
MEETING OF THE BOARD OF CREDIT UNION ADVISORS
July 14,2016

L:00pm

Utah Department of Financial institutions
324 South State Street, Suite 201

Salt Lake City, Utah

Minutes

Board Members Present:
Scot Baumgartner, Kent Greenfield, Meagan Nattress, Ilene Rollo

Denartment of Financial Staff Present:
Ed Leary, Paul Allred, Darryle Rude, Riley Bergstedt, and Emily Stanton

Others present:

Thomas Gourdin, Firefighters Credit Union; Scott Johnson, City Center Credit Union; Tami

Olsen, Utah Heritage Credit Union; Bret Rigby, TransWest Credit Union and Heather Line and

Stephen Nelson, Utah Credit Union Association

1. Call meeting to order - Scot Baumgartner

2. Minutes - April 14,2016

Megan Nattress made the motion to accept the minutes as printed. Ilene Rollo seconded. Motion
passes.

3. Qualified vs Non-Qualifìed Mortgages - Eva Rees

Eva Rees provided handouts. (See Handouts A - F)

Qualified and Non-Qualified are summarizedby the borrower's ability to repay. The Federal

Regulators are looking for credit unions to take more responsibility in ensuring borrowers have

the ability to repay. Eva and Riley Bergstedt stressed that our examiners do not go in to
institutions looking at qualified and non-qualified as simply "good" or "bad." We are examining
from a safety and soundness perspective and looking specifically at the underwriting and risk
policies. Credit Unions should make loans that they feel are appropriate, know which ones are

qualified and non-qualified and account for an increased legal risk on a non-qualifying loan.
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There was a discussion about underwriting guidelines and what steps credit unions can take to
have quality mortgage loans.

A. Defïnition of a QualifÏed Mortgage

B. Safe Harbor & Rebuttable Presumption

c. Interagency statement on supervisor Approach for Qualified and Non-
Qualified Mortgage Loans

D. Supervisory Guidance on Qualified and Non-Qualified Mortgages

E. Ability to Repay and Qualified Mortgage Rules

F. Supervisory Letter - NCUA Office of Examination & Insurance

Page 2 section A. contains the I basic mortgage underwriting
requirements needed with every consumer mortgage loan.
Page 9 contains written exam procedures from the NCUA. You should not
expect a lot of difference between these guidelines and the Department's.

4. Update on CECL - Riley Bergstedt

Riley provided a handout. (See Handout G)
Riley asked for comments from the industry and invited attendees to share their concerns and ask
questions. There was a discussion about:

The cost to purchase new software and examiners suggesting 3'd party software is
necessary.

Concern over the conversion and difficulties choosing the best software for the credit
union's needs.

Size and sophistication of the institution: how examiners will go from the smallest
institutions to the larger credit unions and how to mitigate a "one size fits all" exam
approach.

The Department is mindful of the impact on smaller institutions and wants to stress we will
continue to learn more and time goes on. Riley advised that moving forward credit unions should
apply what they are currently using to estimate probable loss and apply that approach to the
portfolio for the life of the loan, expanding the "buckets" and classifications. Institutions should
also focus on enhancing tracking and collecting data at this point, before 2020.

G. Joint Statement on the New Accounting Standard on Financial Instruments -
Credit Losses: FRB, FDIC, NCUA and OCC.

a

o

a

a

a
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5. Industry Updates and Comments - Riley Bergstedt

A. New NCUA Chairman
President Barack Obama appointed Rick Metsger to be the ninth Chairman of the
National Credit Union Administration Board on May 1,2016.

B. NCUA Board - Call Report Modernization
NCUA has noted it plans to update the information collected in the call report,
removing data no longer relevant and adding new data reflecting new authorities
provided to credit unions through NCUA rules.

C. Extending the Exam Cycle
Rick Metsger called for a review of the NCUA's examination process, specifically
the frequency of examinations. His goal is to allow regional directors to have more

discretion in scheduling exams for federal credit unions and federally insured, state

chartered institutions. Riley affirmed his statement from the previous meeting; the DFI
will not be moving to an 18 month or extended exam cycle. We will continue to follow a

12 to 15 month exam cycle.

D. NCUA takes fîrst step towards incorporating'oS" in CAMEL Rating System
Federal banking supervisors already include an "S" in the rating system, as do 16

state credit union regulators. The UDFI is one of 16 states that have already added

Sensitivity to Market risk into our CAMELS rating and has been included in our
exams since early 2014. Five additional state credit union regulators are working to
adopt this approach.

6. Comments from the Industry

The floor was opened for comments, questions and concerns from the industry

A. Kent Greenfield of Education First Credit Union passed along some praise and

mentioned he appreciated the examiners that came in and their comments. The
exam went smoothly.

B. Thomas Gourdin of Firefighters Credit Union thanked the Department for how
they conducted the exam while he took care of a personal matter. The fact that
what he was going through was imporlant to the Examiner in Charge and to Riley
made a huge difference to him.
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7. Commissioner Comments - Commissioner Leary

Commissioner Leary reviewed these items:

9. Other Items

A. Legislative Audit
The legislative audit, focused solely on deferred deposit lenders, is still ongoing
V/e have seen a draft of the audit report but at this time no hearing has been
scheduled.

B. Lassonde Institute
The initial $300,000 contribution from the restricted account has been delivered
to the Lassonde Institute. Based upon the legislative appropriation there is
provision in our budget for an additional $300,000. On September 2l't the
Department of Financial Institutions Board will hear a presentation from a
representative from the Lassonde Institute with a description of how they have
spent the funds so far and the expectations for the future. The board will make a
determination about the next $300,000 in December.

C. Consumer Financial Protection Bureau (CFPB)
Commissioner Leary talked about the Departments relationship with the CFPB.

A. Thank you for coming
Emily Stanton thanked the group for making time to attend and extended the offer
to expand email recipients to include anyone who may be interested in attending.

10. Next Meeting - October 26,2016 at 1:00 p.m.
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Full Definition of a Qualified Mortgage: Updated lbr 2015

lhe tem:l .qu¿lifiecl nrortgzrge' rvas lirst usecl within the text ol the l)odd-Frank Wall Street

Iìefìl'n and Cl.¡surner 1tiorccticln Act. ',.vhich 
became l'ederal lar.r' on Jul.v 21, 2010. 'l'he Docld-

Irrank Act proviclecl a genelal c{efinition (essentiali.v an outline) of the QM loan. 'l'he CIrPB rvas

then give¡ìhe rask of iinalizingthat clelìnition. whichthe,v did in Jemuziry 2013.1-herule tool<

etfect in.lzi¡uar¡, 2014.llcrc arc the ke-r, features of a clualitìec'l tnortgage in 2015:

No Exccssive Upfront Points and Fees

In this colìtcxt, "points and fì:es' are additional costs charged b.v the lencier during ntortgage

apirlicatio¡, p.-ocessing and closing. 't'he 
Qlr4 rule puts a limit on these additional charges.

inctuaing those usecl to compensate morlgage brokers ancl loan officers'

Cienerally speaking, the ¡roints and fi:e.s paicl by the borrorvcr mutst not exceecl 3Yo of the total

¿rnrount bo¡iowed. if the loan is to be. consiclered a qualifìed inortgage. Certain exceptiotls hzrrre

bee.n ¡nacle lbr 'bona tjde d.iscount ¡roints' on prime lclans. For details on these and other

exceptiçns. ret'e¡ to the "Oi ficial L)oculnents" settion be.lorv.

