interest rate risk, they may, if demand warrants, exceed the ___% level but not the ___% portfolio level.

2. Single Borrower:
No single member will receive a credit union held mortgage that exceeds _____% of the mortgage loan portfolio allocation (approximately ___% of assets).   

1.13   Denial of Credit

A. Any member that is denied a loan advance, after making a completed loan application, will receive the reason for denial in writing using the Adverse Action Form.  The form will clearly state the reasons for denial as per requirements of the Equal Credit Opportunity Act.

B. If the member is not present to sign the Adverse Action form, a staff member will initial, date, and mail the member a copy.  
1.14 Special Circumstances

A. Loans to Staff, Members of Board, & Immediate Family Members

1. Credit Union staff, management, officers, board and committee members are in positions of trust, and are expected to adhere to high standards.  Their loans are to receive special attention to assure that high standards always apply.

a. All loan applications of the staff, board members, committee members, officers, and management of the Credit Union, and their family members shall be processed within the same credit guidelines as the general membership.  

b. There will be no favoritism, waving of any loan requirement or loan benefit which is not also available to the general membership.  A loan to a family member will not be approved, processed, or disbursed by a relative. 

c. Loans to board members, the Supervisory Committee, or the CEO will be in compliance with all NCUA rules and regulations and must be reported to the board.  

d. Any loan advance that would put a Board Member, Supervisory Committee member, or the CEO’s total indebtedness to the credit union in excess of $______________ will be approved by the board of directors. 

e. The CEO/General Manager may take a voice vote of board members in order to facilitate the issuance of the loan and record the transaction at the next scheduled monthly meeting of the board of directors.

2. Subordinate Loans- No loan officer will have the authority to approve any loan in which he is a subordinate to the applicant or in any situation that his discretion is jeopardized due to the position of the applicant.

3. Loan Extensions- A loan officer may approve loan extensions on a credit union loan for a member if it does not jeopardize the safety of the outstanding loan principle.  The new repayment terms shall not exceed the authorized repayment terms on regular loan advances.  Any loan extensions and/or skipped payment requests must be in writing from the debtor with an acceptable reason. The Loanliner Extension Agreement form will be completed for each approved extension.  The CEO\General Manager will maintain a log of all approved loan extensions. 

B. Members Leaving the Field of Membership

1. Members leaving the field of membership, but still retaining their accounts will be encouraged to borrow new funds through credit unions in their new community.  A member will not be penalized for no longer being on payroll deduction and/or employed by the sponsor institution.

C. Bankruptcy and other Losses
1. The credit union will not make a loan to any member who has caused the credit union to suffer a loss through bankruptcy or other form of member action.
2. If a member declares bankruptcy, and reaffirms or voluntarily repays the loan, s/he will keep all member benefits, including future loans from the credit union.
3. Any loan that was included in a bankruptcy, but voluntarily repaid, will remain a separate loan. Refinancing that loan, with additional fund disbursement, is not permitted. Any new disbursements will be done as a new and separate loan.
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