
< Rex Johnson’s Online Institute >

‘How to Make Better Loan Decisions’

Presented by 
A. Rex Johnson

Lending Solutions Consulting, Inc
800.937.4249

www.rexcuadvice.com



Who Should Make Loan Decisions?

Centralized Versus Decentralized

“You Need Both”

Centralized
•Indirect Lending

•7/24 Call Center

•Loan Phone Center

•Internet Lending

•Outbound 

•Mortgage Department

Decentralized
•Branches



Decision Matrix
Condition Level 1 Level 2 Level 3

1. R isk Sco re 640 + 550+ A ny Sco re

2. Valid C redit  R epo rt  -  4 trade lines same N/A
 -  2 yrs. est. credit same N/A
 -  1 trade line in excess of $5,000 same N/A

3.  M ax. Lo an A mt. To: $1 0,000 not to  exceed To: $1 5,000 not to exceed To: $30,000 not to exceed
     Unsecured

  - 3 times mo. gross income   - SAM E   - 4 times mo. gross income
    on scores of 680+     on scores of 680+

  - 2 times mo. gross income   - 2 times mo. gross income   - 3 times mo. gross income 
    on score of 640-679     on score of 600-679     on all o ther scores

  - 1 times mo. gross income
    on score below 600

4.  T o tal Unsecured D ebt With our loan cannot exceed 25% 35% of member's annual income No restriction on total unsecured
Note:  Total unsecured debt of member's annual income debt
must include upside down amt
on car loans

5.  M ax. Lo an A mt. o n To: $30,000 To: $50,000 To:  $1 00,000
     Secured Vehicle Lo an

Not to exceed 75% of members Not to exceed 75% of members On any score 
gross annual income gross annual income on score 75% of gross annual income

of 600+ Exception:  may go over 75% for mbrs
who make very strong down payment

  - 50% of gross annual income and mbrs who have very little
all o ther scores other debt

6.  M ax. LT V o n any score
      Vehicle Lo ans Retail Retail + 1 month gross income Retail + 1 month gross income

Employees are empowered to approve loans or in some cases, deny loans if all of the following conditions are met.



7.  H o me Equity o r 2nd M tg. $50,000 not to  exceed 80% LTV $1 00,000 not to exceed 100% $300,000 not to  exceed 1 00% LTV

work out loan (collections) 1 25% LTV

8.  D etermining the Value must have print out on book value: Same as Level 1 Same as Level 1
     o f  the Vehicle

A) Vehicle being purchased
B) Vehicle being traded

New cars must have M SRP

9.  T urndo wn A utho rity Cannot Reject any Loan Request Can Deny any secured or unsecured Same as Level 2
loans.   If Level 2 or 3 rejects a loan

However, must  recommend they must talk to  member.
as if it was their decision

10. M ax. T erm o n $5,000 or less (3 yrs.) SAM E Can set any term provided it is
      Unsecured Lo ans in the best interest o f Credit 

$5,000 to $1 0,000 (4 yrs.) SAM E Union and M ember

$1 0,000 to  $1 5,000 (5 yrs.) 

11.  M ax. T erms o n 60 months on loan 72 months $25,000 to $35,000 same as unsecured loan
      Secured Lo ans (see above)

84 months $36,000 to $50,000

12.  D ebt  to  Inco me R at io Cannot exceed 45% Cannot exceed 50% No restriction on debt to income;
however, if it's over 55%, L3 must
show the member has the ability
to repay.



Cradle to Grave Decision Making
You want to develop your decision makers so level 1 employees can become level 2 and level 2 
employees can be level 3.  To help with the development, it has to be clearly understood that 
when you take the application it is yours from start to finish. A level 1 employee cannot see the 
score and just pass it on to a level 2 or 3 employee.  They must handle it as if they were level 2 or 
3, interview the member, go over the member’s credit report, clear up any issues and build the 
loan if possible.  They must then present it to a level 2 or level 3 with a recommendation as to 
what they would do, including signing off on the loan.  If the level 2 or level 3 employee disagrees, 
they must then talk to the member and advise the member that they disagree with the level 1 and 
the decision is ultimately theirs and why they disagree.  The rationale behind this is we want level 
1 to start thinking like level 2 and 3 instead of just passing the application off.  They will never 
become level 2 or 3 unless they start thinking like them.

How long should any employee take becoming level 1, 2 or 3?
Level 1 = Any MSR, FSR, teller, etc… who has attended the University of Lending (U of L)    
would be eligible to be level 1 within 60 days of completing the course and making loan 
recommendations provided the recommendations are consistently good.
Level 2 = A level 1 can move up to level 2 within 12 to 18  months as long as management is 
comfortable with their decisions.
Level 3 = A level 2 employees can become a level 3 employees within 24 months provided their 
decisions are consistent and management is satisfied with their performance.

To Summarize:
Level 1 = Completion of U of L plus two months of solid performance.
Level 2 = Level 1 plus 12 to 18 months experience and good performance.
Level 3 = Level 2 plus 24 months with good performance.  This would be equivalent to three to 
four years of good decision making.



Be willing to take risk with long term members 
who have less than perfect credit, when they:

Give us all their business.
Have been active members for years.
Paid us even though they did not pay others.
Depend on us and need our help.
Are willing to pay a rate consistent with the risk the credit union is taking 
according to their score.

Before turning a member down the credit union must:

Start talking to the members and listen.
Ask the right questions, not just the questions on the application.
Get to know your members, they will open up to you if they believe you 
are really are trying to help.
Find out what they are driving.  Is it paid for?  Mileage and condition?  
Can it be used as collateral?  Do we have an opportunity to pay it off?
Find out the member’s motivation in applying, ask why now and why the 
credit union. Motivation is the key to making good loans.



Questions We Fail To Ask That 
Are Not On The Application:

The key is not only asking the right questions but how you ask them.

