
INTEREST-FREE CREDIT UNION SURVEY
1. INTRODUCTION

Salamun Alaikum (Peace be on you). A group of community members in Texas is pursuing establishing a credit union in Texas to,  InshAllah (God Willing), provide interest-free loans to the Jafari community, such as car loans, college tuition loans and, eventually, home loans.

The Texas Credit Union department has asked the organizers to conduct a survey to determine how much support there is in the Jafari community for the proposed interest-free credit union. 
The information below describes how a traditional credit union works and how the proposed interest-free credit union will work. Please review the information in the next few pages and then answer the survey questions on the last page to indicate if you would or would not participate in the proposed credit union.

Disclaimer: The information below is summarized and is a very general description about how credit unions work. Please contact the Texas Credit Union Department (http://cud.texas.gov/ ) for details, applicable laws, rules, regulations, etc.
Disclaimer about Proposed Credit Union: The information below about the proposed credit union is a very general description about how the proposed credit union will work. For a more detail description please see the proposed credit union’s Business Plan and other documents at the link https://www.jafari-ifl.org/ProposedCU.aspx. Please note that the proposed business plan are subject to  changed due to state/federal requirements, change in financial or other projections, etc..
2. SOME INFORMATION ABOUT THE ORGANIZERS

The group organizing the proposed credit union has been involved in the non-profit Jafari Interest-Free Loans (JIFL) for the past 5 years. JIFL facilitates personal loans between members to enable members to pay off their interest-bearing loans using interest-free funds from other members. JIFL currently has about 150 members who contribute about $8,000 per month. For example, a member with an $18,000 student loan gets $144 from each of the 125 members and pays off the interest-bearing student loan, and then pays back the members who lent him $144 each. The borrower is able to pay off the loan in 5 years instead of 7 years, and saves $4,800 in interest expense.
JIFL members have issued over $346,000 in 36 loans in the last 5 years, avoiding about $113,000 in interest for the community. $165,000 has been paid back by borrowers so far and 12 of the 36 loans have been paid back in full. 3 borrowers are behind in their payments because of the tough economic times but all three are paying at least $50/month. All other borrowers are paying as agreed.
After operating JIFL for the 5 years the members of JIFL felt that we now have enough experience, InshAllah, to launch a more formal organization like a credit union so we can accumulate more funds as well as provide the ability to get liens on vehicles and homes. This will enable us to issue more and larger loans, avoiding more interest and benefitting more community members.

3. PROPOSED INTEREST-FREE CREDIT UNION
Traditional credit unions allow members (similar to bank customers) to make deposits in checking and savings accounts. Credit unions charge interest on loans to pay for the credit union’s expenses as well as to grow the credit union. These credit unions also use interest income to pay interest on deposits, like banks pay interest on deposits in checking accounts. Funds in deposit accounts at a credit union are federally insured similar to how funds in a bank’s deposit account are federally insured.
Our proposal is to establish a credit union that does not charge interest on loans and does not pay any interest on deposits. The credit union would charge fees to its members to pay for the credit union’s operating expenses and other needs.

FUNDS REQUIRED BY A CREDIT UNION

Credit unions need funds to make loans as well as to pay for the expenses of the credit union, such as rent, payroll, utilities, computer expenses, etc. 
Funds for Expenses

A credit union incurs expenses such as rent, payroll and utilities, as well other expenses related to a credit union, such as paying for periodic examinations of the credit union’s operations by state and/or federal department/agencies and paying for federal deposit insurance. 

Traditional credit unions rely primarily on their interest income to pay for these expenses. 

Funds for Net Worth/Capital

A credit union uses deposits made by its members to issue loans, just as a bank uses funds deposited by the bank’s customers. In addition to deposits, a credit union is required to have its own funds, called the credit union’s capital or net worth. The credit union’s Net Worth is used to make loans, to pay for expenses if the credit union’s income is not enough to pay for all of the expenses, and to absorb losses if a loan is not paid back by a borrower. Net Worth is made up of cash and other assets that belong to the credit union.

State and federal laws/regulations require a credit union to have a minimum amount of Net Worth. For example, a credit union is required to have a Net Worth of at least 7% of the credit union’s total assets to be considered Well-Capitalized. Total assets means the total cash owned by the credit union, the total of all loans issued by the credit union as well as any other assets owned by the credit union, such as investments, real property, etc. A credit union that has total assets of $100,000, for example, is expected to have Net Worth of at least $7,000 to meet the 7% requirement.

