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[bookmark: _Toc82420924][bookmark: _Hlk82420963]DISCLAIMER
This document is a sample credit policy manual that captures several policies in place within the HOPE International network. It should not be viewed as a guarantee that these or similar policies will be used in programs managed by HOPE International or partners within the HOPE International network.

This document is provided as an informational and educational resource. Organizations should consult legal counsel on what policies and procedures are appropriate for their specific operations. HOPE International is not liable for any incidental, direct, indirect, actual, consequential, or other damages resulting from use or misuse of this information. 

[bookmark: _Toc82420925]LIST OF ACRONYMS
APR			Annual Percentage Interest Rate
BACO			Community Banks
BCC			Branch Credit Committee 
BM			Branch Manager
BOD			Board of Directors
CCDM			Christ-Centered Delinquency Management
CRO			Client Relationship Officer
CRS			Client Relationship Supervisor
CSA			Customer Service Agent
FIN			Finance
HOCC			Head Office Credit Committee 
MIS			Management Information System
OPS			Operations
SG			Solidarity Groups
	
1. [bookmark: _Toc82420926]HOPE INTERNATIONAL MISSION, METHOD, AND MOTIVATION
OUR MISSION…To invest in the dreams of families as we proclaim and live the Gospel in underserved communities.
OUR METHOD…We share the hope of Christ as we provide biblically based training, savings services and loans that restore dignity and break the cycle of poverty.
OUR MOTIVATION…The love of Jesus Christ motivates us to identify with those living in poverty and be His hands and feet as we strive to glorify God

2. [bookmark: _Toc390257730][bookmark: _Toc425173453][bookmark: _Toc425178009][bookmark: _Toc444505394][bookmark: _Toc82420927]STATEMENT OF PURPOSE
The central tenet underlying HOPE International’s sample credit policy manual is to support the achievement of HOPE’s mission to invest in the dreams of families through the provision of financial services and spiritual transformation. In order for this mission to be achieved, HOPE seeks to encourage dynamic, well-functioning, and spiritually vibrant community banks that facilitate business, personal, and spiritual growth for each group member. The primary goal of all the procedures and responsibilities herein is to support this mission. The ability of the organization to reach its goals is grounded on:
The effectiveness of the loan review and approval process.
High repayment rates.
Continual growth in group loan size.
HOPE’s ability to efficiently and effectively leverage a limited staff and overhead structure.
The spiritual, financial, and social transformation of our clients.
In order to support the goals described above, it is absolutely essential that all staff adhere strictly to the policies and procedures outlined in the manual. All employees will be held accountable for any deviations from the manual’s guidelines that did not receive prior explicit written approval from their supervisor.

3. [bookmark: _Toc425173454][bookmark: _Toc425178010][bookmark: _Toc444505395][bookmark: _Toc82420928]CREDIT POLICY STATEMENT
The primary business role of HOPE is to mobilize funds, manage these funds securely, and on-lend them on in a responsible manner.  It is therefore necessary for all parties concerned to exercise prudence and sound judgment in allocation of these funds.
The credit origination role, which is central to HOPE’s operations, must be done judiciously.  The organization’s responsibility is to determine who can be entrusted with credit. Client relationship officers working in the area of credit origination must ensure that every loan not only meets the needs of the client but that the loan also contributes positively towards the long-term viability and mission of the organization. HOPE must take adequate care at all stages of the credit process to determine that clients have the capacity to repay without becoming over-indebted. The long-term viability of the institution can only be ensured by having a healthy, high quality portfolio. Thus in order to maintain a healthy portfolio, every step taken in the origination of credit shall take into consideration a healthy, high quality portfolio as the end objective.  

4. [bookmark: _Toc82420929]CREDIT POLICY GUIDELINES
All the policies, guidelines, and regulations in this manual shall govern the lending operations of HOPE International.
All HOPE employees will have access to this manual for official use. 
HOPE employees who wish to make suggestions for improvement of this manual are encouraged to do so through the director of operations who will forward such suggestions to the managing director.
Ignorance of the policy regulations contained in this manual and all other written or verbal communications related to this manual shall not in any way be accepted as an excuse for any irregularity or violation of the policies and procedures.
The responsibility of enforcing and implementing these policies lies with management and the local board of directors of HOPE’s local program.
The board of directors of HOPE’s local program reserves the powers to amend these policies and procedures and such amendments shall be communicated to all staff in writing indicating their effective date.
The contents of this manual remain the property of HOPE.
Distribution of this manual to any individual or organization outside of HOPE is strictly prohibited. Any exceptions to the distribution of this manual to third parties requires the express written approval of the managing director.

