Lending


Lending The SCEFCU Way

[image: image1.wmf]All loans to members will be made without discrimination against race, color, religion, national origin, sex, marital status, age (providing that the member can enter into a binding contract), or because all or part of any applicant(s) income derives from public assistance programs, or because the applicant(s) has, in good faith, exercised any right under the Consumer Protection Act.

SCEFCU underwrites consumer loans using a combination of judgmental review and an empirically derived, statistical scoring model provided by Experian.  The model, in conjunction with a judgmental review allows the FSC to make good sound loan decisions.

What do we mean by Lending The SCE Way?  When reviewing a loan, we encourage our FSC’s to look for ways to say “Yes” to a good loan.  We strive for excellent service and fast processing.  We educate our members and cross-sell to their needs.  We continuously evaluate the Five C’s of Credit, especially “character”.  We also make extra efforts to serve the underserved communities.

Risk Based Lending

[image: image2.wmf]Risk based lending is a process by which credit unions can, more effectively, meet the credit needs of all its members.  It increases the pool of potential loans, increases the loan-to-share ratio, there is potential to increase our loan yield, and it’s more profitable! SCEFCU has established a risk-based pricing strategy that uses a credit scoring model to determine the interest rate category (risk level) assigned to the borrower(s).  We believe that each member is unique and represents a unique interest rate risk to the credit union.  Using a Lending Matrix Guideline as a guideline, we will apply judgmental review and sound underwriting principles to determine the final commitment, including, but not limited to: loan-to-value ratio, term, and collateral type.

The purpose in offering a Risk Based Lending Program is to help as many members as possible.  We believe we have members who are being charged extremely high rates with other lenders that we could help with a risk based lending program.  Moreover, we have adopted a risk based lending program in order to become the lender of choice for all members by offering the best possible rate based upon each individual’s creditworthiness.  The less creditworthy members benefit by qualifying for a loan with SCEFCU instead of resorting to higher interest cost alternatives such as finance companies.  In addition, a member with good credit is rewarded by qualifying for better rates at SCEFCU.

Credit Scoring

What is Credit Scoring?

Credit scoring, in basic terms, is a statistically oriented system that predicts the likelihood that a specific person will repay a debt.  Credit scores base decisions on the assumption that past performance = future behavior.

Credit scores are used to:

· Approve or decline applicants
· Determine loan/line amounts
· Determine terms and conditions
· Determine pricing
· Cross-sell other products
· Determine initial collection strategy
How does credit scoring work?

Credit scores (scorecards) assign value to different criteria that is demonstrably and statistically sound.  It can include only credit bureau characteristics, or it can include application criteria.  The end score assigns a value of probability that the applicant will or will not do what the score is evaluating.

Credit scores are designed to evaluate different aspects of a borrower.  For example:

· The probability that an individual will file for bankruptcy

· The probability that an individual will become at least 60 days delinquent in a 12 month period of time

· The probability an individual will pay back a mortgage according to terms.

Generally, there are three types of Credit Scoring systems:

· Manual – manually assigns a number of specific criteria

· Generic automated - The score card is based on industry specific information 

· Custom automated -The score card is strictly based on company information

SCEFCU uses a FICO (Fair Isaac Company) score that relies on bureau criteria. 

Advantages of Credit Scores:

· Fast evaluations

· Can increase portfolio profitability

· Assess applicants equally and consistently

· Can provide more accurate forecasting

· Can be an early indicator of change
Disadvantages of Credit Scores:

· Will not eliminate all bad accounts

· Cannot predict future changes

· Does not evaluate character

· Does not evaluate specific member circumstances

· BUT-Deviations from score must be quantified in writing 
Approving or Denying Applications

It is important to gain an understanding of SCEFCU’s Lending Policies over the course of your training.  Policies are put in place to set the standard of the way SCEFCU will lend to its members.  Approving loans out of policy guidelines must be well documented and are usually reviewed with a Manager, the Director of Lending, or Chief Operating Officer.
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Negotiating Rates

It is legal to negotiate rates, as long as it’s not more detrimental to a protected class under Regulation B.  The general rule is that we can match a rate, if it makes sense and we will not lose money.

Wrong Reasons To Decline a Loan Automatically

All loan applications are reviewed on an individual basis.  You should not automatically decline a loan simply because it has one of the following conditions:

· Small collection accounts – if it is a good loan, offer to pay it with proceeds on the new loan!

· Bankruptcy – Has the member re-established credit?  How is their loan/account history with us?  Was the bankruptcy for a good reason?

· Debt/income ratio too high

· Others????
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Open End Lending

It is the policy of SCE FCU to facilitate the lending process by utilizing an Open-End credit system.  Under this system, the credit union establishes a credit plan agreement with a borrower (or borrowers).

How does it work?

