Model Policy Revised Date: 12/18/202011/11/2025
General Policy Statement:
The tools of collection should be applied in a logical, progressive sequence: reminder notices, telephone calls, letters, follow-up action, work-out plans, repossession, and litigation. The [[CUname]] Credit Union has procedures in place for the collection process that are compliant with Federal and state law. The Credit Union will also consider and comply with the Servicemembers Civil Relief Act and Military Lending Act, when applicable (See Policy 7213). In addition to the policy guidelines, the Credit Union’s procedures will include actions permitted asnd taken, outlined in the respective contractual agreements with the member.
Guidelines:
1. MORTGAGE SERVICING REQUIREMENTS. The [[CUname]] (Credit Union) will follow all requirements of the Mortgage Servicing Rule published by the Consumer Financial Protection Bureau (CFPB) and the requirements, as they apply to the Credit Union, and the guidelines of the Credit Union’s Mortgage Servicing Policy (See Policy 7360 or 7361). This includes, but is not limited to, early intervention, continuity of contact, and loss mitigation. 
 
2. REMINDER NOTICES. Reminder notices should be sent, either manually or by computerelectronically (if proper consent has been received), [[7510-1]], [[7510-2]] and [[7510-3]] days after the payment due date. Notices should contain information outlining the potential actions that the Credit Union may take based on applicable Federal and state law and provisions within respective account agreements.
 
3. TELEPHONE CALLS. The Credit Union's policy is to contact the borrower when it first becomes necessary. The timing of the call is determined by the collector's reasonable business judgment. As a general rule, loans with greater risk exposure, narrower margins, and/or troubled payment history warrant a quicker response, and personal contact would be prudent as early as the first day of delinquency. The Credit Union will also consider and comply with the Telephone Consumer Protection Act, when applicable (See Policy 9600). An effective collection call involves two basic steps: 
  
A. Identify the credit union, Sstate the reason for the call and ask fact-finding questions;
 
B. Present a proposal based on an analysis of the member’s delinquency and obtain commitment from the member.
At no time will a collection call imply that an action will be taken that the credit union does not plan to take or is prohibited from taking. In addition, calls will not be made at an inconvenient time for the member (e.g., early morning or late at night). Furthermore, if the member requests that the credit union make no further contact at a particular phone number, that request will be honored. 
 
4. LETTERS. Collection letters are designed to reach those members who cannot be contacted by telephone or in follow up to verbal communication. These communications will only contain potential legal action that the Credit Union plans to take as a result of delinquency or is able to take in light of and are compliant with applicable Federal and state laws and contractual agreements. Communications will refrain from utilizing language that implies an impact on the member’s credit or credit reputation. Collections management will send the following letters when applicable:
  
A. First Notice. The Credit Union will send a letter to the member when his/her loan is [[7510-4]] days past due.
 
B. Second Notice. The Credit Union will send a second letter to the member when his/her loan is [[7510-5]] days past due.
 
C. Third Notice. The Credit Union will send a third letter to the member when his/her loan is [[7510-6]] days past due.
 
D. Notice to Co-Signor. The Credit Union will send a letter to the co-signor when the loan is [[7510-7]] days past due.
 
E. Partial Payment Letter. The Credit Union will send partial payment letters when the payment received fails to cure the delinquency.
 
F. Final Notice. The Credit Union will send a final notice by regular and certified mail when unsecured loans and loans secured by consumer goods are 60-days past due. Follow-up action will be carried out within 10-days.
 
G. Attorney Letter. The Credit Union's attorney will send a letter demanding payment before the account is assigned to a collection agency. 
 
5. ACCOUNT RESTRICTIONS. Any Credit Union procedure to limit access to products and services will include an analysis of the impact specific to that member and will be compliant with applicable laws. The Credit Union’s procedures will also provide for adequate member notification.
 
6. FOLLOW UP ACTION. Effective follow-up requires constant attention; collectors will closely monitor accounts to verify that payments are made as promised.
 
7. WORK-OUT PLANS. Occasionally, it is in the best interest of the Credit Union to work out special arrangements with troubled borrowers, including extensions, modifications, and refinancing. Work-out plans require Credit Committee approval.The Credit Union will follow its policy on loan workouts [Loan Workouts, Modifications, and Nonaccrual Standards – Policy 3165].
 
8. REPOSSESSION, FORECLOSURE, OR ABANDONMENT. Collectors will give members reasonable opportunities to cure deficiencies before recommending repossession. The collector has two choices when collection efforts fail: taking and selling collateral or abandoning the collateral and suing the debtor for a monetary judgment. Sometimes the collector can do both. For example, in the case of a loan secured by an automobile, the collector can repossess the automobile, sell it in compliance with state law, which is typically in a commercially reasonable manner, at a private or public sale, and then sue for the deficiency. The Credit Union will also consider and comply with the Servicemembers Civil Relief Act and Military Lending Act, when applicable (See Policy 7213). 
  
