FDIC: STOP INSURING PAYDAY LOAN BANKS

May 20, 2003

The Honorable Donald E. Powell
Chairman

Federal Deposit Insurance Corporation
550 17" Street, NW

Washington, DC 20429

Dear Chairman Powell:

We request that the Federal Deposit Insurance Corporation take immediate action to stop
Republic Bank & Trust from renting its charter to payday loan chains to evade state lawsin
Texas and North Carolina. Republic Bank & Trust is a state-chartered bank located in

Louisville, Kentucky, which makes payday loans in North Carolinaand Texas. In North
Carolina, Republic Bank & Trust partners with Advance America and McKenzie Check
Advance of North Carolina, which operates National Cash Advance stores, to make payday loans
that are prohibited by state law. In Texas, Republic Bank & Trust partners with ACE Cash
Express at 313 locations, and Q.C.&G Financial, Inc., which operates 18 ACE America’ s Cash
Express outlets and 46 Advance America outlets, to evade the state' s payday loan laws that
restrict the size and cost of loans.

The only reason for a payday lender to partner with a bank to make payday loansisto use the
bank’ s right to export home state interest rates and to preempt some state consumer protections.
We believe that thisis a blatant abuse of bank powers and federal deposit insurance protection.
We ask that you issue a cease-and-desist order to Republic Bank & Trust for any payday lending
activity.

After severa years of allowing the industry to operate, the North Carolina legisature, in
response to public pressure, allowed the law authorizing payday lending to sunset. However,
payday lenders have partnered with out-of-state banks to continue their practices and export
interest rates well above those alowed under the state’'s small consumer loan laws. Republic
Bank & Trust isrenting its charter to allow Advance America, ACE Cash Express, and National
Cash Advance to circumvent North Carolina and Texas state laws. Republic Bank & Trust has
indicated that it is operating in North Carolina and Texas under the Kentucky deferred deposit
law.

Republic Bank & Trust Company is a subsidiary of Republic Bancorp, a bank and financial
holding company with total assets of $1.8 billion at the end of 2002. As of March 2003,
Republic Bank & Trust had 24 banking centers in Kentucky communities, with $1.1 billion in
deposits. It has also announced plans to open six additional banking centersin Kentucky in
2003, and has stated its intentions to seek additional opportunities for expansion through
acquisitions.



As of December 31, 2002, Republic Bank & Trust had approximately $3 million outstanding in
payday loans, and it expects this balance to increase significantly due to new contracts with
payday lenders. Initsfiling with the SEC, the bank stated that it expects the payday loans
outstanding to reach or exceed $8 million by the end of the first quarter of 2003. The bank has
exceeded that estimate; Republic Bank & Trust representatives have stated that the bank
currently has $16 million in outstanding payday loans.

Payday loans are small cash loans that are based on a personal post dated check and cost triple-
digit interest rates. These loans are due in full on the borrower’ s next payday, typically two
weeks, and trap vulnerable consumers in perpetual debt. Payday lenders encourage cash-
strapped bank account holders to write checks without funds on deposit and then use those
checksto coerce repeat transactions or collections.

Payday loans have weak underwriting, short terms and high fees that foster chronic borrowing
and trap customersin aspiral of debt. Republic Bank & Trust, through Advance America, is
currently charging $17.50 for each $100 borrowed in North Carolina. The effective annual
percentage interest rate on the average 12-day loan is 532%, well above the North Carolina small
loan cap of 36%. In Texas, Republic Bank & Trust/Advance America charges $17 per $100
borrowed, exceeding the state’s rate limits on payday loans.

The business model for payday lending relies on multiple high-fee transactions to repeat
customers. Payday lending generates a disproportionate amount of revenue from customers who
repeatedly renew loans or make successive back-to-back transactions. 1n 2000 in North
Carolina, more than half of Advance America’s customers took out 7 or more loans and more
than a quarter of the customers took out 13 or more loans from the company during the year.
More than 84% of Advance America’'s feesin 2000 in North Carolina came from customers who
borrowed 7 or more times. Nearly 32% of the fee revenue was generated by customers making
20 or more loans during 2000.

In fact, Republic Bank & Trust, through Advance America in both Texas and North Carolina,
allows ten consecutive or back-to-back transactions. At $17.50 per $100 borrowed, after ten
consecutive transactions the borrower will have paid $525 in fees alone for a $300 loan.

