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cHATRMAN HASAY:  Hav ing the hour  o f

1- :00 ar r ived,  the House commerce commi t tee wi l l

now come to  order .  we have a  pub ' l  i  c  hear i  ng today

on payday I  end i  ng.  For  those fo l  ks  that  don ' t

know what  payday 1  end i  ng i  s ,  i  t ' s  d i  f fe rent  s tores

that  have grown wi th in  the las t  few years .  what

they do is  they g ive  1oans,  smal l  loqhs,  l i ke  $300

to  $  500 wi  th i  n  a  week.  rhey do charge a  h ' i  ghe r

percent  and they have some add i t iona l  fees o ther

than banks.  ganks have now a t rad i t ion  o f  not

be ing in teres ted in  g iv ing the loans for  $300 to

$ s00

vve have a  number  o f  peop le  tes t i fy ing

here today to  hear  what  payday lend ing

i  ns t i  tu t i  ons do.  r  d i  dn ' t  have any o f  those

payday s tores  unt i  I  w i  th i  n  the I  as t  two years  up

in  t to r theast  Pennsy lvan ia .  so  i t  w i I I  be

in teres t ing to  hear  the d i f fe rent  ones that  have

comments  today a t  the hear i  ng.

rhe f i rs t  person to  tes t i fy  is  Beth

Mcconne ' l l .  She 's  the d i rec tor  o f  PennPIRG and

PennPIRG Educat iona l  rund which is  a  consumer

group.  Beth ,  thank you for  coming here  today and

being wi th  us .  You may s tar t  a t  your  own

conveni  ence.  rhank you.
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MS.  MccoNNELL:  Good a f ternoon.  rhank

you for  hav ing me.  r t ' s  good to  see you a l l .  My

name,  d9a ' i  n ,  i s  Beth  Mcconnel l  and r 'm the

d i  rec tor  o f  Pennsy- lvan i  a  pub l  i  c  rn teres t  Research

Group,  PennPIRG.  PennPIRG i  s  a  .non-par t i  san,

non-pro f i  t  consumer  advocacy organ i  za t i  on .  r t

represents  severa l  thousand c i t i zens and members

across the s ta te .

r  thank you,  o f  course,  fo r  g iv ing me

the oppor tun i ty  to  comment  th is  a f ternoon on

payday lend ing and a lso  o f fer  our  perspect ive  as

to  how to  pro tec t  consumers  f rom be ing t rapped

under  unmanageable  debt  wh ich o f ten occurs  w i th in

th i  s  f i i  n9e bank i  ng i  ndust ry .

o f  course,  we have a l l  seen the

adver t ]sements  that  promise qu ick  cash unt i l

payday or ,qu ick  f inanc ia l  f i xes ,  jus t  f i l l

f  ew s ' i  mpl  e  forms and shor t - te rm cash f  I  ow prob l  ems

seeming ly  so lved.  But  as  the o ld  adage goes,  i f

i t  sounds too good to  be t rue,  i t  p robab ly  is .

Rnd cer ta ' in1y i t  i s  in  th is  case.  eayday lenders

hook consumers  in to  a  cyc le  o f  unmanageable  debt

as  bor rowers ,  sadd led wi th  out rageous fees,  take

out  new loans to  pay o f f  the  o ld  and so on and so

on.
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This  Commit tee has cons idered some

measures in  the past  that  a im to  regu la te  the:

i  ndust ry  to  a l  I  eged ' l  y  pro tec t  consumers .  However ,
'p .nnprRG 

be l ieves that  those measures wi l l  no t

ach i  eve that  goa l  ,  ra the r  w i  I  l '  I  eg i  t i  mi  ze  the

payday 1  end ' i  ng  i  ndust  ry  and i  ts  b  rand o f  I  oan

shark i  ng.

we urge th is  commi t tee to  pro tec t

consumers  by  crack ing down on the lenders '

quest i  onab l  e  1  ega l  s tand i  ng by  pass i  ng

ant i  -b roker i  ng l  eg i  s l  a t ' ion ,  fo r  exampl  e :  as  wel  l

as  pass ing reso lu t ions to  urge the Sta te  At torney,

.Genera l  as  wel l  as  the redera l  Depos i t  rnsurance
. l

Co rpo ra t i  o r i  ,  the  FDrC ,  to  c  rack  down on the

I  enders '  a r rangements  w i  th  out -o f -s ta te  banks

which a l lows them to  operate .

rh is  is  how i t  works .  eayday lenders

par t i  cu l  a r .1y  prey  on work i  ng consumers  who are

f  i  v ' i  ng  paycheck 
' to  

paycheck.  They o f  f  e  r  I  oans

usua l  1y  up to  $  500 aga i  ns t  a  f  u tu  re  payro ' l  1  or

government  benef i ts  check.  Typ ica l  1y ,  the
' '

consumer  wi  I  I  wr i  te  a  check for  $230,  fo r  exampl  e ,

to  bor row $200 for  about  2  weeks which is  usua l ly

unt i l  the i r  next  payday.

So the ac tua l  cost  o f  that  I  oan for
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two weeks is  $30;  in  o ther  words,  an annual

percentage ra te 'o f  390 percent .  For  compar ison,

some of  the h igher  ApRs on cred i t  cards  are  less

than 24 percent  and pennsy lvan ia  law a1 ready

capped smal l  loans a t  23.75 percent  ApR.

Now,  consumers  who are  desperate

enough to  v is i t  a  payday lender  o f ten f ind  there 's

not  enough money on payday to  cover  both  the

pr inc ipa l  o f  the loan as  wel l  as  the f fnance

charges on top o f  that  I  oan.  In  that  case,  the

consumer  wi l l  usua l  1y  pay then jus t  the f inance

charge,  the $30 'or  o ther  fees,  and ro l l  i t  over

unt i  I  the  next  paycheck,  so  two weeks 
' l  

a ter ,  thus,

i  ncu r  r i  ng  add i  t i  ona l  f i  nance charges du r i  ng  that

t ime per iod.  So that  would  br - i  ng  the to ta l

f inance charge for  a  $200 one-month loan to  $60.

As is  usua l ly  the case,  o f  course,  two

weeks la ter  on the next  payday,  the consumer  f inds

that  they are  unab l  e  to  pay the p  r i  nc i  pa ' l  and the

fees and then cont inue ro ' l1 ing i ' t  over  t ime and

t i  me and t i  me aga i  n  unt i  I  becomi  ng mi  red i  n

unmanageabl  e  debt .

that  i  s  exact l  y  what  the payday

I  ende rs  bank on .  r  w i  I  I  re fe  rence th i  s  I  a te  r

my tes t imony but  about  ha l f  o f  the  customers  i
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one s tudy we re  ac tua ' l  1y ,  about  20 percent  o f

the customers  compr ised about  ha l f  o f  the  to ta l

t ransact ions for  a  bus iness.  So they do re ly  on

these repeat  customers .

Now,  one bor rower  ac tua l ly  to - ld  the

Nat iona l  consumer  Law center  that  he pa id  n" " i l y

$20,000 in  fees for  about  $3,000 in  loans.  As a

member  o f  the mi l i ta ry ,  th is  par t icu lar  customer

was a  pr ime target  fo r  payday lenders .  He was

I  ower  i  ncome,  SUppor t ' i  ng  a  f  ami  1y ,  i  n  a  p i  nch for

cash and a lso  guaranteed a  paycheck.  rn  th is

case,  th ' i  s  consumer  ac tua l  1y  f  i  I  ed  for  bankruptcy

af ter  ro1 ' l ing  over  loans wi th  n ine d i f fe rent

I  ende rs  ove r  ' the  cou rse o f  s i  x  years  .

wh i  I  e  h i  s  expe r i  ence i  s  ce  r ta i  n1 y

ext reme i t ' s  no:  a t  a l l  un ique.  rhe center  fo r

Respons i  b l  e  t -end i  ng es t i  mates that  91 pe rcent  o f

a l l  payday loans are  made to  bor rowers  wi th  f ive

o r  mo re  I  oans pe r  year  .  Th i  s  same repo r t

.es t imated chron ic  payday bor rowing,  over  four
' l  

oans per  year ,  cos t  Amer i  cans $3. .4  b i  I  I  i  on

annual  1  y .  ,

Now,  un l  i  ke  convent i  ona l  I  ende rs  ,

payday I  enders  do not  assess a  bor rower 's  ab ' i  1 i  ty

to  repay the I  oan.  rhe on l  y '  th ' i  ng  that  you '  re
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asked to  r . :  i s .proof  that  you ac t .ua11y have a

check i  ng account  and a  s teady i  ncome;  but  i  n  no

case do the payday lenders  ac tua l ' l y  ask  what  your

other  debts  or  respons ib i l i t ies  are .  So they have

abso ' l  u te l  y  no i  dea whether  or  not  you '  re  capabl  e

of  repay ing th is  debt .  Rnd that  is ,  accord ing to

the Depar tment  o f  us  Hous i rng and urban

Development ,  one o f  the character is t ics  o f

predatory  I  end i  ng.

So that  means that  payday lenders  are ,

by  tak ing a  b l ind  €y€,  knowing ly  ex tend ing cred i t

to  peop le  who cannot  a f ford  i t .  The benef i ts  o f

that  b l ind  lend ing is  cer ta in ly  so1e1y in  payday

lenders '  corner  as  those who cannot  a f ford  to  pay

and forced to  ro l l  over  and o therwise ex tend the i r

I  oans g i  v i  ng  the I  ender  the capt i  ve  fee payer .

The FDrc  has h i  gh ' l  i  gh ted conce rns  wi  th

the soundness o f  the payday lenders 'by  s ta t ing ,

quote ,  the combi  nat i  on  o f  the bor rower 's  I  i  mi  ted 1

f inanc ia l  capac i ty ,  the  unsecured nature  o f  the

cred i t  and the l imi ted underwr i t ing  ana lys is  o f

the bor rower 's  ab ' i  1 i  ty  to  repay pose substant i  a l

c red i  t  r i  sk  for  i  nsured depos i  to ry  i  ns t i  tu t i  ons

eayday lenders  are  operat ing on shaky

1ega1 ground in  Pennsy ' lvan ia .  Sta te  usury  law
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caps smal l  loans a t  in teres t  ra tes  or  APR is  a t

23.75 percent  fo r  I  i  censed I  enders .  rn  fac t ,

fo rmer  Pennsy ' lvan ia  At torney Genera l  t t t i ke  f isher

brought  ac t ions aga ins t  th ree companies  for  mak ing

payday"  I  oans i  n  v i  o l  a t i  on  o f  those '  s ta te  I  i  mi  ts

e f  fec t i  ve l  y  shut t ' i  ng  them down a f  ew years  ago.

However .  there  are  a  number  o f

compani  es  ac tua l ' l  y ,  t  th i  nk  about  ten i  n

to ta l  tha t  are  ab l  e  to  escape s ta te  I  aw by

par tner ing wi th  out -o f -s ta te  banks, .  thus,  are  not

sub jec t  to  Pennsy lvan ia  ru les  under  cur rent  FDIC

gui  de l  i  nes.

one exampl  e ,  Nat i  ona l  cash Advance,

which is  owned by Advance Amer ica ,  when r  most

recent ly  .checked,  they are  mak ' ing  the i r  loans

through Bankwest  o f  South  oakota .  rhat  was a f ter

the Comptro l le r  o f  the Currency shut  down i ts

former  payday - l  
end i  ng par tner  fo r  i  ts  unsound

pract i  ces .  the re  has been regu ' l  a to  ry  ac t i  on  a t

the Federa l  leve l .  The comptro l le r  o f  the

cur rency,  the o f f ice  o f  Thr i f t  superv is ion and the

pedera l  Reserve have shut  down.most  o f  these

payday I  enders .

Aga i  n ,  jus t  about  ten s ta t€ :char tered

FDrc superv ised banks are  the on ly  f inanc ia l
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2

ins t i tu t ions that  we know of  that  are  par tner ing

wi th  pawn cha ins  and check cashers  and payday

lenders  to  o f fer  these shor t - te rm,  h igh- in teres t

I  oans .

o ther  s ta tes  have taken a  very

cr i  t i  ca l  v i  ew o f  payday I  end i  ng.  r r la ry l  and enacted

an ant i -broker ing law to  g- ive  regu la tors  the

author i ty  to  enforce the smal l  loan ra te  caps in

the i  r  s ta te .  That 's ,  aga i  n ,  w i  th  compani  es  that

are  par tner i  ng wi  th  out -o f  -s ta te  banks.  t ' to r th

Caro l ina  permi t ted i ts  four -year  exper iment  w i th

payday 
- l  

end ' i  ng  to  sunset  s i  nce that  s ta te 's

bank ing commiss ioner  showed that  many consumers

were becoming mi red in  debt  desp i te  e f for ts  to

c lamp down on repeat  bor rowing.

Georg ia  Governor  Sonny Perdue jus t

recent l  y  s i  gned 
' l  

eg i  s l  a t i  on  that  p  roh i  b i  ts  payday

lenders  f rom operat ing in  the s ta te  outs ide o f  i ts

ex is t - ing  usury  laws.  Just  las t  week the forme
'  

Governor  o f  Georg ia ,  Roy Barnes,  who is  now in

pr iva te  prac t ice  as  an a t torney,  f i led  a  lawsu i t

aga ins t  60 payday lenders  in  the s ta te  to  shut

them down and seek pena ' l  t i  es  for  v i  o l  a t i  ng  the

I  aw.

r  woul  d  I  i  ke  to  a l  so ,  though,  share
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some of  F l  o r i  da 's  exper i  ence wi  th  payday I  enders .
'

rhat  s ta te  enacted 
' l  

eg i  s l  a t i  on  i  n  200L that  a i  ms

to  do some of  the ve ry  s i  mi  I  a r  th ' i  ngs that  House

Bi  I  I  2 l -50,  a ims to  do,  such as  l ' im i  t i  ng  ro l  I  overs

and prevent ' i  ng  mul  t ' i  p1e I  oans to  a  s i  ng ' l  e  consumer

at  a  g ' i  ven t i  me as wel  I  as  I  i  mi  t i  ng  fees.

Unfor tunate l  y ,  the  1eg ' i  s l  a t i  on  d i  d

l i t t le  to  pro tec t  consumers  f rom get t ing  hooked

i  n to  a  cyc l  e  o f  debt  and i  t  ce  r ta i  n ' l  y  a l  I  owed the

i  ndust ry  to  f l  our i  sh  i  n  the s ta te .  Among o ther

th i  ngs,  the 
' l  

eg i  s l  a t i  on  ac tua_- l  1y  requ i  red the

creat ion o f  a  database t rack ing sys tem whereby the

payday lenders  ac tua l ly  have to  repor t  to  th is

database sys tem how many consumers  took out  1oans,

for  what  amount ,  fo r  what  te rm

r t  was that  repor t  that  the company

ve r i  tec  So l  u t - i  ons ,  wh i  ch  ope ra tes  a  database

system,  submi t ted a  repor t  to  the r lo r ida

l -eg i  s l  a tu  re  and the f  i  nd ' i  ngs r 'm about  to  go

through come f rom that  repor t .  r  have enc losed a

copy o f  one o f  the pages in  my tes t imony.

For  example ,  f i rs t  o f  a l l ,  p lor ida ' law

at tempts  to  l im i t  the  number  o f  loans that  a

customer  is  ex tended by requ i r ing  a  24-hour

coo l  i  ng  o f f  per i  od between I  oans.  But  desp i  te
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tha t ,  o f  course. ,  chron i  c  bor rowi  ng i  s  cont i  nu i  ng.

rhe repor t  shows that  on average

consumers  took out  7 .6  Ioans dur ing a  L2-month

per iod.  R larming ly ,  there  were over  37,000

customers  that  had over  20 loans or  more in  a

L2-month per iod.  As many as  5 ,640 o f  them took

out  26 loans wi th in  a  year .  s imi la r ly ,  E l f ,o ther

repor t ,  a  separate  repor t  f rom Iowa regu la tors

show that " the average consumer . in  2003 had L2.3L

loans a t  the same exact  lender  and a lmost  ha l f  o f

those customers  had t2  or  more loans. in  2003 a t

the same I  ende r  .

rhe p lor ida repor t  a lso  demonst ra tes

that  repeat  and chron ic  bor rowing,  aga in ,  as

ment i  oned ear l  i  e r ,  i  s  par t  o f  the i  ndust ry 's
. / '

bus iness model .  thus,  P€nnPrRG would  argue that

i  t '  s  un rea l  i  s t i  c  to  expect  the i  ndust ry  be l  i  eves

that  any sor t  o f  regu la t ion  o f  the manner  be ing

d iscussed wi l l  t ru ly  l im i t  the i r  ab i l i t y  to  suck

consumers  in to  a  cyc le  o f  debt .  For  example ,  the

.  20.5  percent  o f  customers  who took out  more than

L2 loans per  year  account  fo r  50 percent  o f  the

i  ndust ry 's  to ta l  t ransact i  ons

rhe r l  o  r i  da  
' l  

eg- i  s l  a t i  on  a l  so  I  i  mi  ts

fees to  10 percent  o f  the loan and that 's  not  an

1 7
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annual  percentage ra te .

face va l  ue o f  the I  oan p l

end that '  s  ce  r ta i  n1 y  not

ra te  s  .

I t '  s  1-0  pe rcent  o f  the

us a  $5 t ransact ion fee.

e l  i  mi  nat i  ng  the usu r i  ous

On average,  the annual  percentage ra te

for ,payday loanS in  th is  repor t  i s  283 percent .

That 's  cer ta in ly  be low the indust ry  s tandard o f

over  400 percent  nat ionwide.  But  we would  argue

that  get t i  ng  r i  pped o f f  a  I  i  t t l  e  I  ess  than p l  o  r i  da

i  s  ce  r ta i  n1 y  not  a  measu re  o f  consume r  p  ro tec t i  on

or  someth ing you shou ld  necessar i ly  be proud o f  or

s t r ive  for .

do hope the Commi t tee keeps i  n  mi  nd

that  the 
' l  

eg i  s l  a t i  on  that '  s  befo  re  the Commi t tee ,

House B i l l  2150,  would  ac tua l ly  permi t  annual

percentage ra teb o f  as  much as over  400 percent

for  a  two week loan.  Some have argued that

regu la t ing the indust ry  cou ld  s top i ts  s low

g rowth .  But  r l  o  r i  da '  s  expe r i  ence '  has been the

oppos i  te

Si  nce enactment  o f  the b i  1  I  ,  the

indust ry  has grown,  as  has i ts  customer  base.