No Toxic Lo¿rn Fe:ltnrcs

In this contexr, a 'toxic' loan f'cature cau ref'er to any high-risk f'eature that may h¿rve contributecl

to the mortgage anclhousing collapse'o1'2008. Such l'eatures are prohibited by the qualified

nrortgage ru.le, as defined try CFPB:

No inlcresl-o nlt, lr¡ans. 'l'hese are nrortgage proclucts where the bc)ffclwer def'ers the

repa,v-ment of prir.icipal ancl pa,v-s only the intelest. r"rsually fior ¿i ceftain periocl of time

. N'n rtegalive-unlortito{iotl loans. Tltese ¿ue loans lr.'here the principal amount borrowed

increases over time. even u'hile nronthl,v ¡rayments are being nracle. 'l'his cllien happens as

the resulf ol the interest-only paynrents mentioned above.

. No lenns be.vancl 30 j,s¿¡1"r.ln orclel'to rneet the defrnition of a c'¡uzrlitìecl tnortg¿ìge. the loan

rnust have a repa)'msnt terru of 30 years or less.

. À/r¡ bailoon loctns.ln most cases. lralloon loans rvill be plohibited by the QM rules. Rurt

sorne exccptions have been macle. Smaller lenc'lers in 'rural or unclerserved areas" may still

make such loans. Delinition: .r\ balloon mortgage is one that has a larger-thzrn-normal

payment at the eud erf the repa.vmetrt term.

Limits on Debt-to-Income Iìatios

In general, the qualifiecl rnortgage i,vill be grantecl to borowers with clebt-to-income / DTi raticis

n,ririgh", than 43o/o. As the *ãr* irnplies, the ciebt-to-income ratio compares the alnount ol'

morìey a persou earns each month (gross rnonthly income) to the amount he or she speuds on

recurring debt obli gations.

'I'lris zispect of ttre eM rule is intencle<l to llrevellt cotlsulners 1Ìorn taking CIn lnortgage loans the1"

car¡rot iealistictrll-v aflbrc{. A tenrporar¡' (a{'terJanuary 2014) exceptiou rvill be granted for lo¿rns

that are eligible to be scllcl or insurecl by .Frcddie Mac, Farutie Mae. F'llA or the VA'



Legal Protections: Saf'e Harbor & Rebuttable presumption

l'enclers that generate Qi\'1-con:rpliant moïtgage loans rvill receirre sonre tlegree ol Iegal protection
against borrower larvsuits. '['lte level of plotection thc,], r'cccive rvill clepenion the type àf loan
1þs.v- rnake. so- in essence, there are trvo ty,'pcrs ol.clualifìed mortgages:

Sofe Hnrbor- Of'the trvo types ol QM loans, this one gives lenders the highest leyel ol legalproteclion' fhese are lower-priced loans r.r,ith inrcrest raies clgser.to the p.irã" ratc. '¡he_v arc]
typically grattted to consltrners with gooiJ crerJit histories (less risk). If ttre borror.ver c.ncls up in
clelàult I fbrec'losure clorvn the ro¿icl. the lender would be consicler.å to 1.,o.," Iegall,v sarisfìed the
Ability-to-Ilepay rule' '['hus, it rvoulcl be harder for the bonor.r,er to sue the le'cler in c.urt.
Ilowcrver. boffovn'ers c¿in still challenge tlic.ir lenclers in court if'they tèel the loan fàlls short of
the QM pararneters outlined above.

Rebuttahle I'tcsumptio,t --l'hese are higher-prícecl loans that ale tvpicalll,gra,ted t. borr'rvers
with lou''er cl'edit stores. ln this context. 'highèr-priceci' reÈrs to ¿i loan rvith an interest rate that
is more than I .5% higher than the crnrent pr:inr. iate. Lenders who grant these t,v,pes of,
trlortgages will receive a t)'pe of legal protection knowr as rebuttabl. ¡rr"r,,nrption. r.r,hich ol.fers
less plotection than the,safe harbor explainecl above. If the borror,ver ends up ìn o fbreclosure
situation. he or she could still rvin an ability-te-repay l¿rwsr:it if'tliey .,n,., p,r..,,,r' .'t¡e creclitor: clicl
not co¡rsicler their living expenses atter their mortgage and other debts."

Notc: Regardless of these protection cl¿ruses (safè harbor and rebultable presumption),
consunlers can still legally challenge their lenclers lbr tr¡eaking other fcdàral consulner-
protection laws. Iu other words. these protections clc'¡ not pr..lud" other types of lau,s'its r.elati'g
to mortgage loans.



Board of Governors of the Federal Reserve System
Federal Deposit Insurance Corporation
National Credit Union Administration

Office of the Comptroller of the Currency

December 13,2013

Interagency Statement on Supervisory Approach for
Qualified and Non-Qualified Mortgage Loans

Purpose

The agenci.r' ure issuing this statement to clarify safety-and-soundness expectations and

Community Reinvestment Act (CRA) considerations for regulated institutions engaged in

residential mortgage lending in light of the Consumer Financial Protection Bureau's (Bureau)

Ability-to-Repay and Qualified Mortgage Standards Rule (Ability-to-Repay Rule), which was

issued January i0, z0tà, and is effectivã January 10,2014.2

Background

The Bureau's Ability-to-Repay Rule implements Section 129C of the Truth in Lending

Act, which requires lenders to make reasonable, good faith determinations that consumers have

the ability to repay mortgage loans before extending such loans. The Bureau's Ability-to-Repay

Rule provides lenders with a presumption of compliance with the ability-to-repay requirements

for loàns that meet the regulatory defrnition of a "qualified mortgage" (QM). In accordance with

the Bureau's Ability+o-Repay Rule, a QM may not have certain features, such as negative

amortization, interest-only payments, or certain balloon structures, and must meet limits on

points and fees and other underwriting requirements.

The Bureau's Ability-to-Repay Rule provides lenders with several ways to satisfy the

ability-to-repay requirements, including making loans that do not quaJify as QMs, referred to as

"non-QM" loans. Please refer to the Bureau's Ability+o-Repay Rule' for a detailed explanation'

Safety-and-Soundness Expectations

The agencies recognize that many institutions are in the process of assessing how to

implement the Bureau's Ability-to-Repay Rule. The agencies emphasize that institutions may

originate both QMs and non-QMs, based on their business strategies and risk appetites.

Reiidential mortgage loans will not be subject to safety-and-soundness criticism based solely on

their status as QMs or non-QMs.

I Board of Governors of the Federal Reserve System (FRS), the Office of the Comptroller of the Currency (OCC)'

the Federal Deposit Insurance Corporation (FDIC), and the National Credit Union Administration (NCUA).

2 See Ability-to-Repay and Qualified Mortgage Standards Rule under the Truth in Lending Act (RegulationZ),78

FR 6408 (Jan.30,2013), as amended.

