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Regarding Potential Rulemakings for Payday, Vehicle Title and Similar Loans

Ladies and Gentlemen:

1. Preliminary Statement.

This letter sets forth my written advice and recommendations in response to the
CFPB’s March 26, 2015 Outline of Proposals under Consideration and Alternatives Consid-
ered (the “Outline”) in connection with the Small Business Advisory Review (“SBAR”)
Panel for Potential Rulemakings for Payday, Vehicle Title and Similar loans.

I am an identified individual representative of an affected small entity (“SER”), within
the meaning of Section 609(b)(2) of the Regulatory Flexibility Act of 1980, as amended, 5
U.S.C. § 609(b)(2).These comments confirm and expand on my oral remarks at the SBAR
Panel’s meeting on April 29, 2015.

To date, in neither the Outline nor in its other public statements regarding payday
credit has the CFPB set forth a data-based foundation for its assertions of harm arising from
payday reborrowing — the purported harm that is the centerpiece of its Outline. To the con-
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trary, existing scientific research shows that payday loans on balance do not harm consumers
and that reborrowing is generally welfare-enhancing. The CFPB has not studied the impacts
of its proposed rulemaking on small business and has not even sought to collect any small-
business data from which to undertake such studies.

For the reasons set forth below, I request that the proposed rulemaking be withdrawn,
that the Outline be modified and that the SBAR Panel be reconvened to consider a revised
set of proposals that takes into account actual welfare outcomes of consumers based on sci-
entifically observed data about them, and also based on full data about small-business lend-
ers and their borrowers.

I1. Background of Commenter.

I am the Chief Financial Officer of Payday Loan, LLC (“PDLL”), a small business
concern (within the meaning of Section 3 of the Small Business Act, 15 U.S.C. § 632).
PDLL’s headquarters are located in Anaheim, California; it has 25 stores in Southern Cali-
fornia, where it offers payday and automobile title loans. PDLL has 93 employees and sup-
ports an annual payroll and related benefits of $2,750,000.

PDLL is licensed by the California Department of Business Oversight and complies
with applicable state and federal laws.

PDLL believes that its historical success is attributable in no small measure to its gen-
uine concern for the welfare of its customers and its willingness and ability to provide those
customers with ethical credit that satisfies the customers’ needs. In addition, PDLL is a
member of California Financial Service Providers and subscribes to its Best Practices.

III. The CFPB Has Not Demonstrated a Principled Consumer-
Protection Need for the Proposed Rule.

A. Introduction.

The CFPB’s proposal addresses what the CFPB calls “unaffordable debt.” The partic-
ular purported mischief that the proposal aims to remedy is “loans with payments that are of-
ten beyond a consumer’s ability to repay, forcing the consumer to choose between default
and repeated reborrowing.” Outline at p. 3. Such loans, the CFPB posits, “are causing sub-
stantial harm to consumers.” Id.

As 1 point out in this letter, the CFPB has evidence neither for the fundamental prem-
ise of'its proposal —*“forced” reborrowing — nor for the “substantial harm’ about which the
CFPB claims to be concerned.

The CFPB’s own research indicates that a substantial majority of borrowers have loan
sequences of fewer than three loans (see fn. 2 below); but instead of regulating outlier long-
er-term sequences, the proposed rule inexplicably forbids all unreduced-principal reborrow-
ing, except under the commercially ridiculous circumstances where no interest is charged for
a period longer than the interest-bearing term of the loan.
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B. Payday Loans.

In these comments, I address primarily traditional single-payment payday loans. Nev-
ertheless, aspects of these comments are equally applicable to other forms of Covered Loans
(as defined in the Outline). Our company is primarily in the conventional payday-loan busi-
ness and does not have extensive operating experience with longer-term credit options.

A payday loan is a short-term advance repayable on the borrower’s next payday.! At
the time of the initial loan, the borrower generally signs a note and authorizes the lender to
deduct the principal of, and interest on, the loan from the borrower’s checking account on the
maturity date, either electronically or by postdated check. The borrower has the option to
remit payment in full on the maturity date in cash, or the lender may process the borrower’s
preauthorized payment item. If, as the maturity date approaches, the borrower wishes to ex-
tend the due date of the loan, the laws of some states allow the borrower to effectuate a lim-
ited number of reborrowings, or loan maturity extensions, by paying the accrued interest in
cash and entering into a new due-on-next-payday loan. Payday loan interest is never com-
pounded or added to principal.

The payday-lending industry’s product has historically been a single-payment loan
due on the borrower’s next payday (generally, about two weeks, since most borrowers are
paid biweekly or semimonthly). The origin of this single-payment, single-pay-period nomi-
nal loan duration is the product of political processes at the state level and may not reflect
every borrower’s preferred structure.

Thus, and very importantly, this two-week average term reflects the borrowing-
duration expectations of certain, but not all, borrowers. Accordingly, for example, a borrower
whose demand for credit is for a duration of six or eight weeks must generally plan and con-
tract for three or four successive two-week payday loans. This result is brought about be-
cause the state law of the borrower’s state renders loans with a term of longer than two
weeks illegal, impracticable or insufficiently remunerative.

Both lenders and the industry’s detractors recognize that some consumers will not
have fully recovered from the financial shock that required them to seek a payday loan in a
mere two weeks. It is thus lenders’ experience that these consumers frequently want, need
and seek credit they can structure for durations ultimately longer than two weeks. Consumers
do this because they understand that the ability to continue using credit can be a very bor-
rower-friendly feature of this form of credit: within certain limits, the borrower alone has the
power to determine for how long her credit will be outstanding. Few other forms of consum-
er credit provide so much duration-determination power to the consumer.

Existing law and custom provide substantial safeguards for consumers who are unable
to repay their loans at their desired ultimate maturity date. Even where not required under

IThese are the “single-payment payday loans with one lump-sum payment typically due within a few
weeks . . ..” Outline at p. 3.
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state law, for example, members of Community Financial Services Association of America,
Ltd. (“CFSA”) provide their borrowers with an interest-free extended repayment plan at any
time on request.

C. The CFPB’s Research.

Against this background, the CFPB has studied patterns of payday-loan usage by con-
sumers.? In relevant part, the CFPB’s research acknowledges that a substantial majority of
borrowers (greater than 60 percent) have loan “sequences” of fewer than three loans, even if
breaks of up to 14 days between loans are ignored. Thus, to the extent there is any “unaf-
fordable™ debt at all, such borrowers are in a minority. And indeed, a small percentage of
borrowers — approximately 15 percent — have “sequences” of ten loans or more. But the
CFPB research does not explicate whether these longer “sequences” are the result of in-
formed and voluntary consumer choice or “forced reborrowing.” It does not appear that the
CFPB sought to gather such information from consumers.

As discussed at greater length below, the CFPB itself has not disclosed any research
regarding whether protracted borrowing is the cause-in-fact of any of the categories of harm
it lists, what the economic magnitude of that harm might be, and whether there are counter-
vailing benefits to consumers or to competition. The CFPB has not explained why any such
harm is not avoidable through enhanced disclosures or other behavioral interventions. I be-
lieve that the CFPB has simply chosen not to study these issues (or indeed any other issues
relating to the welfare consequences of protracted borrowing).

Rather, the CFPB “puts the rabbit in the hat” by simply positing harm, that the harm is
substantial, that the harm is unavoidable by consumers, and that there are no countervailing
benefits.3 Existing third-party research of academic quality sharply contradicts these postu-
lates.

D. Third-Party Research.

1. Consumer Welfare OQutcomes Generally.

Since the early 2000s, numerous investigators have looked beyond mere frequency
and patterns of use of payday loans to consider the actual welfare outcomes that consumers
achieve from the use of such credit.# All of these studies use one or more proxies for welfare,
and many of the studies exploit natural experiments occasioned by changes in state law.

2Most recently, and reliably, in Burke, K. et al. (2014), “CFPB Data Point: Payday Lending,” available at
http:/files.consumerfinance.gov/f/201403 cfpb report payday-lending.pdf (last visited May 12, 2015).

312 US.C. § 5531(c)(1).

4See generally, Shapiro, R. (2011) “The Consumer and Social Welfare Benefits and Costs of Payday Loans: A
Review of the Evidence,” available at http://www.sonecon.com/docs/studies/Report-Payday-Loans-Shapiro-Sonecon.pdf
(collecting studies; last visited May 12, 2015). A copy of this paper is annexed as Exhibit A.
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Taken together, the studies paint a picture that is far from the unambiguous depiction
of harm asserted by the CFPB. Examples include:

e Access to payday loans is associated with reduced rates of foreclosure and lar-
ceny after natural disasters.>

e After state-law payday-loan bans, consumers experience increased numbers of
bounced checks and harassment by debt collectors.®

e Consumers report less difficulty paying bills before state payday-loan bans,
and bans cause them to shift into inferior substitute credit products.”

e Delinquencies on revolving, retail and installment credit increase in states that
have restricted former easy availability of payday loans.8

A more direct measurement of actual changes in consumer financial well-being, be-
fore and after payday-loan usage, is facilitated by using credit scores. This methodology, ap-
plied by Neil Bhutta, an economist at the Federal Reserve Board, demonstrates that access to
payday loans has no adverse effect on consumers’ credit scores, new delinquencies or likeli-
hood of exceeding limits on other revolving credit accounts.® The same investigator and oth-
ers show in a subsequent study that “the effects of payday borrowing on credit scores and
other measures of financial well-being are close to zero”!? (emphasis added).!!

A few studies find slight adverse effects from payday lending. One example finds a
2.5% increase in the rate of chapter 13 filings for approved payday borrowers (relative to

>Morse, A. (2011) “Payday Lenders: Heroes or Villains?” Journal of Financial Economics, 102:1, pp. 28-44. A
copy of this paper is annexed as Exhibit B.

6M0rgan, D., Strain, M. and Seblani, I. (2012) “Payday Credit Access, Overdrafts, and Other Outcomes,”
Journal of Money, Credit, and Banking,44:2-3, pp. 519-531. A copy of this paper is annexed as Exhibit C.

7Zinman, J. (2009) “Restricting Consumer Credit Access: Household Survey Evidence on Effects Around the
Oregon Rate Cap” Journal of Banking and Finance, Vol. 34, pp. 546—556. A copy of this paper is annexed as Exhibit D.

8Desai, C. and Elliehausen, G. (2014) “The Effect of State Legislation Restricting Payday Lending on Consum-
er Credit Delinquencies: An Investigation of the Debt Trap Hypothesis,” available at http://ssrn.com/abstract=2418608
(last visited May 12, 2015). A copy of this paper is annexed as Exhibit E.

9Bhutta, N. (2014) “Payday Loans and Consumer Financial Health,” Journal of Banking and Finance, Vol. 45,
pp- 230-242. A copy of this paper is annexed as Exhibit F.

10Bhutta, N., Skiba P. and Tobacman, J. (2015) “Payday Loan Choices and Consequences,” Journal of Money,
Credit and Banking, 47:2-3, pp. 223-260. A copy of this paper is annexed as Exhibit G.

110ne of the customary purposes of ability-to-repay rules, such as those proposed in the Outline, is to protect
consumers against the consequences of their own defaults. However, payday-loan defaults do not appear to have adverse
economic welfare consequences to consumers, likely because they are small and unsecured, defaults are presently not
reported to general credit bureaus, and collection activity is limited. See, generally, Mann, R. (2014) “ Do Defaults on
Payday Loans Matter?” available at http://ssrn.com/abstract=2560005 (last visited May 12, 2015).
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non-approved loan applicants), anomalously without any change in chapter 7 filings.!2 (Other
investigators reach a contrary result and find no impact on bankruptcy filings of any chap-
ter.13) In another study based on older data from 2003, the investigators find that presence of
payday lenders in a borrower’s county has a small effect on involuntary bank account clo-
sures, but the effect is not as great as being a single mother, being age 65-74, or living in a
county with a high incidence of new bank account inquiries.!* The investigators do not at-
tempt to quantify the financial cost of an involuntary bank account closure, and the work was
completed prior to the widespread adoption of general purpose prepaid cards that currently
substitute for deposit accounts for millions of Americans.

On balance, existing research of academic quality shows slight positive or negligible
effects of payday borrowing on consumer welfare. This is so despite the protracted usage
that can be imputed (see, “Data Point,” fn. 2, above) to borrowers in each of the studies re-
ferred to.

2. Reborrowing — Welfare Outcomes.

Each of the studies mentioned above looks at some measure of the mean effects of
payday borrowing. That is, the investigators considered the effects of payday borrowing
across all borrowers, regardless of their frequency of borrowing or intensiveness of rebor-
rowing activity. But two studies particularly consider the distribution of welfare outcomes, as
related to borrowers’ reborrowing behavior:

e Wilson et al.!5 used a laboratory experiment to examine the extent to which in-
itial and continued uses of payday loans affect an individual’s ability to man-
age and survive financial setbacks with uncertain and unforeseeable
expenditures. They found that access to both initial payday credit and rebor-
rowing lowered the subjects’ risk of financial failure. However, borrowers
whose use exceeded a threshold limit had materially worse outcomes. That
limit was ten successive loans.

12Gkiba, P. and Tobacman, J. (2009) “Do Payday Loans Cause Bankruptcy?” available at
http://ssrn.com/abstract=1266215 (last visited May 12, 2015).

I3Lefgren, L. and McIntyre, F. (2008) “Explaining the Puzzle of Cross-State Differences in Bankruptcy Rates,”
Journal of Law and Economics, Vol. 52 at p. 367.

14Campbell, D., Martinez-Jerez, F. and Tufano, P. (2008) “Bouncing Out of the Banking System: An Empirical
Analysis of Involuntary Bank Account Closures,” available at http://ssrn.com/abstract=1335873 (last visited May 12,
2015).

I5wilson, B., Findlay, D., Meehan, J., Wellford, C. and Schurter, K. (2010) “An Experimental Analysis of the
Demand for Payday Loans,” The B.E. Journal of Economic Analysis & Policy, 10:1. A copy of this paper is annexed as
Exhibit H.
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e Mostrecently, Priestley!¢ used lender administrative data matched to borrower
credit bureau information and found that borrowers who engage in protracted
reborrowing activity have better financial outcomes (measured by changes in
credit scores) than consumers whose borrowing is limited to shorter periods.
She also found that consumers whose reborrowing is less restricted by regula-
tion fare better than consumers in the most restrictive states, after controlling
for initial financial condition.

These studies demonstrate that payday reborrowings are generally welfare-enhancing
for consumers. It is my understanding that the CFPB has not conducted, contracted for or re-
ceived the results of any research that contradicts the findings of these investigators.

3. Reborrowing — Consumer Expectations.

The CFPB’s public pronouncements have used charged language, including descrip-
tions of payday loans as “debt traps.”!” This term implies that payday loans are somehow de-
fective or that lenders rely on deception or chicanery in order to induce unsuspecting short-
term borrowers to take on what later turn out to be longer-term obligations. Yet research re-
lating to consumers’ experience with payday loans entirely discredits this theory:

e Mann!$ compares the repayment expectations of payday borrowers at the time
of their initial loans to subsequent borrowing and repayment behavior. About
60 percent of borrowers accurately predict within two weeks how long it will
take them finally to repay their loans. Those who were not this accurate did
not systematically underestimate their repayment term. This study strongly
suggests that repayment terms are closely aligned with borrower ex ante inten-
tions, rebutting the CFPB’s implicit notions of deceit or product defect. More-
over, the random distribution of errors suggests that payday borrowers do not
operate under optimism bias in undertaking their loans.

e Research by Center for Financial Services Innovation indicates that a substan-
tial majority (68 percent) of borrowers reported that it took the same or less
time to repay their loans as they had expected.!?

l6pPriestley, J. (2014) “Payday Loan Rollovers and Consumer Welfare,” available at
http://ssrn.com/abstract=2534628 (last visited May 12, 2015). A copy of this paper is annexed as Exhibit I.

17See, e.g., CFPB Press Release, “CFPB Considers Proposal to End Payday Debt Traps,” available at

http://www.consumerfinance.gov/newsroom/cfpb-considers-proposal-to-end-payday-debt-traps (last visited May 12,
2015).

I8Mann, R. (2013) “Assessing the Optimism of Payday Loan Borrowers,” available at
http://ssrn.com/abstract=2232954 (last visited May 12, 2015). A copy of this paper is annexed as Exhibit J.

19Gledge, J. and Levy, R. (2012) “A Complex Portrait - An Examination of Small-Dollar Credit Consumers,”

available at  http://www.cfsinnovation.com/Document-Library/A-Complex-Portrait-An-Examination-of-Small-
Dollar.aspx (last visited May 12, 2015), at p. 21.
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e Ina study?® of consumers who borrowed from CFSA members, nearly all (94
percent) respondents reported that they understood how long it would take
them to repay their loans “well” or “very well.”

The CFPB does not appear to have measured customer expectations regarding loan
repayment and reborrowing duration, and the findings referred to above remain unrebutted.

E. Advocacy Reports by Pew Charitable Trusts.

Although the CFPB has itself apparently studied only numerical patterns of borrow-
ing, the CFPB has publicly stated that, in adopting the Outline, the CFPB relied on certain
advocacy reports by The Pew Charitable Trusts.2! In general, the Pew reports rely on qualita-
tive or anecdotal information, or poorly sampled quantitative data, that are neither repre-
sentative of current borrowing practices nor scientifically rigorous. While Pew states that
their work is based on “demographic data derived from 33,576 responses,” in fact Pew inter-
viewed only 451 self-reported borrowers. Those 451 interviews include consumers who
could recall having incurred payday debt at any time within the preceding five years. Their
reports are thus based on stale data that require consumers to remember their transactions of
five years earlier (how many readers of this letter recall their credit card dealings of 2010?).
Pew attempts to analyze interstate differences in usage with an average per-state sample size
of nine respondents. Further work by Pew is based on focus groups responding to “loaded”
questions. None of Pew’s contributions to this field can be deemed of academic quality or to
constitute substantial evidence for purposes of rulemaking.

IV. The CFPB Has Not Studied the Small-Business Impacts of its
Proposal.

The CFPB has neither collected nor studied historical information regarding small-
business payday lenders. It has neither transaction-level data nor financial information from
which to estimate the impacts of its proposed rulemaking. Instead, the impacts reported in
the Outline are based on large-firm examination data and do not take into account differences
in small-firm operations or cost structures.

Moreover, while the Outline contains estimated impacts in terms of revenue loss, the
CFPB does not evaluate the sustainability of the small businesses affected by looking at re-
sultant store (non-) profitability.

In the Outline, “Covered Loans” are defined extremely broadly, but the CFPB impact
estimates include only the impact on payday lending; other forms of Covered Loans, includ-
ing title and installment, are unstudied from an impact standpoint.

20Harris Interactive (2013), “Payday Loans and the Borrower Experience,” available at
http://cfsaa.com/Portals/0/Harris Interactive/CFSA HarrisPoll SurveyResults.pdf (last visited May 12,2015),atp.5. A
copy of this paper is annexed as Exhibit K.

21See Pew Charitable Trusts, “Payday Lending in America,” available at http://www.pewtrusts.org/en/research-
and-analysis/collections/2014/12/payday-lending-in-america (last visited May 12, 2015).
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No portion of the CFPB’s impact analysis uses residual income information from bor-
rowers of small-business alternative products in order to estimate the impact of new ability-
to-repay requirements.

No portion of the impact analysis considers whether installment loans contemplated as
alternatives under the proposal are lawful in the states where small-business lenders are li-
censed and operate. Even if all small-business payday lenders wished to switch their business
models to longer-term installment loans (on an ability-to-repay basis or otherwise), such in-
stallment credit is lawful in only approximately 12 of the 32 states in which payday lenders
currently operate.

Accordingly, the CFPB has insufficient data in order to evaluate the burdens of its
proposal on small business. These same missing data are necessary for the CFPB to evaluate,
as it must,?2 alternative but less burdensome regulatory models that could produce similar
consumer-protection outcomes.