From November  o f  2002 to  oc tober  o f  2003,  the

est imated annual  increase in  ac t ive  prov ider

I  ocat i  ons i  n  r l  on i  da was 15.  3  percent  wh i  I  e  to ta l
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reg i  s tered customers  i  ncreased by over  40 percent

dur ing that  same t ime per iod.

rhe 
' l  

eg i  s l  a t i  on  a l  so  a i  ms to  p  roh i  b i  t

lenders  f rom extend ing loans to  consumers  wi th  an

a l ready outs tand ing loan wi th  themselves or  w i th

another  prov ider .  rn  the in i t ia l  implementat ion

of  the 1aw,  the lender  has to  re ly  on the

consumer 's  good fa i th  jus t  to :  s ign a  s ta tement

say ing,  r  conf i rm that  r  don ' t  have another

outs tand ing loan.  o f  course,  . the  lenders  own good

fa i  th  i  s  to  check the i  r  own records.  when that

was a  vo l  untary  sys tem,  o f  cou rse,  i  t  fa i  I  ed .

The repor t  showed that  the number

customers  wi  th  mul  t i  p1e t ransact ions was l -6

percent  in  the in i t ia l  rev iew or  over  19,000

customers .  c lose to  about  78 percent  o f  them

two loans 'open a t  the same t ime aga in ,  that

c l  ose to  L5.000 customers

percent  had 3  open a t  one t ime,  e tc . ,  e tc .  I t  was

on ' l  y  when a  mandatory  sys tem of  repor t i  ng  and

ver i fy ing in  the s ta te  database d id  the number  o f

mul  t i  p l  e  I  oans ac tua l ' l  y  reduce to  about  2  ,800,  now

2 ,  800 custome rs  w i  th  mul  t i  p1  e  I  oans .

So the prov is ions that  are  wi th in

House B i  I  I  21-50 we be l  i  eve are  i  nadequate  to

of

had

t s
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protec t  consumers  f rom payday lend ing.  we th ink

that  they wi l l  have the oppos i te  in tent ion and

actua l  1y  1  eg i  t i  mi  ze  the i  ndust  ry  i  n  Pennsy ' l  van i  a

and g ive  them 1ega1 cover  a t  a  t ime when,we shou ld

be do ing the oppos i te ,  c rack ing down on the

lenders .

As I  ment i  oned,  i  n  add i  t i  on  to

permi t t ing  APRs in  excess o f  400 percent  fo r  a

two-week I  oan ,  the  b i  I  I  wh ' i  ch  most  recent l  y  we had

heard was suppor ted by  the payday lend ' ing

indust ry .  o f  course,  r 'm sure  we wi l l  hear  more

deta i ls  about  la ter  today.  But  i t  w i l l  no t

prevent  success ive loans whereby the bor rower  pays

of f  the  f i rs t  loan but  immedia te ly  bor rows aga in

to  s tay  a f loat  unt i l  h is  or  her  next  payday.

whi  I  e  the b i  11 does requ ' i  re  that

lenders  o f fer  repayment  p lans a f ter  the four th

success i  ve  l  oan,  the prov i  s i  on  wi  l  l  do  l  i  t t l  e  to

he lp  consumers  escape f rom debt .  To be ing wi th ,

the ru les  for  o f fer ing the payment  p lan are

somewhat  vague and weak,  I  eav i  ng i  t  up  to

in terpre ta t ion by  the lender  how the p lan shou ld

be o f fered.  Most  1  i  ke1 y ,  we wi  I  I  see some f i  ne

pr in t  on the bot tom of  some cont rac t .

But .  a l  so  by  s i  mp ' l  y  s tee r i  ng  consume rs
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i  n to  wa ' i  t ' i  ng  24 hou rs  between 1  oans ,  I  ende rs  can

avo id  the requ i rement  o f  hav ing to  o f fer  the

payment  p lan a t  a l l .  As  we saw in  r lo r ida,  even a

24-hour  l im i t  does not  deter  chron ic  and repeat

bo r  rowi  ng .

Proponents  o f  payday ' l  
end ' i  ng  have

argue.d  that  the prac t ice  o f fers  cash-s t rapped

consumers  he lp  in  emergency s i tuat ions.  But

payday I  oans are  creat i  ng  more f i  nanc i  a l  t roub l  e

than they are  so lv i  ng for  most  consumers .  o ther :

opt ions do ex is t  fo r  consumers  and more can

cer ta in ly  be exp lored.  Even cash advances on

cred i , t  cards ,  smal l  loans f rom a cred i t  un ' ion ,

even pay ing b i l l s  la te  and pay ing la te  fees or

even pay ing bounced check fees are  somet imes much

cheaper  so lu t ions for  consumers  who are  s tuck  in

between paychecks.

We urge the Commit tee to  re jec t  any

1 eg i  s l  a t i  on  that  pe rmi  ts  payday I  ende rs  f rom

operat ing outs ide smal l  loan ra te  caps in

Pennsy l  van i  a .  rns tead ,  we u  rge th i  s  commi  t tee to

pass ant i  -b roker i  ng 1  eg i  s l  a t i  on  that  woul  d ,

proh i  b i  t  the  rent ' i  ng  o f  out -o f  -s ta te  bank char te  rs

that  a l low lenders  to  sk i  r t  Pennsy ' lvan ' ia  usury

laws.
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Agai  n ,  we woul  d  a l  so  I  i  ke  to  urge th i  s

Commit tee to  urge the FDIC to  use i ts  regu la tory

powers  to  end the prac t ice  o f  a l lowing payday

lenders  to  use bank powers  and undermine s ta tes '

author i  ty  to  un i  fo rml  y  regu l  a te  smal  I  I  oan

companies  and enforce usury  laws.  r  wou ld  be

happy to  take any quest i  ons.

CHAIRMAN HASAY:  Thank you,  D i rec tor

McConnel - ' l  ,  fo r  the in format ion.  You ' re  a

consume r .  You want  a  I  oan .  Let '  s  say your l

re f r igera tor  breaks down on Monday.  So you want

to  rep- l  ace that  the same day.  So you go i  n ,  and

you say to  the payday lender ,  I  want  a  loan for

$500.  what  happens next?

MS.  MCCONNELL:  You need to  wr i  te  a

check to  the payday lender l  fo r  $500 p lus  f inance

charges whi  ch  are  usua l  1  y ,  i  n  most  
' cases 

,  $L5 pe r

$L00 bor rowed.  rh i  s  
' l  

eg i  s l  a t i  on  ac tua l - l  y  a l  I  ows

for  $17.50 per  $L00 bor rowed.  So you wr i te  a

check f  o  r  500 p ' l  us  those f  ees .  l

rhe payday lender  w i l l  then ho ld  on to

that  check unt i l  the  term of  the loan exp i res

whi  ch  i  s  usua ' l  1y  t4  days.  and on that  1-4 th  day,

you need to  e i ther  come back in  w i th  cash for  the

500 p lus  the fees or  the lender  w i l l  depos i t  tha t
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2 2
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check.  Most  1  i  ke1 y ,  i  f  they depos i  t  tha t  check,

i t  bounces because very  few people  who are  that

cash s t rapped can a f ford  to  pay those h igh f inance

charges.  so  the consumer  wi l l  then ro l l  the  loan

over ,  incur r ing another  se t  o f  fees and ex tend ing

the t i  me a t  wh i  ch  they have to  pay i  t ,  repeat i  ng

the cyc l  e .

CHATRMAN HASAY:  What  co l la tera l  does

the PaYdaY';::";.: i l : I , . ,  
rust your check.

CHATRMAN HASAY:  Just  that  check?

MS.  MccoNNELL:  You need to .  prov ide

some so r t  o f  p  roof  that  you ac tua ' l  1  y  do have an

i  ncome and a  check i  ng account  such as  a  pay s tub

or ,  aga in ,  be ing ab le  to  wr i te  a  check proves that

you have a  check ing account .  But  the lender

doesn ' t  do a  cred i  t  check on you necessar i ' l  y  w i  th

a major  c red i t  bureau such as  Exper ian or

Transun i  on .  rhey don ' t  assess you r  ab i  I  i  ty  to

repay by  ask ' i  ng  you to  f i  I  I  ou t  a  form s ta t i  ng  how

much o ther  debt  you have

Aga ' i  n ,  r  th i  nk  not  even check i  ng wi  th

your  c red i t  bureau to  see what  your  c red i t

s tand ing is  l i ke  is  ev idence o f  i t  be ing predatory

bor row' ing. r  we wi l l  look  as ide and look the o ther
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way and not  assess whethe r  o  r  not  you can ac tua l ' l  y

pay ' th is  loan l i ke  most  banks and cred i t  cards

a l ready do because they are  re ly ing on the fees,

those repeat  fees and the defau l ts  in  order  to

susta in  the indust ry

CHAfRMAN HASAY:  Your  employer  doesn ' t

send your  paycheck to  the payday lender?

MS.  MCCONNELL:  No,  not  a t  a l  I  .  You

wr i te ,  a  persona l  check to  the lender  that  they

then ho ld  as  co l la tera l  unt i l  the  term of  the

loan.  Aga in ,  they can e i ther  cash that  check on

the 14th  day or  you can come back to  the lender

and g i  ve  them cash or  some other  - -  usua ' l  1y ,  i  t '  s

cash.  r  don ' t  know,  cash or  check.

cHATRMAN HASAY:  on the L4th  day,  what

i  f  they don ' t  show up?

MS.  MCCONNELL:  Then the lender  can

cash the check and i f  i t  bounces,  under  cur rent

1aw,  you can be prosecuted under  c r imina l  bad

check laws.  rh is  
' l  

eg is la t ion  a ims to  sh ie ld

consumers  f  rom the cr i  mi  na l  pena ' l  t i  es .  I t  does

a l  I  ow for  c i  v i  I  pena l  t i  es  but  not  c r i  mi  na l  un l  ess

the consumer  knowing ly  c losed the account  before

the I  oan was ac tua l  1  y  ar  ranged .  But  i  t  'doesn ' t

necessar i ly  he lp  the consumer  who cou ld  be
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prosecuted cr iminal ly  for  wr i t ing bad checks on

al l  the other

account  f rom the bank that  wi  I  I  a l  so bounce as a

resul  t .

CHAIRMAN HASAY:  Nor th  Caro l  i  na ,  i  n

your  's ta tement ,  d i  d  they c l  ose these s tores?

MS.  MccoNNELL:  Many o f  the s tores

have c losed sr 'nce the law sunset ted.  However ,

many s tores  s t i l l  opera te  a lso  as  a  res_u l t  o f

rent i 'ng  out -o f  -s ta te  bank char ters .  That 's  what 's

happening.  rn  most  s ta tes  that  have ac tua11y,

aga in ,  e l iminated payday lend 'ng i  the lenders  are

avo id ' ing  those laws by  pa i ' tner ing wi th

out -o f -s ta te  banks.

However ,  some s ta tes  are  cha l leng ing

that  .a r  rangement  i  n  cou r t  now.  L i  t i  ga t i  on  has

been pend ing:  some of  the o ther  fo lks  that  are

tes t i  fy i  ng  today may be ab l  e  to  comment  on the

deta i  I  s  o f  that .  There i  s  a l  so  some quest i  on

about  whether  or  not  the FDIC,  u t r less  they

express l  y  proh i  b i . t  a  cer ta i  n  prac t i  ce ,  can

wel I ,  Ie t  me take a  s tep back.

There is  some quest i .on  about  whether

or  not  a  s ta te-char tered bank can be sub jec t  to

d i  f fe rent  ru l  es  than a  federa l  ly -char tered bank.

,f

" "

(o
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redera l ly -char tered banks are  not  a l lowed to

engage in  payday lend ing.  Sta te-char tered banks

are a l  I  owed to ,  .  aga ' i  n ,  because they 
'a re  

under

FDIC.  The re  i  s  some quest i  on ,  some 
' l  

ega ' l  quest i  on

about  whether  or  not  such d i f fe rent  ru les  can

ex i  s t  and,  ' i  f  no t ,  i  t  g i  ves  the ab i  1 i  ty  o f

a t torneys to  ac tua l ly  c lose down payday lenders

ra ther  than the rent -a-bank anrangements .

The po i  n t  r  guess that  r  want  to  make

wi  th  a l  I  o f  th i  s  i  s  that  the I  ende rs  are  ope ra t ' i  ng

on,very  shaky 1ega1 ground and the reason why they

want  regu l  a t i  on  i  n  pennsy ' l  van i  a  i  s  because i  t

1  eg i  t i  mi  zes the i  ndust ry  and sh i  e l  ds  them f rom

fur ther  l i t iga t ion which they may not  w in .

We are  rea11y concerned about  mov ing

i  n  any d i  rec t i  on  that ,  ?9a i  n ,  g i  ves  1eg ' i  t i  macy to

an indust ry  that  rea11y we shou ld  be shut t ing  down

unless,  o f  course,  they are  requ i red to  meet  the

same ru l  es  that  banks are  requ i  red to  meet  i  n

o f fe  r i  ng  smal  I  I  oans .

CHAIRMAN HASAY:  fhank you very  much

for  your  tes t imony.  Some of  the members  may have '

quest i  ons.  rhe gent l  eman f rom Schuy l  k i  I  I  County ,

Mr .  a l  I  en .

REPRESENTATfVE ALLEN:  Thank  you ,  Mr :
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Chai  rman.  r  am not  a  proponent  or  an

th is  b i l l  as  i t  i s  dra f ted but  r  have

for  you that  goes to  the hear t  o f  the

r f  we do not  do someth i  ng to  cor rec t

and the FDrc  bans out -o f -s ta te  banks

I  i  censes or  whateve r  you want  .  to  ca ' l  l

there  i  s  no way to  get  a  payday check

aren ' t  we rea l  I  y  j  us t  tu  rn i  ng to  I  oan

then as  the on ly  way open for  a  person

emergency check?

MS.  MccoNNELL:  r  wou ld  argue that

what  i  s  happen ' i  ng  now wi  th  payday I  ende rs  i  s  a

form of  semi  - - l  ega ' l  I  oan shark i  ng as  i  t  i  s .  r  do

agree that  we need to  do someth i  ng to  dea l  w i  th

the i  ndust ry .  Aga i  n  ,  we woul  d  argue that  shut t ' i  ng

them down on mak ' i  ng  them ab i  de to  ou r  own s ta te

I  aws i  s  the best  th i  ng to  do.

But ,  o f  course,  we can do more to  he lp

consumers  that  are  s t rugg l ing.  we can do a  bet ter

ne rs  about  f i  nanc i  a ljob  o f  educat ing consun inanc- ia l

management ,  about  o ther  opt ions that  ex is t , .?9a in ,

as  r  h igh ' l  igh ted ear l ie r .  Even us- ing your  c red i t

card  or  bounced check fees somet imes +re  bet ter ,

not  that  we would  encourage peop le  to  wr i te  bad

checks.  n l  though ,  tha t '  s  exact l  y  what  the I  enders

opponent  to

a quest i  on

issue here .

the s l  tua t - t  on

f  rom - i  ssu i  ng

them so that

poss ib le ,

shark i  ng

to  get  an
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do.  r  th ink  the best  that  we can do as-

po l icymakers  and as  regu la tors  is  t ry  and so lve

the prob lems that  consumers  are  fac ing ra ther  than

leg i t imize an indust ry  that 's  caus ing them harm.

REpRESENTATTvE ALLEN:  r  unders tand

your  tes t imony.  But  my great  concern is  i f  we

don ' t  s tep forward and do someth i  ng i  n  one way or

another ,  tha t  the day the person needs the excess

cash,  he 's  go ' ing  to  go to  the s t reet  corner  fo r  i t

and i f  he  goes to  the s t reet  corner  
To.  

i t ,  the

ra tes  are  not  go ing to  be 25 percent .  rhey are

go ing to-be 40 and 50 percent  and they are  not

go i  ng to  s top 
' l  

oan ' i  ng  h i  m the money because that 's

what  a  I  oan shark  does

r  agree wi th  you on the one premise,

that  the ra tes  are  ex t  remel  y  hr 'gh  .  But  my conce rn

is ,  i f  we don ' t  put  a  cont ro l  and we go to  an open

market  sys tem,  then peop l  e  w i  I  I  f i  nd  those and

r ' l l  use the word loan shark  to  do the i r  job

and get  the i r  money.  Rnd that 's  what  my concern

is .

away f rom i

i  s  then we

i t ' s  in  my

r f  we ' re  go i  ng to  ban th i  s  and wal  k

t ,  my major  concern in  th is  whole  issue

are go ing to  have a  loan shark ,  whether

urban communi ty  that  r  represent  or
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Phi l  ade l  ph i  a  or  P i  t tsburgh or  Harr i  sburg ,  they are

go i  ng to  be ava i  I  ab l  e .  and they are  go i  ng to  be

wi  1  1  i  ng  to  I  end that  money and they wi  I  I  be

wi l l ing to takethemoneyback inanyWaythey

can.  Rnd that 's  what  my great  concern is  on th is

i  ssue.

MS.  MccoNNELL:  r f  loan sharks  are

of fer i  ng  40 or  50 percent ,  tha t 's  a  bet ter  dea l

than payday lenders  are  o f fer ing now.  But  r

recogn i  ze  your  concern.  There wi  I  I  a lways be that

e l  ement  o f  soc ' i  e ty  that  w i  I  I  be  hard  f  o  r  us  to

cont ro l  and law enforcement  shou ld  do i ts  best  to

c1 amp down on those i  1  1  ega l  prac t i  ces .

r  th i  nk  the major - i  ty  o f  payday ' l  
end i  ng

consumers  - -  I  don ' t  know that  the major i ty  o f

them wi l l  necessar i ly  seek out  those sor ts  o f  loan

sharks ,  s t reet  corner  loan sharks .  r  th ink  the

major i ty  o f  them are  probab ly  not  par t  o f  that .

don ' t  even th ink  they would  know where to  go

necessar i ' l  y  to  f  i  nd  a  I  oan shark .  there  may be

some

But  most  o f  these consumers  are

average work ing consumers .  Aga in ,  members  o f  the

mi l i ta ry  are  one o f  the pr imary  targets  for  payday
'

I  ende rs  .  rhey can ac tua l  1  y  go to  the mi  I  i  ta ry
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i t se l f  to  get  loans a t  a  much bet ter  ra te  than the

payday lenders .  r  th ink  that 's  a lmost  a lways

go- i  ng to  ex i  s t  but  r  don ' t  necessar i  1y  be l  i  eve we

are go ' i  ng  to  see such an i  ncrease i  n  that  type o f

ac t i  v ' i  ty  i  f  we s i  mpl  y  p  ro tec t  consume rs  .

:  '  REPRESENTATIVE AL| -EN:  Thank you.

