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With a goal of helping mainstream financial institutions help the underserved gain access to affordable
credit and other essential financial products without compromising their own profitability, the National
Credit Union Foundation, Filene Research Institute, and the Ford Foundation partnered together to test
the Non-Prime Auto Loan within Filene’s Accessible Financial Services Incubator. The Incubator provided
a way to test, package, and deliver viable financial products designed to address the needs of the
underserved community.
 
This feasibility study highlights the key components and lessons learned from the research completed in
the Incubator, demonstrating that the non-prime auto loan market is an untapped opportunity for
success for both the credit union and the end consumer. The primary lessons learned can be
summarized as follows:
 

Executive Summary

1  There is a strong market opportunity now and in the future
The vast majority of Americans drive to work. Cars can provide convenience, flexibility, safety, and
the opportunity for lower-income people to work for employers that are not located near public
transportation. There is an opportunity to ensure that workers with low wages and/or low credit
scores are able to purchase reliable, affordable cars. Non-prime auto loans are a wonderful solution
for this need. The market for non-prime used auto loans  is large and has not historically been served
by most credit unions. Even further, data shows that the non-prime market has grown and shows
promise to continue to grow in the future, with having experienced its fourth consecutive year of
market growth and recovery in 2014.
 
2  Competition is minimal and sometimes even predatory
The non-prime auto lending market has been disserved by predatory lenders and under-served by
traditional lenders. The main lenders in this space are financial institutions, dealerships – traditional
and “buy-here, pay-here”, auto title lending, and Internet lending, leaving a wealth of room for
interested credit unions.
 
3  Credit unions have already paved the way for success
During the Incubator’s reporting period, ten credit unions closed 7,605 loans for over $102M.
Additionally, borrower surveys provide strong testimonials about their experience with the credit
union to get a non-prime auto loan and the impact this experience has had on their life. These results
prove positive consumer demand and positive consumer impact.
 
4  Implementation is easy with minimal technical requirements
There are minimal, if any, changes required to operating systems. Furthermore, the reporting and
policy guidelines have already been created by other experienced credit unions for easy replication,
making implementation seamless. This information can be accessed through a supplemental report
referred to as the Non-Prime Auto Loan Implementation Guide.
 
5  These loans are financially viable and beneficial to the borrower
During the Incubator’s testing period, the average non-prime auto loan rate was 11.7% APR. While
necessarily higher than credit unions’ prime rates, this is significantly lower than what borrowers
could receive from other lenders. Also, all ten credit unions completed a profit and loss assessment
of their portfolio and all of them reported back with a positive return on their net income. In fact, one
credit union even included this in their testimonial by saying their program “isn’t a charity, it is
a business that makes money - lending to people who work hard and can be trusted to repay
their debt.” 3



Market Environment
Research shows that Americans need their automobiles. In fact, according to the Annie E. Casey
Foundation, 88% of Americans drive to work and two-thirds of jobs are located in suburbs. Relying on
public transportation, if available, can double commute time. Without a car, a person’s options become
extremely limited and can keep a person mired in poverty.
 
For example, without a car, housing options are limited to places within walking distance of public
transportation that may not be in the safest of neighborhoods. Additionally, job opportunities are limited
which can also negatively impact a long-term career path. Furthermore, shopping for groceries or
clothing at stores offering the best prices and selections are limited. The same can hold true for
childcare and health care, thus consumers are forced to pay more for convenience.

One solution to help these consumers is a non-prime auto loan. Non-prime lending refers to the
practice of making loans to borrowers with weak credit histories.

Data shows that the non-prime market has grown and shows promise to continue to grow in the
future. According to the 2015 Non-Prime Automotive Financing Survey, “The non-prime automotive
financing sector experienced the fourth consecutive year of market growth and recovery in 2014.”
This survey, which is co-sponsored by the National Automotive Finance (NAF) Association and
American Financial Services Association (AFSA), is a benchmarking tool to identify trends
and guide policy decisions within the industry.
 

6  There is minimal risk when instituting proven controls
Non-prime lending is an activity that, if properly implemented and controlled, can be an acceptable
segment of your lending portfolio in meeting your members’ needs. Credit unions can fill the void in
the non-prime market in ways that are financially viable by adapting with appropriate pricing,
underwriting, and risk management. Similar to the policy guidelines, the information on risk mitigation
techniques can be accessed through a supplemental report referred to as the Non-Prime Auto Loan
Implementation Guide.
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Competitive Analysis
When looking at the non-prime auto lending market, there are a few types of competitors that exist:
financial institutions, dealerships – traditional and “buy-here, pay-here”, auto title lending, and Internet
lending.
 
Financial Institutions:
TransUnion data shows that within financial institutions, the non-prime auto lending market is growing
but still has significant potential for additional growth. In the first quarter of 2015, non-prime loans
constituted 12.5% of all new loan originations for credit unions, while for the rest of the industry
non-prime loans were at 26.9%.
 