V. The SERs’ Own Data Show that the CFPB’s Proposal Will Have
A Devastating Effect on Their Profitability.

As I reported at the SBAR Panel meeting, in the absence of appropriate data collec-
tion and analysis by the CFPB, a group of small-business lenders, including four SERs iden-
tified in this review, provided their financial and loan data to Charles River Associates for
analysis. This analysis was underwritten by CFSA.

These data included store-by-store monthly profit-and-loss statements from six small
lenders, generally over a two-year period, covering approximately 200 stores with payday
lending revenues across 15 states. The businesses also provided transaction-level data for
150,000 consumers across eight small lenders with 234 stores in 6 states.

The results of this analysis show that the proposed rulemaking would devastate small-
business lenders. Under the proposed long-term debt protection rules contained in the Out-
line, payday lending revenues are estimated to decrease by 82 percent on average for the
small-business lenders analyzed. The average annual per-store net income decreased from a
profit of approximately $37,000 to a loss of approximately $28,000 (a negative swing of
$66,000).

Of the close to 200 stores with payday lending revenues in the analysis, 84 percent of
the stores would be expected to experience net losses. Five out of the six firms with financial
information included in the analysis would have experienced overall losses and would be ex-
pected at a minimum to cease operations of the unprofitable stores; the closing of unprofita-
ble stores, even if combined with significant reductions in corporate overhead, may not be
enough to return the lenders to profitability. The sole remaining firm would experience a
near 70 percent decline in profitability.

225 J.S.C. § 603(c).
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As noted in the report, the rule proposals contained in the Outline would impact small
entities located in rural and sparsely populated areas to an even greater extent than the impact
on small entities generally.

Given the short time period involved since the promulgation of the Outline and the
absence of historical data regarding the effects of application of the CFPB’s ability-to-repay
rulemaking variants, it was not possible to model those variants. However, there is no reason
to suspect that those variants would produce superior profitability results to those reported by
Charles River Associates.

A complete copy of Charles River Associates’ report is annexed as Exhibit L.
VI. Conclusion.

The CFPB’s proposed rulemaking utterly fails to make the case for the drastic inter-
ventions it proposes. Although purporting to regulate on an “unfairness” basis, the CFPB’s
Outline makes none of the showings required under the statute: that repeat borrowing causes
or is likely to cause substantial injury to consumers; the putative injury is not reasonably
avoidable by consumers; and the putative injury is not outweighed by countervailing benefits
to consumers or to competition.2? It appears that the CFPB has not even sought to study these
factors.

In contrast to its actions in connection with the TILA/RESPA mortgage disclosure
rule, the CFPB has made no effort to conduct field experiments to tests its proposed interven-
tions. It is thus pure speculation that the interventions the CFPB proposes will be effective to
achieve their intended purpose while not completely cutting off credit to financially con-
strained borrowers.

Despite frequently asserting its status as “evidence-based” regulator,24 the CFPB’s
proposal takes into account neither the needs and wants of consumers nor the financial sur-
vival of the lenders who satisfy those demands. More importantly, the CFPB’s proposal ig-
nores actual consumer economic welfare outcomes — as demonstrated by scientific study —
and substitutes the CFPB’s unsubstantiated “belief” that repeated borrowing causes substan-
tial harm.

Finally, and perhaps most importantly, the CFPB has utterly failed to make the re-
quired investigation of the impact of its proposed rulemaking on small-business lenders and
on the customers of their businesses.

2312 U.S.C. § 5531(c)(1).

24“We’re a data-driven, evidence-based agency with a philosophy of issuing regulations only where there’s a
strong justification for doing so.” CFPB Explainer: How Small Businesses Play a Role in the Rulemaking Process,

available at http://www.consumerfinance.gov/blog/category/rulemaking (last visited May 12, 2015).
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For the foregoing reasons, I request that the proposed rulemaking be withdrawn, that
the Outline be modified and that the SBAR Panel be reconvened to consider a revised set of
proposals based on full data about small-business lenders and their borrowers.

Kindly address any requests for additional information in connection with these com-
ments to the undersigned at dan.gwaltney@pdlcorp.us, with a copy to Hilary B. Miller, Esq.,
hilary@miller.net.

Very truly yours,

Daniel C. Gwaltney
Chief Financial Officer

VIA EMAIL: cfpb_payday_sbrefa@cfpb.gov
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Research Method & Presentation Notes

e Community Financial Services Association of America (CFSA) commissioned Harris Interactive to conduct this
telephone survey from October 9 — 24, 2013 among 1,004 respondents, ages 18+, who are customers of store-front
companies within the CFSA, and took out a two-week payday loan of $700 or less which they made final repayment
of in July or August of 2013.

— CFSA emailed 12 member companies inviting them to include their customer data in the sample pool for this survey,
with instructions for pulling the sample attached. Member companies were instructed to email their sample files
directly to Harris Interactive, and not to copy anyone from CFSA.

— Four member companies responded and provided Harris with a complete list of their customers who met the sampling
criteria. One member company responded and provided Harris with a randomly selected list of 10,000 of their
customers who met the sampling criteria. A total of 281,031 records were received by Harris from the five participating
member companies.

— Harris Interactive handled all further sample preparation. Sample files were de-duped (meaning duplicate records were
removed) based on phone number, and 10,000 records were randomly selected from each company (with the exception
of the company which sent a total of 10,000 records — 9,667 usable records were selected from this company). Quotas
were set during interviewing to ensure that 200 completed interviews were obtained from each company.

e Data are unweighted and are a representative probability sample of the population who were surveyed.
— With a sample of this size, the estimated sampling error is +/- 3%.

e Throughout this presentation...

— Qualified respondents will be referred to as “Borrowers”.

— The phrase “most recent payday loan experience” will refer to the loan borrowers repaid in July or August of
2013 — regardless if they have taken out a new loan since, as this was their most recent, complete experience
with a payday loan.









More than nine in ten borrowers report that before starting the payday loan process,
they understood both how much it would cost and how long it would take to
completely repay the loan very well or well, and a similar proportion indicate that they

were able to repay their loan in the amount of time they had expected to.

Understanding of the Overall Cost and Time to Repay Loan

How long it would take to
completely repay the loan

How much it would cost you
to completely repay the loan

Not well at all
1%

Not well at all
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4% Well
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By a large majority, borrowers say their experience with both the terms and the cost of
the payday loan were either as expected or better than expected. Over four in five say
it was very or somewhat easy to repay their payday loan, including more than half who
say it was very easy. 16% feel it was very or somewhat difficult to repay.

Loan Experience vs. Expectations Ease of Repayment

Better than/As expected (Net): 96% 92%

22%

Somewhat
easy
33%

B Better than expected

Very easy
52%

B As expected
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Nearly half of borrowers believe that compared to other lending resources, payday loans
are much or slightly more expensive, while over one-quarter say they are about the same,
and 17% feel they are slightly or much less expensive. Additionally, a majority of borrowers
think a flat fee of $15 per $100 borrowed as a payday loan term is very fair or fair, while
over one-quarter feel more neutral, saying it is somewhat fair, and 8% say it is not at all fair.

Expense of Payday Lending vs.
Other Lending Resources

~ Much less
expensive

Slightly less i Much more

expensive expensive
10% ' 23%
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same as Slightly
27% more

expensive
24%
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Borrowers tend to choose positive words to describe the payday lender they worked
with during their most recent payday loan experience: about four in five say their
lender was respectful, helpful, knowledgeable, trustworthy, and truthful. However, 7%
say deceptive, and a few respondents say misleading or dishonest.

Words Used to Describe Lender

Respectful .
80%

Dishonest

2%
Knowledgeable

78%

Misleading " Lender :

3% Wwas...
Trustworthy

Deceptive 78%
7%

Truthful
Thorough 77%
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Over nine in ten borrowers agree that it should be their choice whether or not to use
payday lending, not the government’s choice, and that they should have the ability to make
their own financial decisions without government interference. However, a one in five
minority say the government should impose tighter restrictions on payday loans.

Attitudes about Government Regulation of Payday Loans

M Strongly disagree B Somewhat disagree B Somewhat agree M Strongly agree Agree

(Net)

It should be 'your cfhou:e whether or not to use payday lending, not the : 859% 95%
government's choice.

You should have the ability to make your own financial decisions without 94%,
government interference.
You should be able to decide how often you take out a payday loan and 88%
not be limited by government restrictions.
The government should impose tighter restrictions
on payday loans, even if that means it would be 61% 17%12% 21%
more difficult for you to obtain a payday loan yourself. 970
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The majority of borrowers oppose potential government regulations that would require credit-
bureau checks of payday loan customers before they are allowed to borrow, restrict the
number of loans customers can take out in a year, and restrict the number of times a customer
can renew or extend a loan. However, three in five do favor the government setting limits on
the dollar amount of money customers can borrow at one time.

Favor or Oppose Proposed Government Regulation of Payday Lending

Oppose Favor
(Net) (Net)

Restrictions on the number of times a customer

can renew or extend a loan 39% 18% pLi 7 18% 57% 41%
Restrictions on the number of loans customers

Required credit-bureau checks of payday loan

customers before they are allowed to borrow 45% 19% 21% 13% 64% 34%
money

|
harris
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Limits on the dollar amount of money customers can
borrow at one time

 the following potential governmental regulations surrounding payday lending?



Conclusions & Implications

¢ The overwhelming majority of borrowers provide positive feedback regarding payday lending and their most
recent experience with the payday loan process.

— 94% of borrowers agree they were able to repay their payday loan in the amount of time they had expected.

— Over four in five (84%) say it was very or somewhat easy to repay their payday loan, including more than half (52%)
who say it was very easy.

— About four in five borrowers say the lender they worked with during their most recent payday loan experience was
respectful (80%), helpful (79%), knowledgeable (78%), trustworthy (78%), and truthful (77%).

* However, considerable numbers of borrowers provide feedback on areas for improvement.
— Nearly half (47%) of borrowers believe that compared to other lending resources, payday loans are much more (23%)
or slightly more (24%) expensive.
— While a majority of borrowers think a flat fee of $15 per $100 borrowed as a payday loan term is very fair (25%) or fair
(37%), over one-quarter (28%) say it is just somewhat fair, and 8% say it is not at all fair.

e A majority of borrowers are opposed to most potential government regulations that would affect payday loan
customers, however some regulations do receive borrower support.
— 95% say it should be their choice whether or not to use payday lending, not the government's choice.

— About two-thirds of borrowers are opposed to regulations that would require credit-bureau checks of payday loan
customers before they are allowed to borrow money (64%) and restrict the number of loans customers can take out
in a year (63%).

— However, three in five (59%) do favor the government setting limits on the dollar amount of money customers can
borrow at one time.
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In addition to the items included above, Mr. Gwaltney included the following items in his written
feedback to the Panel (as noted in his “Table of Exhibits”):

1. Robert Shapiro, The Consumer and Social Welfare Benefits and Costs of Payday Loans:
A Review of the Evidence, Sonecon (March 2011).

2. Adair Morse, Payday Lenders: Heroes or Villains?, Journal of Financial Economics 102,
28-44 (2011).

3. Donald P. Morgan et al, How Payday Credit Access Affects Overdrafts and Other
Outcomes, Journal of Money, Credit and Banking 44:2-3, 519-531 (March-April 2012).

4. Jonathan Zinman, Restricting Consumer Credit Access: Household Survey Evidence on
Effects Around the Oregon Rate Cap, Journal of Banking and Finance 34, 546-556
(2009).

5. Chintal A. Desai and Gregory Elliehausen, The Effect of State Legislation Restricting
Payday Lending on Consumer Credit Delinquencies: An Investigation of the Debt Trap
Hypothesis (2014).

6. Neil Bhutta, Payday Loans and Consumer Financial Health, Journal of Banking and
Finance 47: 1 (2014).

7. Neil Bhutta, et al, Payday Loan Choices and Consequences, Journal of Money, Credit
and Banking 47:2-3, 223-250 (March-April 2015).

8. Bart J. Wilson, et al, An Experimental Analysis of the Demand for Payday, The B.E.
Journal of Economic Analysis & Policy 10:1 (April 28, 2010).

9. Jennifer Priestley, Payday Loan Rollovers and Consumer Welfare (December 5, 2014).

10. Ronald J. Mann, Assessing the Optimism of Payday Loan Borrowers Columbia Law and
Economics Working Paper No. 443 (March 12, 2013).






























CFSA Response to PEW Research on Payday Loans

October 2012

A report from the Pew Charitable Trusts’ Safe Small-Dollar Loans Research Project, “Payday Lending in
America: Who Borrows, Where They Borrow, and Why,” in July 2012 is the first in a planned series exploring
the small-dollar, short-term lending marketplace and consumers’ experiences. While CFSA applauds Pew’s
efforts to promote a greater dialogue about consumers’ credit needs and the role of non-bank lenders in
providing payday advances, we believe there are several key areas of Pew’s research that are inconsistent with
other industry research and not representative of CFSA members’ customers and their experiences with payday
loans.

Methodology

While Pew states that their research is based on “demographic data derived from 33,576 responses,” it is
important to point out that findings related to payday loans are derived from only 451 actual Pew interviews or
from prior non-Pew research, much of it from 2007. Therefore, it is important for readers of this research to
understand the true sample size is 451 responses.

Further, the 451 Pew interviews include research on consumers who took out a payday loan within the last five
years. Because Pew chose to include consumers who have taken a payday loan up to five years prior, the
research is largely based on timeworn memories and in many instances does not reflect events related to the
timeframe that the consumers took the payday loan (i.e. renters vs. homeowners, income, age, employment
status, states where the loan was made, etc.).

In addition, it is statistically invalid and inappropriate to conclude that responses gathered from a phone survey
are indicative of individuals’ actual financial behavior and true data. Since the report was entirely based on
these telephone conversations, there were no steps taken to ensure the validity of respondents’ answers.

Finally, Pew’s attempt to analyze state-by-state usage is inadequate given that Pew’s average per-state sample
is nine respondents, which is much too small to be statistically valid.

Key Findings
1. Who Uses Payday Loans?

Pew’s survey led it to conclude that five groups have higher odds of having used a payday loan: those
without a four-year college degree; home renters; African Americans; those earning below $40,000
annually; and those who are separated or divorced.

However, a study titled, An analysis of Consumers’ Use of Payday Loans, by Gregory Elliehausen of
George Washington University, describes the demographic characteristics of payday loan customers
somewhat differently.

In his analysis of income levels, Ellichausen found “A large percentage of payday loan customers
had higher incomes. Thirty-nine percent of payday loan customers had incomes of $40,000 or more,
about a quarter had incomes of $50,000 or more, and 8.9 percent had incomes of $75,000 or more.”



Additionally, he wrote “...It is notable that the higher income customers (income > $50,000) are a larger
share of payday loan customers than lower income (income < $15,000) customers.”"

He also concluded that payday loan customers have achieved a higher education level than the
national average, according to data from the U.S. Census. In fact, 90 percent of customers have a high
school diploma or better, with 54 percent having some college or a degree.”

And while Pew correctly noted that a disproportionate number of payday borrowers, relative to the U.S.
population, are African American, they failed to control for financial variables such as net worth, debt or
income, and whether the borrower had been turned down for credit in the past five years. Had Pew done
so, there would have been no significant correlation with race.

2. Why do Borrowers Use Payday Loans?

Most customers use payday advances responsibly to help them cover unexpected costs and manage
periodic financial difficulties. According to industry surveys conducted by CFSA member companies,
the typical customer uses our product eight times over the course of a year, and they use the service for a
relatively short period of time — weeks or months, not years.

The Pew study reports that most borrowers use payday loans to cover ordinary living expenses, not
unexpected emergencies. However, our members’ customers experience various types of financial
shortfalls, and they may choose a payday loan to cover an emergency expense or manage recurring bills
in the wake of a temporary change in circumstances. In our current economy and constricted credit
market, it is critical that consumers have the credit options they need to deal with these challenges.

Pew also asserts “the payday lending market does not function as advertised,” and that product usage is
continuous; yet, Pew provides no evidence to support that argument, nor does any exist. With respect to
length of use, Pew’s study fails to address whether consumers really need a longer-term product but
choose payday because there simply is no longer-term credit option available. And, importantly, Pew’s
study does not provide evidence that consumers who use the product longer experience a welfare
detriment relative to shorter-term users. Research has revealed that nearly all payday loan customers
have a clear understanding of the charges and terms associated with their loan before taking it out’.

In examining why borrowers choose payday loans, the Pew study also fails to consider some of Pew’s
own research on checking accounts and overdraft protection. For instance, reports in 2011 and 2012
from the Pew Health Group found that consumers are not adequately informed of their bank’s overdraft
practices, including costs, due in part to banks’ opaque disclosure agreements. Pew also found banks’
overdraft fees to be disproportionately high compared to the median overdraft amount, and that, within
the past year, over half of respondents overdrafted two to five times, and 14 percent overdrafted six to
10 times.

In comparison, consumers bounce checks and use overdraft protection at higher rates than they use
payday loans. By not examining payday lending within the context of other popular short-term credit
options such as overdraft fees, Pew paints an incomplete picture of the consumer financial services
landscape.

! Ellichausen
2 Elliehausen

3 Ellichausen



3. What Would Borrowers Do Without Payday Loans?

Pew’s research indicates that 81 percent of borrowers say they would “cut back on expenses” if payday
loans were not available. It also indicates that a majority of consumers would also “delay paying some
bills” or “borrow from family or friends” — even though “Deborah,” the case study in their research,
indicated that she “didn’t want to ask somebody for it.”

Research has shown that in the absence of payday loans consumers may fall further behind on their bills
which subsequently could impact their credit score. In a recent study from the Federal Reserve of
Kansas City examining the unintended consequences of restricting payday lending, the Bank concluded
that such restrictions can adversely affect consumers, and demonstrate that payday loans are a cost-
competitive option. The Bank reports that without access to payday lending, consumers may have
limited ability to maintain formal credit standing, may have inadequate access to credit or may resort to
more costly credit alternatives.

In the Federal Reserve Bank of New York’s 2007 study titled, Payday Holiday: How Households Fare
after Payday Credit Bans, researchers found that consumers in Georgia and North Carolina where
payday lending has been banned are not better off: they bounce more checks, complain more about
lenders and debt collectors and file for Chapter 7 (“no asset”) bankruptcy at a higher rate.*

4. Does Payday Lending Regulation Affect Usage?

Unfortunately, the report also fails to adequately explore consumers’ persistent credit needs in the
absence of payday loans, including as a result of restrictive regulation, as well as the unintended
consequences of such regulation.

In the study The Case Against New Restrictions on Payday Lending, Todd J. Zywicki of George Mason
University’s Mercatus Center concludes, “Economic theory and empirical evidence strongly suggest
that...paternalistic regulations would make consumers worse off, stifle competition, and do little to
protect consumers from concerns of over indebtedness and high-cost lending.””

Furthermore, “Deprivation of access to credit could cause substantial economic and personal harm if it
forces the consumer to go without the means to meet necessary expenses such as medical care, car
repairs, living expenses, rent, or work-related expenses such as transportation or appropriate work
clothing,”®

This research also found “[E]fforts by legislators to regulate the terms of small consumer loans (such as
by imposing price caps on fees or limitations on repeated use “rollovers”) almost invariably produce
negative unintended consequences that vastly exceed any social benefits gained from the legislation.”’

4 Morgan, D.P. & Strain, M. (2007). Payday Holiday: How Households Fare after Payday Credit Bans. Federal Reserve Bank of New York.
3 Zywicki citation
6 Zywicki citation
7 Zywicki citation






The new six month installment loan product became law in October 2010 and it had a profound
effect on the number of locations offering loans within the state of Colorado. As per the Deferred
Deposit/Payday Lenders Annual Report issued by the Colorado Attorney General’s Office for the
2010 calendar year, the number of licensed locations was 410. The most recent report issued by
the Attorney General’s office for 2013 states that the number of locations has shrunk to 260. This
represents a 36.5% decrease in the number of stores within the state of Colorado that were forced
to close as a direct result of the change in payday lending laws that were enacted in 2010. Small
business owners like our family have been hit the hardest by this change in law since 2010. My
family was forced to close two of our five locations and layoff 40% of our work force when the
law took effect in October 2010.