CHAIRMAN HASAY:  Beth ,  in  those o ther

s ta tes  where some of  the payday lend ing s tores

were c l  osed or  res t r i  c ted,  d i  d  the bank i  ng

indust ry  come in  and s?y,  we l l  because i f  you

want  to  bor row money f rom a bank,  you have to

bor row f rom some banks a t  least  $3,000.  D id  the

bank ing indust ry  in  those o ther  s ta tes  say,  we11,

we '  re  go ' i  ng  to  g i  ve  $  500 I  oan s  out  now?

MS.  MCCONNELL:  That 's  a  good

quest ion.  I  don ' t  know the answer  to  that .  I  can

I  ook i  n to  i  t  and get  back to  you.  r  do know that '

there  have been some exper iments  a t  smal le r  banks

and cred i t  un ions o f  do ing more smal l  loans than

prev ious ly  as  a  communi ty  serv ice  to  avo id  payday

lenders .  r  don ' t  know an awfu l  lo t  about  how many

of  them are  out  there  or  what  the i r  success is

I  i  ke .  But  r  can I  ook i  n to  that  and get  back to

you.  some of  the o ther  tes t i f ie rs  may a lso  know

the deta i  I  s  o f  that
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CHATRMAN HASAY:  we may have the

Secretary  o f  eank ing here  and we wi l l  p robab ly  ask

h im that  quest ion.  He may be here  today I  know

he 's  i  n  s ta te  co ' l ' l  ege and on h i  s  way here .  so

we' re  hop ing to  hear  f rom Secretary  schenek.  The

gent l  eman f  rom Westmore- l  and,  Mr .  Tangret t i  ,  has a

quest i  on .

REPRESENTATIVE TANGRETTI :  ThanK YoU,

Mr .  Chai rman.  cood a f ternoon.  Beth ,  jus t  fo r  my

own ed i f ica t ion and for  everybody e ' lse 's ,  what 's '

the  h is tory  here  o f  payday lend ing? rh is  seems to

k ind o f  jus t  popped up over  the las t  few years .

Is  that  accurate  or  have r  jus t  not  seen i t?

MS.  MccoNNELL:  we are  def  i  n ' i  te l  y

see i  ng an exp ' l  os i  ve  g  rowth i  n  the i  ndust  ry  ove r

the las t  few years .  r  don ' t  know exact ly  why

othe r  than potent i  a1  1  y  th i  s  rent -a-bank

ar rangement  that 's  becoming more and more

which is  a1 1ow- ing them to  sk i r t  usury  laws

that 's  one o f  the reasons why we ' re  a l  so  1

for  
' l  

eg i  s l  a t i  on  i  n  mul  t ' i  p1e s ta tes  i  t ' s

popu l  a r

.  Rnd

ook i  ng

no t

j  us t  Pennsy l  van i  a  to ,  aga ' i  n  ,  sh i  e l  d  them f  rom

the crack down.

REPRES ENTAT IVE

th rough once aga in ,  i f  you

TANGRETTI :  TaKe  me

woul  d  you ment i  oned
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tha t  u i  ke  F i  sh .  f ,  i  n  h i  s  ro l  e  as

d id  c lose down a number  o f  these

st i l l ' some operat ing as  a  resu l t
:

re l  a t i  onsh i  p  w i  th  o ther  char tered

accu ra te?

MS.  MCCONNELL :  FTOM

other  s ta te-char tered banks.

At torney Genera l ,

but  there  are

of  the i  r

banks.  rs  that

'

Ty 
,nderstandi  ng I

REPRESENTATIVE TANGRETTI :  WhY iS i t

tha t  that  makes i t  1ega1 as opposed to  i l lega l .  :

ve  rsus what  t r l i  ke  r i  she r  d i  d?

MS .  McCONNELL:  Fede ra l  I  aw does

preempt  s ta tes  in  many cases,  not  jus t  in  th is

'case but  in  many cases,  f rom estab l ish ing cer ta in

l 'u l  esr  o  r  :  F€gu l  a t i  ons to  p  ro tec t  consume r  ts i  de

of  what  another  s ta te  does.

For  example ,  i f  a  bank is

headquar tered and reg is tered in  oe laware and

Delaware law a l lows for  smal l  loan ra tes  o f  a

thousand percent  or  has no l imi t  and the bank is  .

then set t ' i  ng  up shop i  n  Pennsy l  van i  a ,  f  o  r  exampl  €  ,

then oe laware law is  the preva i l ing  law because i t

i s  weaker  and that 's  where the bank is  char tered.

REPRESENTATIVE  TANGRETTI :  T f  t hA t

bank wanted to  come to  Pennsy lvan ia  to  do bus iness

as a  bank,  i t  wou ld  have to  be char tered by  the



28

s ta te  ?

MS.  MccoNNELL:  Here is  the way they

avo id  that .  rhe payday lenders  are  ac tua l ly

rent ing the char ters  o f  the out -o f -s ta te  banks '

s tore  f ronts ,  fo r  examp' le ,  wh ich are  not  ac tua l  1y

banks.  You 've got  somebody who is  probab ' l  y  mak ing

min imum wage,  work ing a  coup le  hours  a  day wi thout

any so r t  o f  f  i  nanc i  a ' l  t  ra i  n i  ng ,  requ i  res  you to

f i l l :  ou t  some form and then p lugs i t  in  the

computer  and process ing i t  because o f  the renta l

ar rangement .  So the o f f i  c i  a l  bank may be Peopl  e 's

eank o f  Texas but  the payday lender  might  be cash

'Advance.

REPRESENTATIVE  TANGRETTI :  I  gUESS MY

confus i  on i  s  that  you '  re  suggest i  ng  and obv i  ous l  y

accurate  there  is  no Pennsy lvan ia  law that  would

pr .oh i  b i  t  tha t  f  rom happeni  ng?

MS.  McCONNELL:  From rent i  ng

out -o f :s ta te  char ters  cur rent ly ,  tha t  i  s  cor rec t .

REPRESENTATIVE TANGRETTI :  That

doesn ' t  even sound feas i  b l  e .  obv i  ous l  y ,  i  t '  s  the

case.  We can,  in  e f fec t ,  s top that  prac t ice  f rom

happening i f  we were to  adopt  what  you ' termed

ant i  -b roker i  ng I  aws?

MS.  McCONNELL:  I  ' i  magi  ne that  payday
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lenders  would  s t i l l  cha l lenge ant i -broker ing laws

in  a  cour t  o f  law.  But  what  we tend to  see is

that  the payday lenders  are  o f ten los ing these

bat t l  es .  .  we do be l  i  eve that  there  i  s  some

- l  
eg i  t i  mate  reason to  be l  i  eve that  we cou l  d  def  end

those ant i -broker ing laws.

REpRESENTATTvE TANGRETTT:  one f i  na l

quest ion.  Do you see any way that  House B i I I  2L50

can be improved to  the ex tent  that  do you see

th i  s  ,  fo1  
' l  

owi  ng up on Rep resenta t i  ve  A l  I  en '  s

quest ion,  in  any way be ing improved to  the ex tent

that  i t  wou ld  prov ide a  serv ice  wi thout  tak ing

advantage o f  i  nd i  v i  dua l  s?

.  MS.  MCCONNELL:  Not  in  any sor t  o f  the

way that  the payday I  enders  woul  d  probab ' l  y  suppor t

the b i l l  in  that  fo rm.  r f  we were ab le  to  reduce

the annual  percentage ra tes  down to  what

Pennsy ' lvan ' i  a  a1 ready has smal  I  I  oans &t ,  23 .7  5

percent  APR

rate  and APR are  two d i f fe rent  numbers  i f  we ' re

ab ' l  e  to  prevent  success ive loans and a l  so  a l  low

consumers  who are  seek ing pre-bor rowing to  enter

i  n to  some sor t  o f  c red i  t  counse ' l  ' i  ng ,  r  th i  nk  that

would  be a  b ig  improvement  over  the b i l l .

Aga i  n ,  the prob l  em rea l  1  y  that  we '  re
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t ry ing to  s top are  the usur ious ra tes  and the

repeat  bor row' ing.  So i f  we ' re  ab le  to  lower  those

rates  down to ,  aga in ,  what  o ther  banks are

requ i red to  meet  now,  as  wel l  as  prevent ' the

repeat  bor rowing,  r  th ink  i t  wou ld  be wor thy  o f

cons ider ing.  r  wou ld  doubt  very  much that  the

payday lenders  would  suppor t  such a  b i l l

REPRESENTATIVE TANGRETTI :  Thank you

very  much.  rhank you,  Mr .  cha i  rman.

cHAIRMAN HASAY:  The gent leman f rom

York ,  MF.  N icko l ,  to  my far  le f t  has a  quest ion.

REPRESENTATIVE NICKOL:  Thank you.  r

gather  these ex is t  because there  is  a  consumer

demand for  payday lend ing.  r  wou ld  gather  that

the very  peop le  you re fer  to  o ther  a l te rnat ives

for  these consumers  to  go to  get  money,  r  wou ld

presume that  they are  a t  the payday because they

don '  t  have the o the r  a l  te  rnat i  ves  ava i  I  ab l  e  to

them because o f  bad cred i t  o r  whatever .  r t ' s  k ind

of  a  catch 22 here  where r  agree.wi th  much o f  what

you '  re  say i  ng but  I  don ' t  unde rs tand you r

conc lus ion as  to  why we shou ld  take no ac t ion.

t r , taybe you can he l  p  me wi  th  that .  You used the

te  rm a coup l  e  t i  mes that  t to  r th  caro l  i  na  e l  i  mi  nated

payday ' l  
end i  ng but  then you f  u  r the r  tes t i  f  i  ed  they
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di  dn ' t .

MS.  MccoNNELL:  Nor th  caro l  i  na  passed

a s ta tu te  a  few years  ago a i  med to  regu l  a te  payday

lenders  and what  they found is  that  desp i te  the i r

a t tempts  to  regu la te  i t  and s top repeat  bor rowing,

consume rs ,  we re  s t i  I  I  bo  r  rowi  ng t i  me and t i  me

aga ' i  n .  uenders  were s t i l l  ab le  to  f ind  ways

around the law to  hook them in to  the cyc le  o f

debt

As a  resu l t ,  a f te r  a  number  o f  years ,

Nor th  Caro l  i  na  a l  I  owed that  I  aw to  sunset .  Thus,

techn ica l ly  now,  payday lend ing is  i l lega l  in  the

sta te .  The on ly  reason why the lender  s t i l l

ex i  s ts  i  s  because o f  th i  s  rent -a-bank ar rangement

the s ta te  has yet  to  be ab l  e  to  c rack down or ,

a l  though s ta tes  are  mov i  ng i  n  that  d i  rec t i  on .

Again ,  Georg ia  is  an example  where

l i t iga t ion has been f i led  aga ins t . the lenders  for

v io ' l  a t ing  the i r  usury  laws.  there  may be some
' l  

eg- i  s l  a t i  on  movement  pend i  ng i  n  Nor th  caro l  i  na .  r

th i  nk  the center  fo r  Respons i  b l  e  t -end i  ng can

actua l ly  speak in  more deta i l  about  that  as  wel l .

rn  terms o f  your  f i rs t  quest ion which

is ,  i s  there  a  leg i t imate  consumer  need for  payday

I  end i  ng,  I  mean,  c€r ta i  n1 y  consumers  get  s t rapped
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fo r  cash and cer ta in1y there  are  t imes:  they are

look ing for  so lu t ions and don ' t  know where to  go.

r  woul  d  argue that  payday 1  end i  ng i  s  not  a

so l 'u t ion ,  i t ' s  on ly  mak ing the s i tuat ion worse.

r f  we were ab le  to  l im i t  the  APR,  aga in ,  down to .

what  Pennsy lvan ia  s ta te  banks are  a l ready requ i red

to  meet ,  r  th ink  that  would  be a  move in  the r igh t

d i  rec t i  on .

But  a l lowing consum:rs  to  get  mi red

i  n to  a  cyc l  e  o f  debt  that  makes the i  r  f i  nanc i  a l

s i tuat ion a  lo t  worse in  the end than they s tar ted

out  and somet i  mes tens o f  thousands o f  do l  I  a rs

in  debt ,  f i l ing  for  bankruptcy ,  harassed by

co l  I  ec t i  on  agenc i  es .  r  don ' t  th i  nk  that 's  a  way

out  fo r  consumers  or  has been any sor t  o f  so lu t ion

and r  th ink  by  legaf  iz ing the indust ry  and

a11owi  ng them to  ch.arge these APRs,  w€ '  re

essent i  a l  I  y .  nodd i  ng that  that 's  okay.
.

REpRESENTATTvE NrcKoL:  But  what  r 'm

t  ry i  ng to  get  a t  i  s  you sa i  d  i  n  t to  r th  caro l  i  na

they e l  i  mi  nated payday I  end i  ng and they d i  dn ' t .

rhey jus t  le t  the i r  law exp i re .  r  gather  they are

in  the same s i tuat ion we are  because we don ' t  have

a ' law e i ther  and i t  v io la tes  our  usury  l im i ts .  so

we have two s ta tes  here  which don ' t  author ize
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t payday 
' l  

end ' i  ng  but  i  t ' s  occur r i  ng  any way wi  thout

any k ind o f  regu la t ion  a t  a l l .

MS.  MccoNNELL:  That 's  why r  woul  d

argue that  we shou ld  move forward on pass ing

ant i  -b roker i  ng 
' l  

eg i  s l  a t i  on  to  proh i  b i  t  the

rent -a-s ta te  bank ' i  ng  char ters  and defend that

I  eg i  s l  a t i  on  i  n  cou r t .  That '  s  essent i  a l  
' l  y  why the

I  enders  s t i  I  I  ex i  s t ,  the  rent -a-bank ar rangement .

Rnd put t ing  pressure on the FDrc  to  do the i r  par t

to  proh ib i t  the  rent -a-bank ar rangements  as  wel l

as  mov ing forward as  a  s ta te  on our  own would

'  essent i  a ' l - l  y  put  the i  ndust ry  out  o f  bus i  ness.

REPRESENTATIVE  N ICKOL :  HAVC ANY

sta tes  done that?

MS.  MccoNNELL:  Aga i  n ,  ceorg i  a  i  s

beg i  nn i  ng to  do that  now.  rhey j  us t  recent ' l  y

passed the leg is la t ion  and lawsui ts  have jus t  been

f i  I  ed  aga i  ns t  the I  ende rs  that  are  s t i  I  l

opera t ing.  so  s ta tes  are  mov ing forward.  A group

of  senators ,  jus t  recent ly ,  f rom New York  as  wel l

as  e lsewh" la ,  us  senators ,  sent  a  le t te r  to  the

FDrc urg ing them to  proh ib i t  the  rent -a-bank

ar rangement .  r  wou ld  encourage that  th is

commi  t tee cons i  de r  do i  ng s i  mi  I  a r  .

REPRESENTATIVE  N ICKOL :  UNt i  ]  t hC  FD IC
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pl  ug s  that  
' l  

oopho l  e  ,  why woul  d  we not  want  to

cons ider  leg is la t ion  here  to  a t  least  have some

form of  regu la t ion  over  payday lend ing unt i l  such- '

a po i  n t  i  n  t i  me that  fede ra l  autho r i  t i  es  -  a l  I  ow us

to  put  a  to ta l  l im i t?

MS.  MccoNNELL:  Two po in ts  to  that .

one,  I  th i  nk ,  aga ' i  n  ,  we can pass ou r  own

ant i  -b roker i  ng 1eg ' i  s l  a t i  on  and def  end that  i  n

cou r t  .  Aga i  n  ,  the  re  i  s  some I  eg i  t i  mate  
' l  

ega ' l

op i  n ' i  on  that  that  
' l  

eg ' i  s l  a t i  on  woul  d  su rv i  ve  a

cour t  case based on federa l  law.  Rnd that

essent ia l ly  would  be our  own way to  s top the

payday lenders  and rent -a-bank ar rangements  here .

Second,  r  th i  nk  regu l  a t i  ng  the

indust ry  and a l lowing for  ra tes  that  are  usur ious

now to  cont inue,  r  th ink  i t  sends a  very  d i f fe rent

message to  federa l  regu la tors ,  as  wel l  to  o ther

s ta tes  ,  about  ou r  v i  ew o f  payday l  end ' i  ng  and i  ts

p lace 
1nd i ts  ro le  in  our  s ta te .  r  th ink  the

message i t  sends is  that  we wi l l  a l low i t  versus

we want  to  c rack down on i t  wh ich r  th ink  is  the

so lu t ion  wi th  the ant i -broker ing 1eg ' is la t ion .

REPRESENTATTvE NrcKoL:  r  rea l  i  ze
:

you '  re  
' l  

ook i  ng fo  r  the  pe r f  ec t  but  r  don ' t

unders tand why we shou ldn ' t  g ive  some modicum of
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protec t ion in  the in ter im by enact ing a t  I

some reasonable  requ i rements .  r  guess we

di f fe r  on that .  But  r  don ' t  know that  our

u l t imate  a im might  not  be the same.  r  don

unders tand your  abso lu teness o f  the pos i t i

no th ing,  no pro tec t ion is  bet ter  than a  l i

in  the in ter im unt i l  there  is  some change

fede ra l  regu l  a t i  on  .

east

can

r +
L

on that

t t le  b i t

in  the

MS.  McCONNELL:  I  hear  what  you ' re

say ing.  r  guess the perspect ive  that  PennPIRG has

ig  no payday lend ing indust ry  is  bet ter  than somd

payday lend ing indust ry .  we would  ra ther  put  an

end to  payday I  ende rs  ,  aga ' i  n  ,  as  . ' l  ong as  they are

v io la t ing  usury  laws we have here  in  Pennsy ' lvan ia

ra ther  than f i  nd  some way to  make the i  r  b rand o f

loan 'shark ing somewhat  less  bad than i t  a l ready is

or  somewhat  less  o f  a  r ip  o f f  than i t  a l ready is .

REPRESENTATTVE NTCKOL:  rhank you,  Mr .

Chai  rman.

cHATRMAN HASAY:  The gent leman f rom

Westmore l  and,  Mr .  Casor i  o .

REPRESENTATTVE CASORTO: rhank You,

Mr .  Chai  rman.  rhank you for  ho ' l  d i  ng th i  s  hear i  ng.
' '

Ms.  Mcconnel l ,  thank you for  be ing wi th  us  today.

t  have jus t  a  coup le  o f  br ie f  po in ts  and r 'm
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' l  
ook i  ng f  o  rward to  hear i  ng f  rom ou r  f  r i  ends f  rom

the Sta te  AFL.  rhe ten s ta te-char tered superv ised

banks that  you spoke o f  a  b i t  w i th  Representa t ive

Tangret t i ,  those are  ,aga in ,  banks out  o f  the

borders  o f  Pennsy lvan ia?

