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marketplace to overcome what credit unions identify as the greatest threat to their future: “the eroding of
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communities.

About REAL Solutions®

REAL Solutions® is the signature program of the National Credit Union Foundation. REAL — “Relevant,
Effective, Asset-building, Loyalty-producing”— Solutions® works to help credit unions offer a wide range
of products and services that have proven successful in serving working families with low wealth and
modest means. Using product/business models created and tested by credit unions, REAL Solutions®
disseminates information to credit unions through special meetings, an online impact center, and state
and national conferences. In the first two years as NCUF’s signature program, REAL Solutions® was
adopted in 30 states and is saving members tens of millions of dollars. It has now become a documented
business strategy for credit unions to grow their memberships by serving the underserved. Real people
with real needs are finding REAL Solutions® at credit unions.

Disclaimer

With respect to content of this publication, neither the National Credit Union Foundation, Inc. (NCUF) nor
any of its affiliates or its or their respective employees make any express or implied warranty or assume
any legal liability or responsibility for accuracy, completeness, or usefulness of any information,
commercial product, service, process, provider, vendor, trade name/mark that is disclosed. References
to any specific commercial product, service, process, provider, vendor, or trade name/mark in this
publication also does not necessarily constitute or imply that such a product or provider is endorsed,
recommended, or warranted by NCUF. The views and opinions of the authors expressed herein do not
necessarily state or reflect those of NCUF and such reference shall not be used for advertising or
product endorsement purposes.

This publication is designed to provide accurate and authoritative information in regard to the subject
matter covered. It is provided with the understanding that the publisher, NCUF, is not engaged in
rendering legal, accounting, or other professional services. If legal advice or other expert assistance is
required, the services of a competent professional should be sought.

For more information, contact: REAL Solutions®
c/o National Credit Union Foundation
601 Pennsylvania Avenue NW, Suite 600
Washington, DC 20004-2601
Phone: 800.356.9655, x6770
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Fax: 202.638.3912
Web: www.realsolutions.coop
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1. Introduction

Estimates of payday loan volume vary between $28 billion and $40 billion per year with consumers
paying between $4 billion and $8 billion in fees each year for a loan that generally lasts two weeks.
Despite its expensive costs, the industry has experienced exponential growth since 1990.

Are credit union members using payday lenders? Research says they are and in larger numbers than
anticipated. It’s estimated that 10% to 20% of credit union members choose to use a payday lender for
their short-term cash needs. Whereas many of these members may qualify for the credit union’s better-
rate personal loan, many credit unions either won’t make loans for less than $500, or if available, don’t
advertise such loans. And many credit union members/consumers admit they don’t trust themselves with
a $500 or $1,000 line-of-credit. The temptation to use it for wants — not needs — can be overwhelming
and costly. The result can be another loan payment when living paycheck to paycheck is already
tenuous.

Credit unions can be part of the solution to high cost payday lending by offering the right product at a
price that is a good value for the member, but still sustainable for the credit union. Alternative payday
lending products enable credit unions to reach out to those who are struggling financially and help them
break the cycle of debt that grips them.

This payday loan implementation guide is intended to help credit unions develop solutions that are
appropriate for the credit union and its members. It is not a turn-key answer, but some turn-key products
are featured as examples. Other successful one-of-a-kind models are also featured along with loan
results, collection techniques, sample procedures and marketing materials. Credit unions can use the
implementation guide to help create a payday loan alternative that is both a good deal for the
member/consumer and also sustainable from a business perspective.

If your credit union is just beginning to consider a payday loan alternative, you may want to start with the
first section: Implementation Considerations. If you already have given some thought to an alternative
product but are struggling with pricing or policy issues or want to know how to market your new product,
you can go directly to those sections.

This implementation guide complements a white paper entitled, Payday Lending: The Credit Union Way
that can be accessed at the REAL Solutions® Impact Center at www.realsolutions.coop. The
implementation guide will not necessarily repeat or copy information that is included in the white paper.
We suggest that credit unions use both resources as they design their payday lending alternative
product.

The final sections of the implementation guide cover training staff, educating members, and measuring
the success of your payday-alternative loan product. The intended readers for this guide are credit union
managers and board members who wish to implement a payday loan product. Therefore, acronyms and
jargon may be used that assume familiarity with credit union operations. A separate page listing
acronyms used and their meanings has been included as part of the appendices.

The credit union models included in this implementation guide were selected to provide a broad array of
pricing structures, loan features, underwriting criteria and time-tested results. Readers may find some of
the pricing formats more objectionable than others. However, this guide avoids making judgment as to
what rates or fees are appropriate, given the fact that pricing can and should vary considerably
depending on how much risk the credit union is willing to undertake.
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2. Implementation Considerations

Where to Begin?

Prior to implementation of any new product or service, it is critical to obtain commitment from the board,
management and frontline staff. The organization must have a common vision of the purpose of the
product and the motive for offering it.

If your credit union board, management and/or staff are not convinced a payday loan (PDL)-alternative
should be part of your loan portfolio, the following suggestions can help you create a business case and
ultimately a business plan. Like any new product line — particularly a non-traditional one — time and
resources must be dedicated up front to ensure comprehensive alignment and commitment.

Are Our Members Using Payday Lenders?

The payday lending industry reports between 15% and 20% of checks it receives are written on credit
union checks. So itis likely some of your members are using payday lenders. A good starting point in
building your business case is to estimate the volume of business your members take to payday lenders.

o Ask your staff.

» How many of your Automated Clearing House (ACH) transactions are from payday
lending stores such as Advance America, Cash America, Quik Cash, etc.?

* How many phone calls are coming in from payday lenders to verify if checks will clear?

