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The Military Lending Act Five Years Later  

Impact On Servicemembers, the High-Cost Small Dollar Loan Market, and 

the Campaign against Predatory Lending 

by 

Jean Ann Fox 

Consumer Federation of America 

May 29, 2012 

Five years ago the Department of Defense requested and Congress enacted ground-breaking 

consumer protections against predatory lending to safeguard active-duty servicemembers and 

their families.  The Department reported to Congress that ñépredatory lending undermines 

military readiness, harms the morale of troops and their families, and adds to the cost of fielding 

an all-volunteer fighting force.ò
1
  In response, Congress enacted and President Bush signed into 

law the Talent-Nelson amendment included with strong bi-partisan support in the John 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 campaign to protect military borrowers.  

Early in the last decade the spread of high-cost predatory lending with its harmful impact on 

borrowers collided with the growing demands on servicemembers and their families as America 

waged war in Iraq and Afghanistan while relying on an all-volunteer military force.  Growing 

alarm about the harmful effects of triple-digit rate loans from commanders, financial counselors, 

relief societies and consumer advocacy organizations, and leadership by Senator Elizabeth Dole 

resulted in a requirement from Congress for the Department of Defense (DoD) 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 credit 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 serve bases, and 

                                                           
1
 Department of Defense, Report On Predatory Lending Practices Directed at Members of the Armed Forces and 

Their Dependents, August 9, 2006, p. 9.  www.defenselink.mil/pubs/pdfs/Report_to_Congress_final.pdf  

http://www.defenselink.mil/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 that showed the concentration of high-cost lenders 

around military bases across the country.  As required by the Dole study 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 the DoD Report to Congress and bi-partisan 

support developed for enacting federal protections to safeguard servicemembers and their 

families from predatory lending.
2
  In 2006 Congress enacted the Talent-Nelson amendment as 

part of the John Warner National Defense Authorization Act of 2007.
3
  For the first time in 

modern history, Congress set a national usury cap for credit and banned risky features of credit 

products for loans made to active-duty servicemembers and their dependents.  These reforms 

were backed by the Department of Defense, military and veterans groups, and consumer and 

community advocates who work on credit reforms.  A bi-partisan majority of Senators 

successfully urged the conference committee to include the Talent-Nelson 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, or allotment of military pay, and required that servicemembers have 

access to the judicial system to resolve complaints.  Only mortgages and auto finance loans were 

excluded from coverage of the act, with the Department of Defense authorized to write rules to 

define the types of credit to be subject to these protections.   

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

(D0D) after opportunity for comments from the public, took effect on October 1, 2007.  DoD 

defined three products as ñconsumer creditò for purposes of applying rate caps and other 

protections in the law, including payday loans, car title loans, and tax refund anticipation loans, 

but did not include other forms of high-cost or harmful credit that had been included as 

problematic in the DoD Report to Congress, such as military installment loans and rent-to-own 

transactions.    

Five years after enactment of this landmark legislation, the Annie E. Casey Foundation requested 

that Consumer Federation of America prepare a report on the impact of the Military Lending Act 

on military consumers, on opportunities for additional protections, and on the larger policy 

debate over rate caps and credit protections.
4
   

                                                           
2
 Committee on Banking, Housing, and Urban Affairs, Hearing on the Department of Defense Report on Predatory 

Lending Practices Directed at Members of the Armed Forces and Their Dependents, September 14, 2006. 
3
 P.L. 109-364 

4
 CFA appreciates funding for this project from the Annie E. Casey Foundation but takes full responsibility for the 

report contents and opinions expressed.  CFA thanks law fellows Bryan Jinks and Chris Matthews for invaluable 

assistance in research for the report; former staff Catherine B. Bourque for surveys; and consultants Darci Langaham 
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I. 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 Department, in its rules to implement the MLA, narrowly defined three types of loans as 

ñconsumer creditò to be subject to the protections of the MLA. 

  

¶ Payday Loans (at stores or made via the Internet or telephone/fax) 

o Loans up to $2,000 (one or more loans) 

o Closed-end (single advance of credit over fixed term) 

o Term of 91 days or less 

o Based on check held for future deposit or electronic access to account for future 

payment 

 

¶ Vehicle Title Loans 

o Term of 181 days or less 

o Closed-end 

o Secured by title to a registered motor vehicle owned by a covered borrower 

(except to buy the car) 

 

¶ Tax Refund Anticipation Loans 

o Closed-end credit 

o Tax refund goes to creditor to repay loan 

 

A. Credit Not Covered per Military Lending Act  

 

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

mortgages, excluded by the MLA. 

 

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

purchased or leased, excluded by the MLA. 

 

B. Credit Not Covered by MLA under DoD Rules 

 

3.  Open-end credit, including all credit cards, bank overdraft lines of credit, and any truly open-

end payday or vehicle title loans.  (ñOpen endò involves repeat use of credit without approval 

necessary, no fixed term to repay, charge based on outstanding balance) 

 

4.  Any debt to a bank that can be paid by set-off of deposited funds, such as overdraft loans.  

(Set-off means the bank withdraws payment directly from the account per standard account 

contract terms.) 

 

                                                                                                                                                                                           
and Graham McCaulley for their case studies at bases.  CFA also thanks the Air Force Aid and Navy-Marine Corps 

Relief Society and on-base financial counselors for sharing their experiences with us. 
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5.  Any credit not subject to Truth in Lending Act disclosures, 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 or retail 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 the Army, 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.  Card-carrying dependent of active duty military. (Memberôs spouse, child (38 U.S.C. 101(4)), 

or individual who gets over half support for 180 days immediately preceding an extension of 

credit) 

 

Lenders must use standard loan application language to determine if borrowers are covered 

servicemembers or dependents.  Lenders can query a DoD database to verify active-duty status. 

 

D. Protections That Apply to ñCoveredò Consumer Credit:  

            Payday Loans, Car Title Loans, Tax Refund Loans 

 

36% Annual Interest Rate Cap, including most fees (but not late or default fees) and insurance 

premiums, stated as the 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 consolidation unless the renewal is at better terms for 

the borrower, such as a lower cost 

 

Ban on mandatory arbitration 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: 
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 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 providing a 1-800 #. 

 

 

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 non-resident Service Members stationed in their 

state.  This provision has been applied only to products defined as ñconsumer credit.ò 

 

See:  32 CFR Part 232, Limitations on Terms of Consumer Credit Extended to Service members 

and Dependents; Final Rule; Federal Register:  August 31, 2007 (Volume 72, Number 169), page 

50579-50594. 

 

F. How CFA Conducted the Military Lending Act Project  

For this report, CFA prepared case studies about the impact of the MLA at three military bases, 

including in Jacksonville, Florida; Fort Leonard Wood, Missouri; and San Diego, California, and 

met with financial counselors and relief society staff at the Norfolk Naval Base and Langley Air 

Force Base in Virginia.  CFA commissioned updated maps of the location of high-cost lenders 

near a sample of military bases by the professor who supplied maps for the Department of 

Defense Report to Congress in 2006.  We surveyed state credit regulators and federal bank 

regulatory agencies, reviewed examination manuals issued by the Consumer Financial Protection 

Bureau, and requested input from consumer attorneys.   

