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Uniform Classification Policy for 
Delinquent Consumer Installment Loans

T o  A l l  S ta te  M e m b e r  B a n k s  in  the S e c o n d  F e d e ra l R e s e r v e  D is t r ic t :

The Board of Governors of the Federal Reserve System has 
adopted an examination policy for the classification of delinquent con
sumer installment loans held by State member banks. The new policy 
will become effective, for bank examination purposes, on June 30, 1980.

In its announcement, the Board indicated that it was acting on a 
recommendation made February 14, 1980, by the Federal Financial 
Institutions Examination Council, and that the FDIC and the Comp
troller of the Currency are expected to act on the recommendation 
shortly.

Enclosed is the text of the policy. Questions thereon may be di
rected to our Bank Examinations Department (Tel. No. 212-791-5898).

T homas M. T im le n ,
First Vice President.
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UNIFORM POLICY FOR CLASSIFICATION OF CONSUMER INSTALMENT CRED IT

BASED O N  D E L IN Q U E N C Y  ST A T U S

The Policy

INTRODUCTION

T his e x a m in a t io n  p o licy  e s ta b l is h e s  u n ifo rm  g u id e lin e s  fo r  th e  

c l a s s i f i c a t io n  o f  in s ta lm e n t  c r e d i t  b a s e d  on d e l in q u e n c y  s t a t u s .  T h is  u se  o f  a  f o r m u la  

a p p ro a c h  in  d e te r m in in g  c o n s u m e r  lo a n  c l a s s i f i c a t io n s  p a r a l le l s ,  in  p r in c ip le ,  c u r r e n t  

in d u s try  p r a c t i c e s  an d  r e c o g n iz e s  th e  s t a t i s t i c a l  v a l id i ty  o f m e a s u r in g  lo s s e s  

p r e d ic a te d  on p a s t  d u e  s t a tu s .  T he p o licy  c o v e r s  b o th  o p e n -  an d  c lo s e d -e n d  c r e d i t .  

A lth o u g h  th e  t h r e e  F e d e r a l  b a n k in g  a g e n c ie s  h av e  h is to r ic a l ly  r e l ie d  on d e l in q u e n c y  

s t a t u s  a s  a  m a jo r  d e t e r m in a n t  in  c la s s i fy in g  c o n s u m e r  in s ta lm e n t  c r e d i t ,  no  

in te r a g e n c y  s ta n d a rd  has  b een  e m p lo y e d . T h e  p o lic y  s e e k s  to  p ro v id e  t h a t  s ta n d a rd  

an d  sh o u ld  r e s u l t  in m o re  u n ifo rm  t r e a t m e n t  o f  a ll  c la s s e s  o f  in s u re d  b a n k s  an d  in m o re  

c o n s is te n t  s t a t i s t i c a l  d a ta  b e in g  d e v e lo p e d  f ro m  b an k  e x a m in a t io n  r e p o r t s .

T he  g e n e ra l  c l a s s i f i c a t io n  p o licy  r e c o g n iz e s  t h a t  e v a lu a t in g  th e  q u a l i ty  o f a  

c o n s u m e r  c r e d i t  p o r t f o l io  on a  lo a n -b y - lo a n  b a s is  is in e f f i c i e n t  an d  u n n e c e s s a ry .  F o r 

th is  r e a s o n ,  e x a m in e r s  a re  e x p e c te d  to  a d h e re  c lo s e ly  to  th e  p o licy  in  t h e i r  a n a ly s is  o f 

c o n s u m e r  c r e d i t .  N e v e r th e le s s ,  i t  is r e c o g n iz e d  t h a t  t h e r e  a r e  in s ta n c e s ,  p a r t i c u la r ly  

w h e re  s ig n if ic a n t  a m o u n ts  a r e  in v o lv e d , t h a t  m ay  w a r r a n t  e x c e p t io n s  to  th e  fo rm u la  in 

o rd e r  to  r e c o g n iz e  in d iv id u a l s i tu a t io n s  w h e re  th e  b a n k  b e in g  e x a m in e d  c a n  c le a r ly  

d e m o n s t r a te  t h a t  r e p a y m e n t w ill o c c u r  i r r e s p e c t iv e  o f  d e l in q u e n c y  s t a tu s .  E x a m p le s  

o f  su c h  s i tu a t io n s  m ig h t in c lu d e : lo a n s  w e ll s e c u re d  by c o l l a t e r a l  an d  in th e  p ro c e s s  o f 

c o l le c t io n ;  lo a n s  w h e re  th e  c la im s  h a v e  b e e n  f ile d  a g a in s t  s o lv e n t  e s t a t e s  an d  lo a n s  

s u p p o r te d  by v a l id  g u a r a n te e s  o r in s u ra n c e .
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General C lassification  Policy

E x a m in e rs  w ill a d h e re  to  th e  fo llo w in g  g e n e r a l  c l a s s i f i c a t io n  p o licy  d u r in g  

e x a m in a t io n s  o f  c o m m e r c ia l  b a n k s .

