Model Policy Revised Date: 9/30/20206/23/2026
General Policy Statement:
[[CUname]]'s (Credit Union) goal is to grant loans on a sound and collectible basis. Accordingly, the Credit Union will use credit underwriting standards in evaluating loan applications.
Guidelines:
Borrowers are subject to the following lending criteria:
1. MEMBER IN GOOD STANDING. To be eligible for loan approval, the applicant must be a member in good standing with a minimum share balance of $[[7115-1]]. Loan advances, refinances, or rewrites will not normally be considered for any member who is currently delinquent or has a history of delinquency with the Credit Union. Any exception needs approval by the credit manager. 
 
2. APPLICATION. An application is defined as an oral or written request for an extension of credit that is made in accordance with procedures used by the credit union for the type of credit requested. However, a written application is required in connection with credit requests for the purchase or refinance of a principal residence. The member may be provided with an application form upon request. 
NOTE: While oral requests for credit are permissible for non-real estate transactions, the credit union may want to consider the benefits associated with requiring a written application for all loan types, including but not limited to documenting the member’s authorization to pull his/her consumer credit report. The borrower must complete a written application for credit, whether in person or via the internet or online where available. Members are welcome to credit shop via telephone or in person, but loan officers cannot base credit decisions on oral requests. The Credit Union will conscientiously respond to oral inquiries by providing general loan terms. However, members will be informed that completion of a written loan application is necessary. Members may receive application forms and a copy of current underwriting standards upon request. 
 
3. CREDITWORTHY BORROWER. Creditworthiness is determined by established credit history, length of employment (if applicable), length of residence, and ability to repay the loan.
 
A. Credit History. The member's credit history should demonstrate a clear pattern of financial responsibility. The Credit Union requires a current credit bureau report. Current means less than 90 days old. The Credit Union may deny credit if the report reveals:
 
i. Current or serious previous delinquencies;
 
ii. Considerable number of recent inquiries;
 
iii. Excessive unsecured lines of credit;
 
iv. Charged-off accounts, repossessions, or bankruptcy;
 
v. Unsatisfied judgments or collections; or
 
vi. Significant accounts purposely omitted from the application.
 
B. Employment. If the credit union relies upon employment income, loan officers will verify employment. As a general rule, applicants need at least [[7115-2]] months of continuous employment. Prior time in a related job will be considered with focus on stability. Credit should not be granted to members with temporary or irregular employment with no source of regular income.
 
C. Residence. Loan officers will verify rent and mortgage information. The length of time a member has lived at his/her residence could be a deciding factor in a borderline case.
 
D. Capacity. The borrower's ability to repay the loan depends upon several factors including cash flow, liquidity and capital, in addition to the requirements outlined in the Credit Union’s Ability to Repay Policy. Analysis of a borrower's financial condition may require current financial statements and verification of asset value and income. One measure of income is the debt/income ratio. Loan officers will calculate each borrower's debt ratios by dividing total debt payments by gross and net monthly income. Total debt payments consist of rent and all monthly installment debt, including the monthly debt service for the requested loan. Members will be held accountable for all debt reported on their credit report. Any debt ratio over [[7115-3]] % must be documented by the loan worksheet. The Board of Directors cautions loan officers to remember to use debt ratios as tools and not decision makers.
 
All of the borrower's monthly income will be considered so long as it can be verified. If all or part of an applicant's income is derived from public assistance, retirement, pension, disability, or social security income, then that income will be interpreted as regular income. Income verification requires:
 
i. Two most recent check stubs;
 
ii. Check copies evidencing alimony, child support, or separate maintenance payments for past 6 months when applicable and if not prohibited by Equal Credit Opportunity Act;
 
iii. Most recent statement of social security, retirement or pension plan; and
 
iv. Previous year tax returns (IRS form 1040 and supporting schedules) if the borrower is self employed.
 
4. LEGAL AGE OF MAJORITY. The Credit Union shall not extend credit to members if they have not reached the legal age of majorityunder 18 years of age.
 
5. CO-APPLICANTS. Two members may apply for one loan using both incomes to qualify. To be approved, both borrowers must comply with loan policy and guidelines.
 
A. Credit Scores of Co-Applicants. When two or more credit scores are offered, the Credit Union will follow its Risk-Based Lending policy (See Policy 7170). 
 
6. CO-SIGNERS WHEN APPLICABLE. Members may have another individual share the responsibility of repaying their loan by co-signing. Members may need a co-signer if they have not reached legal majority; have no credit history; lack required time on the job; or have not lived at their residence for the required time. The Credit Union will not ask for a co-signer where evidence suggests that the primary borrower is unable or unwilling to repay the loan. The Board reasons that in such circumstances it is unfair to ask for a co-signer where the co-signer will likely make all of the payments. Thus, if an applicant has a poor credit history, loan officers should not suggest a co-signer. 
 