To update information on the high-cost small dollar loan market, CFA surveyed Internet payday 

loan websites, reviewed state car title loan legal status, and updated information on refund 

anticipation loans.  CFA  reviewed statesô authority to enforce federal credit laws, collected 

information on states that have enacted laws empowering state regulators to enforce the Military 

Lending Act, and inquired into the use of Armed Forces Disciplinary Control Boards at bases as 

a financial supervision tool.  CFA studied the 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 military bases to gauge the extent of payday-loan-type 

products offered by banks to servicemembers, including overdraft loans and direct deposit 

advance loans.  And, finally, CFA reviewed the policy landscape changes since 2006 to evaluate 

the influence of the MLA on the debate over capping interest rates for loans and curbing abusive 

lending tactics. 
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CFA was not authorized to survey servicemembers directly or to have access to Defense 

Department polling or Defense Manpower surveys of servicemembers.  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 staff.  We recommend that the 

Department of Defense, in cooperation 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 financial stress today for servicemembers and their families.  Such a study, based on 

direct access to military borrowers, would form the basis for refining and expanding rules 

implementing the Military Lending Act and related work to strengthen protections for all 

consumers that would also benefit servicemembers and their families as well as military retirees 

and returning veterans from recent conflicts.   
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II.  Executive Summary:  Findings and Recommendations 

 

A. Finding:   MLA Largely Successful in Curbing Abusive 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, car title, or tax refund loan.  To the extent products met these 

definitions, the law has been largely effective in curbing predatory payday, car title, and tax 

refund lending to covered borrowers.  Mapping of the locations of 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 payday or car title loans.  State regulators report few violations with the 

lenders they supervise.  Compliance is more problematic with car title lenders and internet 

payday loan providers than for storefront payday lending, due 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 rate cap to refund anticipation 

loans (RALs) made by banks via tax preparers.  Since these loans cost considerably more than 36 

percent, RALs are no longer to be made to covered service members.  The federal prudential 

regulators that supervise the banks in this market 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 low-cost RALs the first year after the law took effect.  

Instead of providing low-cost RALs that comply with MLA rules, banks simply left that market.  

As detailed below, this end to RAL lending did not result in an increase in servicemembers 

seeking VITA assistance on base to prepare and file tax returns, but did result in the increased 

purchase of refund anticipation checks as a means to defer payment of tax preparation fees.  

RALs made by banks ceased to exist at the end of the 2012 tax season, following supervisory 

action by federal bank regulators.  In our opinion, the DoD designation 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 Corporation to terminate this 

product for all Americans. 

The protections of the Military Lending Act only apply to active-duty servicemembers and 

reservists and their dependents, not to inactive personnel, retirees, or veterans.  As young 

veterans return home from the conflicts in Iraq and Afghanistan, they are no longer insulated 

from predatory lending but face the disruptions of reentering the civilian economy.  Military 

retirees who live on fixed incomes need the same protections from abusive credit terms.  Credit 

counselors and relief societies told CFA that MLA protections should apply to these former 

servicemembers.  This can be accomplished either by extending MLA protections to all 

Americans or the MLA coverage can be extended to protect all servicemembers, retirees and 

veterans.  
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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 by similar and 

emerging products, and the use of allotments to pay for commercial credit.  The Defense 

Manpower Study quoted in the 2006 Report to Congress should be replicated to learn more about 

current credit problems for servicemembers and their families.  MLA protections should cover 

all servicemembers, retirees, and veterans.  A Congressional mandate for such a study would 

provide a framework and timeline and result in a public document to guide policymakers. 

B. Finding:   Restrictive definitions of ñconsumer creditò in DoD rules left loopholes to 

be exploited. 

Lenders have exploited loopholes in the definitions of covered credit, such as styling a payday or 

car title loan as open-end credit or setting a loan term slightly longer than the definitions cover, 

to make high-cost loans to servicemembers.  In some cases, loan terms in state laws put these 

loans outside the DoD definitions, such as Coloradoôs six-month minimum term for a payday 

loan. The trend in internet payday lending is toward longer-term ñinstallmentò payment terms 

which places these triple-digit rate loans outside the 91-day term definition in the DoD rules. 

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

states where high cost loans are not prohibited under state law. 

Recommendation:  DoD should initiate a new round of rule-making to modify definitions of 

covered credit in order to provide consistent protection for loans based on current product 

configurations.  This includes removing the time-limits in definitions for payday and car title 

loans, and applying the rules uniformly to open and closed-end loans. 

C. Finding:  Problematic Credit Products Not Included in Covered Credit Definitions 

Some credit products described as problems for servicemembers in the DoD Report to Congress 

were not included in DoDôs initial consumer credit definitions, including military installment 

loans and rent-to-own or other retail installment sales financing.  As a result, servicemembers are 

still exposed to extremely high rates and risky forms of security, inconsistent supervision at the 

state level, and can still have pay drained by military allotments when borrowing or financing 

purchases with these creditors.  The case study in San Diego revealed retail installment sales 

tactics that exploit the use of allotments and fail to provide buyers with cost information 

necessary to make informed decisions.  The notorious SmartBuy retail operation near some 

military bases would not have been curbed by the MLA due to the narrow definitions of 

ñconsumer creditò as set by DoD. 

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

ñcoveredò credit to add protections 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.   



11 
 

D. Finding:  Bank Credit Products Similar to Payday Lending Excluded by DoD Rule 

The Department of Defenseôs first 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 and direct deposit advance loans made by banks.  In the 

first instance, the rules excluded any credit not required to comply with Truth in Lending Act 

disclosures or that are repaid by set-off from the borrowerôs account.  In the second instance, 

DoD rules defined covered payday loans as closed-end credit while bank direct deposit advance 

loans are styled as open-ended.  As a result, banks with branches on bases or that market 

accounts to the military off-base can and do make loans at triple or quadruple-digit rates that trap 

consumers in repeat borrowing and are secured by the next direct deposit of military pay to bank 

accounts.  CFA surveyed banks with on-base branches and found that over 90 percent of banks 

permit accountholders to opt-into extremely expensive overdraft loans.  Three of the four banks 

offering direct deposit advance loans at payday-loan rates have branches on bases. 

Recommendation:  DoD, CFPB, or Congress should close loopholes in definitions of covered 

credit to apply consistent protections to similar products.  For example, open- and closed-end 

payday loans should be subject to the same rules.  Another way to achieve a level playing field 

between bank and nonbank payday lenders is for CFPB to revise its rules to define all single 

payment loans as closed-end credit, thereby bringing 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 prohibit on-base financial 

institutions from offering overdraft opt-in 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 loaning money to cover overdrafts.  

Besides giving all consumers comparable cost of credit information, TILA coverage would bring 

bank overdraft loans under the DoD definition of a covered payday loan and protect covered 

borrowers from this extremely expensive credit.   

E. Finding:  MLA Ban on State Discrimination Against Non-resident Military 

Borrowers Not Effective 

Congress intended for the Military Lending Act to put a halt to some statesô failure to enforce 

state protections with loan 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 the non-discrimination 

provision of the law, DoD interprets it to mean that the non-discrimination provision only applies 

to products defined as ñconsumer credit,ò not to the military installment lenders that have long 

claimed to be exempt from state supervision.  As a result, some military loan companies continue 

to operate outside state licensing and supervision when they claim to only lend to nonresident 

servicemembers. 
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Recommendation:  DoD or Congress should clarify that the prohibition on discrimination under 

state law of nonresident servicemember borrowers is not permitted for any form of credit, not 

just those products defined as ñconsumer creditò by DoD.  We believe that a plain reading of the 

statute provides the protection intended by Congress and should bring installment lenders that 

target non-resident servicemembers under each stateôs consumer protections and usury or rate 

caps. 