MS.  McCONNELL:  Those are  pr i  mar i  1  y

banks out  o f  y€s,  r  be l ieve they are  a l l  ou t  o f

pennsy l  van ' i  a  and they are  FDrc  supe rv i  sed banks .

REpRESENTATTvE cASoRro:  Aga- i  n ,  th i  s

was a  very  ex tens ive repor t .  rhank you.  r  guess

we can surmise that  ten o f  the s ta te-char tered

banks seem to  be the cu lpr i t  fo r  most  o f  the

p rob l  em he re?

MS.  MccoNNELL:  Exact l  y .  .As  far  as  we

can te l l , ' there  are  ten o f  these banks that  are

par tne r i  ng  ,  aga i  n  ,  o  r  rent i  ng  the i  r  char te  rs  w i  th

most  o f  the payday lenders  and pawnshops.  r  can

actua ' l  l  y  get  you a  I  i  s t  o f  those ten banks.

REPRESENTATIVE CASORIO:  fhank you.

You sa id  the nat ionwide annual  percentage ra te  was

about  390 percent  on a  whole .  House B i l l  2150

that  we are 'cons- ider ing here  would  a l low for  as

much as a  420 percent  ra te  per  year ;  i s  that

co r  rec t?

MS.  McCONNELL:  The  indus t ry  s tandard



o r igh t  now nat ionwide is  about  408 percent  APR.  
.A

two-week '  I  oan f  o r  $L00 unde r  th i  s  
' l  

eg i  s l  a t i  on ,  the

ApR would  top 400 percent .  But  you can s l ice  i t  a

few d i f fe rent  ways and get  some h igher  APRs.  r f

i  t ' s  a  one-week I  oan,  the APR can be as  h ' i  gh  as

900 percent  under  th is  leg is la t ion .  r t  rea11y

depends on how you I  ook a t  i  t  and how much i  s

bor rowed ' ,  cer ta in ly .  But  genera l  1y ,  the APRs are

s ign i f icant ' l y  h igher  than the s ta te  law a l lows.

REPRESENTATIVE CASORIO:  th iNK thAt

900 number  and aga in ,  that  may be ex t reme.  But

i f  we t lke  i t  to  the 400 percent  number ,  i t  rea l ly

exempl i f ies  the prob lem here.  ,  W"  can never  force

people ' to  change any k ind o f  behav ior .  '  But

hopef  u ' l  1y  ,  we can t  ry  to  educate  them.  I 'm a f  ra i  d

what  these k inds o f  loans do we have a  le t te r

that ,  r  th ink ,  we a l l  rece ived the o ther  day f rom

someone say ing that  these are  a imed a t  most ly

midd le  Amer ica ,  i f  you wi l l . .  r  tend to  d isagree

wi  th  that

r  th ink  theY are  a imed most ly  a t

poorer  Ame r i  cans,  i  f  you wi  I  I  ,  fo ' l  ks  on I  ow

incomes,  sen iors ,  i f  you wi l l ;  tha t  don ' t  have

fami ly  to  l i ve  in  that  th ree or  four  room house

f  rom 1-950 that  they bu i  I  t  and they don ' t  get  out
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tha t  o f ten and doesn ' t  have the economi  cs  or  the

too l  s  or  the ab i  1  i  ty  to  d i  f fe rent i  a te  between

var i  ous f i  nanc i  a l  concerns.  r  th i  nk  that 's  who

they ar .e  target i  ng  here ,  qu i  te  f  rank l  y .  r t ' s  a l  I

about  educat i  on .

rhe r lo r ida repor t  that  you ta lked

about ,  wh ich was very  ex tens ive as  wel l ,  was i t

based anywhere geograph i  ca ' l ' l  y  i  n  the s ta te ,  r 'm

jus t  wonder ing,  or  was i t  the  s ta te  on a  whole  or

d id  there  seem to  be pockets  o f  geography?

MS.  McCONNELL:  The repor t  ac tua l  1  y

does look a t  where the customers  are  and r  can

ref  e  r  to  that  .  r  can ' t  p  ro f  ess  to  know an ,awf  u l

lo t  about  r lo r ida demograph ics  or  geography to

te l l  you whether  or  not  these are  lower- income

areas or  h igher - income areas.  r  th ink  pr imar i ly

th i  s  i  s  met  ropo l  i  tan  area.  I t  may not  necessar i  1  y

te11 you wi th in  that  met ropo l i tan  area.  But  most

o f  the consumers ,  about  27 and a  ha l f  percent ,

'  were in  the tampa reg ion,  about  L7 and a  ha l f

percent  in  the or lando reg ion,  13 percent  in  the

area around tacksonv i ' l  1e ,  1-0  percent  i  n  por t  .

Lauderda le  and so on 'and so for th .

r  th i  nk  you '  re  r i  gh t .  eayday I  enders

do par t i  cu l  a r ' l  y  ta rget  consumers  who are  s t rapped
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fo r  cash but  consumers  who are  work ing or  have a

regu l  ar  paycheck.  some of  the data  on

demograph ' i  cs  has shown that  they are  predomi  nant l  y

woman,  o f  ten i  n  s i  ng l  e  pare  ouseho ' l  ds ,  aga i  n ,

w i th  a  regu lar  job  and regu lar  paycheck suppor t ing

f  ami  I  i  es  i  n  many cases.  That 's  exact ' l  y  what  the

lenders  go a f ter .

Rgai  n  ,  membe rs  o f  the mi  1  i  ta ry  are

other  pr ime targets  for  lenders .  r f  you dr ive

actua l  1y  near  or  around mi l i ta ry  bases,  o f ten as

you head i  n to  the base you wi  I  I  see a  
' l  

a rge number

of  payday lenders  wi th  names l ike  Mi l i ta ry  cash

Advance or  Pat r io t  Lenders  or  some other  sor t  o f

name that  e l ic i ts  some sor t  o f  government

i  nvo l  vement  i  n  some way because i  t ' s  ca l  I  ed

mi  I  i  ta ry  someth i  ng.  So they are  c l  us tered o f ten

around there .

one o f  the conce rns  ce r ta ' i  n1  y  a1 so ,

s ince we jus t  passed leg is la t ion  to  a l low for  some

extended gambl ing in  Pennsy lvan ia ,  is  whether  or

not  some of  the payday lenders  wi l l  se t  up shop

around those locat ions and par t icu lar ly  ta rget

gambl  ers .  r  th i  nk  that 's  a  rea l  concern.

REPRESENTATIVE  CASORIO:  ThC

success ive loans that  you spoke o f  r  th ink  is
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t ru l  y  the te ' l ' l  i  ng  po ' i  n t  here .  cha i  rman Hasay gave

the example  o f  a  re f r igera tor .  r  th ink  those o f

us  that  have that  type o f  prob l  em woul  d  cer ta i  n ' l  y

be ab le  to  a t  least  hand le  the major i ty  o f  that

loan in  a  success ive week or  two or  th ree and have

that ' loan pa ' id  o f f  .  But  r  th ink  where fo lks

bor rowing $300,  $400,  $500,  not  meet ing that ,  not

.meet ing the APR and then coming back and bor rowing

another  $300,  $400,  $500 to  cover  that  th ree or

fou r  t i  mes ove r ,  ds  you sa i  d ,  that  I  s  probab l  y  the

core prob ' l  em,  I  th i  nk ,  that  rubs wrong.

r  apprec ia te  your  tes t imony here

today.  Aga in ,  my concern is  the lack  o f

educat i  on .  we may have to  coup l  e  w i  th  the bank i  ng

depar tment  - -  hopefu l1y ,  the Secretary  w i I I  make

his  way here  f rom s ta te  co l lege - -  and see i f 'we

can ' t  a t  least  co l lec t ive ly  th rough our

1  eg i  s l  a t i  ve  d i  s t r i  c ts  most  o f  my const i  tuents

probably  don ' t  even know these p1aces ex is t ,  i f

you wi l l . '  so  r  th ink  i t ' s  an educat iona l  process

and r 'm g lad that  you were here  today to  te l l  us .

rhank you.  rhank you,  Mr .  cha i rman

CHAIRMAN HASAY:  Mr .  Gi  I  1  esp i  e  f rom

Lancaster  has a  quest ion.

REPRESENTATIVE  G ILLESPIE :  
- | . hAnK  

YoU,



4L

1

I

9

1 0

1 1

t 2

1 3

1 4

1 4

1 ?

1 8

1 0

2 !

2 2

2 3

2 4

2 5

Mr.  Chai rman;  Once aga in ,  thank you for  your

tes t i  mony.  Cont i  nu i  ng on wi  th  Chai  rman Hasay 's

. re f r i  ge  ra to  r  exampl  e  ,  you ment i  oned the f i  rs t

round o f  1-7 .50 per  hundred for  the $500.  rn  my

qui  ck  ca l  cu l  a t i  on  ,  tha t '  s  somewhe re  c l  ose to  $600 ,

a  l i t t le  b i t  less .  You sa id  when they defau l t  on

that  or  fa i l ,  then a  whole  new set  o f  charges wi l l

come in  for  round two.  r 'm jus t  cur ious.  Could

yqu g ive  us  a  qu ick  example  o f  what  that  may be

and what  the t ime l ine  would  be that  that  would

k ick  in?

MS.  MccoNNELL:  For  exampl  e ,  j  us t  to

use round numbers ,  your  loan is  $500 and your  fees

are $100,  mak ' i  ng  the to ta l  l .oan $600 that  you owe

at  the end o f  the term of  the loan,  wh ich,  aga in ,

i  s  usua l ' l  y  about  L4 days.  r f  you are  unab l  e  to

pay that  fu l l  $600,  hormal ly  a  consumer  wi l l  pay

the fees,  the f i  nance charg€s,  the $100,  ro l  I  the

loan over  aga ' in  fo r  another  two weeks and incur

another  se t  o f  f inance charges,  another  $100 in

f  ees.  So they have pa i  d  $ l -00.  rhey s t i  I  I  owe

$600.  Two weeks 1ater ,  aga- i  n ,  they need to  e i ther

pay that  fu l I  $600 or  they pay the fees,  the $L00,

ro l  I  i  t  ove r  aga ' i  n  so  they have pa i  d  $200 and

st i l l  owe $600.  So week a f ter  week a f ter  week
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they are  mak ing.  no progress on thg pr inc ipa l  o f

the loan,  o f  course,  because the f inance charges

are so unmanageable  and they jus t  pay the fees

Now,  the payday lenders  may argue that

they have an enormous number  o f  consumers  that

defau ' l  t  so  they need to  charge those h i  gh fees i  n

o  rde r '  
' to  

make up fo  r  the  def  au l  ted I  oans .

Actua l  1y ,  there  is  some research out  there  that

shows that ,  we11,  lenders  r  be l ieve i t  was in

one s ta te  and r  be l ieve i t  was in  Nor th 'Caro l ina

i  r  I  |  .  -  a  f  - - - i  a  a  i  ^  - ^again  - -  c la imed about  L2 and a  ha l f  mi l l ion

do l la rs  in ,wr i te -o f fs  in  bad loans.  ,They earned

over  $100 mi l l ion  in  fees that  same year .  so  they

.are  mak ing the money back on the fees even when

the loan is  in  defau l t  i tse l f .  rhat ,  dga in ,  is

key to ,  the bus i  ness model  ,  key  to  mak i  ng the

i  ndust ry  pro f i  tab l  e .

REPRESENTATIVE CASORIO:  Thank you.

rhank you,  Mr .  cha i  rman

CHAIRMAN HASAY:  ThE ChAi  TMAN

'recogn izes 
the gent leman f rom tackawanna,  MF,

wansacz,  fo r  the f ina l  quest ion

REPRESENTATIVE WANSACZ:  Thank You,

Mr .  cha i  rman.  Thank you,  Beth ,  fo r  tes t i  fy ' i  ng .

My quest i  on  i  s  fo l  I  owi  ng up on Rep resenta t i  ve
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Casor i  o 's  quest i  ons.  How do peop l  e  f i  nd  out  about

the payday ' l  
end i  ng i  ns t i  tu t i  ons? I  know you

ment i  oned around mi  I  i  ta ry ,  b i  I  I  boards.  what

happens for  those o f  us  who don ' t  have a  mi l i ta ry

base i  n  the area? How are  they target i  ng  peop l  e?

HoWaretheyf ind ingpeop1etog ivethemloans?

MS.  MccoNNELL:  cer ta i  n l  y ,  r  know when

r  walk  down r  l i ve  in  center  c - i  ty  Ph i lade lph ia .

when I  wa l  k  down tv tarket  s t reet  i  n  center  c i  ty ,  t

see huge s ' i  gns,  qu- i  ck  cash unt i  I  payday,  i  t ' s

s i  mp1 e ,  come on i  n ,  you won ' t  be l  i  eve how easy i  t

i  s  to  get  $  500 .  rhey p ' l  ace ads ce r ta i  n ' l  y  i  n

newspapers  and the adver t ' i  s i  ng  market  jus t  I  i  ke

most  bus i  nesses do.

r  don ' t  want  to  get  too much i  n to

i  n te  rnet  ,  payday I  end i  ng and the d i  f fe  rence

between the two,  but  cer ta in ly  there  is  an in f lux

of  th i  s  s tu f f  on the web as wel  I  .  r  ge t  e-mai  I

messages to  my e-mai l  account  a l l  the  t ime to

app ly  for  a  payday loan,  wh ich r  th ink  is  i ron ic .

rhey market  jus t  l i ke  any o ther  bus iness does.

They are  par t i  cu l  a r ' l  y  c l  us te  red i  n  areas whe re

the i  r  condumers  and where the i  r  market  i  s ,  lower

i  ncome but  work i  ng consumers .

one o f  the th ' i  ngs r  d i  dn ' t  cove r
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th is  a  b i t  in  my tes t imony.  But  not  long ago I

ca l Ied a  coup le  o f  payday lenders  jus t . to  f ind  out

what  can I  I  earn ,  - i  f  r 'm somebody who i  s

i  n te  res ted i  n  ac tua l  1y  takr 'ng  out  one o f  these

loans.  Rnd r  ca l led  and r  asked them how much ia

would  cost .  Can I  get  an answer? and I  cou ldn ' t .

r  ca l led  three or  four  d i f fe rent

I  ende rs  and they woul  d  not  ac tua l ' l  y  te l  I  me what

the ar rangement  was l i ke  and what  I  was do ing and

how much i  t  wou l  d  cost .  They want  to  get  you i  n

the s tore .  Come on down.  we ' l l  show you the

cont rac t .  We' l l  exp ' la in  i t  there .  I  can ' t  te l l

you because I 'm not  a  I  oan o f f i  ce  r .  They can ' t

g ' i  ve  you any in format ion over  the phone or  they

c la im not  to  be ab le  to  g ive  you any in format ion

over  the phone.  So they get  you ' in  the s tore  and,

obv i  ous ' l  y ,  i  t '  s  eas i  e  r  f  o r  them to  make that  I  oan.

r  th ink  that 's  unfa i r  to  the consumer

who is  t ry ing to  do a  good job and shop around and

be a  smar t  consumer  and f ind  out  how much

someth i  ng costs .  We actua l ' l  y ,  i  n  meet i  ngs wi  th

the indust ry  a  few months ago a t  a  summi t  in

Chicago,  urged them to  do a  bet ter  job  in  t ra in ing

the i r  cus tomer  serv ice  representa t ives  who unr* " l .  
'

the  phones to  be honest .  They re fused to  do so
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because they were concerned,  th i  s  par t i  cu l  a r

r .epresenta t ive ,  concerned about  the I  iab i  l i t y

i  ssues o f  a  te l  ephone rep resenta t i  ve  ac tua l ' l  y

g iv ing in format ion to  a  consumer .

REPRESENTATIVE WANSACZ:  I 'm t ry i  ng to

go back and unders tand th i  s  i  ssue compl  e te ' l  y .

when peop le  come in ,  fo r  example ,  and take out  a

payday loan,  the chances o f  them,  ?s  cha i rman

Hasay menl ioned - -  i f  they don ' t  show up to  pay

the i r  b i l l s  and they get  a  bounced check fee or

someth ing,  what  happens? Do they jus t  worry  about

go ing to  the bank and never  pay the payday loans?

Somebody hav ing a  smal l  bus iness and a  background

where peop le  have bounced checks before ,  i t ' s  very

d i f f i cu l t  fo r  a  bus iness to  go a f ter  somebody for

not  pay ing.  Do you know the percentage o f  cases

l ike  th is?

MS.  MccoNNELL:  r .  don ' t  know the

percentage.  I  do  know that  in  some cases '  i t

depends ce r ta ' i  n1y on the bank and the type o f

account  you have.  rn  some cases '  i  f  you bounce a

check,  the bank wi l l  pay the check and you owe the

bank the fees and you work  i t  ou t  w i th  them.  Not

a l ' l  consumers  have that  k i  nd o f  ar rangement .  r f

the  check bounces,  i  t  bounces and you s t i  I  I  owe
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the  pe rson that  you o  r i  g i  na1 
' l  y  wrote  the check to  ,

p1 us  you owe them the bounced check fees,  p l  us  you

a lso owe your  bank bounced check fees.  you s t i l l

i  n  most  cases wi  I  I  need to  dea l  w i  th  the payday

lender .

And anothe r  I  aws u i  t  was ac tua l  1  y  f i  I  ed

in  another  s ta te  forg ' ive  me for  not  knowing

whe re  recent l  y  fo  r  payday I  ende rs  that  ac tua l ' l  y

engaged i  n  some pre t ty  aggress i  ve  co l  I  ec t i  ons

tac t i  cs  w i  th  those consume rs  ,  th  reaten i  ng cr i  mi  na l

prosecut i  on ,  harass i  ng te l  ephone ca l  I  s  and some

rea l  ove r - the- top behav i  o  r  acco rd i  ng to  th i  s

par t i  cu l  a r  I  awsu i  t .  f  can ac tua l  1y ,  E lga i  n ,

forward you exact ly  what  that  s ta te  was and what

the lawsu i t  was.  r  can ' t  reca l l  exact ly  where but

i  t  was recent .