5. [bookmark: _Toc425173456][bookmark: _Toc425178012][bookmark: _Toc444505397][bookmark: _Toc82420930]IDENTIFYING THE TARGET MARKET (POPULATION)
HOPE International seeks to empower men, women, and families to break the cycles of physical and spiritual poverty through offering biblically based training, savings services, and access to credit. The overall target market for HOPE is economically active, underserved populations with a desire to improve their economic status. Our credit management goal therefore is to provide credit effectively and efficiently to these underserved populations. All potential clients must be between the ages of 18-65 years at the time of loan disbursement.

6. [bookmark: _Toc425173457][bookmark: _Toc425178013][bookmark: _Toc444505398][bookmark: _Toc82420931]FEATURES & TERMS OF LENDING PRODUCTS
HOPE offers group lending products to individuals who are economically active but have limited access to conventional financial services due primarily to the lack of credit history and collateral.  They are composed of:
Community Bank (BACO) Loans
Solidarity Group Loans
6.1. [bookmark: _Toc390257734][bookmark: _Toc425173458][bookmark: _Toc425178014][bookmark: _Toc444505399][bookmark: _Toc388889284][bookmark: _Toc82420932]Community Bank (BACO) Loans 
Target Group:
Group members who operate micro or small businesses in their community.
· Entry-level clients operate micro or very small businesses.
· Clients with slightly larger businesses and greater financial needs, though they fall short of qualifying for a solidarity group loan. 
Purpose and Terms:
Loan purpose: Usage for business investments and boosting clients’ working capital.
Group Size: 20 – 30 members per group. New groups must have a minimum of 25 members.
Subgroups: Self-selected subgroups of 4-7 members.

Term:
· Weekly repayments: 17-week loan term. 
· Bi-weekly repayments: 24-week loan term. 
Frequency of repayment
· Weekly repayments: New groups must have weekly repayments for the 1st cycle. 
· Bi-weekly repayments: After the 1st cycle, BACOs with excellent repayment and attendance history as detailed in section 7 of this manual may transition to bi-weekly repayments, including new members. 
Grace Period
· Weekly repayments: 1 week
· Bi-weekly repayments: No grace period.
Collateral: Compulsory Savings
· 10% of the approved loan amount on deposit prior to the beginning of each cycle.
· Each client’s compulsory savings acts as a group guarantee.
Interest Rate: 5% per month on declining balance (60% annual interest rate) unless otherwise stated by the credit committee.
Fees: Loan processing fee per group paid to the teller. This amount must never be paid to any other HOPE staff member or group member.
Late Fee: No penalty except the daily accrued interest on outstanding loan balance.
Loan Sizes- Community Bank Loan Product
	Loan cycle
	Min. Loan Size
(in local currency)
	Max. Loan Size
(in local currency)

	1
	-
	-

	2
	-
	-

	3
	-
	-

	4 & higher
	-
	-



The loan amounts are for individual clients.
Maximum 50% increase for each individual per loan cycle, but always within the cycle limit of the loan size table.
6.2. [bookmark: _Toc388889305][bookmark: _Toc390257735][bookmark: _Toc425173459][bookmark: _Toc425178015][bookmark: _Toc444505400][bookmark: _Toc82420933]Solidarity Groups Loans
Target Group: 
Clients with slightly larger businesses and greater financial needs.
Business owners with excellent repayment performance according to the loan graduation criteria in section 7.
Purpose and Terms: 
Loan Purpose: Usage for business development and boosting clients’ working capital.
Group Size
· 10 to 20 members for groups paying bi-weekly.
· 5 to 20 members for groups paying monthly.
Subgroups: Self-selected subgroups of 3-5 members.
Term: 
· Bi-weekly repayments: 24-week loan term. 
· Monthly repayments: 6 to 8-month loan term. 
Frequency of repayment
· Bi-weekly repayments: Solidarity groups must have bi-weekly repayments from the 1st through the 3rd loan cycles. 
· Monthly repayments: After the 3rd loan cycle, groups with excellent repayment and attendance history as detailed in section 7 of this manual may transition to monthly repayments. 
Collateral: Compulsory Savings 
· 10% of the approved loan amount on deposit prior to the beginning of each cycle.
· Each client’s compulsory savings acts as a group guarantee.
Grace Period: No grace period.
Interest Rate: 
· Bi-weekly repayments: 5% per month on declining balance (60% annual interest rate) for all loans paying bi-weekly unless otherwise stated by the credit committee.
· Monthly repayments: 4.5% per month on declining balance (54% annual interest rate) for all loans paid monthly unless otherwise stated by the credit committee.
Fees: Processing fee per group paid to the teller. This amount must never be paid to any other HOPE staff or group member.
Late Fee: No penalty except the daily accrued interest on outstanding loan balance.
Loan Sizes- Solidarity Group Loan Product
Bi-weekly
	Loan cycle
	Min. Loan Size
(In local currency)
	Max. Loan Size
(In local currency)