[image: image5.wmf]All requests for credit are processed using SCEFCU underwriting guidelines.  Once approved, future advances under the plan will be granted under three criteria levels:

· Advances under a new or existing open end loan

· Full documentation advances

· Light documentation advances

Initially, we obtain a signed credit agreement.  Other items may be needed based on the sub account requirements. 

The Purpose

The written agreement with the member is the “plan”.  It is considered the “umbrella” under which SCEFCU can make additional loans to members.  The signed plan creates the ability to build an ongoing lending relationship.

Open-End Loans

Multiple types of credit are available under the plan; the plan will establish a sub-account for each loan type.  Each sub-account may vary as to the collateral required, if any, as well as the interest rate and length of time to repay.

Sub accounts that require collateral in connection with an advance under the plan are permitted.  Not all sub-accounts will be used repeatedly or at all.  For example, a PLOC may be used more frequently than an advance made to purchase a new auto.

The open-end plan as a whole meets the definition of open-end credit.  Each sub account needs to meet the definition of open-end credit to be considered under the plan.

Open-End Credit Defined

Open-end credit is defined in Regulation Z as:

“Consumer credit extended by a creditor under a plan in which – 

· The creditor reasonably contemplates repeated transactions;

· The creditor may impose a finance charge from time to time on an outstanding unpaid balance; and

· The amount of credit that may be extended to the consumer during the term of the plan (up to any limit set by the creditor) is generally made available to the extent that any outstanding balance is repaid.”

Individual and Joint Credit

SCEFCU’s open-end credit plan will be offered as individual or joint credit.  A joint plan is available to all members regardless of marital status.  Other than spouses, each person who is a borrower under the plan must be a member.  Joint borrowers are jointly and severely liable; meaning the credit union can look for payment from either borrower.  

Guarantors / Co-Signers

Occasionally a member may be approved under the plan, but may need the backing of a guarantor or co-signer.  Guarantors or co-signers do not receive any beneficial interest in the loan, but agree to repay the amount advanced from the start or in the event of default.  A guarantor does not need to sign the plan agreement, but must sign a guarantor agreement and receive a Notice to Co-Signer.  If the guarantor expects future advances on the loan, then he/she must sign the plan agreement.  The guarantor does not have to be a member of the credit union.  Cosigners are not making the payments on the loan; therefore we cannot use them to qualify the member because of high debt ratios or insufficient income.

Cross Collateral

This plan agreement contains a cross collateral clause.  This means that any collateral offered in connection with an advance secures all advances made under the plan and any other loans the person has with the credit union.  All loans and/or advances issued on or after the effective date of the plan will be bound to the cross collateral clause. 

Adverse Action

At any time, if the credit union does not grant a requested advance, including advances on existing accounts, as well as requests for new sub-accounts, the credit union must give the borrower an Adverse Action Notice.  It provides the reasons why the request was denied.  This is done in accordance with ECOA and FCRA requirements.  Pre-approved, pending applications that are over 60 days old will be withdrawn with a notice to the borrower(s).  A notice will be issued within 90 days of the date of application if the pre-approved loan offer is not accepted.

Community Support Loan Program

As part of the Credit Union’s involvement in our underserved communities, loans may be granted to members who are active participants in the credit system of the U.S.  Other evaluation methods may be used in order to fairly and adequately assess the applicants’ ability to repay a loan.

General Qualifications

The member must open a “No-Dividend” membership account and provide the following:

· Be able to verify residence with a utility bill in their name

· Have a valid resident phone number (no cell phone number as primary)

· Have verifiable employment

· Have some form of credit that can be verified by account statements, coupon book, account history, etc.

· Collateral transactions will require a valid Drivers License and proof of insurance

· Limits will be based on individual evaluation

A traditional credit report may not be accurate due to a non-issued social security number.  In these cases, additional evaluation methods including those above may be used.  These loans will be well documented.

General Limits

· Personal loans:  $500 - $2,500 (may be higher with compensating factors.)

· Visa: $500 - $2,500  (Card activation and personal pick-up at the credit union is required. ) Valid I.D. must be presented on a “No Social Security Number” account to pick up card(s).

· Secured loans: $500 - $10,000

All loans will be available to these applicants except:

· Real Estate loans – because applicants must have a social security number for IRS reporting on 1098’s.

· Auto loans – because applicants must have a valid Drivers License and proof of insurance

The Five C’s of Credit

The process of evaluating a loan is called “underwriting”.  The “how” starts with the 5 C’s of credit.

· Credit

· This is a measure of the type of credit you have been extended in the past and more importantly, whether or not you have paid that credit back in a timely manner.  Credit should be evaluated based on importance.

· Capacity

· This is a measure of a person’s ability to pay the loan.  How much income the applicant(s) has/have vs. the amount of debt.  An important point to remember is that the evaluation is not just a point in time, but over the life of the loan.