» How many payday lenders are standing in your teller lines to collect on checks?

e Count how many PDL stores are within three to five miles of your branches. If the count is more
than a couple, chances are the demographics of the neighborhood fit the profile of PDL users.
(See Payday Lending: The Credit Union Way for a profile of payday loan borrowers.) What
percentage of your members lives or works in that same area, or what percentage lives or works
in other neighborhoods with a high concentration of payday lenders?

o Do a “data scrub” of your membership data base with Teletrack to find out how many used a
payday lender within the past 3 to 24 months. (See Teletrack under “Alternative Credit Reporting
Services” in Section 11 of this guide for costs and contact information.)

Why Develop a PDL-Alternative Product?
Credit unions with PDL-alternatives offer these reasons for including a short-term cash loan:
e Members are requesting signature loans for less than our minimum loan amount of $500.
o Members with poor credit history argue — you already get my money, my direct deposit — so why
am | being denied credit?
e Members are paying as much as 500% APR in fees to payday lenders; our credit union can fulfill
this need at a much lower cost to them.
e Members are obviously borrowing and repaying these loans to payday lenders on a timely basis
so why aren’t we willing to take a similar risk?
¢ We want to offer members who are experiencing financial difficulties or those caught in the PDL
cycle with a “bridge” product until they get back on their feet.
¢ We know our members are hearing about the ease and affordability of payday loans through
radio and television, so we want to let them know they have a credit union option that is even
better than a payday lender’s.
e We looked out the window and saw our members go to the payday lender next door and then
come in to the credit union to deposit their cash. Looking out the window helped us look internally
at what we needed to offer our members, not just what we wanted to offer.
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More Frequently Asked Questions

As you build a business case and plan for a PDL-alternative, you may encounter resistance from board
and staff who remain uncomfortable about a non-traditional loan product, especially one associated with
the payday lending industry. The following are other frequently asked questions and responses. Because
there are many variations of PDL-alternatives, these responses are general in nature. Revise them to fit
your proposed product.

o  Will credit unions be viewed the same as payday lenders?
No, not if credit unions create a product that is a better value than other options. Many credit
unions also promote thrift and encourage financial education to users of their payday loan
programs. Many consumer groups and legislators see credit unions as the answer to payday
lenders and support efforts to provide an alternative product. By offering a PDL-alternative, credit
unions send members this message: “American households are struggling financially. Credit
unions can offer you more and better options than traditional payday loans.”

o Will credit unions be able to help people get out of the payday lending cycle?
All credit unions want to move their members out of the payday lending cycle. Credit union
products most often offer payment options longer than the two weeks required by payday lenders.
This helps members better manage the payments and keep renewals at a minimum. While credit
union products are designed to offer lower cost PDL alternatives, not all effectively move people
out of the payday loan cycle. Recognizing this, many credit unions offer a longer-term payday
consolidation loan in addition to their traditional payday loan alternative.

Front-line and lending staff needs to be trained to offer counseling assistance to frequent users
steering them to other credit union loan and saving products.

o Won't this increase lobby traffic and put an extra burden on front-line staff?
Increase in lobby traffic will depend on the type of product the credit union offers. Many credit
unions offer online or call center products eliminating most lobby traffic. Others have seen some
increase and others a dramatic increase in lobby traffic. For this reason it is critical that PDL
products be priced to cover the added costs of offering the product to ensure ongoing
sustainability.

To manage lobby traffic, the product needs to be as efficient as possible. Underwriting criteria
should be easily available so members can pre-qualify themselves for the loan, lessening turned-
down applications. PDL stores can process a loan in 10 to 20 minutes. This should also be the
goal for credit unions.

¢ Isn’'t making loans to those with poor credit really risky? Why would we want to set ourselves up
for substantial write-offs?
Losses within the traditional PDL industry average between 4% and 5% of loan volume. PDL
customers often perceive payday lenders as their lender of last resort—that is, their last source
for credit—and don’t want to cut the cord to that last option when financial emergencies occur.

Credit unions should be prepared for higher delinquency on PDL alternative products. However,
PDL alternatives are small and therefore are only a small portion of the overall loan portfolio.

There are a number of ways for credit unions to mitigate risks. Having an established relationship
with the member is one way. As part of the underwriting criteria, credit unions can require the
borrower be a member for a certain period of time, have an active checking account and/or have
direct deposit. Credit unions can also require a portion of the loan proceeds be placed in a
savings account that would secure a portion of the debt. Credit unions offering a new product
often limit the amount of PDL portfolio until the credit union has more experience with it.
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o Will the credit union lose money with this product?
It depends upon the business strategy the credit union pursues. Sustainable products can be
achieved in a number of ways. Credit unions can look at this product as a marketing tool or new
business development tactic as a means to attract the underserved population in local
communities, thus growing membership. Use of the PDL product may enable these borrowers to
move into more traditional loan and saving products.

Credit unions should price the product and offer terms and conditions that favor both the credit
union and the member. There are many ways the product can be priced depending on whether
you want to just break even or make a profit. As part of the business plan, credit unions should
have discussions with board and executive staff to determine pricing philosophy. The right price is
a blend of credit union values mixed with a sound business perspective.

¢ Won't the credit union need to be open longer hours and on weekends?
Not necessarily. Whereas payday lenders are more apt to be open some evenings and Saturdays
because their customers have to come into the store to conduct business, credit unions have
alternative methods of handling members’ needs. Initially members may have to come in to apply
for the loan and provide necessary documentation, but thereafter advance requests can be done
by phone or through our secure website. Loan proceeds can be deposited into checking or
savings accounts for withdrawal by check, ATM, or debit card.

o What benefits are there for offering a product such as this?
The benefits are many:

= Offering a PDL product will build member loyalty. Members will discover their credit union
is willing to meet their short-term financial crises for a lot less than what it costs to get
loans at a payday lender.

»= ltis a way to grow membership. A short-term cash loan may attract new members
currently using payday lenders. In turn, members may use other products — such as your
checking and direct deposit services. Remember, PDL borrowers must have a checking
account somewhere to obtain a loan.

= |tis a way to attract younger members. The industry profile of a PDL borrower reports a
median age of 32, with 68% under the age of 45.