	1
	-
	-

	2
	-
	-

	3
	-
	-

	4
	-
	-

	5
	-
	-

	6
	-
	-

	7
	-
	-

	8 & higher
	-
	-


Monthly
	Loan cycle
	Min. Loan Size
(In local currency)
	Max. Loan Size
(In local currency)

	1
	-
	-

	2
	-
	-

	3
	-
	-

	4
	-
	-

	5 & higher
	-
	-







The loan amounts are for individual clients.
Maximum 50% increase for each individual per loan cycle, but always within the cycle limit of the loan size table
7. [bookmark: _Toc390257736][bookmark: _Toc444505401][bookmark: _Toc82420934]LOAN INCREASE CRITERIA
The following table describes the loan size increase criteria for individual group members:
	
	Weekly or Bi-weekly Repayments

	Monthly Repayments


	No late payments and perfect attendance
	Maximum of 50% potential increase in loan size, but always within the cycle limit of the loan size table
	Maximum of 50% potential increase in loan size, but always within the cycle limit of the loan size table

	1 late payment
	No penalty
	No increase in loan size

	2 late payments
	No increase in loan size
	Decrease of 10% in previous loan size

	3 late payments
	Decrease of 10% in previous loan size
	Decrease of 20% in previous loan size OR expulsion from group (by CRO and group discretion).

	4 late payments
	Decrease of 20% in previous loan size OR expulsion from group (by CRO and group discretion).
	Client suspended from borrowing for 1 cycle. Decrease of 20% for next cycle.

	5 or more late payments
	Client suspended from borrowing for 1 cycle. Decrease of 20% for next cycle. 
	Client suspended from borrowing for 1 cycle. Decrease of 20% for next cycle.

	1 absence with perfect repayment record
	No penalty.
	No penalty.


	2 absences with perfect repayment record
	No penalty.
	Increase permitted up to 25% of prior loan size.

	3 absences with perfect repayment record
	Increase permitted up to 25% of prior loan size.
	No increase or OR expulsion from group (by CRO and group discretion).

	4 absences with perfect repayment record
	No increase in loan size.
	Decrease of 10% in previous loan size OR expulsion from group (by CRO and group discretion).

	5 or more absences with perfect repayment record
	Decrease of 10% in previous loan size OR expulsion from group (by CRO and group discretion).
	Decrease of 10% in previous loan size OR expulsion from group (by CRO and group discretion).


· A client is considered to be absent after the roll call is taken at the beginning of the Work section. 
· An ‘excused absence’ can be accepted if there is a valid reason provided for the client’s absence. This may only be accepted if agreed on by vote by greater than 50% of clients present. 
· [bookmark: _Toc388889306][bookmark: _Toc390257737][bookmark: _Toc425173462][bookmark: _Toc425178018][bookmark: _Toc444505405]Physical presence of the client is required to be considered as present. 
· Exited clients may return after a period of time, but must be subject to the decreased loan size penalties based on their previous cycle performance. 
· If a client is subject to multiple penalties for both late payments and absences, the stricter of the two penalties is applied. 