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

Protections 

Enforcement authority needs to be reconfigured to include the Consumer Financial Protection 

Bureau and the Federal Trade Commission and to specifically authorize states to enforce the 

MLA and DoD regulations.  While federal prudential regulators can enforce any law with the 

banks they supervise, the CFPB and FTC can only enforce enumerated statutes which do not 

include the MLA.  As a result, the only federal agency with authority to supervise both large 

bank and all non-bank payday lenders can only report violations of MLA to others who may or 

may not have authority to take action.  The FTC enforces credit laws for non-bank lenders and 

should be able to cite violations of the Military Lending Act.  All states are not authorized to 

enforce federal laws, including the Military Lending Act.  While five states have enacted specific 

authorization to enforce MLA and DoD rules, it is typically on a product by product basis. 

Recommendation:  The Consumer Financial Protection Bureau and the Federal Trade 

Commission should be given enforcement authority for the Military Lending Act by Congress.  

In the interim, a Memorandum of Agreement between the Department of Defense and CFPB 

could be explored to provide coverage.  CFPB 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 Office of Servicemember Affairs is expected to be 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 enforce the Military Lending Act and 

DoD regulations for all forms of credit subject to state jurisdiction.     

G. Finding:  Ban on Securing Loans with Allotments Does Not Apply to All Forms of 

Credit  

The ban on securing loans by allotment from military pay only applies to the products defined by 

DoD as ñconsumer credit,ò not to the installment loans and retail installment sales or rent-to-own 

transactions routinely paid by allotment.  This form of wage assignment is not curbed by the 

Federal Trade Commissionôs Credit Practices Rule which does not apply to payroll deduction 

plans.  Defense Financial Accounting System (DFAS) rules permit servicemembers to obligate 

up to all of their military pay via allotment before pay is deposited to servicemembersô bank 
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accounts.  There is no limit on the types or reputations of lenders that can take payment directly 

from military pay by allotment.  Because the ban on securing loans via allotment only applies to 

defined products, the protection provided by Congress is not being applied uniformly to all credit 

providers that use this form of payment. 

Recommendation:  No creditor should be permitted to make payment by allotment mandatory 

to receive credit.  DFAS and DoD should reexamine the use of allotments for payment of 

commercial credit to determine if this program is still necessary in the era of electronic funds 

transfer from deposit accounts with federal protections.  A Government Accountability Office 

study of the use and impact of mandatory and discretionary allotments to 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 the policy debate about predatory 

small-dollar lending at both the state and federal level.  Following the Congressional debate and 

bi-partisan support for the MLAôs 36 percent annual rate cap, 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 post-MLA period saw heightened attention to the cost and 

terms of credit.  Congress gave the 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 

advocacy priority in all state credit reform campaigns has been that states should provide all 

Americans with the protections against predatory lending that Congress enacted for 

servicemembers and their families.  So far voters in Ohio, Arizona, and Montana have gone to 

the polls to enact similar rate caps on small-dollar loans and no state has enacted legislation 

authorizing high-cost payday lending since the Military 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 loans with borrowersô bank accounts or vehicle titles, a ban on mandatory arbitration 

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 

defined as ñcoveredò active-duty servicemembers and veterans and retirees would receive the 

same protections as active-duty personnel. 

______________________________________________________________________________ 
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III.  Servicemembers Still Need Protection from Abusive Credit Products 

Just as the Department of Defense reported to Congress in 2006, servicemembers remain a prime 

market for credit providers that cluster around military bases and promote credit targeted at the 

military outside the base gate or via the Internet.  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 recession, yet 

the downturn in the economy since 2008 has left military families financially strained.  In the 

2010 Military Family Lifestyle Survey Report Analysis
5
, forty-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 unique to military families include non-reimbursed 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 new base.  Of specific concern are 

the junior enlisted troops whose salaries are below the national poverty level.
6
  

The recession and tough economy added stress to military families.  The National Military 

Families Association lists three main financial stressors:  Lack of employment opportunities for 

spouses who give up jobs due to change of station and who encounter barriers with licensing or 

other employment requirements in a new location;
7
 underwater mortgages and inability to sell 

the home when a servicemember gets orders to move; and veterans who have less of a safety net 

and encounter varying criteria for help from nonprofits that assist veterans.
8
 

FINRA issued a report in 2010 analyzing the financial capability of U.S. military personnel 

which found that over a third of surveyed servicemembers report having difficulty making ends 

meet while only half have emergency savings.
9
  The study found that over twenty-five percent of 

military families owe more than $10,000 in credit card debt and over half of enlisted personnel 

and junior non-commissioner officers reported making only the minimum payment on credit 

cards in some months.  FINRA found that one in four servicemembers with checking accounts 

reported overdrawing their accounts while twenty-one percent used high-cost, non-bank 

borrowing such as payday, tax refund anticipation, or car title loans in the five years prior to the 

survey.  Since the survey time period overlapped the implementation of the Military Lending Act 

                                                           
5
 2010 Military Family Lifestyle Survey, Blue Star Families, www.BlueStarFam.org, Falls Church, VA. 

6
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which banned payday and car title loans, it is not possible to determine if those loans were 

obtained before the rules took effect October 2007.
10

     

Servicemembers are required to have bank accounts into which their pay is direct deposited, 

making them susceptible to credit products based on access to deposit accounts, such as payday 

loans, overdraft loans, and direct deposit advances.  A study of Air Force personnel found that 

ñpayday loan access produces welfare-reducing declines in job performance, financial distress, 

and/or severe misbehavior.ò
11

  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 look-alike products. 

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

lending to these borrowers relatively low-risk for retailers and loan companies and perhaps too 

convenient to servicemembers.  Creditors with an allotment are first in line to be paid before 

military pay is deposited to the servicememberôs bank account.  Allotments as payment for 

commercial credit are similar to wage assignments, but as payroll deduction payments are not 

covered by the Federal Trade Commissionôs Credit Practices Rule which bans securing credit 

with wage assignments that cannot be cancelled.       

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

finances in order to maintain security clearances.   Financial missteps are a leading cause of 

problems for keeping a security clearance, especially as the Pentagon draws down force strength.  

As long as lenders or merchants know the borrowerôs rank, they know the income level of the 

customer to help shape their offers.  Creditors also know that they can call a borrowerôs 

commanding officer to report non-payment.  A CFA consultant was told by a lender outside the 

gates of Fort Leonard Wood in Missouri that a larger loan would be made to a soldier that her 

civilian husband since the lender could call the commanding officer to make sure the loan was 

repaid. 

Servicemembers may have 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 support family 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 own immediate families, concern was raised about this at the bases we visited.   

Servicemembers can be relatively inexperienced consumers with young families and pent up 

demand for products and services that can be purchased on credit.  Close to two million children 

have one or both parents serving in the military, according to Americaôs Promise Alliance.
12
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Forty-three percent of active-duty servicemembers have children (2009 Department of Defense 

Military Demographics Table).   

Military bases are often located in states with lax consumer protections.  States with the largest 

active-duty military populations are California, Virginia, Texas, North Carolina, Georgia, 

Washington, Florida, Hawaii, Kentucky, South Carolina, Maryland, Kansas, New York, and 

Illinois.
13

  At least one form of extremely high-cost credit is authorized in all but three of those 

states (NC, MD, NY). 