Perhaps the most telling sign that small business owners were impacted the most by the new law
can be referenced in the Annual Report issued by the Colorado Attorney General’s office. As of
2010 the report indicated that there were 65 individual lenders, as of 2013 that number was
reduced to 39. This represents a 40% decrease in the number of individual owners within the
state of Colorado. While a few large national companies closed all their location and left the state
after 2010, the vast majority of the 26 lenders that are no longer in business were small business
owners.

On behalf of the Colorado Financial Service Centers Association, I am greatly concerned that
further proposals being considered by the Consumer Financial Protection Bureau regarding
longer-term loans would cause more small business owners to close locations and lay-off
employees within the state of Colorado. Under the proposals being considered by the Consumer
Financial Protection Bureau for the longer-term loan products there are inherent problems that
will be difficult if not impossible for small business owners to adopt in order to be in compliance
while still being able to make a profit and stay in business.

The Bureau is considering allowing lenders to make two types of longer-term loans under the
Alternative Requirements section. Since, none of our association members are classified as credit
unions within the state of Colorado, I will not comment on the merits of the proposals being
presented under the NCUA-type loans. The second alternative type loan that is titled “Maximum
PTT” has criteria that would be burdensome on small business owners in Colorado. By limiting
the number of loans that a consumer can initiate within a rolling twelve month period of time to
two loans, it would not only have a negative effect on the lenders, but ultimately the consumers.
Under current Colorado law, all fees and interest are earned on a pro-rata method, except for a
monthly maintenance fee that accrues monthly beginning at the end of the second month until the
loan is paid in full. Therefore, if the customer pays off their loan before the end of the second
month, they pay considerably less than if the loan went the full term. For example, if a person
takes out a $500 loan and then pays off the account in fourteen days after initiating the loan the
total finance charge is $10.06 on average. However, if that same $500 loan goes the entire 6
month term the total finance charge will be $288.69. By limiting the number of loans an
individual can initiate in a year it may encourage consumers to keep their loans out for a longer
period of time because they are aware that they will only be able to use the service twice in a
given year. Colorado law allows the customer to make their own financial decisions and utilize
our loan services whenever it is needed. Under the proposed regulations by the Bureau, if a
person were to take out a loan in January to cover a medical expense and payoff the loan within a
month, then take out a loan in June to pay for rent and payoff the loan within two months, and
then attempt to take out a loan in November for new snow tires so that they can get to work, we
as the lender would not be able to help them in their time of need for that third loan request. As
small business owners we would be harmed because we would have to turn the customer away



and instruct the consumer that they won’t be able to take out another loan since they already had
two loans in the last twelve calendar months.

The illustration above is one example in which the CFPB proposal would not easily co-exist with
Colorado law and prompts many unanswered questions. For instance, under the “Maximum PTI”
loan section, the CFPB state that loans must have a “duration between 45 days and six months.”
However, here in Colorado the minimum loan term is six months. The majority of our loans
range between six and seven months so that payments coincide with the consumer’s paydays.
Would the CFPB proposal mean that Colorado lenders can only issue loans for exactly six
calendar months or can loan terms be six months and 15 days, or six months and 21 days, etc.?
There will once again be inherent problems with limited loan terms to exactly six months because
it will cause payments to fall on arbitrary dates that don’t coincide with the consumer’s paydays.
This will cause an increase in defaults and additional charges to accrue for the customers due to
insufficient funds fees from the lender and their banking institution.

If these regulations are enacted in their current state by the Consumer Financial Protection
Bureau, it is certain that more small business owners within Colorado will be forced to close their
stores resulting in more people losing their jobs. We have already experienced a 40% reduction
in the number of lenders within our state and I personally don’t want to experience that type of
negative effect on our industry again.

Sincerely,

il

Chris Rockvam
President
COFiSCA






Consequently, | was very involved with the {egislative changes over the years in Washington State
and 2009 was not any different. | had my employees and customers travel to Olympia testifying
about what the proposed legislation would do to my business, our employees and our customers. |
met personally with many legislators and thought we had educated them about the extreme
challenges we would face, but in a last minute negotiation at midnight, our supported legislation
was changed and then passed. Both sides had agreed to a statewide common database. But we
were all stunned to see the addition of the annual 8 loan cap and mandatory payment plans that
had to be converted into no-cost installment plans anytime the customer said they could not pay
the loan when due. Either one of the additions would have been hard to deal with, both were
catastrophic.

Going into January of 2010, we knew there was going to be scramble for customers as the database
was put into effect. We also knew there would be heavy losses before the dust settled. It was far
worse than we had modeled. We expected a 30% loss in revenue but saw over 60% immediately. |
scrambled to find ways to keep the company alive, closing 10 stores almost immediately, hoping
that the customers from those locations would move to those that I kept open. It didn’t work.
Within 4 months, my company that | had spent my adult life creating, where | had invested all of my
assets, was suddenly gone and in receivership. It was completely shut down, all assets dispersed to
creditors by January of 2011. My company that showed retained earnings of nearly $6 million on
- December 31, 2009 had been completely liquidated and | was left with nothing.

Even more tragic were my employees, many of whom had spent 10 plus years working with me,
were out of work in the height of the recession and for the most part were unable to find anything
close to the employment opportunity they had while working with me. It was amazing how many
of those employees were still receiving unemployment benefits 2 years later! | know of several old
employees who lost their homes, having to move in with relatives as a result of unemployment. It
was and is tragic in so many ways.

Additionally, there were the thousands of customers impacted by the new legislation. We had
hundreds of customers go into default the first month of 2010. The database locked them out of the
system. They couldn’t get the money they needed and so they defaulted. There is no question their
credit scores were impacted as they chose to give up on repaying their outstanding loans after
seeing that we were out of business. Our state has also seen a huge increase in the number of
customer complaints about Internet lenders since the legislation went into effect. These complaints
are not coming from the licensed Internet lenders; they are coming from the off-shore lenders who
don’t follow any of the laws in our state or country with respect to payday loans. The consumers
can’t differentiate between the good guys and bad and end up getting in very desperate situations
from these lenders. The Department of Financial Institutions (DFI) does not have the ability to stop
the offshore lenders and advises consumers not to repay loans from unlicensed lenders. This is of
no help to someone who has had their account hit every payday for months and months, without
having the ability to pay back the principal (the loan is setup that way, even if they have the money
to repay, they can’t). The damage continues unless they close their bank account and DFI has no
way of closing these bad guys down.









May 12, 2015

The Honorable Richard Cordray, Director
U.S. Consumer Financial Protection Bureau
1700 G Street, NW

Washington, DC 20552

Dear Director Cordray:

| am writing to express serious concern and to voice strong opposition to the direction the CFPB is heading with regard to payday
lending regulations. Specifically, I am troubled by how your proposals run afoul of Washington’s state laws and consumer protections.

In Washington, our legislature worked with consumer groups and industry to create a framework that protects consumers and
ensures viable choices for those who need short term lending products. As Chairman of the House Business and Financial Services
Committee, | facilitated the negotiations in 2009 that resulted in what | believe to be the best payday lending law in the country
including the establishment of a statewide data base to prevent multiple loans at multiple lenders, a cap on the amount a consumer
may borrow relative to their income, and the implementation of a payment plan for consumers who default on their original
agreement. Unfortunately, we also passed an arbitrary eight-loan cap on the number of loans to a consumer annually which | believe
has proven to be too severe, and leaves consumers with no place to go once they reach the cap, other than the unregulated internet
market. It needs to be changed to a more consumer friendly solution, but in a way that protects those consumers who struggle to
manage the product well.

Most recently, we have been working on a proposal that would replace the short term payday loan with a longer term installment
loan product, very similar to the successful short term loan product currently allowed in Colorado — while keeping virtually all of
the consumer protections in our existing payday loan laws. The regulations that exist for the current payday loan product
— except for the hard cap — work very well, and the new proposal results in a product that will work exactly the same, except for the
fact that consumers would have more time to pay back the loan. | believe the direction the Consumer Financial Protection Bureau
(CFPB) is heading will do great harm to the agreement we reached in 2009 and/or the new, improved product with which we are
trying to replace the traditional payday loan.

As a State Legislator, | am directly accountable to the voters who place their trust in me, and your proposals seem to ignore the hard
work we have undertaken to achieve the balance of consumer protections and consumer choice in Washington and frankly, appear to
me to be designed to do away with the industry altogether. | am asking other elected officials in Washington to express their own
concerns about your Bureau’s direction with regard to short term consumer lending, and | hope that causes you to reconsider the
proposals you rolled out last month.

Sincerely,

Steve Kirby

Chair, Business & Financial Services Committee
Washington State Representative

29" Legislative District






Tuesday, May 12, 2015

The Honorable Richard Cordray, Director
U.S. Consumer Financial Protection Bureau
1700 G Street, NW

Washington, DC 20552

Dear Director Cordray:

I am writing to express concern and to voice strong opposition to the direction the CFPB
is heading with regard to payday lending regulations. Specifically, I am troubled by
how your proposals run afoul of Washington state laws and consumer protections.

In Washington, our legislature worked with consumer groups and industry to create a
framework in 2009 that protects consumers and ensures viable choices for those who
need short-term lending products. The negotiations of the Legislature’s financial
institution committees and industry stakeholders resulted in what I believe to be the
best payday lending law in the country, including the establishment of a statewide data
base to prevent multiple loans at multiple lenders, a cap on the amount a consumer
may borrow relative to their income, and the implementation of a payment plan for
consumers who default on their original agreement.

Unfortunately, we also passed an arbitrary eight-loan cap on the number of loans to a
consumer annually, which I believe has proven to be too severe and leaves consumers
with no place to go once they reach the cap, other than the unregulated internet market.
It needs to be changed to a more consumer-friendly solution, but in a way that protects
those consumers who struggle to manage the product well.

I believe the direction the Consumer Financial Protection Bureau (CFPB) is heading will
do great harm to the agreement we reached in 2009. This, in turn, would endanger the
most vulnerable populations in Washington, forcing them to do business with
unregulated lenders when payday lenders cannot provide the products they need.



As a state legislator, I am directly accountable to the voters who place their trust in me.
Your proposals seem to ignore the hard work we have undertaken to achieve the
balance of consumer protections and consumer choice in Washington and, frankly,
appear to me to be designed to do away with the industry altogether. If so, this is a
shortsighted aim that puts at risk some of the most vulnerable populations in our
society. For the sake of these populations, and for the sake of an industry that serves a
necessary purpose in my state, I urge you to reconsider the proposals you rolled out last
month.

Sincerely,

Jon Bodery

Senator Don Benton
Chair, Senate Financial Institutions & Insurance Committee
17* Legislative District



In addition to the items above, Mr. Hoffer included the following item in his written feedback to
the Panel:

1. Jonathan Zinman, Restricting Consumer Credit Access: Household Survey Evidence on
Effects Around the Oregon Rate Cap, Journal of Banking and Finance 34, 546-556
(2009).
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May 13, 2015

Submitted via email: cfpb payday sbrefa@cfpb.gov

Mr. Dan Sokolov

Chairma, Small Business Review Panel
Consum r Financial Protection Bureau
1700 G Street, N.W.

Washington, DC 205 2

Re. Small Entity Representative Written Comment : for Potenti 1l Rulemakings for Payday,
‘ehicle Title, and Similar Loans

Dear Mr. Sokolov an | Small Business Advisory Review Panel Members:

Thank you for allowi 1g me to participate as a small entity representative (“SER”) during the SBREFA
panel discussion for the CFPB’s “Potential Rulemakings fo - Payday, Ve icle Title, and Similar Loans.”
| appreciate the opp rtunity to provide my comments an | concerns a out the CFPB’s Outline of
Proposals under Consideration and Alternatives Considered (“Proposal” or “Outline”), and how
these rules, if enacte 1, would adversely affect my small b isiness.

l. I 'troduction

| am the President of Speedy Cash, Inc./LendingBear, a small family-o v/ned business started by my
father over 25 years igo. We currently have 26 storefront locations in three states — Florida,
Georgia, and Alabama — and employ over 110 people. Our business of ‘ers payday loans, title loans,
and traditional pawn loans, and the particular product mix offered in :ach state varies depending
on the state law.

We are a proud com rany that focuses on customer satisfaction and the relationships we build with
our borr wers. We know our customers very well and strive to meet :heir financial needs. In many
cases, w : know our borrowers personally — especially in the small to vns in which we operate. We
know th :m by name, we know about their kids, their grandkids, their ets, their stresses, their joys,
and their hobbies. It is very rare for a customer to file a complaint about the lending experience
with our business.

With every loan that my business offers, we try to lend m >ney only to those who can pay us back.
There se2ms to be a ‘undamental assumption being mad ' by the CFP } that lenders like me are
trying to fleece our c istomers and lead them into “debt t aps.” That could not be further from the
truth. It is simply not in our interest to lend money to people who can ot pay us back. When my
small buiiness makes a loan — | am lending out my own money! Of course | do not want to lend to
someon : who canno: repay. Knowing our borrowers helps us make b 'tter loans that repay more
often.



It is important to recognize that these short-term credit products are very simple. Take the payday
loan product — customers understand it, they like it, it's convenient for them, and it solves their
problem. Which is just one of the reasons why | cannot understand all of the CFPB’s assumptions in
this proposal and how the CFPB can be headed down such a restrictive regulatory path.

The CFPB Proposal estimates that loan volume for payday lenders will drop 54.8% to 84% under the
proposed alternatives. How does a proposal that eliminates such a large percentage of loan volume
in the market equal a solution for consumers? The CFPB Outline as presented would decimate our
payday and title lending business. Every single one of our payday and title stores would not be
able to remain open under the CFPB rule. We would be forced to close our stores and lay off our
employees. In addition, all of our customers who rely on these products would be turned away —
and | worry about where these customers are going to go.

It seems to me that the CFPB has not fully considered the adverse effects of its rule proposal. Also,
the CFPB does not seem to understand how the rule would affect small businesses and the
customers that we serve. In addition, the CFPB has made many different assumptions in its
proposal, which are not supported by data and research, and attempted to present a solution
without evidencing a problem. | worry about all of the short-term borrowers who would lose credit
options under this CFPB proposal.

Il Company Background/Rural & Underserved Areas

| am very concerned about our company’s employees if the CFPB Proposal were to take effect. Our
company currently employs 118 people in three states — all of which earn in excess of the minimum
wage rate in those states. We provide opportunities for employees to grow and advance their
careers, boasting a 98% internal promotion rate for entry level employees. We provide to all
employees a competitive benefits package that is comparable to or better than both private
industry and local government (according to the Bureau of Labor Statistics data published March
11, 2015). Our company offers paid leave, supplemental pay, health and life insurance benefits, and
retirement and savings plan. If the CFPB rule proposal was the law of the land, all of our employees
supporting payday and title loan storefronts would lose their jobs.

The CFPB Proposal would be especially devastating to people who live and work in rural and
underserved areas, particularly since so many small businesses operate in rural and underserved
areas. My small company is a prime example of this. For example, over 50% of my operations are in
rural or underserved areas as determined by the CFPB (as well as state and local governments
including Opportunity Zones and Enterprise Zones). And, 54% of our stores are located in small
communities with populations below 20,000, and 42% of our stores are in communities with fewer
than 15,000.

Our company has great “small town” relationships with our customers, and we participate in many
programs that support these communities. The employees who work in these stores are sourced
from the local communities and are, in most cases, very familiar with the customers. The CFPB’s
analysis simply does not consider the adverse impacts of its proposal on consumers or businesses in
rural and underserved communities.



In addition, the CFPB states in its Outline (p. 45-46) that: “The proposals under consideration could,
therefore, lead to substantial consolidation in the short-term payday and vehicle title lending
market.” | am confused as to what the CFPB means by “consolidation”. What would this
“consolidation” entail and how is this really a solution? What research has been done on how this
“consolidation” would work and what its impact would be on consumers? It sounds to me like a
way to say businesses would close and employees would lose their jobs — especially in the rural and
underserved areas.

1. Satisfied Customers

| am concerned about the dire effect that this CFPB Proposal will have on the many thousands of
our business’ satisfied customers. In just one year alone, in 2014, our business served over 13,500
payday loan customers and over 3,300 title loan customers at our storefront locations. These
customers willingly chose our business because we offer a credit solution that they need and want.
Without the availability of these offerings, | worry about the fewer options these customers will
have and where they will be forced to go for credit.

Because over 50% of our operations are in rural and underserved communities, most of our
customers in those same communities would suffer greatly without the availability of credit that we
offer. Given the requirement in the Dodd-Frank Act that the CFPB consider the impact of its actions
on rural and underserved markets, | find it extremely hard to understand why the Bureau has
presented absolutely no analysis in this area before putting this proposal to us for feedback.

a. Harris Interactive Study

The fact that customers are satisfied with our products is supported by a national public opinion
survey conducted in 2013 by Harris Interactive, an international research and polling company. This
Harris Interactive study is the first large, statistically significant one that looks at the motivations
and rationale of payday loan users. While numerous studies have examined the economics and
policy implications of short-term lending, this Harris poll is the first in-depth examination of payday
loan borrowers’ experience. Here are a few of the highlights of this study:

e 9 out of 10 customers were satisfied with their payday loan experience;

e More than four in five customers said that before starting the process, they understood very
well how much it would cost (85%) and how long it would take to completely repay the loan
(84%);

e 95% of customers valued having the option to take a payday loan; and

o 93% of customers carefully weighed the risks and benefits before taking the loan.

These results show overwhelming satisfaction with the payday lending product, and certainly do
not support the CFPB’s restrictive proposals. (For more information about this Harris Interactive
study, please see Attachment 1.)



b. Very Few Consumer Complaints

Our business is very focused on customer satisfaction at all of our storefront locations. (As a best
practice, we maintain a toll-free telephone hotline that is posted prominently in all of our stores.)
We rarely receive any consumer complaints —and when we do, we work immediately to resolve
them. For instance, in 2014, our company conducted over 92,300 payday loan transactions — yet
received only seven complaints on the hotline. In addition, since the CFPB Consumer Complaint
Portal was introduced, our business has received only one consumer complaint.

Despite the CFPB’s assumptions that payday loans serve to harm those who use the products, our
industry continues to have a very small number of complaints, especially when compared to other
industries. The CFPB’s very own consumer complaint data shows this to be true. In fact, if you take
the payday loan complaint total presented by the CFPB in its March 2015 Consumer Response
Annual Report, based on the over 100 million payday loan transactions in 2014, the incidence of a
payday loan complaint would be .006%. And for a brick-and-mortar payday lender like myself, the
complaint total cited by the CFPB that is attributed to storefront lending accounts for less than half
of the complaints received:

Of the 5,600 payday loan complaints submitted by consumers, approximately 65% were
about problems consumers experienced after obtaining a payday loan online. Approximately
13% reported problems when obtaining a payday loan in person / at a store. For the
remaining approximately 22% of complaints, the consumer did not indicate how the loan
was obtained. (See CFPB Consumer Response Annual Report, March 2015, p. 32).

The previous year’s CFPB report (CFPB Consumer Response: A Snapshot of Complaints Received, July
2014) stated that payday loans accounted for just one percent of all consumer complaints received.
And of the payday lending complaints, only one-tenth of those complaints were about storefront
lenders.

Even within the CFPB’s own complaint data, it is clear that our industry has few complaints,
especially when compared to other financial products and services. Payday loan complaints remain
proportionately much lower than nearly all other products and services. This fact is also consistent
with a continuously low number of complaints at the state level. And, for years, the Federal Trade
Commission has reported in its annual consumer complaint report that payday lending has
accounted for less than one percent of complaints in the “Banks and Lenders” category, thus
making a mere fraction of a percentage of the total complaints filed by consumers on a yearly basis.

The CFPB Proposal, which would decimate the small businesses in the payday lending industry,
certainly cannot be justified by the level of consumer complaints. In fact, it seems that the CFPB is
moving forward with a proposal DESPITE the incredibly low consumer complaint total for the
industry.