• What motivated the member to apply and why now?  (Motivation is key.)
• How did they get their last job?
• Do they like their job and why?
• Does the job like them and how do they know?
• What motivated them to buy a car now?
• How long did it take them to pick out the car they are buying?
• Do they know the value of the car they are buying?
• Do they have money to pay down?
• Do they have a trade-in?
• What’s the mileage and condition of their trade?
• Do they have insurance; if not what is it going to cost?
• How do they get around now, if they do not have a car?
• How long did they have the car they are trading in?
• If the member’s debt ratio is too high, how will they make the payments?  Do they even 

know what the required payment is?  What payment will their budget allow?
• If they never paid anyone or they struggle to pay on-time, what makes them think we 

would be comfortable in loaning them money?
• If they are loaded with unsecured debt and probably are not going to make it, will we still 

get paid if they go bankrupt.



On Marginal Loans With Members Who Have Less 
Than Perfect Credit, When Should You Take Risk?

The member should have a steady job that they like with a company that 
is dependable.
Their employer is not laying off and their job will likely continue.
Direct deposit or payroll deduction is a must if there is any evidence the 
member struggles to pay similar type loans on time.  While you cannot 
make this a condition of the loan, you can show the member why it 
makes a lot of sense.
The member gets high marks if they have paid or is currently paying a 
similar type loan.
Bankruptcy threat:  If the member has 30% or greater of their annual 
income in unsecured debt, then loan low book.  If they have little or no 
unsecured debt, loan high book plus 1 month’s gross income, provided 
the first three factors are in place.  This will help you recapture loans with 
sub-prime lender.
On D/E paper, a good guideline for a car loan is 50% of the member’s 
annual gross income.
If there is any question about the condition of the collateral then inspect 
the car if possible.
If you lost money due to bankruptcy, get over it.



Keys To Closing Marginal Loans

1. Make sure you have payroll deduction if you are at all concerned before you 
give the member their check.  The member may lose their motivation to get 
payroll deduction if they already have their money.  Credit unions who are 
willing to take risk, in their haste to make the loan, overlook the importance of 
getting payroll deduction or direct deposit upfront and usually lose money.

2. Enlarge the back of the contract regarding default and have that section 
laminated so the member can easily read it and understand it. 

3. Flag the account in the message field that the member fully understands the 
default section. 

4. Make sure the member knows you are taking risk and that you are excited 
about helping them and giving them a fresh start.

5. Let the member know you want to help them with all their future loan requests.
6. Be honest but do not be judgmental.
7. Advise the member the upside of paying on-time, higher score = lower rate.
8. Do not hesitate to pick up the car in the first 30 to 45 days of delinquency if 

the member is ignoring you and your attempts to collect the loan, 
repossession should not be a surprise if the loan was closed correctly.

9. Make sure you have a solid collection department and that they are on the 
same page as the lenders.



• I fail to make any payment when it is due.
• I break any promise, covenant or agreement or statement I have made to the Credit Union under 

this agreement or in any other agreement I have made with the Credit Union now or in the future.
• Any statement (oral or written) I make under this agreement or in connection with the agreement 

or in connection with any other agreement I have with the Credit Union is not true.
• I or any guarantor dies, becomes insolvent, files a petition for relief under any chapter of the 

Bankruptcy Code or for any reason is unable to pay their debts when due.
• A judgment is entered against me or any guarantor in any court.
• A writ of attachment, a lien, a writ of garnishment or any similar legal process is issued against me 

or any guarantor.
• Any loss, theft, or damage to any collateral given under this agreement should occur.
• If I fail to keep in force any insurance which is required under the terms of this agreement or any 

other agreement I have with the Credit Union now or in the future.
• Any collateral used to secure my payment of this agreement or any other agreement I have with 

the Credit Union now or in the future is moved to another county without the Credit Union’s prior 
written consent.

• I am in default under the provisions of any security agreement given to the Credit Union.
• Anything else happens which gives the Credit Union any reason to believe that my ability or 

willingness to pay the Credit Union is impaired or that any other loan account with the Credit 
Union is not adequately secured.  If I am pledging property as an Other Owner of Collateral, I will 
be in default if anyone who signed the Note is in default. 

A Member Is In Default If:

Make sure you have this laminated and easy to read.  The employee closing the loan should 
be upbeat and positive and let the member know that we are going over this because we do 
not want them to default and more importantly, we want to make them future loans.



How One Credit Union Has:

• Has for over five years continually outperformed their peer group 
with very strong R.O.A.s and last year exceeded 1.50% in spite of 
spending record amounts on training.  Their earnings just keep 
improving each year.

• Continually reached out to all their members.
• Changed their marketing strategy.
• Is not chasing low yielding vehicle loans.
• Has a remarkably low delinquency rate of .15%.  What makes this 

exceptional is many of their car loans are at 17.99%.  
• Made training and rewarding the employees their highest priority.  

They will be giving away five cruises and two trips to Las Vegas this 
upcoming November in addition to the lucrative incentives they are 
paying out.







• You do not have to chase the car loan business with rates 
lower than your home equity loans and work hard yet still lose 
money.

• One credit union decided they would do whatever it takes to 
get the dealer business.

• They had record loan growth and their gross loan yield and 
gross income went down.

Do Not Be Influenced By What Others Are 
Doing When It Does Not Make Sense



A Credit Union That Wanted All The 
Indirect Dealer Business

12/2004 12/2005 Growth 
Loans Outstanding 420,000,000 502,000,000 82,000,000
Loan Income 28,500,000 28,000,000 (-500,000)

Point:  The credit union was determined to get the lions share 
of the dealers business and they did.  They had loans from as 
low as 2.99%.  There is no question the dealers will love you 
but who is really making the money.  Credit unions are 
artificially keeping rates low by competing with each other.  
Credit unions have to learn to compete but not just on price.  
Teach your employees to sell to the payment.  You should offer 
your members a very competitive rate but not to the point 
where you are losing money.



Top 25 credit union R.O.A.s for one of the 
largest states in the USA for the year ending 

December 31,2005
Rank R.O.A

1 1.58%
2 1.22%
3 1.14%
4 0.99%
5 0.98%
6 0.95%
7 0.93%
8 0.93%
9 0.92%

10 0.92%
11 0.92%
12 0.91%
13 0.86%

Rank R.O.A
14 0.80%
15 0.75%
16 0.74%
17 0.74%
18 0.72%
19 0.64%
20 0.55%
21 0.52%
22 0.45%
23 0.36%
24 0.35%
25 -0.03%

Average 0.79%

Median 0.86%

Where would credit unions be without courtesy pay.  Start pricing loans the right way.