» This product will enable credit unions to serve the financial needs of more of their
members. Credit unions should promote the concept that they want to be members’
primary financial institution. Oftentimes credit unions turn members away because of
credit blemishes. With a PDL-alternative, credit unions can build relationships with more
members and help them move up the path to more traditional credit union products.

= Credit unions help members improve their credit scores by reporting positive loan activity
to the prime credit bureaus. Payday lenders do not. Reporting timely payment history will
improve scores, enabling members to qualify for more traditional and better-priced loans.

= PDL users will save money with credit union PDL-alternatives which, in turn, increases the
likelihood that they will better manage their finances. They will have access to credit union
financial counselors and financial budgeting tools for improving money management skills.
Credit unions can then help members climb the ladder to wealth-building and financial
security.

Include Board and Staff in Product Design

Efficient product delivery is critical. But equally critical is mitigating risk. The right balance requires input
and buy-in from both board and staff. The worksheet and discussion questions contained in the white
paper, Payday Lending: The Credit Union Way can serve as a basis to do that. A board/management
planning session is an ideal opportunity to both educate board members about the PDL industry and its
users, as well as obtain their input and commitment to an alternative product. Credit union executives are
strongly advised to know their boards’ risk tolerance and to have risk measurements or limits built into
the program to ensure losses remain within acceptable tolerances. Again, the white paper will help walk
you through strategies to mitigate some of the risk.
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3. Product Design and Profiles

The white paper, Payday Lending: The Credit Union Way provides many of the specifics needed to
design a model that fits your credit union’s strategy. Use the paper to walk through the various decisions
that need to be made. Appendix A of the paper contains a valuable worksheet with questions and
possible responses to guide you through the process.

In this section, 10 different payday loan-alternative products are featured. You will find a wide variety of
approaches and results. Most of the 10 models have track records of a year or lonoger and the credit
unions implementing these models have graciously provided results, including loan volume, income and
losses. Many also provided sample forms and marketing materials. These samples follow the product
presentation as Exhibits so that if you have additional questions about them or the product, you can
follow up with the credit union contact person.

The first four product features are open-end structures. They include:
e Wright-Patt Credit Union and its StretchPay Loan — Model 1
¢ Missoula Federal Credit Union and its Payday Alternative Loan (PAL) — Model 2
e United Credit Union and its UCU Cash Loan — Model 3
¢ Northwest Community Credit Union and its Paycheck Today Line of Credit — Model 4

The remaining six product features are closed-end structures. They include:

Hershey Federal Credit Union and its Better Choice Loan — Model 5

Veridian Credit Union and its Payday Alternative Loan (PAL) — Model 6

Four Corners Federal Credit Union and its Paycheck Advance Loan — Model 7
1* Financial Federal Credit Union and its Fast Ca$h Loan — Model 8
Rivermark Community Credit Union and its PayDay Advance Loan — Model 9
Prospera Credit Union and its GoodMoney Loan — Model 10

A general overview of the various credit union payday loan models follows:

Payday Loan Feature The “Norm” Exceptions & Examples
Maximum Loan Limits $500 ¢ Northwest Community
CU—$300

e Four Corners FCU—$700
e Veridian CU—$1,000 (but
Y2 must be placed in a

restrictive savings
account until the loan is
paid

Minimum Loan Amounts Range from $50 to $500 e 1% Financial FCU only
offers a $500 advance
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Payday Loan Feature

The “Norm”

Exceptions & Examples

Loan Terms

Vary considerably from 14 days
to 6 months

Length of Membership
Requirements

30-t0-90 days

Prospera CU—no time
requirement
Rivermark Community
CU—six months
Veridian CU and Four
Corners FCU require
direct deposit in lieu of
length of membership
requirements

User Demographics

Varies depending on field of
membership

Prospera CU’s users
By age:

18 to 35 38%

36 to 54 50%

55 or older 12%

By household income:
Less than $45K 63%
$45K to $65K  36%
More than $65K 2%

Missoula FCU’s users
By age:

18 to 35 50%

36 to 54 38%

55 or older 12%

By household income:
Less than $30K 54%
$30K to $60K  37%
More than $60K 9%

Product Usage (as a percent of

total members)

Varies by credit union, but is
generally tied to how long the
product has been in place

Product in place for:

one year
United CU—1.5%
Missoula FCU—.8 %
four years

Prospera CU—10%

Four Corners FCU—14%
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Payday Loan Feature

The “Norm”

Exceptions & Examples

Losses (as a percent of total
loans disbursed or total
advances)

Varies depending on risk
mitigation factors incorporated
into loan structure

o With direct deposit
requirement
Four Corners FCU—.3%
Veridian CU—1.8%

o With 60-day membership
requirement
Wright-Patt CU—1.7%

o No membership term
requirement
Prospera CU—4.6%

Customized vs. Turnkey Product

Customized

Turnkey products
o StretchPay (Wright-Patt
CU)
e GoodMoney (Prospera
CU)

Another resource for help in designing a loan product is the Federation of Community Development
Credit Unions’ Best Practices for payday alternative products that can be accessed at www.cdcu.coop.

Payday Lending: A REAL Solutions® Implementation Guide
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Model 1: StretchPay

A Credit Union Salary Advance Alternative

Wright-Patt Credit Union
2455 Executive Park Blvd.
Fairborn, OH 45324

WWW.WPCU.CO0pP

Assets: $1.5 billion
Members: 172,822
Contact: Linda Stephens, VP Lending

(937) 912-7000
LStephens@wpcu.coop

StretchPay is a turnkey salary advance product of Credit Union Outreach Solutions, Inc. (CUOSI) —a
non-profit corporation formed in June 2006 to assist credit union outreach and community commitment
initiatives. StretchPay is offered through 46 credit unions in six states and the District of Columbia. See
more about CUOSI and membership information below in “About CUOSI.”