Financial problems are a leading cause of complaints filed with the Federal Trade Commissionôs 

Military Sentinel complaint database.  Military consumers report more problems with (1) identity 

theft, (2) debt collection, (4) mortgage foreclosure relief and debt management as four of the five 

highest complaint categories in the Military Sentinel database at the Federal Trade Commission 

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

population, indicating that servicemembers continue to have disproportionate credit and debt 

problems.
14

  Younger servicemembers in E-1 through E-9 military pay grades filed 78 percent of 

complaints with Consumer Sentinel Network for those who reported their pay grade.
15

 

B. Security Clearances Impacted by Financial Issues  

The DoD Report to Congress justified its call for action against predatory lending in part due to 

the sudden jump in the loss of security clearances around bases in California which was 

attributed to the clustering of payday and other high-cost short term lenders around the gates to 

bases.  As part of CFAôs evaluation of the impact of the MLA, we looked at more recent 

information on the loss of security clearances due to financial problems. 

While comparable information to the DoD Report to Congress on loss of security clearances due 

to financial problems is not available to us, a comparison of annual reports from the Department 

of the Navy Personnel Security Appeals Board provides one measure of the possible impact of 

curbing predatory payday, car title, and tax refund loans to active-duty servicemembers and their 

families.  In 2006, the year before the MLA rules took effect, the Department of the Navy 

reported that fifty-seven percent of issues present in denied appeals of revoked security 

clearances for the Navy were due to financial problems.  The next most significant issues were 

personal conduct (20%), criminal conduct (9%) and alcohol and drugs (9% combined).
16

  For 

2010, the proportion of denied Navy appeals due to financial problems was forty-nine percent, 

with the next closest problem personal conduct at twenty-one percent.
17

  Even more markedly, 
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the number of denied appeals dropped from 426 in 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 late 1990ôs.  When CFA testified at a Senate forum on payday 

lending held by Senator Joseph Lieberman in late 1999, representatives from 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, and communicated concerns with military relief society staff.   

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

An academic study was published by professors Christopher Peterson and Steven Graves that 

demonstrated the clustering of payday lenders in proximity to military bases and showed the 

disproportionate concentration of lenders near bases, making this issue very visible.
18

  The maps 

and analysis were widely quoted, shared with key members of Congress, and became part of the 

report the Department of Defense later issued to Congress. 

When Senator Elizabeth Dole (R-NC) was unable to get substantive reform language included in 

a defense authorization bill, she succeeded in adding a requirement that the Department of 

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

families and to deliver that report to Congress.  This Report on Predatory Lending Practices 

Directed at Members of the Armed Forces and Their Dependents,
19

 issued in 2006, was the 

subject of a Senate Banking Committee hearing and made the case for an amendment sponsored 

by Senator Bill Nelson (D-FL) and Senator Jim Talent (R-MO) that was added to the John 

Warner Defense Authorization Act of 2007.  A similar bill had been introduced in the House by 

Rep. Sam Graves (R-MO).   

The Talent-Nelson amendment capped rates at 36 percent APR including fees and other cost, and 

prohibited loans secured by bank accounts, vehicle titles, and military allotments along with 

disclosure requirements.  It specifically excluded mortgage lending and auto sales financing from 

coverage.  Banks were not excluded by Congress.  Talent-Nelson was supported by a large 

coalition of over seventy military and veterans groups, consumer and community organizations, 

and the public.  A bi-partisan group of Senators urged the conferees to include Talent-Nelson in 

the Conference Committee version of the defense authorization law that was voted for by both 

houses of Congress and signed into law by President 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.  Following the Administrative Procedures Act, DoD asked for comments 
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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 rules to implement the MLA.     

CFA and other groups commented at each opportunity and urged DoD to define covered credit 

broadly to extend protections to similar forms of high-cost credit.
20

  The final rules used narrow 

definitions for payday and car title loans and excluded bank overdraft and direct deposit advance 

loans.  While the Report to Congress described problems caused by military installment lending 

and rent-to-own retail sales financing, those products were not defined as consumer credit for 

purposes of the initial set of DoD rules. 

Final rules adopted provided definitions of ñconsumer creditò to be subject to the protections of 

the law, definitions of ñcovered borrowers,ò and provided a process for identifying covered 

borrowers.
21

  Advocates felt that the DoD rules too narrowly applied the protections of the 

Military Lending Act.  Payday loans are defined as closed-end loans secured by checks for up to 

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

181 days secured by the borrowerôs vehicle title.   

These definitions left out open-end payday and car title loans or loans structured with slightly 

longer durations to evade the protections.  In addition, the rules excluded rent-to-own and 

installment lending altogether.  Comments filed by the American Bar Association as the 

Department crafted its rules expressed concern that the proposed regulations would dilute the 

intent of the MLA to provide necessary protections.  Specifically, the ABA pointed out that 

military installment loans and rent-to-own, both included in the DoD Report to Congress, were 

not defined as ñcovered credit.ò
22

  Just before the first round of rules was implemented in 2007, 

the head legal officers for all branches of Service sent a memorandum to the Undersecretary of 

Defense for Personnel and Readiness, urging expanded coverage of all the products described in 

the DoD Report to Congress to include rent-to-own and military installment loans.
23

  An official 

at the National Military Family Association noted when DoD rules were issued in 2007 that 
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instead of clamping down on predatory lending, the Defense Department had chosen the least 

restrictive measures.
24
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V. Impact of MLA on  Covered Consumer Credit 

  

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

To evaluate the success of the Military Lending 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 asked military relief societies if their case loads reflected significant changes in requests for 

assistance due to the ban on these 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 fact-finding, CFA can report that the Military Lending Act has been 

largely successful in curbing, but not eliminating, predatory lending for products covered 

by the DoD rules implementing the law.  We discuss our findings for each of the three types of 

credit defined:  refund anticipation loans, storefront and online payday loans, and car title loans.   

1. Refund Anticipation L oans  

Loans made by banks and sold by tax preparers terminated at the end of the 2012 tax season, due 

to actions taken by the IRS and bank regulators.  In 2008, the first year after the DoD rules 

defining refund anticipation loans as covered credit took effect, H&R Block sold a tax refund 

loan that met the 36 percent MAPR interest rate threshold at fewer than 150 offices in the U.S. 

and in Europe near military bases.
25

  The Block military refund anticipation loan was not 

extended after 2008 due to objections by HSBC, Blockôs main RAL bank partner, to Blockôs 

arrangement with another bank to make lower cost RALs to servicemembers.   

Data from the IRS evaluated by the Urban Institute demonstrates that the MLA 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 servicemembers obtained a refund anticipation loan, with 

another 221,900 using a refund anticipation check.  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.
26

   

As of tax season 2012, only one bank, Republic Bank & Trust, remained in the RAL market and 

that bank settled an enforcement action by the Federal Deposit Insurance Company with an 

agreement to exit the RAL business following the 2012 tax season.  Republic Bank and Trust 

offered refund anticipation loans in 2012 at Jackson Hewitt and Liberty Tax Services outlets.  As 

a result of the FDIC settlement, after this year, no banks will remain in the tax refund loan sector.  
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It is expected that non-bank lenders may 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 members by non-banks. 

Since banks are the lenders making RALs sold via tax-preparers, CFA verified with the federal 

bank regulators that banks are examined for compliance with the Military Lending Act and DoD 

MLA rules.   