(We do not 
think we have a 
problem.)



Compare Credit Union Rates to Banks
Sunday April 16, 2006

Access Credit Union 10% 4.75% 5.00% 5.50% No fee, must be a member
Amalgamated Bank 10% 7.00% 7.25% 7.50% No fee.
AmCore Bank 10% 6.95% 6.95% 6.95% $75 fee.

BankFinancial 10% 8.00% 8.25% 8.50%
Quarter point discount with 
automatic debit, no fee

Bridgeview Bank 10% 7.25% 7.75% 7.95%
Quarter point discount with 
automatic debit

Central CU of Illinois 10% 4.99% 5.24% 5.49%
Range: 4.69-9.19%, no 
fee, must be a member

Chase/IN 10% 7.04% 7.04% 7.04%

Range:  7.04-8.55%, half-
point discount w/ auto 
debit, $75 fee

DuPage CU 10% 6.29% 6.59% 6.59% No fee, range: 5.79-6.59%

Fifth Third Bank 10% 6.69% 6.69% 6.69%

Range: 6.69-9.69%, 
quarter-point discound w/ 
auto debit, $165 fee

First American Bank 10% 6.75% 6.75% 6.75% No fee

First Midwest Bank 10% 6.89% 6.89% 6.89%
Range:  6.89-9.89%, $100 
fee

Founders Bank 10% 6.75% 7.00% 7.25%
Quarter-point discount 
automatic debit, no fee

Glenview CU 10% 5.44% 5.44% 5.44%
Quarter-point discount 
automatic debit, no fee

Glenview State Bank 10% N/A N/A N/A Req 15% down

Harris National Assn. 10% 7.25% 7.25% 7.25%
Quarter-point discount 
automatic debit, no fee

LaSalle Bank 10% 7.25% 7.50% 7.50% No fee

MB Finanical Bank 10% 6.00% 6.25% 6.50%
Quarter-point discount 
auto debit, $30 fee

National City Bank 10% 7.14% 7.14% 7.14%
Quarter-point discount w/ 
auto debit, $100 fee

Norstates Bank 10% N/A N/A N/A Req 20% down

Northern Trust CO. 10% 6.50% 6.75% 7.00%
Half-point discount with 
automatic debit, no fee

NorthStar CU 10% 5.75% 5.75% 6.00%

Range: 5.75-15.25%, 
quarter-point discount w/ 
automatic debit

Oak Trust CU 10% 5.75% 5.75% 5.75%
Quarter-point discount w/ 
automatic debit

Think FCU 10% 5.75% 5.75% 5.75% No fee, must be a member

US Bank 10% 7.40% 7.74% 7.74%
1-point discount w/ 
automatic debit, $75 fee

West Suburban Bank 10% 6.49% 6.49% 6.49% No fee

Source:  Bank Rate Monitor, North Palm Beach, FL  34408

5-YR Term Fees, Conditions

New-Car Loan Rates

Here is what Chicago-area institutions were charging April 11 on new car loans, according to Bank Rate 
Monitor.  Loans are for $22,000 with a 10 percent down payment.  Rates are fixed, unless otherwise 
noted, and may vary upon branch location or customer 

Lenders
Down 
Payment 3-YR Term 4-YR Term



RANGE GRADE OF PAPER
24 Mo 36 Mo 48 Mo 60 Mo 72 Mo 84 Mo

Suggested Floor Rate 5.50 5.75 6.00 6.25 6.50 6.75
730+ Platinum 6.50 6.75 7.00 7.25 7.50 7.75
680 - 729 A 7.00 7.25 7.50 7.75 8.00 8.25
640 - 679 B 8.00 8.25 8.50 8.75 9.00 9.25
600 - 639 C 9.50 9.75 10.00 10.25 10.50 10.75
550 - 599 D 13.00 13.25 13.50 13.75 14.00 n/a
549 or less E 17.00 17.25 17.50 17.75 n/a n/a

Note:    1.  Add 1% to above rates on model years 2003-2004.
            2.  Add 2% to above rates on model years 2000-2002.
            3.  Add 3% to above rates on model years 6 years and older.  Note:  FCU's cannot exceed 18%
            4.  On big ticket items, Boats, RV's, etc., consider amortizing these loans for 10-15 years with a 5 year balloon payment.

SCORE GRADE
730+ Platinum Prime - 1.50% 6.25%
680 - 729 A Prime - 1.0% 6.75%
640 - 679 B Prime - .50% 7.25%
600 - 639 C Prime + .50% 8.25%
550 - 599 D Prime + 1.5% 9.25%
549 or less E Prime + 2.5% 10.25%

Maximum Amount
Appraisal
Title/Property Ins.
Payments Offer the same rates as variable (above) with a 15 year amortization and a five year balloon.
Fees Try to offer no fees of any type, fees are a barrier.
Draw Down Member must take initial draw of $5,000, subsequent advances must be $500
Marketing Market lowest rate, lowest payment, interest only payments, no fees.

Full Appraisal
Title Search

AppraiseIt.com or No Appraisal
No Title Search

Drive By
Title Search

UNDERWRITING GUIDELINES
Over $100,000 $75,000 - $100,000 $75,000 & Under

10.25% 11.25% n/a
11.25% 12.25% n/a

8.25% 9.25% n/a
9.25% 10.25% n/a

7.25% 8.25% n/a
7.75% 8.75% n/a

18.00%
18.00%

HOME EQUITY PRODUCT        (Prime = 7.75%)
To 80% To 90% To 100% To 125%

9.25%
11.25%
13.25%
15.25%

SUGGESTED INTEREST RATE STRUCTURE
FOR RISK-BASED LENDING AS OF 4-25-06

RATES

All Unsecured Loans (Autos, Boats, Motorcycles, etc.)
RATES All Secured Non-Real Estate Loans



SCORE GRADE
730+ Platinum Prime - 1.50% 6.25%
680 - 729 A Prime - 1.0% 6.75%
640 - 679 B Prime - .50% 7.25%
600 - 639 C Prime + .50% 8.25%
550 - 599 D Prime + 1.5% 9.25%
549 or less E Prime + 2.5% 10.25%

