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Five years ago the Departmentd#fensaequestecind Congress enacted grotmeaking

consumer protections against predatory lending to safeguard-datiwservicemembers and
their families. The Department reported to
military readinessharms the morale of troops and their families, and tmltlse cost of fielding
anallvol unt eer f ingebporise) Qongdressrenaetedd@nd President Bush signed into
law the TalentNelson amendment includedth strong bipartisan suppoih theJohn Warner

National Defense Authorization Act of 2007. The resulting Military Lending Act and its
implementing regulations adopted by the Secretary of Defense took effect October 1, 2007.

The Military Lending Act was the end result of a lengthy cagp&o protect military borrowers.
Early in the last decade the spread of figkt predatory lending with its harmful impact on
borrowers collided with the growing demands on servicememberheaindamilies as America
wagedwarin Irag and Afghanistan kile relying on an allolunteer military force. Growing
alarm about the harmful effects of trigdegit rate loans from commanders, financial counselors,
relief societies and consumer advocacy organizatargleadership by Senator Elizabeth Dole
resuted in a requirement from Congress for the Department of DefBé®) to report on the
impact of predatory lending on servicemembers.

The Department of Defense conducted a detailed examination of the financial welfare and use of
high-cost small dollar cit products by servicemembers as part of the Defense Manpower
survey, collected case histories from financial counselors on military bases, surveyed available
responsible small dollar credit products available from financial institutions that serveaakses,

! Department of Defens&eport On Predatory Lending Practices Directed at Members of the Armed Forces and
Their DependenfAugust 9, 2006, p. 9www.defenselink.ni/pubs/pdfs/Report to Congress_final.pdf
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described financial literacy programs provided to help servicemembers manage their financial
lives. Academic experts provided maps thedveed the concentration of higiost lenders

around military bases across the countkg. required by the Doletsdy provision DoD also met

with representatives of military charities, consumer advocacy organizations, and federal banking
regulators to collect information for the report which was issued in 2006.

The Senate Banking Committee held a hearing on th Report to Congress andartisan
support developed for enadgifiederal protections to safeguaelvicemembers and their
families from predatory lending.In 2006 Congress enacted the Talletson amendment as
part of the John Warner National Defemsuthorization Act of 2007. For the first timen

modern historyCongress set a national usury capdreditand banned risky features of credit
products for loans made to actigaty servicemembemnd their dependentsThese reforms
were backed bthe Department of Defense, military and veterans groups, and consumer and
community advocates who work on credit reformsbi-partisan majority of Senators
successfully urged the conference committee to include the dddsdn amendment as part of
the Defense Authorization Act.

The Military Lending Act set an inclusive 36 percent annual rate cap for loans made to covered
servicemembers and their dependents, prohibited securing loans with checks, electronic access to
bank accounts, vehicle titles, diodment of military pay and required that servicemembers have
access to the judicial system to resolve complai@sly mortgages and auto finance loans were
excluded from coverage of the aaith the Department of Defense authorized to write rules to

define the types of credit to be subject to these protections

Rules to implemerthe Military Lending Act (MLA) written by the Department of Defense

(DOD) after opportunity for comments from the pubtimok effecton October 1, 2007DoD

definedthre pr oducts as fAconsumer credito for purp:¢
protections in the law, including payday loans, car title loargtanrefund anticipation loans,

but did not include other forms of higlost or harmful credit that had beeglirded as

problematic in the DoD Report to Congresgch as military installment loans and rembwn

transactions

Five years after enactment of this landmark legislation, the Annie E. Casey Foundation requested
thatConsumer Federation of Ameripeepare a report on the impadtthe Military Lending Act

on military consumerson opportunities for additional protectioasid on the larger policy

debate over rate caps and credit protectfons.

2 Committee on Banking, Housing, and Urban Affairs, Hearing oiDyartment of Defense Report on Predatory
Lending Practices Directed at Members of the Armed Forces and Their Deper@bgtenber 14, 2006.
3

PL. 109364
* CFA appreciates funding for this project from the Annie E. Casey Foundation but takes full responsibility for the
report contentsrad opinions expressed. CHRanks law fellows Bryan Jinks and Chris Matthews for inable
assistance iresearch fothe report; formestaff Catherine B. Bourque for surveysnd consultants Darci Langaham
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l. Creditors and Consumer Credit Covered by MLA Rules

In brief outline form, this section describes the products and protections covered by the Military
Lending Act as implemented by rules adopted by the Department of Defense.

The Departmenin its rules to implement the MLAyarrowly defined three types lafans as
Aconsumer credito to be subject to the protec

1 Payday Loans(at stores or made via the Internet or telephone/fax)
0 Loans up to $2,000 (one or more loans)
o Closedend (single advance of credit over fixed term)
o Term of 91 days dess
o Based on check held for future deposit or electronic access to account for future
payment

1 Vehicle Title Loans
o Term of 181 days or less
0 Closedend
o0 Secured by title to a registered motor vehicle owned by a covered borrower
(except to buy the car)

1 Tax Refund Anticipation Loans
0 Closedend credit
o Tax refund goes to creditor to repay loan

A. Credit Not Coveredper Military Lending Act

1. Residential mortgages, including refinancing, home equity loans or lines of credit, and reverse
mortgagesexcluded byte MLA.

2. Credit to finance the purchase or lease of a vehicle, and secured by the vehicle being
purchased or leasgéxcluded by the MLA

B. Credit Not Covered by MLA under DoD Rules

3. Operend credit, including all credit cards, bank overdraft liofesredit, and any truly open
end payday or vehicle title | oans. (AOpen en
necessary, no fixed term to repay, charge based on outstanding balance)

4. Any debt to a bank that can be paid bya$eof deposited funds, such as overdraft loans.
(Setoff means the bank withdraws payment directly fritimaccount per standard account
contract terms.)

and Graham McCaulley for their case studies at bases. CFA also thaAksRbece Aid and\Navy-Marine Corps
Relief Society and obase financial couetors for sharing their experiences with us.
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5. Any credit not subject to Truth in Lending Acs@osues, such as overdraft loans.

6. Installment loans with terms longer than 91 days, including all military installment lenders, or
all installment loans not secured by a check or electronic access to an account.

7. Rent to own transactions raail sales credit

8. Any credit transaction to finance the purchase or lease of personal property when the credit is
secured by the property being purchased.

9. Credit secured by a qualified retirement account.
C. Covered Borrowers
1. Regular or reserve member of freny, Navy, Marine Corps, Air Force or Coast Guard
2. Serving on active duty under a call or order that specifies longer than 30 days
3. Member serving on Active Guard and Reserve Duty (10 U.S.C. 101(d)(6)
4. Cardcarrying dependent of active duty military
or individual who gets over half support for 180 days immediately preceding an extension of

credit)

Lenders must use standard loan application language to detefimomeoivers are covered
servicemembers or dependents. Lenders can query a DoD database to verifjuagttatus.

D. Protections That Apply to iCoveredd ConsumerCredit:
Payday Loans, Car Title Loans, Tax Refund Loans

36% Annual Interest Rate Cap including most fees (but not late or default jesasd insurance
premiums, stated dbe Military Annual Percentage Rate (MAPR)

Ban on securing loan with a personal check or other access to bank account, title to a
personal vehicle, or military allotment (Service member can choose to pay other types of
credit by allotment.)

No Prepayment penalties

No Roll-overs, renewals, refinancing or consolidatiominless the renewal is at better terms for
the borrower, such as a lower cost

Ban on mandatoryarbitration clauses, waiver of legal rights, and onerous legal notice in
case of dispute Borrower cannot sign away legal rights.)

Mandatory disclosures orally and in writing before credit is issued:



Military Annual Percentage Rate
Truth In Lending Ac t required disclosures
Clear description of payment obligations
For loans made via the mail or Internet, oral disclosures may be made by provieB0g #.1

E. Federal vs. State Laws

Military Lending Act and DOD regulations apply unless a state law provides additional
protection to the borrower. (State rate cap can be lower than 36%, for example, or cover open
end payday loans.)

States must enforce state laws to protect neresident Service Members stationed in their
state This provision has been applied only to

See: 32 CFR Part 232, Limitations on Terms of Consumer Credit Extended to Service members
and Dependents; Final Rule; Federal RegisAugust 31, 2007 (Volume 72, Number 169), page
5057950594.

F. How CFA Conducted theMilitary Lending Act Project

For this report, CFA prepared case studigsut the impact of the MLA #tree military bases,
including inJacksonville, Floridaf-ort Leonard Wood, Missoi and San Diego, Californjand
met with financial counselors and relief society staff at the Norfolk NBasé and Langley Air
Force Base in Virginia. CFA commissioned updateps ofthe location ohigh-cost lenders
near asample of military bases by the professor who supplied maps for the Department of
Defense Report to Congress in 2006. \Weeyed state credit regulators grderal bank
regulatory agencieseviewed examination manuals issued by the Consumer Fin&mnotaktion
Bureau,and requested input from consumer attorneys.

To update information on the higiost small dollar loan market, CFA surveyed Internet payday
loan websites, reviewed state car title loan legal status, and updated information on refund
anicipation loans. CFA reviewed stat@uthority to enforce federal credit laws, collected
information on statethat have enacted laws empowering state regulatasforce the Military
Lending Act, and inquired into the use of Armed Forces DiscipliGanmytrol Boards at bases as

a financial supervien tool. CFA studiedhe use of allotments to pay for loans and credit
purchases and surveyed the major installment loan companies that target military borrowers.
CFA surveyed banks with branches on mijithases to gauge the extent of payttantype
products offered bipanks to servicemembeiacluding overdraft loans and direct deposit
advance loansAnd, finally, CFA reviewed the policy landscape changiese 2006 to evaluate
the influence of the MLA on the debate over capping interest rates for loans and curbing abusive
lending tactics.



CFA was not authorized to survey servicemembers directly or to have access to Defense
Department polling or Defense Manpower surveys of semembers While military financial
counselors at specific bases shared their experiences with CFA consultants, we were not able to
systematically survey all base staff or to require feedback from $iadfrecommend that the
Department of Defense, in@peration with the Office of Servicemember Affairs at the

Consumer Financial Protection Bureau, conduct an evaluation of the impact of the Military
Lending Act as implemented by regulations and an assessment of credit products and practices
that cause finacial stress today for servicemembers and their families. Such a study, based on
direct access to military borrowers, wotitsim the basis for refining and expanding rules
implementing the Military Lending Act and related work to strengthen protectioadl fo

consumers that would also benefit servicemembers and their families as well as military retirees
and returning veteransoim recent conflicts



. Executive Summary: Findings and Recommendations

A. Finding: MLA Largely Successful in Curbing Ausive Lending as Defined by DOD

The Military Lending Act was narrowly applied to three specific products that fit the DoD
definitions of a covered payday, cdleg, or tax refund loan. To the extent products met these
definitions, the law has been largely etfee in curbing predatory payday, car title, and tax
refund lending to covered borrowenslapping of the locatiosof lenders near Camp Pendleton

in California shows a 70 percent drop in the number of payday loan outlets after the MLA took
effect. Relief societies report a sharp drop in the number of clients needing financial assistance
as a result of using paydayaar title loans. State regulators report few violagwith the

lenders they supervise. Compliance is more problematic with car title lenders and internet
payday loan providerthan for storefront payday lendindue in part to attempts by some online
lenders to avoid state enforcement of usury caps and credit laws. However, the impact of the
federal law prohibiting certain payday and car title loan products is very pronounced.