The halt to RALs did not translate to greater use of free tax preparation on military bases.  IRS 

data show that the number of military consumers using Military Volunteers in Tax Assistance 

(VITA) sites did not increase following implementation of the MLA.  In 2007, IRS SPEC data 

showed 293,023 users of Military VITA sites.  That volume declined to 229,419 using Military 

VITA sites in 2009.
27

  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 provide a means 

of payment for tax preparation out of loan proceeds.  This drop in the use of free on-base tax 

preparation may be due to one of several factors.  Funding cuts for legal assistance staff may 

make on-base VITA sites less available.  Servicemembers can use free tax preparation and filing 

options available at the Military OneSource website,
28

 the IRS Free File program or other free 

options. A growing number of servicemembers are using refund anticipation checks.  The Urban 

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 method of delaying 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 to a twenty percent rise in the use of RACs that year by all taxpayers.
29

  

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 from 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 taxpayer.  If this is the 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 ñborrowò the typical $189 tax preparation fee.  If computed as a 

closed-end loan, a RAC costs about 414 percent APR for a two-week loan of the tax prep fee.
30

 

Recommendation:  DoD financial education efforts and Military VITA and OneSource outreach 

should emphasize the savings of free tax return filing and the speed of direct deposit of refunds 
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to servicemembersô accounts.  This switch from using RACs to using direct deposit would save 

servicemembers the cost of unnecessary RACs now 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 in completely avoidable expenses. 

2. Payday loans at stores  

Payday loans provided from brick and mortar outlets appear to no longer be widely available to 

servicemembers, although military borrowers are still encountering this product online and at 

some stores.   

Survey data does not paint a clear picture.  A study by FINRA that overlapped the date when 

MLA protections took effect found that seven percent of surveyed servicemembers reported 

using payday loans in the prior five years.  Further surveying is needed to determine the rate at 

which covered servicemembers got banned payday loans post October 2007.  It is our 

understanding that the Department of Defense has not replicated the in-depth Defense Manpower 

Active Duty survey conducted for the 2006 Report to Congress to measure current use of banned 

products, including payday loans.  A 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 now authorized in thirty-three 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 industry business model uses.  As a result of state law and ballot initiative changes, the 

number of payday loan stores has declined since 2006 and was reported by industry analysts at 

19,700 at the end of 2010.
31

  

Some states define a ñpayday-typeò loan in a manner that does not fit the DoD MLA rule 

definition, such as Colorado where loans have a minimum six-month term and are repaid in 

installments, and Virginia where lenders can make ñopen-endò payday loans without a license or 

compliance with the state payday law or DoD regulation.  The Colorado regulator reports that 

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

DoD covered-borrower questions on loan applications.  A visit by CFA to a leading payday 

lender in Tidewater Virginia found that staff claimed to screen out military applicants for open-

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

CFAôs interviews with financial counselors, attorneys, and military charities at four bases across 

the country consistently found  that the 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 payday-type loans via the Internet and that other high-cost 

credit products now caused over-indebtedness problems, including retail credit sales paid via 

                                                           
31

 David Burtzlaff, ñPayday Loan Industry,ò Stephens Inc., June 6, 2011, p. 5. 



24 
 

allotment from military pay, larger military installment loans, and bank overdraft and direct 

deposit loans.  In talking with legal officers at four bases
32

, we learned that few if any cases 

involving payday or car title loans were being heard, with auto financing cases being a priority.  

One caveat to this generally rosy picture is that there may be a great reluctance by 

servicemembers to report problems from using banned credit products.  One counselor told us 

that her clients often have a block of unexplained debt, which may reflect problems using 

covered loans.
33

 

Relief societies are private charities that provide financial counseling and assistance to 

servicemembers and their families.  The impact of the Military Lending Act can be measured by 

the before and after statistics on requests for assistance from the Navy Marine Corps Relief 

Society.  The number of active-duty and retired Navy clients involved in payday lending dropped 

from over 1600 in 2006 to less than 400 in 2008, the year after the protections took effect.  The 

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 2011, with most of this aid going to military 

retirees not covered by the MLA.
34

  Air Force Aid counselors at Langley reported few problems 

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

their Falcon loans as a welcome alternative.   

At Fort Leonard Wood, we heard about the continued availability of loans at stores in towns near 

the base.  Counselors knew of cases where prohibited loans were still obtained, either because 

military spouses falsified applications or because smaller lenders located away from the gates to 

the base continued to make loans to covered borrowers.  One Army Emergency Relief staff 

person estimated that ten percent of her caseload was due to situations caused by triple-digit 

payday loan products, based on her contacts with soldiers.   

The National Military Families Association reports getting fewer calls from active-duty 

servicemembersô families due to credit distress caused by payday and similar loans.  This 

nonprofit group also receives calls from veterans with financial problems not impacted by the 

MLA protections.
35

   

State credit regulators also note a drop in payday lending to servicemembers.  Washingtonôs 

Department of Financial Institutions issues a detailed 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 borrowing by the military for 2008, the first full year after the 

MLA rules applied.  Almost 12,000 payday loans were made to military borrowers in 
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Washington in 2006, almost 10,000 in 2007 and 868 in 2008.
36

  By 2010, Washington payday 

lenders reported only 131 military borrowers out of a total of 280,587 unique customers.
37

 

CFA surveyed state credit regulators and asked if the payday lenders in their state complied with 

MLA rules.  Regulators responding to the survey noted generally widespread compliance, 

corrective action taken during examinations, and few enforcement actions taken for violations of 

the MLA is examined in detail in the Section on enforcement.     

3. Payday loans via the Internet 

Internet payday loans secured by electronic access to borrowersô bank accounts are also banned 

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 more difficult task of identifying scofflaw lenders and enforcing state 

protections.  The emerging use of tribal sovereign immunity claims against state enforcement by 

online lenders undermines the ability of states to police the payday loan market, including state 

enforcement of MLA protections where permitted.    

In 2011, CFA conducted a survey of online lenders but was not able to determine if lenders that 

asked the DoD covered borrower questions on loan applications stop the loan process if a 

servicemember clicks ñyesò to the question on active-duty military status or whether a different 

type of loan not defined by the MLA rules is being offered.  CFA asked an industry official if 

applications terminate when a borrower selects the covered borrower tab on the application 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 extent to which that happens. 

CFAôs survey of twenty Internet payday loan websites in 2011 found that lenders require 

electronic access to borrowersô bank accounts.  Applications are competed online, with 

borrowers supplying Social Security numbers, bank account and bank routing numbers, and 

other personal financial information in online applications.  Loans offered range from $100 to 

$1,500, with payment/s due on the borrowerôs next payday with loan terms ranging from five to 

thirty days.  The typical cost of a $500 loan is $125 or 652 percent APR for a two-week loan.  

Surveyed loan cost ranged 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 principal, for 

several paydays before paying down a fraction of principal with each payment.
38

  As a result of 

this longer payment period, many online loans viewed as ñpayday loansò have payment terms 

that exceed the DoD definition of a covered payday loan.  As a result, the MLA protections do 

not apply to what many consumers would view as payday loans.     
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For this report, CFA surveyed thirty Internet payday loan websites that came up high on Google 

search results to see if loan applications consistently ask if borrowers are covered 

servicemembers.  We found that twenty of the thirty 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 status, with the remaining five sitesô applications not visible 

beyond the first page.  Since CFAôs surveyor did not enter personal information on the first page 

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 personal financial information 

before seeing the question about military status.
39

  

An additional risk 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.  Since 2008, 

complaints about debt collection harassment from callers with heavy foreign accents have 

bombarded state Attorneys General offices, Better Business Bureaus, and the FBI.  Army Times 

reported about a military family that applied for a loan online but decided 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 committed an illegal activity by applying for the loan.
40

  

Counselors report that servicemembers are still able to obtain high-cost loans via websites.  