· Collateral

· This is simply what, if anything, the applicant(s) pledge on a loan.  Underwriting collateral may involve evaluating the market value as well as the value to the member.  Keep in mind, collateral does not make a bad loan good.

· Conditions

· Conditions stipulate specific performance by the member as a condition of making the loan.  (E.g. collateral, payroll deduction, paying a debt, obtaining a signature, etc.)  Ensure the conditions will increase the chance of the member repaying our loan.

· Character

· Defined as a description of a person’s attributes, traits or abilities as well as their moral or ethical strength.  This is clearly the hardest to determine, but may be the most important.

Loan Application Guidelines

Every loan application must contain the following at a minimum:

· The credit amount requested, loan type and how the account is to be held (i.e.; individual, joint or with a co-signer)

· Verify name, address, home phone number, social security number, date of birth, and driver’s license number for each applicant.  Additionally, acquire the length of residence and whether the applicant is a homeowner or renter.  If living with parents, enter 0 for the length of residence.

· For all applicants, list current employer’s name, address and work phone, length of employment month and year, number of years in current profession and current base gross salary, full-time or part-time employment.  List commissions, overtime, bonus pay, alimony, or child support, or any other income separate under “other income” if it is to be considered for qualifying.

· Ask the applicant the declaration questions.

· The system will update the applicant’s debts from the credit bureau requested at the time of application.  Examine accounts listed on the credit report.  If the member is a homeowner and a mortgage payment is not listed, update this information.  If the member rents, update the rental information and amount paid monthly.  If borrower states they pay no rent, include a minimum of $300 as a rental allowance.

· Do not delete loans to be paid with the new loan requested.  Instead, exclude the balance and payment from the debt ratio using the “formulas” box in the Liabilities section and change the type/description field from “CBI Experian #941” to “to be paid with loan”.  All other debts should remain as shown on the credit report even if the borrower states the debt is not his/hers.

· Small outstanding collection accounts, charge off or public record items (totaling less than $1,000) can be waived by an FSC II with proper evaluation and notation to the loan file.  Consider the fact that they may be old items, medical related or un-characteristic of the borrower.

· Updating assets fields are not necessary unless it is a first time borrower or a Risk Level loan in C and C- categories.

· If the member has borrowed from the credit union in the past and has not changed their job or residence and they are A+ or A paper, proof of income is not required.

· Proof of income and/or employment verification is required on all new applicants and high Risk Level loans.  Use of commission, overtime or other sources of income being considered in qualification must also be supported by a current pay stub; including year-to-date earnings or a current and complete tax return.  If the applicant is not a new applicant but has made a job change within the last two years, proof of income may be requested.

· Home Equity loans can be pre-approved by an FSC based on the information provided by the member at the time of application.  All Equity loans are subject to verification of income, property value and vesting.

· FSC Trainee Home Equity applications require an FSC II or above review and recommendation.  FSC I limits are A paper only at 80% LTV or less.  FSC II limits are A and B paper at 80% - 90% LTV.  If the member is on the border of an LTV limit, be sure to quote both rates.

· Branch Manager Home Equity limits are A, B and C paper at 80% - 90%.  Recommendations on a 100% LTV loan, Jumbo and out of guidelines loan requests.  Loans at 100% LTV require the Director of Lending or COO approval.

· Any conditions placed by the FSC I or FSC II must be satisfied prior to funding.  

Document all loans carefully with sufficient detail to support the final decision made on the loan.

Loan Loading Standards

THE FOLLOWING INFORMATION MUST BE OBTAINED ON ALL LOAN TYPES

Member Information

· Always review the members’ accounts, E-Notes and any other member accounts the member may have prior to loading a new loan.  Also look for recently loaded loan applications.  (Do the Re-Application and Re-documentation fees apply?)

· Note whether the loan will be individual or joint.

· Verify address on all borrowers.  Remember to update co-borrowers information.

· Verify and update work and home phone numbers.

· Obtain drivers license number on all borrowers.

· Enter number of dependents (if married, list only on primary borrowers’ information).
Employment

· Start date, title, monthly gross earnings, years in profession.

· If the current employment is less than five years, list a previous employer.  If the member was not employed but was a student within the last 5 years, list under previous employer.

· Is there any additional income to be considered?

· Overtime can be used if a W-2 substantiates it.

· Self-Employed borrowers - List the income after business expenses (Net Profit).

· Rental Income  - List the total amount received per month and each rental as a separate entry.

· Proof of income is not needed if credit score is A+ or A paper and there are no changes in income or employment.  (New accounts or first-time loans always need proof of income)
Liabilities

· Review each liability for accurate balances and payments - make any adjustments.

· Ask the member for monthly payment to each liability if not listed from credit report.