While shareholders normally provide capital for a bank, a credit union must rely on funds donated to the credit union by other organizations and/or individuals to provide the net worth required when the credit union first starts operations. A credit union can start operations with less than 7% of Net Worth as long as the credit union continues to increase its Net Worth every year to get to 7% within a certain number of years.
A credit union that has been in operations for a few years is expected to rely on its income to keep its Net Worth at the proper level. For example, if the credit union’s total assets increase to $200,000, the credit union is expected to have $14,000 of Net Worth to meet the 7% requirement.

FUNDS REQUIRED BY THE PROPOSED INTEREST-FREE CREDIT UNION

The proposed credit union will not charge any interest on loans. Instead, the proposed credit union will rely on fees charged to the members (customers) for the funds needed.

Below is a general description of the proposed fees. Please see the proposed credit union’s Business Plan for a more detailed description. https://www.jafari-ifl.org/ProposedCU.aspx
Funds for Expenses

Over the long term the proposed credit union is expected to have expenses of $4 to $6/month per member. To pay for these expenses the proposed credit union will charge each member $3/month. 
These fees are non-refundable.

Funds for Net Worth/Capital

The proposed credit union will have two voluntary fee programs to provide the funds needed for maintaining the credit union’s Net Worth as well as pay any expenses not covered by the $3/month fee. 
Members can choose to enroll in one or both programs. However, the enrollment of a certain number of members is critical for the proper functioning of the credit union.

A member may stop or suspend his/her participation in any of these voluntary fee programs at any time by giving a 15 day notice to the credit union.

4. Net Worth Program Fee

The purpose of this fee is to build and maintain the proposed credit union’s Net Worth as well as pay any expenses not covered by the $3/month fee. 

The fee for this voluntary program will be $7/month. However, a member will not be charged this fee under certain circumstances as described below. These fees are non-refundable.
The amount required for the credit union to maintain a Net Worth of 14%, excluding the fees from voluntary fee programs, will be calculated every month. This amount will be divided by the number of members enrolled in this program to determine the amount required per member. If a member has already paid more than 125% of the amount required per member, the member will not be charged any fee for the month.
The program is intended to charge fees to newer members and members who have been enrolled for a while such that, in time, all members are charged a similar amount of cumulative fees. For example, if the amount required per member is $200, a new member would be charged the $7/month fee. However, a member who has already paid $250 in cumulative fees (125% of the amount required) would not be charged this fee. 

Please note that the proposed credit union’s projections show that each enrolled member will be charged this monthly fee every month at least for the first few years unless the number of enrolled members increases faster than projected and/or the costs are lower than projected.

5. Regular Lending Program Fee

The purpose of this fee is to build and maintain the credit union’s Net Worth as well as provide additional capital to the credit union for making loans. Initially, the credit union will depend a lot on the Regular Lending Program fee to make loans. With time, as the deposits at the credit union increase, the credit union will depend less and less on these fees for issuing loans.

The fee for this voluntary program will be $25/month to $250/month, depending on the amount chosen by each enrolled member. A member enrolled in this program will be given a fee discount every month, reducing the net fee paid the member. Generally, the longer a member has been enrolled in this program, the higher the fee discount will be.

The fees received by the credit union for the Regular Lending Program will generally be used to fund loans to members. The total fee discount available to all members for a given month will be the loan repayments received by the credit union from borrowers for loans funded with the Regular Lending Fees. Fee discounts will be applied to each member in proportion to the cumulative fees paid by the member. 

For example, if the credit union has issued $100,000 in loans using the Regular Lending Program Fees and $2,000 in loan repayments is received from borrowers, an enrolled member who has paid $1,000 in cumulative fees ($1,000 is 1% of $100,000) will get a fee discount of $20 ($20 is 1% of $2,000). If this member is enrolled for a $50/month fee, his net fee for the month will be $50 less $20 = $30. Also, if a member is charged a Net Worth Program fee for the month, the member’s Regular Lending Fee will be reduced by this amount as well.
Fee Refunds: Fee refunds for this program will be available to members in very limited circumstances. The purpose of the fee refunds is to allow members who have been part of the program for a long time to leave the program and get some or all of their funds back. However, the credit union’s ability to pay refunds depends on the current members paying the Regular Lending Program Fees, other fees as well as the expenses incurred by the credit union. A member cannot and should not expect to get all or any of these fees back.
TYPE OF LOANS MADE BY THE PROPOSED INTEREST-FREE CREDIT UNION

The purpose of the proposed credit union is to make interest-free loans available to the members. 

Generally, the credit union will issue a new loan to a member who has an existing interest-bearing loan so the member can pay off the interest-bearing loan. The member will pay the credit union the same monthly amount as that of the original loan except that there will be no interest, allowing the loan to be paid off sooner and eliminating all future interest on the original loan.