SCORE GRADE
730+ Platinum Prime - .50% 7.25%
680 - 729 A Prime 7.75%
640 - 679 B Prime + .50% 8.25%
600 - 639 C Prime + 1.5% 9.25%
550 - 599 D Prime + 2.5% 10.25%
549 or less E Prime + 3.5% 11.25%

SCORE GRADE
730+ Platinum Prime + .50% 8.25%
680 - 729 A Prime + 1.0% 8.75%
640 - 679 B Prime + 1.5% 9.25%
600 - 639 C Prime + 2.5% 10.25%
550 - 599 D Prime + 3.5% 11.25%
549 or less E Prime + 4.5% 12.25%

FIXED HOME EQUITY PRODUCT – 0 to 5 year
To 80% To 90% To 100% To 125%

7.25% 8.25% n/a
7.75% 8.75% n/a
8.25% 9.25% n/a
9.25% 10.25% n/a

10.25% 11.25% n/a
11.25% 12.25% n/a

FIXED HOME EQUITY PRODUCT – 6 to 10 year
To 80% To 90% To 100% To 125%

8.25% 9.25% n/a
8.75% 9.75% n/a
9.25% 10.25% n/a

10.25% 11.25% n/a
11.25% 12.25% n/a
12.25% 13.25% n/a

FIXED HOME EQUITY PRODUCT – 11 to 15 year
To 80% To 90% To 100% To 125%

9.25% 10.25% n/a
9.75% 10.75% n/a

10.25% 11.25% n/a
11.25% 12.25% n/a
12.25% 13.25% n/a
13.25% 14.25% n/a



Rates For All Vehicles Loans Should 
Reflect The Following

Interest Rate Risk is defined by the credit unions ability to change 
rates in a rising interest rate environment.  As an example, if the 
credit union is offering a 30 year fixed rate mortgage at 5.5% and 
rates start to escalate.  The borrower will most likely not move and 
the credit union cannot increase their yield; although the credit union 
is having to pay substantially more for deposits.  
Liquidity Risk occurs when the demand for loans far exceeds the 
rate of growth in deposits and the credit union simply runs out of 
money.
Default Risk is measured by risk score which suggests the 
probability of the member will make their payments on-time.
Credit unions deal with the above risk by implementing risk-based 
pricing, tiering their rates and by asset liability management in 
keeping a large enough spread to ensure paying competitive rates, 
which makes money available for loans.
Collateral Risk up until now, credit unions offered the same rate on a 
vehicle loan on loans 80% LTV as they do for loans 125% LTV.   We 
are proposing the following change.



Other Rate Considerations on 
Vehicle Loans

Loan to Value based on retail value.

Below 80% LTV 80-94% 95-104%       105-114% 115-124%          125%+
6.25% 6.75% 7.25% 7.75% 8.25% 8.75%

**Based on A+ paper for 60 months.

The argument for doing the above adjustments is there is no 
question that a credit union is taking substantially more risk in 
financing 125% LTV versus below 80% LTV.



When “A” Paper Is Not “A” Paper

• How to really read and understand what the credit report is 
telling you.



David XXXXXXX                     SS: xxx-xx-xxxx     E: 
123 Main Street DOB:  07*01/59   
Anytown, USA  12345
RPTD:  
------------------------------------------------------------------------------ PROFILE SUMMARY -----------------------------------------------------------
PUBLIC RECORDS-------0    PAST DUE AMT--------$0 INQUIRIES----10 SATIS ACCTS-----47
INSTALL BAL-------$28,060 SCH/EST PAY------$1500 INQS/6 MO-----0  NOW DEL/DRG----0
R ESTATE BAL--- $67,320 R ESTATE PAY---- $644 TRADELINE--48  WAS DEL/DRG----1
TOT REV BAL----- $24,761 TOT REV AVAIL----56%  PAID ACCT----29 OLD TRADE----7-94
-------------------------------------------------------------------------------- SCORE SUMMARY ------------------------------------------------------------

EXPERIAN/FAIR, ISAAC SCORE = 662
SCORE FACTORS:  10, 13, 01, 14
------------------------------------------------------------------------------------- TRADES -----------------------------------------------------------------------
Subscriber    Open Amt-Type1 Amt-Type2 AcctCond Acct Status
Subscr #  KOB  Type Term ECOA Bal Date Balance Status Date Mos Rev Pymt History
Account # Last Pd Month Pay $Past Due Maximum    By Month

*Discover Fin Svs LLC 12-01 $6,000 – L CRCDLost CURR ACCT
xxxxxxx  BC    CRC  REV     1 10-22-04 10-04 (24) B000000000000
xxxxxxxxxxxxxxxxx 000000000000
**Credit card lost or stolen

*First USA Bank 9-01 $12,908 – H CRCDLost CURR ACCT
xxxxxxx  BC    CRC  REV    1 10-13-04 10-04 (37) B0CCCCCCCCCCCC
xxxxxxxxxxxxxxxxx CCCCCCCCCCCCC
** Credit card lost or stolen

*CITI 5-95 $4,310 – L Closed CURR ACCT
xxxxxxx  BC    CRC  REV    1 6-30-02 4-01 (69) B0000------00
xxxxxxxxxxxxxxxxx 5-01 0CCCCCCCCCCC
**Account closed at consumer’s request

CITI 11-99 $300-L Paid CURR ACCT
xxxxxxx  BC    CRC  REV    1 3-14-06 3-06 (76) BCCCCCCCCCCC
xxxxxxxxxxxxxxxxx 10-05 CCCCCCCCCCCC
**Account closed at consumer’s request

*Chase 6-01 $5,000 – L $5,363-H Open CUR was 30-2
xxxxxxx  BC    CRC  REV    1 2-18-06 $434 7-05 (57) CCCCCCCC1CCC
xxxxxxxxxxxxxxxxx 2-06 $11 CCCCCCCC1CCC
**Account closed at consumer’s request