V. CFPB Rule Proposal

| am concerned that the CFPB has not taken the time yet to do its research and does not fully
appreciate all of the current state laws and restrictions that are already in place. CFPB has clearly
not conducted a state-by-state, product line analysis of the impacts of these rules. At several points
during the SBREFA process, the CFPB stated that research on how its proposals will interact with
state laws would be done later in conjunction with a rulemaking. | find it very hard to understand
why the CFPB would conduct that part of the research after the panel discussion and receiving our
input. From both the prep phone calls and the discussion in Washington, DC, there seems to be an
overall lack of understanding and appreciation for state laws under which we operate.

Using the CFPB’s very conservative revenue reduction of -63%, the proposal would result in the
closure of ALL of my company’s storefronts offering payday loans and title loans. In addition, the
thousands of payday and title lending customers who our business serves would be forced to seek
short-term credit elsewhere where it may be much more expensive.

It seems that the CFPB has already made up its mind about payday lending and is trying to
effectively ban it. Yet, how can the CPFB move forward with rules — or even ask us to spend our
time providing input on the CPFB proposals — without doing adequate and important research on
the state models? CFPB should be aware of, and fully examine, how each state currently offers
short-term lending credit options and regulates the process through licensing, examinations, and
on-going reviews.

As an example, upon reviewing the CFPB Outline, | was surprised by the absence of an overall
enhanced disclosure requirement as a solution to better ensuring that consumers understand the
products they utilize. This absence was particularly surprising given that the Outline restates the
Dodd Frank Act Section authorizing the CFPB to “prescribe rules to ensure that the features of a
financial product or service are fully, accurately, and effectively disclosed to consumers both initially
and over the term of the product or service in a manner that permits consumers to understand the
costs, benefits, and risks associated with the product or service, in light of the facts and
circumstances” (Outline, p. 4-5). By not addressing disclosure documents as it reviewed ability to
repay concerns, the CFPB missed an opportunity. Instead, the CFPB skipped over disclosure
improvements as a solution and went straight through a process of making assumptions about
consumer harm and attempting to restrict credit products without proper justification.

Also, it is not clear how the CFPB even arrived at some of its restrictive proposals. For example,
what is the basis for the lengthy 60-day cooling-off-period requirement imposed on short-term
loans? While some states have enacted short cooling-off-periods (not to be confused with Florida’s
grace period), no states that regulate short-term credit products have mandated such a restrictive
rule. Also, why did the CFPB select a 5% gross monthly income level as an option for the ability to
repay requirement for longer term loans? This arbitrary amount seems especially out of line with
states offering title loans, such as lllinois (who has a 50% gross monthly income), and South Carolina
and Tennessee (who offers 30%).



a. Lack of Substantive Research

The CFPB has not sufficiently determined the basis for the positions it takes in its Proposal, nor
backed it with empirical research. The CPPB has not performed research and analysis to conclude
that the payday loan product causes substantial injury to consumers. Instead, the CFPB has
presumed there is substantial injury despite contrary evidence demonstrating that the payday loan
product benefits consumers' welfare.

The CFPB seeks to address four issues “of concern” with their proposed regulations, with each issue
being assigned an intervention designed to provide consumers a way to access short-term credit
while protecting them from alleged harm caused by the product or the lenders. These interventions
are categorized as the following themes: ability to repay/underwriting; frequency of use; off-ramps
or extended payments; and collection practices. Yet, it seems clear that the CFPB has not shown

substantial empirical evidence to support that its chosen interventions will make consumers better
off.

The research the CFPB has completed on these credit products seems quite limited, and | am not
aware that the Bureau has studied title lending in any systematic manner. So while we are
discussing these rule proposals, where is the evidence to prove that limiting the number of small
businesses offering short-term loan products will make consumers better off? Given my experience,
and the thousands of satisfied customers that we have, | would argue that my customers are much
better off having taken out payday loans.

Academic studies have actually shown that when consumers’ access to payday loan credit is limited,
consumers do not stop borrowing. Rather, they may be forced to switch to inferior substitute forms
of credit that are available to them.

For example, an article by Jacob Goldin of Princeton University and Tatiana Homonoff of Cornell
University entitled, “Consumer Borrowing After Payday Loan Bans,” examines how consumer
borrowing behavior changes when consumers lose access to payday loans, specifically analyzing the
effect of state-level payday loan restrictions. The investigators find that such bans of payday loans
do not reduce the number of individuals who take out alternative-financial-services loans.
Furthermore, they find that a reduction of payday loans through state bans can result in further
constraining access to credit, and may actually be counterproductive and harmful. (See Attachment
2). The potential that my customers will not be able to access a responsible form of credit by
utilizing the products we offer means they will have to turn to inferior, likely more expensive, credit
products.

The CFPB has stated that it is basing at least some of its understanding of the industry on Pew
research. However, when one takes a close look at this research, much of what is presented by the
advocacy arm of Pew — called the Pew Charitable Trust’s Safe, Small Dollar Loans Research Project —
is fraught with issues. For example, here is just a sampling of some of the major problems with Pew
research:



e Pew’s research does not stand up to scientific or academic rigor, as it mostly relies on
anecdotes and focus groups, rather than controlled study of large data, or new quantitative
research.

e Pew’s views and findings are contradicted by empirical, peer-reviewed research about the
industry.

e Pew often fails to distinguish between licensed and unlicensed lenders in its studies, when
there are distinct differences between the various models for payday lending.

Additionally, one commentator had this to say in a discussion about a dubious Pew report on
payday lending:

e The Report has significant global weaknesses and flaws. It is based on surveys of only 450
storefront borrowers (and far fewer online borrowers) who were asked about their
transactions up to five years in the past. With its unmistakable hostility to payday lending,
Pew assumes, without real proof, that payday borrowers are induced to take loans by lender
misrepresentations and/or the borrowers' own cognitive foibles. However, Pew ignores that
payday loans are one of the simplest loan products available and that payday borrowers
repeatedly report that they understand how their loans work. (See CFPB Monitor, “Pew
Payday Loan Study: What’s New”, March 5, 2013 found at
http://www.cfpbmonitor.com/files/2013/03/Pew-study.pdf.)

| find it difficult to understand why the CFPB would place such weight on the questionable research
of a political advocacy group.

b. Does Not Coexist with State Law

Each state regulates each of these short-term products differently. There are various state law
models in the states where payday lending and longer-term loans are available. Yet, the CFPB has
not yet studied these state models and does not fully appreciate the environment of these state
experiments.

The CFPB suggests that small businesses could diversify their product offerings in response to
substantial reduction in revenues. This shows a lack of understanding because in many states that
is just impossible. For example, where | operate in Georgia — state law does not allow a lender to
add installment loans to the existing product mix. There, title lenders and installment lenders
cannot operate out of the same storefront location. Also, in Florida, licensed pawnbrokers cannot
be licensed under the Florida Title Loan Act or Florida Consumer Finance Act.

c. Harm/Cost of Credit to Small Business Borrowers

The CFPB Proposal will also have an adverse effect on the cost of credit to small business borrowers
in the industry. While a customer’s reason for taking out a short-term loan, or how the loan is
ultimately used, may not always be apparent, | do know that my business provides loans to
customers in order to finance their small businesses. For instance, | know of several dozen loans,
especially title loans, which were taken out by customers to support their small businesses. Some



examples of these small business customers included a daycare, several lawn services, a real estate
agent, a logging company, a housekeeping business, multiple contractors, and a catering service.
The reasons for these borrowers taking on the debt included funding payroll, paying for repairs to
vehicles essential to the business, covering building repair costs, and purchasing needed supplies.

During this process, | decided to see if | might be able to gather a few examples from some of these
small business customers. Within just one week’s time, six of our customers came into a storefront
location — each willing to make a special trip to our store on their own time — to provide us with a
handwritten letter about their experience with our business and the particular way our products
have helped their small businesses. Each of these customers has their own story. One is a pastor of
a small church who told me that with very limited financing options, “[A]ccess to short-term loans is
critical for us to continue the work of the ministry.” Another is a single father and disabled veteran
who said “short-term loans are necessary for myself and other small business owners, who don’t
have great credit or several assets” and was able to use these loans for “licenses, approvals, and
equipment.”

The common thread among these small business customers is that each had a short-term financial
need — sometimes on more than one occasion —and our company was able to help get the credit
each needed. These small business borrowers did not, or perhaps could not, go to a bank or a credit
union or utilize some other option. Rather, these small business operators chose to come to us, and
they were satisfied with the service we provided to them. | have attached the customer letters to
this written comment letter (see Attachment 3).

A seventh letter | received was from a female-owned, small business owner here in Florida, who |
recently spoke with about her experiences as a payday lending customer. (She had also offered to
serve as a SER.) This individual sometimes uses payday loans to help support her small business’
operations, especially since the loan amounts are typically too low for her bank to help her out.
Here is an excerpt from her letter:

e | use the services of businesses like yours to keep surviving until the next payday. As a
business owner | am the last one who gets paid, and sometimes | need a small loan just
to get by until the next two weeks. The total amount of money | may need may be less
than 5500, sometimes | may need more, but never is it enough for a bank to help me out.
Small business owners are affected tremendously when it comes to borrowing from
banks mainly because we don’t really need to borrow a large amount of money, some of
us may have bad credit and the banks do not want to deal with small business like mine
.... Luse short-term loans to pay bills at the office such as light, cable and | use the money
to buy supplies .... If | did not have access to short-term loans my business would suffer
greatly because | only need a little to keep my business going. If | am not able to make
ends meet my clients will go somewhere else.

There are small business borrowers that rely on the short-term products that we provide. If | myself
was able to so easily identify these small business borrower examples in such a short time, | can
only imagine how many more of our customers — and those customers of other businesses across



the country — that would have a similar story to tell about how short-term credit products serve to
help their small business’ operations in times of financial need.

Even if a title lender like myself would be able to continue to operate under the CFPB Proposal
(which | couldn’t), there are numerous issues with the ability to repay requirements. For instance,
the ability to repay requirements would be especially burdensome, and likely impossible, for title
lenders and their customers who are small business owners and/or receive compensation without
pay stubs. While the Proposal may allow customers receiving compensation without pay stubs to
provide income verification through bank statements, this will not be possible for most title loan
borrowers, who do not have bank statements. Thus, under the proposed rules, these small business
borrowers would be totally prevented from obtaining title loans.

If the CFPB Proposal were enacted, | worry about where my business’ customers — especially those
who are small business owners themselves — will go for short-term credit.

V. Adverse Effects of Prior State Regulations

Over the years, certain states have unfortunately enacted restrictive regulations that have had
devastating and disastrous effects on small businesses in the industry. Yet, those state restrictions
were much less onerous or burdensome than those proposed by the CFPB. In some cases, some
businesses were able to survive, while others were not able to do so. We have seen how eliminating
available products cause consumers to choose inferior alternatives.

a. Virginia

For example, in Virginia, a new law took effect in 2009 that completely put my company out of
business in the state. Our business was forced to close all four of our mono-line payday locations
and lay off all nine of our full-time employees. | was certainly not the only small business victim as a
result of the law changes in Virginia. In fact, according to the Annual Report on Payday Lending
Activities by the Bureau of Financial Institutions of the VA State Corporation Commission (see
Attachment 4), from the year 2007 to the end of 2009, the total amount of:

e Payday lending licensees declined from 84 in 2007 to 48 (end 2009);
e Payday loans made decreased by 87%; and
e Payday loans in dollars made decreased from $1.36 billion to $170 million.

Yet, it is notable that the restrictions imposed in Virginia were very mild when compared to what
the CFPB is currently proposing.

b. Georgia/North Carolina

Despite many assumptions asserted by the CFPB about customers in “debt traps,” academic
research has proven that consumers in states that have banned payday lending actually ended up
worse off. Other unfortunate examples of states that passed restrictive regulation to the detriment
of small businesses in the industry are Georgia and North Carolina. (While | am able to offer title



loans in Georgia, | am not able to offer payday loans in that state.) For example, one such study
states the following about these restrictions:

e “Georgians and North Carolinians do not seem better off since their states outlawed payday
credit: they have bounced more checks, complained more about lenders and debt
collectors, and have filed for Chapter 7 (“no asset”) bankruptcy at a higher rate.”

e “On average, the Federal Reserve check processing center in Atlanta returned 1.2 million
more checks per year after the ban. At $30 per item, depositors paid an extra $36 million
per year in bounced check fees after the ban.”

e “Total complaints against lenders and debt collectors [in North Carolina] rose by over a third
relative to other states”

e Banning payday loans did not save Georgian households $154 million per year, as the CRL
projected, it cost them millions per year in returned check fees. (See Attachment 5).

Further, the authors stated that while the findings contradict the debt trap hypothesis against
payday lending, they are consistent with the alternative hypothesis that payday credit is cheaper
than the bounce “protection” that earns millions for credit unions and banks. Forcing households to
replace costly credit with even costlier credit is bound to make them worse off. Thus, the research
found that eliminating access to payday loan credit is harmful to consumers and suggests caution
before writing rules that would restrict access.

VI. Less Burdensome State Models

The CFPB Proposal appears to conclude, without appropriate research, that payday lending is
harmful to consumers. To address the problems it assumes, the CFPB’s proposed solutions do not
actually help consumers and would serve to eliminate the industry completely. As stated earlier, the
CFPB proposal seems to have been drafted without researching existing state models that were
designed to address the same issues. Many state models, however, have a long history of success
and have produced an important proper balance of access to credit with consumer protection.

The CFPB has failed to consider alternatives that are less burdensome to small businesses and that
would serve to achieve comparable or superior consumer protections. There are simply better,
more feasible, less burdensome state alternatives out there that the CFPB could consider.

a. Texas — Enhanced Disclosures

As stated earlier, | was surprised that the CFPB elected to skip over the opportunity to enhance
consumer disclosure documents. Many states mandate specific disclosures to better ensure that
borrowers are fully aware of the loans they are taking out. For example, the State of Texas seems to
have developed a good set of enhanced disclosure requirements for both payday and title lending
(though not a state | operate in). In Texas, the disclosures used by regulated credit access
businesses make it abundantly clear to the borrower what the cost of the loan will be, how long it
will take to pay it off, and how it compares to other credit products. These disclosure documents
also provide a series of questions for the borrower to consider before taking out the loan. (See
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Attachment 6). My business has utilized some of these same notices in its consumer disclosure
documents.

Taken together, the additional information presented to Texas borrowers improves the chances
that they are making the right decision for them. Borrowers know their finances, and they know the
available credit products they wish to utilize. Therefore, rather than assuming consumer harm and
restricting credit products that satisfied consumers wish to utilize, the CFPB should instead consider
improved disclosure documents, such as those in Texas, to better ensure borrowers are making the
right decision.

b. Florida

Where | operate in Florida, that state’s payday lending law would be a much better alternative than
the CFPB proposal. The Florida law strikes a good balance between consumer protection and credit
access, and addresses each of the four CPFB themes in its own way:

e Ability to Pay/Underwriting: one loan database; maximum loan amount $500.

e Frequency Consumption: 24 hour cooling-off period between loans; no rollovers.

e Payment Plan/EPP: lender provides a 60-day grace period without additional fees and
the borrower is required to make an appointment with credit counseling agency and
complete within 60-day grace period.

e Collection Practices: no criminal prosecution for an insufficient fund check; no additional
interest or fees for late payment; and must follow collection practices contained in Fair
Debt Collection Practices Act.

Upon adoption, the impact on the industry in Florida was a 30% industry-wide reduction in loan
volume, with a reduction of small company licensees. Even though the industry suffered a pretty
significant loss of loan volume, customers are able to reasonably access credit when they needed
but are not capable of taking on multiple obligations and they have a significant and very simple off
ramp. Furthermore, collections practices were strengthened and additional fees are prohibited
during collection periods.

c. South Carolina

Another alternative to the CFPB Proposal is the payday loan credit model found in the State of
South Carolina. While | don’t operate in South Carolina, it is a border state of the states where |
operate. South Carolina would be a better solution than the CFPB proposal because it provides a
better balance of the need for access to credit with consumer protections. Some of the specifics of
the South Carolina law that address the themes are as follows:

e Ability to Pay Underwriting: one loan limit industry-wide; maximum amount advanced
$550

e Frequency Consumption: no rollovers permitted; next day cooling off period for all
transactions and 2 day cooling off period before borrower's 8th loan or more in a year;
loans up to 31 days
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e Payment Plan/EPP: customer can elect before due date a no cost EPP of 4 equal
installments; once in a 12 month period

e Collection Practices: no returned check charge permitted; right to rescind; no criminal
prosecution.

Following the adoption of these changes in South Carolina, the payday lending industry experienced
a 30% reduction in loan volume and an approximate 40% reduction in licensed storefront office
locations. | understand that while these changes were pretty difficult for businesses, a good number
of companies were able to continue operations and serve customers.

d. Utah

Another alternative to the CFPB Proposal is the State of Utah model. In Utah, recent regulations
have served to provide a number of consumer protections, including a no-cost extended payment
plan, while also maintaining access to credit to those who need it. Here are some of the ways Utah
has addressed small-dollar lending:

e Ability to Pay/Underwriting: lenders must determine an ability to repay from either a
credit bureau report, income verification, or prior repayment history AND the borrower
must sign an acknowledgement that has the ability to repay.

e Frequency Consumption: rollovers must be requested by borrower; rollovers permitted
but maximum time in product cannot exceed 10 weeks.

e Payment Plan/EPP: mandatory offering of extended payment plan after customer in
product for 70 days; if customer refuses EPP, must pay off loan and 1-day cooling off
(next business day); EPP is 4 payments over at least 60 days (with a $20 default fee).

e Collection Practices: partial payments on principal at any time without additional
charge; right to rescind; no criminal prosecution; restrictions on collections at place of
employment.

| hope the CFPB will consider these state models, which maintain a good balance between access to
credit and consumer protections. It is important that the CFPB study how these and other states
provide short-term credit options that are more feasible and less burdensome to small businesses.

VIL. Summary/Closing

In closing, | must say that | was completely blown away when | first saw the CFPB’s rule proposal. |
simply could not believe that the CFPB would issue a proposal based on so many assumptions and
that so clearly lacked data and research, especially on small businesses operating in the industry.
During the panel discussion in Washington, DC, | was amazed that the conversation solely focused
on a rule proposal that did not seem to be justified. Also, | was surprised that the CFPB did not fully
consider the adverse effects that its proposal would have on small businesses in the industry and
their consumers.
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Using the CFPB’s ver ' conservative revenue reduction sta :ed in the Outline, such a rule would result
in the cl sure of ALL >f my business’ mono-line and dual payday loan/itle loan stores. In addition,
all of my employees vho support these storefronts would be laid off under this proposal.

Further 1ore, the many thousands of payday lending and title lending customers served by our
business on an annu Il basis — who are satisfied customers — would be forced to seek short-term
credit elsewhere.

It is my s ncere hope that these comments, and those of other small business representatives, will
be fully reviewed and will be taken very seriously. | hope that you will truly consider the adverse
effects t 1at this extreme rule proposal would have on sm 1l businesses. | hope that you will
consider not just wh it it would do the small businesses like mine, but also to the people we employ
and to o Ir customer . that we serve every day.

Thank you for your ¢ nsideration.

Brian Lynn
President
Speedy ash, Inc./Le \dingBear

Attachments

1. Harris Interactive Inc. Poll Results
a. “Payday Loans and the Borrower Experience: Executiv : Summary,” Presented by
Harris Interactive Public Relations Research, Dec. 4, 2013.
b. “Payday Loans and the Borrower Experience,” Presented by Harris Interactive Public
Relations Research, Dec., 2013.

2. “Consumer Barrowing After Payday Loan Bans” by Goldin, J. and Homonoff, T. (2013).
3. Customer Letters Received.

4. “Report on Virginia Payday Lending Activity for th : Year Ending Dec. 31, 2009,” prepared by
Veritec Solutions, LLC on behalf of Bureau of Financial Institutions State Corporation
Commission.

5. “Payday Holi lay: How Households Fare after Payday Credit Bans,” by Federal Reserve Bank
of New York esearch Officer Donald P. Morgan and Cornell Uiversity graduate student
fichael R. St -ain (2007).