A. Repossession. Voluntary surrenders may be handled by the collection staff with management's approval. Involuntary repossessions require CEO approval and must be executed by reputable agencies who are willing and able to proceed in a professional, peaceful and cost-effective manner. All agencies must be bonded, licensed, and insured in the event of damage or liability resulting from agency action. Repossession procedures shall adhere to the federal framework provided by the Uniform Commercial Code (UCC) and state repossession laws.accepted financial institution practices, including appropriate notice, inspection, and resale. 
  
i. Items to Consider Before Repossessing Collateral. Prior to repossessing collateral, the Credit Union will ensure the following:
  
1. The Credit Union possesses a valid, enforceable security interest. (For covered borrowers under the Military Lending Act, the Credit Union will only take a security interest in funds deposited after the credit transaction and in an account established in connection with that credit transaction.)
 
2. The account is in default (i.e., that the Credit Union has not previously accepted late payments without any action or has made a deal with the debtor).
 
3. The debtor has not filed bankruptcy. In cases where the debtor threatens to file or has filed, either before or after repossession, the Credit Union will consult with its attorney.
 
4. The debtor is not on active-duty in the military service of the United Statesdid not sign the loan agreement prior to active duty military service. In these cases, the Credit Union will consult with its attorney. If the member is on active-duty, it may only repossess the collateral with a court order (See Policy 7213). 
 
ii. Use of Repossessed Property. Credit Union employees may not in any way use the repossessed property for their own personal use, or for Credit Union business. To do so will generally result in forfeiture of the deficiency and can lead to additional damages. 
 
iii. Notice. The Credit Union will ensure that its repossession and sale notices are accurate and consistent (i.e., the sale method (public or private) will be carried out as originally disclosed (in a commercially reasonable manner)). If there is a change in the way a sale is handled, a new notice will be sent to the debtor.
 
iv. Sale of Repossessed Property to Insiders. The Credit Union will ensure that all sales to insiders will be set at the full retail value of the repossessed collateral. 
 
B. Foreclosure. Foreclosures on security interests in real estate will commence only after the member receives proper notice and the Credit Union has first evaluated the feasibility of a loan modification. All foreclosures will be handled by Credit Union legal counsel in accordance with applicable laws and regulations. With respect to the foreclosure process, the Credit Union will ensure the following:
  
i. The Credit Union has properly documented and recorded the mortgage;
 
ii. The facts supporting a foreclosure action exist;
 
iii. The Credit Union exercises appropriate due diligence over its law firm(s) that handle its foreclosures; and
 
iv. Regular reports are made to the Board regarding the number and volume of foreclosure actions, and the financial impact on the Credit Union. 
v. The borrower is at least 120 days delinquent at the time the foreclosure action is initiated (See Policy 7360 or Policy 7361). 
vi. If the borrower is on active-duty in military service to the United States, the Credit Union may not proceed to foreclosure without a court order, during the term of the member’s active-duty service and for a period of 12 months thereafter. In addition, the Credit Union must provide the required HUD homeownership counseling notice (See Policy 7213). 
 
C. Abandonment. The decision to abandon collateral must be approved by the collection manager. Situations that may justify abandonment include:
  
i. Unable to locate collateral.
 
ii. Collateral has little or no value.
 
iii. Cost of taking, storing, and selling is equal to or greater than potential sales price.
 
iv. A lien has been placed on the collateral that equals or exceeds the collateral value and the collateral has no insurance.
 
9. BANKRUPTCY. When the Credit Union receives notice of bankruptcy, the Credit Union will do the following:
  
A. Bring an immediate halt to any and all collection procedures already underway.
 
B. Stop any foreclosure or legal action.
 
C. Complete all necessary forms and forward these forms, along with the bankruptcy notice, to the Credit Union attorney for possible claim. 
D. If providing periodic statements on closed-end loans secured by a dwelling, make the necessary adjustments to the language contained on those periodic statements. 
 
10. LEGAL ACTION. In general, legal action against a member will only occur after all other avenues of collection have been explored, and the potential for counterclaims has been examined. No suit shall be initiated without first advising the member of the Credit Union’s intention to do so, by regular mail. The Credit Union will not utilize this communication to deceive the member with false action. The Credit Union will only use this communication when pursuing actual legal action against the member. All legal actions will be authorized by [[7510-8]]. When legal action is taken, the Credit Union will do the following:
  
A. After receiving a judgment, the Collection Department will be responsible for changing data on the interest rates when and where applicable.
 
B. If payment on the judgment does not occur within 30 days, the [[7510-9]] will determine the best next steps, including but not limited to, garnishments, attachments of assets, or a discovery hearing.
 
C. A judgment will not be deemed satisfied until such time that the outstanding balance, all of the interest due to date, and the cost of all legal fees (if allowed by the court) have been paid by the Member/Defendant, unless otherwise decided by the [[7510-10]]. 
 
D. All information regarding legal action and the reasons for its use will be duly noted on the collection card.