· Credit cards - Enter 3% of the balance if no payment amount is listed and this information is not received from the member

· Creditors – If paid off but still listed as outstanding and the debt is large enough where it may hinder the loan approval, require proof of payoff as a condition for the loan.  Exclude this obligation from the debt ratio.

· Mortgage - If not listed on credit report, add the balance and the payment amount in “Other Financial Institution Loans”. If more than one mortgage is listed, note whether it is a second mortgage, a second home, or rental property.

· Rentals – Include the word rental next to the lenders name in the liability section.  

· Rent - List a monthly rent payment if the member does not have a mortgage.  If the member does not pay rent, enter a minimum of $300 a month as a living expense factor. (E.g. lives with parents)

· Student Loans - Enter a $50 payment if listed as deferred with no monthly payment.

· Derogatory Credit  - If requiring proof of payment or payoff, note in the comment and condition sections.

· Stock Loans (SCE employees) - If the member carries any stock loans, ask how many and list the balance and monthly payments for each in “App Liabilities”.

Before making a decision to approve, deny or launch any loan to an FSC II, review the following:

· Is there any other income to be considered, such as a spouse whose income may be needed to qualify?

· Before approving an auto loan for 100% financing, ask yourself if you would have offered an unsecured loan of 20% of the loan amount.

· Before granting unsecured credit, calculate total unsecured SCE FCU lines and balances, including other account with the Credit Union to ensure that we are not approving over the maximum policy limits.

THE FOLLOWING ARE STANDARDS FOR PROCESSING UNSECURED LOANS
Personal Line Of Credit (PLOC)

· New Loan  - Use O/E as the Loan Type.

· Add-on – Use O/E as the Loan Type when processing an increase to an existing PLOC with SCE FCU (no changes-same L- type, you will have to select same loan type under Loan Information screen)
· Adding or Deleting a Borrower – Use O/E as the Loan Type to increase an existing PLOC where we are adding or deleting a co-borrower or a change in CLCD coverage.  A new loan type will be used (L71, L72, etc.).
· List purpose of loan

· Increase - Enter the new increased limit as the request limit, list same L type on the loan information screen.

· Bill Consolidation - Determine if existing debts need to be paid to consider loan approval. - If yes, exclude the balance and payment from the debt ratio using the “formulas” box in the Liabilities section and enter those names in the comment and conditions sections.  Also, in the liability section change the type/description field from “CBI Experian #941” to “to be paid with loan”.  Should a “closed end” loan be offered? If the condition of the loan is that it is unavailable for future advances, enter that information into the comment and conditions sections.

· Accounts to be closed - If requiring accounts to be closed, list names of accounts and number of closure letters to be sent in comment and condition sections.

· Verify all application information before ending the call/contact with the member.
VISA

· New Loan – Use O/E as the Loan Type for new Visa’s and increases to SCEFCU VISA - (Enter purpose).

· Increases – Use O/E as the Loan Type and note the actual purpose in the comment section.  Enter the new increased limit as the request limit.

· Bill Consolidation - Determine if existing debts need to be paid to consider loan approval. - If yes, exclude the balance and payment from the debt ratio using the “formulas” box in the Liabilities section and change the type/description field from “CBI Experian #941” to “to be paid with loan”.  Also, enter those names in the comment and conditions sections.  Should a “closed end” loan be offered instead of a Visa?  If a counter offer is made, list the offer in the comments section and change the L-type. 
· Accounts to be closed - If requiring account to be closed, list names of accounts and number of closure letters to be sent in the comment and condition sections.

· Verify all application information before ending the call/contact with the member.

Important!

Visas can be placed on “Approve/Hold” or “Approve” by an FSC.  When all paperwork is returned and conditions satisfied, the documents are sent to Visa for processing and the application is “withdrawn” from Users.  Visas are never “Disbursed”.

THE FOLLOWING ARE STANDARDS FOR PROCESSING SECURED LOANS.

Dealer purchase – new or used

· New loan – Use the NEW Loan Type.

· Determine amount to be financed after tax and license fees.

· Determine any down and list this in the comment section.  Advise the member that the purchase contract should reflect any down payment.  Advise member of rate difference for coupon or electronic payments.

· Trade-in - ask the member if they plan to trade-in a vehicle.  If yes, list this in the comment section/exclude the loan in the liability section using the formulas boxes and change the type/description field from “CBI Experian #941” to “trade in”. Also note in the comment section.  The dealer trade-in value should be enough to pay off the existing loan.  If not, advise the member that it is a negative trade and they may have to pay an additional amount down.  If we are adding the negative amount to the new loan, note the reason and any conditions in the comment section.  If the finance amount exceeds 120% of MSRP or 120 % of retail book value and the member would qualify for unsecured credit, they can add the difference with a rate increase of 2% above the stated auto rate.  This option is reserved for rate class A+ and A.
· Used purchase- Obtain the blue book and store in inventory, listing the member number. Note this in the comment section along with whether it is high or low book value.  Remind the member of proof of income requirements if needed, conditions and rate options based on final loan approval. (This should be listed in both the comment and condition sections.)