MBNA America 3-97 $12,500 – L $12,678 - H Open CURR ACCT
xxxxxxx  BC    CRC  REV    1 3-14-06 $11,367 3-06 (99) CCCCCCCCCCC
xxxxxxxxxxxxxxxxx 3-06 $307 CCCCCCCCCCCC

Could B-U CU 3-05 $6,948 – O Open CURR ACCT
xxxxxxx  FC  UNS  36         1 3-13-06 $5,174 3-06 (12) CCCCCCCCCCCC
xxxxxxxxxxxxxxxxx 2-06 $262

Our rate is too low!!!  5.24%  “B” Paper.  Income = %5897.65



Subscriber    Open Amt-Type1 Amt-Type2 AcctCond Acct Status
Subscr #  KOB  Type Term ECOA Bal Date Balance Status Date Mos Rev Pymt History
Account # Last Pd Month Pay $Past Due Maximum    By Month

GEMB/Mervyns 1-02 $700 – L $228 - H Open CURR ACCT
xxxxxxx  DC    CHG  REV     1 3-09-06 $0 2-06 (26) N0000000000CC
xxxxxxxxxxxxxxxxx 4-05 CC0000000000

HSBC NV 1-05 $750 – L $828 – H Open CURR ACCT
xxxxxxx  BC    CRC  REV     1 2-28-06 $146 2-06 (14) CCCCCCCCCCCC
xxxxxxxxxxxxxxxxx 2-06 $15 C
**Account information disputed by consumer

Chevron Credit Bank 6-00 $700 – L $630 – H Open CURR ACCT
xxxxxxx  OC    CRC  REV    1 2-28-06 $119 2-06 (69) CCCCCCCCCCCC
xxxxxxxxxxxxxxxxx 2-06 $10 CCCCCCCCCCCC

WFFinance 5-05 $1,073 – O Open CURR ACCT
xxxxxxx  FP    NTE  36        1 2-28-06 $252 2-06 (10) CCCCCCCCCC
xxxxxxxxxxxxxxxxx 2-06 $37 

Cap One BK 7-03 $3,927 - H Open CURR ACCT
xxxxxxx  BC   CRC  REV    1 2-23-06 $3,861 2-06 (32) CCCCCCCCCCCC
xxxxxxxxxxxxxxxxx 2-06 $115 CCCCCCCCCCCC

Bank of America 8-03 $7,500 – L $7,705 - H Open CURR ACCT
xxxxxxx  BC    CRC  REV   1 2-18-06 $7,705 2-06 (30) CCCCCCCC00000C
xxxxxxxxxxxxxxxxx 1-06 $220 CCCCCCCCCCCC

Discover Fin Svs LLC 12-01 $6,500 – L $6,648 - H Open CURR ACCT
xxxxxxx  BC    CRC  REV   1 2-17-06 $0 2-06 (50) 0CC0CCCCCCCCCC
xxxxxxxxxxxxxxxxx 1-06 $10 CCCCCCCCCCCC 

Nordstrom FSB 12-02 $600 – L $3,119 - H Open CURR ACCT
xxxxxxx  DC   CHG  REV    1 2-17-06 $276 2-06 (39) CC00CCCCCCCCCC
xxxxxxxxxxxxxxxxx 10-05 $20 CCCCCCCCCCCCC

Direct Merchants Bank 8-04 $1,900 – L $1,945 - H Open CURR ACCT
xxxxxxx  BC   CRC   REV   1 2-15-06 $853 2-06 (18) CCCCCCCCCCCCC
xxxxxxxxxxxxxxxxx 12-05 $18 CCCC

ESB/Harley Davidson CR 9-04 $25,592 – O Open CURR ACCT
xxxxxxx  FF    AUT  84       1 2-15-06 $22,634 2-06 (18) CCCC---CC----C
xxxxxxxxxxxxxxxxx 2-06 $465 CCC-C

Why not payoff?   

Total payments = $39060.  They make $13,468.

Do you think the member is rate sensitive?

How did Harley Davidson sell their rate?

I want to be Harley Davidson!



Kathleen XXXXXXX                     SS: xxx-xx-xxxx E: 
123 Main Street DOB:  01/31/59   
Anytown, USA  12345
RPTD:  
------------------------------------------------------------------------- PROFILE SUMMARY -----------------------------------------------------------
PUBLIC RECORDS-------0    PAST DUE AMT--------$0  INQUIRIES-------4 SATIS ACCTS-----26
INSTALL BAL------------N/A SCH/EST PAY------$881  INQS/6 MO-------3  NOW DEL/DRG----0
R ESTATE BAL---------N/A R ESTATE PAY---- N/A TRADELINE----26  WAS DEL/DRG-----0
TOT REV BAL----- $45,069 TOT REV AVAIL----17%  PAID ACCT----15 OLD TRADE-----6-86
-------------------------------------------------------------------------- SCORE SUMMARY ------------------------------------------------------------
EXPERIAN/FAIR, ISAAC SCORE = 770
SCORE FACTORS:  10, 01, 04, 05
------------------------------------------------------------------------------ TRADES -----------------------------------------------------------------------
Subscriber    Open Amt-Type1 Amt-Type2 AcctCond Acct Status
Subscr #  KOB  Type Term ECOA Bal Date Balance Status Date Mos Rev Pymt History
Account # Last Pd Month Pay $Past Due Maximum    By Month

*ConsecoFin 10-00 $573 – L $574 - H Transfer CURR ACCT
xxxxxxx FP    CHG  REV 1 6-30-03 6-03 (33) B000000000000
xxxxxxxxxxxxxxxxx 000000000000
**Purchased by another lender

*WFNNB/Limited 11-01 $1,000 – L $312 - H Closed CURR ACCT
xxxxxxx ZR    CHG  REV 1 1-15-04 $0 1-04 (27) B0CCCCCCCCCCCC
xxxxxxxxxxxxxxxxx 8-03 CCCCCCCCCCCCC
** Account closed at consumer’s request

*WFNNB/Express 10-99 $1,000 – L $130 - H Closed CURR ACCT
xxxxxxx CG   CHG  REV 1 1-15-04 $0 1-04 (52) B0000------00
xxxxxxxxxxxxxxxxx 6-01 0CCCCCCCCCCC
**Account closed at consumer’s request

*FNANB 12-92 $3,900 - L $3,524 – H Closed CURR ACCT
xxxxxxx BC    CRC  REV 1 1-17-00 $0 4-99 (86) BCCCCCCCCCCC
xxxxxxxxxxxxxxxxx 10-05 CCCCCCCCCCCC
**Account closed at consumer’s request

*First USA Bank 1-93 $7,000 – L $3,600 – H Closed CURR ACCT
xxxxxxx BC    CRC  REV 1 7-27-97 $0 7-97 (56) B000000000000
xxxxxxxxxxxxxxxxx 0000000000000
**Account closed at consumer’s request

“A” paper.  Do you really believe she is “A” paper?