The Military Lending Act rules also applied a 36 percent inclusive ratéoaagiund anticigtion
loans (RALs) madéy banksvia tax preparers. Since these loans cost considerably more than 36
perent, RALs are no longeo be made to coveredrs&e members. The federal prudential
regulators that supervise the banks in thaskat report compliance with the MLA and CFA has
not detected RAL lending in violation of the law. On the other hand, only one RAL provider
experimented with limited availability of lowost RALSs the first year after the law took effect.
Instead of prowding low-cost RALs that comply with MLA rules, banks simply left that market.
As detailed below, thisnd to RAL lending did not result in an increase in servicemembers
seeking VITA assistance on base to prepare and file tax rebuindid result inheincreased
purchase of refund anticipation checks as a means to defer payment of tax preparation fees
RALs made by bankseasd to exist at the end of the 2012 tax season, following supervisory
action by federal #nk regulators. In our opiniothe DoDdesignation of refund anticipation
loans as harmful and unnecessary credit added support to actions taken by the IRS, the
Comptroller of the Currency, and the Federal Deposit Insurance Corpdrateminate this
product for all Americans

The protection of the Military Lending Act only apply to activduty servicemembers and
reservists and their dependents, not to inagtersonnel, retireesy veterans. As young
veterans return home from the conflicts in Iraq and Afghanistan, they are no londgethsu
from predatory lending but face the disruptions of reentering the civilian econditiary
retirees who live on fixed incomes need the same protections from abusive creditGezais.
counselors and relief societies told CFA that MLA protedisimould apply to tlse former
servicemembersThis can beccomplished either by extendiMi_A protections to all
Americans or the MLA coverage can be extended to protect all servicemenetiszssand
veterans.



Recommendation The Department of Defense should conduct an internal study of
servicemembers, financial counselors, and legal assistance/JAG officers to ascertain the impact
of the current set of MLA rules on the use of defined products, problems caused byasidhilar
emeging products, and the use of allotments to pay for commercial credit. The Defense
Manpower Study quoted in ti206Report to Congress should be replicated to learn more about
current credit problems for servicemembers and their familsA protections should cover

all servicemembersetireesand veteransA Congressional mandate for such a study would
provide a framework and timeline and result in a public document to guide policymakers.

B. Finding: Restrictive definiti omdsulesnléftlobphaents u mer C
be exploited.

Lenders have exploited loopholes in the definitions of covered credit, such as styling agrayday

car titleloan as opend credit or setting a loan term slightly longer than the definitions cover,

to make higkcost loans to servicemembeils. some case$pan terns in statdaws put these

loans outside the DoD defii t i ons, s u c hmoatls mirthan term raapayday s i X
loan.The trend in internet payday lending istoward loigeg r m fAi nst al | ment 6 pa:
which places these triplgigit rate loans outside the @hy term definition in the DoD rules.

Exploiting definitional loopholes has been mpstblematic with an online payday lender and in

states where high cost loans are not prohibited unalter Istwv.

Recommendation: DoD should initiate a new round of rufeaking to modify definitions of
covered credit in order to provide consistent pradedior loans based on current product
configurations. This includes removing the tiimits in definitions for payday and car title
loans, and applying the rules uniformly to open and clesetloans.

C. Finding: Problematic Credit Products Not Includedin Covered Credit Definitions

Some credit products described as problems for servicemembers in the DoD Report to Congress
wer e not i n dnitial doasdmer cneditRiefibitiorss, including military installment

loans and renrto-own or other retailristallment sales financing. As a result, servicemembers are
still exposed to extremely high ratasd risky forms of securifynconsistent supervision at the

state level, and can still have pay drained by military allotmeh&s borrowing or financing
purchases with these creditorBhe case study in San Diego revealed retail installment sales
tactics that exploit the use of allotments and fail to provide buyerscostinformation

necessary to make informed decisions. The notorious SmamtBallyoperation near some

military bases would not have been curbed byMhé due to the narrow definitions of
Aconsumer credito as set by DoD

Recommendation: DoD rule-making should add rettib-own and retail installment financing to

A cover etdadd proteetns in the MLA, notably the use of allotments to pay for credit.
Longer term unsecured installment loans should be covered by the protections of the Military
Lending Act.
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D. Finding: Bank Credit Products Similar to Payday Lerding Excluded by DoD Rule

The Department of Defen8eirst set of regulations to implement the Military Lending Act
specifically excluded several credit products with the same debt trap characteristics of covered
payday loans, namely overdraft loans aimda deposit advance loans made by barikghe

first instance, the rules excluded any credit not required to comply with Truth in Lending Act
disclosure®r that are repaid by setf f f r om t he b otheseconéhstahee account
DoD rulesdefined covered payday loans as clesad creditwhile bank direct deposid@ance

loans are styled as opemnded. As a result, banks with branches on bases or that market
accounts to the military othase can and do make loangrigle or quadruplaligit ratesthat trap
consuners in repeat borrowing arlesecured by the next direct deposit of military pay to bank
accounts.CFA surveyed banks with emase branches and found that over 90 percent of banks
permit accountholders to optto extremely expasive overdraft loans. Three of the four banks
offering direct deposit advance loans at paylday rates have branches on bases.

Recommendation DoD, CFPB, or Congress should close loopholes in definitions of covered
credit to apply consistent proteat®to similar productsFor example, opemnd closeeend
payday loans should be subjecthie same rulesAnother way to achieve a level playing field
between bank and nonbank payday lenders is for CFPB to revise its rules to define all single
paymentioans as closednd credit, thereby briigg bank direct deposit advance loans under the
DoD definition of a covered payday loan. In the meantime, base commanders that negotiate
agreements with banks with branches on military bases should prohlmiseimancial

institutions fromoffering overdraft optn for debit card purchases and ATM withdrawals or

from making direct deposit advance loans available to covered borrowers. CFPB should require
banks to comply with the Truth in Lending Act when loanimgney to cover overdrafts.
Besidegyiving all consumers comparahtestof creditinformation, TILA coverage would bring
bank overdraft loans under the DoD definition of a covered payday loan and protect covered
borrowers from this extremely expensivedite

E. Finding: MLA Ban on State Discrimination Against Non-resident Military
Borrowers Not Effective

Congress intended for the Military Lending Act to put a haftcimestates 6 f ai | ur e t o enr
state protections witlban companies that claim to be exempt from state consumer protections

and supervision when loans are made only to nonresident military borrowers stationed in the

state. While there are differences of opinion about the application of thdistiminaton

provision of the law, DoD intrets it to mean that the naiiscriminationprovision only applies

to products defined as ficonsumer credit, o0 not
claimed to be exempt from state supervision. As a resutte military loan companies continue

to operate outside state licensing and supervision when they clamtytiemdto nonresident
servicemembers.
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Recommendation DoD or Congress should clarify that the prohibition on discrimination under

state law ohonresident servicemember borrowers is not permitted for any form of, eredit

just those products defined as Aconsumer <cred
statute provides the protection intended by Congresslamddbring instalment lenders that

targetnor esi dent servi cemember s tectiond @ad us@wyeocrate st at e 6
caps

F. Finding: Enforcement Tools Need to be Updated to Uniformly Deliver MLA
Protections

Enforcementuthorityneeds to be reconfigureditelude the Consumer Financial Protection
Bureauand the Federal Trade Commissamd to specifically authorize states to enforce the
MLA and DoD regulations. While federal prudential regulators can enforcivanyith the
banks they supervisthe CFPBand FTCcan only enforce enumerated statutes which do not
include the MLA. As aesult, the only federal agenayth authority to supervise both large
bank and all notbank payday lenders can only report violations of MLA to others who may or
may not haveuthority to take actionThe FTC enforces credit laws for nbank lenders and
should be able to cite violations of the Military Lending A&ll states are not authorized to
enforce federal laws, including theilvary Lending Act. While fivestateshave enacted specific
authorization to enforce MLA and DoD rules, it is typically on a product by product basis.

Recommendation The Consumer Financial Protection Bureaul the Federal Trade
Commissiorshould be given enforcement authority for the Military Lendingl®yc€Congress.

In the interim, aMemorandum of Agreement between the Department of Defense and CFPB
could be explored to provide coverageéFPB was created after the MLA was enacted and
should be given the same authority that prudential regulators now have to enforce the law.
CFPB should be added to the list of federal agencies to be consulted when DoD considers
revisions to its rules. The CFPB OffioéServicemember Affairs is expectaxbe a key asset

to DoD in monitoring credit problems for servicemembers and their families.

Recommendation_State legislatures should amend their state general credit laws to explicitly
authorize state regulators and state Attorneys General to ertferbélitary Lending Act and
DoD regulations for all forms of creditibject to state jurisdiction

G. Finding: Ban on Securing Loans with Allotments DesNot Apply to All Forms of
Credit

The baron securing loans by allotment from military payly applies to the products defined by

DoD as Aconsumer credit, o not to the-toiownstal | m
transactions routinely paid by allotment. This form of wage assignment is not curbed by the

Federal Trade Commisgiod s Cr e di t whahdoed notamply to Payrolleeduction

plans Defense Financial Accounting System (DFAS) sudermit servicemembers to obligate

up to all of their military pay via allotment before pay is depositedér v i ¢ e bemkmb er s 0

12



acounts. There is no limit on the types or reputations of lenders that can take payment directly
from military payby allotment Because the ban on securing loans via allotment only applies to
defined products, the protection provided by Congress is imtg Bpplieduniformly to allcredit
providers that use this form of payment.

Recommendation No creditor should be permitted to make payment by allotment mandatory
to receive creditDFAS and DoD should reexamine the use of allotments for payrhent o
comnercial credit to determine this program is still necessary in the era of electronic funds
transfer from deposit accounts with federal protectigh&overnment Accountability Office
study of the use and impactmfndatory and discretionagflotmentsto pay for consumer credit
would be a positive first step.

H. Finding: The Military Lending Act Has Had a Major Impact on the Policy Debate
about Predatory Small Dollar Lending and Was a Major Factor In the Reversed
Trend in States Legalizing Payday Loans

The Military Lending Act continues to have a great impact on theydgbate about predatory
smaltdollar lending at both the state and federal level. Following the Congressional debate and
bi-partisan support for the ML& 86 percentinnualrate c@, bills were introduced in both

houses of Congress to impose a federal usury cap on all credit to benefit all borrowers. While
these bills have yet to be enacted, the-pisf period saw heightened attention to the cost and
terms of credit. Congress gathe Consumer Financial Protection Bureau authority to supervise
payday lenders, regardless of size, and for the first time established a federal agency to supervise
both bank and nonbank lenders. Policy set by the federal Military Lending Act has been
influential in state legislative and ballot campaigns to curb predatory payday lending. A key
advocagy priority in all state credit reformampaigns has been that states should provide all
Americans with the protections against predatory lending that €ssig@nacted for

servicemembers and their familieSo far voters in Ohio, Arizona, and Montana have gone to

the polls to enact similar rate caps on srdallar loans and no state has enacted legislation
authorizing highcost payday lending since the Miry Lending Act was enacted.

Recommendation: Congress should extend the protections of the Military Lending Act to

benefit all Americans. This would include a reasonable federal usury cap, a prohibition on
securing |l oans wit h \Jeloctetitlesyebarsod mandatory arldt@atoro u nt s
clauses, and safeguards for essential family assets and funds in deposit accounts. By extending
MLA protections to all, creditors would no longer have to determine whether borrowers are

def i ned aastivadotyserecereethbers and veterans and retirees would receive the

same protectiaas activeduty personnel.
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1.  Servicemembers Still Need Protection from Abusive Credit Prodcts

Just & the Department of Defense reported to Congress in 8@&emembers remamprime
market for credit providers that cluster around military bases and promote credit targeted at the
military outside the base gatewa the Intenet. Several factors make servicemembers attractive
to lenders.

A. Servicemembers as consumers of credit

Servicemembers have a steady paycheck and are not likely to be laid off during a regession

the downturn in the economy since 2008 has left militamjlfas financially strained In the

2010 Military Family Lifestyle Survey Report Analyisorty-one percent of respondents listed

pay and benefits as one of top three military family life issues. Of that group of respondents,
eighty-four percent said they have trouble making ends meet or felt military pay was low.
Financial pressures uniqtee military families include nomeimbursed moving expenses, loss of
spouse income due to frequent moves or deployment, and expenses of maintaining houses that
cannot be sold when a servicemember is ordered to move to a nevDibapecific concern are

the junior enlisted troops whose salaries are below the national povert{ level.