6. Texas Disclos ure Documents, “Payday Loan — Single Payment” and “Auto Title Loan — Single
Payment,” in accordance with Texas Finance Code Section 393.223 (rev. Dec. 2012).
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Methods

Sampling Method

CFSA emailed 12 member companies inviting them to include their customer data in the sample pool for
this survey, with instructions for pulling the sample attached (see Appendix on pages 9-10). Member

companies were instructed to email their sample files directly to Harris Interactive, and not to copy anyone
from CFSA.

Four member companies responded and provided Harris with a complete list of their customers who met

the sampling criteria. One member company responded and provided Harris with a randomly selected list of
10,000 of their customers who met the sampling criteria. A total of 281,031 records were received by Harris

from the five participating member companies.

Harris Interactive handled all further sample preparation. Sample files were de-duped (meaning duplicate
records were removed) based on phone number, and 10,000 records were randomly selected from each
company (with the exception of the company which sent a total of 10,000 records — 9,667 usable records
were selected from this company). Quotas were set during interviewing to ensure that 200 completed
interviews were obtained from each company.

Data Collection Method

All data collection was conducted by telephone within the United States by Harris Interactive on behalf of
Community Financial Services Association of America (CFSA) from October 9 — 24, 2013 among 1,004
respondents, ages 18+, who are customers of store-front companies within the CFSA, and took out a two-
week payday loan of $700 or less, which they made final repayment of in July or August of 2013.

Report Notes

e Data are unweighted and are a representative probability sample of the population who were
surveyed.

0 With a sample of this size, the estimated sampling error is +/- 3%.

e Throughout this report...
0 Qualified respondents (described in “Data Collection Method” above) will be referred to as
“Borrowers”.

0 The phrase “most recent payday loan experience” will refer to the loan borrowers repaid in

July or August of 2013 — regardless if they have taken out a new loan since, as this was their

most recent, complete experience with a payday loan.



Summary of Detailed Findings

Value and Demand for Payday Lending

Borrowers recognize the benefits of payday loans and appreciate having them as a short-term option for
bridging financial gaps.

The vast majority of borrowers indicate that they value having the option to take out a payday loan
(95%).
Nine in ten (89%) agree that they feel more in control of their financial situation because of the
option to take out a payday loan when they need it, and over two-thirds (68%) believe that without
the option of taking out a payday loan, they would be in worse financial condition than they are
now.
About nine in ten borrowers agree that payday loans can:

0 Provide a safety net during unexpected financial difficulties (95%);

O Be a smart financial decision when faced with an emergency cash shortfall (92%);

O Be worth the cost because they make it possible to avoid late charges on bills (89%); and

O Help customers bridge a gap in their finances (87%).
Half (49%) of borrowers say they needed the money from a payday loan to pay for an unexpected
expense (such as a car repair or medical emergency), and slightly fewer report they needed to pay
ordinary expenses between paydays (44%).
Additional reasons some borrowers cite for needing a payday loan include:

O To avoid paying a late fee on a bill (28%);

O To avoid bouncing a check or overdrawing their bank account (23%);

O To help out a friend or relative who needed money (19%); and/or

O Some other reason (10%).
If faced with a short-term financial crisis, and unable to pay a bill, borrowers overwhelmingly say
they would choose the payday loan option (a short-term loan charging a $15 fee for each $100
borrowed, due on their next payday, 68%) over:

0 Not paying the bill and incurring a late fee or penalty of approximately $30 (4%), or

0 Overdrawing their bank account and paying an overdraft fee of approximately $35 (3%).

0 One-quarter (24%) say they are not sure which of these three options they would choose.

The demand for payday lending is based on preference, as borrowers choose a payday loan over other
available financial resources.

A majority of borrowers report that when they needed money between paychecks in the past, they
have:
0 Cut spending and done without something they need (67%); and/or
0 Borrowed from family/friends (60%).
Other financial solutions that borrowers say they have turned to in the past include:
0 Overdrawn their bank account and charged on overdraft fee (43%);
Used a credit card (41%);
Pawned a personal item (27%);
Bounced a check and charged a fee (25%);
Taken out a cash advance on their credit card (17%);
Used an installment or title loan (15%);
Used an online payday loan (11%); and/or
Something else (6%).

O 0O OO0 0O O0o0oOo



e For most borrowers, at least one of these other financial resources was available when they chose
to take out a payday loan instead — 92% indicate that a payday loan was not their only option, and
they had other resources available at the time.

e Among borrowers who had at least one other available resource at the time they chose to take out
a payday loan:

(0]
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o

Nearly four in five (78%) say they chose a payday loan over other options because it is more
convenient; and
Seven in ten cite it being faster (71%), and/or simple and easy to understand (70%).
About two-thirds report choosing a payday loan because they:

e Didn’t want to ask to borrow from family/friends (68%);

e Had a previous good experience with payday lending (65%); and/or

e Didn’t want to overdraw their bank account and be charged an overdraft fee (64%).
Three in five (59%) feel a payday loan is more trustworthy; while
Two in five say:

e Itisless expensive (41%); and/or

e They could not cut spending and do without a necessity (40%).

Satisfaction with the payday lending process is high, with borrower experiences meeting or exceeding
expectations and many intending to recommend or use payday lending again if needed.

* Nearly all (98%) borrowers indicate they are at least somewhat satisfied — including two-thirds
(65%) who are very satisfied — with their most recent payday loan experience. Reasons these
borrowers cite as contributing to their satisfaction are:

0]
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Convenience (82%);

Their lender treating them with respect (81%);

Meeting their short-term need (80%);

A simple process (76%);

Their lender being honest (75%);

The ability to get a loan despite poor credit history (57%);
Less expensive than alternatives (52%); and/or
Something else (5%).

e 97% of borrowers indicate that their overall experience with the payday loan process was as
expected (61%) or better (36%); 3% say it was worse than expected.
e Based on their most recent payday loan experience:

(0]

Four in five (80%) borrowers say they are very likely (62%) or likely (18%) to take out
another payday loan from the same store if they need money between paychecks in the
future; and

Two-thirds (65%) report they are very likely (46%) or likely (19%) to recommend payday
lending to family or friends — conversely, one-third (35%) say they are not at all likely (13%)
or somewhat likely (22%) to do this.



Informed Borrowers with Accurate Expectations

Borrowers have done their homework and know what they are doing when it comes to payday lending.

*  96% of borrowers assert that they use payday lending responsibly.
e Fourin five (81%) feel that using payday lending makes economic sense for them personally.
e About nine in ten say that before taking out a payday loan, they:
0 Carefully weighed the risks and benefits of doing so (93%); and
0 Did the math on the overall cost they would incur (89%).
e More than nine in ten borrowers report that before starting the payday loan process, they
understood very well or well:
0 How much it would cost to completely repay the loan (95%); and
0 How long it would take to completely repay the loan (94%).
e Asimilar percentage (94%) indicate that they were able to repay their loan in the amount of time
they had expected to.
¢ Among a list of factors with potential to impact the decision to take out a payday loan, prior
experience with payday lending tops the list, with three in five (61%) borrowers who have prior
experience indicating this had a great deal or moderate influence on their decision.
0 Factors far less influential on their decision, that about one-third of borrowers (who have
experienced each) report as having a great deal or moderate influence, are:
¢ Researching payday lending on their own (36%);
e Advertising for payday lending (34%); and
e Recommendations from family or friends (33%).

Expectations are realistic going into the payday loan process and for some, the experience was better
than they had expected.

¢ More than nine in ten borrowers’ experiences with:
0 The terms of the payday loan were as expected (74%) or better (22%) (4% say worse than
expected); and
O The cost of the payday loan were as expected (71%) or better (21%) (7% say worse than
expected).
e Over fourin five (84%) borrowers say it was very easy (52%) or somewhat easy (33%) to repay their
payday loan, while 16% feel it was somewhat difficult (13%) or very difficult (2%).

Borrowers recognize the expense associated with payday lending, and tend to believe that the standard
borrowing fee is fair.

e Close to half (47%) of borrowers believe that, compared to other lending resources, the cost of
payday loans is much more expensive (23%) or slightly more expensive (24%).
0 Slightly fewer (44%) think that payday loans are about the same as (27%), slightly less
(10%), or much less (7%) expensive than other lending resources.
* Ninein ten (90%) borrowers feel that a flat fee of $15 per $100 borrowed is at least somewhat fair
(very fair: 25%, fair: 37%, somewhat fair: 28%) as a payday loan term.
0 8% believe this term is not at all fair.



The Truth about Lenders

Borrowers overwhelmingly choose positive words to describe the payday lender they worked with during
their most recent payday loan experience.

e The positive: about four in five borrowers say their lender was:
0 Respectful (80%);
0 Helpful (79%);
0 Knowledgeable (78%);
O Trustworthy (78%); and
0 Truthful (77%).
* The negative: less than one in ten borrowers say their lender was:
0 Deceptive (7%);
0 Misleading (3%); and
O Dishonest (2%).

The value-add of lenders in borrower experiences with payday lending is evident and contributes to
borrower satisfaction.
e Hearing their payday lender explain the loan terms in his or her own words was by far, the most
helpful factor in borrowers’ decision to take out a payday loan (43%).
0 Other factors found helpful by small minorities of borrowers include reviewing:
e Acopy of the contract (14%);
e Explanatory signs posted on office walls (12%);
¢ A handout or disclosure document (3%); and
¢ The company website (3%).
0 One-quarter (24%) of borrowers say that none of these factors were most helpful in their
decision to take out a payday loan.
e 97% of borrowers agree that their payday lender clearly explained the terms of the loan to them,
including nearly nine in ten (88%) who strongly agree.
¢ Among borrowers who indicated being at least somewhat satisfied with their recent payday loan
experience:
0 Fourin five (81%) cite their lender treating them with respect; and
O Three in four (75%) cite their lender being honest as reasons for their satisfaction.



Attitudes and Views on Government Regulation

The consensus among borrowers is that the government should allow them to make their own choices
when it comes to their finances.

e More than nine in ten borrowers agree that:
0 It should be their choice whether or not to use payday lending, not the government’s
choice (95%); and
0 They should have the ability to make their own financial decisions without government
interference (94%).
e Slightly fewer (88%) feel that they should be able to decide how often they take out a payday loan
and not be limited by government restrictions.
e Onein five (21%) borrowers agree that the government should impose tighter restrictions on
payday loans, even if that means it would be more difficult for them to obtain a payday loan (77%
disagree).

A majority of borrowers are opposed to most potential government regulations that would affect payday
loan customers, however some regulations do receive borrower support.

e Two-thirds of borrowers oppose potential government regulations that would:
0 Require credit-bureau checks of payday loan customers before they are allowed to borrow
money (64%); and
O Restrict the number of loans customers can take out in a year (63%).
* However:
O Three in five (59%) borrowers favor the government setting limits on the dollar amount of
money customers can borrow at one time; and

0 Twoin five (41%) favor the government restricting the number of times a customer can
renew or extend a loan.



Appendix

Instructions Sent to Member Companies for Sample Pull

CFSA has commissioned Harris Interactive, a leading research firm best known for The Harris Poll, to
conduct a survey among its members’ payday loan borrowers. The results from this research will be used in
press materials to demonstrate the benefits of payday lending for CFSA customers and to refute other
research in the public domain that has shed a negative light on payday lending as a whole.

Ultimately, a minimum of 1,000 payday loan borrowers will be interviewed by telephone, randomly selected
from a compiled database of borrowers from all participating companies within CFSA. We are asking each
participating member company to provide a comprehensive list of all of their borrowers who meet the
following criteria:
1. Took out an initial two-week, due-on-payday loan from a brick-and-mortar location;
Had an original loan amount less than or equal to $700;
3. Made final repayment of the loan, including all rollovers, between July 1, 2013 and August 15, 2013,
with a zero balance presently and for at least 14 days; and
4. Located in any state in which two-week, due-on-payday loan is lawfully available under any
borrower-state regulatory scheme, except Virginia and Colorado. See list of states that should be
included below.

Once these customers have been identified, Harris requires these lists to be delivered in Microsoft Excel file
format. Within the file, each row should contain information unique to individual customers, and each
column should be designated to hold a particular variable. All columns should be labeled with the variable
name. Variables to include for each customer (one per column) are:
v' Title (e.g., Mr., Ms., Dr.)
First name
Last name
Zip code of store location (five digits only)
Home telephone number (if known — ten digits with no dashes or spaces in between)
Mobile telephone number (if known — ten digits with no dashes or spaces in between)
Date most recent loan was initiated (MM/DD/YYYY)
Date most recent loan was paid off (MM/DD/YYYY)
Original amount of most recent loan (whole dollars only)
Principal amount outstanding at time of last repayment (whole dollars only)
D/b/a name of lender with whom borrower dealt (i.e., name borrower will recognize).

NN N N N N N NN

Customer list files should be labeled as “CFSA_Company name_Customer List_date” and delivered via email,
with the file name in the subject line, directly to Andrea Pieters, a researcher at Harris who is working on
this survey. Her email address is apieters@harrisinteractive.com and you can contact her with any questions
via email or phone at 212.539.9515.

All data provided to Harris or derived by Harris from this survey will be held in confidence in accordance
with a comprehensive Confidentiality and Data Security Agreement dated June 10, 2013 between Harris and
CFSA.



States to Include:
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Alabama
Alaska
California
Delaware
Florida
Hawaii
Idaho
lllinois
Indiana

. lowa

. Kansas

. Kentucky
. Louisiana
. Michigan

. Minnesota
. Mississippi

17.
18.
19.
20.
21.
22.
23.
24,
25.
26.
27.
28.
29.
30.
31.
32.

Missouri
Nebraska
Nevada

New Mexico
North Dakota
Ohio
Oklahoma
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah
Washington
Wisconsin
Wyoming
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In addition to the items above, Mr. Lynn included the following items in his written feedback to
the Panel:

1. Jacob Goldin and Tatiana Homonoff, Consumer Borrowing After Payday Loan Bans
(November 2013).

2. Veritec Solutions, Report on Virginia Payday Lending Activity for the Year Ending
December 31, 2009 (prepared on behalf of the Bureau of Financial Institutions State
Corporation Commission) (February 16, 2010).

3. Donald P. Morgan and Michael R. Strain. Payday Holiday: How Households Fare After
Payday Credit Bans, Federal Reserve Bank of New York Staff Report no. 309
(November 2007, rev. February 2008).
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May 12, 2015

Via Email

Consumer Financial Protection Bureau
SBREFA Payday Lending Review Panel
CFPB payday SBREFA@cfpb.gov

Re: Written Comments from Small Entity Representative (“SER”)
Regarding Potential Rulemakings for Payday, Vehicle Title
and Similar Loans

To Whom It May Concern,

I am the founder and managing partner of Thrifty Loans, LLC (“Thrifty”). Thank you for giving
us the opportunity to participate as a SER in the SBREFA panel and provide our input with
respect to the Consumer Financial Protection Bureau’s (the “CFPB”) proposed rulemaking
regarding payday, vehicle title and similar loans (“Payday Loans”). My comments with respect
to the CFPB’s proposals boil down to the following two important points:

1) If implemented, the CFPB’s proposals will put Thrifty (and likely many similar-
situated businesses across the country) out of business; and

2) If implemented, the CFPB’s proposals will directly and substantially harm the
very consumers that the CFPB is mandated to protect.

As a threshold issue, the CFPB has not demonstrated a need for new Federal regulation of
Payday Loans, because it has not shown that consumers are being harmed by these loans or that
existing state and Federal regulatory regimes do not effectively protect consumers while
encouraging robust competition among lenders." The CFPB has not relied on any empirical

! For example, the CFPB and the Federal Trade Commission (the “FTC”) already have enforcement authority over
lenders that originate Payday Loans, and both agencies have in fact exercised this authority against “bad actors” in
the industry (in some cases resulting in substantial fines). If Payday Loans are inherently harmful to consumers and
all payday lenders are therefore engaging in predatory lending, then why have the CFPB and the FTC not pursued
more enforcement actions to protect consumers?  The small number of CFPB and FTC enforcement actions is
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studies finding that Payday Loans harm consumers nor has the agency shown any willingness to
work with existing, effective state laws. While the CFPB has proposed this rulemaking for the
purpose of protecting consumers, adoption of the proposals would instead result in oppressive
financial situations for thousands of consumers across the country that need the access to credit
that our industry provides. The CFPB’s proposal is based on the unfounded assumptions that (1)
lenders in our industry do not have the consumers’ interests in mind, (2) consumers need a “Big
Brother” to micromanage their financial decisions, and (3) existing state regulatory schemes do
not adequately protect consumers and regulate lenders. 1 believe these assumptions are
incredibly off-base. Based on my experience in the industry: (1) lenders treat their customers
with respect and make no attempt to prey on unsuspecting consumers; (2) the vast majority of
consumers (a) are well-informed of the financial options available to them, (b) enjoy the
simplicity of the product, (c) understand the nature of the credit they receive, and (d) are grateful
to us for helping meet their financial needs; and (3) state regulators have a strong presence in the
industry and actively protect consumers’ interests while fostering fair and transparent lending
practices that do not unnecessarily restrict consumers’ access to credit.

Company Overview

Thrifty operates in Louisiana and Texas. We have been in operation in Louisiana since 1998,
where we have 12 stores in small and rural towns across North Louisiana. In Louisiana, we
make single payment payday loans up to $350 and title loans up to $1,400, which is done in
compliance with Louisiana law. We have operated in Texas since 2006 and currently have 8
locations in East Texas. We are a regulated “credit access business” under Texas law. In both
states, we take pride in how our customers are treated through the underwriting and approval (or
denial) process. As evidenced by our low occurrence of “bad debt® and our relatively high
turndown rate, our experience proves that Thrifty only makes loans to customers who have the
ability and willingness to repay.

Thrifty has 32 employees, almost half of whom have been with the company for over five years.
Our annual payroll exceeds $1,200,000. We strive every day to be a great workplace for our
employees and a great service provider for our customers. All of our employees live in the
communities they serve, know their customers very well and enjoy helping them meet their
financial needs. This fact is evidenced by the extremely low volume of customer complaints
received by Thrifty or our state regulators.* This is also evidenced by our customer loyalty and

additional evidence that the comprehensive regulatory scheme already in place — primary state regulation
supplemented by Federal enforcement power against bad actors — is already protecting consumers adequately.

2 Less than 2.5 percent of all loan revenue in 2013 and 2014 were bad debt.

® We turned down over 51 percent of loan applications received from November 2014 through the end of April
2015.

* Out of millions of customer interactions each year, the Louisiana Office of Financial Institutions has received
fewer than 200 total complaints of any kind over the past four years with respect to all payday lenders doing
business in Louisiana. Additionally, the Texas Office of Consumer Credit Commissioner (the “OCCC”), has
received complaints regarding Texas payday lenders doing business in Texas on less than 0.0003 percent of
customers serviced and barely 0.0001 percent of total loans. These facts disprove the CFPB’s assumptions that
consumers are harmed by Payday Loans.
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the very high percentage of new customers that are referred to us by existing customers. We
believe our customers choose Thrifty primarily because of convenience (i.e., the superior
customer service and customer experience that we provide) and confidentiality. As discussed
below, the CFPB’s proposed regulations, if adopted, would destroy our ability to maintain these
qualities for our customers.

Responses to CFPB Proposals and Questions Raised

Ability to Repay Requirements

The rigid, formulaic approach of the CFPB’s proposed rules is not realistic in our industry and
places crippling administrative and financial burdens on Thrifty and similarly-situated
businesses. Thrifty simply would not be able to stay in business in light of the administrative
burden of the proposal’s methods of verifying a consumer’s income, the unreasonable expense
associated with using third party services to verify other financial obligations of applicants, and
the difficulty and expense associated with attempting to discern a customer’s borrowing history.
Based on the CFPB’s own calculations of the new and additional expenses associated with the
proposal and expected decrease in volume of Payday Loans, Thrifty’s revenues would be
reduced by approximately 70 percent. However, the CFPB’s projections are extremely
conservative, and our actual costs of complying with the proposal would be crippling and
catastrophic (considering direct costs related to independent verification of data for each loan
request we evaluate, hiring and training new personnel, and upgrading and maintaining
appropriate software and other infrastructure). Moreover, the CFPB has not considered the fact
that the costs associated with determining a consumer’s ability to repay are incurred for all
applications, meaning any loan application that is denied results in expenses that are not
recouped by loan revenue. As discussed above, we turn down a significant number of potential
loans based on our current underwriting criteria, so this fact would be particularly damaging to
Thrifty. If the CFPB’s proposals are adopted, Thrifty will lose money on every loan we make.