' Refer to the Bureau's wçb site ¿¡ http://files.consurnerfinance.eov/f/201309-cfpb-titlexiv-updates.pdf.
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Regardless of whether residential mortgage loans are QMs or non-QMs, the agencies
continue to expect institutions to underwrite residential mortgage loans in a prudent fashion and
address key risk areas in their residential mortgage lending, including loan terms, borrower
qualification standards, loan-to-value limits, and documentation requirements. Institutions also
should apply appropriate portfolio and risk management practices. lnstitutions should continue
to comply with the applicable guidance on residential mortgage lending issued by their
respective federal regulators.

The Community Reinvestment Act and Fair Lending

The agencies recognize that some institutions may originate only or predominantly QMs,
particularly when the Bureau's Ability-to-Repay Rule first takes effect. In fact, the agencies note
that some institutions' existing business models are such that allof the loans they originate
satisfy the requirements for QMs.

As recently addressed in the Interagency Statement on Fair Lending Compliance and the
Ability-to-Repay and Qualified Mortgage Standards.Rzle issued on October 22,2013,4 the
requirements of the Bureau's Ability-to-Repay Rule and the fair lending laws are compatible.
Similarly, the requirements of the Bureau's Ability-to-Repay Rule and CRA are compatible.
Accordingly, the agencies that conduct CRA evaluations) do not anticipate that institutions'
decision to originate only QMs, absent other factors, would adversely affect their CRA
evaluations.

As required by the CRA, the agencies assess institutions' performance in helping to meet
the credit needs of their communities, including low- and moderate-income neighborhoods,
consistent with safe-and-sound operations. Each evaluation takes into account the unique
performance context of the institution.

a FDIC: See http://www.fdic.eov/news/news/press/20 I 3/prl 309 I a.html;
FRS: .See http://www.federalreserve.gov/newsevents/press/bcreg/20 l3l022a.htr¡;
NCUA: See http://www.ncua.gov/News/Pages/NW20l3lO22lnteragency.aspx; and
OCC: See lrttp://www.occ.gov/news-issuances/news-releases/2013/nr-ia-2013-l64.lrtml.

s The fedcral financial agcncics with supcrvisory authority for CRA are the fRS, the OCC, and the FDIC
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Superv¡sory Guidance on Qualified and non-Qualified

Mortgages
NCUA LETTER TO CREDIT UNIONS
NATIONAL CRE DIT UNION ADMINISTRATION

1775 Duke Street, Alexandria, VA22314

DATE: lanuary 20L4 LETTER No': 1"4-CU-01

TO: Federally Insured Credit Unions

suBJ: supervisory Guidance on Qualified and non-Qualified Mortgages

ENCL: sr-rpervisory Letter - cFPB',s Ability-to-Repay and Qualified Mortgage Rule

Dear Board of Directors and Chief Ëxecutive Officer:

The enclosed letter to NCUA examiners provides a preview of how credit union mortgage lenders will be expected to

comply with the Consumer Financial Protection Bureau (CFPB)'s recently finalized rule on Ability-to-Repay (ATR) and

Qualified Mortgages (QMs).

This rule becomes effective January !:O,2AL4, and applies to all federally insured credit unions.

As with any new requirement in its earty stages after becoming effective, NCUA field staff will take into

account a credit union's good-faith efforts to comply with the new rule.

NCUA field staff will be placing particular emphasis on the safety and soundness implications of mortgage lending

under this new paradigm. Whether your credit union originates Qualified or non-Qualified Mortgages, examiners will

be evaluating credit risk, liquidity risk, and concentration risk.

I want to emphasize that credit unions may originate both Qualified and non-Qualified Mortgages. Non-QM

lending can be an effective member service if conducted safely and soundly. NCUA will not subject a mortgage to

safety-¿¡6-roundness criticism solely because of the loan's status as a QM or non-QM. Credit unions choosing to

make non-QMs will need to take into account the potential new market and legal risks.

The enclosed Supervisory Letter also describes specific examination procedures and expectations for credit union

mortgage lenders.

NCUA Regulatory Alert 1-4-RA-0L provìdes additional information about the new rule ancl its exemptions.

I encourage you to review both letters and to contact your regional office or state supervisory authority if you have

any questions.

Sincerely,

/s/

Debbie Matz
Chairman

Enclosures

https://www.ncua.gov/regulation-supervision/Pages/policy-compliance/communications/le. .. 7llll20l6





Abili to Re TR and ualifÏed Mo Rules
AND PURPOSE

ULATORY REFERENCES

RECORD RETENTION REQUIREMENTS
CommentsYes/1.{oentationIm

Has the credit union evaluated the current products or

services it offers to members to determine applicability ?

on the products the credit union

they determined which Dodd-Frank Act regulatory

impact their current Products ?

offers to members,

the credit union developed an implementation plan ?

CommentsYes/I.{ovaluationP
l. Does the credit union's business plan address its

and/or Non-Qualifi ed Mortgage lending program?
Qualified

plan establish clear performance objectives and

based on reasonable projections and
Does the

. Did the credit union evaluate its

implementing the program and is the credit union's capital

suffîcient to cover the potential exposure from these

capital exposure prior to

4. Does the credit union periodically analyze the

operational costs (e.g., overhead, technology, fixed assets) of
staffing and

Does the credit union evaluate the

on an on-going basis? Are collection expenses'

personnel expenses, and potentially higher loan

profitability of the

Does the credit union have staffexperienced and

in administering qualiñed and non-qualifred mortgage loans?

trained

7. Does the credit union periodically assess its pricing

Does the credit union stress test its loan pools including an

of the portfolio's susceptibility to deteriorating

ic market and business conditions?

9. Ifcredit scoring is used, does the credit union evaluate

scoring attributes to determine that they are effective

determinants of risk and, in addition, compare them to

the

10. Does the credit union evaluate that the q

mortgage lending program is in compliance with

compliance regulations (eg., ECOA, TILA, Reg X,

ualiflred and non-

PA) ?

Yes/1.{o CommentsAbitity-to-Repay and QualifÏed Mortgage
Standards z 1026.43)



Ability to Repay (ATR) and Qualified Mortgaee (QM) Rules
l. To the extent the credit union seeks to preserve its ability
to make loans that are not Qualified Mortgages, do their
policies and procedures address the key components ofthe
ability-to-repay provisions, including:

a. Obtaining and veri$ring ceftain financial information
related to the member(s)?

b. Ensuring that members have sufficient assets or income
to pay back the mortgage?

c. For adjustable-rate mortgages, that the monthly
pa¡rment is calculated using either a fully indexed rate or an

introductory rate" whichever is hieher?
d. Any exemptions that apply and a full description of

when the exemptions apply and conditions for exemptions
(e.g., for a customer trying to refinance certain risþ loans
only after specific conditions are met)?

2. Qualified Mortgages: does the credit union's policies and
procedures address the key components ofthe qualified
mortgage provisions, including:

a. Documenting, where applicable, that loans were eligible
for purchase by Fannie Mae or Freddie Mac or insurable by
FHA?

b. Reshictions on charging points and fees and prohibition
ofcertain risþ loan feahres (as applicable)?

c. Limits on debt to income ratios (as applicable)?

d. Full descriptions ofqualifications for any qualified
mortgage provisions (e.g., if the loan is made by a smaller
qqditor in rural or underserved areas)?



