RUGBY CREDIT UNION

POLICY DOCUMENT 8
Loans

Assessment procedures

Debt management

Green Loans - no information on this
LOANS POLICY
1.1 THE CREDIT COMMITTEE 
The Credit Committee is responsible for authorising loans in accordance with the Loans Policy and is appointed by the members at the Annual General Meeting.  All requests for loans are considered in the strictest of confidence and the Committee has total and final discretion in deciding whether or not to approve the loan.  In arriving at a decision the committee may require a meeting with the applicant.
1.2 LOAN POLICY

The loan policy will be agreed by the Board of Directors and regularly reviewed. Please see Appendix 2 for details.
2 BAD DEBTS
2.1 DEFAULT

Everything possible will be done to assist members who have genuine reasons for falling behind with their repayments.

The Credit Union will adopt the following policies and procedures that will be agreed by the Board of Directors and regularly reviewed.

· The Board of Directors will appoint a Credit Control Officer or Officers to deal with delinquency.

· The Treasury Team, who update the members accounts will monitor slow payers and defaulters and pass information to the Credit Control Officer(s) which will detail the date and amount of the last payment.  The Treasury Team will also provide this information for the Board of Directors.

· The Credit Control Officers will keep records of what they do and report their actions to the Board of Directors.

After receiving information from the Treasury Team the Credit Control Officers will take the following steps –
1 After two missed payments, if paying monthly, or three missed payments, if paying weekly or fortnightly the loan will be deemed as being in arrears and a meeting with the debtor to discuss the debt and possible solutions will be arranged.

2 The details of the meeting and any agreement reached will be confirmed by letter.  If no agreement was reached the letter will suggest an arrangement for payment.

3 If no response is received after 14 days a second letter will be sent to the defaulter with notification of action to be taken by the Credit Union to recover the outstanding loan.

4 If there is no response to the second letter after a further period of 14 days a third letter will be sent to the defaulter stating that if there is no response to the third letter within 7 days there will be an automatic transfer of the members shares to the loan account to reduce the debt.

5 If there is no response to the third letter after a further period of 14 days a fourth letter will be sent to the defaulter confirming that legal action will commence.
6 The letters sent will be the standard letters on the con access computer system.
7 Begin recovery action. This may be legal action through the courts or may involve the use of a debt collector.

The Board of Directors will;

· be responsible for sanctioning the payment of legal fees if taking a debtor to court;

· decide upon options to take in the event of a debtor not paying after court judgement in favour of the Credit Union:

· decide whether or not to write off loans and to allocate monies for bad debt provision. Loans will automatically be written off if no payments have been received for 12 months.

· The treasurer will review the bad debt provision quarterly.

· Arrears figures will be reported to the committee of management at the monthly board meeting using the computer arrears print out.

3 LIQUIDITY MANAGEMENT

1. The credit union will at all time hold liquid assets equal to 10% of its total relevant liabilities.

2. Liquid assets are those that are held in cash or can be converted to cash within a maximum of eight days.

3. The person with overall responsibility for liquidity management is the Treasurer, who will maintain the above limits through ongoing monitoring and control of cash flow in respect of:

3.1
Bank Account

3.2
Loan Fund

3.3
Junior Savers Fund

3.4
Reserves

3.5
Investments

3.6
Share Deposits

3.7
Share Withdrawals

3.8
Income 

3.9
Expenditure

4. A statement of the present liquidity ratio will from part of the financial report to the meeting of the Board of Directors on a regular basis.  If the liquidity ratio falls outside of the 10% target mentioned above, then the Treasurer will state the measures to be taken to bring it back into line.

5. The Treasurer must calculate the amount of money available for loans each month.  To assist in this calculation, all loan applications must be dated on receipt and logged.  When this month’s budget is reached, further loan applications must be carried forward to the next month’s budget, with appropriate notice to the applicant(s).  Allowance should be made for emergency applications.

6. Account will be taken of predictable peaks and troughs of demand that affect cash flow, for example at Easter, Christmas and at holiday times.

4 PROVISIONING

1. A Provision for Bad Debts Reserve is to be agreed at least annually by the Board of Directors and shall not be less than 3% (voluntarily agreed) of the loan book, plus a proportion of loans in arrears.

2. The statutory minimum level of provisions must be maintained as follows:

2.1
3% of total loans outstanding, plus

2.2
35% of all loans 3 months in arrears, 50% for 6 months, 75% for 9 months and

          100% for 12 months in arrears, plus

2.3
100% of loans more than 12 months in arrears

3. The amount of provisioning must be maintained at the end of each financial year by a transfer of funds from the Profit and Loss Account to the Bad Debt Reserve.

4. When all other proceedings have failed, the Board of Directors may decide to write off loans in default by charging them to the Bad Debt Reserve.  The Treasurer must maintain records of loans written off and report at each Annual General Meeting.

5. All information regarding the business of the credit union and its members is strictly confidential and must not be discussed outside the area of one’s responsibilities, e.g. committee meetings or meetings of the Board of Directors. Collectors will need to be informed of decisions made.