8. [bookmark: _Toc82420935][bookmark: _Toc388889307][bookmark: _Toc390257738][bookmark: _Toc425173463][bookmark: _Toc425178019][bookmark: _Toc444505406]CLIENT ELIGIBILITY CRITERIA
8.1. [bookmark: _Toc82420936]Client Requirements
Registered with an active account opened with HOPE’s local program.
Citizen of the local country or legally registered resident foreigner (residency card or valid visa).
Candidate age must be between 18 to 65 years.
Owns and operates a legally acceptable business in the designated geographic area for at least the past 6 months.
Demonstrates capacity to repay the loan to the client relationship officer and other group members.
Has a good character reference obtained from the group leaders.
Operates within 20 minutes walking distance of the repayment site.
Successfully completes the three session capacity training prior to first loan.
Be available to attend every repayment meeting.
Prior to disbursement, the candidate must deposit at least 10% of the loan amount at HOPE.
All prior loans with HOPE must be paid in full.
The client must not be on the HOPE blacklist.
8.2. [bookmark: _Toc82420937]Group Formation
The group formation and structure is a core element for successful loan approval and repayment. The group itself needs to take responsibility for the initial approval and repayment for each loan and each member co-guarantees the loan of all other members. Group selection and formation is also critical in ensuring a healthy functioning group that will support and encourage one another both socially and spiritually. For the proper execution of this process, the group needs to be effectively organized and trained.
The subgroup decides to include members into the subgroup. This in effect is the subgroup’s confirmation that individual members are strong candidates for a loan. The subgroup is the entity that ensures on-time repayment of each member, functions as financial solidarity, and provides assistance for an efficient repayment process.
Sub-Groups: Each group is a composite of several subgroups. 
Group Formation Criteria:
New BACO groups must have at least 25 members.
No immediate family members permitted in the same group.
No group shall have more than 3 foreigners as group members.
Minimum of 2 and no more than 5 subgroups per group.
Number of members per subgroup: 
· BACOs: 4 to 7 members
· Solidarity groups: 3 to 5 members
Each subgroup has a subgroup leader.
Subgroups self-select members.
Please refer to the HOPE Client Training Manual for detailed procedures related to client and group trainings.[footnoteRef:2] [2:  Note: Not currently available on the online resource library.] 

8.3. [bookmark: _Toc444505411][bookmark: _Toc82420938]Existing Group Applying for New Loan
Purpose: To evaluate the capacity of current group members to take on future debt as well as voting on the addition of new members to the group, if any.
Responsibility: Group leadership with client relationship officer.
Time Frame: 4 to 5 weeks prior to the end of the current loan cycle.
Guidelines:
1. Subgroups vote on continued membership within the subgroup.
a) Vote on continued membership of existing members.
b) Vote on addition of new members who must have undergone three capacity training sessions.
c) Vote needs to be unanimous and vote can be taken orally or on paper.
Group votes on the continued participation of each subgroup.
At the end of the cycle review each application with the attendance and repayment record with the group leadership to confirm each client is within policy according to this policy manual for a new loan and the new loan size.
The CRO must review and analyze the group fund report in the system. 
8.4. [bookmark: _Toc82420939]New Members Added to Existing Groups
Groups may add new members at the beginning of a new cycle. New members applying for a loan need to complete three session capacity training curriculum while being allowed to attend the group meetings to observe other group procedures.
New Groups formed by existing members:
Existing members are free to start new groups with new members, but the new members need to qualify for the same loan product as existing members. Group formation must follow “Group Formation” policy and procedures.

9. [bookmark: _Toc444505410][bookmark: _Toc82420940]BUSINESS VERIFICATION & APPRAISAL POLICY
Business
The business should be owned by the client.
The business should be an existing one and not startup businesses.
The loan can be for working capital or investment, but the amount should not exceed the current value of working capital or investment
The client should be competent in the business.
The business should be economically viable and should generate enough income to cover costs. 
The business should be financially viable, with sufficient funds to operate the business without the loan. 
Business cash flows should be analyzed to determine the capacity to repay. The proposed loan repayment amounts should not exceed 50% of the net cash surplus of the business prior receiving the loan.
If the client has other sources of income, the client should produce the proof of supplemental sources of revenue. 
Character of client
The client should demonstrate hard work and commitment to the business.
The client should show consistency, trustworthiness, and honesty.
The client should be competent in organizational and management capacities.
The client should have a business mentality.
The client should show a willingness to take advice.
The client should have confidence in the particular business.
Verification of eligibility criteria
The client relationship officer checks whether the client satisfies the client eligibility criteria.
The client relationship officer informs the client about HOPE loan conditions.
If interested fulfills the loan eligibility criteria, the client completes a loan application form along with client relationship officer’s assistance. 
Please refer to the HOPE Branch Operations Manual for the step-by-step process of loan applications.[footnoteRef:3] [3:  Note: Sample Branch Operations Manual available through the online resource library.] 


10. [bookmark: _Toc444505412][bookmark: _Toc82420941][bookmark: _Toc388889319][bookmark: _Toc390257745][bookmark: _Toc425173470][bookmark: _Toc425178026][bookmark: _Toc444505413]CREDIT APPROVAL
10.1. [bookmark: _Toc82420942]Credit Approval Authorities
Purpose:
The credit approval process provides dual control to ensure that the members have correctly evaluated each other, have completed all necessary documentation, all fees and savings requirements have been met, group by-laws and group leadership training has been completed, and all credit limits have been observed.
There shall be a branch credit committee (BCC) and a head office credit committee (HOCC).
Responsibility: Quorum is any two of these three principals.
Branch Credit Committee (BCC)
· Client relationship officer
· Client relationship supervisor
· Chairman: Branch manager 
Head Office Credit Committee (HOCC)
· Director of operations
· Director of finance
· Chairman: Managing director
	Product
	Repayment frequency
	Approval by*