Supervisory Letter

NCUA I Office of Examination & Insurance
1775 Duke Street, Alexandria, YA22314
www.ncua.gov

SL No. 14'01
January 3,2014

TO: All Field Staff

SUBJECT: cFPB's Abilify-to-Repay and Qualified Mortgage Rule

ENCLOSIJRE: Doclcl-Frank Act MoÉsase Rules ouestionnairc

This supervisory letter provides information abor¡t the new Ability-to-Repay and Qualified

Mortgage Rule (ATWQM) issued by the Consumer Financial Protection Bureau (CFPB)' The

rule requires rnortgage lenders to consider a consumer's ability to repay a home loan before

extending credit to them. The rule establishes standards for Qualified Mortgages (QM$ that

meet the ability-to-repay requirements, and provides a safe harbor for lenders that originate

eMs.l 1'ne rute applies to new mortgage loans made on or after January 10, 2014.2

This letter establishes supervisory expectations with respect to credit unions' compliance with

the new rule, including ensuring that credit unions nreet certain risk-rnanagement e4pectations

with regard to QM and non-QM loans. Also enclosed is a new questionnaire that will be

incorporated into AIRES to assist field staff in conducting exaÍìs related to this rule.

The guidance in this document applies to the supenision of all federally insured credit

unions. If you have any questions on the following material, please direct them to your

immediate supervisor or regional nnnagernent.

I. Background

Sections l41l and l4l}ofthe Dodd-Frank Wall StreetReform and Consunrer Protection Act

requhe creditors to nnke a reasonable, good-faith assessment of a consunpr's ability to repay

any loan secured by a dwelling before extending credit to that consunrer. This requirenent was

I rhe comp lete te>d of the new rule is available on the CFPB's website at

Strpenisrtr;;leÍtcrsareissuetltocreditunion,fieldstafltl,ÀCl.r,4lsAfice<tft:tontinatiott&lttsuranceloaddress
signifìctmt p<tlic¡,ctrtcl ¡troccdurai nKúters rclatecl l<¡ NC:Li,4's supervisttry re'sponsibilities.

'l'hcsc lcllers ¿¿¡'¿ 4.1,4ilaltle on N(''l.iA's v'eL¡siÍe, \t'tt'r't''ttctta'gol't'

lend iqg-act-r'egu lat ion -zl.

ffindQualifiedMortgageruleisoneofsevenmortgage-lending+elatedrulesissuedbythe
CFpB in 2013. Credit unionìare subjectto-all of theserules. See theappendix forafull listof newrules andtheir

respective compliance dates.



NCi j¡\ Supein,isilr'_r, [-c¡lteri. r\t'r. l4-0 1
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written into the Dodd-Frank Act in response to the mortgage crisis, which resuhed from many
rlloftgages being made to consumers without regard to the consunrer's ability to repay and which
led to the nation's recent economic recession.

The CFPB'S new rule implenrents the Dodd-Frank Act requirement and establishes cert¿in
protections from liability for QMs. The rule also limits prepayment penahies and requires
creditors to retain evidence of compliance with the rule for three years after a covered loan is
consummated.

A. Abílity-to-Repøy Requirement

The new rule requires that, before oratthe consumnntion of amortgage loan, acredit union
consider at least the following eight underwriting factors and use reasonabþ reliable third-party
records to verifi all information on which it relies:3

o Current or reasonabþ expected inconre or assets (other than the value of the property.
securing the loan) the consurner will reþ on to repay the loan.

o Cuffent employment status (if a credit union relies on employnrent income when
assessing the consumer's ability to repay).

' Monttrly mortgage paynrnt forthis loan (using the introductory orfully-indexed interest
rate, whichever is hþher, and monthly, fully-amortizing pay'nents that are substantially
equal).

o Monthly payrnents on any simult¿neous loans secured by the sanp property.
o Monthly paynrents for property taxes and required insurance, and certain other costs

related to the properly such as honpov,,ners' association fees or rent.
o Debts, alinrony, and child support obþtions.

' Monthly debt-to-inconp ratio and residual inconp using the total ofall of the mortgage
and non-mortgage obligations, as a ratio of gross nþnthly incorne.

. Credit history.

A loan is not permissble if the credit union does not nuke a reasonable, good-faith
determination that the member has the ability to repay the loan. Credit unions are responsble for
developing and appþing their own unden¡¿riting standards and making changes to these
standards over time in response to empirical information, and changing economic and other
conditions. Each credit union must establish its or,r,n ability-to-repay criteria in the context of the
facts and circumstances relevant to their market, organization, and membershþ.

3 Additional täctors may be considered, but, at a minimum, these eight factors must be considered.

')A bi I it¡;-tt>lìepâ._v a nd (Jrra lified lr4ort ga gc Iì u lo



NCUA Suf:ervis t'¡r'v [.elter No. l4-01 Januar:v 2014

B. Quølífi.ed Mortgøges

Loans can achieve QM status under tluee categories: genera[ temporary, and small creditor. The

following table sumrnarizes the t¡,pes and criteria for QMs.

J

o Balloon-payment
feature allowed;
other restrictions
apply

o No negative-arnrtization, interest-onþ, or balloon-payment featurcs

o [.oan term may note><ceed 30 years

¡ Cpnerally 3 percent oftotal loan amount; higher oap for loans less than $100,000

. up to two additional bona fide discount points allowed depending on rate

APR* erceeds theAPOR** by 3.5 percentage

points or more for both first-lien and

subordinate-lien loans

APR* e>ceeds theAPOR** by 1.5 percentage
points or nrore for frst-lien loan and 3.5

percentage points or rnore for subordinate-lien

loans

loan term must be
five years or
longer
I-oan is frtlly
anprtized over 30
years or less

Must cons ider and
verifr debts,
income, and debç
to-income ratio or
residual income
(the 43 percent

threshold does not
applv)

O

a

a

Underwrite based
on fulþ annrtizíng
schedule using
maximum rate
permitted in the
first five years

C¡nsider and

verifl income or
assets, cunent debt
obligations,
alimony, and child
support
Determine the
consumer's
nronthly debtto-
income ratio, but
the 43 percent
threshold does not
apply

a

a

loan must be eligible
for purchase,
guarantee, or
insuranceby Fannie
Mae or Freddie Mac,
FHA, VA, USDA, OT

the Rural Housing
Service

o Underwrite based

on fulþ amortizing
schedule using
maximum rate
permitted in the
first five years

¡ C¡nsider and
verify income or
assets, current debt
obligations,
alirmny, and child
support

o . .Determine thatthe
consumer's
monthly debt-to-
income ratio is no
more than 43

percent

Must generalþ hold the loan in portfolio for 3

yearsN/A

Small creditors'
eligibilþ to originate
balloon-payment

QMs eryires on

January 10,2016,
unless that creditor
operates pre-

dominantþ in rural or
underserved areas

NiAN/A

Earliest of:
l) Date GSE exits

federal conserya-
torship or
receivership

2) Date therclevant
agency's own QM
rule takes effect

J Janu Lo,202l

* APR: Annual Percentage Rate, ** APOR = Average Prime Offer Rate
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For more information on the QM standard, refer to NCUA gulatorv Alert 14-RA-0L and the
CFPB's Ability-to-Repay and Qualified Mortgage Rule Small Entity Compliance Guide.

