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Guidance on Small-Dollar Loans 

Federal Reserve, FDIC, NCUA and OCC Issue Interagency Lending 
Principles for Offering Responsible Small-Dollar Loans 

BACKGROUND 

On May 20, 2020, the Federal Reserve, FDIC, NCUA and OCC issued Interagency Lending Principles for 

Offering Responsible Small-Dollar Loans (“Lending Principles”).1 

This issuance follows a separate statement by the Agencies, along with the CFPB, encouraging banks, 

savings associations and credit unions to offer responsible small-dollar loans2 to consumers and small 

businesses in response to COVID-19.3  The press release for the Lending Principles states that the 

Agencies “recognize the important role that responsibly offered small-dollar loans can play in helping 

customers meet their ongoing needs for credit . . . including during periods of economic stress, natural 

disasters, or other extraordinary circumstances such as the public health emergency created by COVID-

19.”4  However, the release makes clear that the Lending Principles are not just a reaction to the 

circumstances created by COVID-19, but a culmination of the Agencies’ thinking on “the evolving 

conditions and products in the small-dollar loan markets over the last several years.”5 

SUMMARY OF LENDING PRINCIPLES 

The Lending Principles are intended to encourage supervised banks, savings associations and credit 

unions (collectively, “financial institutions”) to offer responsible small-dollar loans to customers for both 

consumer and small business purposes.  They do not apply to non-bank lenders, whether affiliated with 

financial institutions or otherwise, but could apply to U.S. branches and agencies of foreign banks.  The 

Lending Principles cover a variety of small-dollar loan structures that may include open-end lines of credit 

with applicable minimum payments or closed-end loans with appropriate shorter-term single payment or 

longer-term installment payment structures.  They do not address financial institution overdraft programs 

or credit cards.6 
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The Agencies note that responsible small-dollar loan programs generally reflect the following 

characteristics: 

 A high percentage of customers successfully repaying their small-dollar loans in accordance with 
original loan terms, indicating affordability, eligibility and appropriate underwriting; 

 Repayment terms, pricing and safeguards that minimize adverse customer outcomes, including 
cycles of debt due to rollovers or reborrowing; and 

 Repayment outcomes and program structures that enhance a borrower’s financial capabilities.7 

The Agencies encourage financial institutions to refer to certain core lending principles when 

implementing policies and risk management practices for small-dollar lending activities.  These core 

lending principles include the following: 

 Loan products are consistent with safe and sound banking, treat customers fairly and comply with 
applicable laws and regulations. 

 Financial institutions effectively manage the risks associated with products they offer, including 
credit, operational and compliance. 

 Loan products are underwritten based on prudent policies and practices governing the amounts 
borrowed, frequency of borrowing and repayment requirements so as to facilitate successful 
repayment of the loans, rather than reborrowing, rollovers and collectability in default.8 

Further, the Agencies state that reasonable loan policies and sound risk management practices and 

controls for responsible small-dollar lending, whether offered directly by the financial institution or through 

third-party relationships, would generally address the following: 

 Loan structures:  Loan amounts and repayment terms that align with eligibility and underwriting 

criteria and that promote fair treatment and credit access of applicants, and product structures 
that support borrower affordability and successful repayment of principal and interest/fees in a 
reasonable time frame.9 

 Loan pricing:  Loan pricing that complies with applicable state and federal laws and reflects 

overall returns reasonably related to the financial institution’s product risks and costs.10 

 Loan underwriting:  Analysis that uses internal and/or external data sources, such as deposit 
account activity, to assess a customer’s creditworthiness and to effectively manage credit risk.  
Such analysis may facilitate sound underwriting for credit offered to “non-mainstream” customers 
(i.e., those who may not meet a financial institution’s traditional underwriting standards) or 
customers temporarily impacted by natural disasters, national emergencies or economic 
downturns.  Underwriting can also use effectively managed new processes, technologies and 
automation to lower the cost of providing responsible small-dollar loans.11 

 Loan marketing and disclosures:  Marketing and customer disclosures that comply with 
consumer protection laws and regulations and provide information in a clear, conspicuous, 
accurate and customer-friendly manner.12 

 Loan servicing and safeguards:  Processes that assist customers in achieving successful 
repayment while avoiding continuous cycles of debt and significant credit costs due to rollover or 
reborrowing.  For customers who experience distress or unexpected circumstances affecting their 
ability to repay small-dollar loans, such processes may include timely and reasonable workout 
strategies.  Such processes could also include restructuring single-payment loans or open-end 
lines of credit into installment loan structures in appropriate circumstances.13 
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POTENTIAL IMPACT 

According to Federal Reserve research, 37% of U.S. adults in 2019 would borrow, sell something or not 

be able to pay if faced with a hypothetical $400 expense.  It is not surprising then that one in five U.S. 

adults reported using alternative financial services, such as payday loans, through providers other than 

traditional banks and credit unions.14  As concerns have been raised about payday loans15 and the CFPB 

has taken steps in recent years to limit payday lending,16 small-dollar loans by financial institutions may 

present an appealing alternative. 

Similarly, small businesses, due to their size, “closely resemble consumers in their financing needs and 

behaviors,” including by seeking small loans.17  However, historically, banks may be less willing to make 

such loans due to their typically higher underwriting costs and, as a result, small business often turn to 

consumer alternative financial services providers, such as payday lenders.18  As the Agencies encourage 

financial institutions to offer small-dollar loans to small businesses, and with the issuance of the Lending 

Principles, this may change. 

Further, the Lending Principles note the potential for using new technologies when providing small-dollar 

loans—possibly a reference to recent interest in bank-fintech partnerships in the small-dollar lending 

space.19  Such partnerships would combine the experience of financial institutions with the innovation of 

fintech firms, and possibly ameliorate shortcomings that have been observed with respect to nonbank 

online lenders, including lack of transparency  in website disclosures.20 

To incentivize depository institutions to engage in the small-dollar lending space, the CFPB also recently 

approved a No-Action Letter (“NAL”) template that insured depository institutions can use to apply for a 

NAL covering their small-dollar products.  The CFPB explains that the issuance of the NAL template is 

intended to provide a mechanism through which deposit-taking institutions subject to the CFPB’s 

supervisory and enforcement authority may obtain a NAL that “addresses the application of the 

prohibition on unfair, deceptive, and abusive acts and practices to described aspects of their particular 

small-dollar lending products.”21  The template includes protections for consumers, such as a prohibition 

on late payment fees or prepayment penalties.22 

* * * 
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