Financial counselors on and off-base at Fort Leonard Wood report that online lending is a chief 

stressor on the financial situations of service members.  We heard the same report at bases in 

Duval County, Florida and at the Norfolk Naval base.  It is not clear if all of those loans are 

covered by the DoD definition of a payday loan (closed-end, duration of 91 days or less) or if the 

loans are structured to fall outside the definitions.  Lenders that promote loans to the military 

online have found it easy to restructure their ñpayday loansò as open-end credit to evade the 

definition of ñcovered creditò in the DoD rules.   

Military Financial (www.militaryfinancial.com) is an Internet-only military lender with a  

Wilmington, Delaware address, also operated under the name International Cash 

Advance located in Tortola, British Virgin Islands.
41

  It will loan up to 40 percent of a 

servicememberôs take home pay.  Loans are structured as an ñopen-endò Line of Credit.  

Although loan costs are not disclosed on the website, CFA has on file a 2012 Line of 

Credit Activity Statement that quotes 584.68 percent APR.
42

  A 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 Transfer Fee.
43

  Military Financial 
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notes in its FAQs that it is not required to comply with the Military Lending Act cap of 

36 percent MAPR since that cap only applies to closed-end payday loans.
44

   

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 one-month $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 servicemember turned to 

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 $2,231.03 in payments.
45

 

Since DoD relies on state credit regulators to ensure compliance with the Military Lending Act, 

the industry trend to a business model that evades enforcement of state laws may undermine 

progress made to date.  A growing number of online lenders are claiming affiliations with Native 

American tribes to claim tribal sovereign immunity from enforcement of state laws.  States 

including California, Colorado, West Virginia, Missouri, and Maryland have litigated their 

ability to enforce state payday loan and 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 market.   Since 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 options involving non-bank lenders subject to the MLA will be limited. 

4. Car Title Loans 

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

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

borrowerôs vehicle typically cost 300 percent APR, are structured as single payment one-month 

loans, and result in repossession of the borrowerôs vehicle if the loan is not paid in full or 

renewed each month. 

Loans secured by title to a vehicle owned by the borrower are authorized in less than half the 

states.  In two states, Alabama and Georgia, title lending operates under the state pawn law, 

resulting in no state-level supervision of title lenders for compliance with the MLA.  Former 

Georgia Governor Roy Barnes sued a title lender for violation of the Military Lending Act in late 
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2011.
46

  Although that litigation is far from completed, the courts have rejected a claim by the 

lender that ñpawnò title loans are not subject to the Military Lending Act.   

Under some state laws, the car title loan product is not defined to match the DoD definition for a 

covered car title loan.  For example, Arizonaôs law is interpreted by state regulators as not 

requiring that the loan be secured by the title to a paid-for vehicle.  Since these loans costing 

over 200 percent APR are made to anyone with a vehicle 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 Arizona legislature. 

Open-end car title loans are not subject to the MLA as defined by DoD.  Title lenders in Kansas 

structure loans as open-ended to charge higher rates than the small loan laws permit for licensed 

lenders in that state.  Up until the fall of 2010, car title loans in Virginia were claimed to be 

open-end ñmotor vehicle equity lines of creditò as lenders avoided the Commonwealthôs 36 

percent APR cap on closed-end small loans.  For example, a ñMotor Vehicle Equity Line of 

Creditò from a Virginia lender loaned $800 at 365 percent APR based on title to a 1998 Nissan 

Maxima.  The minimum monthly payment was mostly interest plus five percent of the loan 

principal.
47

  Since the Virginia open-end car title loans were not subject to the DoD definition of 

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

Under legislation enacted in 2010,
48

 Virginia law now authorizes car title lending costing up to 

264 percent APR and permits loan terms up to one year while the DoD definition of a covered 

car title loan only applies to loans with a term of 181 days or less.  A twelve-month $700 car title 

loan at the maximum rates permitted in Virginia costs $2,548 with monthly payments of $212.  

Fortunately the Virginia legislature prohibited car title loans to servicemembers.
49

  This is not the 

case in Texas.  The Texas title loan law that took effect in 2012 requires title lenders to comply 

with MLA but does not require that loans be structured as defined by DoD to be subject to the 

MLA  protections.   

Financial counselors and consumer attorneys have reported to CFA that title loans are being 

made to servicemembers.  Examples include: 

¶ The spouse of a servicemember in Virginia obtained a car title loan for $1200, payable in 

twelve monthly installments totaling $3,248.40.  The finance charge was $2,054.22 and 

the quoted APR was 240.03%.  A $6 lien fee was added to the loan proceeds.  The loan 

was secured by the title to her vehicle and the contract included a mandatory arbitration 

clause and prohibited participation 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 
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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.
50

 

 

¶ Jason Cox is an E-6 Staff Sergeant in the Army and Purple Heart recipient with five 

children.  He is stationed at Ft. Benning, Georgia, and has had two deployments to Iraq.  

He needed money for a family emergency and went to a title lender to repay a debt to a 

family member.  The one-month car title loan from Alabama Title Loans, Inc. of $3,000 

cost 146 percent APR, secured by the title to a 2002 Dodge Durango.  One monthly 

contract shows a $360 finance charge on the $3,000 loan for a total due of $3,360.
51

  Cox 

paid to renew the loan for over a year but lost the vehicle to repossession in August 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 made repeated collection calls while the 

soldier was at work and demanded the use of arbitration, claiming that the Military 

Lending Act does not apply to the transactions.  Mr. Cox has filed a class action lawsuit 

against the title lender, claiming that the loan violated the Military Lending Act.
52

 

 

¶ 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, with a finance charge of $77.25, or 152.08 

percent APR.  The one-month 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.
53

 

 

¶ An E-5 Sergeant in the Marines, stationed at NSB, Kings Bay Georgia, got a title loan 

from Georgia Auto Pawn, Inc. in late 2010.  One loan for $1,515 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 Jeep Grand Cherokee.  He has extended the loan month to month for 

almost a year.
54

   

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

covered loans.   

¶ SSGT who has been an active duty Marine for 18 years obtained a car title loan in South 

Carolina in 2011 to pay debts associated with a pending divorce.  He presented his 
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military ID when applying and got a Smart Choice Title Loan of $1,615, including the 

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

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

the contract is 400 percent.  The Marineôs vehicle was repossessed because he could not 

afford another $300 payment.  Because the car title loan term exceeds 181 days, it is not 

covered by the DoD Military Lending Act protections.  The contract includes a 

mandatory arbitration clause.
55

 

   

¶ A servicemember in San Diego got a car title loan from Check Cashiers of Southern 

California, Inc., dba USA Checks 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 Expedition and a copy of the keys.  The borrower receivedt $2,510, but 

was obligated to pay $4,426.68 in finance charges for a 24-month loan at 124.7 percent 

APR.  The contract includes an arbitration clause and requires the borrower to waive 

rights to pursue or participate in a class action lawsuit. In California, title loans are 

typically for over $2,500 to evade the small loan rate cap that applies to loans of $2,500 

or less, resulting in larger than typical and longer-term loans.    

Title loan companies solicit business on the Internet via lender and marketing websites that either 

make loans directly or feed completed applications to other lenders.  A CFA review of online 

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

June 2011, CFA conducted a Google search using the terms ñcar title loan apply,ò and found 

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 the cost of borrowing prior to a completed loan 

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

some websites have multi-step applications where the lender may ask about military status at a 

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

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

Recommendation:  CFA recommends that CFPB and state regulators work with DoD to ensure 

all car title lenders comply 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 loans should be revised to 

remove the definitional loopholes, either by Congress or through DoD rule-making.  The MLA 

protections should extend to any non-purchase money loan secured by the title to the borrowerôs 

vehicle regardless of loan term or dollar amount or whether the loan is structured as open or 

closed-ended credit.   
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VI.  Maps Illustrate 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 high-cost lenders around military bases and 

noted that the maps provided ñclear evidence that certain portions of the lending industry are 

focused on the military market.ò
56

  The maps were prepared by Professor Steven M. Graves, 

California State University, Northridge.  As reported in 2006, communities 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 

Base and the Armyôs Fort Lewis compared to residents living in the rest of Washington state. 