The QM standard is intended to give creditors more certainty about potential legal liability. The
new rule provides creditors that originate QMs two different levels of protection from liability.
QMs that are not higher-priceda have a safe harbor under the new rule, meaning that they are
conclwively presumed to compþ with the ability-to-repay requirenrcnts. QMs that are higher-
priced are presuned to be in compliance with the abilþ-to-repay requirement, but a borrower
can rebut that presumption.

Small Creditors

The new rule provides that mortgages issued by small creditors will be considered eMs under
certain conditions, provided the creditor has considered and verifîed a consumer's debt-to-
income ratio.s The small creditor QM status applies to credit unions that have less than $2.02g
billion in assets and, together with all its affiliates, originates 500 or fewer first-lien rnortgages
per year' The rule offers a two-year transition period during which all srnall creditors can make
balloon-payment QMs; however, when that period expires (on January 10,2016) onþ small
creditors serving rural or underserved areas6 will be able to originate balloon-payment eMs.
Small creditor loans will lose their QM status if they are sold or otherwise transfeped less than
three years after consumnration. These loans will retain their QM status if they are:

o Sold more than tltee years after consumnration.

' Sold at any tinæ to another creditor that meets the srnall creditor asset size and
origination volume criteria.

¡ Sold pursuant to a supervisory action or agreenent at any time.
o Transferred as part of a merger or acquisition of or by the creditor at any time.

a Ceneral andtemporary QMs areconsideredhigher-priced if the loan's annualpercentagerate(ApR) exceeds the
avemge prime offer rate (APOR) by 1.5 percentage points or rnore for first-lien loan and 3.5 percentage points or
more for subordinate-lien loans. Small creditor general andballoon-payment QMs are consideredhigher-priced if
the loan's APR e>aeeds the APOR by 3.5 percentagepoints ormore for both frst-lien and subordinate-lien loans.
The Federal Financial Institutions E¡ømination council publishes ApoR tables at
www.fliec. go v/ratcs tt lead/apo rtablcs,htm.
5 under the small creditor QM category,no specific debt-to-incomc limit applies.
o CFPB will publish an annual list of rural or underserved countles.
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C. Non-Quølíjled Mortguges

Credit unions may offer loans that do not qualify as a QM ("non-QM" loans) as long as a

reasonable, good-faith determination is made that the nrember is able to repay the loan based on

corrìrnon underwriting factors in compliance with the ability-to-repay rule. Credit unions can

continue to reþ on existing underwriting guidelines that are sound and tested, resuhing in loans

that have generally perfonred well, as long as (l) the ability-to-repay rule requirenrents are met

and (2) the credit union documents the infornration it has considered to nøke its determination.

IMPORTAIIT: Credit unions must undersüand and adequateþ address the increased risk¡

posed by non-QM loans .held in theír portfolios. (See Guidance for Field Staff for nlcre

information aborf these risks.)

D. Bøn on Prepøyment Penaltíes

Section 107(5) of the Federal Credit Union Act prohibits federal credit unions (FCUs) from

charging prepa¡nrrcnt penalties; however, state-chartered credit unions' ability to charge

prepay,rnent penahies varies from state to state. Under the new rule, all federally insured, state-

chartered credit unions (FISCUs), even those chartered in a state that permits prepaynrent

penahies, are banned from assessing most prepaSanent penahies, except on ceftain non-higher-

priced QMs with either fixed or step rates.

Prepaynnnt penalties are allowed on these non-higher-priced loans only if the penahies satisfy

certain restrictions, are permitted under law, and if the creditor has offered the consuner an

ahernative loan without such penalties.

E. Record Retention Requirement

The new rule requires creditors to retain evidence that it complied with the ability-to-repay

requirements for at least three years after the origination of the loan. Credit unions nny elect to

nraintain these records for a longer period as outlined in Appendix A (Record Retention

Guidelines) to Part 749 ofNCUA's Rules and Regulatiors.
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II. Risks Associated with QMs and Non-eMs

In order to compþ with the new rule, most credit unions will need to enhance their written loan
policies,T procedures, and processes with regard to mortgage lending. Credit unions will then
need to perform regular periodic reviews to ensure that the rule requirenrents are consistently
met. NCUA's primary objective in reviewing credit union mortgage lending is to ensure that
credit unions have sor"urd underwriting practices in place that mitigate cert¿in mortgage-lending
risks; nevertheless, there are certain risks associated with QM and non-QM lending that credit
unions need to consider.

A. Credit RÍsk

The ability-to-repay requirenrent of the new rule is intended to protect the bonower and the
lender by requiring creditors to adequateþ researct¡ assess, and docunrent the borrower's ability
to repay.

While QMs are presuned to have met the ability-to-repay requirements for legal purposes, eM
bonowers remain at risk of default in the event of any nunber of circumstances (such as job loss,
a drop in honre value, etc.), which translates into credit risk for the lender. Meeting the
minimum requirements of a QM loan does not aúonìâtically make it a'þood" loan. These loans
can still present credit risk as a resuh of,

o Inherent limitations in underwriting methodologies.
. Subsequent events that affect the bonower.
. High loan-to-value ratios.

o Inadequate or weak appraisals.

. Loan servicing or escrow account ûanagement problems.
o Weak collection practices and policies.

o Misrnanaged loan modification practices and policies.

Non-QM borowers present similar defauh risks as QM bonowers. In addition, ceftain features
of non-QM loans, such as listed below, can present additional risk:

o Negative amortization.

o Interest-only or balloon paynrents.

r 'T..lo-doc" (no verification of income) loans.

7 Section 701.21 ofNCUA's Rules andRegulations requires federal credit unionstoestablishwritten loan policies
FoTFISCUs, regulatory requirements forwritten loan policies vary from stateto state. However, all federally
insurecl credit unions musL mainl.ain written loan policies to be considered safeand sound.

6A bi I it )'-to-lì epav a nd Qua lilicd lvlort ga ge flulcr



NCti¡\ rviserrv l-ettet' No. l4-01 .lanuall' 201 .l

a Elevated debt-to- income ratios.

Field staff need to ensure that credit unions have adequate policies that clearþ outline procedures

and criteria for granting QM and non-QM rnortgages, and staff that are trained to grant mortgage

loans in this new environment.

B. Liquidity Rìsk

Credit unions that originate non-QM loans may find it difficult to find a suitable secondary

nørket for these loans. This may create liquidity challenges in addition to capital nranagenænt

implications for the credit union.

Under the new rule, a credit union that qualifies wrder the "srnall creditor" definition nny

originate QMs with a balloon-payment feature. However, the rule requires that the loan be held

in the credit union's portfolio for three years in order to maintain its QM süatus. This

requirenent will have clear liquidity implications that the credit union needs to take into

consideration.

C. Concentrøtion Risk

When a credit union's loans are heavily concentrated in any sector, it will face the risk that a

downtum in that sector will have an outsized impact on the credit union's overall loan portfolio.

Thus, any concentration in nnrtgage loans presents certain risks. Credit unions need to closeþ

monitor the size and performance of their QM and non-QM porbfolios, establish concentration

limits, and docunrent those limits clearþ in their loan policy. Field staff should look for

rÌylnagerrgnt reporting that tracks the perforrnance of loans by characteristic (e.g. QM versus

non-QM loans). In addition, r¡rderwriting standards should be reviewed regularly and nndified

if the risk of the portfolio increases.