The recession and tough economyextitress to military familiesThe National Military

Families Association lists three main financial stressors: Lack of employmentwppes for
spouses who give up jobs due to change of station and who encounter barriers with licensing or
other employment requirements in a new locafiangerwater mortgages and inability to sell
thehome whera servicemember gets orders to move; agitrans who have less of a safety net
and encounter varying criteria for help from nonprofits that assist veferans.

FINRA issued a report in 2010 analyzing the financial capability of U.S. military personnel
which found thabver a third of surveyedgervicemembers report having difficulty making ends
meet while only half have emergency savifigehe study found that over twenfiye percent of
military families owe more than $10,000 in credit card debt and over half of enlisted personnel
and juniog non-commissioner officers reported making only the minimum payment on credit
cards in some month$INRA found that one in fouresvicemembers with checking accounts
reported overdrawing their accounts while tweote percent used higtost, norRbank

borrowing such as paydatax refund anticipatiorgr car title loans in the five years prior to the
survey. Since the survey time period overlapped the implementation of the Military Lending Act

®2010 Military Family Lifestyle Survey, Blue Star Familiesyw.BlueStarFam.orgralls Church, VA.

62010 Military Family Lifestyle Survey, Blue Star Familiesyw.BlueStarFam.orgralls Church, VA.

" Military spouse unemployment rate of 26 percent is more than twice the national average. See Annie Gowen,
ATroops Reach Out f or e Washitg®reRbiNovember 83e20X1l. Fami | i es, 0
8 Interview with Katie Savant, National Military Families Association, November 17, 2011.

FI NRA I nvestor Education Foundation, @Fi inBxacative | Capabi

Summary, page 123, October 2010
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which banned payday and car title loans, it is not possildetayrmine if those loans were
obtained before the rules took effect October 2807.

Servicememberare required to have bank accounts into which their pay is direct deposited
making them susceptible to credit products based on access to depositactmimas payday
loans, overdraft loans, and direct deposit advandestudy of Air Force personnel found that
Apayday | oan ac credscsg decliresinjcbgarformvanteffinanceal distress,
and/or severe misbehavior: While the Military Lending Act was implemented to prohibit
some forms of payday loans to be made to covered military borrowers, protections are not
uniformly applied to lookalike products.

Servicemembers can pay for loans and purchases via the nalistrgent system which makes

lending to these borrowerslativelylow-risk for retailers and loan companies gaihaps too

convenient to sgicemembers Creditorswith an allotmengre first in line to be paid before

military pay is deposited to the ser ¢ e me mb e r 6 s Allotments asgpaymentufan t .
commerciakredit aresimilar towage assignmest butas payroll deduction paymerdase not

coveredby he Federal Trade Commi ssionbés Credit Pr e
with wage assignnmas that cannot be cancelled.

Servicememberare subject to the Uniform Code of Military Justice and must keep their

finances in order to maintain security clearancéfancial misstepare a leading cause of
problemsfor keeping a security clearance, especially as the Pentagon draws down force strength.
As long adendes or mercharg knowt h e b o rankotkeg kndwsthe income level of the
customer to help shape their offeGteditors also knowhatthey cancalldo or r ower 0 s
commanding officer to report nggayment. A CFA consultant was toldy a lender outside the

gates ofFort Leonard Wood in Missouri that a larger loan would be made to a sibldidrer

civilian husbandince the lender could call the commarmpafficer to make sure the loan was

repaid.

Servicemembers mayave the only secure paycheck among their extended family, particularly
in times of recession. CFA was told by counselors that servicemembers are often called on by
their families to supportimily members or to pay for funerals for relatives. While we are not
able to quantify the extent to which young servicemembers are called on to support more than
their ownimmediatefamilies, concern was raised about this at the bases we visited.

Serviemembers can be relatively inexperienced consumers with young families and pent up
demand for products and services that can be purchased on @ledg.to two million children

have one or both parents servi nngseAllmnce®he mi | it
YEINRA I nvestor Education Foundation, FfFi nameecuave Capabil
Summary, 0 October, 2010.

“"sScott Carrell and Jonathan Zinman, #Aln Harmdés Way? Pa)

Working PapeNo. 0818, Federal Reserve Bank of Philadelphia Research Department, August 2008.
12 \www.americaspromise.org/militaryfamiliefst visited December 6, 2011.
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Forty-three percent of activeuty servicemembers have children (2009 Department of Defense
Military Demographics Table).

Military bases areftenlocated in states with lax consumer protectio@tates with the largest
activeduty military populations are Californiayirginia, Texas,North Carolina, Georgia,
WashingtonFlorida,Hawaii, Kentucky, South Carolina, Maryland, Kansas, New York, and
lllinois.™® At least one form of extremely higtost credit is authorized in all but threfethose
statedNC, MD, NY).

Financi al problems are a | eading cause of com
Military Sentinel complaint databas#lilitary consumers report more problems with (1) identity

theft, (2) debt collection, (4) antgage foreclosure relief and debt management as four of the five
highestcomplaint categories in the Military Sentinel database at the Federal Trade Commission

for 2011. The latter two complaint categories ranked thirteenth highest for the general

popuhtion, indicating that servicemembers continue to lasfroportionateredit and debt

problemst* Younger servicemembers i1 throughE-9 military pay grades filed8 percent of

complaints with Consumer Sentinel Network for those who reported thegrpdg">

B. Security Clearances Impacted byFinancial Issues

TheDoD Repat to Congress justified its call factionagainst predatory lending in palte to

thesudden jump in the loss of security clearances arbasds in California which was

attributedto the clustering of payday and other highst short term lenders around the gates to
bases. As part of CFAOGs evaluation of the im
information on the loss of security clearances due to financial problems.

While canparable information to the DoD Report to Congress on loss of security clearances due
to financial problems is not availalle us a comparison of annual reports from the Department

of the Navy Personnel Security Appeals Board provides one measurepobtilelempact of

curbing predatory payday, car title, and tax refund loans to adtityeservicemembers and their
families. In 2006, the year before the MLA rules took effect, the Departmerd bliavy

reported that fiftysevenpercent of issues prewst in denied appeals of revoked security
clearancesor the Navywere due to financial problem3.he next most significant isssievere
personal conduct (20%), criminal conduct (9%) and alcohol and drugs (9% comiBitfe).

2010, the proportion of deniédhvy appeals due to financial problems viagy-nine percent,

with thenextclosest problem personal conduct at twesrg percent! Even more markedly,

13 www.americaspromise.org/Odork/Military -Families/StateData.aspxlast visited December 6, 2011, quoting

the Department of Defense 2009 Demographics Report.

“Federh Trade Commi ssion, fAConsumer ®Derteimbelr ROtlVqgrok FRdtr a
2012.

15 ETC Sentinel Report, page 18.

18 Department of the Navy, Personnel Security Appeals Board, CY 2006 Activity Report.

" Department of the Navy, PersonSalcurity Appeals Board, CY 2010 Activity Report.
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the number of denied appeals dropfred 426in 2006 to 298 in 2010, despite the recession
and financial market turmoil in recent years.
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IV. History of The Military Lending Act and DoD Regulations

The groundswell for action to protect servicemembers from payday lending and other forms of
high cost credit began in the | ate 199006s. wW
lending held by Senator Joseph Liebermalatiea1999, representativesoin the Pentagon

attended and requested suggestions for steps to be taken to protect their personnel from predatory
lending. CFA met with Department of Defense financial readiness staff, spoke at conferences

for military financial counselors, armbmmunicéed concerns with military relief society staff.

While concern was widespread, an action plan for policy changes did not emerge.

An academic studyas publishedby professors ChrispherPeterson and Steven Graves that
demonstrated the clustering of pay lenders in proximity to military bases and showed the
disproportionate concentration of lenders near hasakingthis issue very visiblé® The maps

and analysis were widely quoted, shared with key members of Congress, and became part of the
report he Department of Defense later issued to Congress.

When Senator Elizabeth Dole-{RC) was unable to get substantive reform language included in

a defense authorization bill, she succeeded imgadrequirement that the Department of

Defense conduct a sty of the impact of predatory lending on service members and their

families and to deliver thaeport to Congress. ThiReport on Predatory Lending Practices

Directed at Members of the Armed Forces and Their Depentfistaied in 2006, was the

subject of a Senate Banking Committee hearing and made the case for an amendment sponsored
by Senadr Bill Nelson (DFL) and Senator Jim Tale(R-MO) that was added to the John

Warner Defense Authorization Act of 200&.similar bill had been introduced in the House by

Rep. Sam Graves (RO).

The TaleriNelson amendment capped rates at 36 percentid¢hirRling fees and other cosid
prohibited loans secured by bank accounts, vehicle titles, and military allotments along with
disclosure requirementdt specifically excluded mortgage lending and auto sales financing from
coverage. Banks were not excluded by CongréatentNelson was supported by a large
coalition ofover seventynilitary and veterans groups, consumer anamooinity organizations,

and the public. A bpartisan group of Senators urged the conferees to include -NeégTn in

the Conference Committee version of the defense authorization law that was voted for by both
houses of Congress and signed into law tesident George W. Bush.

The Secretary of Defense was given authority to write rules to implement what became known as
the Military Lending Act, notably to define the specific terms of consumer credit subject to the
protections of the law. Followingp¢ Administrative Procedures Act, DoD asked for comments

B“peterson, Christopher L. and Graves, Steven M., APred:
of 6Paydayd Loans in Military Towns, 0 66 Ohio St. L.
¥y, s. Dep 6t . ormPreddioeyfending RracticesrDirected at Members of the Armed Forces and Their

Dependents, 51 (2006yww.defenselink.mil/pubs/pdfs/Report_to_Congress_final.pdf

« D
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before drafting proposed rules, accepted comments on a proposed set of rules, and issued final
rules to take effect October 1, 2007. The law gave DoD a relatively short period of time to
develop rués to implement the MLA.

CFA and other groups commented at each opportunity and urged DoD to define covered credit
broadly to extend protections samilar forms of highcost credif® The final rules used narrow
definitions for payday and car titledns and excluded bank overdraft and direct deposit advance
loans. While the Report to Congress described problems caused by military installment lending
and rentto-own retail sales financing, those products were not defined as consumer credit for
purposs of the initial set of DoD rules.

Final rules adopted pr oviowbedksubpa to thenprotectionaasf of
the law, definitionsofi c o v er e d #&nd pravided grocsss for identifying covered

borrowers?* Advocates felt thathe DoD rulestoo narrowly applied the protections of the

Military Lending Act. Payday loans are defined as clesed loans secured by checks for up to

91 days in duration. Car title loans covered by the law are defined as-elobémhns for up to

181 days secured by the borrowerdés vehicle ti

These definitions lefbut operend payday and car title loans or loans structured with slightly
longer durations to evade the protectiolsaddition, the rules excludeentto-own and
installment lending altogetheComments filed by the American Bar Association as the
Department cafted its rules expressedncern that the proposed regulationsildalilute the

intent of the MLAto provide necessary protections. Specifically, the ABA pointed out that
military installment loans and retd-own, both included in the DoD Report to @oess, were
not defined a? Justbefore ¢he fastiround oérdlds tvas émplemented in 2007,
the head legal officers for all branches of Service sent a memorandum to the Undersecretary of
Defense for Personnel and Readiness, urging expaodedage of all the products described in
the DoD Report to Congress to include fErown and military installment loarfé. An official

at the National Military FamilyAssociation noted whelRoD rules were issuad 2007that

22 CFA, Consumer Group Statement on Proposed Department of Defense Predatory Lending Regulations, April 11,

2007, at

http:/Mww.consumerfed.org/elements/www.consumerfed.org/file/finance/Military Lending_ DOD_Proposed_Reg_
Comments41107.pdf

See al so, CFA, iConsumer Group Comments to the DoD on
Consumer Credit Extended to Servicemebs and Dependents, 0 June 11, 2007, at
http://www.consumerfed.org/elements/www.consumerfed.org/file/finance/DoD_Comments_Final061107.pdf

132 CRR Part 232.

%2 American Bar Association, Letter to Department of Defense Re: Limitations on Terms of Consumer Credit

Extended to Service Members and Dependents (R0OT5-0S0216; RIN 0790A120), June 11, 2007.