"Credit unions continue to be relatively conservative compared to the rest of the industry with
approximately half the size of the sub-prime auto lending market," said Nidhi Verma, director of
research and consulting in TransUnion's financial services business unit.4

Dealerships:
A majority of dealerships offer traditional lending for the purchase of a new or used car. These loans are
originated by the dealer and then are sold to a bank or other third-party financial institution.
 
Additionally, there are used car dealers where the primary focus is to sell and finance vehicles for people
that have, or think they have, poor credit or no credit and are unable to buy and finance cars through
traditional dealers and lenders. The dealer does the financing for the car in this scenario. Instead of
making monthly payments to a traditional lender, the borrower makes weekly or bi-weekly payments at
the dealership, hence the name buy-here, pay-here (BHPH).
 

Furthermore, Equifax data shows that sub-prime car loan originations totaled $129.5 billion during the
first 11 months of 2014, or 68% of consumer sub-prime loan volume.

After reviewing this information, it is shown that there is a tremendous opportunity for credit unions to
reach out to a market that has been disserved by predatory lenders and under-served by traditional
lenders. Through prudent pricing for riskier non-prime auto loans, credit unions can add to their bottom
lines, while at the same time fill a social need of helping consumers improve their health and well being
through affordable credit for used cars.
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There are a number of risks associated for the consumer when purchasing their vehicle through a
buy-here, pay-here lot.
 

Auto Title Lending:
The auto title loan process involves the borrower driving the vehicle to the title broker for the purpose of
pawning the title but retaining the car. Often, the borrower must present the vehicle’s key to the lender
to facilitate repossession, if necessary. Some states require the borrower to sign a power of attorney
form so the lender has the right to transfer the vehicle title to the lender if the borrower defaults on the
loan. In other states, the borrower sells the vehicle to the title lender in a sale or leaseback arrangement.
 
Internet Lending:
A number of new non-bank lenders are rolling out personal loans and other types of financing geared
toward non-prime borrowers. Such lenders face far less regulatory scrutiny than do financial institutions.
Many of these firms are backed by Silicon Valley venture capitalists or funded by private investors or
hedge funds seeking higher returns in the low-rate environment.3
 
One example of this type of lender is LendingTree. They are an online-loan marketplace that has helped
arrange nearly 6,700 personal loans to non-prime borrowers with FICO credit scores between 500 and
619 last year, up 761% from 2013. LendingTree attributes this surge to growth in non-bank lenders
entering the non-prime market. “We’re going from an era where for many years credit was extremely
tight to an era where credit is now looser,” said Gabriel Dalporto, LendingTree’s chief marketing officer.3

Another example of an Internet lender is RoadLoans. RoadLoans is the Internet auto lending division of
Santander Consumer USA Inc. They state that they specialize in financing and servicing new and
used auto loans for customers with less-than-perfect credit.5
 

1  The buyer/borrower can expect to pay in excess of 30% interest at a BHPH lot. Further, the dealer
will try to get a down payment that is close to what they paid for the car. In other words, the down
payment will cover the majority of the cost of the car. The payments and interest paid by the
borrower are primarily profits to the BHPH dealer.

2  The car will likely have high mileage and need additional repairs in the near future. Typically, the
BHPH car lots sell cars that traditional dealerships would send to an auction, such as vehicles with
mileage in excess of 75,000 miles. In fact, this is often where BHPH dealers buy their cars, as they
can often purchase them very cheaply.

3  There may not be any warranty for breakdowns or expensive repairs. If the dealer includes a
warranty, it may come with conditions such as a high deductible. If money is tight for the borrower,
paying for repairs and continuing to make payments becomes very difficult.

4  A late payment can result in extra charges or repossession. There can be late charges, immediate
repossession, or termination of the contract.

5  BHPH dealers use a standard operating model to turn a car over five times a year. That is why it is
hard to determine the size of this market, except that it is growing.

6  The BHPH auto industry is not regulated and doesn’t commonly report its sales or payment
history to outside sources.

7  Not all of the BHPH lots report payment progress to the credit bureaus.



 1  2
Disagree

 3
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 4
Agree

 5
Strongly Agree
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In the first quarter of 2014, fourteen credit unions expressed interest in participating in the Non-Prime
Auto Loan Incubator for an eighteen-month period. Ten of these credit unions remained in the program
throughout the testing period, which ended July 31, 2015.” During the Incubator’s reporting period,
credit unions closed 7,605 loans for over $102M. The average loan per borrower was $12,136 and
the average interest rate was 11.7% APR.
 

Ratings and Testimonials from Credit Union Testers:
All ten credit unions that participated in the Incubator will continue to offer these loans to their members.
During the Incubator, Filene collected additional data through a credit union survey to better assess the
ease of implementation and management of the non-prime auto loan program; the final ratings are
highlighted below.