Total unsecured debt 
between David and Kathleen 
= $69,830



GEMB/Gap 10-00 $1,800 – L $948 – H Open CURR ACCT
xxxxxxx FF    CHG  REV 1 3-15-06 $0 3-06 (77) 000000000000
xxxxxxxxxxxxxxxxx 12-04 000000000000

Bank of America 11-98 $20,000 – L $20,079 – H Open CURR ACCT
xxxxxxx BC    CRC  REV 1 3-06-06 $19,981 3-06 (51) CCCCCCCCCCCC
xxxxxxxxxxxxxxxxx 3-06 $226 CCCCCCCCCCCC

First Hawaiian Bank 5-95 $13,000 – L $13,119 – H Open CURR ACCT
xxxxxxx BI    C/C  LOC 1 2-28-06 $12,886 2-06 (99) CCCCCCCCCCCCC
xxxxxxxxxxxxxxxxx 2-06 $328 CCCCCCCCCCCCC

WFFB/New York & Co. 7-01 $930 - L $705 – H Open CURR ACCT
xxxxxxx CG   CHG  REV 1 2-23-06 $62 2-06 (56) CCCCCCCCCCCC
xxxxxxxxxxxxxxxxx 12-05 $10 CCCCCCCCCCCC

Bank of America 5-05 $12,000 – L $12,075 - H Open CURR ACCT
xxxxxxx BC    CRC  REV 1 2-23-06 $11,956 2-06 (56) CCCCCCCCCCCCC
xxxxxxxxxxxxxxxxx 2-06 $302 CCCCCCCCCCCCC

Macys/FDSB 12-97 $1,100 – L $1,075 - H Open CURR ACCT
xxxxxxx DC   CHG  REV 1 5-18-05 $184 5-05 (90) CCCCCCCCCCCC
xxxxxxxxxxxxxxxxx 5-05 $5 CCCCCCCCCCCC 

All things being equal both members should of scored in 
the 800s.  They are not even close.



Who Do You Want To Be?

• Credit Union invested $41,202 at 5.24% for 60 months.
(Loan income = $5897.65).

• Credit Union could have easily charged 8.75% and would 
have earned an additional $4,092.

• Harley Davidson loaned $25,592 at 13% for 84 months and 
earned $13,468.

• Credit union should hired Harley Davidson’s F&I people.



Members should not have to be homeowners to get a 
debt consolidation loan.  With bank credit cards 

minimum payments increasing from 2 to 4%, credit 
unions have a real opportunity.

When to approve a signature debt consolidation
loan, Say “yes” if:

• Credit history goes back a number of years and has substance.
• Job and residence stability are solid.
• There are few inquiries for new credit. 
• The member has few new trade lines.
• There is evidence the member will agree to shorter terms.
• The member is willing to pay more than the minimum payments and 

wants to get out of debt, not a quick fix.
• The member has a checking account and handles it well.

Point:  Many members would like to consolidate their credit card debt 
because of the increased payments, yet they are not homeowners. 
There has never been a better time for signature debt consolidation 
loans.  You should do an all out marketing campaign right now, members 
need help.  



First Time/Young Borrowers 
Underwriting Guidelines

1. Know something positive about your member:
2. Are their parents members?
3. What was their motivation?
4. Is this the first car they have ever purchased from a dealer?
5. Do they know or did they look up the value of the car they 

are buying?
6. Do they have a commitment for insurance?
7. Do they know the cost of insurance?



8. Where is their checking and savings account?
9. How much money have they saved to put down?
10. What is their level of education?
11. How did they get their last job, did they know someone?
12. What is their performance evaluation like?
13. Do they like their job?
14. The loan request should not exceed 50-75% of the 

member’s gross annual income.
15. Direct deposit if possible.
16. Payment protection plan strongly encouraged.
17. Try to get equity by having the member make a down 

payment on the vehicle.



Policies that May Be 
Costing You Loans

• Unwillingness to loan money to members who have 
caused you a loss due to bankruptcy.

• Down payment requirements on D/E paper.
• Income verification.
• Debt ratios.
• Policies on excessive unsecured debt.
• Requirements to payoff collections or delinquent credit 

obligations.



New Approach to Bankruptcy

• Credit unions need to rewrite their policy on bankrupt 
members who caused them a loss to no longer deny them 
services or loans.  This policy has been in effect way too long.  
Understand the member is basically following their attorney’s 
advice and because we are angry that we lost money, we are 
now forcing the member to go elsewhere to get all their loans.  

• In most cases, with the increased rate you will be charging the 
member because of their low risk score after bankruptcy, you 
will recover the money you lost on the first loan you make the 
member after bankruptcy.  What credit unions are not 
considering is how many future loans they can get from this 
member; however, by turning the member down and 
withholding all services from the member we lose them 
forever and any opportunity to ever recoup our losses.



Bankrupts can be like 
nuggets of gold to a 
credit union’s bottom 
line.





Relationship Lending Has To Become 
Your Focus For 2006 and Years To Come

Your Employees Need to:

• Get excited about the opportunity to help the member.
• Share the moment with the member, compliment the member 

on at least two positive things the member has done.
• Go over the member’s credit report and always review the 

positive credit first.
• Tell the member what you can do versus what you cannot do.
• Smile at the member, be positive.
• Try to build the loan.
• Make sure the member will come back even if you were not 

able to make the loan.
• Give the member a reason to like you.