% Memorandum for Under Secretary of DefenseMersonnel and Readiness, Re: Implementation of Section 670

of the FY 2007 NDAA, signed by Jack L. Rives, Major General, USAF, The Judge Advocate General; Bruce E.
MacDonald, Rear Admiral, JAGC, USN, Judge Advocate General of the Navy; Scott C. BlaakQdaeral,

USA, The Judge Advocate General; and James C. Walker, Brigadier General, USMC, Staff Judge Advocate to the
Commandant of the Marine Corps; August 29, 2007.

19


http://www.consumerfed.org/elements/www.consumerfed.org/file/finance/Military_Lending_DOD_Proposed_Reg_Comments41107.pdf
http://www.consumerfed.org/elements/www.consumerfed.org/file/finance/Military_Lending_DOD_Proposed_Reg_Comments41107.pdf
http://www.consumerfed.org/elements/www.consumerfed.org/file/finance/DoD_Comments_Final061107.pdf

instead of clamping down garedatory lending, the Defense Department had chosen the least
restrictive measures.

“Kar en Jowers, fLaw r e sArmyiTimésSeptémbenild, 30071 oan options, o
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V. Impact of MLA on CoveredConsumer Credit

A. Finding: MLA Largely Successful in Curbing Abusive Lending as Defined by DOD

To evaluate the success of the Militdugnding Act rules in curbing predatory payday, car title,

and tax refund loans, CFA conducted visits to four military bases, surveyed federal bank
regulators and state credit regulators, and surveyed the availability of covered loans online. We
also askedhilitary relief societies if their case loadeflected significant changes in requests for
assistance due the ban orthese loans and asked California State University geographer Steven
Graves to created maps showing the location of high cost lenders near military bases.

As a result of this faefinding, CFA can report that the Military Lending Act has been
largely suaessful in curbing, but not éiminating, predatory lending for products covered
by the DoD rules implementing the law.We discuss our findings for each of the threge/of
credit defined refund anticipation loans, storefront and online payday loadsgar title loans.

1. Refund Anticipation L oans

Loansmade by bankand sold by tax prepareterminatel at the end of the 2012 tax seasdue

to actions taken by thiRS and bank regulatardn 2008 the first year after the DoD rules

defining refund anticipation loans as covered cridik effect, H&R Block soldatax refund

loan that met th86 percent MAPRnterest rate threshoklat fewer than 150 offices in the®)

and in Europe near military bas@sThe Block military refund attipation loanwas not
extendedafter2008d ue t o objections by HSBC, Bl ockds ma
arrangement with another bank to make lower cost RALS to servicemembers

Data from the IRS evaluated by the Urban Institute demonstratebehdi A rules were

largely effective in halting the sale of tax refund loans to servicemembers. In tax year 2005, the
Urban Institute reports that 168,200 servicemembletaineda refund anticipation loan, with

another 221,900 using a refund anticipatiheck. Their review of IRS data noted a 90 percent
drop in the use of RALs after the MLA rules took effect to just 15,700 in tax year 2008. This 90
percent drop is much steeper than the 15 percent overall decline of RAL borrowing among all tax
filers 2

As of tax season 2012, only one baRlkepublic Bank & Trust, remained the RAL market ad

that banksettled arenforcement action by the Federal Deposit Insurance Compugngn
agreement to exit the RAL business following the 2012 tax sedepullic Bank and Trust
offeredrefund anticipation loans in 2012 at Jackson Hewitt and Liberty Tax Seotitdess As

a result of the FDIGettlementafter this yearno banks will remain in the tax refund loan sector.

PALaw Limits Tr ooeResféu nQlp tinopainsssFetwuary I a22808.

% Brett Theodos, Rachel Brash, Jessica F. Compton, Nancy Pindus, C. Eugene,StelieM¢h o Needs Cr edi t
Ti me and Why: A Look at Refund Anticipation Loans and
November 2010, p. 118, available ahttp://www.utban.org/uploadedpdf/4123@reditat-Tax-Time.pdf
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It is expected that nebank lendersnay partner with financial outlets and some preparers to
offer loans during tax season, but CFA has no information that loans meeting the definition of a
covered refund anticipation loan are being made to covered service membersiayken

Since banksare the lenders making RALSs sold via4areparersCFA verified with the federal
bank reguhtorsthat banksare examined for compliance with the Military Lending Act &aD
MLA rules.

The halt to RALs did not translate goeateruse of free tax preparation amlitary bases. IRS

data show thahe number of military consumers usikgitary Volunteers in Tax Assistance

(VITA) sites did not increase following implementation of the MLA. In 2007, IRS SPEC data
showed 293,023 useo$ Military VITA sites. That volume declined to 229,419 using Military
VITA sites in 2009’ It could have been expected that the use of free tax preparation on bases
would have increased once refund anticipation loans were no longer available to anonadas

of payment for tax preparation out of logroceeds. his drop in the use of free drase tax
preparatiormay be due to one of several factors. Fundingfoutegal assistance staffay

make onbase VITA sites less availableerSicemembersan usdree tax preparatimand filing
options available at the Military OneSource web&ithe IRS Free File prograor other free
options.A growing number of servicemembers are using refund anticipation ch€bkdJrban
Institute found that some military filers switched from RALs to RACs following the MLA
restrictions. A refund anticipation check (RAC) is a direct deposit product to deliver tax refunds
from the IRS to the taxpayer and also provides a methddlaying payment of tax preparation
fees until the refund arrives. The Urban Institute reported that the number of servicemembers
taking a RAC jumped fifty percent in tax year 2008 or 335,400 RACs sold. This increase can be
compared t@ twenty percentse in the use of RACs that year by all taxpayers.

Since servicemembers are required to have an account at a financial institution into which their
military pay can be direct deposited, there is no reason to pay extra for direct deposit of tax

refunds fom the IRS via a RAC. In the case of banked taxpayers, the probable reason for

buying a RAC is to defer payment of the tax preparation fee until the refund is received and the

fees are deducted before the remaining refund is delivered to the taxpdkes.isithe case for
servicemembers, the use of RACs is simply a loan to cover the cost of tax preparation. RACs
cost about $30 in 2012 to Aborrowd the typica
closedend loan, a RAC costs abotlt4 percent APRor a twoweek loan of the tax prep fé&.

Recommendation DoD financial education efforts and Military VITénd OneSourceutreach
should emphasize the savings of free tax return filingte@dpeed odirect deposit of refunds

2 |RS Nationwide Summary, SPEC Returns Database, 2007, 2008, and 2009, on file with CFA.

BAH&R Bl ock At Home Online Free Tawwwhilithryomegour&enilvi ce End :
2 Urban InstituteWho Needs Credit at Tax Time and Why: A Look At Refund Anticipation Loans and Refund

Anticipation CheckdNovember 2010p. 18.

®chichiwuandédan Ann Fox, fAThe Part y @ut Traps Remairf far Unw@w i c ki e Tax
Taxpayers, 0o National Consumer | aw Center and Consumer |
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to servicemembedsccouns. This switch from using RAGs using direct depositould save
servicemembers the costwinecessarRACsnow deducted from their tax refunds. The
335,400 military RACs taken in 2009 at the $30 fee charged in 2012 cost servicemembers
$10,062,000 irompletely avoidable expersse

2. Payday loans at stores

Payday loans provided from brick and mortar outgigear to no longer be widely available to
servicemembersalthough military borrowers are still encountering this prodathe and at
somestores

Survey data does not paint a clear picture. A shydyINRA that overlapped the datdgen

MLA protectionstook effectfound that seven percent of surveyed servicemembers reported
using payday loans in the prior five yeaFurther surveying is needéal determine the rate at
which covered servicemembers got banned payday loan®ptmdier2007. It is our
understanding that the Department of Defense has not replicateddiyetimDefense Manpower
Active Dutysurvey conducted for the 2006 ReporCiongress to measure current use of banned
products, including payday loan#. fresh look at current use of credit products would aid
evaluation of the impact of these protections and point to new and remaining problems to be
solved.

Payday lending is noauthorized in thirtythree states with the remaining seventeen states and
the District of Columbia either prohibiting this form of lending or setting a much lower rate cap
than the industrpusinessnodeluses As a result of state law and ballot initietichanges, the
number of payday loan stores has declined since 2006 and was reported by industry analysts at
19,700 at the end of 20%b.

Some statedefi ne a -fipmpegdalyoan i n a tmaDoDMLAruehat does
definition, such as Coloradohere loans have a minimum sixonth termand are repaid in

installmentsand Virginiawheré ender s caendakpafidaenl oans with
compliance witlthe state payday law or DoD regulatiomhe Colorado regulator reports that

lenders @ not appear to be taking advantage of the definitional change and are still asking the

DoD coveredborrowerquestiors on loan applications. A visit by CFA to a leading payday

lender in Tidewater Virginia found that staff claimed to screen out militgwiicamts for open

end loans, but CFA was not able to get a loan application to verify.

CFAO0s interviews with financial counselors, a
the countryconsistentlyfound thathe MLA protections were largely effective, with a much

smaller incidence of problems caused by using payday and car title loans. Financial staff noted

that military consumers can still get payespe loans via the Internet and that other Fagbt

credt products now caused ovgrdebtedness problems, including retail credit sales paid via

David Burtzlaff, fAPayday Loan Industry, o Stephens I nc.
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allotment from military pay, larger military installment loans, and bank overdraft and direct
deposit loans. In talking with legal officers at four baSese learnd that few if any cases
involving payday or car title loans were being heath auto financing cases being a priarity
One caveata this generally rosy picturs that there may be a great reluctance by
serviemembers to report problems from usb@amed credit products. One counselor told us
that her clients oftehave a block of unexplained debthich may reflect problems using
covered loang®

Relief societies are private charities that provide financial counseling and assistance to
servicememberand their families. The impact of the Military Lending Act can be measured by
the before and after statistios requests for assistanftem the Navy Marine Corps Relief

Society. The number of acthduty and retired Navy clients involved in payday lexddropped

from over 1600 in 2006 to less than 400 in 2008, the year after the protections tookTeféect.
annual assistance provided by NMCRS to those snared by payday loans shrank from more than
$1 million in 2007 to just $168,000 for most of 2011thamost of this aid going to military

retirees not covered by the MLA. Air Force Aid counselors at Latay reported few problems

with airmen getting covered payday or car title loans and satisfaction with the availability of

their Falcon loans as a wetoe alternative.

At Fort Leonard Wood, we heard about the continued availability of loans at stores in towns near
the base. Qunselors knew of cases where prohibited loans were still obtained, either because
military spouses falsified applications or because smaller letabatedaway from the gates to

the base continued to make loangovered borrowersOne Army Emergencielief staff

person estimated that ten percent of her caseload was due to situations causeediyittriple

payday loan products, basedimr contacts with soldiers.

The National Military Families Association reports getting fewer calls from adting
servicemembersd families due to credit distre
nonprofit groupalso receivesalls from veterans with financial problems not impacted by the

MLA protections®

State credit regulators also note a drop in payelaging to servicemember§Vashingtmb s
Departmenbf Financial Institutions issuesdetailed annual report on payday lending by
licensees and includes data on the number of loans made to servicemembers. Washington
reported a sharp drop in payday boriogvby the military for 2008, the first full year after the
MLA rules applied. Almost 12,000 payday loans were made to military borrowers in

32 MLA Base Case Studies, on file at CFA.

33 CFA interview with NMCRS staff, Norfolk, VA, September, 2011.

Adm. Steve Abbot, ACFA Financial Services Conference, ¢
35 CFA conversation with NMFA, November 2, 2011.
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Washington in 2006, almost 10,000 in 2007 and 868 in 20®8, 2010, Washington payday
lenders reported only 13tilitary borrowers out of a total of 280,587 unique custoriiers.