Proven Results

 1
Strongly Disagree

 2  3  4  5

Researching the Pilot Opportunity

4.20 Enough product information was available to help inform our decision about piloting the product.

4.30 This product/program is similar to a current product offering for our members.

4.10 Reporting requirements were made clear during the recruitment phase of the project.

Implementation Prior to Launching

3.90 Systems adjustments were easy to incorporate.

4.00 Staff training was easy to deliver.

3.50 Marketing was easy to implement.

3.30 The templates and marketing materials provided saved me time.

Credit Union

CALCOE FCU
Denver Community CU

Freedom First CU

Laramie Plains FCU 

Missoula FCU

SchoolsFirst FCU

Seasons FCU

Summit CU

University FCU

US Federal CU

Asset Size

$26.7M
$278.1M

$391.2M

$44.1M

$422.9M

$11.4B

$153.9M

$2.3B

$1.9B

$1.0B

# of Loans

337
78

125

136

642

2,106

710

655

2,242

574

Total Amount Lent

$3,638,684
$1,012,354

$1,279,173

$1,717,952

$5,778,990

$26,708,470

$8,133,827

$7,208,679

$39,137,179

$6,412,304

Average Loan Amount

$10,797
$12,979

$10,243

$12,632

$9,002

$13,522

$11,472

$11,039

$18,508

$11,171



3.90

4.30

4.40

3.50

3.10

4.10
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Implementation After Launching

Reporting requirements were easy to meet thus far.

Employee acceptance came easily and with minimal effort.

Our members like the product.

Overall Program

We grew our membership because of this program.

We were effective at cross selling additional products to NPAL members.

We would refer this program to another financial institution.

Additionally, credit unions provided qualitative information about the success of the program through
testimonials; a few of those stories are highlighted below.

         More than half the people participating in the Responsible Rides program are single parents,
        many of them juggling getting to work, getting to the grocery store and getting kids to and
from school and daycare safely while relying on the bus or on aging cars that don’t always start
when you turn the key. If you can’t get to your work, how are you going to work?
Responsible Rides, though, isn’t a charity. It is a business that makes money for Freedom First -
lending to people who work hard and can be trusted to repay their debt.”

Dave Prosser
Vice President of Community Development
Freedom First CU

         This program is in alignment with our Mission, ‘to provide for the well-being of our Members’
        and speaks to our Core Values, ‘Membership, Service, Integrity, Community, and Education’.
We are here to help our members, and this applies to all of our members. We provide the education
to those that need it the most when it comes to obtaining safe and reliable transportation and fair
pricing when it comes to the financing.” 

Jim Brown
Senior Manager, Lending
University Federal Credit Union

         Members were very appreciative that we could get them financing for an auto loan at a
        reasonable rate and had no hesitancy regarding Pass Time SID being installed in the vehicle.”

Tessa Bonafante
Chief Operations Officer
Denver Community Credit Union

         This product has exceeded our expectations. Managing the risk has required us to adjust our
        rates, underwriting guidelines and maximum vehicle valuation, but overall it's been a win for the
credit union and a win for many of our members.” 

Betsy Sommers
Senior Vice President
Seasons FCU
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Ratings and Testimonials from Consumers:
During the Incubator, Filene collected additional data through borrower surveys to better assess the
impact of the non-prime auto loan in their lives; the final ratings and a few of the comments are
highlighted below.

 1
Strongly Disagree

 2  3  4  5

4.27 Working with my credit union on my car loan helped me stabilize my finances.

3.93 My credit union’s auto loan application process included tools to help me find a safe and
reliable vehicle.

3.94 My credit score improved because of my recent auto loan.

4.20 Without the option my credit union provided me, I would have gotten a loan with higher rates
or not gotten a car at all.

4.11 I think my car loan from my credit union is fairly priced.

4.56 I would take out another car loan from my credit union if the need arises in the future.

4.41 I am more loyal to my credit union after receiving this car loan.

4.56 I would recommend this car loan and my credit union to my friends and family.

“I felt strong & good knowing my credit was worthy with my credit union. It helped me raise my
credit score. It also helped me lower my monthly payment after refinancing.”
 
“It was good in many ways, including being able to raise my credit and put clothes on my kids’ back.”
 
“I always feel like the people at my credit union care a great deal about me! The dealership was
giving me the run around for two complete days over financing so I contacted my credit union and
walked out with a car the very next day, giving me a more reliable form of transportation.”
 
“I never thought I would get a car loan, but the credit union made it possible and helped me improve
my credit score, which I needed.”
 
“It helps me get to work so I can take care of my child.”
 
“This was a lifesaver. New baby on the way in September and this car was a necessity. Credit past
has been less than stellar and our credit union saved us.”
 
“This loan made a big impact on my life. I needed a better car because my car was so bad in the
winter that at times I couldn’t even make it home after work.”
 
“We will be able to pay off our car much faster. Our loan officer was actually nice to us, which is
much different than we are typically treated. We didn't feel like bad people for getting a loan.”
 
“This loan gave me a confidence boost. My credit score dropped with some recent financial
changes and it wasn't the best for our family since we needed a decent car to get us around
daily.”



Operational Considerations
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“This loan improved my credit, self esteem, and now I want to have all my money deposited in
the credit union.”
 
“It helped save my job considering it involves a lot of driving. Also, I was educated on the facts
about purchasing and financing, more than any other financial institution has ever done for me.”
 