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 payday, car title, and military installment lenders near bases.  The results show that 

the new federal protections resulted in a sharp drop in high-cost lenders near bases in those states 

that also have rate caps for small lenders, such as California.  The maps in states where high-cost 

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, such as Hampton 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 to restrict the proliferation of payday lenders and California enacted legislation 

authorizing state regulators to enforce the MLA. 

A. Oceanside, California Case Study 

Reform of high-cost lending in Oceanside combined the impact of federal law, state authority to 

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 

architecture, and ñyear round perfect weather.ò
57

 The city is located in northern San Diego 

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 States.
58

 Camp 

Pendleton is home to more than 42,000 active duty military personnel and 38,000 military family 

members, many of whom reside off-base in Oceanside.
59

 In addition, over 23,000 reservists from 

all branches of the military train at Camp Pendleton each year, and 77,000 retired military 
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personnel reside within a 50-mile radius of the base.
60

  For over 60 years, Camp Pendleton has 

been the largest employer in north San Diego County.
61

 

Such a large, concentrated population drawing military paychecks makes Oceanside a tempting 

location for payday lenders to set up shop.
62

 In 2004, Oceanside was home to an unusually high 

concentration of payday lenders for a city of its size.
63

 Military leaders were aware of the 

dangers posed by these payday lenders to the financial health and operational readiness of 

soldiers, sailors, and marines, and were making efforts to improve the financial awareness of 

service members.
64

 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 of 

predatory lending to troops and requested help limiting the number of payday lenders operating 

in the vicinity of Camp Pendleton.
65

  

In response to General Lehnertôs concerns, the Oceanside City Council began to consider 

adopting changes to the Oceanside Zoning 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 lending storefronts could be opened in almost any commercial zone without being 

subject to any kind of discretionary land use review.
66

  Research conducted by the city council 

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

were classified as regulated uses by the Oceanside Zoning Ordinance.
67

 Specifically, the city 
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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 rates.
68

 Based on these findings, the city council 

staff recommended that the cityôs Zoning Ordinance be modified to define payday lending as a 

separate business category and to classify it as a regulated use.
69

 In addition, the modifications 

limited new payday lending establishments to specified commercial zones and required them to 

obtain a conditional use permit from the city council.
70

 

In September 2007, Oceansideôs City Council unanimously voted to adopt Resolution No. 07-

R0621-1, which modified the Oceanside Zoning Ordinance according to the staff 

recommendations.
71

 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 lenders to 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 uses.
72

 As a regulated 

use business, new payday lenders could no longer open within 1,000 feet of any other regulated 

use business.
73

 In addition, new payday lenders could not be located within 500 feet of any 

residential district, school, park, church, or child-care facility.
74

 

The city councilôs modifications to the Oceanside Zoning Ordinance produced mixed public 

reactions.  Military representatives present when the changes were adopted were supportive, and 

one council member expressed regret that the changes adopted did not go further to eliminate 
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existing payday lenders.
75

 Other council members expressed concern that the ordinance could 

not address the fundamental problems that contribute to high demand for payday lenders such as 

a lack of low-cost credit alternatives for low income individuals.
76

 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 Defense.
77

 

Those restrictions were the result of the 2007 Military Lending Act, which capped interests rates 

charged to members of the military on certain types of loans, including payday loans, at 36%.
78

 

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 Oceanside.
79

 

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 Oceanside.  The 

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

federal Military Lending Act banned payday loans for active-duty servicemembers and their 

dependents. The ordinance modifications were adopted at almost the exact same time that the 

Military Lending Act restrictions went into effect.  The number of payday lenders operating in 

Oceanside began to decrease significantly after the two changes went into effect in October 

2007.
80

  In 2004, Oceansideôs 92054 ZIP Code, which is closest to the southern gate of Camp 

Pendleton, was home to 22 payday lenders.
81

 Today that number has been reduced to 6, a 
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Extended to Service Members, 32 C.F.R. pt. 232 (2006). Both 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. 
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 See generally Press Release, Center for Responsible Lending, Consumer Federation of America, and National 

Consumer Law Center, Military Lending Act to Take Effect October 1 (Sept. 27, 2007). 
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ñAmong the ZIP codes in California adjacent to very large military installations, the drop in the number of payday 

lenders appears to be very significant.  For example, Oceanside, California, home to Camp Pendleton, has seen one 

of the more precipitous changes in the number of payday lending shops.  In Oceansideôs 92054 ZIP code there were 

22 payday lenders licensed in 2004; now there are only 13, representing a 40% decrease.ò Center for Responsible 
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 Steven M. Graves and Christopher L. Peterson, Predatory Lending and the Military: The Law and Geography of 

óPaydayô Loans in Military Towns, 66 OHIO STATE LAW JOURNAL 653, 824(2005) at 722. 
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reduction of 72%, and two of the remaining payday lenders are subject to pending legal action.
82

 

Overall, the number of payday lenders operating in Oceanside has declined from 28 to 11, a 

reduction of over 60%.
83

 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.
84

 Today, Modesto has 26 payday lenders actively licensed, a reduction of only 

12%, and Anaheim is still home to 28 active payday lenders.
85
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 ñ FINANCIAL SERVICES DIVISION LICENSEE ADDRESS LISTING,ò CALIFORNIA DEPT. OF CORPORATIONS, accessed 

October 13, 2011. 

http://www.corp.ca.gov/FSD/licensees/default.asp?flag=1&srchtyp=contains&licstatus=active&busname=&id=&lic

type=Deferred+Deposit+Originator&city=&state=CA&zip=92054.  
83

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

List, October, 21 2003 (on file with authors) (provided on floppy disk to authors by request). The ñbeforeò number came from 
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FINANCIAL SERVICES DIVISION LICENSEE ADDRESS LISTING,ò CALIFORNIA DEPT. OF CORPORATIONS, accessed 

October 13, 2011. 

http://www.corp.ca.gov/FSD/licensees/default.asp?flag=1&srchtyp=contains&licstatus=active&busname=&id=&lic

type=Deferred+Deposit+Originator&city=Oceanside&state=CA&zip=.  
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 California DOJ floppy disk (October 21, 2003)  see above. 
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October 13, 2011. 
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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 licensed as credit providers in 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 structure in 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 

directory listings).  Our analysis shows that predatory lending near Fort Hood has not been 

curtailed since 2007.
86

   

The number of traditional payday lenders has not changed in the Fort Hood region since 

enactment of the MLA.  We estimate there were 22 total payday lenders in the ZIP Codes 

adjacent to Fort Hood in 2005.
87

  Since that time, Copperas Cove, one of the two towns serving 

Fort Hood has added a ñcatalog lenderò and a car title lender to its roster of high-cost small loan 

options.  In Killeenôs 76541 ZIP Code (which borders the eastern gate) the 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 ZIP Codes. 