Payday lending involves inherently unsafe and unsound banking practices because loans are
made without regard for the borrower’s ability to repay. As a payday lender, Republic Bank &
Trust knowingly accepts postdated checks for which there is no money in the bank to cover
them, does not perform conventional credit checks, and does not inquire into borrowers' other
financial obligations. The only eligibility requirements are full-time or part-time employment, an
active checking account, a functioning telephone, a driver’s license or state ID, proof of income
such as a pay stub or bank statement, and proof of current address. The application for National
Cash Advance (owned by Advance America) in North Carolina states that Republic Bank &
Trust will not perform alengthy credit check, but that the application will be sent to Tele-Track,
which is a specialized credit reporting service that only tells lenders if applicants bounce checks
or have other payday loans outstanding.*

! The application for payday loans through Advance Americain Texas includes the same statement.



Asthe FDIC stated in its draft guidelines on payday lending, payday lending exposes federally
insured banks to safety and soundness risks and carries serious reputational risks. The guidelines
state that the “combination of the borrower’s limited financial capacity, the unsecured nature of
the credit, and the limited underwriting analysis of the borrower’s ability to repay pose
substantial credit risk for insured depository institutions’. The guidelines name payday lending
as one of the “highest risk subsets of subprime lending” and note that bank-payday lending
relationships significantly increase banks' “transaction, legal, and reputation risks’.

Other federal banking regulatory agencies have actively discouraged the “rent-a-charter”
affiliation of banks with third-party payday lenders. Both the Office of the Comptroller of the
Currency and the Office of Thrift Supervision have issued advisories warning banks against
affiliating with payday lenders and have enforced standards by requiring specific banks to end
such affiliations. Republic Bank & Trust replaces Peoples Bank as the partner for Advance
America and National Cash Advance in North Carolina. The OCC ordered Peoples Bank to
terminate its payday loan arrangements with third-party companies due to safety and soundness
concerns.

In addition, the OCC recently ordered First National Bank in Brookings, South Dakota, to end its
affiliation with Cash America, and the OTS ordered First Place Bank in Warren, Ohio, to
terminate its relationship with Check ‘n Go in Texas. During 2001, the Office of Comptroller of
the Currency ordered two federally-chartered banks (Eagle National Bank and Goleta National
Bank) to halt their payday loan arrangements with third-party companies (Dollar Financial
Group and ACE Cash Express, respectively), citing safety and soundness concerns.

The OTS has recently issued general guidance for third party arrangements that should provide a
framework for the FDIC in dealing with bank-payday lender partnerships. Regarding the
activities of the third party, the OTS says, “critically evaluate whether the third party’s activities
could be viewed as predatory, abusive, unfair, or deceptive to consumers, particularly if products
and services offered through the association has fees, interest rates, or other termsthat the third
party could not otherwise offer.” The OTS guidance continues, “associations should not *lease’
their charter out to nonthrift entities through an agreement that allows the nonthrift entity to
circumvent state and local law.”? These statements apply directly to payday lending
arrangements. The FDIC should act in a similar manner to prevent banks from “leasing” their
charters to evade state laws that would apply to abusive payday lending activities.

We urge you to take immediate steps to halt payday loan activities at Republic Bank & Trust and
at any other state-regulated banks that are putting consumers and taxpayers at risk for the quick
profits to be made in charging triple-digit interest rates to vulnerable consumers. Please contact
Peter Skillern at 919-667-1557 ext. 22 if you have any questions or would like to discuss this
issue further.

Sincerely,

2 Office of Thrift Supervision, Thrift Bulletin 82, 3/18/2003, p8.



Pete Garcia, Chicanos Por La Causa, AZ

Al Sterman, Democratic Processes Center, AZ

Shelly Curran, Consumers Union, CA

Alan Fisher, California Reinvestment Committee, CA

Ken McEldowney, Consumer Action, CA

Marva Smith Battle-Bey, Vermont Slauson Economic Development Corp., CA
Rashmi Rangan, Delaware Community Reinvestment Action Council, Inc.
Elbert Jones, Community Enterprise Investments, FL

Malcolm Bush, The Woodstock Institute, IL

Dara Cooper, Center for Economic Progress, Chicago, IL

Dan McCurry, Chicago Consumer Coalition, IL

Dory Rand, National Center on Poverty Law, Chicago, IL

Ted Wysocki, LEED Council, IL

Jean Ishmon, Northwest Indiana Reinvestment Alliance, IN

Shelly Sheehy, John Lewis Coffee Shop, Inc. of Davenport, 1A

Anne Marie Regan, Office of Kentucky Legal Services Programs, Louisville, KY
Cheryl Hystad, Maryland Consumer Rights Coadlition Inc., MD

