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· Credit unions have and continue to make small loans.   Most credit unions make loans as small as $300.  

· Payday loans are structured to be short-term loans, typically 14 days in duration, which often puts people into a debt spiral that is difficult to escape.  They are often unable to pay the loan off by their next payday and have to renew the loan and pay the fees once again.
· Credit unions want to help people avoid the payday loan debt trap by offering an affordable alternative.  
· Credit union loans are structured with longer terms, typically 6-12 months, depending on the borrower’s ability to repay.  The borrower makes monthly installments, which make repayment more manageable.
· We recognize that the market that is served by the payday lenders will not be fully served by traditional insured lenders (credit unions and banks) should the payday lenders be “put out of business” by such a change. 
· Not everyone can qualify for credit union small loans.  If the borrower is already mired in excessive debt or has a record that indicates difficulty in managing debt or credit, credit unions don’t believe they are helping the individual by adding another loan to his/her financial struggles.

· Instead, they offer other options (rather than answering “no”…it’s “not yet”).  For example, they encourage the person to take advantage of financial counseling assistance.  If the person needs to improve his/her credit score to qualify for a loan, they may make the individual a share-secured loan, where the loan funds are deposited into a restrictive savings account, enabling the person to demonstrate an ability to manage the payments.  

· Why do credit unions do this?  It is the mission of not for profit cooperative credit unions to improve the financial well-being of their members.  They do this through working individually with member loan applicants, helping those that do not qualify for their loans with the tools they need to qualify in the future.  

· Are credit unions involved in the cap-the-rate coalition?  They are maintaining their focus on offering affordable small loan options and providing basic financial education rather than actively becoming involved in the initiative. 

· Montana Credit Unions for Community Development (MCUCD) has been tracking small loan products offered by 14 Montana credit unions since January 2009, and are sharing general aggregate results with the Coalition each quarter.  Coalition members are encouraged by the research.  

· In the last 18 months, 14 Montana credit unions have disbursed 3,808 small loans totaling $2.2 million, with an average loan amount of approximately $575. 

· Of the $2.2 million in small loans, credit union loan losses were only $54,000.  (This loss only represents amounts not paid back by the borrower, and does not account for staff and other costs to the credit union for making the loan.)

· Credit unions do not make a profit on these small loan products, due to the short-term nature and small amount of the loan and the staff time it takes to process the loan.  So why do they offer them when many other financial institutions do not?  This is because credit unions are not-for-profit cooperatives established to improving the financial well-being of their members.  

· Credit unions are government-regulated financial institutions and must adhere to safety and soundness requirements.  While offering a small loan product is subsidized by other credit union products that fund credit union operating expenses, offering small loans still make good business sense.  Credit unions look at the long-term relationship with the member, looking to become the borrower’s primary financial institution and meeting more traditional financial needs as their situation improves.  

· Montana Credit Unions for Community Development has also begun tracking borrowers’ savings habits.  Taking a sampling of 929 borrowers from eight credit unions that took out small loans, data showed that: 

· 802 of them were still credit union members, 

· These 802 borrowers have a total of $624,000 in savings accounts as of 7/1/2010

· These borrowers collectively opened 350 savings type accounts (savings, checking, certificate, etc.) after having received a small dollar loan from their credit union

· Small loan borrower demographics at 11 Montana credit unions tracked by MCUCD since 2008:

· Median loan amount is $510

· Average loan term is 12.09 months

· 54% of borrowers are female

· Median income of borrowers is $24,312

· Annual income range of borrowers - $2,580 to $180,000
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