	BACO
	Weekly
	Client Relationship Supervisor

	BACO2
	Bi-weekly
	Branch Credit Committee

	GS & GS2 
	Bi-weekly & monthly
	Head Office Credit Committee



*Note that all loan approvals may be subject to a spontaneous review and check from the supervising committee. 
Time Frame: At least weekly, at the convenience of the credit committee.
10.2. [bookmark: _Toc192784526][bookmark: _Toc388889321][bookmark: _Toc390257747][bookmark: _Toc425173472][bookmark: _Toc425178028][bookmark: _Toc444505415][bookmark: _Toc82420943]Exceptions
[bookmark: _Toc388889322][bookmark: _Toc390257748][bookmark: _Toc425173474][bookmark: _Toc425178030][bookmark: _Toc444505417]The HOPE credit committees have the authority to perform case-by-case reviews of client qualifications as circumstances warrant.  Exceptions will be extremely rare, but some cases may include waiving certain client criteria or requirements described within this manual. Any exception may only be authorized in writing by the director of operations and/or managing director.

11. [bookmark: _Toc388889324][bookmark: _Toc390257751][bookmark: _Toc425173476][bookmark: _Toc425178032][bookmark: _Toc444505418][bookmark: _Toc82420944]LOAN MONITORING
[bookmark: _APPENDIX_I:_GROUP][bookmark: _Toc388889325][bookmark: _Toc390257752][bookmark: _Toc425173477][bookmark: _Toc425178033][bookmark: _Toc444505419] Verification of Loan Fund Use
In order for the client to be able to repay the loan, the loan should be used for its intended purpose in order to generate sufficient income to repay principal and interest. If the loan is diverted to a different purpose, like for consumption, or the additional capital for the business is not generating sufficient revenue, the client may not be able to repay the loan. For this reason, HOPE encourages sub-groups to visit each other regularly and check up on the health of other members’ activities. Customer relationship officers and supervisors are strongly encouraged to make surprise, unannounced visits to clients’ businesses to verify the use of the loan, monitor the growth of business, and the use of business revenue to ensure repayment of the loan.
12. [bookmark: _Toc234409368][bookmark: _Toc234409482][bookmark: _Toc234656592][bookmark: _Toc444505420][bookmark: _Toc82420945]DELINQUENCY MANAGEMENT POLICY
One of the greatest challenges any microfinance institution faces is delinquency management. For HOPE, the challenge is more complex as we seek to fulfill our mission of proclaiming and living out the Gospel in all aspects of client relationships. 
As a Christ-centered institution, how we handle delinquency should set us apart from our peers. 
Though challenging, delinquency may be the greatest opportunity to show the love of Christ to someone going through a difficult situation.
12.1. [bookmark: _Toc82420946]Definition
A loan is deemed delinquent if it is past due—i.e., if it misses a payment (full or partial) on its actual day of collection. All loans past their collection dates shall be classified as non-performing loans. 
12.2. [bookmark: _Toc82420947]Biblical principles of 
Christ-centered delinquency management (CCDM)
7 Biblical principles guide how we approach delinquency.
1. Acknowledging God as owner of everything (1 Chronicles 29:11-12)
The funds for the loan are the Lord’s first. Both the lender and the borrower are accountable to Him. 
Therefore, as stewards of the finances, HOPE is responsible for underwriting, issuing and collecting on loans in a way that honors Him. Borrowers are responsible for receiving, using and repaying loans in a way that honors Him.
2. Motivated by love (Matthew 7:12, 1 Corinthians 13, Philippians 2:1-4)
Our primary motivation in all that we do should be love. If we do not have love, then even if we give millions of loans and we collect every repayment, we gain nothing. Love does not mean doing what people want. It means helping them to know God and follow Him. 
Therefore, at every stage of the loan process we should seek to love our clients as Christ has loved us and as we ourselves would like to be loved. We love people by doing our best in underwriting to make sure the loan matches their needs and ability to repay.
We love people in collections by giving them opportunities to repay what they owe. 
We love people who are delinquent by treating them the way we would want to be treated if we were in their situation. 
We love people enough to hold them accountable while treating them with respect and dignity.
3. Full of grace and truth (John 1:14-17)
Christ’s ministry was characterized by a fullness of grace and truth. He did not keep a balance between the two, being 50% grace and 50% truth, but was instead full of both all at once. This meant he helped people understand both the fullness of the debt of their sin and the fullness of the forgiveness offered. 