These difficulties are further exacerbated by the fact that Louisiana law prohibits us from passing
through any of these costs to our Louisiana customers. Even if we could pass through the costs,
this increase would only further “harm” the consumer. Instead, existing practices within the
framework of state regulatory schemes are the best method for determining a customer’s ability
to repay — all successful lenders underwrite their loans with the expectation that they will avoid
bad loans. Thrifty uses its own money to make its loans in Louisiana, so it has a vested interest
in participating with the customer to ensure that the loan is repaid. The CFPB has not provided
any meaningful support for a contention that a vast majority of lenders making Payday Loans do
not already successfully gauge a borrower’s ability and willingness to repay; without undertaking
rigorous research and analysis, the CFPB has advanced the onerous requirements set forth in the
proposal, which seems very irresponsible to me.

Limitation on Sequencing or Rollovers

The proposal’s presumption that rollovers are harmful to consumers is an incorrect, ill-founded
conclusion that the CFPB has reached without conducting appropriate research. In fact, limiting
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the number of rollovers and requiring a 60-day “cooling-off” period after a certain number of
consecutive loans will have a much more harmful effect on consumers than Thrifty’s current
practices. The government is not in the best position (or in any position) to determine on behalf
of consumers whether they should use credit (and which form) to meet their financial needs after
a certain number of extensions. Instituting a mandatory cooling-off-period would stifle our
ability to meet a customer’s financial needs at times when the customer needs our help the most.
Moreover, the proposal’s presumption of inability to repay would be very harmful to consumers,
as the circumstances giving rise to the presumption are often the very reasons why customers
reach out to us for rollovers (with the intent and ability to satisfy the obligation in the near
future). Similarly, the requirement to conduct a new ability-to-repay analysis and find a change
in circumstances would severely limit consumers’ access to much-needed credit, and would add
further unnecessary costs to our operation.

Alternative Requirements

The CFPB sets forth three alternative proposals that it says would reduce the ability-to-repay
requirements set forth in the CFPB’s primary proposals.”> These proposals are not appreciably
different from the primary ability-to-repay proposal, and still present the same problems for most
lenders, especially those that are small businesses. Specifically, if any of these proposals were
promulgated as a regulation applicable to makers of Payday Loans, Thrifty would still have to
perform additional verification of a customer’s income and borrowing history in a manner very
similar to the CFPB’s primary proposal, so our cost and administrative burden would still be
prohibitively high. Additionally, each of these alternative proposals would limit the fees and
rates we may charge, further reducing our ability to recoup any of the expenses associated with
compliance.  Similarly, the CFPB’s proposal to require tapering off of indebtedness in
subsequent extensions ignores practical economic realities and would substantially harm
consumers while not solving any established problem. Lastly, the CFPB has not demonstrated
that any of the proposed dollar limitations, interest rate restrictions or other proposed parameters
amount to anything more than arbitrary and capricious figures pulled out of thin air.

Payment Collection Practices

The alleged consumer harms cited by the CFPB (substantial fees, unanticipated collection
attempts and account closures) to support its proposed requirements for collection activities —
i.e., prior notification and attempt limitation measures — are simply not realistic concerns for our
customers based on our practices and the existing legal and regulatory framework. Thrifty only
charges one NSF fee per cycle to a customer regardless of the number of times Thrifty attempts
to collect a loan by processing a debit item on an account, so we have no motivation to make
multiple collection attempts in an effort to generate fee income (in fact, the opposite is true as
our bank costs and ACH fees increase if we make multiple attempts to collect funds from a
customer’s bank account). Our customers receive more than adequate notification of what to
expect with respect to account draws when they agree to pay via ACH or other electronic means.

® The CFPB proposed a short-term debt proposal, the NCUA model, and a proposal based on 5 percent payment-to-
income.
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We have received very few, if any, complaints from our customers with respect to notification of
account draws. Conversely, many of our customers specifically request that we not provide any
type of notification of an upcoming draw for confidentiality purposes or other reasons specific to
the customer. Further, the costs associated with this requirement would be devastating for a
small business like Thrifty — it would require us to significantly increase our staff or alternatively
contract with a third party to meet the administrative demands associated with the notice
requirement, in addition to the actual hard costs of each notification.

In addition, the CFPB’s proposal to limit the number of attempts a lender can make to collect a
loan electronically is not warranted in light of existing NACHA rules, which provide that a
participant will lose access to the ACH network if it has a certain amount of returned items. In
other words, lenders like Thrifty have no incentive to attempt multiple collection attempts
without a legitimate, good faith basis for the attempt. The CFPB has not shown that there is any
level of consumer abuse with respect to the number of collection attempts that would warrant
this regulation.

Compliance Measures: Other Regulations

The CFPB’s proposals do not consider the effectiveness of existing state laws that have already
proven to be sufficient in protecting consumers and regulating lenders. | encourage the CFPB to
analyze state regulatory regimes such as Louisiana and Texas (along with many other states) that
provide for meaningful and robust safeguards against predatory lending practices while also
recognizing the need to provide consumers with access to financial products that meet their
needs. For example, the CFPB should consider the disclosure system implemented in Texas,
which has been positively received by lenders and consumer advocacy groups alike, instead of
the approaches currently under consideration. In Texas, regulated credit access businesses are
required to make very specific disclosures regarding a loan product, including possible
alternative financial solutions that may be available to the consumer, before the customer
completes an application, and the customer must affirmatively acknowledge receipt of the
disclosures. The OCCC and other participants in the industry invested considerable time and
resources (including use of focus groups and implementation of feedback from all interested
persons) into assuring that customer disclosure forms clearly and effectively communicate the
cost of credit to potential borrowers.®

In order to overturn established state regulatory regimes, the CFPB should be required to show
(based on empirical data through a transparent process) that state laws are failing to protect
consumers and that regulated lenders are getting away with predatory lending without
consequence from existing state regulators. At this point, the CFPB has not even begun to meet
this obligation. Even if it could carry the burden, it would then need to show that its proposals
would be beneficial to consumers. As discussed in this letter, that is simply not the case, as
virtually every aspect of the CFPB’s proposal would ultimately harm consumers, while
simultaneously forcing many small businesses such as Thrifty out of business.

® The form disclosures are available at http://occc.texas.gov/industry/cabs/bulletins-disclosures.
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Impact on Small Business Owners

The CFPB’s proposals would have a catastrophic effect on small business owners across the
country. In addition to forcing many small business lenders to close their doors, hundreds of
thousands of microbusinesses and sole proprietorships around the country (such as carpet
cleaners, movers, lawn service companies, retailers, photographers, caterers and many other
similar entities) would lose their access to much needed credit, forcing many of these companies
out of business.” Some of Thrifty’s loans are made to individuals that own these types of
microbusinesses, and they undoubtedly employ some of the funds to keep their businesses
running and to continue serving their customers. These microbusinesses are vital to the
economies of the small communities in which they operate, and the loss of access to credit would
have further effects on many others within those communities.

Conclusion

Thank you again for giving me the opportunity to participate in this important process. 1 hope
that the information contained in this letter is helpful as the CFPB works through this process. I
strongly believe that the CFPB’s proposals are unnecessary and are not supported by any
empirical facts or data. Furthermore, it is a simple fact that, if enacted, the CFPB’s proposals
would be the death sentence for Thrifty and many similarly-situated small businesses. More
importantly, the CFPB’s proposal would serve as a prime example of the “law of unintended
consequences,” because the consumers which the CFPB is mandated to protect would instead be
harmed the most severely.

Sincerely, W/
Mickey Mays
Managing Partner, Thrifty Loans, LLC

7 I have enclosed letters from just a few of Thrifty’s customers that are representative of many of our customers that
would be harmed if the CFPB’s proposals are adopted. It would be possible to gather many more letters of support
from customers if not for the short timeframe SERs were given to provide written comments.

#4888138.5
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Luxton Corp

DBA Payne’s Check Cashing
727 North Main Street
Culpeper, VA 22701

May 12, 2015

Via email: cfpb payday sbrefa@cfpb.gov

Small Business Advisory Review Panel Members
On Potential Rulemakings for Payday, Vehicle, Title,
And Similar Loans

c/o Consumer Financial Protection Bureau

1700 G Street, N.W.

Washington, DC 20552-0003

Re: Written Comments of Small Entity Representative Brandon Payne

Dear Members of the Small Business Advisory Review Panel:

I am Manager of Payne’s Check Cashing in Culpeper, Virginia. After attending Virginia Tech
and serving six years in the Navy, | returned to Culpeper to work for my Dad. He is an
entrepreneur who has created multiple companies in his adult life and started Payne’s Check
Cashing 15 years ago. | run day-to-day operations for our three storefront locations in Virginia,
one in Culpeper and two in Charlottesville. We offer payday loans, title loans, check cashing,
money orders and bill payment services. We have 13 employees covered by a group health care
plan in which our company pays 50% of the premium cost. Two of our senior managers started
out as clerks. We value our employees and endeavor to provide them with quality training and
opportunities for growth. All of us know our customers well and we are part of the communities
we serve. We are regulated by the Virginia Bureau of Financial Institutions. We have separate
licenses for payday lending and title lending and each license type is examined every 12 to 18
months.

My Overall Comments on the CFPB Proposals and SBREFA Panel Proceedings

I was both surprised and pleased to receive the call from CFPB, interviewing me as a candidate
to serve as a Small Entity Representative for our industry’s SBREFA Panel. | very much
appreciated the opportunity that was extended to me—to help represent the voice of small
businesses in this extremely important rulemaking process.

I did not know what to expect in the Panel proceeding. As an operator of only three stores in one
state, | did not have the resources of outside counsel to interpret for me the complexities of the



CFPB’s Outline of Proposals. Although I studied them often and intently during the short period
of time between their release and the Panel meeting, | was not—and still am not—equipped to
understand them completely or to calculate their cumulative financial impact on my business.

During the Panel discussions, | learned that | was not alone. In fact, most of the SERs felt as | do,
that the CFPB did not provide us with data that specifically measures the proposal’s impact on
small businesses. Operating in the state of Virginia, which has one of the most complicated state
regulatory frameworks for payday lending in the country, | also think the Bureau had a duty to
analyze the negative impact of state laws that have imposed severe restrictions to address
borrower use and frequency. Even though these state laws are generally less restrictive than the
Bureau’s proposals appear to be, I would think that a careful analysis comparing the state models
to the CFPB proposals would provide a valuable tool for determining the impact of the
proposals. Additionally, I neither saw in the CFPB proposals, nor heard in the Panel meeting,
any evidence to show that the Bureau had examined whether or not the state laws and CFPB
proposals could work together. Finally, | was struck by the absence of information in two areas
that I thought the Dodd-Frank Act specifically required the CFPB to consider: (1) consideration
of the adverse impacts of the proposals on consumers in rural and underserved communities; and
(2) negative impacts to the cost and availability of credit to small businesses.

I came away from the Panel meeting with more questions than answers. As a result, | strongly
recommend that the CFPB provide me and the other small businesses with the information we
need to adequately understand the complexities and costs of the proposals so that we can provide
informed feedback. I urge the Bureau to seriously consider the concerns raised by the SERs in
the Panel meeting and provide a more data-driven analysis and proposal for us to review and
provide comments.

Specific Concerns with the CFPB Proposal

Complexity and Costs

The complexities of this proposal are far beyond what I’ve experienced in my state—and
Virginia has one of the most, if not the most, complex regulations in the country. Implementation
of the current Virginia law took effect in 2009 and hit our family-owned business hard. At the
time, we had 5 storefront locations in rural areas and had plans to expand into more rural
locations. That did not happen after the law was passed.

While there may have been good intentions behind the law, many of the changes had adverse
effects on both lenders and borrowers. Most small lenders went out of business. Our company
was forced to close two stores, which were located in rural areas where customers have few
options for the loans they need. In fact, since we closed our stores, not one loan company has
moved into either community to fill the credit void.

The financial impact was harsh, the human toll was painful. We had to lay off employees who
had good benefits and a number of them were women who were sole providers for their families.
The happy customers we were in business to serve were no longer happy. The credit product
they knew in the past became almost impossible to use. Customers were upset and our managers
were in tears because the changes were as hard to explain as they were to understand. In my
reading of the CFPB proposals, | find that they are so difficult for ME to understand that | cannot



imagine how we would explain them to our customers. Based on what | can understand of the
restrictions the CFPB is proposing, the impact on our company and our customers will be that
there will be no options left in our communities for short-term credit.

In the absence of adequate small business impact data provided by the Bureau, | cannot begin to
quantify the total cost of what the CFPB measures would be. | can provide cost examples from
our Virginia experience. However, based on my reading of the CFPB proposal and my
knowledge of the Virginia law, the costs of complying with the CFPB proposal would be at least
as severe as the changes to our state law.

One such example is software costs. Based on my experience in Virginia, the CFPB’s estimates
of software conversion costs to implement its proposals grossly understate the true costs. When
the new Virginia law was implemented in 2009, our company went through 5 different software
companies over the span of 4 years before finding one that could comply with the new
regulations. The attached chart (Attachment I) details our software conversion cost. However,
this cost does not include our having to run multiple software platforms simultaneously at times,
just to handle the number of regulatory changes. Nor does it include computer hardware costs,
the costs of increased payroll and training, customer wait time and various related cost factors.
And based on our experience, we will not know what the real costs will be until we get into the
process of making the changes and sourcing the vendors.

Another example is training costs, which are directly proportional to the complexity of the
transaction. Attachment Il shows actual training costs for a new hire in our company for the
period before implementation of the complex Virginia law in 2009 and the period following
implementation to present. Additionally, we have made a good faith estimate of what those same
costs might be under the CFPB proposals—as we understand them. As you can see, the cost for
our company to train a newly hired employee increased 163.4% when the 2009 state law became
effective. Our estimated cost for the same level of training under the CFPB proposals represents
a 108% increase over current costs. With these estimated figures for the CFPB proposals, our
training cost for one new employee would be more than five times higher than it was in 2008.
And these costs do not even include the re-training of existing employees.

These are but two examples of how costly the CFPB regulatory requirements would be on small
businesses, based on our experience in Virginia. It is important to note that these are fixed
expenses that do not vary with loan volume. Since the cost of a loan in Virginia is a fixed fee,
there is no way for a small business to recover any of the increase in fixed expenses. The only
lenders that seem to be surviving in Virginia are the largest lenders who can make up these fixed
costs with loan volume. Small lenders like my business were clearly hit the hardest.

In addition to these hard costs, the complexity of the transaction under the CFPB’s proposal
would lengthen customer wait times and increase their frustration with the product. Our
employees and customers would relive the Virginia experience all over again—but at an
exponentially higher level.

Financially, we would not be able to remain in business, once all remaining costs of the CFPB
proposals are considered.



Finally, I cannot see how the complexities of our Virginia state law and those in the CFPB
proposal could possibly work together. Here’s just one example. Virginia’s law mandates that
the borrower’s minimum loan term is determined by pay frequency: minimum 14 day loans for
consumers who are paid weekly; 28 days for bi-weekly; 31 days for semi-monthly; and 62 days
for monthly. Under the CFPB proposal, weekly, bi-weekly and semi-monthly paid customers in
Virginia would fall under the short-term covered loan rules. Monthly paid customers fall under
long-term covered rules—but because they have a balloon payment (single pay loan), they would
fall back under short-term covered loan rules if you use the ability to repay (ATR) method. If I’d
like to use the alternative method, I’d have to go back to the long-term covered loan alternatives.
But the NCUA method will clearly not be profitable, due to the 28% APR cap. The 5% PTI
would not be profitable either, as the 5% is far too low. This means the only option a monthly
paid customer in Virginia would have is the ATR method. If you, the Panel members, are
confused by reading this, imagine how confused | am—and how utterly confusing it would be to
explain all this to my customers. | am concerned and bewildered by the fact that CFPB has not
taken the time or the trouble to look at these kinds of conflicts with state laws.

Impact on Rural and Underserved Communities

We live in a small town and are often stopped by our customers in public places and thanked for
being here to help them out. The large majority of our customers are extremely pleased with our
products and service. We know our customers by face and name and have a great working
relationship with them.

Our family business always has been, and will continue to be, a proud sponsor of local
businesses and charities in our communities. We’ve been a five-year sponsor of the Scott M.
Fisher Foundation Fund for suicide prevention, as well as an on-going supporter of the local
Volunteer Fire Department, and The Free Clinic of Culpeper, to name a few.

We have the support of our communities and | am greatly concerned that the CFPB proposals
will have a severe ripple effect throughout our small towns—negatively impacting our company,
our customers and our communities. Not only will our customers be left without suitable credit
options, our employees will lose good-paying jobs with benefits in communities where there are
few employment opportunities. And the towns’ businesses, which depend on the purchase of
goods and services by our company, employees and customers, will greatly suffer.

Impact of the Cost and Availability of Credit to Small Businesses

With no data on which to support its hypothesis, the Bureau believes there are very few small
businesses that depend on short-term loans to fund their business. That is simply not true—and
the negative consequences to these local businesses will be dire.

We have a number of small business customers who use our vehicle title loans as a source of
funds for their businesses.

I’ve got a homebuilder, for example, who says he does not have time to jump through the hoops
and fill out all the documentation to get a bank loan—even if he could qualify. He uses our loans
as a cash flow tool. He understands the cost of our loans, only borrows the amount he needs
(versus a larger bank loan) and knows exactly when he can pay us back.



Another customer owns a janitorial service and has taken out title loans to cover employee
payroll while he waits to be paid for completed jobs.

These are just two illustrations of the importance of our service to these vital service-providers in
our communities.

Closing Thoughts

Again, | am most appreciative of being able to participate in this process. My overall concern,
however, is that we SERs did not have the benefit of appropriate information from the CFPB
upon which we could have given more substantive feedback. My earnest request is that the
CFPB conduct the research required in order to answer our questions, address our issues and
produce an alternative set of proposals that take that information into account.

Sincerely,

Brandon Payne

Attachments



Mr. Payne included the following items in his written feedback to the Panel:

1. Payne’s Check Cashing, “Software Costs.”
2. Payne’s Check Cashing, “New Hire Training Hours and Costs.”







































Ms. Robertson included the following items in her written feedback to the Panel:

1. Deloitte Financial Advisory Services, Analysis for FISCA (May 2015).
2. Checkmate, “Studies and Research.”



Written comments of Ed Sivak
Hope Federal Credit Union

Small Business Advisory Review Panel for Potential
Rulemakings for Payday, Vehicle Title, and Similar Loans

April 29, 2015

Thank you for the opportunity to serve on the Small Business Advisory Review Panel for Potential
Rulemakings for Payday, Vehicle Title and Similar Loans. I serve as the Chief Policy and
Communications Officer for Hope Federal Credit Union (HOPE). For twenty years, HOPE has worked to
break the cycle of poverty throughout the Mid-South by undertaking a wide range of income and asset
development strategies to improve the quality of life for the region’s low- and moderate-income

residents.

In our experience as a small credit union, HOPE and its members incur significant costs within the current
regulatory framework for short term small dollar loans. These costs largely revolve around working with
members who have taken on too many short term payday loans without consideration for the member’s
ability to repay. They also include the management of deposit accounts that have payday activity that
exacerbates overdrafts and ultimately charge off.

HOPE is of the opinion that in the presence of a strong, meaningful ability to repay rule, that the
organization will experience lower costs associated with the types of activities described above and will
save money over time. Savings will likely accrue to HOPE as more information enters into the market
place to inform the underwriting of our loans resulting in lower delinquencies and charge offs and on the
increased stability of our member deposit accounts. Such a rule will take place when the CFPB adopts the
Ability-to-Repay provisions that account for income and expenses with restrictions on reborrowing and
with the requirement to report all covered loan activity.