CHAIRMAN HASAY:  We St i I I  have a

coupl  e  more quest i  ons.  The gen - t l  eman f  rom

phi  I  ade l  ph i  a ,  MF.  Thomas

REeRESENTATTvE THoMAS:  rhank you,  ur ' .

cha i  rman.  Thank you,  Ms.  Mcconnel  I  ,  fo r  your

tes t imony.  r t  i s  my unders tand ing f rom a lo t  o f

check cashe rs  ,  d t  I  east  i  n  ph i  I  ade l  ph i  a  county ,

that  they do not  suppor t  payday lend ing.  Has that

come up in  your  research?
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MS.  MccoNNELL:  I  can ' t  ac tua l  1  y

comment  on that ,  pdr t icu lar ly  the d i f fe rence

between check cashers  and payday lenders .  r  th ink

Mr .  Rcke l  sbe rg  f  rom communi  ty  t -ega1 se rv i  ces  has

some par t i  cu l  a r  background i  n  the d i  f fe rence

between the check cashers  and s tore  f ront  payday .

lenders .  He can probab ly  comment  on that  bet ter

than I  can

REPRESENTATIVE  THOMAS:  I  KNOW A t

I  east  
. two 

o  r  th  ree check cashe rs  i  n  the gene ra1

area o f  ,  my 'd i  s t  r i  c t  o f  f  i  ce  .  They do not :  engage i  n

payday lend ing and they are  s t rong ly  opposed to

payday lend ' ing  prac t ices .  r  was wonder ing i f  i t

has come up in  your  research.

co ing back to  comment  that  a  co l l .eague

made ear l ie r  as  r  was coming in 'on th is  issue o f

whether  sbme pro tec t ion is  bet ter  than no

protec t ion,  my quest ion to  you is  whether  or  not

we are  v iewing the issue o f  pro tec t ion in  the

r ight  contex t  because i t  seems to  me payday

I  end ' i  ng  ' i  s  a  bad prac t i  ce  and the pro tec t i  on  we

wi l l  be  g iv ing ac tua l ly  w i l l  ac t  as  a  cover  fo r

what  has been deemed i  1  
' l  

ega- l  p  rac t i  ces  ;  i  s  that  a

co r  re  c t?

MS.  MCCONNELL:  Thank  You ,
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Representa t i  ve  Thomas .

cha i  rman i

r  th ink you ar t icu lated

much bet ter  than r  d id .  r  th ink  that 's  exact ly

r igh t .  rhe pro tec t ion that  th is  b i l l  g ives  is

more pro tec t ion to  the indust ry  than i t  i s  to  the

consumer  and that 's  why PennPIRG opposes i t .  I

a l  so  want  to  c l  ose wi  th  my remark  and comment

there  and to  a lso . thank you,  Representa t ive ,  fo r

your ' leadersh ip .  r  know that  you have been

work ing very  hard  as  a  champion o f  consumers  on

th is  par t icu lar  issue for  some t ime now.  r

apprec i  a te  that

REPRESENTATIVE THOMAS:  fhank  you ,  Mr .

cHATRMAN HASAv:  For  the in format ion

of  the pub ' l  i  c ,  th i  s  Commi t tee addressed check

cashers  a  number  o f  years  ago when we made them

reg is ter  and be l i censed.  what  check cashers  do

is  jus t  cash your  check for  a  fee.  eayday lenders

are  d i f fe rent .  You get  a  loan and you pay

in teres t  and fees.  So check cashers  are  separate

in  that  respect .

eeth  ,  you have a ' lways been ve ry

i  n fo  rmat i  ve  .  we rea l ' l  y  app rec i  a te  you comi  ng i  n

and keep ' i  ng  an eye on the consumer .  rhe members

have had a  lo t  o f  quest ions.  Aga in ,  thank you for
o
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your  t ime and your  tes t imony and for  coming here

tod ay  .

MS.  McCONNELL:  Thank you for  hav i  ng
: '

me.

:  CHATRMAN HASAY:  we are  go ing to  t ry

to  keep on schedule .  we are  a  l i t t le  b i t  beh ind.

Next  we have Pearre  Dean,  R€giona l  cope o i rec tor

wi  th  the Amer i  can pederat i  on  o f  Labor .  D i  rec tor

Dean,  thank you for  com' i  ng today and we apprec i  a te

what  you have to  say about  payday I  end i  ng.

MR.  DEAN:  Thank yoU,  Mr .  Chai  rman.

thanks fo  r  hav ' i  ng  me he re  .  My name i  s  Peanre

Dean.  am the neg iona l  coPE o i rec tor  fo r  the

pennsy ' lvan ia  aFL-cro .  r 'm here to  tes t i fy  on

behal f  o f ,  the  900,000-p lus  members  o f  our

c i rgan izat ion.  r 'm here to  tes t i fy  on House B i l l

2 l -50.

we be l  i  eve th i  s  1eg ' i  s l  a t i  on  wi  I  I  have

a s t rong negat ive  impact  on Pennsy lvan ia 's  workers

and the i  r  fami  I  i  es .  eayday 1  end i  ng i  s  d i  rec t l  y

and spec i  f  i  ca ' l ' l  y  a i  med a t  ou r  membe rs  who have

paydays.  r t  i s  our  respons ib i l i t y  to  pro tec t  our

members '  paychecks whi le  they are  hard  a t  work  in

these t ry i  ng economi  c '  t i  mes.  
,  

obv i  ous l  y ,  we

bel  i  eve that  th i  s  i  s  the respons i  b1 e  pos i  t i  on  for
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membe rs  o f  the Gene ra l  Rssemb' l  y  as  wel  I  .

These are  harsh days for  Pennsy lvan ia

workers .  wages and rea l  do l la rs  are  be low what

the average pay was in  t979.  Pay increases have

been mo re  than o f  f  se t  ,  ' i  n  recent  years  ,  by  hea l  th

care  cost  sh i f t ing .  workers  in  the commonweal th

are  work ing harder ,  be ing more product ive  and yet

i  n  rea l  do l  I  a rs  are  earn i  ng I  ess .  rh i  s  i  s  a

cont i  nu i  ng t rend wi  th  s1 i  gh t  upt i  cks  for - the past

25 years .

The unemployed worker  ra te  has been

cons i  s tent l  y  h i  gh i  n  the s ta te  w i  th  over  350,000

workers  on average wi thout  jobs,  but  look ' ing  for

work  each month .  As the cha i  rman knows,  the

sta tewi  de unemp' l  oyment  f  i  gu  res  are  much h i  gher  i  n

the No r theast  and a l  most  a l  I  ru  ra l  Pennsy ' lvan i  a

and southwest  Pennsy l  van- i  a .

o is located workers ,  those who have

good fami  I  y -susta i  n i  ng j  obs ,  a re  now f i  nd i  ng new

careers  in  1ow-wage serv ice  jobs.  Th is  group o f

workers  have downs i  zed the i  r  I  i  v ' i  ng  s tandards,

I  os t  hea l  th  care  p  ro tec t i  on  and are  par t i  cu l  a r1  y

vu l  nerab l  e '  to  these predatory  I  enders ,  such as

payday I  enders ,  to  mai  n ta i  n  ob l  i  ga t i  ons under taken

when they had good pay ing jobs.
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rn  sum,  these are  hard  economic  t imes

for  the average workers  in  Pennsy lvan ia ,  those

employed and those unemployed.  r t  shou ld  be noted

that  one i  n  e ' i  gh t ,  and I  repeat ,  one i  n  e i  ght

Pennsy lvan i  a  workers  rece ived unemployment

compensat i  on I  as t  year .

o ther  measures o f  the economic  hea l th

of  the Commonweal th  c i t i zens a l l  te l l  the  same

story .  Bankruptc ' i  es  are  a t  an a l  I  t i  me h i  gh.

Mor tgage forec losures across the s ta te  are  a t  a

a l  I  t i  me h i  gh.  rhe Pennsy ' l  van i  a  mi  n i  mum wage

remains f rozen s ince L997 a t  $5.L5 an,  hour .

. In  th i  s  a tmosphere,  we are  here  to

ta l  k  about  House B i  1  l  2L50,  PFi  n ter 's  No.  2897,
:

whi  ch woul  d  c reate  enab ' l  i  ng  l  eg i  s l  a t i  on  for  payday

I  enders .  For  workers ,  the hear t  o f  the money i  s

i  n  the i  n te  res t  ra te .  ca l  I  i  t  a  fee,  broke rage

rate ,  whatever  lega l  mumbo jumbo 1 ingo,  whatever

you want  to  dream up.  r t ' s  the in teres t  ra te

rn  th i  s  case,  the b i  I  I  ta l  ks  about  a

L7.5  percent  max imum in teres t  ra te .  ,  I t  tha t  per

day,  per  month ,  per  year ,  what  have you? r t

doesn ' t  s ta te  that  i  n  the 
' l  

eg- i  s l  a t i  on  a t  a l  I  .  r

don ' t  be l ieve that  i t  i s  a  mis take that  i t  was

draf ted that  way.
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rn  rea l  te rms,  the t7  .5  Percent

amounts  to  {50 percent  i  n teres t  on the money

that ' r  bor rowed for  two weeks f rom payday to

payday.  Many are  pa i  d  week l  y ,  i  n  wh i  ch  case,  t .he

loan ra te  is  9 l -0  percent  i f  bor rowed for  the fu l l

week .  rhe ra te  charge wi  I  I  be  $17 .  50 pe r  $1-00

borrowed.  r f  the  a l lowable  $500 ' is  bor rowed,  the

cost  to  the worker  would  be $87.50 for  $500:  I f

the  b i l l ' s  ce i l - i  ng , - i  s  increased to  $1,000

borrowed,  the cost  to  the worker  is  $L75.

i  r f  you th i  nk  that  payday I  end i  ng

ins t i tu t ions operate  anywhere a t  the ra tes  near

L7.5  percent  annual  in teres t  ra te ,  p lease look a t

the a t tachments  that  r  have i  nc l  uded wi  th  my :

tes t i  mony,  wh ' i  ch  are  some web ads and some th ' i  ngs

have p icked up a long the way.

rn  hard  economi  c  t i  mes,  i  t  i  s  s i  mPl  Y

beyond reasonabl  e  j  us t i  f i  ca t i  on  to  charge

borrowers ,  o f ten desperate ,  t r ip le-d ig i t  in teres t .

rn  e f fec t ,  th i  s  woul  d  be 1  ega l  i  zed I  oan shark i  ng.

Unt i  p roponents  o f  the l  eg i  s1 .a t i  on  are

wi  I  1  i  ng  to  ta l  k  about  doub l  e-d i  g i  t  annual  i  n te  res t

ra tes  - -  and r  want  to  c lar i fy  what  t  mean by

doubl  e  d i  g ' i  t  .  r  'm ta1 k i  ng about  ihe  23 .5  pe rcent

that  was ta lked about  in  the ear l ie r  tes t imony.
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there is  no reason for  representat ives

of  work- i  ng  men and women to  ta l  k  about  the be l  I  s

and,  wh is t les  o f '  consumer  pro tec t ion.  we would

I  i  ke  to  po i  n t  out ,  however ,  the s t r i  k i  ng l  y  un ' i  que

natu  re  o f  payday I  end i  ng.
:  

eayday 1enders  would  have the too ls  to

assure repayment  v i r tua l ly  as  s t rong as

garn i  shment  .  payday I  ende rs  ope ra te  e i  the  r  w i  th  a

post -dated check or  an e lec t ron ic  t ransfer

author i  za t i  on .  eayday I  enders  get  the i  r  money

f i  rs t .  rhey get  a l  I  o f  the  I  oan repa i  d .

rh is  character is t ic  o f  the scheme is

par t i  cu l  a r1  y  po i  sonous.  Few workers  can wi  ths tand

to  have $500 or  $1,000 taken out  o f  the i r  paycheck

i  n  one 
' l  

ump sum.  rhe on l  y  so l  u t i  on  i  s  to  go back

and bor row aga in ,  pay ing another  $L7.50 per  100

owed.  A l  though ro l  I  ove rs  woul  d  be I  i  mi  ted i  n  th i  s

1  eg i  s l  a t i  on  ,  they are  ways around the I  i  mi  ta t i  on ,

wai t ing  one day,  hav ing a  work ing spouse or

someone e l  se  i  n  the home to  take out  the I  oan ,

p lus  o thers  that  the creat ive  f inanc ia l ly

desperate  mi  nds wi  I  I  i  nvent .

what  we are  say ing here  is  not  on ly

are  the ra tes  out rageous,  but  lh"y  a lso  drag

work i  ng fami  I  i  es  i  n to  perpetua l  debt .  rh i  s  i  s  not
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good pub l  i  c  pof  i  cy .  Regard i  ng ex i  s t i  ng  payday

lenders ,  there  seems to  be some confus ion

regard i  ng the i  r  s ta tus

some are  rent ing federa l  bank char ters

and us ing the bank char ter  as  1ega1 author i ty  to
I

conduct  payday lend ing.  r  have a t tached a  le t te r

f rom the Comptro l le r  o f  the Currency/Rdmin is t ra tor
,

of  t ta t i  ona l  ganks ,  wh i  ch  s t  rong l  y  d i  scou rages

banks f rom engaging in  th is  prac t ice  and ind icates

st rong ly  that  any federa l  bank that  engages in

th i  s  ac t i  v i  ty  w i  I  I  be  c l  ose ' l  y  moni  to  red wi  th  the i  r

I  i  cense on the I  i  ne .  The compl  i  ance requ i  rements

are  so s t r ingent  that  few federa l ly  char tered

banks wi l l  engage in  th is  ac t iv i ty  or  be ab le  to

meet  the requ i rements  s ince the occ le t te r .

a lso  a t tached is  the consent  order  in

the case o f  Advance Amer ican;  cash Advance

centers ,  rncorporated;  Agent  and Bank Serv ice

prov ider  fo r  eeop les  eank o f  Par is ,  Texas dated

2003.  Among the many aspects  o f  th i  s  consent

order  is  the commi tment  that  Advance Amer ica  wi l l

no  
' l  

onger  prov i  de serv i  ces  re l  a ted to  the

organ izat ion 's  renewal  and ro l lover  o f  bank payday

loans in  or  a f ter  rebruary  28,  2003 in  Nor th

Caro l  i  na .
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So be c lear ,  the  consent  order  does

not  prec lude fu ture  payday lend ing ar rangements  in

the commonweal th  or  anywhere e lse .  Approva l  by

the comptro l le r  o f  the Currency is  prov ided for  in

the consent  order .  we do not  know,  and i t  we l l

may be t rue,  that  the fac ts  for  Advance Amer ica

have changed and have been approved by the

comptro l  I  e r .  rhe po i  n t  here  i  s  that  federa l  bank

ove rs i  ght  has i  n tens i  f  i  ed  and wi  th  that  i  n tens ' i  ty

has come a push for  s ta te-enab l ing leg is la t ion

I  i  ke  House B i  1 l  21-50.

Addi  t i  ona l  I  y ,  the  FDrc ,  oh Ju ' l  y  2nd,

2003,  i  ssued gu i  de l  i  nes on payday . l  enders  that

rent  bank char ters  o f  FDrc- insured banks,

accord ing to  the consumer  pederat ion o f  Amer ica .

r  quote ,  wh i le  the FDrc  does not  ca tegor ica l ly

proh ib i t  banks f rom par tner ing wi th  payday

lenders ,  the gu ide l ines requ ' i re  up to  do l la r  fo r

do l  I  a r  cap i  ta l  i  za t i  on  o f  1  oans ,  ca l  I  any I  oan 60

days in  defau l t  and brand ser ia l  loans as  an

unsafe  bank ' i  ng .

smal l  loans,  where there  is  no federa l

bank or  s ta te  char ter  rented,  are  governed by the

Consumer  o iscount  Company Act ,  . fo rmer ly  known as

the smal l  Loan Act ,  adopted by ' the Pennsy lvan ia
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Genera l  Assemb' ly  and is  the law in  our  great

s ta te .  I

rhe Consumer  Discount  Company Act

covers  loans f rom $25 to  $25,000 and has an

a l  I  owabl  e  annual  i  n teres t  ra te  o f  23.  5  'percent .

The enforcement  o f  th is  law l ies  w i th  the

secre tary .o f  eank ' i  ng  and inc ludes c iv i l  and

c r i  mi  na l  pena l  t i  es  .

ta te  suppose by us i  ng some l  ega ' l  1 i  ngo,

payday lenders  can argue that  they are  not

lenders ,  but  brokers .  eayday lenders  hand le  every

i rp . . t  o f  the  I  oan i  nc l  ud i  ng the f i  nanc i  ng and,

there fore ,  Should  be fu1 ' ly  regu la ted as  prov ' ided

by I  aw.

The las t  door  open to  payday lenders

is  to  rent  s ta te  bank char ters  and th ts  is  a

p reva l  ent  ac t i  v i  ty .  rn  o  rde r  to  s top th i  s

,  usur ious lend ing by  s tore  f ronts  that  reg is ter  as

loan brokers  and par tner  w i th  banks in  south

pakota  and Delaware to  charge un l imi ted ra tes ,  the

Pennsy lvan ia  Genera l  assembly  can do what  o ther

s ta tes  have done:  proh ib i t  s tore  f ronts  f rom

b roke r i  ng  o  r  a r  rang i  ng I  oans that  they can ' t

l  ega- l  1y  make themsel  ves.

ou r  s i  s te  r  s ta te  o f  r r , ta ry l  and d i  d  j  us t
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1 tha t  and is  f ree f rom s tores  that  make loans a t

t r i  p1  e-d i  g i  t  i  n teres t  ra tes  .  Georg i  a  j  us t

out l  awed rent -a-bank payday 1  end i  ng wi  th  a  I  aw

that  has wi ths tood 1ega1 cha l lenge.  I  am open for

any quest ions that  you may have

CHAIRMAN HASAY:  thank you,  Mr .  Dean,

very  much for  your  in format ion.  r  know you know

your  members  very  wel l .  l ve  have worked together

in  the past  w i th  the commi t tee.  There is  a

quest ion that  s t r ikes  my mind as  wel l .  The guy

ator  that  has to

bor row $500 and he needs i t  today and the payday

I  enders  or  cash advance g ' ive  h im the I  oan,  why

wouldn ' t  he jus t  use h is  c red i t  card  to  do that?

His  percent  would  be 23 percent .  o r  some of  these

fo lks ,  they don ' t  have cred i t  cards?

MR.  DEAN:  That  may be the genera l

consensus,  that  these fo lks  don ' t  have cred i t  o r

can ' t  get  enough cred i t  to  susta in  a  loan.  o f  $500.

CHATRMAN HASAY:  r  mean,  these p ' l  aces

are busy and they have c l  i  en ts .  r  know some of

the membe rs  have some quest i  ons .  ' r  know the

gent leman f rom Monroe,  Mr .  Scave '11o,  has a

quest ion or  two.  fhank you,  Mr .  Dean.

MR.  DEAN:  Thank you.

8

9

1 1

L 2

1 ?

1 a

1 R

1 6

1 ?

1 8

1 9

2 0

a l

2 2

2 3

2 5



58

I

2

R

o

7

5

9

J . U

1 1

t 2

1 A

1 4

1 6

1 ?