Therefore, our approach to those who are delinquent should be one full of grace and truth. We do this by hiring and training client relationship officers who desire to embody grace and truth, lovingly acknowledging the debt and the need for repayment, and offering and explaining a path of reconciliation.
4. Upholding commitments (Matthew 5:37, Romans 13:7)
Each of us has been called by God to be men and women of our word. We have been instructed to give to those what we owe them.
In light of this universal call, we should not feel guilt or shame for expecting those we serve to honor their commitments to repay their loan. However, in our approach we must continue to give our borrowers the honor, respect, and dignity that we owe to them.
5. Compassionate (Galatians 6:1-2, Matthew 9:36)
For those who are in sin, God instructs us to respond with compassion. By showing compassion, we not only fulfill the law and example of Christ, but also protect ourselves from the temptation to sin in the way that we correct and restore others. 
If that is how we are called to respond to those who are in sin, how much more should we respond with compassion when someone is unable to repay due to extenuating circumstances in their life? 
Therefore, when a borrower becomes delinquent, our response should be one filled with compassion. By sharing in the borrower’s burden, we give the Holy Spirit an opportunity to minister during what may be a great time of great need in the borrower’s life. 
Responding in compassion will also help us to avoid the temptation to use harsh, manipulative or forceful tactics to collect repayments, tactics which should never be used under any circumstance.
As an organization that desires for families to flourish, HOPE takes extra effort to ensure the lending process is done with discernment and care for the individual and their family. 
In cases where clients pledge hard collateral, the purpose is to help motivate them to repay if they become unwilling to do so. 
6. Faith-filled (Ezekiel 36:26-27, Matthew 17:24-27)
Our posture in giving and collecting on loans should be one of faith. We disburse in faith, believing that God will use the funds to bless the borrower. Similarly, we should collect in faith, believing that God provides for the borrower to repay. 
While we will seek to offer the best path for repayment, we should recognize that it is God who is the provider and God who changes hearts, not us. 
This means that when a client is unable or unwilling to pay, we will approach the situation with faith that God will provide for those who are unable and change the hearts of those that are unwilling.
7. Prayerful (Matthew 5:44, Ephesians 6:18, 1 Thessalonians 5:17)
Prayer is a means by which God changes hearts and enables us to walk in the Spirit. As we follow up with delinquent borrowers, the entire process should be bathed in prayer. 
We should pray for the Spirit to give us wisdom and insight to see the core of the problem and minister to the borrower. 
We should pray for God to provide for those that are unable to repay and to soften the hearts of those who are unwilling to repay. 
We should ask the Spirit to soften our hearts and to enable us to respond with love and compassion, even if borrowers become angry or abusive.
12.3. [bookmark: _Toc82420948]Frequently asked questions of CCDM
1.) As a Christian organization, should HOPE expect loan repayment? Shouldn’t they forgive the debt?
HOPE desires to support entrepreneurial individuals who will flourish with a loan for their business. These clients are able to use their increased income to successfully repay their loan with interest. 
However, HOPE recognizes that loans are not right for everyone and can cause harm. Therefore, HOPE must use discernment in determining who will receive a loan.
Biblical foundation: 
Luke 6:34-35a (ESV); Ecclesiastes 5:5 (ESV); Psalm 37:21 (ESV); Matthew 5:37 (ESV); Romans 13:7 (ESV)
Upholding commitments is one of HOPE’s Biblical principles of Christ-centered delinquency management.
We recognize that we are called by God to be men and women of our word. We have been instructed to give to others what we owe them. In light of this universal call, we communicate expectations of our credit services upfront and expect those we serve to honor their commitment of repaying their loan.
Key application: 
1. HOPE staff will never pressure or coerce an individual to take a loan. 
HOPE diligently screens potential clients before entering into any contract or providing any financial services. 
During pre-disbursement processes, HOPE communicates to potential clients what their commitment will be if they take the loan. 
HOPE staff support and encourage clients to uphold their commitment.