HOPE has submitted a memo to the Consumer Finance Protection Bureau that outlines its small dollar
lending products. The information is available for review in Appendix A. Specific comments are found
below.

Topic 1: Ability-to-Repay Requirements — Underwriting and Verification

HOPE supports a strong ability-to-repay rule with the proposed underwriting requirements. HOPE
anticipates that it would not need to make any substantial changes to its current underwriting processes if
the proposed requirements were implemented. None of HOPE’s current products meet the criteria to be
classified as a covered loan.

HOPE already engages in rigorous, manual underwriting of all consumer loans. We are sharing this
information to show that such practices can be implemented in a cost effective manner that does not
curtail responsible lending. HOPE’s current practices include:

Income and Major Financial Obligations
e HOPE calculates a Debt-to-Income (DTI) on all of its closed end consumer loans;
e The DTI is set at 45% of gross income and 55% for net income;

e HOPE includes housing expenses (mortgage or rent) within the DTI calculation and the ratio is
set up to factor in residual income;




o In this process, HOPE verifies all income through pay statements. Statements must
include wages earned year-to-date;

e Self-employment income is verified through tax returns;

e HOPE only considers the income of the person that applied for the loan; HOPE does not consider
the income of other people in the household unless it is a joint application.

Borrowing History

HOPE currently check’s a member’s loan history by pulling a credit bureau from Trans Union for every
closed end consumer loan application. The credit bureau allows HOPE to look back 10 years, although,
HOPE primarily reviews the past 24-36 months of activity. HOPE reports borrower performance to Trans
Union, Equifax and Experian. Additionally, HOPE will request two months of bank statements from the
borrower if the bureau is insufficient for us to make our decision and if the member’s primary deposit
account is not with HOPE.

In the process of reviewing the credit bureau, HOPE does not use the credit score to make a decision on
whether or not to approve a loan. Credit scores are only used to price HOPE’s loans which have a rate
cap of 18%.

Recommendations

HOPE supports the proposal for covered short term loans to report to a credit reporting agency. Given
HOPE’s current underwriting practices, HOPE’s preference would be for all loans to be reported to Trans
Union, Equifax and Experian. To the extent that the rule requires the reporting of all outstanding short
term loans to a specialty bureau rather than one of the bureaus specified above, HOPE would choose to
subscribe to the specialty bureau to gather additional information to inform its underwriting. More
informed underwriting would allow us to make better loan decisions which would ultimately reduce costs
through reduced delinquencies and charge offs in the long run.

At the same time, in the absence of a clear preference or limited set of preferences named by the CFPB
among specialty bureaus, it is not clear whether or not HOPE would receive a more complete picture of
the borrower’s history. If payday lenders could pick and choose to report among a number of specialty
bureau options and HOPE would not know which bureaus to select to inform its underwriting —
particularly if the number of eligible specialty bureau options is high. Additionally, to the extent that
multiple specialty bureaus will exist, HOPE would incur increased costs for each specialty bureau added
to its underwriting process. The specter of multiple specialty bureaus and the costs associated with
subscribing to multiple bureaus suggests that actions should be taken by the CFPB to limit reporting
options for short term covered loans to the specialty bureaus that exhibit the most capacity to cover the
largest segments of the market.

Topic 2: Ability-to-Repay Requirements — Restrictions on Reborrowing

Short Term and Balloon Loans

HOPE strongly supports the proposed restrictions on loan sequences for short-term and Balloon Loans.
In HOPE’s experience, the absence of restrictions on reborrowing — particularly for short term loans —
have led to harmful outcomes for HOPE’s members. The following case study illustrates the
shortcomings of current state law in Mississippi.

In late July, 2012, a borrower came to HOPE looking for assistance. The borrower had initially taken out
a payday loan to cover expenses after the car broke down. Once the borrower had taken out the first loan,
the borrower got behind and then took out another loan and then another. By the time the borrower had



made it to HOPE, the borrower had eight payday loans outstanding from seven different lenders. Table 1
provides an overview of the loan amounts.

Table 1
Payday Loan Summary — Borrower Case

Lender Amount of Loan
Lender #1 $400

Lender #2 $365.85

Lender #3 $249.60

Lender #4 $180

Lender #5 $234

Lender #6 $210

Lender #7 $240(a)

Lender #7 $240(b)

Combined, the loan summary illustrates a number of problems. First, Lender #7 engaged in the practice
of “loan splitting.” This practice allows the lender to circumvent the requirement in the Mississippi
Check Casher’s Act that any payday loan secured by a check with a face value of higher than $250 will
have a repayment term of 28 to 30 days.

Second, in total, the borrower faced having $2,119.45 taken from the checking account at the end of the
month. The borrower’s take home pay for the month of July totaled $2,076.49 — which was divided over
two pay periods. Clearly, multiple lenders in this example made loans that the borrower could not afford
to repay. It should be noted, that there was no single reporting system that would alert lenders to the fact
that the borrower had multiple payday loans outstanding at one time.

A cooling off period would have prevented the unsustainable levels of short term loan borrowing outlined
in the example above.

Topic 3: Alternative Requirements — Covered Short-Term Loans

We are of the opinion that in the absence of a strong Ability-to-Repay rule that the credit union will incur
higher costs than in its presence. We believe that the Ability-to-Repay principle should be in effect for
every loan. The alternative requirements proposed by the CFPB are not as strong and therefore could
increase costs to the credit union — particularly for members with checking accounts with frequent payday
lending activity that ultimately become charged off.

To assess the costs associated with payday lending in an environment without ability-to-repay standards,
HOPE reviewed the charge offs of all checking accounts in 2014 with negative balances over
$500. Twenty-five percent (25%) of the charge offs experienced payday lending payment drafts after the



account had already been overdrawn. Exhibit B provides an example of one member’s account that was
charged off with significant payday lending activity — including multiple attempted drafts via ACH.

In addition to the costs incurred by the credit union for charging off the account, it is important to point
out that once HOPE charges off the member’s checking account, his or her options for securing another
deposit account are severely limited. We are concerned that the alternative requirements do not
underwrite for success and both the credit union and its members will incur higher costs than if the
Ability-to-Repay rules are implemented.

Topic 4: Alternative Requirements — Covered Longer-Term Loans
HOPE has no comments on this topic.

Topic S: Payment Collection Practices Limitations
HOPE supports the CFPB proposal to limit attempts to collect a payment from a consumer’s account after
two consecutive attempts have failed, unless the lender has obtained a new payment authorization from
the consumer. Appendix B provides an example of a member that experienced multiple loan payment
collection attempts from one lender in different amounts after the account was already over drawn.
Notably, the account became overdrawn on 12/7/2014. The account remained overdrawn for the
remainder of December through 1/13/2015 when it was charged off. Despite being overdrawn for 30
days, Advance America, a payday lender, initiated three drafts:

o One on January 7, 2015 for $249.60;

o One on January 7, 2015 for $210;

o One on January 12, 2015 for $210;

The example illustrates the high cost to the borrower as NSF fees mount and to HOPE when the activity
contributes to a charge off event.

Topic 6: Impact on the Cost of Business Credit
HOPE has no comments on this topic.

Topic 7: Other / Additional Feedback

One final recommendation to consider in the drafting of the rules for payday, vehicle title and similar
loans, includes the requirement to grant all borrowers a payoff quote for those who request one within 24
hours. In HOPE’s experience, there have been instances where a payoff quote has been requested by the
borrower, and the lender has refused to give the quote to the borrower.

In Appendix C, reviewers will see the March 2015 bank statement of a member that received a deposit
from Maxlend. In addition to the loan from Maxlend, the member also had an outstanding payday
installment loan. The consumer loan agreement for this loan is also included in Appendix C. The member
approached HOPE to consolidate the loan from Maxlend with the payday installment loan into one loan
with an affordable monthly payment. When the member contacted Maxlend for a payoff quote, Maxlend
refused. Such actions significantly drive up the underwriting costs and the risks associated with making
the loan for both the credit union and the member. Such actions also do not financially better the
consumer and should be prohibited.



It should also be noted that it is questionable whether or not the borrower had the ability to repay either
loan. Three days after making the second payment on the payday installment loan in February 2015, the
borrower had overdraft activity on their account (Appendix D).

Other questions
In the drafting of the comments for the SBREFA Panel, HOPE identified two questions to submit for the
record:
e First, given that longer term loans with account access would use an all-in annual percentage rate
in excess of 36 percent to determine whether or not the loan would qualify as a covered loan, why
would an APR of 36% not be contemplated as the threshold for determining whether or not a
short term loan should be covered?
e Second, on longer term loans with a non-purchase money security interest in a vehicle, why
would longer term loans secured by personal property also not be included as covered loans?

Conclusion
Again, thank you for the opportunity to submit written comments. If there are any questions regarding
the points made, please contact me at esivak@hope-ec.org or via phone at 601 944-4174.




Mr. Sivak included the following items in his written feedback to the Panel:

1. Email from Ed Sivak to Laura Udis, Response to Information Request for Consideration
to Sit on Small Business Review Panel (January 29, 2015).

Transaction Summary.

SunTrust, Account Statement.

4. SunTrust, Account Statement.
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Via email: cfpb payday sbrefa@cfpb.gov

Small Business Advisory Review Panel Members

On Potential Rulemakings for Payday, Vehicle, Title, and Similar Loans
c/o Consumer Financial Protection Bureau

1500 Pennsylvania Ave., N.W.

Washington, DC 20229

Re: Written Comments of Small Entity Representative Judi Strong
Dear Members of the Small Business Advisory Review Panel:

I am a small payday lender with five stores called Cash In A Dash LLC. | worked in Kentucky
state government and the University of Kentucky for 12 years. | am a grandmother of two and a
widow but remarried and my husband is also my financial partner.

| started this business in 2001 with one store in Hazard, KY because | wanted my own business
and | did not want to retire at age 50. | investigated this business model with the Kentucky
Department of Financial Institutions and they said they have fewer complaints from payday
lender customers than any other business they regulate. One year later | opened our second
location, and each year following | opened an additional store until | had five in total. We serve
our customers in five rural counties and my businesses are one of the few places they can go to
find credit.

We have always followed all of the applicable state and federal laws and regulations and are
fully compliant with all KY licensing and reporting requirements. The Department of Financial
Institutions examines us annually. In 2009, the Kentucky Legislature passed a bill that reformed
the industry by limiting customers to no more that $500 in total debt and provided for a
mandatory statewide database to enforce this limit. It also gives the Department of Financial
Institutions accurate information regarding the habits of our borrowers and how stores are
operating. They also put a moratorium on new licenses until 2019. This has decreased the
number of stores in KY from 739 to 550. Attached is the full overview of the KY regulatory
and enforcement structure in Appendix I.

Let me tell you a little bit about my customers. | have attached some of their stories to add
additional context, as Appendix II.



First and foremost, | know my customers. | know more than their names. | know their children
and their cousins and grandmothers. | know who just lost a spouse or best friend or who just
lost their job. I know my customers well, as do my employees, because we have a history with
them. They share their stories every time they come to the office. They like to share what is
going on in their lives and their families.

I know how much money they make and how they spend it and how much they can easily pay
back in two weeks or 30 days. In fact, if | am concerned they may have to come back in two
weeks for another loan, | often make the loan term 30 days so that they avoid the extra fee.

Income levels are $26,000 average in all five counties where stores are located. The counties
have a population of 18,000 or less. The unemployment is some of the highest in the U.S.,
average household income is $26,000, 71% have a high school education and 70% own their
own home. 100% of my stores are in rural areas. When | matched the zip codes to the CFPB’s
list, all of them qualified for this designation. Attached as Appendix Il are six letters from other
companies who applied to be SERs from rural areas. They agree with me that the CFPB’s
proposal will hit rural and underserved consumers particularly hard and deprive them of access
to credit.

Many of my customers are single mothers and heads of households who use payday proceeds to
smooth income for everyday expenses. Some use the product because their families are doing
small business such as trucking, computer repairs, hair salon work, fence building and repairs,
yard work, and child-care. | have also attached some of their stores in Appendix II.

The proposal from the CFPB would create the worst level of lender discrimination based on
gender and income and the underserved and rural populations. Those whom you propose to
“protect” will only feel redlined, much in the same way customers were treated by banks in the
1970s.

The fact that customers are satisfied with our products is supported by a national public opinion
survey conducted in 2013 by Harris Interactive, an international research and polling company.
This Harris Interactive study is the first large, statistically significant one that looks at the
motivations and rationale of payday loan users. While numerous studies have examined the
economics and policy implications of short-term lending, this Harris poll is the first in-depth
examination of payday loan borrowers’ experience. Here are a few of the highlights of this
study:

e 9 out of 10 customers were satisfied with their payday loan experience;

* 84% of customers understood exactly how long it would take to pay it back, including
rollovers

e 93 percent of customers carefully weighed the risks and benefits before taking the loan.



These results show overwhelming satisfaction with the payday lending product, and certainly
do not support the CFPB’s restrictive rule proposal. For more information about this Harris
study, please see Appendix IV attached.

My employees are special people and | treat them that way. Our pay scale is 25 — 30% over the
minimum wage. One employee has been with us for 10 years, 3 employees have been with us
for 8 years, 4 employees have been with us for 4 years and the others have been with us 2 to 3
years. See Appendix V for letters from employees.

All of our employees started on a part-time basis and have taken over as the manager or fulltime
employee, which is 40 hour a week. They have trained and all are capable of running the store
themselves.

I have successfully implemented the Back to Work Program for Women. This has been used
several times over the past 15 years. They actually started out as customers and became
employees.

The CFPB proposal distributed to the SERs is a complicated and punitive intervention into my
business that does nothing to help my customers and would eviscerate my business.

The estimates that the CFPB used to determine loss of revenue were not derived from small
companies data. The CFPB has not studied small-business payday lenders like mine. The
impacts reported in the CFPB proposal are based on large-firm examination data and do not
take into account significant increased cost structures in small businesses. The CFPB does not
evaluate the sustainability of the small businesses affected by looking at store results of
profitability or lack thereof. However, the results of the CFPB’s estimates are enough to sink
any business, and small stores like mine would be affected even more severely.

No portion of the CFPB’s impact analysis uses residual income information from borrowers of
small-business alternative products in order to estimate the impact of new ability-to-repay
requirements. My real life interaction with customers has not been taken into account and is in
fact substituted by some statistics that only apply to very large companies.

Accordingly, the CFPB has insufficient data in order to evaluate the burdens of its proposal on
small business. These same missing data are necessary for the CFPB to evaluate, alternative but
less burdensome regulatory models that could produce similar consumer-protection outcomes.

To determine the exact impact of the proposals, | participated in a study with Charles River
Associates. | provided transaction level and store data to the researcher. The findings clearly
indicate that | would have to close all my stores in less than 90 days after the implementation of
these types of rules.



As Mr. Dan Gwaltney reported at the SBREFA Panel meeting, a group of six of us, all small-
business lenders, including four SERs identified in this review, provided their financial and loan
data to Charles River Associates for analysis.

These data included store-by-store monthly profit-and-loss statements from six small lenders
for a two-year period, covering approximately 200 stores with payday lending revenues across
15 states. The businesses also provided transaction-level data for 150,000 consumers across
eight small lenders with 234 stores in 15 states.

The results of this analysis show that the proposed rulemaking would devastate small-business
lenders. Under the proposed long-term debt protection rules contained in the outline, payday
lending revenues are estimated to decrease by 82 percent on average for the small-business
lenders analyzed. The average annual per-store net income decreased from a profit of
approximately $37,000 to a loss of approximately $28,000 (a negative swing of $66,000).

Of the close to 200 stores with payday lending revenues in the analysis, 84 percent of the stores
would be expected to experience net losses. All six firms included in the analysis would have
experienced significant losses and would be expected to be required to cease operations.

Given the short time period involved and the absence of historical data regarding the effects of
application of the CFPB’s ability-to-repay rulemaking variants, it was not possible to model
those variants. However, there is no reason to suspect that those variants would produce
superior profitability results to those reported by Charles River Associates.

A complete copy of Charles River Associates’ report is attached as Appendix VI.

| also can tell you from my own personal experience that the proposal does not take into
account the behavior of my customers, nor does it address their needs for liquidity or the timing
of their cash flow shortages.

The 60-day cooling off period and mandatory lockout are both unfeasible and punitive.
Customers borrowing patterns are seasonal. From January until April there is a natural cooling
off for a lot of customers as they receive their tax refunds to cover their bills and unexpected
expenses. They tend to come back as school graduations, summer vacations, gardening projects;
home improvement comes with the spring. With schools starting early in August we find that is
a busy month in the stores. November and December are also busy.

My customers do not get a cooling off period with respect to all the bills they owe on a monthly
basis. | cannot tell them to simply refer to their creditors for their non- payment of utility bills
or groceries as their cooling off period. Customers implement their own cooling off periods
with me as their individual circumstances change. Nobody knows when he or she is going to
experience a need for more cash flow or an emergency is going to arise. To tell someone they
cannot borrow for 60 days is just not a feasible for them or the lender. One of my best
customers stopped by in February after she received her tax refund and said she would not be



back for a while. Ten days later she came in and had to borrow because her refrigerator broke
and she need $400 to repair or get a new one. A 60-day cooling off period would have placed
her in financial jeopardy. You cannot quell demand for this product by cutting of the supply.
People will move to dangerous and costly alternatives.

| do not get a cooling off period with respect to my payroll, rent, taxes, insurance or any other
expenses. If my customers are to be locked out for nine months per year, then | will need a
similar reduction from all my vendors and employees and landlords during that period.
Somehow, that does not seem plausible.

| have read the entire proposal several times and read most of the media reports and press
releases put out by the CFPB. First, | believe that the press release that mentions a woman who
turned a $300 payday loan into an $8,000 liability is just false. There is no way anyone can do
that, especially in Kentucky, and from what my fellow SERs reported, the other state laws
would not permit such a balance to be due on a payday loan. In KY, once you default, you
cannot be charged additional interest and fees.

More importantly, the CFPB claims that sustained use of my products causes harm to my
customers. However, they have offered no proof or even an analysis of where they derive harm
from these loans. The only study they ever site is from Pew Trusts, which are a paid advocacy
and lobbying group, not the Pew Research organization. They are dedicated to stopping my
product, not conducting real research. In fact, if you read their shoddy report that they call
research, you really begin to question their honesty and veracity. | have attached a statement
from my trade association, CFSA about the Pew report, as Appendix VII. They have gone into
great detail debunking some of Pew’s “findings” and methodology

Furthermore, when real research is completed by scholars who use appropriate methodology
and not five-year old, stale polling data, the results are quite different.

| have attached, as Appendix VIII, the study produced by Jennifer Priestley from Kennesaw
State, which concludes that sustained use of payday loan products does not decrease one’s
credit score. | believe that this is true because my customers tell me that they use their payday
loan proceeds to pay off their reportable debt. My customers are intelligent and are offended
that the CFPB thinks they are not smart enough to think for themselves.

The CFPB would have been able to do a better job protecting consumers by looking at working
state models. This product has been around in regulated form for over 15 years. Thirty-five
states have passed enabling statutes because actual payday lending in unregulated form has been
going on in some states for over one hundred years. That is where some of the most egregious
abuses have occurred. In KY, local grocers and dry goods stores would allow people to run tabs
but with no records. When the bill got to a certain level, the store owner would use
extraordinary means to seek repayment, including physical harm or forfeiture of land or
property that had been in the family for years, and worth considerable amount more that the bill
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for groceries. Furthermore, there was never any accountability as to the amount owed, no
disclosures and no chance to challenge the amount due.

Kentucky

Had the CFPB simply looked at viable state models like Kentucky, they would have learned
that we have a track record of bi-partisan, well thought-out legislation that has proven to help
customers while not eliminating all their options for short term credit.

In fact, the industry worked with the legislature and consumer advocates on reform bill in 2009.
While it resulted in a significant loss of revenue and store licenses, we have a workable
framework that the CFPB should study for its results in protecting consumers.