2 T

2 3

. A

Z J

REPRESENTATTVE SCAVELLO:  thank you,

Mr .  Chai rman.  Thank you,  Mr .  Dean,  fo r  your

tes t i  mony.  I  heard ear l  i  e  r  about  I  oan shark i  ng.

r t  wasn ' t  i  n  you r  tes t i  mony.  r  j  us t  fe l  t  tha t

whenever  someone went  to  a  loan shark ,  they were

do ing someth ing i l ' lega1 ,  € i ther  gambl ing or :  maybe

buy ing drugs or  whatever  e lse ,  to  bor row money.  r

a1 ways thought  that .  w i  th  payday I  end i  ng,  i  s  i  t

poss]b1e that  that  might  a lso  be the case,  where

somebody is  
' look ing 

not  to  f ix  the i r  re f r igera tor ,

but  maybe to  gambl  e  or  buy ' i  11ega1 drugs or

someth i  ng I  i  ke? Is  that  a  poss i  b i  1  i  ty?

MR.  DEAN:  That 's  a  poss i  b i  I  i  ty .  The

consumer  makes the cho ice o f  what  they are  go ing

to  use the money for .

REPRESENTATIVE ScAVELLo:  I  tend to

agree wi th  you that  i f  someone can ' t  a f fo rd  to  get

a  loan proper ' l y ,  o rce they put  themselves in  a

pos i t ion  l i ke  th is ,  they wi l l  never  get  out .  They

wi l l  be  pay ing $30 or  whatever  i t  i s  a  week for

the next  hundred years .

MR.  DEAN:  Just  l i ke  c red i t  cards ,  i f

you pay the min imum.

REpRESENTATTvE ScAVELLo:  and i t  p reys

on the peop l  e  that  have i  t  the  I  east .  I f  they
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have fami l ies  l i ke  r  heard ear l - i  e r ,  i t ' s

predomi  nant l  y  women wi  th  fami  I  i  es .  rhat  comes out

to  food o f f  the i  r  tab l  e .

MR.  DEAN:  Exact l  y .  :

REPRESENTATIVE SCAVELLO:  Tt Is  taKing

money out  o f  the i r  pocket  to  do jus t  that .  Thank

you for  your  tes t ' i  mony.

MR.  DEAN:  Thank you.

CHAIRMAN HASAY:  The Chai r  recogn izes

the gent l  eman f rom schuy l  k i  1  1  ,  Mr .  41 1  en,  to  my

far  I  e f t

REPRESENTATIVE  ALLEN:  ThANK YOU,

Direc tor  Dean,  fo r  be ' ing  here  today.  r  have a

very  s t r ident  quest ion for  you.  Are  you .

suggest - i  ng  that  the sec re tary  o f  eank i  ng i  n

Pennsy lvan ia  ban payday lenders?

MR.  DEAN:  That 's  what  I 'm suggest i  ng .

REpRESENTATTvE ALLEN:  From read i  ng

you r  tes t ' i  mony ,  i  f  the  Sec re tary  o f  eank ' i  ng  does

that  r  ta lked ear l ie r  about  the loan shark ing

s i tuat ion are  you concerned about  that?  Do you

th ink  that 's  a  v iab le  th ing or  not  or  do you jus t

th ink  the peop le  wi l l  t ry  to  get  some k ind o f

convent iona l  loan in  some other  way? That 's  my

greates t  concern i  n  th i  s  i  ssue.  r 'm not  d i  sput i  ng
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tha t  you may be r i  gh t .  uaybe the th i  ng woul  d  be

to  ban payday lenders .  But  then the quest ion

comes to  be,  where do we go f rom there? end that

cou ld  be a  major  prob lem that  r  see.  r  wou ld  l i ke

your  comments  on that

MR.  DEAN:  As far  as  the ac tua l  loan

shark i  ng ' i  ssue,  r 'm unaware o f  i  t .  end i  n  my

t rave l  s ,  r  have never  come across anyone I  have

ever  known to  ever  go to  a  loan shark  or  what  have

you and get  one o f  these loans and be in  perpetua l

debt  w i th  these guys and get  yoyr  legs broken by

some unscrupu l  ous character  i  n  an a l  I  ey  somewhere.

r 'm unaware o f  that

The whol  e  th i  ng wi  th  the payday

' lend ing 
for  us  is  the in teres t  ra te ,  p€r iod,  the

400 and some percent .  r  have some examples in  the

bank o f  my tes t imony which are  some out rageous

rates .  r  th i  nk  the f i  f th  page f rom the back o f

the tes t imony ta lks  about  dea l ing wi th  a  bank f rom

Grenada.  we don ' t  know what  the i  r  I  end i  ng

pract i  ces  are .

REPRESENTATIVE  ALLEN:  I  hAVC ONC MOTE

quest i  on ,  Mf .  cha i  rman,  i  f  r 'm a l  I  owed.  r f  the

in teres t  ra tes  were dropped to  a  cer ta in  degree

now,  the payday lend ' i  ng  indust ry  says that  i f  the .
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in teres t  ra tes  are  dropped,  because o f  the number

of  peop l  e  who def  au l  t  on  these 
' l  

oans,  that  they

would  not  be ab le  to  operate .  r 'm ask ing i f  the
I

payday lenders  would  drop the i r  in teres t  ra tes  or

they were capped a t  a  cer ta in  leve l  that  maybe you

woul  d  deem fa i  r ,  a re  you w ' i  1 ' l  i  ng  to  accept  payday

I  ende rs  o  r  do you want  them j  us t  e l  i  mi  nated ,

pe r i  od?
'  + - C  - l ^  ^ -MR. DEAN:  I f  they are  go ing to  ex is t ,

r  wou ld  l i ke  to 'see the in teres t  ra te  dropped to

whatever  the 23.5  percent  i  s .  ee i  ng a  former

mor tgage or ig inator ,  we have a  debt - to- loan ra t io .

r f  they fo l low these gu ide l ines the same way banks

do and operate  l i ke  banks and fo l low the same

gu ' i  de l  i  nes and they do the 2  3  .  5  pe rcent  i  ns tead o f

th is  r id icu lous 400,  we can s i t  down and ta lk

about  that .

REPRESENTATIVE ALLEN:  Thank you.

That 's  the d i rec t ion r  was go ing in .  r  thank you

for  your  honest 'answer .  Thank you.

CHAIRMAN HASAY:  S inCC WC ArE  ove r  i n

the  far  I  e f t ,  the  Chai  r  recogn i  zes the gent l  eman

f  rom York ,  Mr .  t t i  cko l  .

REPRESENTATIVE NICKOL:  rhank  you .

'm cu  r i  ous  .  In  read i  ng  you  r  tes t i  mony ,  youI
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ta l  ked about  ou r  s i  s te  r  s ta te  o f  t r , ta ry l  and and you

say they are  f ree f rom s tores  that  make loans a t

t  r i  p l  e -d i  g i  t  ra tes  .  Are  you say ' i  ng  that  n , tary l  and

is  f ree o f  payday lenders  or  that  Mary land they

have payday lenders  but  they are  a t  a  lower  ra te?

what  exact l  y  are  you say ' i  ng  about  Mary l  and? Do

they have payday lenders?

MR.  DEAN:  From what  t  unders tand,

they have been ab le  to  drop the i r  in teres t  ra te  to

a doub le-d ' ig i t  in teres t  ra te  o f  99 percent .
:

REPRESENTATTvE NrcKoL:  rsn ' t  tha t

through '  s ta te  regu la t ion that  they were ab le  to  do

that?

yes.

MR. DEAN:  Through s ta te  regu la t io i ,

REpRESENTATTvE NrcKoL:  so  we do have

that  Pennsy ' lvan i  a  cou l  d  enact  some

some I  aw that  woul  d  g i  ve  a  modi  cum

to peop l  e  who are  us ' i  ng  payday

the prospect

regu l  a t i  on  or

o f  pro tec t i  on

I  enders  today?

MR.  DEAN:  r t  cou l  d  be

REPRESENTATIVE  N ICKOL  :

another  po in t  and r  don ' t  know i f

answer  on th is  or  not .  r ' ve  been

i  s  no bar r i  e r  to  payday I  enders

done.

r  'm cu r i  ous on

you nave an

to ld  that  there

we cou l  d  ban

o
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store  f ronts  but  there  is  no bar r ie r  to  us  bann ing

payday 1  end ' i  ng  ove r  the i  n te  nnet?

MR.  DEAN:  That 's  cor rec t .  I  have

actua l ly  done a  lo t  o f  research on the payday

lend ing aspect  over  the in ternet  and r  have come

across 73 web s i tes  that  do th is .  rn  the

tes t imony that  r  have submi t ted,  there  are  some

examples in  the back.  there  is  a lso  my cash now
.

dot  com which is  one bank o f  c renada,  one bank

f rom Rehoboth  Beach o f  De l  aware i  n  wh i  ch  you have

to  fax  your  bank ing in format - ion,  your  s ta tements ,

your  pay s tubs and the fax  number  is  a  fax  number

i  n  Del  aware County .

REPRESENTATIVE NICKOL:  I  rea l ' l  y  have

somewhat  o f  a  f  ear , .  as  ar t i  cu l  a ted by

Rep resenta t i  ve  Rl  I  en  i  n  quest i  on i  ng wi  th  the

prev ious.  w i tness,  o f  what  may be the resu l t  o f

jus t  say ing,  okay,  we ' re  jus t  not  go ing to  pass

anyth ing or  jus t  to ta ' l  
' l  y  e l iminat ing payday

I  end i  ng.

r  mean,  r  have s ix  ch i ld ren.  So r

becomera payday lender  myse l f  and my in teres t  is

much Iower  than what  these are  charg ing,  i f  r 'm

repa id  a t  a l l .  Most  recent ly  r  got  a  ca l l  f rom

one o f  my ch i ' ld ren who forgot  and who d idn ' t
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escrow for  the rea l  es ta te  taxes,  . jus t  to ta l ly

forgot  about  i t  and a l l  o f  a  sudden the rea l

es ta te  taxes become due and dad gets  a  phone ca l  I  .

So I  rea l ize  some of  the s i tuat ions peop le  ar .e  up

agains t  that  may go and use a  payday lender .

Do you have a  fear  i  f  we don ' t  do

someth ing to  in  some way c lean up and leg i t imize

them wi  th  prope r  regu ' l  a t i  on  ,  as  maybe the Sta te  o f

uary l  and has done as you '  re  suggest i  ng , .  we '  re

go ing to  have the same people  us ' i  ng  the in ternet

or  go ing to  a  loan shark? r  mean,  are  we throwing

out  a  modicum of  pro tec t ion that  we can o f fer

through ' l  eg i  s la t ion  i  ns tead o f  rea ' l ' l y  th rowi  ng

these peop l  e  to  the dogs

MR.  DEAN:  The consumer  pro tec t ions

that  are  in  the cur rent  leg is la t ion  are  indust ry

based.  They are  not  comi  ng f rom us.  They are  not

coming f rom any consumer  ent i ty .  These are

pro tec t ions that  they submi t ted themselves,  wrote

i  n to  the l  eg i  s l  a t i  on  and i  s  bas i  ca ' l  1y  the fox

'watch ing the hen house.  :

REPRESENTATTVE NTCKOL:  But  i  t  mi  ght

be poss ib le  in  your  es t imat ion to  make changes to

that  so  that  - -  r  mean,  what  I  ga ther  f rom the

prev ious tes t i f ie r  is  they want  us  to  do noth ing.
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rhey p  re f  e  r  tha t  we don ' t  g i  ve  any 
' l  

eg i  t i  macy a t

a l l  o r  even g ive  some modicum of  pro tec t ion to  the

consumer .  t  take i t  your  pos i t ion  may be somewhat

d i f fe rent  than the i rs  in  that  you cou ld  see the

prospect ,  maybe not  th is  b i l l ,  bu t  a  b i l l ,  tha t

woul  d  o f  f  e  r  some 1 eg ' i  t i  macy,  sdy ,  to  payday

lenders  but  w i th  a  lo t  o f  added pro tec t ions to  the

con s  ume r?

MR.  DEAN:  r  w i l l  say  i t  th is  way.  r f

i  t ' s  go i  ng to  ex- i  s t ,  we woul  d  I  i  ke  to  see as  many

consumer  pro tec t ions as  poss ib le .  ,  As  far  as

see ing i t  leg i t imized,  l i ke  r  sa id ,  i f  i t ' s  go ing

to  happen,  le t 's  put  as  many consumer  pro tec t ions

in  there  as  we can.

REPRESENTATIVE NICKOL:  fhank you.

CHAIRMAN HASAY:  The Chai r  recogn izes

the gent l  eman f rom Phi  1  ade l  ph i  a ,  MF.  Thomas

REPRESENTATIVE THOMAS:  thank you.

fhank you,  Mr .  Dean.  I  was jus t  cur ious as  to

whether  or  not  a l l  o f  labor  is  on board wi th

oppos i  ng th i  s  b i  1  I  ?

MR.  DEAN:  The 900,000 members  or  the

62 9r  63 organ izat ions that  be long to  the

Pennsy l  van i  a  AFL-cro  are  aga i  ns t  payday I  end i  ng.

) r ,  a l  I  o f  I  abor
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i s  not  on board wi th  th is  leg is la t ion .  we had the

Teamsters  that  are  for  th i  s

REPRESENTATIVE  THOMAS:  ThC  TEAMSTETS

are suppor t - i  ng  th i  s?

MR.  DEAN:  They are  suppor t i  ng  th i  s .

REPRESENTATTvE THoMAS:  Do you know

why they are  suppor t ing  th is?

MR.  DEAN:  They have a  few members  o f

the i rs  in  the western  par t  o f  the s ta te  and a lso

jn  oh io  that  run these payday organ izat ions.

REPRESENTATIVE THOMAS:  Thank you,  Mr .

Dean.  My las t  quest ion would  be,  i f  r  unders tand

you cor rec t l  y ,  you can accept  a  1eg ' i  s l  a t i  ve

prescr ip t ion  for  payday ' lend ing 
i f  i t ' s  t ru ' l y

consumer  dr iven and not  i  ndust ry  dr iven? I  not i  ce

i  n  you r  tes t i  mony you i  nd i  ca te  that  doub l  e-d i  g i  t

i  n te  res t  ra tes  are  unacceptab l  e  .  wou l  d

s i  ng1 e-d i  g i  t  i  n te  res t  ra tes  be acceptab l  e?

MR.  DEAN:  They woul  d  be acceptab l  e .

our  whole  push aga ins t  th is  is  the in teres t  ra te .

p la in  and s imp ' le ,  i t ' s  the out rageous in teres t

ra te .  r f  tha t  can be brought  down to  the 23.5

percent  as  the smal l  toan Act  ind icates ,  we may be

ab l  e  to  s i  t  down and ta l  k  about  someth i  ng wi  th

consumer  pro tec t i  ons.
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REPRESENTATIVE  THOMAS:  ThE

1eg ' is la t ive  prescr ip t ion  that 's  before  us ,  in  your

op in ' ion ,  is  indust ry  dr iven and i f  we ' re  go ing to

go down th is  path ,  i t  shou ld  be consumer  dr iven?

MR.  DEAN:  Correc t .

REPRESENTATIVE THOMAS:  Thank You.

CHAIRMAN HASAY:  WE S t i ] ]  hAVC ANOthCT

quest ion f rom the gent leman f rom lVestmore land,  Mr .

caso r i  o  .

REPRESENTATTVE CASORTO: Thank You,

Chai rman Hasay.  D i rec tor  Dean,  thank you for

coming here  today and thank you for  your  work .and

Pres ident  George 's  work  on beha l f  o f  the work ing

people  o f  .  Pennsy l  van i  a .

Two po ' in ts .  one,  r  ta lked ear l ie r

when we d iscussed Ms.  Mcconnel l ' s  tes t imony about

educat i  on .  '  Rnd r  th i  nk  w€,  a t  the s ta te ,  have

been loath  to  r i t ty  beh ind th is  educat ion as

qu ick ly  as  we shou ld  and r  th ink  we need to  p ick

up the s lack .

^  ^  t -wi th  that  sa id ,  1et  me ask You, .  t  know

that  you t ry  to  educate  your  members  on a  wide

var i  e ty  o f  th i  ngs f  rom hea l  th  care  to  fami ' l  y

in teres ts^and work ing concerns and cond i t ions.  rs

there  any and i f  there  is ;  p lease te l l  me what
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and,  i  f  no t ,  maybe we can s tar t  someth i  ng.  rs

there  any k ind o f  educat iona l  .p rogram that ' the  AFL

sets  up to  a t  least  he lp  i ts  members  wi th  bank ing

or  f i  nanc i  a l  concerns,  even bas i  c  101 d i  f fe rences

between cer ta i  n  
' l  

end i  ng too l  s  or  i  ns t ruments?

in  which they can bor row money f rom or  get

low- in teres t  ra te  loans f rom.  They o f fer  consumer

educat ion on how to  save your  money,  how to :spend

your  money,  what  t raps to  look out  fo r  and so on. .

lve  have a  number  o f  nat iona l  organ izat ions through

ou r  nat i  ona l  AFL-c lo  whi  ch  i  s  ca l  I  ed  un i  on P l  us

and they dea l  w i th  e i ther  secured or  unsecured

cred i t  cards  i f  our  members  shou ld  deem i t

necessary '  to  go that  route .

REpRESENTATTvE cASoRro:  Members  o f

lhe AFL i  n  the s ta te  ,  can you g ' i  ve  me the numbe r

o f  membersh ip  to ta l?

MR.  DEAN:  rn  the s ta te?

REPRESENTATIVE CASORIO:  YCS.

MR.  DEAN:  900 ,000 .

REPRESENTATTvE cASoRro :  so  those

900 ,000  fo lks  and  the i r  fami l i es ,  3  o r  4  members

o f  the  f  am ' i  1y ,  tha t ' s  3  to  4  m i  I  I  i  on  peop ' l  e ,

rough l  y ,  we '  re  ta ' l  k i  ng  abou t  tha t  may  have  some
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i  n terac t i  on  wi  th  bank i  ng or  f i  nanc i  a l  i  n teres ts .

Are  they,  dga- in ,  a ler ted or  are  they g iven

someth ing that 's  mai led f rom the AFL or  are  they

in formed o ther  than jus t  that  there  is  a  c red i t

un ion? rs  there  an out reach program?

MR. DEAN:  we have a  d i rec tor  o f

communi ty  serv ices who handles  that  aspect  o f

reach ing out  to  the members  as  far  as  that  sor t  o f

educat i  on ' ,  a l  so  communi  ty -d  r i  ven o  rgan i  za t i  ons ,

c red i t  counse- l  ing  and so on.  But ,  aga in ,  that

k ind o f  in format ion is  ava i lab le  and we do

d i  s t r i  bu te  that .