CFA surveyed state credit regulators and asked if the payday lenders in their state complied with
MLA rules. Regulators responding to the survey noted gdpevalespread compliance,

corrective actionaken during examinations, and few enforcement actions taken for violations of
the MLA is examned in detail irthe Section on enforcement.

3. Payday loansvia the Internet

Internet @myday loans secured byelectro c access to borrowersd bank
by the MLA as defined by DoD. While loans made via the internet are subject to state

supervision and consumer protections in the states where borrowers obtain the loans, state
regulators have a moréfitult task of identifying scofflaw lenders and enforcing state

protections.The emerging use of tribal sovereign immunity claagainst state enforcement

online lenders undermines the ability of s¢datepolice the payday loan market, includstgte

enforcement of MLA protectionshere permitted

In 2011, CFA conducted a survey of online lenders but was not able to determine if lenders that
asked théoD covered borrower questison loan applicationstop the loan process if a
servicemembet | i cks fiyeso t o-dutynmditarygstatus dr whetherddferena ct i v e
type of loamot defined by the MLA rules iseing offered.CFA asked an industry official if

applications terminate when a borrower selects the covered borrower tabapplication and

was told that the application would be completed so that the lender could offer the borrower a
different type of loan. We are not able to verify the extenthich that happens

CFA6s survey of twenty | Altfeundrhatienderareqlieey | oan w
el ectronic access to borrowersé bank account s
borrowers supplying Social Security numhéxank account and bank routing numbers, and

other personal financial information in online dpations. Loans offered range from $100 to
$1,500, with payment/s due on the borrower 0s
thirty days. The typical cost of a $500 loan is $125 or 652 percent APR forvagloloan.

Surveyed loan cost raad from 378 percent to 780 percent APR. The default payment structure

for most surveyed sites is to pay the finance charge only, with no reduction in loan prfocipal

several paydaylsefore paying down a fraction of principal with each paymemts aresult of

this | onger payment peri od, many online | oans
that exceed the DoD definition of a covered payday I#ena result, the MLA protections do

not apply to what many consumers would view as payday loans.

®Washington Department of Financial Institutions, fA200:¢
www.dfi.wa.gov/cs/pdf/200®aydaylendingreport.pdf
37Washington Department of Financialins t ut i ons, #2010 Payday Lending Repor

BCFA, ACFA Survey of Online Pawiddeyat Loan Websites, o Aug.!
http://www.consumerfed.org/pdfs/CFAsurveigmetPaydaylLoanWebsites.pdf
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For this reportCFA surveyed thirty Internet payday loan websites that came up high on Google
searchresultsto see if loan applications consistently ask if borrowers are covered

servicemembers. We found that twenty oftthiety sites ask for military status on loan

applications visible to visitors before personal information is required to be provided. Another

five sites are silent on military statwgj t h t h e r e mapplicatiangnotfvisiblee si t es 0
beyond the first page Since CFAOs surveyor did not enter
of the application, we were not able to determine if the military status was required later in the
application. In the latter case, an applicant would have provided personaidinaformation

before seeing the question about military stalus.

An additionalrisk of going to online lenders is the abusive debt collection activity that often

starts soon after consumers apply for loans, whether credit is extended or not. @&)ce 20
complaints about debt collection harassment from callers with heavy foreign accents have
bombarded state Attorneys General offices, Better Business Bureaus, and therRBITimes

reported about a military family that applied for a loan online bcidee not to take it. Soon
afterwards, the family started receiving calls from someone who had their Social Security

number, address and cell phone number and who threatened that charges would be filed and fines
levied because the family had committedlyal activity by applying for the loaff.

Counselors report that servicemembers are still almbtainhigh-costloans via websites.

Financial counselors on and dfdse at Fort Leonard Wood report that online lending is a chief

stressor on the finaral situations of service memberyVe heard the same report at bases in

Duval County, Florida and at the Norfolk Naval ba#tas not clear if all of those loans are

covered by the Dolefinition of a payday loan (closaxhd, duration of 91 days or less) or if the

loans are structured to fall outside the definitiobenders that promote loans to the military
oninehave found it easy to r es-éendcrditttolevadetiehei r A p e
definition of fAcovered credito in the DoD rul

Military Financial (www.militaryfinancial.com) is an Internenly military lender with a
Wilmington, Delawareaddress, also operated under the name International Cash

Advance located ifortola, British Virgin Island$? It will loan up to 40 percent of a
servicemember 6s tahke ultad me epa wditealCreditop ear e
Although loan costs are not disclosed onwlabsite, CFA has on file a 2012 Line of

Credit Activity Statementhat quotes 584.68 percent APRA Military Financial Line

of Credit Activity Statement from 2010 itemizes two fees charged in addition to the

finance charge: A $20 Credit Access Fee and a $15 Transfét Kktary Financial

39 CFA survey of online payday loan applications, March 19, 2012, on file.

“Karen Jowers, fiConsumer Watch: Ne e drmaTinmleglannaPy 13, Be war y
2011.

“Military Financial fAWelcome Backod communication to Vil
“Military Financial #fALine of Credit Activity Statement,

“3 Military Financial Line of Credit Activity Statement, June 2010, on file V@A,
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notes in its AQs that it is not required to comply with the Military Lending Act cap of
36 percent MAPR since that cap only applies to clasetipayday loan¥.

A sailor stationed at Parris Island Marine Corps Recruit Depot became indebted to
Military Financial when his wife took out a loan online. The loan cost 584.68 percent
APR. For a ongnonth $415 extension of credit, the sailor was billed $93.06 finance
charge for a total required payment of $170.92. The lender warned that it would
automatically debit his bank account for the $170.92 if payment was not received on the
monthly due date. As a result of the extremely high interest, the servieememed @
another, slightly less expensive military installment lender to pay off the original line of
credit. The new loan stated an APR of 80 percent for a $1,500 loan with a $731.03
finance charge (loan fee $600 and interest $131.03) for a total $2,231&@rirms"

Since DoD relies on state credit regulators to ensure compliance with the Military Lending Act,
theindustrytrend to a business model that evades enforcement of state laws may undermine
progress made to date. A growing number of online leraterslaiming affiliations witiNative
American tribes to clairtribal sovereign immunity from enforcement of state laws. States
including California, Colorado, West Viiga, Missouri, and Maryland have litigatéukir

ability to enforce state payday loand installment loan laws with online lenders that claim to be
immune due to various connections to tribes. To the extent this latest tactic to evade state usury
ceilings and rate caps succeeds, the Department of Defense will not be able to rely on state
regulators to police the payday loan mark&ince the Consumer Financial Protection Bureau
does not have direct authority to enforce the Military Lending Act or to set a national usury
ceiling, the enforcement optiomsvolving nortbank lenders subjetd the MLA will be limited.

4. Car Title Loans

The 2006DoD Report to Congress included car title lending in the list of predatory lending

products that cause morale and stresblpms for the military. Loans secured by title to the

bor r owe r tgpscallycest 30@ dereent APR, are structured as single paymein ami

l oans, and result in repossession of the borr
renewed each month.

Loans secured by title to a vehicle owned by the borrower areradti in less than half the
states. In two states, Alabama and Georgia, title lending operates under the state pawn law,
resulting in no statéevel supervision of title lenders for compliance with the MLA. Former
Georgia Governor Roy Barnes sued & tiéinder for violation of the Military Lending Act in late

* https://www.militaryfinancial.com/Fag.asmisited 9/20/11
%5 Case File from military charity on file with CFA.
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2011 Although that litigation is far from completed, the courts have rejected a claim by the
l ender that argnatwubjecttd thetMilitary LLeodang Act.

Under some state lawthe car title loan product is not definedmatch the DoD definition for a
covered car title | oan. For example, Arizona
requiring that the loan be secured by the title to a-fmaigiehicle. Since thesedas costing

over 200 percemiPR are made to anyone witlvehicle registration, it does not come under the

MLA definition which requires a title A bill to require Arizona title lenders to comply with the

MLA and DoD rules was rejected by the Arizonaiségure.

Openend car title loans are not subject to the MLA as defined by Dofle lenders in Kansas

structure loans as op@mded to charge higher rates than the small loan laws permit for licensed
lenders in that statdJp until the fall of 2010, ar title loans in Virginia were claimed to be

openrend fAimotor vehicle equity Iines of credito
percent APR cap on closethd small loansFor exampl e, a AMotor Vehic
Credito fr om aanel¥$800at 365 parcemt ARRMaEsed o title to a 1998 Nissan
Maxima. Theminimum monthly payment was mosthterest plus five percent of the loan

principal?’ Since the Virginia opeend car title loans were not subject to the Diefinition of

a covered car title loan, servicemembers stationed in Virginia were not protected.

Underlegislation enacted in 2018 Virginia law nowauthorizes car title lending costing to

264 percent APRindpermits loan terms up to one year while DoD definition of a covered

car title loan only applies to loans with a term of 181 days or less. A twewnéh $700 car title
loan at the maximum rates permitted in Virginia costs $2,548 with monthly payments of $212.
Fortunately the Virginia legiature prohibited car title loans to servicememB&rshis is not the
case in Texas. ThBexastitle loanlaw that took effect in 2012 requires title lensléo compy

with MLA but does not requirthat loans be structured as defined by Dobe subjecto the

MLA protections

Financial counselors and consumer attorreyge reported t€FA thattitle loans are being
made to servicemembers. Examples include:

1 The spouse of a servicemembeNirginia obtained a car title loan for $1200, payable in
twelve monthly installments totaling $3,248.40. The finance charge was $2,054.22
the quoted APR was 240.03%. A $6 lien fee was added to the loan proceeds. The loan
was secured by the titte her \ehicle and the contract includadnandatoryrbitration
clause and prohibitggiarticipation in a class action lawsuit. Under the DoD definition of
a covered car title loan, this loan is not prohibited, although the Virginia law bans car title

“® Jason M. Cox vs. Community Loans of America, Inc., Alabama Title Loans, liwd.ACtion No. 4:1-CV-177-

CDL, United States District Court for the Middle District of Georgia, filed November 11, 2011.

" Contract for Motor Vehicle Equity Line of Credit Agreement, dated May 7, 2010, on file with CFA.

“8 Chap. 21 of Title 6.2 Code ofiginia

49VirginiaPovertyLawCente‘ract sheet fiNew Law Took Effect October 1,
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lending to the military. It is not apparent from the contract on file with CFA whether the
lender was told the military status of the borrower.

1 Jason Cox is an-k Staff Sergeant in the Army and Purple Heart recipient with five
children. He is stationeat Ft. Benning, Georgia, and has had two deployments to Irag.
He needed money for a family emergency and went to a title lender to repay a debt to a
family member. The onmonth car title loafrom Alabama Title Loans, Inaf $3,000
cost 146 percent APR, secured by the title to a 2002 Dodge Dur@mgomonthly
contract shows a $360 finance charge on the $3a@00fbr a total duef $3,360>* Cox
paid to renew the loan for over a year but lost the vehicle to repossessiagust 2011,
losing both the vehicle and all the money paid to avoid repossession. Since title loans are
made under the Georgia pawn law, lenders are not required to return any residual value
after a repossessed vehicle is sold. The lender maddaepediection calls while the
soldier was at work and demanded the use of arbitration, claiming that the Military
Lending Act does not apply to the transactioh. Cox has filed a class action lawsuit
against the title lender, claiming that the loanlafed the Military Lending Act?

1 An E-8 Master Sergeant, stationed at Ft. Benning, GA, has been paying on a car title loan
his wife obtained while he was deployed to Iraq to pay for bills and food. The loan from
Georgia Auto Pawn, Inc. was for $618, lwé finance charge of $77.25, or 152.08
percent APR. The onmonth title loan was secured by a 1994 Chevrolet Camaro. After
a year of payments, the loan principal has barely been reduced and repossession has been
threatened?