We also worked closely with Commissioner Vice and Attorney General Conway to give the
customer an Easy Payment Plan. This was set up to keep the customer from incurring an NSF
Fee. They can come into the store before the loan is due if they think they are going to have a
hard time paying the loan. They agree to a payment plan and we will not send the check through
the bank.

The CFPB should take a page from our book in Kentucky and actually have a dialogue with us
instead of dropping on us an unworkable set of regulations that have no basis in fact, developed
with no actual research on a customer’s welfare, or actual understanding of our customers. The
measure is meant to be punitive and sets arbitrary numerical limits on credit with no benefit to
the customers and no showing of some “harm” that is being fixed. My personal experience, and
scholarly research both indicate that more bank accounts are overdrawn when customers do not
have access to these products. I have attached the study from Morgan and Strain as Appendix
IX.

Utah

In addition, | have read about the newly passed law in Utah and think the CFPB should consider
studying the Utah law and how it affects consumers.

Lenders must determine ability to repay by income verification or a credit bureau report, and
the borrower must sign an affidavit stating he or she has the ability to repay. Rollovers must be
requested by the borrower.

The major change to Utah’s law in 2014 was the mandatory offering of an Extended Payment
Plan after the customer has had a loan for 70 days. If the borrower refuses the EPP, he or she
must pay off the loan and wait one business day before taking out a new one.

The law also requires that the lender must accept a partial payment on the original sum and can
renew with a smaller balance for the subsequent loan. The EPP must include four payments



over at least 60 days, with a $20 default fee. While the law may not be feasible for some
lenders, or even small businesses like mine, it may provide a viable alternative to these
draconian measures proposed by the CFPB.

For all the reasons | have mentioned in this letter, I requests that the proposed rulemaking be
withdrawn, that the proposal be modified and that the SBREFA Panel be reconvened. This new
panel could then consider a revised set of proposals based on full data about small-business
lenders and their borrowers and to consider the viable and consumer friendly state regulatory
models.

Sincerely,

Judi Strong
President and Owner | Cash In A Dash LLC
(p) 859-227-4465 (e) judi.strong@twc.com
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May 4, 2015

Employee of Cash In A Dash
frvine, KY 40336
To Whom It May Concern:

i have heen employed by Cash In A Dash for the past R years. My family depends on my incoms and |

would have a hard time finding another emplover in my county that provides the salary and the
convenience of working close to home. | have two sons, who live a1t home, one attending college and
the other just graduated from high school and looking for a job that he too can remain in the county but
give him a good wage. My hushand works on 2 farm, which provides us 2 home and he doss e lot of
maintance work far the stores that are owned by Cash in A Qash.

We, employass of Cash In A Dash, know our customars and we try very hard to evaluate their situstion
when they come {0 the store for a lvan. Many have been to the bank and reques i'f:fi # loan, but they do
niat fit in thelr agﬂnd% We have 3 process that is regulated by the state of Kentucky snd we go by their
rules and regulations. We have rules and regulations set up by Cash In A Dash and we all go by those
rufes, \We never try o get our customers in trouble by letting them borrow more that they tan afford. i
ane does have a problers we work with them in a payment plan that they can sfford.

Our community depends on the money that | earn, and they depend un the money that our customers
borrow, Most of us shop focally and it helps other small businesses in our community. Qur business
rents from a local business ownaer, we use the utilities of local companies, pay local taxes, do advertising
at the local radio station and newspaper, buy our supplies, contritiute to the local schools both in the
classrooms and on the athietic booster clubs. As you can see we are very much involved in the
community and they depend on us.

Even the thought of the CFPB putting us cut of business is both frightening and disiliusioning. We are a
very much needed and appreciated business in this community. | depend on this iob as do my fellow
workers. We all have families, with children going to college 1o a 1 year old. One employee is a military
veteran widow, who needs this job for income for her family and grandchiidren. { do not think you all
understand the business nor understand how many people depend upon this type of foan to make it
through the month. You will be hurting the economy in these small counties,

W

incerely,






In addition to the items above, Ms. Strong included the following items in her written feedback
to the Panel:

1.

2.

o s w

Harris Interactive Public Relations Research, Payday Loans and the Borrower Experience
(December 4, 2013).

Charles River Associates, Economic Impact on Small Lenders of the Payday Lending
Rules under Consideration by the CFPB (prepared for CFSA) (May 12, 2015).

CFSA, "Response to PEW Research on Payday Loans™ (October 2012).

Jennifer Lewis Priestley, Payday Loan Rollovers and Consumer Welfare.

Donald P. Morgan et al, How Payday Credit Access Affects Overdrafts and Other
Outcomes, Journal of Money, Credit and Banking 44:2-3, 519-531 (March-April 2012).



FINANCIAL
SERVICES

May 13, 2015

Dan Sokolov

Deputy Associate Director

Consumer Financial Protection Bureau
Washington, DC

Claudia Rodgers

Acting Chief Counsel for Advocacy

U.S. Small Business Administration, Office of Advocacy
Washington, DC

Shagufta Ahmed

Policy Analyst

Office of Information and Regulatory Affairs, Office of Management and Budget
Washington, DC

Transmittal via e-mail to: cfpb_payday_sbrefa@cfpb.gov

Re: Written Comments by Small Entity Representative (SER), Bob Zeitler

Dear SBREFA Panel,

I am the CEO and owner of PH Financial Services, LLC. 1 have 55 storefronts in California,
Ilinois, Louisiana, Missouri, New Mexico, Virginia, and Wisconsin. [ offer several different
shortterm lending products depending on the different state laws and, more importantly,
based on what my customers want, need, and can afford. I founded my first payday lending
store in 1990 and grew that business to 10 locations before selling it to Union Bank of
[llinois. After the successful expansion and sale of my first business, [ put my efforts into
growing what is now PH Financial Services. My wife, 3 sons, and I own 100% of our family
business and we rely on it to support our ever-growing family.

Since day one, financial stability has been the primary goal for every customer that comes
into our stores. PH Financial Services offers payday loans, non-secured installment loans,
title loans, MoneyGram and pre-paid debit card products to our customers. Our role is to
customize a financial solution that provides the bridge to their financial stability. We have
helped thousands of people establish or restore their credit by reporting to the credit
bureau. '

Background on PH Financial Services, LL.C

We have been in business for over 15 years and we currently employ nearly 150 people.
We take pride in our on-hoarding process to ensure our employees are educated and
trained properly and I am proud of our employee loyalty with 46% of our branch staff
staying with us for 5 or more years, and we just hired a dozen new staff members. I believe
our impressive employee retention is because of training, competitive salaries (33% higher
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than minimum wage), and our full benefits package we offer to all of our employees. Since
last June, we helped eight employees get off of welfare. The pride those employees have in
their work and their responsibility to their community is truly a blessing.

We want our employees to be proud of the place they work. PH Financial Services has
generously contributed to its communities both nationally and locally. The company has
donated over $100,000 to the Make-A-Wish Foundation and an estimated 25 other
charities. Due to our unequivocal stance on the importance of financial education, we are
also committed to teaching disadvantaged adults and children how to properly manage
their money through programs held in local communities.

Our efforts towards employee retention and community relationships not only feel good, it
makes good business sense. In 2014, we were able to help 22,000 customers through
169,000 loans and we had less than 25 complaints. Thatis a 99.99% satisfaction rate. To
ensure continued customer satisfaction, we run our own internal audits in addition to any
state audits conducted by regulatory authorities. Lastyear, 96.07% of our stores passed
their audits. No store can be without exception, but for 96% of our storefronts, the hurdle
was set high, and they met the challenge! We strive for excellence every day in every store.

Small Business Economic Impact Analysis

I am currently very frustrated by the lack of small business analysis in the CFPB proposal
that I have been asked to review and provide commentary on. The CFPB has had over 3
years to look at short-term lending and how small businesses like mine provide short-term
loans to our customers. Yet, when CFPB issued its proposals last month, it admitted thatits
economic impact analysis was only based on data from large payday lenders. Small
business owner’s data was not a part of the process. When I looked into the purposes of the
Small Business Regulatory Enforcement Fairness Act (SBREFA), 1 learned that the small
business representatives were expected to provide comments on the CFPB’s analysis.
However, I did not expect to begin this process by finding out that the CFPB had ignored its
responsibility for conducting small business-specific analysis and, instead, place that
burden on me and my 26 other small business colleagues. Recognizing that the CFPB had
not conducted any specific small business impact analysis, I worked with my association,
the Consumer Financial Services Association (CFSA), to complete some research that would
fill the informational void left by CFPB. CFSA hired Charles River Associates (CRA) to work
with me and 5 other small-business lenders to model the impact of CFPB’s proposal on our
businesses. The CRA research is included, in its entirety, in Dan Gwaltney's written
comments and submission to the SBREFA panel.

Much like the proposed rules themselves, the SBREFA process has been highly flawed in its
implementation by the CFPB. The limited time frame (less than two months) between CFPB
issuing its proposal and then requiring small business specific commentary has now
prevented CRA from thoroughly modeling impacts beyond how CFPB’s proposal would
impact single-payment loan products. I am glad that my association facilitated CRA’s
analysis, but I continue to believe SBREFA intended for the CFPB to do that sort of work
prior to asking me and other small business owners to provide feedback. I am asking that
CFPB consider the CRA data, my comments, and those comments of the other SERs, and
then re-convene the group of 27 small business owners to provide feedback and
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communication. If we SER’s are not afforded this opportunity, the true small business
impact of the proposed rules will be highly diminished, and the negative impact to the
industry predicted by the CFPB will most certainly happen.

From a small business perspective, the lender cannot absorb additional cost, absorb
reduced revenue and continue to offer an unsecured, convenient product to the consumer.
For all of the same reason banks do not lend to this segment of the industry (profit), these
proposed rules would create an untenable environment from which to earn a profit.
Additionally, the evaporation of credit to this consumer segment will cause the overall cost
of credit to become more expensive from less credible sources.

CRA’s analysis of CFPB’s proposal shows a decline in revenues in excess of what CFPB
predicted when it tried to extrapolate small business impact from large payday lenders’
data. CRA used 2-years of financial data from 234 stores and included 150,000 consumers.
The median loan was for $255 with a 14-day term and a $45 fee. When faced with CFPB’s
proposal, the stores studied would experience an 82% decline in revenues, even with the
assumption that consumers would not change their borrowing behavior in response to the
rule (a factor anticipated by CFPB and built into its model of economic impact based on
large lender data).

Along with my other small business peers, if an 82% revenue decline was forced upon any
of us, we would have to close our businesses under that scenario. When Virginia instituted
its regulations in 2009, 1 had to close 4 stores. My decision to close those stores in Virginia
was based on the impact to revenue from $889,171.00 in 2008 to $505,824.00 in 2009, a
43.1% decline- a small fraction of what CRA predicts will result from CFPB’s proposals.

What bothers me the most about CFPB’s proposal is how closing my stores would impact
my employees and our customers. The thousands of customers we help will still need credit
and be faced with a burdensome lending environment which at best will limit individual
needs if not completely prohibit access to credit. Many of the areas we serve do not fit the
mold larger lenders will fill which will eliminate access to credit our customers desperately
need. Demand will be met by unlicensed bootleg lenders or those who offer online lending
where practices fall outside of state regulations. 1have received several letters from
customers who know I am participating in the SBREFA process. I removed nonpublic
personal information to protect my customers’ privacy, but I wanted you to see the letters
to demonstrate how my customers view PH Financial Services and the products we provide.
Those letters are included as an attachment to these written comments.

It's hard to fathom the full impact closing down our stores will have on the economy, but I
know it will go beyond our industry. From the local landlord that now has a vacant building,
to the printing company we no longer utilize because we have very little stores to advertise,
to the family owned and operated technology company we use to provide our customers
with payment reminders. All of this will go away. Not to mention the thousands of jobs that
will be lost pushing our valued employees into unemployment and financial ruin.
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Ability to Repay (ATR)

The CFPB’s prescriptive approach to customer screening under its “Ability to Repay”
proposals seems to be based on a false assumption that lenders somehow want to lend
money to customers who cannot repay. That makes no business sense. The loans I make
are funded with my capital which means I participate with the customer in their ability to
repay. The CFPB’s belief that I would be willing to lose $200.00 for a fee of $40.00 is totally
outrageous. [ absolutely do not want to lend money to someone who is not likely to repay.
Does that mean I should embrace CFPB’s approach for underwriting loans? Absolutely not!
Each state has different regulations which prescribe how I underwrite my loans. You
cannot boil down a customer screening process that should take less than 20 minutes at a
small business like mine and script a federal one-size-fits-all underwriting process that can
predict my customers’ ability to repay. I am asking that each state’s underwriting be
analyzed to ensure the new rules will be flexible for both customers and lenders so that
rogue, bootleg lenders to do not proliferate the market allowing honest, law abiding, moral
lenders such as myself the continued privilege of providing a much needed form of credit.

At my stores - Our underwriting process has been developed to encompass a balanced, fair
and ethical approach for determining how much, if any, credit can be granted to an
applicant. In fact, our primary focus is to determine the applicant’s ability to repay which
we believe serves the best interest of both the applicant and our company. If a customer
encounters an unforeseen problem while paying off their loan, the Illinois law allows for a
re-finance and I work with customers to help them meet their obligations. The CFPB should
look closely at that type of flexibility, which recognizes the fundamental business practices
of small businesses like mine and the importance of working with customers in relationship
lending. CFPB's approach of mandating a prescriptive underwriting process will hurt my
ability to effectively screen customers and will limit the flexibility I have to assist customers
meet their financial obligations.

The 5% Test

The CFPB is proposing to limit loan paymeht amounts to a maximum of 5% of a consumer’s
gross monthly income. Currently our underwriting allows for a maximum loan amount of
25% of the applicant’s gross monthly income.

Doing some simple math on the CFPB proposed limit, a consumer would have to make
$75,000 a year to qualify for loan of $500. Our customer base is in the low to moderate
income sector, with annual gross income ranging from $30,000 to $50,000 a year. A
consumer making $35,000 a year, for example, would only be able to obtain aloan of $265
under the CFPB proposal. Furthermore, a consumer making $20,000 a year would only
qualify for a loan amount of $150. This rule will severely penalize the majority of our
customers limiting their access to credit.

Consumers making less than $20,000 annually get penalized the most under this rule.
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would work product by product and state by state. For instance, CFPB should look at a state
like Utah that has ATR standards, mandatory Extended Payment Plans (EPP), requirements
for pay-downs of principal, informed-customer choices for rollovers, and tough standards
for collection practices. Why hasn't CFPB looked at Utah as a baseline for me and other
SERs to consider when it convened the SBREFA panel?

[ operate in Illinois and that state provides another example for CFPB to consider when it is
crafting industry-wide standards for short-term lending products. I encourage CFPB to take
my observations of the Illinois legal and regulatory framework and analyze how small
businesses may be impacted by applying some of the Illinois approaches through a CFPB
regulatory proposal. The CFPB should conduct that research and then re-convene the
SBREFA panel in order to learn from me and the other small business owners who were in
Washington, DC on April 29t

The CFPB’s use of a Bank and Credit Union Initiative as a Baseline is Trying to Turn
Apples into Oranges

There is little similarity between the operations of a bank or credit union and a small loan
lender. In the FDIC bank and credit union pilot program for small dollar loans, half of the
institutions in the study required the consumer to link a savings account to the loan. We
believe that all banks and credit unions in the study had other depositrelationships, such as
a checking account, with all participating consumers.

Banks have a common law “right to set off” against their customers. Meaning a bank can
satisfy a consumer liability by taking the amount of that inability out of any consumer asset
they hold. Based on this right to set off, banks have a silent security interest in consumer
deposits that effectively serve as collateral against any loans they make.

To take rules that previously appear to have worked for banks and assume non-bank
lenders can follow the same rules is trying to turn apples into oranges. The loans we make
are unsecured., We do nothold any deposits of a consumer that allow us to set off against
their debt.

In addition, comparing a bank or credit union’s costs of funds of .25% today to our cost of
funds which is in the 15% range, it is unfair to impose rate caps of any kind based on bank
programs. If a bank borrows money at.25% and lends at 18%, itis lending at 72 times its
cost of funds. If we were permitted the same latitude, our APR’s would cap out at over
1000%.

In addition, the impact of the loss of processing options and the negative publicity from the
CFPB on small dollar lending had driven our cost structure up exponentially over the last
two years. Processing costs have more than tripled and borrowing costs to us have likewise
increased. It's another bad assumption when you speculate that our cost structure is in line
with that of a bank.
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should do research, publish the results, and re-convene the small businesses in Washington
to provide feedback before moving forward with its proposal.

THE CFPB’s “Floor” on Rates Undermines States Ability to Work in the Best Interests
of Their Citizens

Illinois

In its 2010 legislative session, the Illinois General Assembly passed legislation with nearly
unanimous, bipartisan support (a single House Republican voted no) to reform short term
consumer lending in the State. The bill was actively supported by Attorney General
Madigan and signed into law by Governor Quinn. Several consumer groups endorsed the
legislation and while many payday lenders opposed the bill until the very last week prior to
passage, licensed and regulated payday lenders who were members of CFSA supported it
from its inception.

The lllinois law mandates fee caps, depending on the product, has ability to repay
standards, limits on frequency of borrowing, incentivizes extended payment plans (EPP),
and sets standards for collection practices.

States have already taken action, or deferred from taking action, to regulate small dollar
lending. Many of these laws are new, having been passed within the last couple years.
Meaning whatever data the CFPB is using likely does notinclude the positive effects of these
new laws.

In this regard, we believe any rulemaking by the CFPB is premature, especially in light of the
factthat the CFPB has refused to share the data upon which it claims to have relied upon in
determining that it must act in the interest of consumer protection.

Installment as an Option for Extended Payment of Single-Pay Short Term Loans

We support providing credit to our customers when and how they wish to have it. We also
support providing responsible credit alternatives to our customers to help “off ramp” out of
the loan product. In our opinion, a fully amortizing loan of no greater than 6 months in
duration is a viable product to achieve such a goal. Illinois law allows such an approach and
the CFPB should look at how the Illinois legal and regulatory framework operates, analyze
how small business would be impacted with such a model scaled nationally, and then
reconvene the small business representatives to provide constructive feedback.

In Illinois, the Principal Payment Reduction Loan (PPRL) gives our customers the option of
borrowing the credit they desire with a single payment option at the loan term or a
required reduction of principal for each payment until the loan is paid in full. The Illinois
system premises its consumer protections on:

e Principal pay down included in each and every payment

e No balloon payments
e Allloans allow an early payoff without penalty
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¢ Anyloans that are paid off early the last payments fee/interest amount is simple
daily interest to ensure that a consumer does not pay one day more interest than
they have the loan
The lender encourages early payoff in the event the consumer can without hardship
The lender offers two forms of repayment for the loan payments (debits).

o These forms could include: Cash, Check, ACH, Debit Card, Credit Card, RCC,
etc.

o i.e. ACH is offered for not only customer convenience but also for it to work
for lenders utilizing the NACHA rules

« Affordability —

o Align payments to the consumers pay dates.

o Requirement that repayment schedule aligns with the customers’
employment pay schedule (over 80% of consumers get paid bi weekly or
semimonthly and payments are aligned accordingly).

e Payment Reminder — Each lender provides a payment reminder to the customer at
least three days priorto a payment being due as long as the customer has opted into
email as a mode of secure communication

Conclusion

While I greatly appreciate the opportunity to participate in the SBREFA process, I remain
frustrated that CFPB did not do basic analysis of how various states have struck a balance
between consumer protections and access to short-term lending products. I am hopeful
that my comments and the comments of other SERs impress upon CFPB to research how
states treat different short-term lending products, to publish their findings, and then to
bring the SERs back together to comment constructively on how to provide consumer
protection without forcing a business like mine to close.
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To Whom It May Concexm:

T use NN ' co [ nced quick cash and don’t want to
take out a small loan at the bank/oredit union, Tt is very
convenient having (KENGNEENEGNENES -v:ilable for my needs when I
get into a bind. If this service was no longer available I am not
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think it is failr that a customer would complain about the
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I an glad this service is there,
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