“This loan had such a huge impact on my life! I have 3 jobs and am a single mother so having a
vehicle is necessary for me to provide for my family.”
 
“This loan got me back in a vehicle after 11 years without one.”
 
“This loan had a huge impact on my life. Without my car, I'd have no way to get to work and no
way to see my kids who live four hours away.”
 
“Changed my world for the better! Since I drive for work, I would've lost my job without this loan.”
 

Before implementing a non-prime auto loan program, there are a few operational items to consider
applying in order to make the launch as effective as possible.
 
Personnel:
When establishing and maintaining a non-prime auto lending program, many of the personnel resources
needed are already in place. You may find that over time as the program grows you may need to grow
the lending team to keep up with the demand.
 
In the beginning though, rather than add personnel, instead the focus should be on training the existing
personnel. Having well-trained staff is not only important, it is essential. Staff training should be a key
component of any non-prime auto lending program, whether it is during the set up phase or for new
staff entering an existing program.
 
Reasons for this come from experience during the Incubator’s testing period where there were several
examples where staff initially did not want to adopt the changes necessary to run a successful non-prime
auto lending program. Credit unions talked about lending, underwriting, and collections staff, who
strongly resisted making the changes necessary. Some lending employees were very unhappy about
taking more risk and others were unhappy about taking on the extra workload involved in exploring
alternatives and searching for ways to help the member. Additionally, some employees were
uncomfortable with the firm close used in the non-prime auto lending process as well as making
insurance recommendations to the members. Furthermore, with the collections staff, there was
resistance to changing the collections process to being proactive and taking action immediately after a
payment was missed.
 
Technology:
There are very few, if any, technology changes that are needed to run a non-prime auto loan program.
Most credit unions have good lending technology platforms already that can be easily adapted to fit
with a non-prime auto lending program.
 



One of the key observations from the testing completed in the Incubator was that it is important for
credit unions to have two auto lending policies – one for prime loans and one for non-prime loans.  
 
When creating the policies, according to COMPASS Compliance Assistance for Credit Unions, the
following is a list of regulations to be mindful of:
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Reporting:
It is important to track the effectiveness of the non-prime auto loan portfolio with the rest of the credit
union’s lending portfolios. During testing, the following items were tracked on a monthly basis:

Underwriting:
The loan underwriter’s job is to assess risk and to determine if the loan will be repaid. If it is clear the
applicant has the ability to repay the loan, the underwriter must decide whether the borrower’s history
suggests the person will pay it back.

The overall goal when making the loan is to structure it so that it succeeds; that is, the borrower is able
and committed to making the payments and the credit union has gained a loyal member and added
to its bottom line.

This reporting was not difficult to create or assess. Instead, the biggest issue that emerged with a
couple of credit unions was that their lending platform was not connected to their collections platform.
This didn’t cause any problems with running their programs but it did create some issues when
tracking the performance of individual loans for the purposes of testing during the Incubator. Credit
unions should be encouraged to develop processes that overcome this problem, but is not a deal
breaker if it cannot be done.

• Number of loans
• Dollar amount of loans
• Average loan amount
• Interest rate
• Loan term
• Age of borrower
• Credit score of borrower
• New or used vehicle
• Charge-off & delinquencies
• Percentage of auto loan portfolio that are non-prime auto loans

• Truth in Lending (Reg Z)
• Truth in Savings (NCUA part 707)
• Equal Credit Opportunity (Reg B)
• NCUA Part 701.21, Loans to Members
• NCUA Part 740, Advertising and Notice of Insured Status – does not apply if there is no
   required minimum share balance
• Electronic Funds Transfer Act (Reg E) – applies if there is a direct deposit component
• Unfair, Deceptive and Abusive Acts or Practices (UDAAP)
• Telephone Consumer Protection Act (TCPA) – limits use of auto dialers, texting, etc. 

Regulatory & Policy Considerations
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During the Incubator’s testing period, it was clear that all credit unions understood the need to look for
creative ways to help low credit score members qualify for an auto loan. This included counseling
members about the vehicle they wanted to buy. For example, credit unions talked about how they
explained to the member that they would qualify for a loan if they bought a cheaper or more reliable
vehicle. In some cases, credit unions worked with the member to restructure their budget, so they
could afford the repayments.

Pricing:
Charging higher rates on C, D, and E loans is not wrong. There will be additional collection activity
and losses on those loans and the rates will pay for these added expenses. Remember, the member
has earned the credit score he/she has. NCUA’s Letter to Credit Unions (Letter NO.: 04-CU-13) states:
“Typically, higher interest rates and fees are charged to sub-prime borrowers to compensate for the
higher risk. Sub-prime portfolios generally require more intense and specialized collection efforts
increasing credit union’s expenses in this area.” 6

 
In an interview with the Credit Union Journal (1/24/11), Mike Kohl, an industry analyst and CEO of Kohl
Advisory Group, stated that credit unions could find growth in lower quality credit, but had this
advice to offer:

1  Don’t price risk based on competition. Before setting tier pricing, figure out all the components
that impact each tier and take a hard look at expenses.