For example, a student loan of $18,000 at 7.75% with a monthly payment of $300 will be paid of, if interest-free, in 5 years instead of 7 years, and will save the borrower about $4,800 in interest.

Since the proposed credit union will have limited resources the member loans that have the highest existing interest rates will generally be funded first, to eliminate the maximum amount of interest.

OTHER INFORMATION ABOUT THE PROPOSED CREDIT UNION
The proposed credit union, once approved, will operate according to the laws, rules and regulations applicable to all state credit unions. The credit union’s operations will be examined on a periodic basis by state and/or federal departments/agencies, and deposits at the credit union will be federally insured, just as like at any other credit union.

Like other credit unions, the proposed credit union will require a loan applicant to provide credit and income information to allow the credit union to determine if the loan should be issued or not, and the credit union will be able to issue loans secured by liens on vehicles and, eventually, by real estate. The credit union will report a borrower’s credit history to the major credit bureaus. For now, the proposed credit union will provide deposit and loan services only. Checking and debit card services may be provided in the future.

Per Islamic guidelines, the credit union will not take any available loan collection action against a borrower if the borrower is going through difficult financial circumstances.

Thank you for reviewing this document. We understand that some of the proposed fees are not easy to understand on first reading. If you have any questions or comments please talk to the person who gave you this survey or email notify@jafari-ifl.org. You can see the proposed credit union’s Business Plan, Charter, By-Laws and some other documents at https://www.jafari-ifl.org/ProposedCU.aspx.

INTEREST-FREE CREDIT UNION SURVEY QUESTIONS

Salamun Alaikum. Summary of proposed Interest-Free Credit Union

· Objective: Create a credit union, per Islamic principles, that does not charge interest for loans nor pays interest to depositors.
· Credit Union will charge every member $3/month to pay for its expenses.
· Members can volunteer to join the $7/month fee program to build the Credit Union’s own funds, called Net Worth, required by law. Members can stop their participation at any time. Members who have a paid a certain amount in the past will not be charged this fee (see details earlier).
· Members can volunteer to join the Regular Lending Fee program for $25 to $250/month to supplement the Credit Union’s Net Worth and provide funds for lending. The monthly fees will be reduced the longer a member participates in the program. Members can stop their participation at any time. The Credit Union may allow fee refunds but in very limited circumstances; you cannot depend on getting all or any of these fees refunded (see details earlier).
· Each state credit union’s operations are regularly examined by the Texas Credit Union Dept.
· An example of interest savings: a student loan of $18,000 at 7.75% and $300 monthly payment will be paid off, if interest-free, in 5 years instead of 7 years, and saves about $4,800 in interest.

· For more information / questions please see http://www.jafari-ifl.org and click on Proposed CU.
 Your Name
____________________________
Date _______________________

City, State 
____________________________
Email ______________________

	Questions
	Answer

	1. Do you believe an interest-free credit union would be beneficial to

   a. You? .…………………………………………………………………............
   b. Our community? ……………………………………………………………..
	Yes    /    No
Yes    /    No

	2. Would you support the credit union by becoming a member and paying $3/month to support the credit union’s expenses?
	Yes    /    No

	3. If you opened an account at the credit union how much would you deposit in this account? (Please note that all deposits would be federally insured)
	$________

	4. Would you participate in the volunteer Net Worth Fee program, paying $7/month, to support the credit union’s Net Worth requirements?
	Yes    /    No

	5. Would you participate in the volunteer Regular Lending Fee Program, at any level ($25/month to $250/month) to support the credit union’s Lending efforts? 
	Yes    /    No

	6. If you answered Yes for Question 5, at what level would you participate (enter a number between $25 and $250)
	$ _____ per month

	7. Should the credit union eventually provide checking and debit cards services?
	Yes    /    No

	8. Are you currently a member of Jafari Interest-Free Loans?
	Yes    /    No

	9. Are you willing to help inform your relatives and friends about the proposed credit union? If yes, please provide your phone number:
	Yes    /    No

	10. Do you or any of your family live, work or attend a place of worship in Houston, Dallas or Austin, TX (required to join the credit union)?
	Yes    /    No

	11. If you do not wish to join this credit union please tell us your main reason:

   a. Financial burden ……………………………………………………………..

   b. Do not agree with the cause or concept ………………….………………….
   c. Other  (please write your explanation):


	Yes    /    No
Yes    /    No


To respond via email, email your responses to notify@jafari-ifl.org.
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