
Model Policy 3165: Loan Workouts and Nonaccrual 
Standards 

 
Model Policy Revised Date: 12/31/2015 

General Policy Statement: 

Loan workouts can be used to help borrowers overcome temporary financial difficulties, such as 
the loss of a job, medical emergency, or change in family circumstances like the loss of a family 
member. The Credit Union will balance the best interests of both the member and the Credit 
Union when evaluating the decision to provide a loan workout arrangement. 

Guidelines: 

1. APPLICATION AND APPROVAL. All loan workout requests must be presented to 
the [[3165-1]]. It is the [[3165-2]]’s duty to investigate and document the circumstances, 
and present the findings to the [[3165-3]]. The Credit Union will establish appropriate 
segregation of duties over loan workouts.  
  

2. CONSIDERATIONS. Before granting a loan workout, the Credit Union will take the 
following factors into consideration: 
  

A. The borrower’s willingness and ability to repay the loan under a workout 
agreement. 
  

B. The number of payments made under the original loan agreement and the length 
of delinquency. 
  

C. How many times a loan has already entered into a workout program. 
  

D. The borrower’s current financial situation and information about the hardship, 
whether temporary or permanent. 
  

E. The borrower’s debt to income ratio.  [[3165-7]] 
  

F. The value of the collateral and the potential for additional collateral. 
  

G. For real estate loans, a comparison of the cost of concessions to the borrower with 
the estimated loss given foreclosure. One way to accomplish this is by employing 
a net present value (NPV) test that compares the NPV of expected cash flows 
from the modification with the NPV of the cash flows from foreclosure.  
  

H. The Credit Union will only consider loan workouts as a permanent solution to 
delinquency. Loan workouts will NOT be used to hide delinquency or to extend 
existing losses into future reporting periods. 



   
I. Loan extensions will be conducted and managed based on the Loan Extension 

Policy (See Policy 7616). 
  

3. ELIGIBILITY REQUIREMENTS. The Credit Union may agree to consider a loan 
workout under the following conditions: 
  

A. [[3165-4]] 
  

B. Limits. The Credit Union will set the following limits on loan workout 
arrangements. For modified loans that exceed these limits, the Credit Union will 
document and retain information to demonstrate that multiple restructurings will 
improve collectability. 
  

i. Open-End Loans. In general, open-end loans will not be re-aged more 
than once within one 12-month period, and no more than twice within any 
5-year period. However, the Credit Union may re-age an account after it 
enters a workout program, but only after receipt of at least 3 consecutive 
minimum monthly payments or the equivalent cumulative amount. 
  

ii. Closed-End Loans. Closed-end loans will not be extended, deferred, 
renewed, or rewritten more than [[3165-5]]. The Credit Union will not 
authorize additional advances to fund unpaid interest and Credit Union 
fees. 
  

C. Loan Type.  The Credit Union will not consider a workout arrangement for the 
following types of loans: [[3165-6]]. 
  

D. Exceptions. Any exceptions to the eligibility requirements will be presented to 
the Board for approval. 
  

4. TYPES OF LOAN WORKOUTS. The following types of loan modifications may be 
considered: 
  

A. Extending the term of the loan in order to reduce the monthly payment amount. 
  

B. Reducing the interest rate to lower the monthly payment amount. 
  

C. Changing from an adjustable rate to a fixed rate interest loan to eliminate payment 
shock. 
  

D. Rolling over past-due amounts and re-amortizing the new amount due. 
  

E. Deferring payments. 
  

F. Any other type of prudent, creative solution that does not violate safety and 



soundness.  
  

G. Loan workouts will not be extended or authorized and no additional advances on 
open-end loans will be allowed to finance unpaid interest or credit union fees. 
Third party fees, such as forced placed insurance or property taxes, can be 
financed or advanced through a loan workout 
   

5. DOCUMENTATION. For each loan workout, the Credit Union will document the 
reasons provided for a loan workout request, staff has communicated with the borrower, 
the borrower has agreed to repay the loan in full, and the borrower has the ability to repay 
the loan under the new terms. The credit union may require documentation of the 
borrower’s current financial status and financial hardship, such as income 
verification.  Loans being restructured more than once may require additional 
documentation surrounding the reason, such as various life changes (reduction in interest 
rate for a new marriage where spouse is willing to co-sign).  
  

6. MONITORING AND REPORTING. The Credit Union will monitor its loan workouts 
and provide a monthly report to the Board. This may include reports that profile 
delinquent and charged-off loans (identifying common characteristics or variables that 
may lead to loss) and reports tracking: 
  

A. The number and type of loan that has been re-aged, extended, deferred, renewed 
or rewritten;  
  

B. Delinquency and charge-off history of loans in workout programs by type of 
program; 
  

C. First payment defaults; 
  

D. Principal reductions; 
  

E. High LTV ratios, particularly in areas with continued market declines, and total 
loss exposure in relation to net worth; 
  

F. High DTI ratios; 
  

G. Credit quality; and 
  

H. The number of times a loan has been modified. 
  

7. TROUBLED DEBT RESTRUCTURINGS (TDRs). A TDR is a type of loan workout. 
In a TDR, the Credit Union grants the borrower a concession that the Credit Union would 
not otherwise consider, due to economic or legal reasons related to the borrower’s 
financial difficulties. This concession may either in the form of an agreement between the 
borrower and the Credit Union, or required by law or a court. The Credit Union will 
handle TDRs in accordance with its Troubled Debt Restructuring policy (See Policy 



3170). 
  

8. NONACCRUAL. 
  

A. Nonaccrual of Interest. The Credit Union will cease accruing interest on a loan 
when it becomes 90 days or more past due; if it maintained on a cash (or cost 
recovery) basis due to the deterioration of the financial condition of the borrower; 
or, for which full payment is not expected. 
  

B. Restoration to Accrual Status. In restoring all consumer loans to accrual status, 
if any interest payments received while the loan was in nonaccrual status were 
applied to reduce the recorded investment in the loan, the application of these 
payments to the loan’s recorded investment may not be reversed (and interest 
income may not be credited). A nonaccrual loan may be returned to accrual status 
when: 
  

i. Its past due status is less than 90 days, Generally Accepted Accounting 
Principles (GAAP) does not require it to be maintained on the Cash or 
Cost Recovery basis, and the Credit Union is plausibly assured of 
repayment of the remaining contractual principal and interest within a 
reasonable period; 
  

ii. When it otherwise becomes well-secured and in the process of collection; 
  

iii. The asset is a purchased impaired loan and it meets the criteria under 
GAAP for accrual of income under the interest method specified therein. 
  

C. Restoration of Accrual Status on Member Business Loan Workouts. A 
member business loan workout will remain in nonaccrual status until the member 
has made a minimum of six consecutive timely payments under the restructured 
loan terms and the Credit Union can document a current credit evaluation of the 
borrower’s financial condition and prospects for repayment under the revised 
terms. The evaluation will consider the borrower’s “sustained historical 
repayment performance” for a reasonable period prior to the date on which the 
loan is returned to accrual status (i.e., a minimum of six consecutive timely 
payments under the restructured loan’s terms of principal and interest in cash or 
cash equivalents). 
  

i. In returning the member business loan workout to accrual status, the 
Credit Union may take into account the sustained historical repayment 
performance for a reasonable time prior to the restructuring. 
  

ii. All identified losses will be charged off. 

 