Loan Features:

Open-end line-of-credit (LOC)

Two LOC options: $250 or $500

$35 annual fee for $250 LOC; $70 annual fee for $500 LOC

18% APR

Must be repaid in full in 30-days

No additional advances until paid in full

Members start with $250 limit for six months before going to $500 limit

Note: A new two-month payment schedule for the $500 limit was launched October 1, 2008 by
Wright-Patt Credit Union (Wright-Patt CU) to experiment with and report back to CUOSI. Wright-Patt
CU’s management noticed members with a $500 limit were more apt to become delinquent than
those with the smaller $250 limit, so it wanted to test a longer payment period.

Underwriting Criteria:

Must be at least 18 years old

Must be a credit union member for at least 60 days

Cannot be delinquent on an existing loan or have negative shares

Cannot have caused credit union a loss

Must have verified income

Minimum net income of $1,300 per month (only for the new $500 limit with two-month payment
schedule)

$50 of first $500 advance is deposited into the member’s share account and frozen until the
expiration date of the loan in 12 months; dividends are earned on the deposit
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Procedures:
e Internal written procedures follow (see Exhibit 1).

Results for January through October 2008:
e 4,817 active StretchPay loans
44,101 advances for period
$13,555,123 total advances for period
Members tend to use the StretchPay Loan an average of seven times a year
Average StretchPay loan is $500
Through 10 months, the credit union has collected $174,410 in StretchPay annual fees — which is
paid to CUOSI
e Over same period, StretchPay losses were $235,127 or 1.7% of total advances (prior to
reimbursement from CUQOSI)
¢ Interest earned on this portfolio of loans over same period: Not tracked
e StretchPay delinquency as of October 2008:
= 30days—1.76%
» 60days—-4.71%
= 90 days & over — 2.70%
Note: Losses for 2008 were high because of loans over 90 days delinquent that had not been
previously charged off.

Collection Activity Procedures:
¢ An automated pre-call is made seven days before the due date to remind the member of the due
date and payment amount.
¢ When the loan is 16 days past due, the first collection call is made.
e There are normally three to six calls made on the loan prior to charge-off.
StretchPay loans are recommended for charge-off after 60 — 90 days delinquent.

Risk Advice:
e Collect some type of annual fee to help offset your losses.
Get proof of income on these loans.
Do a hard close.
Be more aggressive with early delinquencies.
Closely monitor the activity of this portfolio of loans so that you can make changes if necessary.
Pull a credit report to use as a tool to counsel the member.

Sample Forms Included:
e Wright-Patt CU’s Internal Procedures for StretchPay Loan (Exhibit 1)
e Wright-Patt CU’s Open-End Credit Agreement (Exhibit 2)
o StretchPay Creditorial (Exhibit 3)

About CUOSI:

Credit unions can offer StretchPay through a not-for-profit organization called Credit Union Outreach
Solutions, Inc. (CUOSI), headquartered in Ohio. The annual fees collected from members are forwarded
to CUOSI. In return, CUOSI helps offset credit union losses under the program up to 90% of the loan
balance.

StretchPay is offered at 137 branches through 46 credit unions located in Ohio, Michigan, Colorado,
Wisconsin, North Carolina and Washington, DC. Credit unions pay $25 per $1,000 in assets up to a
maximum of $15,000 to join CUOSI. Marketing materials are offered through a start-up kit.

For more information about StretchPay or CUOSI, go to
http://www.ohiocreditunions.org/StretchPay/CUInfo.htm or contact Becky Hart at the Ohio Credit Union
League at (800) 486-2917 or rhart@ohiocul.org.
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Exhibit 1. Wright-Patt Credit Union’s Internal Procedures
for StretchPay Line-of-Credit

The Stretch Pay Line-of-Credit (LOC) is a Credit Union Salary Advance Alternative. This loan is designed
to help members whose credit histories preclude them from qualifying for loans under current Wright-Patt
Credit Union (WPCU) criteria. This product would serve to reduce member dependency on “Payday
Loans” or other predatory lending practices.

Members applying for a StretchPay LOC for the first time must start with a $250.00 credit limit. After six

months with payments as agreed, the member can apply for the $500.00 limit. After a 12-month
payment history on the $500.00 credit limit, the member may apply for a traditional line-of-credit.

Member Qualifications

—_—

Must be at least 18 years of age.

2. Account must be open for a minimum of 60 days.

3. Must have verifiable income. An example of verifiable income would be, but is not limited, copies
of current pay stubs (within 1-2 pay cycles) with the member’s current address.

4. Must be a Member in Good Standing at the time of loan application and/or at the time each

advance is made. Refer to Management Policy 3003: Member in Good Standing for details.

Loan Details

1. Loan deferments/amendments will not be granted on these loans.

2. Must not be in the process of filing for bankruptcy under any chapter of the bankruptcy code.
3. Not eligible for Skip-A-Pay.

4. Not eligible for credit life and accidental health coverage.

5. Not eligible for advances via home banking or Call-24.

Underwriting

% The “approval” of these loans will not be based upon credit history or credit score. A credit report
will be pulled on each applicant in an effort to counsel them on their current financial status and
provide guidance for future financial requests.

% The member must provide full information on 2 references when applying for a StretchPay Line-
of-Credit:

v References should be family or close family friend.
v Information required includes name, address and phone number for each reference.

v Reference information provided must be different from the member and different from other
references.

@ A collection and/or civil judgment with a check cashing lender within last 24 months are reasons
for denial.

% More than one inquiry from a check cashing lender within the last 60 days is reason for denial.
# Must not have had a SPLOC closed by the credit union in the last six months.
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Repayment

$250 Credit Limit

The balance of the $250 StretchPay Line-of-Credit must be paid within 30 days of the date of the most
recent advance. Payments may be made at any member center, through the mail, or by automatic
payment such as direct deposit. Subsequent advances are not permitted until previous advances are
repaid.

$253.70 payment required for a $250.00 credit limit

The payment is based on 30 days interest. If the member pays the loan off before the 30 days, the
payoff amount will be less.
$500 Credit Limit

Issued on or after October 1, 2008. The balance of the $500 StretchPay Line-of-Credit has a 2-month
repayment term. A payment of $255.63 is required within 30 days of the date of the most recent
advance, with the balance being paid on or before the 60" day. Payments may be made at any member
center, through the mail, or by automatic payment such as direct deposit. Subsequent advances are not
permitted until previous advances are repaid.