· Note:  Recreational vehicles - Loans for RV’s, Motorcycles, Travel trailers, Jet ski’s, etc. are for A+, A and B paper only. This also applies to Lease loans (Dick Martin Leasing).  Be sure to calculate a blue book on these forms of collateral.  If we cannot verify value through our sources, an appraisal may be required at the member’s expense.
· Verify application information before ending the call or contact with the member.
Collateral Loans

· New loan – Use the NEW Loan Type.

· Obtain blue book and store in inventory listing the member number.   Note whether it is high or low blue book value in the comment section.

· List purpose of loan. 

· List loan amount
· Remind the member of proof of income requirements if needed, conditions and rate options based on final loan approval, transfer fee, a copy of current registration (if less than 90 days from expiration, renewal must be paid and proof provided prior to funding) and proof of insurance. (This should be listed in both the comment and condition sections.)

· Note:  Recreational vehicles - Loans for RV’s, Motorcycles, Travel trailers, Jet ski’s, etc. are for A+, A and B paper only. This also applies to Lease loans (Dick Martin Leasing).  Be sure to calculate a blue book on these forms of collateral too.  If we cannot verify value through our sources, an appraisal may be required at the member’s expense.

· Verify application information before ending the call or contact with the member.
Refinance Existing SCEFCU Auto Loan

· New Loan button –Use the NEW Loan Type only if the existing L-type is not an L80, L81, L82 or L83 (open-end plan auto loans).  If the loan was originally part of the open-end plan, use the Add-On button and enter the amount of the increase.

· Obtain the blue book and store in inventory listing the member number.  Note whether it is high or low blue book value in the comment section.

· List purpose of loan proceeds. 

· List amount of proceeds the member is requesting in the comment section (if any).   If no proceeds, a re-documentation fee of $100 applies.

· Click off the loan to be refinanced in the Application Liability section.
· Remind the member of proof of income requirements if needed, conditions and rate options based on final loan approval, a copy of current registration (if less than 90 days from expiration, renewal must be paid and proof provided prior to funding), and proof of insurance. (This should be listed in both the comment and condition sections.)

· Note: Recreational vehicles - Loans for RV’s, Motorcycles, Travel trailers, Jet ski’s, etc. are for A and B paper only. This also applies to Lease loans (Dick Martin Leasing).  Be sure to calculate a blue book on these forms of collateral too.  If we cannot verify value through our sources, an appraisal may be required at the member’s expense.

· Verify application information before ending the call or contact with the member.

Refinance from another institution

· New Loan – Use the NEW Loan Type.

· Obtain blue book and store in inventory listing the member number.   Note whether it is high or low blue book value in the comment section.  Adjust rate accordingly and advise member.

· List purpose of loan. 

· Click off the loan to be refinanced in the liability section.
· Remind the member of proof of income requirements if needed, conditions and rate options based on final loan approval, transfer fee, a copy of current registration (if less than 90 days from expiration, renewal must be paid and proof provided prior to funding), proof of insurance and finance company coupon or information for payoff. (This should be listed in both the comment and condition sections.)

· Note:  Recreational vehicles - Loans for RV’s, Motorcycles, Travel trailers, Jet ski’s, etc. are for A+, A and B paper only. This also applies to Lease loans (Dick Martin Leasing).  Be sure to calculate a blue book on these forms of collateral too.  If we cannot verify value through our sources, an appraisal may be required at the member’s expense.

· Verify application information before ending the call or contact with the member.
Private Party Purchase

· New Loan– Use the NEW Loan Type.
· Determine if the car is owned outright or currently financed.  Are taxes and transfer fees to be paid by the member or added to the loan? If paid by the member, we will either need a check or funds can be withdrawn from the members SCE FCU account at closing.

· Determine any down and list this in the comment section.

· Obtain blue book and store in inventory, listing the member number.  Note whether it is high or low blue book in the comment sections. 

·  Note purpose as a used auto.

· Remind the member of proof of income requirements: loan coupon (if currently financed), tax and transfer fees, DMV processing fee, authorization for payoff, proof of insurance, remind the member of all private party stipulations including a smog certificate and to provide a copy of current registration (if less than 90 days from expiration, renewal must be paid and proof provided prior to funding).   (This should be listed in both the comment section and the condition section.)  Review the DMV process and advise the member that the seller will also need to complete DMV forms.

· Note: Recreational vehicles- Loans for RV’s, Motorcycles, Travel trailers, Jet ski’s are for A+, A and B paper only.  This also applies to Lease loans (Dick Martin Leasing).  Be sure to calculate a blue book on these forms of collateral too.  If we cannot verify value through our sources, an appraisal may be required at the members’ expense.