D. Legøl Rìsk

The new rule provides a presumption that creditors who originate QMs have complied with the

ability-to-repay requhenrcnts and thus receive a safe harbor that protects them from certain legal

action. Higher-priced QMs are provided a rebuttable presumption. Non-QMs are not covered by

either protection, næaning that a credit union that originates this type of loan is exposed to a

potentially higher level of legal risk. Lawsuits could be initiated by a single bomower or a group

of nrcmbers in the form of a class action lawsuit. If the borrower proves in court that the credit

union failed to make a reasonable, good faith determination of the ability to repay during loan

origination, the credit union could be liable for legal fees and up to three years of finance charges

and fees.
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Both QM and non-QM loans can be granted safeþ with proper controls, procedures, and
policies. Nevertheless, legal risks are present and there is no precedent as yet for how courts will
interpret the ability to repay rule, in addition to how a court will rule on fact pattern specific
scenarios should a credit union be taken to court. Credit ulions must consider the cost and
implications associated with this risk when deciding if and to what extent to offer non-eM loans,
in pricing these loans, in determining appropriate capital levels, and in operating such a program
(including the impact on collection and loan modification procedures and the need for periodic
review and calibration of the non-QM underwriting criteria).

m. Guidance for Fietd Staff

The ability-to-repay determination in the CFPB's new rule is required of all federally insured
credit unions that originate rnortgage loans. As with any new requirement in its earþ stages after
becoming effective, in determining supervisory ratings NCUA field staff will take into account a
credit union's good faith efforts to compþ with the new rule.

The QM provision of the new rule offers certain liability protections to credit unions that
originate mortgages, but credit unions are not requìred to originate only QMs. From a safety-
and-soundness perspective, a credit union nray orþate both QM and non-QM loans, based on
its business sffategy and risk appetite. NCUA will not subject a mortgage loan to safety-and-
soundness criticism because of the loan's status as a eM or non-eM loan.8

, IMPO.RTANT; A credit union nray originate both QMs and non-QMs as appropriate for its
overall.,businesg stratery and risk appetite. Field st¿ff should not make saèty-and-soundness
criticisms based on a moúgag" loun'. status as u eM or non-eM loan. 

=

NCUA continues to expect credit unions to undelwrite residential nmrtgage loans in a prudent
fashion and address key risk areas, including loan terms, borrower qualif,rcation standards, loan-
to-value limits, documentation requirements, and portfolio- and risk-management practices,
regardless of whether a residential mortgage loan is a eM or non-eM.

Consistent with this expectation, an improperly underwritten or past-due residential mortgage
loan may be subject to criticism at orþination or allerward, as appropriate to the facts and
circumstanecs of the loan and regardless of its status as a eMor non-eM.

8 
See the joint industry guidance issued by the Federal Reserve Board of füvemors, the Federal Deposit Insurance

Coryoration. the Office of theComptroller o1'the Crrnency, ancl NCUA on December 13, 20i3, avaìlable at
www.ncua.gov/News/Pagesn{W 20 13 l2 l3 eual ifiedMtgL,oans.as px
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IV. Exam Procedures

When conducting a review of a credit union's mortgage portfolio, field staff should ensure that

the credit union

Reviews and updates its policies, procedures, and intemal controls directþ related to

ensuring compliance with the ability-to-repay requirenrcnt. At a minimum, the

urderwriting standards must include the eight required factors.

a

a

a

a

a

a

a

a

a

a

Verifies all the inforrnation used to determine a consulrcr's ability to repay using

reasonably reliable third-parly records. The credit union must retain these records for at

least three years.

Periodically evaluates the program and Allowances for Loan and Lease l¡sses (ALLL)

funding in response to empirical resuTts (based on actual delinquency and loss history)

and curent economic conditions.9

Establishes concentration limits for the overall real estate portfolio as well as

concentration limits for any non-QM mortgages'

Prices any non-QM nnrtgages adequately to address the additional risk.

Retains knowledgeable and e4perienced personnel who understand the risks related to

non-QM mortgage lending if applicable.

Determines how providing non-QMs will fit into its strategic plan and benefit its

members.

Identifies and tracks non-QMs in the loan portfolio to provide for adequate monitoring

regarding loan perfornnnce, loss ratio, and ALLL firnding pools'

Addresses legal risks, including having qualihed legal counsel review non-QM modgage

loan programs.

Accounts for the impact these loans will have on Asselliability Managernent (ALM)

nndeling and liquidity managernent.

e As part of this evaluation, credit unions should look at mortgage loans that have defaulted early or shortly after any

adjustable loan rate resets. These types of defaults could indicate thatthe credit union is not conducting reasonable,

good-faith ability-to-repay determinations.

9A bi I it;,-to- Iìe pav a ncl Qua lil'ied lv{ ort. ga gc Iì u lcr



NCU¡\ Su¡reLvisor_t, l.ettel No. l4-0ì Jurlrar-v 20 lrl

V. Additional Guidance Relevant to the
Ability-to-Repay and QM Standards Rule

This document orflines the safety-and-soundness concerns related to QM lending, and builds on
previously lssued NCUA guidance, including:

Mort
Protection Bureau (Regulatory Alert, l4-RA-01)
Appraisals for Higher-Priced Mortsaqe Loans (Regulatory Alert, 13-RA-0g)

a

a

a

a

Rule on e

Equal Credit OnÐortunitv Act (Regulatory Alert, l3-RA-07)
s u.n.der Lendin (Regulatory Alert, I 3-RA-05)

o Con,cenîration Risk (Letter to Credit Unions, 10-CU-03)
c Interúsencv Guidance on Nontredilional Mortsage Product Risk (Letter to Credit

Unions, 06-CU- 16)

o Increasins Risks in MorÍsase Lending (Letter to credit unions, 05-cu-15)
a onÍ

(NCUA Accounting Bulletin 06-01)

If you have any questions onthe material in this letter, please direct them to your immediate
supervisor or regional management.

Sincereþ,

Larry Fazio
Director, Office of Examination & Insurance
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Board of Governors of the Fede ral Reserve System

Federal Deposit Insurance Corporation
National Credit Union Administration

Offïce of the ComPtroller of the CurrencY

June 17,2016

Joint Statement on the New Accounting Standard on

Financial Instruments - Credit Losses

Purpose

The Board of Governors of the Federal Reserve System (FRB), the Federal Deposit Insurance

Corporation (FDIC), the National Credit Union Administration (NCUA), and the Office of the

Coåptroller of the óuo.n.y (OCC) (hereafter, the agencies) are issuing this joint statement to

prouid. initial information ábout the new accounting standard, Accounting Standards Update
'tnSU 

No. 2016-13, Financial Instruments - Credii Losses (Topic 326): Measurement of Credit

Losses on Financial Instruments.l

The Financial Accounting Standards Board (FASB) recently issued this new accounting

standard, which introducés the current expected credit losses methodology (CECL) for

estimating allowances for credit losses. The new accounting standard allows a financial

institution to leverage its current intemal credit risk systems as a framework for estimating

expected credit losses.

This joint statement also provides initial supervisory views regarding the implementation of the

n"* ä."orrnting standard. This important aðcounting change requires the attention of each

financial institution's board of directors and senior management.