2  For each risk tier, the credit union should determine how much time it will spend on an
application, the percentage of applications that could be booked, and the cost to complete and
fund the loan.

3  The next step is to estimate how long the loan will be on the books. If the cost is $500 to
originate a loan and it is kept five years, the cost is $100 a year. If the loan is kept one year, the
cost is $500 a year.

4  Factor in collection-related and non-collection related servicing expenses, and of course,
estimated loan losses.

5  Finally, the credit union must measure results per loan tier. That will help with examiners. If a
credit union is able to show an examiner that it is making the least amount of money on A-plus
paper and the most on C and D – which can be the case if the tiers are priced correctly – then
why not go after C and D credit?

Within the Incubator’s testing there were clearly some differing approaches to pricing. For example,
University FCU, who has been processing these loans for over 15 years, learned a great deal from
the impact on this program due to the recent recession. As a result, their interest rates are slightly
higher to reflect the possibility that this may happen again. Other credit unions that started their
program after the recession have opted for lower rates. Below is a pricing graph shared from
University FCU.
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Closing:
Aside from pricing, another key area to focus on to mitigate risk is the closing interview. Every aspect
has an impact, but it has been shown that the closing discussion is very important.
 
Wise lenders say that a loan well closed is a loan that is half collected. Members are more apt to listen
to a lender when they know they are about to receive their requested loan funds, particularly when the
funds are for a new or newer car. Use the opportunity to connect with your non-prime borrowers and
impress upon them the “leap of faith” the credit union is making in them.
 
The firm close is more than a strong handshake. Recommended items to incorporate with the firm
close are:
 

Collection:
When mitigating risk, another area to focus on is the collections process. It is important to establish a
collections process that is unique for the non-prime portfolio in comparison to the prime portfolio.
 
Begin collection efforts early and make sure you have sufficient collectors based on the volume of
non-prime loans your credit union is making. These will require more attention and time. Additionally,
non-prime loans should have a special collateral code or some system of identification so that
collection can begin early. Research during testing has found the following options:

• Some credit unions use an auto dialer to remind non-prime borrowers that their payments are due
   in one or two days (to remain in compliance, the member must have consented to this service)
• Let the borrower know what happens if he/she is late making the payment and the importance
   of staying in touch if there are unanticipated problems, etc.
• Remind the person of the importance of rebuilding credit and how that credit score can mean a
   lower interest rate and payment on future loans
• Tell the borrower this may be his/her last opportunity for a loan for a quality vehicle at a reasonable
   rate
• Complete a collateral inspection of the vehicle as part of the closing

• Some credit unions use an auto dialer to remind non-prime borrowers that their payments are
   due in one or two days, to remain in compliance, the member must have consented to this service
• Some call with a friendly reminder when the loan is one day late
• Some use their normal 15-day notice procedure, but place higher priority on non-prime
   loans and are more apt to follow up with a phone call

We see the following rate spreads
using the interest rate enviroment
in place on 9/30/2014

Current Rate*
Cost of Funds

Gross Spread

Loss Rate

Net Spread

Origination & Maintenance Cost

Spread After Costs

2.15%
0.26%

1.89%

0.03%

1.86%

0.65%

1.20%

2.85%
0.26%

2.59%

0.18%

2.41%

0.65%

1.76%

3.80%
0.26%

3.54%

0.46%

3.08%

0.64%

2.44%

7.00%
0.26%

6.74%

1.07%

5.67%

0.72%

4.95%

12.05%
0.26%

11.79%

2.01%

9.78%

0.99%

8.79%

14.85%
0.26%

14.59%

3.14%

11.45%

1.12%

10.33%

A+ A B C D E

*Assumes a 60-month term.



14

An earlier repossession strategy for non-prime borrowers is important, but the collector should weigh
all the factors before deciding when to repossess. Some credit unions say at 30 to 45 days. But if the
borrower is paying routinely in the 30 to 60 day range, earlier repossession could result in a miffed
borrower facing extra expenses and a lot of repossessions on hand for the credit union. The borrower’s
situation is probably a bigger factor in the decision of when to repossess than having a set policy of
when to repossess. Deciding factors can be:

Auto Starter-Interrupter Devices:
A starter interrupter device disables the car from starting when borrowers miss monthly car loan
payments. Some credit unions require installment of the device for high-risk borrowers. It is a means
of making auto loans to borrowers who would normally not qualify for such loans because of poor
credit, and it serves as a reminder to borrowers when payments are due. The device often chirps
or flashes a light when the car is started to warn drivers that a payment is coming up or that a
payment is overdue.
 
Credit unions have control over the parameters of the device. For example, a credit union can decide
how delinquent a borrower can be before the car shuts down. The device will not shut the car down
while it is being driven, but prevents it from starting when the delinquent threshold has been reached.
In the case of an emergency, the borrower receives a one-time by-pass code.
 