· Verify application information before ending the call or contact with the member.
Out of State Private Party Purchase transferred to California

· New Loan   – Use the NEW Loan Type.
· Determine if the car is owned outright or currently financed.  Are taxes and transfer fees to be paid by the member or added to the loan? If paid by the member, we will either need a check or funds can be withdrawn from the members SCE FCU account at closing.

· Determine any down and list this in the comment section.

· Obtain blue book and store in inventory, listing the member number.  Note whether it is high or low blue book in the comment sections. 

· Note purpose as a used auto.

· Remind the member of proof of income requirements: loan coupon (if currently financed), tax and transfer fees, DMV processing fee, authorization for payoff, proof of insurance, remind the member of all private party stipulations including a smog certificate, smog impact fee, application for title and registration in CA, VIN number verification, license plate application, a copy of current registration (if less than 90 days from expiration, renewal must be paid and proof provided prior to funding).   (This should be listed in both the comment section and the condition section.)  Review the DMV process and advise the member that the seller will also need to complete DMV forms.

· Note: Recreational vehicles- Loans for RV’s, Motorcycles, Travel trailers, Jet ski’s are for A+, A and B paper only.  This also applies to Lease loans (Dick Martin Leasing).  Be sure to calculate a blue book on these forms of collateral too.  If we cannot verify value through our sources, an appraisal may be required at the member’s expense.
· Verify application information before ending the call or contact with the member.
Private Party Out of State

· New loan – Use the NEW Loan Type.
· Determine if the car is owned outright or currently financed.

· Determine any down and list this in the comment section.

·  Obtain blue book and store in inventory, listing the member number.  Note whether it is high or low in the comment sections. 

·  Note purpose as a used auto.

· If the member qualifies for an unsecured loan and the proceeds will not exceed our unsecured maximum limits of $25,000 (view other existing unsecured credit with SCEFCU) advise the member that we can fund the loan with an interest rate of 18% until all DMV stipulations are satisfied. They will need to take care of all the DMV processing and send us a copy of the new registration showing SCEFCU as the new lien holder. Upon receipt, we will reduce the interest rate back to the original rate they qualified for at the time of application. The member is responsible for any interest accrued on the signature loan.  Note this condition in the comments and condition sections.



OR
·  If the member does not qualify for unsecured credit or the funds will cause the member to exceed the unsecured maximums, we will do the DMV processing. In this case, advise the member that the Credit Union will be in contact with them and they may need to assist in the DMV process. 

· Taxes and transfer fees- Note: Are the fees to be paid by the member or added to the loan?  If paid by the member, we will either need a check or funds can be withdrawn from the member’s SCE FCU account.

· Remind the member of proof of income requirements, tax and transfer fees, DMV processing fee, private party stipulations including a (smog certificate-if applicable and to provide a copy of current registration (if less than 90 days from expiration, renewal must be paid and proof provided prior to funding), and a copy of current registration.   (This should be listed in both the comment and condition section.)  Advise the member the seller will also need to complete forms.

· Verify application information before ending the call or contact with the member.
Lease Buyout – Member Owned

· New loan – Use the NEW Loan Type.
· Note purpose as a used auto. Click off the loan to be refinanced in the liability section.
· Determine any down and list this in the comment section.
· Are taxes and transfer fees to be paid by the member or added to the loan?  If they are to be paid by the member, we will either need a check or the funds can be withdrawn from the members account.

· Obtain blue book and store in inventory, listing the member number.  Note whether it is high or low in the comment section.  

· Remind the member of proof of income requirements, loan coupon, tax and transfer fees, proof of insurance, DMV processing fee, smog certificate, copy of current registration (if less than 90 days from expiration, renewal must be paid and proof provided prior to funding).  Advise the member to also inquire with leasing company on any lease buyout stipulations that may apply. (This should be listed in both the comment section and the condition section.)  Advise the member that we will call the institution for a 10-day payoff at time of funding.

· Verify application information before ending the call or contact with the member.

Lease Buyout – Third Party

· New loan – Use the NEW Loan Type.
· Are taxes and transfer fees to be paid by the member or added to the loan?  If they are to be paid by the member, we will either need a check or the funds can be withdrawn from the members account.

· Determine any down and list this in the comment section.

· Obtain blue book and store in inventory.  Note whether it is high or low in the comment section.  

· Note purpose as a used auto/truck. Click off the loan to be refinanced in the liability section.  

· Remind the member of proof of income requirements, loan coupon, tax and transfer fees, proof of insurance, DMV processing fee, private party stipulations, and to provide a copy of current registration (if less than 90 days from expiration, renewal must be paid and proof provided prior to funding). Advise the member to also inquire with leasing company on any lease buyout stipulations that may apply. (This should be listed in both the comment section and the condition section.)  Advise the member that we will call the institution for a 10-day payoff at time of funding.