1 An E-5 Sergeant in the Mares, statioadat NSB, Kings Bay Georgia, got a title loan
from Georgia Auto Pawn, Inc. in late 2010. One loan fgb®8 has a finance charge of
$189.37 for an APR of 152.08 percent. The loan was due in full in one month and was
secured by a 1999 Jeepa@d Cherokee. He has extended the loan month to month for
almost a year?

In some cases, servicemembers are getting car title loans that fall outside the definitions of
covered loans.

1 SSGT who has beeamnactive duty Marine for 18 yearsbtaineda car title loan in South
Carolina in 2011 to pay debts associated with a pending divorce. He presented his

% Contract for Motor Vehicle Title Loan, dated June 24, 2011, on file with CFA.

°1 Alabama Title Loans, Inc., contract, dated July 2, 2010. Matdeitg August 1, 2010. Contract includes an
arbitration clause.

%2 Jason M. Cox vs. Community Loans of America, Inc., Alabama Title Loans, Inc., Civil Action NeC¥11T77-
CDL, United States District Court for the Middle District of Georgia, filed Noveritie2011.

%3 Electronic communicatio f r om s o | dlanearyd8, 2042 Cantrant enyfile with CFA.

“Electronic communication from Marineds attorney, Janu:
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military ID when applying and got a Smart Choice Title Lo&d$1,615, including the

$15 lien fee, secured by a 1998 Ford Expedition. The finamaeye is $15,613.48 and

the payment schedule calls for 32 monthly payments totaling $17,228.48. The APR on

the contract is 400 percen, he Mar i neb6s vehicle was reposs
afford another $300 paymenBecause the car titlean £rm exceed$81 days, it is not

covered by the DoD Military Lending Act proteans. The contract includes a
mandatoryarbitration clausé

1 A servicemember in San Diego got a car title loan from Check Cashiers of Southern
California, Inc., dba USA Ché&s Casher as brokered by 800LoanMart. The loan was for
$2,604 which included a $19 DMV Lien Fee and a $75 Prepaid Loan Fee for a loan just
over the threshold for the small loan rate cap. The borrower was required to surrender his
title to 1999 Ford Expetion and a copy of the keys. The borroweceived $2,510but
wasobligated to pay $4,426.68 finance chargefor a 24month loan at 124.7 percent
APR. The contract includes an arbitration clause and requires the borrower to waive
rights to pursueoparticipate in a class action lawsuit.California, title loans are
typically for over $2,500 to evade the small loan rate cap that applies to loans0df $2,5
or less, resulting itarger than typical anlbngerterm loans.

Title loan companiesolicit business on the Internet via lender and marketing websites that either
make loans directly or feed completed applications to other lenders. AevieAv of online

title loan applications does not verify whether lenders are screening out covemedss. In

June 2011, CFA conducted a Google search usin
thirteen websites that market title loans to consumers. Only three of the sites listed an actual or

an estimated figure for APR or fees to reveal & of borrowing prior to a completed loan

application. Only two of the thirteen asked if the borrower is a military servicemember although

some websites havaulti-step applications/here the lender may ask about military status at a

later point in the pplication. For those sites that stated a maximum loan term, most exceeded

the 181day term used in the DoD rules for covered car title lending.

Recommendation: CFA recommendthat CFPBand state regulatovgork with DoD to esure
all car title lendergomply with MLA rules and do not evade those rules by exploiting loopholes
in existing MLA definitions.

Recommendation: The MLA rule definitions for covered car title loasisouldbe revised to

remove the definitional loopholesither by Congress ¢inroughDoD rulemaking The MLA
protections should extend to any Aomrchase money loan secured by the tittetother ower 6 s
vehicle regardless dban term or dollar amouwlr whether the loan is structured as open or
closedendedcredit

5 Smart Choice Title Loans contract, dated Juhe2P11, on file with CFA. Electronic communication from
borrowerés attorney, on file with CFA.
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VI.  Maps lllustrate Impact of Military Lending Act at Selected Bases

The Department of Defense Report to Congress in 2006 included maps of selected bases to
illustrate the concentration of payday and other ‘ugst lenders around militabases and

noted that the maps provided ficlear evidence
focused on t h#® Thmeimhps weserpyepamdhy RreféssooSteven M. Graves,
California State University, Northridge. As reported in 2@@8nmunities with military bases

ranked among the most heavily targeted communities for lenders in their respective states. For
example, there were four times as many payday lenders per capita around McChord Air Force
Baseand h e AForhlye@is compaed to residents living in the rest of Washingstexe

To evaluate the impact of the Military Lending Act which banned payday and car title lending
starting in 2007, CFA requested Professor Graves to update maps to illustrate the current
population of paglay, car title, and military installment lenders near bases. The results show that
the new federal protections resulted in a sharp drop indoghlenders near bases in those states
that also have rate caps for small lenders, such as California. plsamsates where higtost
lenders can legally tweak their products to evade the DoD definitions of covered credit show
little or no improvement, as in Texas. Results are harder to measure in locales where bases are
part of large urban communities, siahiHampton Roads, Virginia, and Duval County, Florida.

The most dramatic change following the 2007 implementation of the Military Lending Act
occurred outside the gates to Camp Pendleton in California, where local zoning ordinances were
adopted toestrict the proliferation of payday lenders and California enacted legislation
authorizing stateegulators to enforce the MLA.

A. Oceanside, California Case Study

Reform of highcost lending in Oceanside combined the impact of federal law, state autbority t
enforce federal Military Lending Act protections, and local government action to curb the
proliferation of payday lenders through a zoning ordinance.

Oceanside, California is a coastal community of 183,000 that boasts scenic beaches, historic
architectue, and fyear r olThelitypsdocatee in northere an Diego . o
County, 35 miles from San Diego, 83 miles from Los Angeles, and directly adjacent to Marine
Corps Base Camp Pendleton, one of the busiest military bases in the United®Starep.

Pendleton is home to more than 42,000 active duty military personnel and 38,000 military family
members, many of whom reside-bfise in Oceansid&.In addition, over 23,000 reservists from

all branches of the military train at Camp Pendleton each sad 77,000 retired military

*Department of Defense, fAReport on Predatory Lending P
Their Dependents, 6 August 9, 2006, p. 10.

5" AWELCOME TOOUR CITY O CITY OF OCEANSIDE, accessed October 5, 20http://www.ci.oceanside.ca.us/

8 BGOCEANSIDE AT AGLANCE. @ITY OF OCEANSIDE, accessed October 5, 2011

http://www.ci.oceanside.ca.us/about/city.asp

%9 AM ARINE CORPSBASE CAMP PENDLETON, WUNITED STATES MARINE CORPS accessed October 5, 2011.
http://www.marines.mil/unit/basecamppendleton/Pages/Information/AboutTheBase/Population.aspx

31


http://www.ci.oceanside.ca.us/
http://www.ci.oceanside.ca.us/about/city.asp
http://www.marines.mil/unit/basecamppendleton/Pages/Information/AboutTheBase/Population.aspx

personnel reside within a 5file radius of the bas8. For over 60 years, Camp Pendleton has
been the largest employer in north San Diego Colinty.

Such a large, concentrated population drawing military paychecks makes iQeeatesnpting

location for payday lenders to set up shdm 2004, Oceanside was home to an unusually high
concentration of payday lenders for a city of its §iadilitary leaders were aware of the

dangers posed by these payday lenders to the findne@lh and operational readiness of

soldiers, sailors, and marines, and were making efforts to improve the financial awareness of
service member¥'.In Oceanside, they took more direct steps to address the particular problem of
payday lenders. In January 2007, Major General Michael Lehnert, the commanding General of
Marine Corps Installations West, addressed the Oceanside City Council on the dangers o
predatory lending to troops and requested help limiting the number of payday lenders operating
in the vicinity of Camp Pendletdh.

I n response to Gener al Lehnertdéds concerns, th
adopting changes to the Oceansi@d@ing Ordinance that would make it more difficult for

payday lenders to open new storefronts in the city. In January 2007, the zoning ordinance

subjected payday lenders to the same restrictions as banks and savings and loan establishments.
Payday lendingtorefronts could be opened in almost any commercial zone without being

subject to any kind of discretionary land use reViewResearch conducted by the city council

staff indicated that payday lenders shared many of the characteristics of other bsisihagsse

were classified as regulated uses by the Oceanside Zoning Ordih&peeifically, the city

g,

olq.

Al though the idea that payday | end e resubjgctatonmoeersp, me mber
a 2004empirical study o0 states, 1516 counties, 13,253 ZIP codes, almost 15,000 payday lenders, and 109

military bases concluded unambiguousiywe have no doubt that the military i :
payday lending industry. Aund each of the bases we analyzed, the greatest concentration of payday lenders

anywhere in the county was within a few miles of the military base. Payday lenders crowd around the gates of

military bases | i ke bear s odChrastopher b. BdaterssRredatosy rending&tie p hen |
the Military: The Law and Geogr, 6GgDRySTAOELAWIBURNAIGEYy 6 Loans |
824(2005).

“Graves and Petersoné6s empirical study date(92084) Hah22t t he
payday lenders in 2005, five more than any of the other 1661 ZIP codes in the state of California. The city of

Oceanside as a whole had 17 more payday lenders than what would be expected given the size of its population. By
comparisonthe neighboring ZIP codes of Carlsbad, California (92008 and 92009) had 3,000 more people and only

two payday lendersln 2005, there were six mopayday lenderthan banksn Oceansideld.

% See generallDEPT. OF DEFENSE REPORT ONPREDATORY LENDING PRACTICESDIRECTED ATMEMBERS OF THE

ARMED FORCES AND THEIRDEPENDENTS (2006). While noting improvements in the ability of service members to

manage their finances, attributed to increfdheeffdrtseducat i
of the Military Services to educate Service members and provide them effective alternatives, problems associated

with poor financal management will be a sourceconsiderable collateral damage unless Service members select

more positive irgrventions to relieve their financial burdens. For example, a recent study within the Navy showed

that the number of security revocations and denials for financial reasons has increased from 212 in fiscal year (FY)

2002, t0 1,999 in FY 2005 (representm@8per cent of all revocations and deni ¢
% Martha KelloggOceanside Restricts New Payday Loan Std¥esTH COUNTY TIMES, Sept. 20 2007vailable

at http://www.nctimes.com/news/local/article_5aef6a687530eb070dd7c01632a69.html

% CITY OF OCEANSIDE, STAFF REPORT ONLOCAL COSTAL PROGRAM AMENDMENT (LCPA-2-07) AND ZONING

AMENDMENT (ZA-4-07)(2007)at 1.

“ARegul ated useso are defined to include activities th:
concentrated in a single geographic area. The Oceanside Zoning ordinance defines regpddtethcludénter
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council staff found that the presence of payday lenders in a given area had a negative aesthetic
impact and was correlated with increased crime FitBasel on these findings, the city council
staff recommended that the cityods Zoning Ordi
separate business category and to classify it as a regulat€druaddition, the modifications

limited new payday lendingstablishments to specified commercial zones and required them to
obtain a conditional use permit from the city coufitil.