Cash in Advance has only one store, but most of the other operations have expanded.  For 

example, Ace Cash Express and Check óN Go have added one store apiece.  The Cash Store has 

opened two additional storefronts.  The 2011 mapping project included three additional payday 

lenders that also offer car title loans.  It is not clear if they were in operation in 2005.  A possible 

explanation for the continued concentration of high-cost 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 offers a 14-day 

cash advance at 533.11% APR interest which, if structured as a closed-end loan, is prohibited for 

active-duty servicemembers.  Cash Store also makes 140-day installment loans.  For the same 

$500 loan, a borrower would pay 611.72% APR for a loan not covered by the DoD definition of 

a payday loan.
88

  Lenders not covered by DoD definitions of covered credit are in business near 

Fort Hood include four military installment lenders. 

Servicemembers stationed at Fort Hood continue to have financial stresses.  According to news 

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 Iraq war to 5,776 in 2011.  In addition 1,362 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 American-Statesman in-depth report on the financial struggles of soldiers at Fort Hood noted 
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 Google Maps, category search: payday loans.  http://maps.google.com/maps (last accessed July 14, 2011).  
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 InfoUSA, ReferenceUSA, available at http://www.ReferenceUSA.com (accessed October 17, 2005). 
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 Fee schedule, ñTexas Cash Advance & Installment Loans,ò www.cashstore.com, on file with CFA. 
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that use of food stamps at on-post commissaries had increased from $285,000 in 2001 to $1.4 

million in 2011.
89

 

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 Texas has had little of the regulatory 

structure one sees in other states.  Texas has not regulated 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 enforcement, licensing or supervision apparatus may have precluded Texas 

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

vulnerable.   

New legislation that took effect 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 Texas.
90

  This may be one reason 

that financial counselors report ña large number of soldiers trying to pay off loans with 

astronomical interest rates, provided by the legion of payday lenders and auto title lenders 

surrounding the post.  óWhen you look at their resources, they are spending so much on the loans 

they donôt have enough to pay for utilities, gas or rent,ôéò
91
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 Texas H.B. 2594, 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 
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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 occurred there since 2006, though it should be noted that the public 

disclosure of which establishments function as ñdeferred deposit lendersò (payday lenders) has 

been significantly diminished, making data collection and comparison to earlier data sets 

difficult .
92

  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 for a number of years.  In 2004, Duval County ranked first among 

Floridaôs counties in terms of numbers and density of payday lending.
93

  At the ZIP Code level in 

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 number of payday lenders with eleven outlets.  Unlike 

many of the other base-adjacent ZIP Codes in this study, there has been a slight increase in 

payday lending activity near Jacksonville NAS.  In 2011, there  were twelve payday lenders in 

the 32210 ZIP Code.
94

  It should be noted that five payday lenders in the 32210 ZIP Code have 

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

of licensed ñMoney Transmittersò (which includes payday lenders) downloaded from the State of 

Florida. 

This trend is disturbing because it seems to suggest that this military neighborhood 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 103
rd

 Street (State Highway 134) is a well-travelled 

commercial thoroughfare, but the concentration of payday lenders, especially as a ratio to FDIC-

insured banks in this region, strains against any argument that military families have diminished 

as a favored target demographic 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 naval bases.  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. 
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 Earlier databases available from the Florida Department of Financial Services included an column indicating the 

status of licensee operating as a ñdeferred presentment providerò, or payday lender.  In 2011, that column is missing 

from the database, thus requiring an alternative data gathering methodology.  The recent database was created by 
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D. Hampton Roads Region, 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 

bases, it is perhaps the most well-known military district in the United States.  The region is also 

unique because although the number of military families is high they remain a relatively small 

percentage of the entire regionôs large population.  Military families in this region often live 

among a demographic likely to use payday and other high-cost lenders.   

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

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

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 Roads area it was already 6 to 10 (.6 to 1).
95

  

Between 2005
96

 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 region as well but not more than one per ZIP Code during the 

2005-2008 period.  By 2008, nine of the top ten ZIP codes in Virginia for total payday lenders 

were in proximity to a military base.
97

  Seventeen of the top thirty ZIP Codes for payday lenders 

were in the Newport News to Virginia Beach corridor.  The picture remains similar in 2011, but 

the numbers of ñpayday lendersò licensed by the Virginia Bureau of Financial Institutions has 

fallen dramatically, largely as a result of state law changes and subsequent lender shut-downs or 

efforts to evade loan restrictions.
98

   

Recent changes in Virginia law regulating payday lending
99

 have caused a significant reduction 

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

of payday lenders now operate as unlicensed ñOpen-Endò lenders, it has become more difficult 

to ascertain with great certainty where high cost, short-term lenders are actually doing business.  

The news following the most recent law changes appears to be mostly good for military families 

in the region.  For example, since 2008, when the state law changed, 65 ZIP Codes in Virginia 

eliminated 100% of their officially licensed payday lending operations.  Among those with the 

greatest apparent reduction in payday lenders and percentage loss of payday lenders were several 

in the Hampton Roads region.  For example, every payday lender in Virginia Beachôs 23455 ZIP 

Code appear to be closed.  All five of  the payday lenders in Portsmouthôs 23703 ZIP Code from 

2008 are now apparently closed.  However, Norfolkôs 23504 ZIP Code, which had only one 
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Lenders Licensed in Virginia, available at http://www.scc.virginia.gov/bfi/reg_inst/sur/pay_sur_0410.pdf 

(downloaded July 11, 2011) 
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 VA. CODE ANN. § 6.1-459.1(v).  Changes to Virginia Payday Loan Act took effect January 1, 2009, requiring 

lenders to give borrowers a repayment period two times longer than the borrowerôs pay cycle. 
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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 ZIP Codes near military bases in the Hampton Roads Region compared to 

those more clearly dominated by a civilian population elsewhere in the state (down 66%), which 

could signal that payday lendersô enthusiasm for business in military towns dropped more than it 

did elsewhere in the state 

The reduction 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 of the payday lenders that 

appear to have closed actually 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 in state law in 2008, five have begun operating as 

ñopen-endò lenders.  The same telephone survey found six open-ended lenders in Chesapeake, 

five in Hampton, five in Newport News and at least 10 in Virginia Beach.
100

  It is difficult to be 

certain of the causal factors behind the reduction in payday lending in Virginiaôs military towns.  

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 federal law.  Still, it 

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 2005 or 2008 but 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 product.  The recent Virginia car title loan legislation 

requires that loans be structured as closed-end credit and requires lenders to comply with the 

federal Military Lending Act.
101
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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 

exclusively a ñmilitary town.ò  The density of payday and other high-cost lenders cannot be 

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, population 5,166) had eight payday lenders and only two banks in 

2004.
102

  In the Graves and Peterson study of payday lending at military bases, St. Robert ranked 

as the second worst ZIP Code in all Missouri in terms of payday lenders per capita.
103

  In 

January, 2007, there were still seven licensed payday lenders in St. Robert.  Today, only four 

licensed payday lenders remain, a significant reduction from 2004.
104

   

While the number of payday loan outlets in Missouri has dropped during this time period (1,138 

in 2004 compared to 928 today), the reduction in St. Roberts is more than double that of the 

statewide percentage loss of licensed outlets.  Several other small towns with notable excesses of 

payday lending also saw some reduction in payday loan stores, yet among all ZIP codes with 

fewer than 10,000 persons (like St. Robert), there was a small increase in payday lending in 

Missouri.  The MLA may be having the desired effect in Missouri.  

Still, with a population of around 5,000, we would expect to find 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 Wood, or those stores are also selling credit products not subject to the MLA.  In 

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 one of the states most favorable to 

predatory lending nationwide, with a permissible APR of over 1500%.   
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