The credit union can also use the device to reward the member for timely payments. The device can
be disabled if the borrower has a year or two of on-time payments. Credit unions may want to consider
using the device for three different occasions:

Here is an example of University FCU’s collection guidelines:

• Is it a first payment default?
• Is the borrower staying in touch with the credit union?
• What is the borrower’s normal payment behavior?
 

• 3 dedicated collectors (loan code = queue)
• 1 call on 1-6 days, 1 call on 7-15 days, and 1 call on 16+ (all inter-changeable)
• Reminder call on the due date (after 4:00pm) (Sound bite) (Receives call between 6:00 & 6:30pm)
• Email at 5 days, normal late notice on day 8, normal letters
 

Based on this process, University has seen incredible results:

• From 2004 through 2014 they funded over 12,400 loans for a total loan volume of $184,000,000
• D&E Auto Delinquency (60 days+) = .99%
• 1,129 charge-offs for $7.3 million
• Average loss $6,400
 

• All call immediately if this is a first payment default
• One lender reports that C & D borrowers tend to live in the 30 to 60 day delinquency period;
that is, they will get caught up, fall behind, etc. Ongoing monitoring of these loans for any
breaks from normal payment behavior is necessary



The device can also come with a GPS to help a credit union find a car for repossession. For some
borrowers, the device has enabled them to make payments on time and rebuild their credit histories.

During the Incubator’s testing period, all of the credit unions closely monitored their non-prime auto
loans and two credit unions used the disabling device. After comparing the data, the use of the disabling
device did not appear to make a difference in the performance of loans compared to those credit unions
that did not use them.

Financial Education/Counseling/Budgeting:
Financial Education/Counseling is an important addition to some credit unions’ non-prime lending
programs. Some credit unions require financial education as part of their auto loan program to help
educate borrowers about their credit scores, how to improve those scores, and help them establish
a workable budget that includes the car payment, as well as the other costs of car ownership.
Completion of a financial education program measures a borrower’s commitment to the auto loan and
responsibilities of ownership.

Freedom First Credit Union in Roanoke, Virginia, provides a special auto loan program
(Responsible Rides) for people with incomes within 300% of poverty level. Borrowers are pre-qualified
for a loan, but then must complete a three-hour financial education class and a two-hour auto
maintenance class on a Saturday before obtaining their loan and finding their car through Enterprise.
The credit union will lend up to 100% of the purchase price plus GAP insurance, if also purchased.
The interest rate charged is a low 9.9% for 60 months.

Another method for encouraging members to complete some form of financial counseling or education
is to reduce their loan rates following completion. There are a number of programs available for
purchase by credit unions that in turn, they can make available for free to their members. Most provide
some kind of feedback to the credit union to let them know when a member has completed a module.
Some of these include:

1  At the point of redemption to give the borrower a second chance following a repossession;

2  When the borrower’s credit score is below a level that the credit union would typically not
    approve for a loan and installation of the device is the only way the credit union will make the loan;

3  For borrowers with low credit scores but who can get a loan at a lower interest rate if the
    device is installed.

Still another method to help members with budgeting and financial matters is to have certified financial
counselors on staff or have employees that are knowledgeable enough about budgeting matters so that
they are able to sit down with potential borrowers and help them develop a budget that includes the
new loan payment, as well as all the other costs of car ownership (insurance, gas, maintenance, repairs,
etc.). These efforts can go a long way to strengthen the car loan. It also shows commitment on the
borrower’s part to the loan responsibilities.

CUNA also provides a Financial Counseling Certification Program (FiCEP). More information about 
the program is available at www.cuna.org/Training-And-Events/Training-by-Business-Area/
Financial-Counseling/FiCEP-Self-study/. 15

• Balance – www.balancepro.net
• GreenPath – www.greenpath.com 

http://www.balancepro.net/
http://www.greenpath.com/
http://www.cuna.org/Training-And-Events/Training-by-Business-Area/Financial-Counseling/FiCEP-Self-study/


North Side Community Federal Credit Union encourages members that have credit scores below 600 to 
start the loan process by talking with a credit union trained counselor. The counselor reviews the 
member’s credit history and provides suggestions for improving it.

Education can also include preparing the member for the car buying process. University Federal Credit 
Union in Austin, Texas helps its members through the car-buying process through its Wheels 101 
services. Wheels 101 is an online program designed to educate members about the car buying business 
and how to avoid being ripped off at the dealership. There are a series of six chapters that walk 
members through the maze of negotiating a fair purchase deal and avoiding mistakes.

Incentives for Timely Payments:
Reducing a person’s interest rate or disengaging the auto starter device is a good incentive for 
borrowers with timely payment histories. Credit unions can choose to reward borrowers with such 
incentives after 12 to 24 months of timely payments. Such incentives create opportunities to educate 
members about the importance of on-time payments and to cross sell the benefits of direct deposit or 
auto pay. Further, the reward initiates a point of contact with the member during the loan term for good 
behavior, something that is often missed. It’s a great method to build member loyalty. Credit unions can 
set up such a system manually or work with their data processors to automate the process.