2.) Why does HOPE use guarantors?
HOPE requests guarantors (or co-signers) and social guarantees (where group members guarantee each other’s loans) for several reasons:
HOPE’s clients may not have appropriate assets to use as hard collateral.
As an organization that desires for families to flourish, causing harm by collecting essential assets from clients’ homes or businesses is not appropriate.
Guarantors provide accountability for clients to use the loan for business purposes and not divert it to other purposes. 
Guarantors serve as a key character reference. If a potential client has difficulty finding guarantors, they may not be in good standing with other creditors or may not be in a position to manage a business loan successfully.
Scripture emphasizes that the role of a guarantor should be taken seriously. We do not believe that the Bible forbids being a guarantor, but it does offer strong caution. 
Biblical foundation: 
Proverbs 6:1 (ESV); Proverbs 17:18 (ESV); Proverbs 11:15 (ESV)
Key Application: 
Because Scripture clearly warns about being a foolish or insincere guarantor, HOPE carefully considers the role of guarantors within our operations.
1. HOPE clearly communicates expectations with potential guarantors before they accept the responsibility.
HOPE ensures that guarantors have a strong relationship with the client they are guaranteeing. Guarantors should never guarantee loans for strangers.
For groups: 
1. Group members guarantee each other’s loan to mitigate the risk of over-burdening any one client if there is delinquency.
Groups are self-selected to ensure that members have strong relationships.
For sub-groups within larger groups as the first guarantors to each other’s loans: HOPE clearly communicates that if a subgroup is unable to cover the payment for a subgroup member, the responsibility is placed on the entire group, spread amongst all members.
3.) What happens if a client does not repay their loan?
It is essential for HOPE to use robust marketing, recruiting, underwriting, and communication processes that integrate CCDM principles. 

If these processes are strong, the number of clients who are given a loan that they are unable or unwilling to repay will be low. Clients will know their responsibility to uphold their commitments and will encourage each other to do the same.

HOPE applies the biblical principles of CCDM to its delinquency management process, including collection. These principles serve as a critical foundation for working with clients who are unwilling or unable to repay their loan. 

As we interact with clients who are unwilling or unable to repay their loan, we particularly apply the principles of:
Full of grace and truth (John 1:14-17)
Upholding commitments (Matthew 5:37, Romans 13:7)
Compassionate (Galatians 6:1-2, Matthew 9:36)
Prayerful (Matthew 5:44, Ephesians 6:18, 1 Thessalonians 5:17)
Because of these principles, HOPE will make every attempt to work with clients to encourage them to uphold their commitments.
Open communication with clients is essential for our work. If communication is properly established, we hope that clients will share with the customer relationship officer that they are having difficulties making repayments before delinquency happens. If a client’s business experiences a challenge or a family member falls ill, we want to make sure our clients feel comfortable sharing this with us.
4.) How does HOPE collect collateral from a delinquent client?
HOPE does not normally use hard collateral (physical assets) as the primary collateral for loans. HOPE’s preference is always to first work with clients to help them uphold their commitments. 

If such efforts are unsuccessful, HOPE will then involve the guarantors (individuals or group members) to help encourage the client to repay or to cover the delinquency. 

As such, collection of hard collateral is viewed as a last resort.
Biblical foundation: 
Deuteronomy 24:6, 10-13 (ESV)
Key Application: 
HOPE’s preference is always to work with clients to help them uphold their commitments. Collection of collateral is always viewed as a last resort.
1. HOPE staff or representatives will never enter client’s homes with the intention of confiscating assets.
HOPE staff or representatives will never confiscate productive assets from clients or guarantors, as this would further impoverish his/her family.
HOPE staff or representatives do not confiscate assets that affect a client’s or a guarantor’s material wellbeing (or the wellbeing of their family), such as furniture, roofing, etc.
5.) What does HOPE do if a client experiences a tragedy?
We acknowledge that unavoidable circumstances make it difficult for clients to make loan payments. In these situations, HOPE prayerfully applies the biblical principles of CCDM to the individual circumstance.
Biblical foundation: 
As we interact with clients experiencing tragedy, we particularly apply the principles of:
Motivated by love (Matthew 7:12, 1 Corinthians 13, Philippians 2:1-4)
Compassionate (Galatians 6:1-2, Matthew 9:36)
Faith-filled (Ezekiel 36:26-27, Matthew 17:24-27)
Prayerful (Matthew 5:44, Ephesians 6:18, 1 Thessalonians 5:17)
Key Application: 
1. Death: If a client dies during a loan cycle, HOPE management may apply their compulsory savings and/or forgive the remaining loan balance or interest.
Serious illness or life event: If a client becomes seriously ill (e.g. cancer, injury, disability, etc.) or experiences a difficult life event (loss of a close family member, divorce, etc.) HOPE will use the opportunity to build a deeper relationship with the client and show them God’s love and grace. After gaining a strong understanding of the client’s situation and repayment capabilities, HOPE may consider forgiving the loan, restructuring the loan, reaching out to guarantors, or other approaches to help the client uphold their commitment, while showing grace.
Serious damage to the business: If a client’s business is severely damaged due to external events (e.g., weather, fire, violence, etc.), HOPE may choose to restructure the loan or lend additional capital to good clients who demonstrate a willingness to rebuild their business.
6.) How does forgiveness fit into HOPE’s CCDM processes?
As followers of Christ, we have each been forgiven much and are called to forgive others (Matthew 18:23-35, Ephesians 4:32). The tension posed for a Christ-centered microfinance organization is that showing love does not mean that we always set aside institutional policies and procedures to forgive delinquent loans. Rather, love is seeking to do what is truly best for the other person.