Glenn Davis, Mason Square CDC, Springfield, MA

Dharmena Downey, Director of Housing, City of Somerville, MA

Rick Gamber, Michigan Consumer Federation, Ml

Maryellen J. Lewis, professor at Michigan State University, Ml

Veronica Williams, Detroit Alliance for Fair Banking, Ml

Charles Harris, HEED, MS

Gail Burks, Nevada Fair Housing Center, NV

Craig Fiels, City of Santa Fe, NM

Gene Ortega, Home Education Livelihood Program, NM

Raynell Zuni, Project Change Fair Lending Center, NM

Lee Beaulac, Rural Opportunities, Inc., NY

Deyanira DelRio, NEDAP, New York, NY

Devorah Fong, Spring Creek Community Corp., NY

Matthew Lee, Inner City PresssCommunity on the Move, NY

Kathleen A. Lynch, Esg, Western New York Law Center, Buffalo, NY

Ruhi Maker, Public Interest Law Office of Rochester, NY

Barbara van Kerkhove, Greater Rochester Community Reinvestment Coalition, NY
Stella Adams, North Carolina Fair Housing Center, NC

Farad Ali, North Carolina Institute of Minority Economic Development, NC
Rev. G.I. Allison, Democracy of North Carolina, NC

David Beck, Center for Responsible Lending, NC

Daniel Broun, North Carolina Minority Support Center, NC

Alex S. Cabrgjas, Latino Community Credit Union, NC

Christine Clario, NC

Anthony Clark, Uhuru Community Development Corporation, NC

Kiki Dunton, NC Public Interest Research Group, NC

Irvin Henderson, NC

Peter LaRoche, Consumer Credit Counseling Service of Forsyth County, NC
Thomas Leak, NC



Rich Lee, Durham Affordable Housing Coadlition, NC

Susan Lupton, Center for Responsible Lending, NC

Lenora Jarvis Mackey, River City Community Development Corporation, NC
James Carl Manning, Kingdom Community Development Corporation, NC
Andrea Bazan Manson, El Pueblo, NC

Valgenia Ray, Unity Community Credit Union

Angela Reed, Restoration Community Development Corporation, NC

Al Ripley, NC Justice and Community Development Center, NC

Kate Rumely, Brick Capital Community Development Corporation, NC

Peter Skillern, Community Reinvestment Association of North Carolina, NC
Deborah Warren, Southern Rural Development Initiative, NC

Willis Williams, Jamesville Community Development Corporation, NC

Y ork Wilson, NC

Paul Bellamy, Lorain County Reinvestment Coalition, OH

Bill Faith, Coalition on Homelessness & Housing in Ohio (COHHIO), OH
Dean Lovelace, Dayton Community Reinvestment Institute, OH

Morris Williams, Coalition of Neighborhoods, OH

David Edge, Attorney at Law, Tulsa, OK

Donad K. Hardin, Administrator of the Oklahoma Commission on Consumer Credit, OK
Jason Reynolds, Oregon Consumer League, OR

Alan L. Jennings, Community Action Committee of the Lehigh Valley, Bethlehem, PA
Sue Sierra, Philadelphia Association of CDCs, PA

Odalis Reyes-Cruz, Agencias Comunales de Puerto Rico, Inc., Puerto Rico
Mary Compton, Unidos Para La Gente, TX

Stephen Fairfield, Covenant Community Capital Corporation, Houston, TX
Irene Leech, Virginia Citizens Consumer Council, VA

Jean Ann Fox, Consumer Federation of America, Washington DC

Edward Gorman, America Community Partnerships, Washington DC

John Kleiderer, US Jesuit Conference, Washington DC

Moises Loza, Housing Assistance Council, Washington DC

John Taylor, National Community Reinvestment Coalition, Washington DC
Cheryl L. Ziegler, Lawyers Committee for Civil Rights Under Law, Washington, DC
Steve Meili, Economic Justice Institute, Inc., WI

Bethany Sanchez, Metro Milwaukee Fair Housing Council, WI

Hubert Van Tol, Fairnessin Rural Lending, Sparta, Wi