I n September 2007, Oceansi deods Ra&olutionN&C@unci | u
R06211, which modified the Oceanside Zoni@gdinance according to the staff

recommendation$: The modifications only affected new or pending applications for licensure of

a payday lending businesses, but they created significant hurdles to establishing these businesses.
By subjecting payday lendeis the conditional use permit process, the modifications ensured

that all new applications for payday lending licenses would be subject to a case by case,
discretionary review evaluating their compatibility with surrounding land Us&s a regulated
usebusiness, new payday lenders could no longer open within 1,000 feet of any other regulated

use busines§.In addition, new payday lenders could not be located within 500 feet of any

residential district, school, park, church, or ckilre facility

Thea ty council s modi fications to the Oceansid
reactions. Military representatives present when the changes were adopted were supportive, and
one council member expressed regret that the changes adopted did ndiegddetiminate

alia: arcades and gaming centers, tobacco and drug paraphernalia establishments, liquor stores, billiard and pool
halls, massage parlors, and adult entertainment businS&B€XCEANSIDE, CAL., ZONING ORDINANCE, art. 36
(2011).
®AMany of the [payday |l ending] businesses maintain exte
signage and/or other means of advertising causing aesthetic impacts and are subject to code enforcement compliance
actions. Crime statistics withil’5 mile of existing nostraditional lending facilities indicate a high percentage of
crime incidents within the immediate area of such establishments; however conclusions specifically tying the
criminal activities to the payday loan uses cannot be drasertalthe proximity of other potential crime
sour c e s City aRDSEANSIDEDSTAFF REPORT ONLOCAL COSTAL PROGRAM AMENDMENT (LCPA-2-07) AND
ZONING AMENDMENT (ZA-4-07) (2007)at 2-3.
® The proposal modified Article 4 of the Oceanside Zoning Ordinanocelude a new use classification defining
payday | enders as: iA person or persons that for compe]
l ending Iimited amounts of funds for a shodersweteer m agai |
then added to the list of restricted uses subject to the special, lebatied restrictions detailed in Article e
OCEANSIDE, CAL ., ZONING ORDINANCE, arts. 4, 36 (2011).
" Conditional Use Permits are a type of discretionary permit regjforecertain businesses under the Oceanside
Zoning Ordinance. Conditional Use Permits are granted by the City Planner, Planning Commission, or the City
Council after individual consideration of a proposed business to ensure that it will be designed, &whbperated
in a manner that is compatible with surrounding afieBRMIT PLANNING 0 CITY OF OCEANSIDE, accessed October
12, 2011 http://www.ci.oceanside.ca.us/fag/categmg.asp?id=35#574 he City Council Staff Report proposed
modifying Article 11 of the Oceanside Zoning Ordinance to subject new applications for licenses to operate a
payday lending business to the conditional use permitting process and to limit themetal@@mmercial and
Community Commercial zone€ITY OF OCEANSIDE, STAFF REPORT ONLOCAL COSTAL PROGRAM AMENDMENT
(LCPA-2-07) AND ZONING AMENDMENT (ZA-4-07)(2007)at 2.
ey oF OCEANSIDE, OCEANSIDECITY COUNCIL MEETING AGENDA FORSEPTEMBER17,2007at 6.
2 CITY OF OCEANSIDE, STAFF REPORT ONLOCAL COSTAL PROGRAM AMENDMENT (LCPA-2-07) AND ZONING
AMENDMENT (ZA-4-07)(2007)at 3.
:i OCEANSIDE, CAL., ZONING ORDINANCE, art 36 (2011).
Id.
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existing payday lenders.Other comcil members expressed concérat the ordinance could

not address the fundamental problems that contribute to high demand for payday lenders such as
a lack of lowcost credit alternatives for low incoriraividuals/® An opponent of the adopted
modifications expressed his belief that the changes to the ordinance were unnecessary, given
restrictions placed on payday lending to members of the military by Department of Défense.
Those restrictions were thesult of the 2007 Military Lending Act, which capped interests rates
charged to members of the military on certain types of loans, including payday loans, 8t 36%.
While praising the new protections granted by the Military Lending Act, many consumer

activists felt that they did not go far enough in protecting service members against the full range
of predatory lending practices, thus necessitating additional protections on a state and local scale
such as the zoning ordinance modifications in OcearSide.

Five years later, it appears that supporters of the ordinance modifications have achieved their
goal, a significant reduction in the number of payday lenders operating in Oceartside.

zoning ordinance only impacted new payday loan outlets, not the exagtiieg, while the

federal Military Lending Act banned payday loans for actiugy servicemembers and their
dependents. file ordinance modifications were adopted at almost the exact same time that the
Military Lending Act restrictions wnt into effect. Tie number of payday lenders operating in
Oceanside began to decrease significantly after the two changes went into effect in October
2007° I n 2004, Oc e aCsde, tveich 5 cldbestidbthe salithefh gate of Camp
Pendleton, was home to 22 payderyders>’ Today that number has been reduced to 6, a

" Martha KelloggOceanside Restricts New Payday Loan Stdie®RTH COUNTY TIMES, Sept. 20 2007vailable
at http://www.nctimes.com/news/local/article Saef6e&®7530eb070dd7c01632a69.html

®“HCouncil man Jack Feller |l aid much of the blame for the
credit unions, which he said are not meeting the small lending needs of the community. 'They need to get their act
together i 6ethevéraboeal hgl ping the community in the f
comment ed, il dm going to support this, but I have conc
“"MThe one speaker in support of whpawngdheoyCadh A Ehieckstaresins was
Oceansi de. "This ordinance is categorically wrong, 6 he
l ending by members of the military goes i ntirgngtwwffect Oc!H
accompl ildh here. 60

8 In 20086, Congress authorized the Department of Defense to issue regulations to protect troops from predatory
lending traps. John Warner Defense Authorization Act for Fiscal Year 2007, Pub. L. N&64,0820 Stat. 2083

(2006). The DOD subsequently issued regulations that capped interest rates for defined categories of payday, auto
title, and taxrefund anticipation loans made to members of the military. Limitations on Terms of Consumer Credit
Extended to Service Membef8 C.F.R. pt. 232 (2006Roth the enabling legislation and the regulations are often
collectively referred to as the Military Lending Act. The regulations went into effect on October 1, 2007.

9 See generallfPress Release, Center for Responsible Len@ingsumer Federation of America, and National
Consumer Law Center, Military Lending Act to Take Effect October 1 (Sept. 27, 2007).

® Among the ZIP codes in California adjacent to very | a
lenders appears to be very significant. For example, Oceanside, California, home to Camp Pendleton, has seen one

of the more precipitouschages i n the number of payday |l ending shops.
22 payday Il enders |Iicensed in 2004; now there are only
Lending, Consumer Feder at i National Assobiatienrof Corsumer@dvocatespaad 6 s Un
National Consumer Law Center, Comments on Implementation of Terms of Consumer Credit Extended to Service
Members and Dependents 72 Federal Register 7338&b. 25, 2008).

8 Steven M. Graves and Christophk. PetersonPredatory Lending and the Military: The Law and Geography of
O0Paydayd Loans,660H0SIATE LAl IDURNAL 858, 2420054t 722
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reduction of 72%, and two of the remaining payday lenders are subject to pending leg&f action.
Overall, the number of payday lenders operating in Oceanside has declined from 28 to 11, a
reduction of ove60%2° To put those declines in context, Modesto and Anaheim are two other
cities in California that each had 28 payday lenders in 2004, but no comparable proximity to a
military base®* Today, Modesto has 26 payday lenders actively licensed, a reduktioly o

12%, and Anaheim is still home to 28 active payday lerifers.

8 FINANCIAL SERVICESDIVISION LICENSEEADDRESSLISTING, GALIFORNIA DEPT. OF CORPORATIONS accassed

October 13, 2011.
http://www.corp.ca.gov/FSD/licensees/default.asp?fl&sréhtyp=contains&licstatus=active&busname=&id=&lic
type=Deferred+Deposit+Originator&city=&state=CA&zip=92054

8 california Department of Justice, Office of the Attorney General, California Deferred Deposit Lender

List, October, 21 2003 (on file withuthors) (provided on floppy disk to authors by requddtefibe f or e 0 number can
the DOJ computer disk of the information in 2003 provided to Dr. Gravese fiaft er 0 number comes
FINANCIAL SERVICESDIVISION LICENSEEADDRESSLISTING, GALIFORNIA DEPT. OF CORPORATIONS accessed

October 13, 2011.
http://www.corp.ca.gov/ED/licensees/default.asp?flag=1&srchtyp=contains&licstatus=active&busname=_&id=&lic
type=Deferred+Deposit+Originator&city=0Oceanside&state=CA&zip

8 California DOJ floppy disk (October 21, 2003) see above

% FINANCIAL SERVICESDIVISION LICENSEEADDRESSLISTING, GALIFORNIA DEPT. OF CORPORATIONS accessed

October 13, 2011.
http://www.corp.ca.gov/fsd/licensees/default.asp?flag=1&srchtyp=contains&licstatus=active&busname=&id=&licty
pe=Deferred+Deposit+Originator&city=Modesto&state=Ca&z{Modesto). and
http://www.corp.ca.gov/fsd/licensees/default.asp?flag=1&srchtyp=contains&licstatus=active&busname=&id=_&»licty
pe=Deferred+Deposit+Originator&city=anaheim&state=Qage (Anaheim).
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B. Fort Hood, Texas

Fort Hood Army base near Killeen, has been a favorite location of payday lenders in Texas.
Payday and car title lenders have not been liceasededit preidersin Texas, operating as

credit services organization businesses. Lenders have used a variety of guises to avoid
compliance with the Texas small loan act, including claiming that loans are catalog sales with
cash back. The lack of regulatory struetin Texas makes cataloging the type and density of
predatory lenders difficult around Fort Hood. Several data sources were consulted, including the
roster of businesses operating as credit service businesses and various directory listings (Google
direcory listings). Our analysis shows that predatory lending near Fort Hood has not been
curtailed since 2007

The number of traditional payday lenders has not changed in the Fort Hood region since
enactment of the MLA. We estimate there were 22 totadgailenders in the ZIBodes

adjacent to Fort Hood in 2005 Since that time, Copperas Cove, one of the two towns serving
Fort Hood has added a B&ndea to@slroster oflhigbostisenalloanand a
options. I n KKCodé (wieioh hoddsrs tlieGeasterh gaie) te number of payday
lenders seems to have dropped by 3 since 2005, and two car title lenders have disappeared, but it
has gained a couple of extra military installment lenders and a catalog lender. Similar changes
have occurred in the other nearby ZTBdes.

Cash in Advance has only one store, but most of the other operations have expanded. For
examp e, Ace Cash Express and @ibce. The CasiNStodash av e
opened two additional storefronts. The 2011 mapping project included three additional payday
lenders that also offer car title loans. Itis not clear if they were in operation in 2005. A possible
explanation for the continued contextion of highcost loan outlets near Fort Hood is that

lenders offer several loan products, including loans that do not fit the definition of a covered
payday or car title loan under the DoD regulations. For example, the Cash Store offeiesya 14
cashadvance at 533.11% APR interest whi€lstructured as closedend loanis prohibited for
activeduty servicemembers. Cash Store also makeslaginstallment loans. For the same

$500 loan, a borrower would pay 611.72% APR for a loan not coverda iyaD definition of

a payday loafi® Lenders not covered by DoD definitions of covered credifrmbusiness near

Fort Hood includdour military installment lenders.

[a})

Servicemembers stationed at Fort Hood continue to have financial stresses. Acconeing t
reports, the number of soldiers and their dependents, as well as retirees, received emergency
loans from Army relief that went from less than two thousand in 2004 to a peak of 8,486 in 2007
at the height of the Irag war to 5,776 in 2011. In additi862 families were assisted at the Fort
Hood food pantry in 2011, with a total of nearly 5,000 assisted since the pantry opened in 2008.
An AmericanStatesman haepth report on the financial struggles of soldiers at Fort Hood noted

8 Google Maps, category search: payday lodritp://maps.google.com/mafiast accessed July 14, 2011).

Google Maps uses information from sources such as Infdidsalso collects data from businesses directly and
subcontracts figround truthingodo operations to ensure hi
87 InfoUSA, ReferenceUSAqvailable athttp://www.ReferenceUSA.colfaccessed October 1005).

