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Lending Opportunities
in this Difficult Economy

. Consumer Sentiment Against National Banks
. Higher-Risk Member Lending

. Mortgage Lending in All Tiers

. Increasing Credit Card Balances

. Developing Member Loyalty

. Improving your Direct Lending Operation



Loan Growth: Food-for-Thought
Questions

Do you think you are going to create a new loan
product that will save the planet?

. Who is responsible for consistent loan growth
at your credit union?

. Are you sure that indirect auto lending is the
only way to grow your auto loan portfolio?

. What loan-to-share and ROA increase have you
achieved with the big dollars spent on marketing
and advertising?

. How effective are your existing employees at
selling your existing loans?




Growing Loans Consistently
in a Difficult Economy

Remove Internal Barriers to Lending & Sales
. Hire a few Sales People
. Set them up Structurally o Succeed

. Give them a Pure Stream of Applications

. Remove Non-Sales Duties

. Motivate Them

Develop A Tolerance for Risk in Underwriting

. Write Loan Policies that Allow Loan Growth
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Brett's List of Internal
Lending Barriers

Long waiting times to receive service in lobbies and on phones.
Application fees.
Slow turn around time on loan decisions.
Unnecessary requirements for verification of income.
Conservative underwriting.
Credit Committees.
Cumbersome processing of loans.
Policies written for examiners, not members.
A fear of change.
Detailed policies and procedures.
A narrow-minded view of the world by Boards and senior
management.
One-size-fits-all rates, terms, and products.
Organizations designed to produce expenses instead of
revenues.
Loan interviewers that work for the credit union, not the member.
Pay and recognition systems that promote breathing over
performance.
Employees not motivated to sell, process, close, or even work
for that matter!
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I Feel Your Painl



Characteristics of the Ideal
One-Stop-Shopping MSR

Friendly
Accurate

Detail Oriented

Knowledgeable —
Hardworking N
Honest

Dependable

Quick Worker
Judgment Skills
Technical Skills
Sales Ability

Oral & Written Communication Skills



Qualities of the Highly Motivated,
Truly Dedicated, Rompin’, Stompin’,
Loan Sales Troop

Gregarious Personality

Loves Members

Fearless

Competitive

Confident (i.e. cocky or obnoxious)

Loves Incentives (i.e. is a money-grubbin’ scoundrel)
Energetic, Persuasive & Persistent

Non-Conformist




Reasons for Centralized
Loan Decision Making

More consistent loan decisions.

Better fits an aggressive incentive program.

. Not all MSRs have the skills and attributes needed

to be good underwriters.

. It allows for a more effective sales model to exist.

. Less chance of loan losses resulting from Poor
Underwriting Decisions (PUDs).

. It is more efficient and more productive.




Creating Dedicated
Sales & Service Positions

Pros:

¥

Employees get very good at their jobs, and will therefore
generally have higher production numbers.

Employees are generally happier because they are not trying to
become someone they are not.

The training curve is significantly reduced.

Less employee turnover, saving the credit union time and
money.

Service-minded employees are kept to perform valuable
service work.

Most difficult variable pay issues are solved.

Cons:

¥

¥

Members are transferred to a different department when
their question is outside of an employee’s area of expertise.
Jobs become more routine; so managers will have to deal with
employee burnout.




Reasons to do More (or All)
Loans by Telephone

It is a proven technology that all members
use and accept.

It has a much lower per-transaction cost then
doing business in branches.

It is more personal then doing a loan online.
Convenient to your members.
Higher employee productivity.

Easier for staff to leave a positive impression
with members.
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How to End the Whining About
Incentive Pay for your Sales Team

In the Sales Department:

¥ Lower & Equal Base Pay
¥ No Increases at the Annual Review
¥ A No-Cap Variable Pay Incentive Program

Or as my good friend Michelle recently told me,
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In All Other Departments:

¥ Higher Base Pays According to the Position's
Market Range

¥ Annual Increases at Annual Review Time Based on
Job Performance

¥ Minimal Variable Pay

11



Four Undeniable Facts

1. There are very thin margins on A-paper loans.

2. You can make serious money on D and E-paper
loans.

3. Members with bad credit need a car to get to
work.

4. Members with bad credit can choose to pay
their credit union on time.

Exhibit A: University FCU, Austin, TX
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Reasons to Make Higher-Risk Loans

1. These are the members with the greatest need.

2. These are the members that have the fewest loan
options.

3. Credit unions were formed to serve these members
(i.e. the under-served).

4. If you help D and E members they will be very loyal.
Can the same be said of your A-paper members?

5. An aging population will force you to "buy deeper in
to the pie” in order to maintain loan growth.

6. Aggressive dealer financing will cause you to lose
many of your A-paper member auto loans.

7. You can actually make money on D and E-paper loans.
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Keys to Successful
Higher-Risk Lending

Start with secured loans.

. Employees must use the loan interview to build a
performing loan.

. The loans must be priced correctly.

. Underwriters must be able to distinguish between
high risk and low risk members in every credit tier.

. Collect the higher-risk loans more aggressively. This
starts in the interview with a firm close.

. Management and the Board of Directors promises
not to FREAK OUT when the first few D and E-
paper loans go bad.
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Are Your Policies Written for the
Examiners Or For the Members?

1.  Will you match a competitor's rates?

2. Are you willing to make six and seven
year auto loans?

3. Will you lower the rates on your own
loans?

4. Total Debt Ratio

5. Loan-to-Value
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The Best Credit Union Lenders...

The Board of Directors, senior management and staff know
that the credit union's reason for existence is to make loans to
members.

Convey a positive lending attitude to all of their members.

Get employees working loans that like it and are also good aft it.

Utilize incentive and pay-for-performance compensation
strategies.

Design loan policies and processes for members, not examiners
(and therefore probably take some heat from their

examiners).

Implement new lending products and programs, and then adjust
them as the market dictates.

Make loans in all credit tiers.
Question, change and validate underwriting criteria.
Utilize centralized decision making.

Maximize the latest technological tools available without losing
sight of the human element.
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