VantageScore



How VantageScores Compare to the 
Recommended Fair Isaac Scores That 

Credit Unions Currently Use for Pricing

Fair Isaacs
• 730+ = A+
• 680-729 = A
• 640-679 = B
• 600-639 = C
• 550-599 = D
• 549&Below     = E

VantageScore
• 901-990 = A

• 801-900 = B
• 701-800 = C
• 601-700 = D
• 501-600 = F

If you were going to use VantageScore versus Fair Isaacs:
1) Run a side by side comparison for 30 days.                  

2) Separate the recommended VantageScore for “A” paper into two categories: 

• 901-944 = “A” paper 

• 945-990 = “A+” paper or platinum paper



VantageScore tends to break their models down into:

• Accounts with no activity and types of accounts such as:

o Bankcards, revolving accounts.
o Auto accounts.
o Retail revolving.
o Finance companies.
o Real estate, mortgages.
o Installment accounts.

How VantageScores Are Separated



Code Score factor code description
00 No usable accounts
01 No open accounts
02 No accounts with valid credit amount
03 No recently reported accounts
04 No presently rated accounts
05 No rated accounts
06 No open, rated accounts
07 No recently opened, rated accounts
08 No accounts with a valid open date
09 No open accounts with a balance
10 No usable installment accounts
11 No open installment accounts
12 No installment accounts with valid credit amount
16 No open, rated installment accounts
17 No recently opened, rated installment accounts
20 No usable revolving accounts
21 No open revolving accounts
22 No revolving accounts with a valid credit amount
28 No revolving accounts with a valid open date
30 No usable bankcard accounts
31 No open bankcard accounts
32 No bankcard accounts with a valid credit amount
33 No recently reported bankcard accounts
35 No rated bankcard accounts
36 No open, rated bankcard accounts
40 No usable auto accounts
45 No rated auto accounts
46 No open, rated auto accounts
50 No usable real estate accounts
51 No open real estate accounts
52 No real estate accounts with valid credit amount
55 No rated real estate accounts
60 No usable retail revolving accounts
61 No open retail revolving accounts
62 No retail revolving accounts with a valid credit amount
90 Too few accounts
91 Presence of a bankruptcy
1A No recently rated installment accounts
2A No recently rated revolving accounts
2B No recently opened revolving accounts
3A No recently rated bankcard accounts
4A No recently rated auto accounts
5A No recently rated real estate accounts
AA Too few auto accounts consistently paid on time
AB Too few auto accounts with no severe delinquency
AC Too many auto accounts with severe delinquency/derogstatus

Code Score factor code description
AD Worst status on auto accounts is delinquent/derog
AE Worst status in recent months on auto accounts is delinquent/derog
AF Worst present status on open auto accounts is delinquent
AG Newest delinquency/derog status on auto accounts is too recent
BA Too many recently opened bankcard accounts
BB Too many open bankcard accounts
BC Too many open bankcard accounts, open for at least six months
BD Too many open bankcard accounts with a balance
BE Too many open bankcard accounts with a high balance
BF Too many bankcard accounts with high utilization
BG Too few open bankcard accounts, open for at least six months
BH Too few bankcard accounts consistently paid on time
BJ Too many bankcard accounts with delinquency/derog status in recent months
BK Worst status on bankcard accounts is delinquent/derog
BL Worst status in recent months on bankcard accounts is delinquent/derog
BM Worst present status on open bankcard accounts is delinquent
BN Sum of balances on bankcard accounts is too high
BP Available credit on open bankcard accounts is too low
BQ Average credit amount on open bankcard accounts is too low
BR Maximum credit amount on open bankcard accounts is too low
BS Open bankcard account balance/credit amount ratio is too high
BT Too high proportion of bankcard accounts were opened recently
BU Too high proportion of bankcard accounts recently delinquency/derog
BV Too high proportion of balances from open bankcard accounts
BW Too high proportion of bankcard accounts have high utilization
CA Too many collection agency accounts with an amount greater than $250
CB Too many unpaid collection agency accounts
CC Too many collection agency accounts
CD Too many recent collection agency accounts
CE Presence of a collection agency account
CF The sum of balances on collection agency accounts is too high
CG Time since youngest collection agency account opened is too recent
CH Too high proportion of collection agency accounts were opened recently
CJ Too high proportion of collection agency accounts are unpaid
DA Too many open retail revolving accounts with a balance
DB Too many retail revolving accounts with high utilization
DC Too few retail accounts with no severe delinquencies
DD Sum of balances on open retail revolving accounts is too high
DE Open retail revolving account balance/credit amount ratio is too high
FA Too many finance company accounts
FB Too many open finance company accounts
IA Too many recently opened installment accounts
IB Presence of presently delinquent/derog installment accounts
IC Presence of severe delinquency/derog status on an installment account
ID Worst status on installment accounts is delinquent/derog
IE Worst status in recent months on installment accounts is delinquent/derog

Score Factor Code Descriptions



Code Score factor code description
IF Worst status on recently opened installment accounts is delinquent/ derog
IG Worst present status on open installment accounts is delinquent
IH Sum of balances on delinquent/derog installment accounts is too high
IJ Sum of credit amounts on open installment accounts is too low
IK Average credit amount on open installment accounts is too low
IL Amount paid down on open installment accounts is too low
IM Newest delinquency/derog status on installment accounts is too recent
IN Open installment account balance/credit amount ratio is too high
IP Too high proportion of balances from open non-installment accounts
MA Too few open real estate accounts
MB Too few real estate accounts with no severe delinquencies
MC Worst status in recent months on real estate accounts is delinquent/derog
MD Worst present status on open real estate accounts is delinquent
ME Average credit amount on open real estate accounts is too low
MF Amount paid down on open real estate accounts is too low
MG Too low proportion of accounts are real estate accounts
PA Too many public record judgments/tax liens
PB Too many recent public record judgments/tax liens
PC Too many unsatisfied public record judgments/tax liens
PD Too many public record bankruptcy filings
PE Newest public record judgment/tax lien is too recent
PF Presence of public record judgment/tax lien since bankruptcy filing
PG Too high proportion of public record judgments/tax liens are unsatisfied
Q0 Number of inquiries was also a factor, but effect was not significant
QA Too many recent inquiries
QB Too many inquiries
RA Too many open revolving accounts
RB Too few revolving accounts with a high credit amount
RC Too many revolving accounts with high utilization
RD Presence of presently delinquent/derog revolving accounts
RE Too many revolving accounts with delinquency/derog status
RF Worst status of any revolving account is delinquent/derog
RG Worst status in recent months on revolving accounts is delinquent/derog
RH Worst status on recently opened revolving accounts is delinquent/derog
RJ Sum of balances on revolving accounts is too high
RK Average balance on open revolving trades is too high
RL Available credit on open revolving accounts is too low
RM Sum of balances on delinquent/derog revolving accounts is too high
RN Average credit amount on open revolving accounts is too low
RP Time since oldest revolving account opened is too recent
RQ Time since youngest revolving account opened is too recent