(1) C lo s e d -e n d  c o n s u m e r  in s ta lm e n t  c r e d i t  d e l in q u e n t  120 d a y s  or m o re  

(5 m o n th ly  p a y m e n ts )  w ill b e  c la s s i f ie d  lo s s . L o an s  d e l in q u e n t  90 to  119 d a y s  (4 

m o n th ly  p a y m e n ts )  w ill b e  c la s s i f ie d  s u b s ta n d a rd .

(2) O p e n -e n d  c o n s u m e r  in s ta lm e n t  c r e d i t  d e l in q u e n t  180 d a y s  o r m o re  (7 

z e ro  b il lin g  c y c le s )  w ill b e  c la s s i f ie d  lo s s . L o an s  d e l in q u e n t  90 to  179 d a y s  (4 to  6 z e r o  

b il l in g  c y c le s )  w ill b e  c la s s i f ie d  s u b s ta n d a rd .

D efinitions

T he fo llo w in g  d e f in i t io n s  a r e  in te n d e d  to  p ro v id e  g u id a n c e  in a p p l ic a t io n  o f  

th e  g e n e r a l  c l a s s i f i c a t io n  p o lic y .

C o n s u m e r  I n s ta lm e n t  L o an s  -  In c lu d e s  o p e n -  an d  c lo s e d -e n d  c r e d i t  

e x te n d e d  to  in d iv id u a ls  fo r  h o u se h o ld , fa m ily  an d  o th e r  p e rs o n a l e x p e n d i tu r e s  a s  

d e f in e d  in th e  in s t r u c t io n s  fo r p r e p a r a t io n  o f  c a l l  r e p o r t s .  R e fe r  to  su ch  in s t r u c t io n s  

fo r  in fo rm a t io n  on an y  lo an  w h e re  t h e r e  is d o u b t a s  to  w h e th e r  i t  is c o v e re d  by th e  

g e n e ra l  c l a s s i f i c a t io n  p o lic y .

D e lin q u e n c y  -  C lo s e d -e n d  in s ta lm e n t  c r e d i t  is c o n s id e re d  d e l in q u e n t  w hen  

th e  b o r ro w e r  is in a r r e a r s  tw o  m o n th ly  p a y m e n ts .  L o an s in a r r e a r s  tw o  m o n th ly  

p a y m e n ts  a r e  c o n s id e re d  30 d a y s  d e l in q u e n t .

B anks g e n e ra l ly  t r e a t  o p e n -e n d  c r e d i t  d i f f e r e n t ly  th a n  c lo s e d -e n d  c r e d i t  in  

c o m p u tin g  d e lin q u e n c y . A b an k  c r e d i t  c a rd  c u s to m e r  g e n e ra l ly  h as  25 d a y s  in w h ich  to  

p ay  b il lin g s  b e fo re  th e  lo an  is c o n s id e re d  d e l in q u e n t .  If no p a y m e n t is m a d e  b e tw e e n  

tw o  b illin g  c y c le s ,  th e  b a la n c e  is c o n s id e re d  5 d ay s  d e l in q u e n t .  If no  p a y m e n t  is 

r e c e iv e d  b e fo r e  is s u a n c e  o f  s t i l l  a n o th e r  s t a t e m e n t ,  th e  b a la n c e  is 35 d a y s  d e l in q u e n t  

te c h n ic a l ly ;  h o w e v e r ,  c u r r e n t  p r a c t i c e  is to  d e f in e  a c c o u n ts  w ith  tw o  z e r o  b illin g s  a s  

30 d a y s  d e l in q u e n t .
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S ee a t t a c h e d  c h a r t s  w h ich  i l lu s t r a t e  d e l in q u e n c y  c o m p u ta t io n .

S ta tu to r y  B ad D e b ts  -  S e c t io n  5 2 0*f, U SR S (12 U .S .C . 56), c o n ta in s  th e  

d e f in i t io n  fo r  F e d e r a l  R e s e rv e  S y s te m  m e m b e r  b an k s  o f  w h a t  c o n s t i tu te s  b a d  d e b ts .  

A c c o rd in g ly , lo a n s  d e l in q u e n t s e v e n  m o n th ly  p a y m e n ts ,  or s e v e n  b illin g  c y c le s ,  a r e  

c o n s id e re d  ISO d a y s , o r s ix  m o n th s , p a s t  d u e  an d  w ill b e  c o n s id e re d  s t a t u t o r y  b ad  

d e b ts ,  u n le ss  th e y  a r e  w e ll s e c u re d  an d  in th e  p ro c e s s  o f  c o l le c t io n .