REpREsENTATTvE cASoRro:  c red i  t  un i  ons

are a  good re ference po in t  fo r  a  lo t  o f  fo lks .

one o ther  po ' in t  qu ick ly .  You ment ioned about

Grenada,  a  bank in  Grenada.  to rd  knows i t  cou ld

be anywhere e lse .  we have seen the s ta te  s iphon

jobs in to  rnd ia  and o ther  p laces o f fshore.  Not

on ' l  y  i  s  th i  s  someth i  ng that 's ,  i  f  no t  c r : i  mi  n? l  ,

ce  r ta ' i  n1y p  redato  ry  ,  c€  r ta i  n l  y  p  redato  ry .

The number  o f  bank- i  ng numbers ,  the

number  o f  soc i  a l  secur i  ty  numbers ,  check numbers ,

cred i t  card  numbers ,  those types o f  th ings. that

are  go i  ng i  n to  the hands o f  these payday fo l  ks  and

banks that  are  be i  ng s- i  phoned to  Grenada and rnd i  a
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who are  count r i  es  that  don ' t  do bank i  ng,  i  f  you

wi l l ,  tha t  is  an o f fshore th i rd  par ty ,  tha t  ra ises

a concern for  me and another  day for  a  hear ing

p roba.b l  y  f  o r  secu r i  ty  i  n te  res ts  ,  rD thef  t  ,  no t

,  on ly  persona l  rD thef t

and these fo lks  are  vu lnerab le .  They

p robab l  y  don '  t  even have the ab ' i ' l  i  t y  to  i  n te  rac t  .

l f ,  they are .  us ing payday on a  success ive bas is ,

three or  four  1oans,  they are  go ing to  be far

beh i  nd catch i  ng up on i  dent i  ty  thef t  when someone

goes out  and charges a  $600 s tereo or  f i tness

equi  pment  or  what  have you.

nga i  h ,  those fo l  ks  are  vu l  nerab l  e  and

not  on ly  in  an ind iv idua l  sense,  but  as  a  nat iona l

secur i ty  th reat ,  those k inds o f  ros  and numbers

go ing o f fshore and tord  knows who 's  coming back in

under  the gu ise o f  be ing Pearre  Dean or  J im

casor io .  so  r  th ink  not  on ly  does i t  ra ise  a

concern o f  be ing predatory ,  but  cer ta in ly  an

i  nd i  v i  dua l  secu r i  ty  th  reat  and potent i  a1- l  y  a

nat i  ona l  secu r i  ty  th  reat .

r  wanted to  thank you for  br ing ing

that  up and r  apprec ia te  you be ing here  today.

Thank you,  Mr .  Chai  rman.

MR.  DEAN:  Thank you.
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CHATRMAN HASAY:  Mr .  Dean,  thank you

very  much for  your  in format ion.  You have been

very  in format ive  to  the members  o f  the Commit tee

and the pubf  ic  on your  in format ion you prov ided

tes t ' i  mony for  today.  rhank you very '  much.

MR.  DEAN:  thank you,  Mr .  Chai  rman.

CHAIRMAN HASAY:  NCXt  WC hAVC Mr .  I rV

Rckelsberg who is  the managing a t torney for

communi  ty  tega l  Serv i  ces .  Mr .  Rcke l  sberg,

you for  coming here  today and we apprec ia te

tes t i  mony.

MR.  ACKELSBERG: rhank You,  Mr .

cha i rman and members  o f  the commi t tee.  My name is

r  rv  Rcke- l  sbe rg  and r  am wi  th  Communi  ty  t -ega1

se rv - i  ces  ,  a  s ta te- f  unded 
' l  

ega ' l  se  rv i  ces

organ i  za t i  on  i  n  Ph i  l  ade l  ph ' i  a  where r  have

pract iced most ly  consumer  law for  the las t  27

years .  My exper t ise  is  pr imar i ly  in  the area o f

consumer  cr ,ed i t .  r 'm a  cont r ibu t ing author  o f  the

lega ' l  t reat ise  Pennsy lvan ' i  a  Consumer  Law and I  am

a member  o f  the r inanc ia l  Abuse Subcommi t tee o f

the recent ly  appo in ted Governor 's  task  Force on

work i  ng rami  I  i  es

what  r  wou ld  l i ke  to  do is  to  s tep

outs ide for  a  minute  my prepared remarks that  are

than k

your
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in  wr i t ing  that 'you a l I  have and answer  some of

the quest ions that  have emerged here wi th  pr io r

wi tnesses.  what  r  wou ld  l i ke  to  do,  i f  you wi l l

indu lge me on that ,  i s  ta lk  a  l i t t le  b i t  r

be l ieve i t  was Representa t ive  Tangret t i  tha t  asked

for  some h is tory  about  loan shark ing and s ta te

law.  r  wou ld  l i ke  to  do that

r  wou ld  a lso  l i ke  to  exp ' la in  a  term

that 's  been used and r  th i  nk  i  t  requ i  res  a  I  i  t t l  e

b i t  o f  exp lanat ion,  th is  idea o f  rent ing o f  bank

char ters ,  s ince you can ' t  ac tua l ly  rent  a  bank

char ter .  r t ' s  a  f igure  o f  speech and r  want  to

exp la in  a  l i t t le  b i t  how that  ac tua l ly  works .

I  a lso  want  to  g ive  you some examples

of  what  these loans look l i ke  in  f lesh and b lood

and r  have a t tached some examp- l  es  to  my tes t i  mony.

r  want  to  ac tua l  1y  run th  rough an examp' l  e  o f  how

that  re f r igera tor  purchase, then becomes a  Ser ies

of loansandtoactua11yputado l la r f igureo] l ,

no t  in  the abst rac t ,  but  what  th is  b i l l ,  House

s i  l  l  2 l -50 ,  wou l  d  a l  l  ow.  r  a l  so  want  to  a t tempt  to

answer  the quest ion ra ised by  Rep. resenta t i .ves

e l  I  en  and Tang re t t i  about ,  don ' t  We need someth ' i  ng

or  e lse  we ' l l  jus t  have loan shark- ing.

In  terms o f  the h is tory ,  I  wou ld  ask
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you to  turn  the c lock  back to  the L930s.  There

was loan shark ing rampant  a l l  over  the count ry .

The Russe- l ' l  sage Foundat i  on began a  nat i  ona l

moVement to t ry todoSometh ingabout th is

prob lem.

Usua11y,  the way i  t ' s  
'd " rc r i  

bed i  n  the

h is tory  books i r  tha t  workers  on a  Monday would

get  $  5  and then on Fr i  day ,  the  so-ca l  I  ed  sa ' l  a ry

lenders  those were the names o f  these

characters  they would  then ac tua l ly  be there  a t

the gates  o f  the fac tory  requ ' i  r i  ng  payment  o f  $6

for  the $5 that  was rece ived.  so  for  that  5  days,

you we re  pay i  ng 20 pe rcent  .  Aga ' i  n  ,  we '  re  not

ta l  k i  ng  APRs when we say that .  You woul  d  have to

annual ize  that  or  what  that  means.  But  th is  was

the prac t ice  that  was go ing on a l l  over  th is

count  ry  .

'movement  
to  t ry  to  pro tec t  the c i t i zens o f  the

count ry  f rom th is  k ind o f  predatory  prac t ice .  The

way the movement  f  ramed the request  fo  r  . l  ega ' l

t ion  was they asked for  the passage o f  what 's

ca l led  smal l  loan laws,  laws that  would  l i cense

and regu l  a te  the mak i  ng o f  smal  I  I  oans.  And we

have one o f  those.  The Consumer  Discount  Company
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Act  is  Pennsy ' lvan ia 's  smal l  loan 
' l  

aw,  the or ig ina l

vers ion o f  wh ich was passed,  r  be l ieve,  in  Lg37

and has been updated over  t ime.

these 
' l  

oans,  i  f  regu l  a ted by  the

consumer  Di  scount  company Act ,  wou l  d  be '  i  I  1  ega l  .

They are  i l lega l .  But  there  is  a  loophole  and

that 's  the 1  oophol  e  that  c reates  th i  s  so-ca l  I  ed

rent -a-bank,  ar rangement .  What  the law says is

that  i t ' s  i1 ' l  ega l  not  on ly  to  make,  but  to  ar range

smal l  loans that  v io la te  the Consumer  Discount

Company Act ;  except  that  ear ly  on in  the s ta tu te

i t  s ta tes ,  however ,  a  bus iness that  ar ranges a

consumer  d iscount  company loan or  ar ranges a  loan

that  would  o therwise be covered by  the consumer

d iscount  company loan is  not  covered by  th is  law

i f  they don ' t  rece ive a  fee,  a  d i rec t ' fee ,  f rom

the bor rower  to  make the loan.

So what  do we have? we have

s i tuat ions where a l l  over  the Commonweal th  there

are s tore  f ronts ,  not  banks,  s tore  f ronts

adve r t ' i  s i  ng  payday I  oans.  But  then when you go

in to  the s tore  and get  the 1oan, .  what  you 9€t ,

what  you see are  documents  f rom a bank.  Now,  when

you go to  that  s tore  f ront ,  i t ' s  not  a  branch o f

that  bank.  r t  jus t  says payday today or  cash
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today. '  But  when you ac tua l ly  get ' the  paperwork ,

i  t ' s  f rom a bank.  But  the bank 's  re l  a t i  onsh i  p

wi  th  that  t ransact i  on  d ' i  sappears  once the I  oan i  s

made.  The co l lec t ions are  done by some other

ent i  ty .

Rnd the re  i  s  substant i  a l  be l  i  e f  and

the At torney Genera l  o f  New York  is  pursu ing th is

be l ie f  in  l i t iga t ion that ,  in  fac t ,  the  minute

the loan is  made by the bank,  the s tore  f ront  is

requ i red to .  buy back a  major - i  ty  in teres t  in  the

loan;  in  o ther  words,  rea l ' l y  tak ing the r isk  o f

the loan on themselves.

r f ,  in  fac t ,  tha t  is  happen- ing,  the

whole  th ing is  rea ' l ' l  y  a  scam in  that  the loan

rea ' l  1y  i  sn ' t  be i  ng made by the bank.  r  mean,  the

bank is  you know,  in  the moment  i t ' s  be ing

made,  made wi th  the bank.  But  under  th is

cont rac tua l  ar rangement ,  a l  I  the  r i  sk  i  s  i  ns tant l  y

be i  ng sh i  f ted .  So what  you have i  s  the s tore

f  ront  rea l  1y  do i  ng prec ' i  se l  y  what  the consume r

d iscount  company was des igned to  prevent .

So you have some At to  rney Gene ra ' l  s  ,

fo r  exampl  € ,  At torney Genera l  Sp ' i  tzer  i  n  New york ,

who i  s  ac tua ' l ' l  y  su i  ng the s tore  f  ronts ,  the

indust ry  beh ind the s tore  f ronts ,  say ' i  ng  th is  is
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al  I  a  subte  r fuge.  tn te  don ' t  be l  i  eve that  i  t ' s

rea11y an out -o f -s ta te  bank.

so what  th i  s  Commi t tee,  what  the

t -eg i  s l  a tu  re  cou l  d  do i  s  s i  mpl  y  p l  ug the 
' l  

oopho l  e

by say ' i  ng  that  an ar rang€r ,  whether  or  not  you get

a  fee d i rec t ly  f rom the consumer ,  dn ar ranger  or  a

broker  o f  these loans is  covered by  the law.

rhat 's  a l  I  you .woul  d  have to  do.  and by  that

chang€,  that  s ' i  mpl  e  change,  payday l  end i  ng woul  d

be i - l  1ega1 i  n  Pennsy l  van i  a .

r  want  to  show you some examples o f

the t ransact ions.  r f  you go to  my prepared

tes t imony to  exh ib i t  2 ,  i t  s tar ts  w i th  a  newspaper

add.  rhe page number  is  hard  to  see a t  the

bot tom.  r t  says p-2 .  rh is  is  the page number  r 'm

ask ing you to  turn  to .  r t ' s  an ad.  r t  says,  need

cash? Don ' t  wa i  t  t i  I  1  payday.  Th i  s  par t i  cu l  a r  ad

was runn i  ng i  n  the Ph i  I  ade l  ph ' i  a  oa i  1y  News i  n

2003.

r  might  add that  that  par t icu lar  s tore

f  ront  i  s  not  do i  ng th i  s  any 
' l  

onge r  but  they we re

at  the t ime.  nnd th is  is  go ing on in  o ther  s tore

f ronts .  there  is  a  re ference to  come in ,  get  cash

today.  That 's  the name on the s ' i  gn  on the s tore

f ront ,  cash today.  Rnd then you see a t  the bot tom
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tha t  the loans are  made by a  bank in  Delaware.

what  we d id  in  our  o f f ice  was get  a

para lega ' l  to  app ly  for  one o f  these loans jus t  so

thatwewouldbeable toSeewhat , in fac t , ' i ' '

happening. '  rhey adver t ise  that  there  was a  r igh t

o f  rec is ion.  so  r  assured her  that  the minute  she

s igns up,  we wi I I  ge t  you out  o f  i t  bu t  we rea l1y

need to  see what  these loans look l i ke .

what  r  have a t tached are  the documents

that  were generated by  th is  loan app l ica t ion.  You

wi  I  I  see that  and by  the way,  when she w.ent

there ,  the s ign was cash today.  r t  was r igh t  next

door  to  a  check casher  that  was rent ing the space.

You wi l l  see that  she has to  g ive  in format ion

about  he r  empl  oyment  and he r  check ' i  ng  account  .

Then i f  you turn  the page,  th is  is  a

f  eatu  re  that  r  wou l  d  suspect  i  s  on a l ' l  payday

cont rac ts .  fh i  s  i  s  a  mandatory  arb i  t ra t i  on  c l  ause

so that  the consumer  app ly ing for  one o f  these

rather  out rageous I  oans i  s  a l  so  'g iv ' i  ng  up her

r ight  to . the cour t  sys tem in  the event  she was
I

mi s t  reated i i  n  any way.  rh i  s  i  s  fa i  r ' l  y  s tand l rd  .

r  note  the re  i  s  noth ' i  ng  i  n  21-50 that  woul  d-  p  revent

th i  s  prac t i  ce .  ,

r f  you turn  the page,  you wi l l  no t ice
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tha t  they do g ive  some APR d isc losqres,  that  they

were adv is ' i  ng  her  that  a  loan for  L4 days would  be

52L per tent .  Then i f  you turn  the page aga in  to

P-6,  th is  is  the ac tua l  loan.  You wi l l  see that

what  she got  was $250 that  she was to  p?y back

$300 four teen days 1ater ,  and that  the annual

percentage ra te  o f  that  t ransact ion was 456.25.

you wi  I  I  no t i  ce  the mandato  ry  arb i  t ra t i  on  c l  ause .

You wi  I  I  no t i  ce  a l  so  someth ' i  ng  r

c i rc lsd ,  that  we have re ta ined p ig  Boss,  LLc to

serv ice  your  loan.  r  d idn ' t  make th is  up.  rh is

is  what  the cont rac t  prov ides.  By the wdy,  B ig

Boss,  r  found out ,  i  f  you go to  the Depar tment '  o f

.  S ta te  Corporat i  on  Bu reau s i  te  ,  B i  9  Boss,  rnc .  i  s  a

Pennsy l  van i  a  co rpo ra t i  on  I  ocated i  n  Me rce r  county  .

r  don ' t  know exact ly  how i t  operates .  But  i t  does

suggest  that  when th is  bor rower  gets  in  t roub le ,

can ' t  make i t ,  tha t  e ig  Boss is  the ent i ty ,  not

the bank i  n  De1 aware,  that  w i  I  I  be  comi  ng a f ter

her .  r f  you turn  to  P-8 ,  there  you have ia . '

There 's  the check.  You wi  I  I  a l  so  not i  ce  i  t ' s

processed by s ig  Boss.

o f  these

exampl  e

Now,  to  show you an example  o f  how one

loans snowbal ls  and,  aga in ,  to  use the

of  the $5OO re f r i  gera tor  and,  cha i  rman



9

1 0

1 1

t 2

1 3

1 4

1 5

1 6

I t

1 8

1 9

2 t

2 2

Z J

2 5

79

Hasay,  .  you '  re  abso ' l  u te l  y  r i  gh t .  you s to l  e  my

thunde r  when '  you sa i  d  ,  we- l  1  ,  what  about  c red i  t  .

cards .  rhat  is  exact ly  r igh t .  you cou ld  even get

a  cash advance on them.  r f  i t  were a  cash need,

you cou ld  get  a  cash advance on a  cred i t  card ,

very  expens ive,  but  a  whole  lo t  cheaper  than

what '  s  he re .

So then we are  ta l  k i  nq  about  th i  s

be i  ng targeted to  bas i  ca1 ' l  y  the t ]pp"O out

bor rower .  what  i  n  the wor l  d  k i  nd o f  po1 i  cy  cou l  d

we be adopt ing where we encourage peop le  who are

so far  overextended that  they have tapped out  a l l

the i r  cards ,  to  g ive  them yet  another  chance to

get  fu r ther  in  debt .  r t  rea l ly  makes no sense.

But  I  wanted to  show.  you an examp' l  e  o f

jus t  how crazy r  wou ld  say excuse the

ve rnacu l  ar .  But  r  rea l  1y  th i  nk  that  th i  s  examp' l  e

speaks for  i tse l f .  r f  you turn  to  p-1 ,  th is  is

ac tua l ly  the page before  the newspaper  ad in  my

test ' i  mony.

what  r  have done is  to  generate  an

example  o f  a  $500 loan that  is  essent ia l  1y

rebor rowed f ive  separate  t imes.  r  a lso  d id  i t  in

a  loan that  comes due in  seven days.  r  d id  i t

because r  want  to  show you the most  ex t reme
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exampl  e  that  woul  d  be a1 l  owed by House B i  I  I  2 i -50.

r  spec i  f  i  ca ' l  1y  based th i  s  on what  i  s  a l  I  owed by

that  b i  I  1

r  have heard the proponents  say that

they have made an e f for t  to  s top the repet i t i ve

bor rowing.  we l l ,  you have to  read the f ine  pr in t

i  n  th i  s  b i  I  I  and you wi  I  I  see that  they do no such

th ing.  r t  i s  t rue that  they have a  def in i t ion

ca l led renewal  loan which means that  on day one

you come in ,  you bor row $500 and on the day i t

comes due,  you can ' t  a f fo rd  to  repay i  t  so  you pay

jus t  the f inance charge and you ro l l  tha t  ou" r .  
'

Rnd the b i l l  does l imi t  you to  one t ime to  do

that .