If forgiveness of delinquency is a consistent response, clients quickly realize that repayment is optional and stop paying, to the detriment of the community. This harms other potential borrowers who will not be able to benefit from a future loan as well as the clients themselves who would not be prepared to succeed with other financial institutions. We must discern how to hold others accountable for their actions while being open to the Holy Spirit leading us to show extraordinary grace.
Biblical foundation: 
Ephesians 4:32 (ESV); John 1:14-17 (ESV)
Key Application
1. Restructuring or forgiveness: Management may decide to restructure or forgive a client’s loan balance under exceptional circumstances. This decision is made prayerfully at their discretion with appropriate awareness of the client’s situation.

Blacklist: When clients are delinquent, HOPE management may add them to a list of clients that they will not make a loan to going forward (“blacklist”). If a delinquent client repents and repays their loan, management may prayerfully choose to demonstrate compassion and reconciliation by removing them from the blacklist.
7.) How does delinquency management fit into reaching people with the Gospel?
Delinquency presents a critical moment for HOPE to share and demonstrate the Gospel as we respond with love and accountability. As we seek to honor the dignity of our clients during difficult times, we believe we can reach people for Christ. 

If done well, delinquency management connects clients with the heart of God. He is holy and never sets aside his standards, but He also communicated his immeasurable love by going to the cross. We desire that our staff will use this difficult circumstance to show love and grace to clients while encouraging and supporting them to honor their commitments.
Biblical foundation: 
Colossian 4:2-6 (ESV); Genesis 50:20 (ESV)
Key Application
HOPE staff will pray for open doors to share the Gospel with clients, especially in challenging situations like delinquency.
HOPE staff will regularly pray for clients in the delinquency management process. The following steps are taken from the process of responding to a client who expresses difficulty making repayments:
· Pray for wisdom and discernment, and pray for the client, their family, and their circumstance.
· Listen and understand their situation. Is the client going through an unforeseen tragedy? Is there an attitude issue? Was there miscommunication with the client? Did the client misuse the loan?
· Pray with the client regarding their circumstance.
· Discuss with the client how they plan to uphold their obligation, reviewing the loan contract and Biblical principles of delinquency management as appropriate.
12.4. [bookmark: _Toc444505422][bookmark: _Toc388889327][bookmark: _Toc390257754][bookmark: _Toc425173479][bookmark: _Toc425178035][bookmark: _Toc82420949]Write offs
Once all options have been exhausted for collections or in cases of client death or permanent disability, loans may be requested to be written off from HOPE’s balance sheet. Even after write off, every reasonable effort (including litigation and liquidation) will be made to collect previously written off loans.
· No later than 180 days of delinquency, the delinquent loan’s principal, interest, and fees will be written off.
· Head office credit committee may choose to write off a non-performing loan prior to 180 days with board approval.
See the Finance Manual for the detailed treatment of the impairment loss allowance and write-offs. 


13. [bookmark: _Toc479086532][bookmark: _Toc444505423][bookmark: _Toc82420950]CLIENT BLACKLIST
Purpose: 
Proper blacklist management is critical to ensuring that HOPE properly identifies former clients who have demonstrated bad behavior or poor repayment history with a group and/or the institution. It is critical that these clients’ identification and reasons for being added to the blacklist are properly documented and captured in HOPE’s systems in order to ensure that the same clients are never eligible for a future loan at HOPE. Individual clients will be added to the list for the following reasons (not an exhaustive list):
Quitting a group in mid-cycle.
Delinquent for at least 75% of all repayments in a cycle.
Guarantors of delinquent loans if the loan is written off.
Inclusion in the blacklist will prohibit the receipt of any HOPE loan in the future.
Responsible: CSA, CRO, CRS, BM
Timeframe: Typically end of loan cycle.
Guidelines
1. Client or CRO fills the client exit form.
CRS checks the information on the client exit form and hands it over to CSA desk.
CSA adds the exited - blacklisted client in the system with the support of MIS.
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