P a r t i a l  P a y m e n ts  -  A p a y m e n t  e q u iv a le n t  to  90 p e r  c e n t  o r  m o re  o f  th e  

c o n t r a c tu a l  p a y m e n t  m a y  be c o n s id e re d  a  fu ll  p a y m e n t  in c o m p u tin g  d e l in q u e n c y .

Consumer Instalm ent Loan Examination Scope

T he g e n e r a l  c la s s i f i c a t io n  p o licy  p ro v id e s  t h a t  p e r f o r m a n c e  is th e  p r in c ip a l  

c r i t e r io n  in a p p l ic a t io n  o f  th e  u n ifo rm  p o lic y  d u rin g  e x a m in a t io n s  o f  b a n k s . In a d d i t io n  

to  lo an  c l a s s i f i c a t io n ,  e x a m in a t io n  e m p h a s is  sh o u ld  fo c u s  on th e  b a n k 's  w r i t t e n  

c o n s u m e r  le n d in g  p o lic y , a d h e re n c e  to  s ta t e d  p o lic y  an d  a  re v ie w  o f o p e r a t in g  

p ro c e d u re s .  It is e x p e c te d  th a t  a  b an k  w ill h a v e  w r i t t e n  p o lic ie s  s u i ta b le  fo r i t s  

s p e c if ic  o b je c t iv e s  an d  th a t  th e y  a r e  c o n s is te n t  w ith  p r u d e n t  b a n k in g  p r a c t i c e s .  

P ro c e d u re s  fo r  s u p e rv is in g  d e l in q u e n t  a c c o u n ts ,  in c lu d in g  th e  p ro c e d u re  fo r re n e w in g  

an d  e x te n d in g  p a s t  due lo a n s , an d  a u to m a t i c  c h a r g e - o f f  p o lic y  sh o u ld  be fu lly  

d e s c r ib e d .  I n te rn a l  c o n t ro ls  sh o u ld  b e  in  p la c e  to  a s s u re  t h a t  th e  b a n k 's  w r i t t e n  p o lic y  

is b e in g  fo llo w e d . B anks la c k in g  w r i t t e n  p o lic ie s  or fa il in g  to  im p le m e n t  or fo llo w  

e s ta b l is h e d  p o lic ie s  e f f e c t iv e ly  sh o u ld  b e  c r i t i c i z e d  by e x a m in e r s  in  r e p o r t s  o f 

e x a m in a t io n .

E ffec tiv e  Date

T his p o licy  w ill b e  e f f e c t i v e  J u n e  3 0 , 1980 .
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CLOSED END CREDIT

D ue D a te P e rio d D e lin q u e n c y  S ta tu s C la s s i f ic a t io n

3 /1 0 3 /1 1 -0 4 /0 9 N o t d e l in q u e n t
4 /1 0 4 /1 0 -0 5 /0 9 30 d a y s  o r 2 p a y m e n ts -

5/10 5 /1 0 -0 6 /0 9 60 d a y s  o r 3 p a y m e n ts -

6/10 6 /1 0 -0 7 /0 9 90 d ay s  o r  4 p a y m e n ts S u b s ta n d a rd
7 /1 0  * 7 /1 0 -0 8 /0 9 120 d a y s  o r 3 p a y m e n ts L oss
8 /1 0 8 /1 0 -0 9 /0 9 130 d ay s  o r  6 p a y m e n ts Loss
9 /1 0 9 /1 0 180 d a y s  o r  7 p a y m e n ts Loss

OPEN END CREDIT

Z e ro
B illin g D ays

S ta t e m e n t D ay C y c le P a y m e n t  R e c o rd D e lin q u e n t C la s s i f i c a t io n

S ta t e m e n t  1 1
D u e  2 3 th 23

S ta t e m e n t  2 30 1 No p a y m e n t 3 -

S ta t e m e n t  3 60 2 No p a y m e n t 30 -

S ta t e m e n t  4 90 3 No p a y m e n t 60 -

S ta t e m e n t  3 120 4 No p a y m e n t 90 S u b s ta n d a rd

S ta t e m e n t  6 130 3 N o p a y m e n t 120 S u b s ta n d a rd

S ta t e m e n t  7 180 6 No p a y m e n t 130 S u b s ta n d a rd

S ta t e m e n t  8 * * 210 7 No p a y m e n t 180 L oss

* C h a r g e - o f f  o c c u r s  a f t e r  b o r ro w e r  is f iv e  p a y m e n ts  d e l in q u e n t .  

* *  C h a r g e - o f f  o c c u r s  on  s e v e n th  z e ro  b illin g .
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