Stretch Pay’s with the $500 credit limit issued prior to October 1, 2008; still have a 1-month repayment
period.

Interest Rate

The interest rate on StretchPay loans is 18.0% fixed which is set by Management, and is subject to
change at any time after proper notice is provided.

$500 Credit Limit - $50 Hold

The $500 credit limit SPLOC must be advanced at disbursement and $50 of the advance must be frozen
in the regular share account. This $50 must remain frozen throughout the life of the SPLOC.

Annual Participation Fee

An annual participation fee is collected when the loan is initially disbursed and each year thereafter on
the anniversary date (date in the Credit Limit Expiration field in the loan record).

# Loans with a $250 credit limit will have a $35.00 annual participation fee.
% Loans with a $500 credit limit will have a $70.00 annual participation fee

If a member moves from a $250 limit to a $500 limit before the Credit Limit Expiration date is met, they

must pay the $70 annual participation fee. There will not be any refund given on the participation fee
already paid for the year on the $250 StretchPay Line of Credit.
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If an advance on a StretchPay Line-of-Credit (SPLOC) prompts the following warning message, this may
indicate that the annual participation fee is due.

Loan avalable credit
exceeded!

NOTE: Effective 12/1/08, all existing $500 SPLOC's that have reached their Credit Limit Expiration

Date will not be renewed under the old $500 SPLOC guidelines. This product is no longer
available. The Credit Limit Expiration Date must remain expired, the Credit Limit removed and
the Close Date set once the loan has been paid in full. A new application must be keyed into
Velocity based on the new guidelines for $500 SPLOCs that went into effect on 10/1/08.

For all SPLOCs, go to Account Manager and click on the StretchPay loan record and review the Credit
Limit Expiration date. If the date has past, a review of the loan will need to done prior to changing the
date in this field.

ACCEOTUN Bt e b R T %/
=
Diescription: - BRIDGE LOC | Loan Balance: 0.00
Loan Type: 04 BRIDGE LOZ  Criginal Balance: 250,00
Loan ID: 00322 Credit Lirmnit: 250,00
Loan Code: 2 Line of credit | Available Credit: 0.00 —
Activity Date: 017/28/2005  Credit Limit Expiration: 03/15/2005
Check Digits: Available Credit Calculation: 0 Revalving
Reference: 380/138/051  Credit Limit Group: ]
Mote Kurmber: 231932
Eranch: =
Loan Purpose: 138  Arnount Advanced: 250,00
Coupon Code: 0 Mormal | Last Advance Date: 12312004
WIN #:

Reviewing the Loan

Every 12-months StretchPay LOCs must be reviewed to determine whether the member is still eligible

for this product. If the member has abused privileges we will close the loan.

1. The member must not have a negative balance in any of their sub-accounts.

2. No other loan should be delinquent.

Payday Lending: A REAL Solutions® Implementation Guide
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3. Payments should have been made as agreed. Review the loan record for the StretchPay LOC to

determine how many times the loan has been more than 10 days past due.

Payments:

Payment Calc Type:
Payrment Skips:
Payment Skip Start Day:

Lo

Payrment Colnt;
Payments Made:
11- 30 Days DO
31- 60 Days Do,
fal- 90 Days DO,
91-120 Days Do):
121 and wp Days Dg:

Note: These figures are for
the entire life of the loan.

If these are excessive,
further investigation may
be necessary

Lo T o R s o Y 5 Y L T o

In this example, the loan was over 10 days delinquent twice.

Changing the Credit Limit Expiration

If the member qualifies to continue using this product, manually advance the Credit Limit Expiration date
to one year from the date you collect the fee. Continue to collect the fee using the procedure below.

Collecting the Fee

If the member qualifies for another 12 months, you will need to collect the fee. To collect the fee, follow
the steps below:

1.

6.

7.

With the account pulled up in Teller Transactions, enter SW SC GL at the Transaction Codes
prompt. This must be done as a separate transaction from the loan advance.

If necessary, select a Share ID from which the money will be withdrawn.

At the Withdrawal prompt, enter the amount of the StretchPay LOC annual participation fee
($35.00 for $250 credit limit or $70.00 for $500 credit limit).

At the Comment prompt, select comment #60 from the drop-down list (or type “60” at the prompt,
then press Enter).

v~ Make sure to link the comment to the last transaction.
At the Select GL Account box, enter “BLOC.” (make sure to include the decimal at the end).
Accept the default of Credit at the Selection prompt.

Complete and post the transaction.

General Hold Record

If the SPLOC was opened on or after October 1, 2008 with a $500 credit limit, you will also need to
change the Expiration Date in the General Hold record (with Reference 1 = SPLOC $50) under Share ID
00 to reflect the same date as the Credit Limit Expiration in the loan record.

Payday Lending: A REAL Solutions® Implementation Guide
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Closing/Canceling the Loan

If you believe that the member does not qualify for this product any longer, consult with your supervisor
who will make the determination on whether the SPLOC should be renewed or closed. If it is determined
that it will be cancelled by us, a ‘Notice of Adverse Action’ letter must be generated and sent to the
member. This is done by creating an application in Velocity and then denying it.
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Model 2: Payday Alternative Loan (PAL) |

Missoula Federal Credit Union
3600 Brooks St.
Missoula, MT 59801

www.missoulafcu.org

Assets: $282 million
Members: 42,766
Contact: Julie Meister, Branch Manager

(406) 523-3323
juliem@missoulafcu.org

Missoula Federal Credit Union (MFCU) launched its Payday Alternative Loan (PAL) program on
December 1, 2007.