Appendix Two: Loan Policy
The loan policy will be agreed by the Board of Directors and regularly reviewed.  It will include the following main points.

Legal Restrictions

· Loans can be made to members over the age of 18 years of age.

· Loans must be made for prudent and productive purposes.

· Loans shall not be made to non-members, people under the age of 18, or to a business.

· The maximum interest rate charged on loans shall be no higher than 1% per month on a declining balance (12.7% APR).

· If two members take out a joint loan, they shall be held jointly and severally liable for repayment of the loan. 

· Loans to members, who qualify using the working element and are on temporary contracts, must provide proof of income to support a loan beyond the term of their contract.

· The Credit Union will do what it can to assist members who have genuine reasons for falling behind with repayments.  This help will include directing members towards money advice centres and money matters groups; rescheduling loans: or, if necessary, suspending interest charges.  However when required all legal measures will be taken to recover loans in default.

Regulatory Controls

· The maximum loan repayment period that the Credit Union can make loans over is 3 years for unsecured loans and 7 years for secured loans.

· The maximum amount that can be loaned to a member is dependent upon the amount of capital held by the Credit Union and will be determined by the Financial Services Authority handbook, CRED.

Rulebook requirements

· The Credit Union has a credit committee responsible for granting loans in accordance with Board policy.

· The Credit Union can agree to accept a guarantor for a member’s loan in certain circumstances. An officer or employee of the Credit Union shall not act as a guarantor for a members’ loan. 

· An officer or employee of the Credit Union who is a member of the Credit Union may apply for a loan on the same terms and at the same rates as any other member in the Credit Union. Such an applicant, or their family member, shall not take part in any decision concerning their loan. 

· The Supervisory Committee shall be informed of loans to officers and employees within 14 days of the loan being approved. 

Decisions made by the Credit Union
· The maximum amount that the Credit Union can loan to a member is

£3,000 above the individual’s savings as the credit union has less than 5% capital-   assets ratio. 

· All members wishing to apply for a loan are required to complete and submit a written application on the credit union’s loan application form.

· Members’ eligibility for loans will be determined according to the members’ intention and

ability to repay the loans to the credit union.

· Members will be required to provide full information on their income and expenditure and to provide evidence of such as required by the credit union. Specifically, other loan commitments, especially credit cards, will be considered.

· The Credit Union reserves the right to refuse a loan application request. 

· Members with an outstanding loan are required to maintain a savings relationship with the credit union during the period of the loan.

· Loan repayments shall be required to be made on a weekly/monthly basis.

The Credit Union offers the following range of loan products to members:

Unsecured Loans - Not in excess of £3,000.

Savings Attached Loan - A member with an otherwise poor credit record may apply for a loan based upon their existing savings. If a Savings Attached Loan is granted to a member, the member shall not be able to access their funds while their loan balance is in excess of their savings, without the explicit permission of the Board.
Guarantor Loans - A member may use their savings to guarantee the loan of another member. The Guarantor member shall only be able to access their savings that are greater than the borrowing member’s loan balance. Both the member and the Guarantor shall be required to sign the loan application form and the loan agreement.  Both will be required to provide evidence of their ability to repay the loan.
Joint Loans - Two members may jointly apply for a loan. Each shall be required to sign a loan application and loan agreement form. They shall be held joint and severally liable for repayment of the loan. 
LOANS

Upon receipt, Loan Application Forms will be forwarded to the Credit Committee and will be processed within a week.

The Credit Committee will review each Loan Application for compliance with the Loan Policy If they need further information they may ask for an interview.

If an application is rejected, or if the committee offer a smaller loan, the member will be notified and told why.  The member may appeal directly to the Board of Directors.

If a loan is granted the Credit Committee will notify the Treasurer so that a cheque can be prepared and payment made to the member.  A loan agreement form will be signed when the cheque is received, with a copy given to the member.

If necessary, cheques can be cashed at the bank with authorisation supplied by the Credit Union.
[**** CRH If a loan is for payment for a specified purchase/service I thought we reserved the right to make the cheque payable to the provider rather than the member, particularly if we have concerns regarding the validity of the reason for requesting the loan]
TO LOAN TRANSFERS

The Credit Committee may authorise requests to transfer shares to pay off some or a member’s entire loan.  Transfers of shares must be entered into all appropriate books and records including the member’s passbook.  This work will be completed by the Treasurer, Assistant Treasurer and Cashiers.

EMERGENCY LOANS

Emergency loans, which for genuine reasons, such as for a funeral, need to be processed faster than normal, will be permitted provided that in every other way they meet the conditions laid down in the Loans Policy.

LOANS TO OFFICERS

An officer may apply for a loan although he or she must not be present when the loan is discussed.  If the officer applying is a member of the Credit Committee the remaining members of the Credit Committee will decide upon the application providing the meeting is quorate and it is a unanimous decision.  The Supervisory Committee will be notified of all loans granted to officers within 14 days of approval.

LOAN INSURANCE

Loan protection insurance cover will be provided to each borrower at no extra cost to the members, subject to age and medical conditions.  Full details of the loan insurance are available from the Credit Union office.
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