Code Score factor code description
RR Average time since revolving accounts opened is too recent
RS Newest delinquency/derog status on revolving accounts is too recent
RT Open revolving account balance/credit amount ratio is too high
RU Recently opened revolving account balance/credit amount ratio is too high
RV Too high proportion of revolving account delinquencies/derogs are recent
RW Too high proportion of recently opened accounts are revolving accounts
RX Too high proportion of balances from open revolving accounts
RY Too high proportion of revolving accounts have high utilization
T0 Too high proportion of account delinquencies/derogs are recent
T1 Too low proportion of accounts paid on time in recent months
T2 Too low proportion of accounts with no recent severe delinquency
T3 Too high proportion of accounts recently delinquency/derog
TA Too many recently opened accounts
TB Too few recently reported accounts presently current
TC Too many recently reported accounts presently delinquent/derog
TD Too few accounts paid on time in recent months
TE Presence of presently delinquent/derog accounts
TF Too many open accounts presently delinquent
TG Too many recently opened accounts with delinquency/derogstatus
TH Too many accounts with a bankrupt status
TJ Too many accounts with delinquency/derog status in recent months
TK Worst status on accounts is delinquent/derog
TL Worst status on recently opened accounts is delinquent/derog
TM Worst present status on open accounts is delinquent
TN Worst present status on recently opened, open accounts is delinquent
TP Worst present performance on accounts is delinquent/derog
TQ Open account balance/credit amount ratio is too high
TR Sum of balances on delinquent/derog accounts is too high
TS Time since oldest account opened is too recent
TT Time since youngest account opened is too recent
TU Average time since accounts opened is too recent
TV Newest delinquency/derog status on accounts is too recent
TW Presence of delinquency/derog status since bankruptcy filing
TX Ratio of accounts consistently paid on time to all accounts is too low
TY Too high proportion of accounts are in delinquency/derog status
TZ Too high proportion of accounts were opened recently
-- No adverse action applied

Score Factor Code Descriptions
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• A single model available from all three CRCs
• Only generic model developed on data from all three 

CRCs at the same point in time 
• Early testing reveals strong predictive capability and 

consistent performance across all CRCs
• Unique development techniques resulted in three 

patent applications
• Synchronized model developments and releases
• Single source for customer support
• Specific codes for unscoreables
• Scorecard identifier returned with score

Key Messages



Multiple scorecards produce a more robust model that 
exhibits enhanced predictive power

• Score card segmentation measures degree of risk
• Use of scorecard segmentation technique

– Reduces shifting between scorecards
– Results in a more stable score
– Improves performance across prime/near-prime/sub-

prime credit markets
• Inquiry characteristics are not used to determine score card
• Scorecard ID can be used to enhance decision making or 

assist in isolating populations of interest

Scorecard Segmentation Benefits



Development Population

Previous Bankruptcy No Bankruptcy

1 Lower risk

2 Higher Risk

Thin <== 2 Trades Full >2 Trades

3 Lower Risk

4 Higher Risk

Highest Risk Higher Risk Lower Risk Lowest Risk

5 BK Profile

6 Bad Risk Profile

7 BK Profile

8 Bad Risk Profile

9 BK Profile

10 Bad Risk Profile

11 BK Profile

12 Bad Risk Profile

Development Population

Previous Bankruptcy No Bankruptcy

1 Lower risk

2 Higher Risk

Full >2 Trades

3 Lower Risk

4 Higher Risk

Highest Risk Higher Risk Lower Risk Lowest Risk

5 BK Profile

6 Bad Risk Profile

7 BK Profile

8 Bad Risk Profile

9 BK Profile

10 Bad Risk Profile

11 BK Profile

12 Bad Risk Profile

Segmentation Score Segmentation Score

Segmentation Score

Scorecard Segmentation
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Validation Results



Questions that Credit Unions Need Answers To:

1. Will credit bureaus continue to other both Fair Isaac and VantageScore on the 
same reports?

2. If credit unions subscribe to both scores will their cost double?
3. When member’s get their own credit report and score by going online to the credit 

bureaus, will they get only the VantageScore or both.
4. Will smaller delinquencies, regardless of how recent, carry less weight than larger 

delinquencies.
5. Would a “90 day” current small delinquency carry more or less weight than a “30 

day” large current delinquency.
6. Do bankcards and department store accounts have the same impact on a score, 

either positive or negative, or bankcards carry more weight.
7. Fair Isaac broke down their score as follows:

35% Payment History
30% Capacity
15% Length of Credit History
10% Accumulation of Debt
10% Mix of Credit (Revolving, installment and mortgage)
Will VantageScore break it down the same way?







<Rex Johnson’s Online Institute>
Webinar #10 – VantageScore vs. Fair Isaac 
Tuesday, July 25th, 2006 – 1 p.m.
Hosted by Lending Solutions Consulting, Inc
with Special Guests, TransUnion VantageScore Experts

● More Validations Comparing VantageScore & FICO
● More Specifics on How VantageScore was Developed
● How VantageScore Works
● Why VantageScore May Be a Better Option than Fair Isaac
● How to Implement VantageScore

**Register by June 30, 2006 to receive the Early Bird Discount of $295.00.  (After June 30, 2006,
the cost will be $349).  Call Now:  800.937.4249 or visit our website at:  www.rexcuadvice.com

Don’t Snooze!!!  Sign Up for our 

Early Bird Special…Only $295!!!