Filene directed a pilot study with six to eight credit unions to test an i3 idea called LIFT. Working directly 
with a credit union’s core processor, LIFT lowers a borrower’s interest rate for making timely payments. 
The frequency and amount of rate adjustments is dictated by the credit union in an easy-to-use user 
interface. The program also automatically sends notification emails to borrowers to describe each 
change and congratulates them on their behavior. For more information about LIFT, go to
https://filene.org/research/report/lower-interest-for-timeliness-lift-pilot-final-report.

General Policy Lessons Learned from University FCU:
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• Start slow and make sure your policies, procedures, and processes work before jumping into the
deep end

• Make sure you have systems that can identify these loans at origination and in collections
(i.e. loan type)

• As the portfolio gets bigger, the numbers get bigger (i.e. repossessions, charge-offs) we need to
manage the numbers and make sure we keep an eye on the overall results (yield and profitability)
and not “freak out” on the dollar amount alone

• When they go bad they are ugly and can be painful (remember the spread)
• Don’t put all your eggs in one basket, keep a balance of all tiers (don’t set out to be the non-prime

lender of choice)
• Hire the right people to collect (make sure they have the experience and emotional intelligence to

do the job)
• Make sure you close the loan correctly (firm close and closing summary)
• Start collection activity on day one

https://filene.org/research/report/lower-interest-for-timeliness-lift-pilot-final-report
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How to Communicate the Information to Members:

Marketing Strategy

• Must connect with their (target audience’s) lifestyle, location, etc.
• Outline benefits, “What’s in it for me?”

• Fast. Easy. Simple. Personable.
• Access to affordable credit to purchase cars, and improve their health and wealth well-being
• Vehicle certification program
• Financial wellness, counseling, and education
• Money is safe and insured through credit union
• Loan payments coincide with member’s payday

How to Connect the Audiences with the Information

• Utilize the Implementation Guide to educate and promote the product

Branding Options:

Either of these options can work when implementing the program. It is recommended to brand the
program if there will be direct marketing pieces used. If this program is offered to a member based
on assessing their needs at loan application, no branding is needed.

• Two credit unions in the Incubator’s testing had a specific branding component to the program.

• The other credit unions in the Incubator’s testing didn’t differentiate the branding of their
non-prime program.

• Leverage word of mouth referrals from members
• Social media and Website with testimonials

• Outside media sources if applicable and in credit union’s media plan
• Partner with local, smaller dealerships

• Let local non-profit community agencies know the credit union is a resource for the
low-to-moderate income consumer that may have credit challenges

• Staff training and engagement

• Member stories and testimonials are key and especially effective on social media.
For example, “Life changing and outstanding.” or “Changed my world for the better! Since
I drive for work, I would've lost my job without this loan.”

• Work with the dealer to send the member or potential member into the credit union to
apply for the loan so the firm close process can still be completed

• These partnerships can reduce loan losses due to the trusting relationships that generate
the referral

• They can also generate more referrals from others in the community once the credit
union proves that it can be seen as socially responsive to the financial needs of lower
income consumers

• Freedom First calls their program “Responsible Rides”
• US Federal refers to their program as “Near Prime” versus “Non-Prime”
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Financial Considerations

Credit Union Asset Size # of Loans Total
Amount Lent

Interest Rate
Margin

 Profitability
Results

Denver Community CU $278.1M 78 $1,012,354 1.5% $15,478

Freedom First CU $391.2M 125 $1,279,173 2.2% $27,986

Laramie Plains FCU $44.1M 136 $1,717,952 9.0% $154,814

Missoula FCU $422.9M 642 $5,778,990 1.7% $96,756

SchoolsFirst FCU $11.4B 2,106 $26,708,470 3.5% $946,483

Seasons FCU $153.9M 710 $8,133,827 7.8% $634,913

Summit CU $2.3B 655 $7,208,679 3.1% $225,379

University FCU $1.9B 2,242 $39,137,179 9.5% $3,738,661

US Federal CU $1.0B 574 $6,412,304 1.4% $90,715

CALCOE FCU $26.7M 337 $3,638,684 2.4% $85,761

Each of the credit unions that participated in the Incubator’s testing period were asked to complete a
basic profit and loss sheet to assess the financial viability of the non-prime auto loan. All credit unions
reported data to show that each of them were profitable. Specific results are shown below.

Product
Profit Margin

Product Profit Margin includes cost of funds, loan losses, and operational expenses.

