Policy 7620 – Loan Charge-Offs

Note: This policy was updated to reflect the Allowance for Credit Losses terminology for credit unions that are required to comply with CECL.  Credit unions that have assets less than $10 million, who are generally not required to comply with CECL, can use the Allowance for Loan and Lease Losses terminology.

Model Policy Reviewed Date: 12/01/200410/15/2026

General Statement:
Granting loans to members is a primary function of [[CUname]] (Credit Union). We understand that a certain percent percentage of the loans granted will not be repaid. This policy governs the process by which the Credit Union will charge-offcharge off certain loans.
Guidelines:
1. IDENTIFYING LOANS FOR CHARGE-OFF. The Credit Union will charge off certain loans from the books of the Credit Union when the Board of Directors and management deem them to be uncollectible. Loans that exhibit the following characteristics present a high degree of credit risk, and the Credit Union should consider them for charge-off:
  
A. Management becomes aware of information indicating that the loan will not be repaid and collateral securing the loan is insufficient to cover the loan balance.
 
B. The loan is [[7620-1]] days delinquent and contact with the member has been lost.
 
C. The loan is [[7620-2]] days delinquent, even though contact with the member may not be lost.
 
D. The loan is in the hands of an attorney or collection agency, unless there are extenuating circumstances to indicate the Credit Union will collect the loan.
 
E. The loan is a fraudulent loan, when the loss is determinable.
 
F. The account is in bankruptcy, where the Credit Union has received notification of filing from the bankruptcy court (e.g., loans discharged in Chapter 7 bankruptcy within 60 days of receipt of notification of filing from the bankruptcy court).
 
G. The loan is under the protection of Chapters 11, 12, or 13 Bankruptcy, where the Credit Union has received no payments for 6 consecutive months.
 
H. The debtor is deceased, when the loss is determinable.
 
Management will consider exceptions to these conditions based on the circumstances of each loan. When substantial evidence suggests that the loan will be repaid, it should not be charged-offcharged off. All exceptions will be clearly noted in the loan file.
 
2. RESPONSIBILITY.
  
A. The Board of Directors authorizes the [[7620-3]] to prepare a loan charge-off report. It is management's responsibility to identify and monitor credit risk, delinquency, and charged-off loans on an ongoing basis. The [[7620-4]] will prepare a report of loans recommended for charge-off. At a minimum, the report will include the following information:
  
i. Member name
 
ii. Account number
 
iii. Loan date and original balance
 
iv. Current balance
 
v. Shares or deposits to be used to reduce to the balance (where allowed by law)
 
vi. Net charge-off
 
vii. Reason for the charge-off
 
The report will be prepared as needed and presented to the Board of Directors.
 
B. The Board of Directors must review and approve all charge-offs prior to removing the loans from the books of the Credit Union.
 
C. When the Credit Union deems the loan a loss, it must charge off the loan to the Allowance for Credit Loan and Lease Losses account.
 
D. The [[7620-5]] cannot charge off loans when such charge offcharge-off constitutes a conflict of interest, such as loans to family members. Such loans should be referred to the Board of Directors for action.
 
3. LOSS REDUCTION. When permitted by the applicable loan agreements and when deemed appropriate by management, the Credit Union will reduce the amount of loan loss by:
  
A. Repossessing and liquidating collateral prior to the charge-off, including collateral covered by a cross-collateralization agreement.
 
B. Using shares and deposits of the borrower to offset the loan balance, where allowed by law.
 
C. Extending or refinancing the delinquent loan in accordance with Credit Union policies and procedures. As a general rule, the Credit Union will not extend or refinance a loan more than once within a twelve-month period or two times within a five-year period.
 
4. FUTURE COLLECTION. It is the policy of the Credit Union to continue collection efforts after a loan is charged off. The cost of collection will be weighed against the potential recovery. Collection of charged-off loans may be handled internally or assigned to an outside agency at the discretion of management. If assigned to an outside agency, the Credit Union will require the outside collectors to issue periodic status reports. If these reports indicate a lack of follow upfollow-up, management will take appropriate action. The Credit Union will use all legal and available remedies to protect its interests and recover loan losses.
 
5. PERIODIC REVIEW. The Board of Directors will periodically review the Credit Union's compliance with this loan charge-off policy and make appropriate recommendations when necessary.