· Verify application information before ending the call or contact with the member.
Certificate Secured

· Use the NEW Loan Type– Maximum loan amount is 95% of the certificate. Determine the I-type, the term and deposit funds.

· Shared Secured - can be extended up to 10 years.

· Term Certificate – Can only be extended up to the maturity date of the certificate. 

· One Pay Certificates - If member requests this certificate, the interest must be paid annually.  Set up a 12 month (one-pay) and advise the member that they would have to call and re-negotiate at that time.

·  Load purpose

·  No credit report pulling required and loan paperwork will be sent with the check.  These loans are funded as part of the open-end process; you must have the member sign the LoanLiner contract.
· Verify application information before ending the call or contact with the member.
Home Equity

· New closed ended loan – Use the NEW Loan Type.
· Advise the member of $100 up-front fee.  Are funds to be pulled from account or will the member be sending in a check?  

· Note whether the home is owner occupied, a 2nd home, or rental property.  Verify that the home is located in California.  If this is a second home or rental, indicate the complete address in the comment section. Enter the amount and the proper “L” type.

· Fixed loans (both owner occupied and non-owner occupied) and can only be set up as monthly; 

· L80-83- HELOCs –(owner occupied):HELOCs(non-owner occupied) and can be set at bi-weekly or monthly. 

· Note the LTV percent, FMV and first mortgage balance in the comment section.

· Adjust interest rate based on LTV and paper level.

· HELOC payment is either 1.00% of balance up to 11% rate, or 1.25% if between 11.00% - 15.00% rate, or 1.50% if above a 15% rate.

· 100% LTV loans must be assigned to the R/E department for approval from the Director of Lending or COO.

· Bill Consolidation – Determine if current debts need to be paid to consider loan approval. - If yes, list this in the comment and condition section/exclude the loan in the liability section using the formulas boxes and change the type/description field from “CBI Experian #941” to “to be paid with loan”. Also note in the comment section. 

· Accounts to be closed - If requiring account to be closed, list names of accounts and number of closure letters to be sent in the comment and condition sections.

· Verify application information before ending the call or contact with the member.
Before ending the conversation, re-verify the details and advise the member of the process to follow.  Remember to cross-sell and note your sales!

Areas to review:

· Type of loan

· Amount

· Term

· Rate

· Is the application fully completed?

· Conditions section-list all stipulations and items needed to close loan

· Cross sales

· Closing process

· Can I do anything else for you today?

When funding:

· Are all documents required attached?

· Has the audit sheet been completed?

· Call 411 to verify that the business exists and document loan comments.

· Are tax returns required?

· Did the member sign all required forms?

· If applicable, were DMV forms completed correctly?

· Can I do anything else for you today?

Documentation

Full Documentation Advance

Full documentation is required on all NEW collateral or non-collateral Open End Plans.  The following information/documentation will be necessary:

· A complete loan application loaded and stored electronically (in USERS).

· Signed plan agreement

· Notice to co-signer (if applicable)

· Guarantee agreement (if applicable)

· Proof of income if needed (based on Risk Level)

· Initial payroll or ACH authorization

· Offer of Credit Life/Credit Disability

Vehicle/Vessel/Collateral Loan Additional Information Required

· Proof of insurance

· Vehicle/Vessel/Collateral purchase order

· Offer of MBI or GAP protection

· Conditional approval documentation (e.g. proof collection paid or account current)

· DMV required documents related to a private party transaction.  This will include title, registration and smog if applicable.

· Blue book value verification or appraisal for used vehicle/vessels/collateral.

Light Documentation Advance

Light documentation advance procedures apply when an advance or increase is requested on an existing plan where the application on file is between 3 months and 24 months old.  

A new credit report will be run if:

· The last report is older than 3 months (90 days)

· There is a change in the members financial status

· If the FSC thinks there is a need for the member to re-qualify

The documentation necessary under a Light Documentation advance include:

· An updated loan application

· Co-signer or guarantor form (note:  no advances will be made on these loans without their signature to consent the new transaction)

· Proof of income if needed

· Verify payroll or ACH authorization method

· Offer of Credit Life or Credit Disability Insurance

· Vehicle/Vessel/Collateral documentation would still be required as in a Full Documentation Advance.

Lending Authority

Application of Policies

FSC’s are charged with the responsibility of making decisions on loans to members within laws, regulations and policies.

Individual Loan Authority

The granting of individual FSC authority limits is done by the COO and/or Director of Lending at his/her discretion based on the experience and abilities of each employee, regardless of job title, as approved by the Board of Directors.