BFee schedul e, iTexas Cas iwwwicdshstorecagrondile withGHAal | ment Loans,
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that use of food amps at ofpost commissaries had increased from $285,000 in 2001 to $1.4
million in 2011%°

Another obvious reason that we do not see the scale of reduction in predatory lending near Fort
Hood as is the case near other military bases is that Texhadigtie of the regulatory

structure onesees in other states. Texas hasregulatd high cost lending as other states do,
leaving essentially no apparatus to enforce the few regulations on this industry that do exist in
Texas. The lack of enforcemetitensing or supervisioapparatus maljaveprecludel Texas

officials from enforcing the provisions of the MLA. Military families in Texas continue to be
vulnerable.

New legislation that tookffect in 2012 authorizes the Texas Office of Consumer Credit
Commissioner to enforce the DoD MLA rules. However, that legislation does not require
payday and car title loans to comport with the definitions of covered credit that would make the
MLA protections restrain loans made to servicemembers in T&xeisis ma be one reason

that financial counselors report fda | arge n
astronomical interest rates, provided by the legion of payday lenders aniflalgoders

u

m

surrounding the post. thaylare spengingso nmuohmk theddanst h e |

they dondt have enough t% pay for utilities

¥Jeremy Schwartz, fAFort Hood s o lSthitesmars Febriagy% 20120 mak e
% Texas H.B2594, effective 2012, section 393.625, Finance Code, requires that payday and car title loans provided
through credit services organizations must comply with 10 U.S.C. Section 987 and any regulations adopted under
that law, to the extent applicable.

1 Schwartz, AmericaiStatesman.
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C. Duval County, Florida

Florida is another state that continues to permit payday lending within its borders. Few

regulatory changes have occurtéere since 2006, though it should be noted that the public

di sclosure of which establishments function a
been significantly diminished, making data collection and comparison to earlier data sets

difficult.®* This unfortunate trend has made it difficult to measure the effect of the MLA on

predatory lending to military families in Florida.

Home to Jacksonville Naval Air Station and Mayport Naval Base, Duval County has been a

hotbed of predatory lending fomaimber of years. In 2004, Duval County ranked first among
Floridads counties in terms OfAttheZIPCoderleselimnd de
2004, the 32210 ZIP Code, which is adjacent to the Jacksonville Naval Air Station, ranked first

in the entire state in terms of the total numbgrayfday lenders with eleveutlets. Unlike

many of the other bassdjacent ZIRCodes in thistsidy, there has been a slight increase in

payday lending activity near Jacksonville NAS. In 2011, theeeetwelve payday lenders in

the 32210 ZIFCode®* It should be noted that five payday lenders in the 3221@CatR have

either let their licensespire or were terminated by the regulatory officials, according to the list

of Ilicensed AMoney Transmitterso (which inclu
Florida.

This trend is disturbing because it seems to suggest that this militaryporigbd is still a

target of the payday lending industry in Florida. The census tracts in 32210 do not have a
demographic profile commonly associated with heavy payday lending activity (high percent
minority, high poverty rate, e.g.). Certainly {0Street (State Highway 134) is a watlhvelled
commercial thoroughfare, but the concentration of payday lenders, especially as a ratio-to FDIC
insured banks in this regipstrains against any argument that military families have diminished
as a favored targelemographic for payday lending in Florida. Florida is another state that
seems to lack either the will or the means to enforce the MLA.

The concentration of payday lenders near the Mayport Naval Base is less noteworthy, as is the
case near many navaldes. Military families tend to be less concentrated in single

neighborhoods, making them a more diffuse target for predatory lenders. The situation in several
ZIP Codes near Mayport remains largely unchanged from 2004.

92 Earlier databases available from the Florida Department of Financial Services included an column indicating the
status of |icensee operating as a fAdeferred pssigsent men:
from the database, thus requiring an alternative data gathering methodology. The recent database was created by
eliminating those businesses obviously engaged in other types of lending, including nationally recognized payday
lenders, and phoning ldars on the roster provided by the Florida Department of Financial Services that remained
uncertain to inquire if they offered fipayday | oansbo.
9 See Graves and Peterson (2005 p-743). Data acquired from the Florida Department of Financial Services,
Licensing and Registration Divisioht{p://www.dbf.state.fl.us/licensing/download.hjyrhbst accessed December

12, 2003.

% By our count, derived from information downloaded from the FloBeéaartment of Financial Services, Office of
Financial Regulation Public License Download Site, Money Services Business List
(http://lwww.flofr.comlConsumer/Download.aspx)ast accessed July 7, 2011.
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D. Hampton RoadsRegion, Virginia

The cities of Virginia Beach, Norfolk, Chesapeake, Hampton, Newport News and surrounding
counties constitute our next case study location. Home to Navy, Air Force, Army and Marine

bass, it is perhaps the most wihown military district in the United States. The region is also

unique because although themberof military families is high they remain a relatively small
percentage of the entire regionds | arge popul
amag a demographic likely to use payday and other-ba@gt lenders.

Payday lending has a short and turbulent history in Virginia. It was made legal in the state

2002, and as a result of its late entry, the state had a low number and density ofqralelayin

most of the state when data was first collected for Virginia. The Hampton Roads region and the
area around Fort Lee were notable exceptions. For example, though the statewide ratio of banks
to payday lenders was 5 to 1, in the Hampton Roagsiawas already 6 to 10 (.6 ta®})

Between 200% and 2008, the number of payday lenders increased, sometimes doubling in

places like Virginia Beach, Portsmouth, Newport News and Norfolk. There was reduction in
some of the other ZIP codes in the regasnwell but not more than one per ZB8de during the
20052008 period. By 2008, nine of the top ten ZIP codes in Virginia for total payday lenders
were in proximity to a military bas€ Seventeen of the top thirty ZIBodes for payday lenders

were in he Newport News to Virginia Beach corridor. The picture remains similar in 2011, but
the numbers of fApayday |l enderso |icensed by t
fallen dramatically, largely as a result of state law changes and subsieqaenshutdowns or

efforts to evade loan restrictiafts

Recent changes in Virginiaw regulating payday lendifithavecaused a significant reduction

in the number of payday lenders and the manner in which they are licensed. Because a number

of paydg lenders now operate aslicensedi Op-Endo | ender s, it has bec
to ascertain with great certainty where high cost, sieom lenders are actually doing business.

The newdollowing the most recent law changgspears to be mostly godor military families

in the region. For example, since 2008, when the state law changed, 66d&®in Virginia
eliminated 100% of their officially licensed payday lending operations. Among those with the
greatest apparent reduction in payday lesded percentage loss of payday lenders were several

in the Hampton Roads region. For exampl e, ev
Code appear to be closedll five of the paydayleer s i n Port s mamaeftomds 237
2008 arenowampr ent ly cl osed. H o Wade, ehich hallanlyébne | k 6 s 2 3

% See Graves and Peterson (2005, 811)

% Commonwealth oVirginia State Corporation Commission, Bureau of Financial Institutions, Payday

Lenders Licensed in Virginia, availablehdtp://www.scc.virginia.gov/division/banking/payday.h(downloaded
October, 17, 2005).

®” Commonwealth of Virginia State Corporation Commission, Bureau of Financial Institutions, Payday

Lenders Licensed in Virginia, available at http://www.scc.virginia.gov/division/banking/news/pay.pdf
(downloaded January 18, 2008)

% Commonwealth of Virginia State Corporation Commission, Bureau of Financial Institutions, Payday

Lenders Licensed in Virginia, availablehdatp://www.scc.virginia.gov/bfi/reg_inssur/pay_sur_0410.pdf
(downloaded July 11, 2011)

9VA. CODE ANN. § 6.1459.1(v). Changes to Virginia Payday Loan Act took effect January 1, 2009, requiring
|l enders to give borrowers a repayment period two times
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payday lender in 2008 added one by 2011, making it one of only eight (out of nearly 850) ZIP
Codes in Virginia to actually add one or more payday lenders and the only place to double its

total during this period. The percentage loss of payday lenders from 2008 to 2011 was slightly
greater (down 71%) in ZIBodes near military bases in the HampRwads Region compared to

those more clearly dominated by a civilian population elsewhere in the state (down 66%), which
could signal that payday | endersdé enthusiasm
did elsewhere in the state

The reductia in predatory lending, especially around military bases is encouraging, but it may
be a bit illusory. For example, it appears that Norfolk has experienced a reduction from 47
payday lenders in 2008, to 22 payday lenders in 2011. However, some ofdhy |easfers that
appear to have closedtually are now operating under a different business model and a different
statute. According to a recent telephone survey of Norfolk former payday lenders that
surrendered their licenses following the change ite taav in 2008, five have begun operating as
iopemdo | e nd e telsphone slirheg foundisim epended lenders in Chesapeake,

five in Hampton, five in Newport News and at least 10 in Virginia B&&tit is difficult to be
certain of the causahfc t or s behind the reduction in payday
It would be easy to argue that changes in state regulations have been a much stronger factor in
the reduction of payday lending in Hampton Roads region than changes in feder&tilgwt

would be fair to attribute some credit to the MLA of 2007, which added another disincentive to
payday lending in military districts. Clearly the Hampton Roads region has far fewer licensed
payday lenders than was the case in either 200508 @ it remains to be seen how many of
those will ultimately exchange their license as a payday lender for one that allows them to
market another, similarly dangerous loan prodddte recent Virginia car title loan legislation
requires that loans bergttured as closednd credit and requires lenders to comply with the
federal Military Lending Act®*

1% Telephone survey conducted by Consumerefatibn of America staffusing telephone directories and the list of

Asurrendered |icensesd provided by the Commonwealth of
Financial Institutions in 2011. Phone nuenb were cross referenced with the state licensee list from 2008.
191 Chap. 21 Title 6.2 Code of Virginia
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E. Fort Leonard Wood, Missouri

Fort Leonard Wood is the largest military installation in Missouri and nearby St. Robert is almost
exclusivelogwm. dimiThea aden i t y-castflendera gadnatype and ot F
attributed to a local population that would be interspersed with the military population as found,

for example, in San Diego or Hampton Roads, Virginia.

St. Robert (ZIP 65584, populati®l66) had eight payday lenders and only two banks in

2004'% In the Graves and Peterson study of payday lending at military bases, St. Robert ranked
as the second worst Z{Bode in all Missouri in terms of payday lenders per cafitan

January, 2007, there were still seven licensed payday lenders in St. Robert. Today, only four
licensed payday lenders remain, a significant reduction from. 2604

While the number of payday loan outlets in Missouri has dropped during this time (kfid8

in 2004 compared to 928 today), the reduction in St. Roberts is more than double that of the
statewide percentage loss of licensed outletserakother small towns with notaldecesses of
payday lending also sasome reduction in payday loatoses yet among all ZIP codes with
fewer than 10,000 persons (like St. Robert), there was a isitr@asein payday lending in
Missouri. The MLA may be having the desired effect in Missouri.

Still, with a population of around 5,000, we would expedirtd only one payday loan outlet,

not the four that continue to operate in St. Robert. This suggests that there may still be some
lending to military families by the four payday lenders that remain parked outside the gates of
Fort Leonard Woogdor those tores are also selling credit products not subject to the MbA

addition to payday loan outlets, an additional three loan companies operate in St. Robert,
including World Acceptance with two licenses. The persistence of predatory lenders around Fort
Leonard Wood can also legitimately be attributed to the stubbornness of the Missouri legislature
to regulate high cost lending in the state. Missouri remains dhe stiates most favorable to
predatory lending nationwide, with a permissible APR of ov@0%.

192 state of Missouri, Division of Finance, Section 408.500, Small Loan Companies (Dec. 16, 2004)

available athttp://www.missousfinance.org/pdfs/smallsmallloans.pdf ast accessed 12/16/2004, on file with author.

193 Graves, Steven M. and Peterson, Christopher Lewis. Predatory Lending andittrg:Mihe Law and

Geography of 'Payday' Loans in Military Towns (October 05, 2@0jo State Law JournaVol. 66, p. 765, 2005

194 Missouri Division of Finance, Bank and Licensee Search. http://finance.mo.gov/licenseesearch/ (Accessed
Augug 25, 2011) On file with CFA
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