Loan Features:
e Open-end
$100 minimum advance; $500 maximum
Cannot exceed %2 monthly income
18% APR
No loan fee
90-day loan term, with periodic payments
Loan must be paid in full prior to additional advances
Loan can be rolled over twice in 12-month period
“Draw period” for loan is 12 months from the date of the first advance
New application required every 12 months
Board set aside $500,000 for PAL program

Underwriting Criteria:
e Must be a member for at least 90 days
e 90 days continuous employment with verification of income
e Member in good standing

Procedures:
A short application is completed with each advance. Advances are not made at the teller line, but
rather with a financial service officer (FSO). The purpose is to maintain a relationship with the
member in the event financial struggles continue. No financial education is required as part of the
program. However, after the third or fourth advance, FSOs provide “soft” counseling, by asking if
there are budgeting or financial problems with which they can help.
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Results through October 2008:

30 days or less

31 - 60 days
61 — 90 days
91 — 120 days
121+ days

Marketing Procedures:
¢ No online or external marketing is done.

e Frontline and MSRs watch for signs of PDL risk, such as credit issues or requests for counter

792 PALs advanced totaling $325,500

341 members have used the product; 195 have used it more than once
An average of 72 loans are originated per month.

Average PAL loan amount: $411

5 loans have been charged off totaling $1,893, or .6% of total advances
PAL delinquency as of October 2008:

31 loans
6 loans
9 loans
3 loans
3 loans

checks (a flag for PDL usage) and cross-sell PAL program.

¢ MFCU uses Touche’ software which tracks members’ transaction history, including the number of
calls coming in to verify funds. Employees can check this history to determine if the member is a

good candidate for PAL.

Profile of MFCU PAL user:

o Age
| |
| |
n
| |
| |
n

e Income
| |
| |
n
| |
| |

18-25 years
26-35 years
36-45 years
46-55 years
56-65 years
66+ years

< $20,000

21.5%
28.5%
20.4%
17.7%
8.6%
2.7%

$20,000 - $29,999
$30,000 - $39,999
$40,000 - $49,999
$50,000 - $59,999

> $60,000

e Homeownership

Own 70.2%
Rent 29.8%

Collection Activity Procedures:

Once the loan is over 30 days past due, Accounts Control attempts two contacts to collect payment.
If there is no response from the member, the loan is turned over to an outside collection agency. The

34.3%
19.9%
12.6%
12.6%
12.6%

9.1%

loans are generally charged off after 120 days.
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Model 3: UCU Cash

United Credit Union
P.O. Box 858
Mexico, MO 65265

www.unitedcu.org

Assets: $101 million
Members: 15,734
Contact: Donna Evans, VP Lending

(573) 581-8651, ext. 130
dsevans@unitedcu.org

United Credit Union’s UCU Cash Payday Loan Alternative is an open-end loan that can be advanced in
amounts from a minimum of $100 to a maximum of $500. The tagline used to promote the UCU Cash
product is “A REAL Credit Union Solution.”

Loan Features:
Tier 1: 26% rate + 10% annual fee ($50) = 36% total
e Direct deposit required
o Payment due with each direct deposit

Tier 2.  26% rate + $40 annual fee

e Direct deposit required

e Direct deposit of $5/pay or $10/mo to savings
Note: Put hold on suffix for 60 days. If member has at least 60 days worth of savings in that
suffix, they qualify for discount again the following year. Otherwise, next year fee will be $50.

Tier 3: 36% rate + 10% annual fee ($50) = 46% total
e No direct deposit required
e Payment due on each pay period

Procedures:
e Borrower completes Application for UCU Cash. If joint applicants, both complete an application.

Loan suffix: 14

Loan type code: PD

Security code - P

Payment amount is based on $500 (even if taking less so it won’t have to be adjusted).
Payment begins with next pay period.

Length of loan: 60 days maximum.

Payday Lending: A REAL Solutions® Implementation Guide
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Balance must be paid in full before another advance is taken. No limit on number of advances as
long as paid in full (PIF) before each advance.

Can take advance over phone or at teller counter. No Internet, TLC or ATM advances.

Number of payment skips: maximum 3 skips in a 12-month period. Write skips in notes to track.
Leave courtesy pay as is.

Late fee: 5% of payment with maximum fee of $15.

Underwriting Criteria:

Minimum length of membership: 60 days

Length of employment: six months

Minimum age: 18

Minimum income: $1,000/month gross

Proof of residence: * Pay check stub (<30 days old)

*Verify address on check stub with address on computer, if doesn’t match, get utility bill, etc.
Member can’t be delinquent on existing loans or have negative share account > 15 days old.

Results for 12 months as of October, 2008:

225 open loans

$89,450 in open LOCs with $65,000 in outstanding balances
Interest income: $17,000

Fee income: $11,550

Late fee income: $1,560

Charge-offs: $8,300

Charge-offs as a percent of average outstanding balances: 12.8%
Time to do cash advance: 10 minutes

Loan Note Used:
CUNA Mutual Group’s LOANLINER® unsecured form.

Sample Forms Included:

Application for UCU Cash (Exhibit 1)
Request for UCU Cash Advance (Exhibit 2)
UCU Cash Checklist (Exhibit 3)
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Exhibit 1:

Account Number

Application for UCU Cash

Member Name

E-Mail Address:

Street (Physical Address)

City/State/ZIP

Home Phone

Cell Phone

Social Sec. Number

Date of Birth

Employer

Work Phone:

Date Hired

Monthly gross income:

Date of Next Payday

Pay Frequency: Weekly

PLEASE READ BEFORE SIGNING

Bi-Wkly Semi-Mo. Monthly

1. lunderstand | will be charged a $50 non-refundable annual fee as long as this account
line is open. To avoid the annual fee, this account line must be closed prior to the
Anniversary date of the account.

2. lunderstand United CU may obtain a credit report or something comparable for this or

any subsequent advances.

3. | authorize the withdrawal of payment in full from my account should this loan become

delinquent.