University
FCU

Seasons
FCU

Missoula
FCU

Calcoe
FCU

Laramie
Plains FCU

Freedom
First CU

Denver
CCU

1.7%

1.4%

1.5%

2.2%

2.4%

3.1%

3.5%

7.8%

9.0%

9.5%

SchoolsFirst
FCU

Summit
FCU

US
FCU
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Non-prime delinquencies are growing, according to TransUnion; from 4.2% in third quarter 2012 to
4.5% in 2013’s third quarter and up to 5.3% in quarter three 2014. “Right now, the delinquency in
sub-prime is growing, but it’s off of a really low base,” says TransUnion’s automotive vice president
Peter Turek. Turek continues on with promising reports saying “It’s really not had an impact in the
overall delinquency rate.” 7

Meanwhile, Moody’s Investors Service believes a bettering economy and greater competition in auto
financing is prompting loosening of lingering strict underwriting guidelines put in place during the
economic crisis. Moody’s further says ongoing regulatory examination may push sub-prime auto
financers to stop aggressive collections practices that have helped maximize collections on vehicle
loans, prompting a short-term dip in credit performance.7

Before a credit union engages in an aggressive non-prime lending effort, it should review NCUA’s Risk
Alert letter of June 2005 (Risk Alert No.: 05-RISK-01). The letter states: “Sub-prime lending is an activity
that, if properly implemented and controlled, can be an acceptable segment of your lending portfolio
in meeting your members’ needs.” But it goes on to say that “adequate due diligence and control
measures are required.” 8

Whereas this feasibility study is aimed at helping credit unions explore the benefits of offering more
auto loans to higher risk borrowers, how the credit union chooses to implement and manage the
process can make the difference between a sound loan portfolio and a speculative and risky portfolio.
NCUA states that “sound underwriting practices, effective control and monitoring systems, and
sufficient capital levels are key components to a well-managed program.”8

During the Incubator’s testing period, many of the credit unions experienced a formal audit via the
NCUA examination and were very pleased with their results for their non-prime lending portfolio,
generating no findings. When incorporating the items covered in both the Regulatory and Policy
section and this section of this feasibility study, risk can be effectively managed.

Risk Analysis

In addition to the easily quantifiable results, there are other factors that help showcase that offering
members non-prime auto loans can yield positive income. One factor is that once you help C, D,
and E paper members, they will be very loyal. In fact, as shown earlier in this report in the proven
results section, members stated that they are more loyal to their credit union after receiving their
non-prime auto loan. Another factor is that aggressive dealer financing can cause a loss of A+ and
A paper members. When having a balanced portfolio, this loss will not be near as significant.

Insurance:
Insurance products can help credit unions mitigate some of the risk they take with their auto loans, and
in particular auto loans to non-prime borrowers through the non-interest income they generate,
making it a win for the consumer and for the credit union.
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Determine Risk Tolerance and Expertise
The first thing a credit union should do is determine its tolerance for risk and its level of underwriting 
expertise. As part of its lending strategies, the Board of Directors should establish parameters for credit 
and concentration risk. For example, if the credit union has limited expertise and exposure to
non-prime lending, the board may want to restrict such loans to only C or D paper, and limit the dollar 
or percentage amount of such loans. The limits may be based on the credit union’s net worth. However, 
if managing risk to net worth, make sure the credit union is monitoring aggregate exposure of risks to 
net worth. This is covered in NCUA’s March 2010 Letter to Credit Unions (Letter No.: 10- CU-03) on 
concentration risk. If the credit union has other at-risk loan products tied to net worth, these should be 
monitored both individually and aggregately.9

Credit unions may also want to set delinquency and loan loss thresholds that would trigger a review of 
the product and underwriting criteria. However, remember these are lagging indicators. It can take
12 to 24 months for your loan portfolio to season before you will know the true risks engrained in the 
portfolio.

Manage Yield by Risk Tier:
The cost to make and service non-prime loans and associated loan losses will invariably be greater with 
riskier loans. It is strongly recommended that credit unions price for these extra expenses. This enables 
management to demonstrate to boards and examiners what each risk tier adds to the bottom line – or in 
the case of negative net yield, what it subtracts from the bottom line. Higher losses from riskier loans can 
cause boards and examiners to become concerned, unless it can be shown these loans are producing 
positive ROI based on higher average yields. 

Static Pool Analysis: 
In its Risk Alert Letter of June 2005, NCUA recommends credit unions use static pool analysis to monitor 
performance of loans over time. This is further discussed in the following white paper:
https://www.ncua.gov/Resources/Documents/05-RISK-01.pdf. 

A static pool is made up of those loans originated with similar underwriting criteria during the same 
month or quarter. It is a longitudinal study of the loan pool over its life. For example, a credit union could 
use FICO tiers as its underwriting criteria and track all loans made monthly or quarterly by tier. It then 
tracks the performance of each pool over 18 to 24 months, until the pools become seasoned. New 
loans entering a portfolio can mask the performance of older loans, since new loans will generally 
perform better than seasoned loans. A static pool analysis eliminates any distortion from new loans 
because each pool is kept distinct based on its origination date. 

Capture Exceptions: 
In order to monitor loan performance by FICO tier or by any other underwriting criteria, credit unions 
must have the data processing means to segregate loans in this manner. NCUA also recommends that 
credit unions capture within some data processing field any loan exceptions made to policy or other 
at-risk loans that management would want to monitor for performance. The ability to collect and monitor 
loans in this manner provides management with the tools to identify problems early and make any 
changes to policy or underwriting guidelines. 

https://www.ncua.gov/Resources/Documents/05-RISK-01.pdf
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