To assist in determining if an individual has the knowledge and experience to function as an FSC with lending authority, a Loan Officer Certification Test will be administered during the first few months of employment with SCEFCU, providing sufficient training has been conducted.  If the employee does not complete the test with a passing grade, he/she may have the opportunity to retake the test within 30 days (retakes will be assessed on an individual basis).  If the employee fails a second time, they may be placed in a different position within the credit union (if one is available and the employee is in good standing) or will be subject to termination.

Each FSC may make loan decisions up to his/her lending authority.  The Loan Matrix guideline maximums must be documented in the Comments area of the systems consumer loan application, including a recommendation from the loan officer.  The FSC must also have the loan reviewed and approved by either an FSC II or above, based on authorized approval limits.

FSC’s may not combine lending limits in order to make a decision.  The designated lending authority limit must be sufficient without combining, adding or using others limits in addition to the reviewing loan officers limits.

The designated lending authority applies to any Approval or Counteroffer; Denials may be made at the FSC I level regardless of amount.  In order to make the best possible lending decision for the member and the credit union, all FSC’s are encouraged to obtain a second opinion on any borderline loan from an FSC II or above lending authority.

Additional Information

Calculating Monthly Gross Income Using An Hourly Rate

[image: image6.wmf]$13.00
Hourly rate of pay

x 2,080
number of hours worked in a year (if full-time) 

________

$27,040.00
annual gross income

/ 12

divided by 12 (months in a year)

_________

$2,253.33
monthly gross income

Calculating Monthly Gross Income Using Bi-Weekly Gross Pay

$1,400.00
Bi-weekly gross pay

x 
26
number of pay cycles in a year

________

$36,400.00
annual gross income

/ 12

divided by 12 (months in a year)

_________

$3,033.33
monthly gross income

Calculating LTV for Home Equity loans
$200,000
Fair Market Value (FMV)

x 80%

Loan to Value (LTV)

_________


$160,000
80% of Equity in home

- $110,000
Balance of 1st mortgage lien

_________

$50,000
Available to borrow on Home Equity loan at 80% LTV.

Loan Extensions and Workouts

Automatic Extensions

Purpose

An automatic extension is designed to allow members with a strong credit history the option to skip payments within a 60-day period (may be weekly, bi-weekly or monthly payment schedules), or a reduced payment at a minimum of the interest due at each payment interval, for up to a 90-day period.

Automatic Extension Qualifications and Procedures

In order to qualify for an automatic extension the member must have demonstrated by their account history that they have not had any credit union delinquency within the last 6 to 12 months.  No application is needed; the request can be taken by phone or walk-in request.

All FSC II representatives may grant an automatic extension of up to 60 days provided the member meets the following criteria:

· The account is current and there have been no prior delinquency within a 6 to 12-month period.

· There have been no prior extensions in the past 6 to 12 months.

The two elements described above can be determined by evaluating the account history and reviewing the E-Notes for additional information.  The FSC II is to note the members file what was approved in the extension request and a detailed e-mail request will be forwarded by the FSC II to Loan Services for the adjustments, documentation and tracking to be completed.  A “Notice of Change” will be sent to the member after all account adjustments have been made.  Payroll should not be canceled, but redirected to the members’ savings to prevent timing delays when due to resume payments.  Open end lines of credit such as Visa’s and PLOC accounts may be closed during the extended period and may be re-opened, upon the request of the member and an evaluation made by an FSC II, once the member resumes regular payments.  This decision is based on the discretion of the FSC II.
Standard Extensions

The standard extension or Loan Workout may be used in more complicated, extensive situations.  If the member is over 30 days delinquent at the time of the extension request, the member will be referred to Collections for further discussion.  If the member is less than 30 days delinquent, an FSC II can evaluate the request with the input of Collections.  All loans will be considered under this policy with the exception of Real Estate secured loans and VISA.  These will be reviewed carefully and considered on a case-by-case basis.

Extension Agreements may be negotiated no more than once in a 12-month period.  Only under special circumstances will more than one extension be granted within this time frame.  Payment arrangements will be established based on the evaluations of each individual situation.  Options available are:

· A reduced payment for up to 12 months

· Extension to bring current after a minimum of three good faith payments

· Or a work-out to re-negotiate/lower payments, term and/or rate

(Some extensions may require new disclosure statements rather than an Extension Agreement.)

An FSC II or higher-level employee can approve extension requests.  The E-Notes must be updated with the request date for extension and the proper use of purpose codes to identify the reason for the request for tracking purposes.  An updated application may be required.  Open end lines of credit such as Visa’s and PLOC accounts may be closed during the extended period and may be re-opened, upon the request of the member and an evaluation made by an FSC II, once the member resumes regular payments.  This decision is based on the discretion of the FSC II.
If an Extension Agreement is denied, the member will be notified in the form of an Adverse Action Notice.
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