Member Signature

Date

Approved/Denied by:

Date

Payday Lending: A REAL Solutions® Implementation Guide
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Exhibit 2: Request for UCU Cash Advance

Acct Number:

Name:

Home Phone:

Cell Phone:

Employer:

Employer Phone:

Loan must have 0 balance to take new advance

ALL info must be completed and must be employed to take advance.

Payday Lending: A REAL Solutions® Implementation Guide
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Exhibit 3: UCU Cash Checklist

Length of membership — 60 days
Length of employment — 6 months
18 yrs old

Income $1000 or greater per month

Paycheck stub < 30 days old — verify address on computer. If different, verify
with electric bill, etc.

No delinquency/OD’s on current UCU acct > 15 days

Set-up

Loan limit $100 - $500

Length of loan 60 days
Pmt based on limit (not advance amt)

Pmt begins with next pay period

Payment on $500 limit

Monthly pmt - $262/mo
Semi-mo/Bi-wkly pmt - $130/pay
Weekly pmt - $65/pay

Payday Lending: A REAL Solutions® Implementation Guide
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Model 4: Paycheck Today Line of Credit

Northwest Community Credit Union
P.O. Box 70225
Eugene, OR 97401

www.nwcu.com

Assets: $624 million
Members: 68,893
Contact: Holli True, Branch Support

(541) 744-9754
htrue@nwcu.com

Northwest Community Credit Union (NWCU) revised and re-launched its Paycheck Today Line of Credit
(LOC) in May 2008.

Loan Features:
e Open-end
$300 line of credit
18% APR
Draw period of one year
$15 application fee
Outstanding balance repaid in full on the 5" day of each month
Can access line of credit through touch-tone teller, online banking, overdraft protection, or at any
branch location

e This product is used as a tool to educate members on how to improve their financial situation and
overall credit rating

Underwriting Criteria:

e Member must be a C,D or E credit tier to be eligible; A+, A and B tier members are put into
mainstream products

¢ Member cannot have an open credit limit account with NWCU to qualify for this product
Member in good standing

¢ No open bankruptcies or garnishments

= Collections sends an email to Loan Advisor if they receive a garnishment or if a member
files bankruptcy

Procedures:

Members can apply with a Member Service Specialist (MSS) either by phone or in person. The
NWCU Underwriting Team reviews applications. If a member is over-qualified for product, the credit
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union’s loan software has an automatic up-sell feature that approves the member for a mainstream
line of credit. Different guidelines apply for the standard LOC and the MSS explains how this loan is
structured.

Annual Re-qualification:
The Loan Advisory Team reviews every Paycheck Today LOC loan on an annual basis.
¢ If the member’s credit score increases to a C tier or above, the member is bumped into a
mainstream LOC
e The Paycheck Today LOC account terminates if the member isn’t bumped to a mainstream LOC
and the member must reapply for a Paycheck Today LOC.

Results as of November 2008:

Number of outstanding loans: 35

Total number of borrowers with LOCs: 50

Outstanding loan balances: $9,100

Average outstanding loan balance: $228

Total application fees collected (through first seven months): $800
No losses to date; 1 loan is 30 days delinquent

Collection Activity Procedures:
All loans are due on the 5" day of the month. If payment remains unpaid on day six, the LOC is
frozen and the member cannot access the account. If the payment is received by the 15" of the
month, the loan limit is reinstated. When the loan is five days past due, telephone contact is made
and the member is warned that payment must be received by the 15" or the loan will be permanently
terminated.

Marketing:
Paycheck Today is listed as a loan option on NWCU’s Web site. When members click on that option,
they are provided a comparison of Paycheck Today’s APR and fees with those of The Cash Store
and Check N’Go. They are also provided information as to why Paycheck Today is a better choice
and a link is provided for financial counseling through “Balance.” Employees are also trained on how
to listen to members’ needs and will promote the loan if applicable.

Sample Forms Included:
e Policies & Procedures for Paycheck Today Line of Credit (Exhibit 1)
e Paycheck Today Web Site Information (Exhibit 2)
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Exhibit 1. Paycheck Today Line of Credit

Product Features

Qualifications

Available Advance Amounts

Loan Input

Automatic Up-Sell

Balance

When is a Paycheck Today LOC closed?

Closing a Paycheck Today LOC- Who does what?
Annual Re-Qualification

Employee Requests

PRODUCT FEATURES:

1) Limited input into APPRO & Core

2) Credit and Security Agreement and Disbursement Receipt are the only required
documents

3) Low interest rate of 18%

4) Advances may be processed by the member online, via Touch Tone Teller, in-branch or
over the phone

5) Paycheck Today LOC Loans may be setup as Overdraft Protection

6) 1 year draw period

7) Use this product as a tool for educating our members on how to improve their financial
situation and overall credit rating

Please Note: When discussing this loan type with the member, ask what the purpose of the loan
is for? A Paycheck Today LOC must be paid in full on the 5™ of the month, if the member feels
he or she will need more than one pay period to payoff the balance, suggest a Personal One-
Time Advance instead.

Back to Top
QUALIFICATIONS:

1) Member must be a C, D or E tier to be eligible. A+, A and B tier members should use
mainstream products.

2) No credit limit account currently open with Northwest Community CU to qualify for this
product

3) Member must be in good standing

4) No open bankruptcies or garnishments against them

a. Collections will send an email to Loan Advisor if they receive a garnishment or if a
member files bankruptcy

Back to Top
AVAILABLE ADVANCE AMOUNTS:
Paycheck Today LOC Loans will only be available in the amount of $300.00.