If the loan officer determines that a co-signer is prudent, he or she must review the creditworthiness of the co-signer. Co-signers must qualify for the loan they wish to sign on, just as if it were their own loan. Co-signers must satisfy the Credit Union's credit criteria including debt ratio guidelines and must agree to assume responsibility for the entire loan balance. In addition, the credit union will take in to consideration the local laws and obligations if the co-signer is a resident of a different state. The Credit Union will provide all co-signers with proper notice explaining rights and responsibilities as required by the Fair Credit Reporting Act. Under no circumstances will the loan officer require the applicant’s spouse to serve as a co-signer. 
 
A. Credit Scores of Co-Signers. When a co-signer applies for a loan with a member, the Credit Union will follow its Risk-Based Lending policy (Policy 7170). 
 
7. ALTERNATIVE DATA. The use of alternative data may improve the accuracy of credit decisions and may help the Credit Union evaluate the creditworthiness of members who currently may not obtain credit in the mainstream credit system. The use of alternative data is to expand access to credit and provide benefit to more members. The Credit Union will consider alternative data in compliance with applicable consumer protection laws and regulations.
 
8. BANKRUPTCY. Management prefers borrowers with no bankruptcy filings in the last [[7115-4]] years. However, approval of such applicants will be considered on a case-by-case basis. Applicants who have filed bankruptcy within the last 10 years must submit a written and signed explanation for management review. Loan approvals will be based on management's assessment of character, capital, collateral, and capacity to repay. Reaffirmation of discharge debt and positive payment history with the Credit Union will weigh favorably.
 
9. CONSOLIDATION LOANS. The Credit Union will allow members to borrow money in order to consolidate debt. Typically, the Credit Union requires a perfected security interest in an authorized form of collateral. Signature loans for debt restructuring purposes are extremely rare. 
 
A. Disbursement. Consolidation loan proceeds will be disbursed directly to the member's creditors.
 
B. Credit Counseling. Members obtaining a consolidation loan mustshould obtain financial counseling. The Credit Union's counseling sessions focus on:
 
i. Developing a realistic budget;
 
ii. Informing the member that the consolidation loan is a one-time measure and thus, life style and spending habits must be restructured to ensure responsible funds management;
 
iii. Encouraging the member to increase savings with the Credit Union; and
 
iv. Encouraging the member to reduce consumer credit card debt by cutting up credit cards.
 
10. CREDIT SCORING. Loan officers must credit score all loans and document results on the loan worksheet.
 
A. Point Scoring Approval.
 
	Credit Score
	Approval

	 
	 

	[[7115-5]] and over
 
	Junior loan officers.
 

	[[7115-6]] and over.
 
	Senior loan officers.
 

	[[7115-7]] and under
 
	President, Vice President of credit, credit manager, or assistant credit manager.
 


11. ABILITY TO REPAY.
 
A. Consideration of Ability to Pay. The Credit Union will consider the ability of the member to repay the loan obligation under the terms of the account based on the member's income or assets and current obligations, and when applicable according to the requirements of the Ability to Repay Rule published by the Consumer Financial Protection Bureau (CFPB) and the provisions of the Dodd-Frank Wall Street Reform and Consumer Protection Act (See Policy 7350 or 7351 - Ability to Repay Policy).
 
12. SPECIAL RULES FOR CREDIT CARDS – THE ABILITY TO PAY.
 
A. Consideration of Ability to Pay. The Credit Union will not open a credit card account for a member under an open-end (not home-secured) consumer credit plan, or increase any credit limit applicable to such account, unless it considers the ability of the member to make the required minimum periodic payments under the terms of the account based on the member's income or assets and current obligations, regardless of the member’s age.
 
i. The Credit Union will not open a credit card account under an open-end (not home-secured) consumer credit plan for a member less than 21 years old, unless the member has submitted a written application and the Credit Union has:
 
1. Financial information indicating the member has an independent ability to make the required minimum periodic payments on the proposed extension of credit in connection with the account; or
 
2. A signed agreement of a cosigner, guarantor, or joint applicant who is at least 21 years old to be either secondarily liable for any debt on the account incurred by the member, or jointly liable with the member for any debt on the account, and
 
3. Financial information indicating such cosigner, guarantor, or joint applicant has the ability to make the required minimum periodic payments on such debts.
 
ii. Consideration of “Household Income.” It is not enough to consider a member’s household income; the Credit Union must consider the member’s independent ability to make payments. The Credit Union may, however, use the income provided by an applicant to satisfy the ability-to-repay requirement by listing “income” or “salary” on its credit card application.
 
iii. Credit Line Increases. If a credit card account has been opened pursuant to this section, no increase in the credit limit will be made on such account unless the cosigner, guarantor, or joint accountholder who assumed liability at account opening agrees in writing to assume liability on the increase.
 
13. Reasonable Policies and Procedures. The Credit Union will take the following into consideration in assessing the ability of a member to repay a credit card loan: The ratio of debt obligations to income; the ratio of debt obligations to assets; or the income the member will have after paying debt obligations. It would be unreasonable for the Credit Union to not review any information about a member's income, assets, or current obligations, or to issue a credit card to a member who does not have any income or assets.