Scope of the New Accounting Standard

The new accounting standard applies to all banks, savings associations, credit unions, and

financial institutionîolding co-panies (hereafter, institutions), regardless of asset size'

Key Elements of the New Accounting Standard

Under CECL, the allowance for credit losses is a valuation account, measured as the difference

between the financial assets' amortized cost basis and the net amount expected to be collected on

the financial assets (i.e., lifetime credit losses)'2

To estimate expected credit losses under CECL, institutions will use a broader range of data than

under existing Ù.S. g.rr.rally accepted accounting principles (GAAP). These data include

I The FASB issued ASU 2016-13 0n June 16,2016. A complete copy of the document is available here'

2 paragraplr 326-20-30-l states, "The allowance for credit losses is a valuation account that is deducted from the

amortized cost basis ofthe financial asset(s) to present the net amount expected to be collected on the financial

asset."
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information about past events, current conditions, and reasonable and supportable forecasts
relevant to assessing the collectability of the cash flows of financial assets.

Single measurement approach: Impairment measurement under existing U.S. GAAP is often
considered complex because it encompasses a number of impairment models for different
financial assets.3 In contrast, the new accounting standard iniroduces a single measurement
objective to be applied to all financial assets carried at amortized cost, including loans held for
investment and held-to-maturity securities.

Scalability: While there are differences between today's incurred loss methodology and CECL,
the agencies expect the new accounting standard will be scalable to institutions of all sizes.
Similar to today's incurred loss methodology, the new accounting standard does not prescribe the
use of specific estimation methods. Rather, allowances for credit losses may be determined using
various methods. Additionally, institutions may apply different estimation methods to different
groups of financial assets. Thus, the new standard allows institutions to apply judgment in
developing estimation methods that are appropriate and practical for their circumstances. The
agencies do not expect smaller and less complex institutions will need to implement complex
modeling techniques.

Purchased credit-deteriorated assets: Another change from existing U.S. GAAP involves the
treatment of purchased credit-deteriorated assets. For such assets, the new accounting standard
requires institutions to estimate and record an allowance for credit losses at the time of purchase,
which is then added to the purchase price rather than being reported as a credit loss expense. In
addition, the definition of purchased credit-deteriorated assetsa is broader than the defrnition of
purchased credit-impaired assets in current accounting standards.

Accounting for available-for-sale debt securities: The new accounting standard also updates
the measurement of credit losses on available-for-sale debt securities. Under this standard,
institutions will record credit losses on available-for-sale debt securities through an allowance for
credit losses rather than the current practice of write-downs of individual securities for other-
than-temporary impairment.

Retained accounting concepts: The new accounting standard does not change the existing
write-off principle in U.S. GAAP or current nonaccrual practices, nor does it change the current
accounting requirements for loans held for sale, which are measured at the lower of amortized
cost or fair value.

3 Current U.S. GAAP includes five different credit impairment models for instruments within the scope of CECL:
ASC Subtopic 310-10, Receivables-Overall; ASC Subtopic 450-20, Contingencies-Loss Contingencies; ASC
Subtopic 310-30, Receivables-Loans and Debt Securities Acquired \4¡ith Dàrcriorated Credit Qiølity;ASC Subtopic
320-10, Investments-Debt and Equity Securities-Overall; and ASC Subtopic 325-40, Investments-Other-Beneficiat
Interest in Securitized FinanciøI Assets.

a The new accounting standard defines purchased financial assets with credit deterioration as acquired individual
financial assets (or acquired groups of frnancial assets with similar risk characteristics at the dató of acquisition) that
have experienced a more than ínsígnîJicønt deterioration in credit quality since origination, based on the assessment
of thc acquircr.
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Effective dates: The FASB has set the following effective dates for the new standard, which

depend on an institution's characteristics:

. public business entities (PBE) that areU.S. Securities and Exchange Commission (SEC)

filerss (SEC filers): Fiscal years beginning after December 15,2019, including interim

periods within those fiscal Years.
. Other pBEs (non-SEC filersó): Fiscal years beginning after December 15,2020,

including interim periods within those fiscal years'

o Non-pBEs (private companies): Fiscal years beginning after December 15,2020,

including interim periods beginning after December 15, 202I.

For all institutions, early application of the new standard is permitted for fiscal years beginning

after December 15, 2018, including interim periods within those fiscal years.

The table summarizes the effective dates.

March 3l

Fisoal yeais beginning after'December ß,2A20, December 31,
Non-PBEs
(private companies) ,periods bgginning after December 15,

*For institutions with calendar year ends

5 An SEC filer, as def,rned in U.S. GAAP, is an entity that is required to file its financial statements with the SEC

under the federal securities laws or, for an FDlC-insured depository institution, the appropriate federal banking

agency under section l2(i) ofthe securities and Exchange Act of 1934.

ó A pBE that is not an SEC filer would include (l) an entity that has issued securities that are traded, listed, or

quoted on an over-the-counter market, and (2) aì entity thàt has issued one or Írore securities that are not subject to

contractual restrictions on transfer aná is ,equired by law, contract, or regulation to prepare U'S' GAAP frnancial

statements (including footnotes) and make them puúlicly available periodically (e'g., pursuant to Section 36 of the

Federal Deposit Insurance Act ánd part 363 ottne Fotó's regulations). For further information on the definition of a

PBE, referìo ASU 2013-12 , Definition of a Public Business Entity, issued in December 2013'
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Transition:7 On the effective date, institutions will apply the new accounting standard based on
the characteristics of financial assets as follows:

o

o

a

Financial assets carried at amortized cost (e.g., loans held for investment and held-to-
maturity debt securities): A cumulative-effect adjustment will be recognized on the
balance sheet as of the beginning of the first reporting period in which the new standard
is effective.
Purchased credit-deteriorated assets: Financial assets classifîed as purchased credit-
impaired assets prior to the effective date will be classifîed as purchased credit-
deteriorated assets as ofthe effective date. For all purchased-credit deteriorated assets,
institutions will be required to gtoss up the amount of the financial asset for its allowance
for expected credit losses as of the effective date and should continue to recognize the
noncredit discount or premium as interest income, if appropriate, based on the effective
yield on such assets determined after the gross-up for the allowance.
Available-for-sale and held-to-maturity debt securities: Debt securities on which
other-than-temporary impairment had been recognized prior to the effective date will
transition to the new guidance prospectively (i.e., with no change in the amortized cost
basis of these securities).

Initial Supervisory Views

Measurement Methods

The new accounting standard does not specify a single method for measuring expected credit
losses; rather, institutions should use judgment to develop estimation methods that are well
documented, applied consistently over time, and faithfully estimate the collectability of financial
assets by applying the principles in the new accounting standard.

The new accounting standard allows expected credit loss estimation approaches that build on
existing credit risk management systems and processes, as well as existing methods for
estimating credit losses (e.g., historical loss rate, roll-rate, discounted cash flow, and probability
of defaullloss given default methods).8 However, certain inputs into these methods will need to
change to achieve an estimate of lifetime credit losses. For example, the input to a loss rate
method would need to represent remaining lifetime losses, rather than the annual loss rates
commonly used under today's incurred loss methodology. In addition, institutions would need to
consider how to adjust historical loss experience not only for current conditions as is required
under the existing incurred loss methodology, but also for reasonable and supportable forecasts
that affect the expected collectability of frnancial assets.