Back to Top
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APPLICATION MANAGER LOAN INPUT:

The following procedures are those specific to Paycheck Today LOC Loans. For general
information on how to fill out the loan application screens, see the General Procedure for
Lending. Applications for this product can be found under Line of Credit in APPRO.
e The Product Screens for Paycheck Today LOC Loans are Financing and Regulations.
o On the Financing Tab, enter the following:
* In the Amount Requested field enter $300.00
= Click on Pricing, select Yes to accept the Interest Rate of 18%
= The Pct. of Amount Requested will automatically set to 100.0000
e Do not change this under any circumstances
= Do not change this setting under any circumstances
* The Monthly Payment will read $300.00
= Click on the Insurance Calculator next to the Insurance field. The
Insurance Calculator gives you the Credit Life and Credit Disability
products. The system will automatically default to Waived. You will need to
manually adjust this with each loan as you discuss these products with your
member.
e Under Credit Life use the drop down to choose the type of insurance
desired. Single, Joint, Ineligible, or Waived.
e Credit Disability cannot be offered with this loan product and will
need to be changed to Ineligible. The loan will not transfer to OSlI is
Disability is marked any other way.
e Click OK. This will load the purchased products and take you back
to the main screen.
= Overdraft Protection section — There is currently no functionality behind this
but it may be used in the future.
= The Collateral section of this screen will not be used since these are
unsecured products.
0 On the Regulations Tab, enter the following:
= The Loan Information section is where you will enter in the purpose of the
loan. Choose from the drop down or type the first letter of the desired
purpose. Nothing else needs to be done.
e Once you have completed the product screens, follow the General Procedures for
Lending to complete the processing of the application

Note: A screen will pop up asking you if you want to assign the fees, click no. Fees cannot be
assessed in Application Manager on Line of Credit Loans, this has to be applied in Operations
Manager.

Back to Top
OPERATIONS MANAGER

In addition to standard Operations Manager Procedures, the following steps must be completed
on the Contract Editor LOC Screen:

e Set First Payment to the 5" of the month

e Next to Term, check the box that reads No Maturity

e Add the $15 Loan Application Fee, either Financed or POC

Back to Top
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AUTOMATIC UP-SELL

A new feature available with APPRO is an Automatic Up-Sell for members who are over-
qualified for a Paycheck Today LOC because their credit score it too high. The system will
automatically replace the Paycheck Today LOC with a $500 Fixed Rate Line of Credit. Some of
the fields within the application will be automatically updated to coincide with a Line of Credit.
The following steps need to be completed by the MSS:

e Click the radio-button next to Pct. of Amount Requested.

e In the Monthly Payment field enter $20.00, the minimum amount due on a LOC.

Back to Top
BALANCE:

e A Balance Handout must be signed by the member when a new Paycheck Today LOC
Loan is opened. Explain how Balance can help and what benefits they offer.

e A Balance Handout will be mailed every 6 months

e When a Paycheck Today LOC is closed, mail a Balance Handout to the member

Back to Top

WHEN IS A PAYCHECK TODAY LOC CLOSED?

1) All Paycheck Today LOC Loans are due in full on the 5™ of the month.
a. Members will have a 10 day grace period to pay off their loan in full.
b. On the 6™ of each month, any available Paycheck Today LOC funds will be frozen.
i. If a member makes a payment during their 10 day grace period, send an
email to Loan Advisor so the funds can be made available
c. On the 10" of each month a report will be pulled and the Loan Advisory Team will
contact any members with outstanding balances letting them know they have until
the 15" to payoff their loan.
d. If the balance remains unpaid on the 16™, the limit will be revoked. A $25 late fee
will be assessed to the loan.
2) When a member requests for the loan to be closed.
3) When a Paycheck Advance loan has been open for one year.
4) When we receive a garnishment on a member’s account.
5) If an Account Review is performed, it may be closed.

Back to Top
CLOSING A PAYCHECK TODAY LOC- WHO DOES WHAT?

MSS- If a member requests to have their Paycheck Today LOC closed, follow the Closing a
Visa or LOC procedures. Send the member an Adverse Action notice and a Balance brochure.
Loan Advisory Team- If the member falls delinquent on a Paycheck Today LOC one time in
the twelve months; a Loan Advisor may close the loan. They will maintenance the loan and
send an Adverse Action notice and a Balance brochure.

Back to Top
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ANNUAL RE-QUALIFICATION

The Loan Advisory Team will review every Paycheck Today LOC loan on an annual basis.
If the member’s credit score increases to a C tier or above, they will be bumped up to a

mainstream LOC
o $15 loan application fee will not be charged when reviewing

e The Paycheck Today LOC account will terminate if the member isn’t bumped to a

mainstream product
Back to Top

EMPLOYEE REQUESTS:

Employee will submit an application with either an MSS or online. The request will go through a

Credit Manager for approval and will be processed by the Employee Loan Processor.
Back to Top
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Exhibit 2: Paycheck Today Web Site Information
Paycheck Today Lines of Credit

Our low-cost alternative to payday loan companies

Compare some payday loan programs

s N\
Interest Fee to
Program
(APR) apply
NWCU's
Paycheck Today Line of 18.00% * $15
Credit
h h up to 2
The Cash Store 520% ** $20
Check N' G o 20
eck N' Go 520% ** $

* Rate quoted as annual percentage rate (APR), effective 5/1/2008, and
may change without notice. All loans are subject to approval. Additional
restrictions apply. Contact us for more information.

** Source: US Public Research Group, Consumer Federation of America,;
numbers based on $100 loan over two-week period. APR calculation
based on their fees.

\ J

Sometimes there's too much month at the end of the paycheck.

Our Paycheck Today Line of Credit may be the fair break you've dreamed of. Whether you use it to help you
out of a bind or to escape the burden of normal payday loans, our goal is to help you. Unlike the payday loans
you'll see on TV, we're not trying to profit on the people who have nowhere else to borrow. And it costs less

than bouncing checks.
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Here’s why our Paycheck Today line of credit may be a better choice:

e Fast answer

e Low application fee

e LowAPR

e Borrow only what you need, up to $300

e Use this line of credit as needed for up to one year
e May be setup as Overdraft Protection

¢ No back-to-back schemes

e No checklists

¢ No post-dated checks required

e Easy access to funds via online, Touch Tone Teller, phone, or in-branch
e An ideal way to improve personal finances

e Helps build a good credit history

e Get your finances on track with the help of Balance

This loan is for members only, so have your member information ready and visit a branch to apply.
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