Nevertheless, taking these factors into account, the agencies expect that smaller and less complex
institutions will be able to adjust their existing allowance methods to meet the requirements of
the new accounting standard without the use of costly and complex models.

7 Refer to paragraph 326-10-65-1 for transition related to ASU 2016-13.

8 For example, neither a vintage nor a discounted cash flow method is required for estimating expected credit losses.
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Use of Vendors

The agencies will not require institutions to engage third-party service providers to calculate

their allowances for credit losses. If an institution chooses to use a third-party service provider to

assist with this process, the institution should follow the agencies' guidance on third-party

service providers.e

The agencies encourage institutions to discuss the availability of historical loss data with their

core lõan service ptouidrrr. System changes related to the collection and retention of data may

be warranted.

Portfolio Segmentation

The new accounting standard requires institutions to measure expected credit losses on a

collective or pool básis when similar risk characteristics exist. Although the new accounting

standard prouid.r examples of such characteristics, smaller and less complex institutions may

continue to follow the piactices they have used for appropriately segmenting the portfolio under

an incurred loss methodology or they may refine those practices.

Further, if a financial asset does not share risk characteristics with other financial assets, the new

accounting standard requires expected credit losses to be measured on an individual asset basis.

As with piactices apptiêd under the incurred loss methodology, financial assets on which

expected credit tosses are measured on an individual basis should not also be included in a

collective assessment of expected credit losses.

Data

To implement the new accounting standard, institutions should collect data to support estimates

of expìcted credit losses in a way that aligns with the method or methods that will be used to

estimate their allowances for credit losses. Depending on the method selected, institutions may

need to capture additional data. Institutions alio may need to retain data longer than they have in

the past on loans that have been paid offor charged off.

e For the agencies ' guidance on third-party service providers, refer to the following:

o FRB, 13

Outsourcing Risk"
r FDIC, Financial Institution Letter 44-2008. "Guidance for Managing Third-Partv Risk"

. OCC, Bulletin 2013-29. "Third-Partv Relationships: Risk Manaeement Guidance"

o NCUA, Supervisory Letter No. 07-01. '(Evaluatine Third Partv Relationships"

o11
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Qualitative Adjustments and Systematic Allowance Processes

Similar to the agencies' expectations under an incurred loss methodology, institutions should
develop and document their allowance methodology and apply it in a thorough, disciplined, and
consistent manner.l0 Estimating allowance levels, including assessments of qualitative
adjustments to historical lifetime loss experience, involves a high degree of management
judgment, is inevitably imprecise, and results in a range of estimated expected credit losses. For
these reasons, institutions are encouraged to build strong processes and controls over their
allowance methodology.

Future Supervisory Guidance

The agencies are determining the nature and extent of supervisory guidance institutions will need
during the implementation period, with a particular focus on the needs of smaller and less
complex institutions. If institutions have issues or concems about implementing the new
accounting standard, they should discuss their questions with their primary federal supervisor.

Successful Transition

Until institutions implement the new accounting standard, they must continue to calculate their
allowances for loan and lease losses using the existing incurred loss methodology. Institutions
should not begin increasing their allowance levels beyond those appropriate under existing U.S.
GAAP in advance of the new standard's effective date. However, institutions are encouraged to
take steps to assess the potential impact on capital.

Although the agencies recognize the impact of CECL will vary from institution to institution, the
agencies encourage institutions to start planning and preparing for their transition to the new
accounting standard by:

o Becoming familiar with the new accountins standard.
o Discussing with the board of directors, industry peers, extemal auditors, I l and supervisory

agencies how best to implement the new accounting standard in a manner appropriate to
the institutions' size and the nature, scope, and risk of their lending and debt securities
investment activities.

o Reviewing existing allowance and credit risk management practices to identify processes
that can be leveraged when applying the new accounting standard.

o Identifying data needs and necessary system changes to implement the new accounting
standard consistent with its requirements, the allowance estimation method or methods to
be used, and supervisory expectations.

o Determining how and when to begin collecting the additional data that may be needed for
implementation.

l0 For the agencies' expectations under the incurred loss methodology, refer to the "Interagency Policy Statement on
the Allowance for Loan and Lease Losses" issued in December 2006.

rl lvhen discussing the new accounting stantlanl and its implementation with their external auditors, institutions antl
their audit committees should be mindful of applicable auditor independence requirernents.
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o Planning for the potential impact of the new accounting standard on capital'

Senior management, under the oversight of the board of directors, should work closely with staff

in their accounting, lending, credit risk management, internal audit, and information technology

functions during the transition period leading up to the effective date of the new accounting

standard as well as after its adoption.

lnteragency Coo rdination

The agencies' goal is to ensure consistent and timely communication, delivery of examiner

training, and isiuance of supervisory guidance pertaining to the new accounting standard' The

agenciðs will be especially mindful of the needs of smaller and less complex institutions when

déveloping supervisory guidance describing the expectations for an appropriate and

.o-ptêh.ttsivè implementation of this standard. The guidance will not prescribe a single

approved method for estimating expected credit losses. Furthermore, because appropriate

uilãrutt"" levels are institution-specific amounts, the guidance will not establish benchmark

targets or ranges for the change in institutions' allowance levels upon adoption of CECL or for

allowance levels going forward.

Conclusion

The move to an expected credit loss methodology represents a change to current allowance

practices for the agencies and institutions. The agencies support an implementation of the

FASB's new accounting standard that is both reasonable and practical, taking into consideration

the size, complexity, and risk profile of each institution'
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There was a discussion about underwriting guidelines and what steps credit unions can take to

have quality mortgage loans.

A. Definition of a Qualified Mortgage

B. Safe Harbor & Rebuttable Presumption

C. Interagency Statement on Supervisor Approach for Qualified and Non-

Quatified Mortgage Loans

D. Supervisory Guidance on Qualified and Non-QualifÏed Mortgages

E. Ability to Repay and QualifÏed Mortgage Rules

F. Supervisory Letter - NCUA OffÏce of Examination & Insurance

Page2 section A. contains the I basic mortgage underwriting
requirements needed with every consumer mortgage loan.

Page 9 contains written exam procedures from the NCUA. You should not
expect a lot of difference between these guidelines and the Department's.

4. Update on CECL - Riley Bergstedt

Riley provided a handout. (See Handout G)
Riley asked for comments from the industry and invited attendees to share their concerns and ask

questions. There was a discussion about:

o The cost to purchase new software and examiners suggesting 3td party software is

necessary.
o Concern over the conversion and difficulties choosing the best software for the credit

union's needs.
o Size and sophistication of the institution: how examiners will go from the smallest

institutions to the larger credit unions and how to mitigate a o'one size fits all" exam

approach.

The Department is mindful of the impact on smaller institutions and wants to stress we will
continue to learn more and time goes on. Riley advised that moving forward credit unions should

apply what they are currently using to estimate probable loss and apply that approach to the
portfolio for the life of the loan, expanding the "buckets" and classifications. Institutions should

also focus on enhancing tracking and collecting data at this point, before 2020.

G. Joint Statement on the New Accounting Standard on X'inancial Instruments -
Credit Losses: FRB, FDIC, NCUA and OCC.

o
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