However ,  the law a lso has a  separate

category  ca l  I  ed  success i  ve  I  oans.  what  i  t  a l  I  ows

you to  do is ,  on the same day,  make a ,  payday loan

to  pay o f f  another  payday loan.  rhe way the

def in i t ions work  in  th is  sect ion is  they say you

can on ' ly  bor row you ' re  l im i ted to  a  $500 loan.

However ,  you can have up to  two loans outs tand ing

at  any one t ime.  So you can have up to  $ l - ,000.

You cou l  d  I  i  te ra l ' l  y  wa l  k  i  n to  the s tore  and make a

second loan to  pay o f f  the  f i rs t  loan.  and under

House e i  I  1  2150,  that 's  not  repeat  bor rowi  ng.
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That '  s  ca l  l  ed  a  success i  ve  l  oan

What  you can do i  s  you bor row once.

You can then do four  success ive loans.  Then the

def i  n i  t i  on  o f  success i  ve  I  oans says ,  w€ don ' t

count  the f i rs t  loan as  a  success ive loan.  so

that  means you can e f  fec t ' i  ve l  y  get  f  i  ve  I  oans.

what  r  have done he re  i  s  r  have taken the examp' l  e

o f  a  $500 loan that  is  then re f inanced four  t imes

through one o f  these success ive loans to  show you

what  happens.

r  have i t  as  September  1s t ,  2004.  The

consumer  bor rows $500 for  7  days.  Now,  the APR is

go ing to  be h igher  in  seven days but  r  want  to

show you the wors t  example .  rh is  b i l l  wou ld  a l low

for  a  loan coming due in  as  l i t t le  as  seven

days and r  might  ask ,  jus t  cons ider ,  i f  someone

doesn ' t  have $300 on Fr iday,  what  are  the chances

of  them hav ing $350 next  r r iday? r  mean,  th is  is

jus t  such a  set -up.

But  on September  1s t ,  2004,  you bor row

$500 for  7  days.  so  you get  $500 in  your  pocket .

rhe cost  o f  c red i t  i s  $87.50.  That 's  the 1-7 .50

per  100.  So the cost  o f  c red i t  i s  $87.50.  The

APR on that  seven-day Ioan is  9L0 percent .  okay.

You go back in  a  week.  You don ' t  have the money.
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You take out  another  loan to  pay o f f  the  f i rs t

I  oan.  
'

You s t i  I  1  on1 y  got  the or i  g i  na l  $500.

Real  1  y ,  a l  I  you '  re  do i  ng now i  s  bor rowi  ng money to

pay the f  i  nance charge.  You s t i  l1  on ' l  y  have

rea11y the $500 in  your  pocket .  He 's  not  go ing to

be walk ing,out  o f  there  wi th  any new do l la rs .  ,s .o

that 's  another  $87.50.  You see that  r  do that

four  t imes.  what  that  gets  you by  28 days 
' la ter ,

september  29th ,  is  you have pa id  a  to ta l  o f  437.50

to  get  $500 in  one month 's  t ime,  less  than one

month,  w i th  an e f fec t ive  annual  percentage ra te  o f

l - ,  l -41-  pe rcent .

Now,  i  f  
' the  

pe rson doesn ' t  pay - -  and

that 's  what  was asked here .  what  happens i f  they

jus t  can ' t  pay;  there  is  no money in  the account?
'  

rh is  b i l l  p rov ' ides for  a  charge o f  $25.  r t  wou ld

a l  I  ow cou r t  cos ts  .  r t  wou l  d  a l  I  ow a t to  rney 
. f  

ees .

r t  doesn ' t  spec i  fy  the amount  o f  that .  r 'm

est imat ing cour t  cos ts  o f  rough ly  $250 and

at torney fees o f  rough ly  $500.  that  adds up to

"over  $1,200 for  the use o f  that  $500 and i t

.  doesn ' t  count  the charg€s,  the bounced check

charges,  that  are  go ' i  ng  to  be the bor rower 's  own

bank.

o

o
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Let  me go to  the quest ion asked by

Representa t ive  n l len  and Tangret t i ,  what  about

I  oan shark ' i  ng  and i  f  we don ' t  do someth i  ng,  aren ' t

we go i  ng to  j  us t  encou rage I  oan shark ' i  ng? r  woul  d

say rea11y that  was the quest ion ra ised in  L937

and they passed a  law to  c reate  some k ind o f

bus i  ness oppor tun i  ty  fo r  1  eg i  t i  mate  bus i  nesses to

of fer  smal l  loans.

Now,  i  f  24  pe rcent  i  sn ' t  h i  gh enough

for  the f inance companies  o f  th is  s ta te  to  make

smal l  loans,  i f  we rea11y th ink  i t ' s  so  urgent  to

f ind  a  way for  peop le  whose cred i t  cards  are

tapped.  out  to  bor row yet  more and more money,  i f

tha t  is  seen as  an urgent  need,  r  am sure  that  we

can f ind  a  way to  s t imula te  that  k ind o f  lend ing

wi  th  the ex i  s t - i  ng  i  ns t i  tu t i  ons i  n  th i  s  s ta te  so

that  we don '  t  need to  es  sent i  a1  1  y  1  eg ' i  t i  mi  ze  I  oan

shark i  ng.

rh is  idea that  somehow because there

is  1ega1 loan shark ing go ing on we need to  l i cense

i t ,  r  mean,  i t  rea l ' l y  doesn. ' t  make any sense to

me.  I  mean,  w€ can th i  nk  o f  a  I  o t  o f  i ' l  l  ega ' l

ac t i  v i  t i  es  go ' i  ng  on on the s t reet  corners  o f  th i  s

commonwea' l  th  that  we want  to  keep i  1 l  ega ' l  and not
'  I  i  cense.  I t  rea l  1  y ,  r  wou l  d  suggest ,  doesn ' t  make
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a lo t  o f  sense.

we have to  unders tand the contex t  in

whi  ch  th i  s  proposa l  i  s  be i  ng made.  The proponents
i

would  have us  be l ieve that  the market  is  not

produc ing enough cred i t ,  tha t  a l ready overextended

consumers  need yet  another  way to  get  fu r ther  in

t roub l  e .  rh i  s  i  s  rea ' l - l  y  not  a  good th i  ng.

When you th i  nk  about  the contex t  o f

what  is  go ' i  ng  oD,  our  fami l ies  are  a1 ready

drowning in  debt .  rhey owe more than the i r  net

wor th .  BanFrrp tc i  es  are  exp l  od ' i  ng .  Cred i  t  card

compani  es  are  mai  1  i  ng  these cards to  ou r  ch i  I  d  ren .

They o f  f  e  r  , f  ree g i  f  ts  as  i  nv i  ta t i  ons .  You see

them at  the conce r ts  ,  Er t  the  ba l  I  games .  r  was a t

a  Ph i l l ies  game las t  week.  there  they are ,  get  a

f ree someth ing or  o ther  and get  ye t  another  c red i t

card .

the re  are  f i  nance compani  es  mai  1  i  ng

l ive  .checks out .  You have probab ' ly  seen . them in

the mai l ,  tha t  i f  you depos i t  tha t  check,  i t

becomes a  2  5  pe rcent  I  oan that '  s  i  mmedi  a te ' l  y.  then

the

equi  ty

Mor tgage brokers  are  pat ro l  1  i  ng  our

fo l lowed by inv i ta t ions to ,  oh,  we ' l l  lower

in teres t  ra te  w i th  a  n ice ,  conven ient  home.

I  oan.
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i s  a

communi  t i  es  
' look i  

ng for  sen i  or  c i  t i  zens t rus t i  ng

enough to  assume mor tgage ob l iga t ions they d idn ' t

ask  for  and can ' t  a f fo rd .  Forec losures are

exp ' lod ing out  o f  s ight  everywhere in  the

commonweal th  fue led la rge ly  by  the increase in

these subpr i  me h ' i  gh-cost  re f  i  nanc i  ng.

rh i  s  i  s  the contex t  o f  th i  s  b i  1  I  and r

ask  th is  commi t tee,  why do we need more? rh is

th i  s  par t i  cu l  a r  b i  I  I  tha t  i  s  be i  ng proposed,

very  bad b i l l .  r ,  in  my wr i t ten  tes t imony

1ay 'out  some of  the spec i f ic  reasons in  th is  b i

why r  be l ieve i t ' s  a  bad b i l l .  We have a l ready

heard the fac t  that  i t  au thor izes ex tor t ion is t

in teres t  ra tes  and I  have g iven you some examples

of  jus t  how bad they are .

I t  encourages perpetua l  debt  by

a1 1  owi  ng an end l  ess  cha i  n  o f  payday I  oans.  and

the example  I  gave you shows that .  I t  encourages.

perpetua l  debt  by  fa i l ing  to  requ i re  lenders  to

accept  i  ns ta l  I  ment  repayments ,  thereby push i  ng

borrowers  i  n to  fur ther  payday I  end i  ng.

Now,  the proponents  are  c la iming that

House e i I I  2L50 does g ive  bor rowers  the

oppor tun i ty  fo r  an ind iv idua l  to  enter  in to  a

1 ong- te  rm repayment  p l  an . But  the prov i  s i  on  i  n

,

t t
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the  law is  very ,  very  weak.  r t  does not .app ly

unt i  I  the  consume r  has taken out  f  i  ve  
' l  

oans ,

consecut ive  loans or  renews i t  one t ime.  '  rn  o ther

words,  i t 'wou ld  not  be a l lowed - -  in  that  examp' le

I  gaye you,  you went  th rough every  one o f  those

I  oans and on ' l  y  then woul  d  a  repayment  be o f  fe red.

rh is  is  much less  than the indust ry

has agreed to  in  o ther  s ta tes  such as  F lor ida 's

requ i rement  that  anyt ime a  consumer  is  unab le  to

repay a  payday loan,  there  is  a  f ree 60-day

extens ion prov ided the consumer  goes to  consumer

cred i  t  counse l  i  ng ,  i  n  wh i  ch  case the payday I  ender

must  compl  y  w i  th  the counse l  or 's  repayment  p1 an.

Moreover ,  under  the 1  anguage proposed,

the l imi ted r igh t  to  repayment  is  on ly  t r iggered

i f  the  consumer  requests  i t  in  person on the due

date  o f  the loan,  not  a  day ear l ie r  or  1  day

la ter .  r  mean,  i t ' s  a lmost  l i ke  a  got  you k ind

prov i  s i  on  the way i  t ' s  descr i  bed.  oh,  you d i  dn

ask for  i t  a t  the  r igh t  t ime and p lace so we ' re

not  go ' i  ng  to  g i  ve  i  t  to  you.

r t  does not  proh ib i t  payday lenders

f  rom I  end- i  ng to  bor rowers  they know cannot  repay

the loan,  when a  bor rower  comes in  and they can ' t

pay the loan that  they got  las t  week and you o f fer

o f

, t
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them anothe r  
' l  

oan ,

to  payment  ab i  I  i  ty .

that  i  s  I  end i  ng wi  thout  regard

r  th i  nk

McConnel  I  tes t i  f i  ed

sta tes  is  very ,  very

f rom Nor th  caro l  i  na

r t  shou l  d  not  happen.

the ev i  dence that  Beth

to  about  the ev idence in  o ther

compel  1  i  ng  and the wi  tness

f rom the center  o f  Respons ib le

uending wi l l  be  ab le  to  g ive  you more deta i l  on

that

As Ms.  Mcconnel l  ment ioned,  i t  does

not  proh ib i t  payday lenders  f rom operat ing a t  or

near  gambf  ing  es tab l  i  shments  whi  ch  ,  g ' i  ven what  the

t -eg i  s l  a tu  re  has recent l  y  autho r i  zed ,  i  s  a  rea l  1y

impor tant  th ing to  cons ider .  You can be sure  that

i f  House B i l l  2150 is  passed,  the minute  the s lo t

par ' l  o rs  open up,  r - i  ng ' i  ng  r i  gh t  around the

pe r i  mete  r  o f  that  es tab l  i  shment  w i  l  l  be  payday

I  ende rs  eage r  to  fue l  gambf  i  ng  add i  c t i  ons .

House B i l l  21-50 would .  reverse the

70, - !ear -o l  d  po1 i  cy  that  I  desc r i  bed that  was

behind the consumer  o iscount  Act .

cHATRMAN HASAY:  Mr .  acke l  sberg,  r

unde rs tand what  you '  re  say ' i  ng  i  n  you r  comments  and

you ' re  very  in formed in  the comments  that  you 've

g ' i  ven to  commi  t tee .  But  we '  re  not  cons i  de r i  ng  the

b i l l .  we ' re  tak ing in format ion on the b i l l .  rhe

7

I

Y

1 n

1 1

1 t

1 ?

1 R

1 6

1 ?

1 8

1 9

2 0

2 L

z z

2 3

z q

z 3



88

1

2

J

4

o

1

o

1 1

T 2

1 3

1 4

I f ,

1 6

1 ?

1 &

1 9

2 0

2 L

2 2

2 3

2 4

2 5

purpose o f  the hear i  ng here  today was to  have our

membe rs  i  n f  o  rmed as to  what  payday ' l  
end ' i  ng  i  s  a l  l

about .  So we haven ' t  got ten to  that  s tep.  There

may be o ther  b i l l s  in t roduced that  go in  a

d i  f fe  rent  d i  rec t i  on  a f te  r  the  hear i  ng.  But  the

Commit tee has the for tune o f  secre tary  schenek,

the Secretary  o f  eank ' i  ng ,  to  hear  f  rom h i  m I  a ter .

Go ahead.

I  want  to  wrap up.  IMR.  ACKELSBERG:

wanted to  ca l l  your  a t tent ion to  the las t

a t tachment .  r  have a t tached 
' l  

anguage that  cou l  d

be an amendment  to  the consumer  Di  scount  company

Act  that  would  very  c lear ly  and eas i ly  ban the

pract i  ce  f  rom Pennsy l  van ' i  a .  r t  cou l  d  be done

There have been members  re ferenced ask ing,  we11,

what  cou ld  we do? '  Rnd here is  a  suggest ion o f  how

to do i t .

rn  conc l  us i  on ,  the  payday I  end i  ng

bus iness is  debt  push ing o f  the wors t  sor t .  r t  i s

loan shark ing wrapped in  the mant le  o f  a

respectab l  e  bus i  ness .  J  us t  because the bus i  ness

has the aura  o f  respectab i l i t y i  b"cause i t  has

lawyers  and lobby is ts  work ing for  i t  does not

change thb bas ic  character  o f  the bus iness.  we

don ' t  have to  lega ' l i ze  th is  out rageous,  usur ious
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and i  mmora l  bus i  ness j  us t  because there  are  peop- l  e

do i  ng i  t  a l  ready.  what  we shou l  d  be do i  ng i  s

k ick ing them out  o f  our  s ta te .  Thank you and r ' l l

take you r  quest i  ons .

CHATRMAN HASAY:  Thank You,  Mr .

Acke l  sberg.  You have been very  i  n format i  ve .  You

have cer ta in ' ly  done a  lo t  o f  work  in  th is  area.

we probab ly  have a  coup le  quest ions.  rhe Chai r

recogn ' i  zed the gent l  eman f  rom Westmore l  and,  Mr .

Tangret t i .

REPRESENTATIVE  TANGRETTI :  ThANK YOU,

Mr.  cha i rman.  Let  me f i rs t  thank you for  your

very  compel l ing  tes t imony and to  c lear  up jus t  a

minor  misrepresenta t ion o f  what  r  asked.

MR.  AcKELSBERG: Sorry  about  that .

REPRESENTATIVE  TANGRETTI :  ThA t 'S

okay.  But  g iven the nature  o f  every th ing,  r  want

to  make.sure  that  we a l l  unders tand what  we ' re

ta lk ing about .  r  asked Ms.  Mcconnel l ,  i s  there

any lh ing that  she fe l t  tha t  cou1d,  in  fac t ,

improve the b i l l  tha t  would  be acceptab le  and r

re fe  renced cha i  rman A l  I  en '  s  quest i  on  because he

was on the same I  i  nes.

r  d i  d  not  suggest

suggest ing that  there  is  anyth ing wrong wi th  th is
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necessar i ly .  But  r  d id  not  suggest  that  loan

shark ing would  now become preva lent  i f  we d id  not

have someth i  ng i  n  p l  ace dea ' l ' i  ng  wi  th  payday

lend ing.  As a  mat ter  o f  fac t ,  in  ta lk ing to  my

co l league,  Mr .  wans acz,  i t  occur red to  me that -

we d i  dn ' t  have payday I  end i  ng,  we woul  d  go back

where we were before .

i f

to

I t  seems to  me that  what  you jus t

s ta ted made the most  sense ,  among o the r  th - i  ngs ,

and ,  tha t  i  s  that  l  eg i  t i  mi  z - i  ng  i  t  by  v i  r tue o f

hav ing a  s tore  f ront  separates  i t  ou t  f rom what  we

al l  know as loan shark ing where you would  have to

go i  n  an a1 
' l  

ey  somewhe re  o  r  the  back room of  a  bar

or  some other  p1ace.

As a  consequence,  i  t  seems to  me we

have now a l lowed for  i t .  r f  tha t ,  in  fac t ,  i s  the

case apparent - l  y ,  i  t  i  s  we have now a l  I  owed

for  ind iv idua ls  to  assume,  by  v i r tue o f  the fac t

that  they are  adve r t i  s ' i  ng  and they have a  s i  gn on

the f ront  d f  the s tore  f ront ,  tha t  i t  i s ,  in  fac t ,

1ega1 and appropr ia te  and i t ' s  above board and

i t ' s .  okay because somebody must  be look ing out  fo r

my in teres ts  and i t ' s  an encouragement  for  them to

use that  serv ice  to  be cont ras ted wi th  loan

shark i  ng
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r  thought  i t  was essent ia l ,  i f  you

wi  I  I  pe  rmi  t  me ,  to  c l  a r i  fy  that  one pos i  t i  on  o f

mi  ne.  rhank you.

MR.  ACKELSBERG: Can I  respond?

CHATRMAN HASAY:  P l  ease.

MR.  AcKELSBERG: what  r  th i  nk  i  mpl  i  c i  t

i  n  your  comment ,  r  th - i  nk ,  i  s  the quest i  on  that  was

a lso asked o f  the prev ious wi tnesses.  cou ld  one

come up wi  th  a  b i  1 l  hypothet i  ca ' l ' l  y  that  d i  d

prov ide smal l  loans a t  ra tes  that  were not  th rough

the roof  w i th  consumer  pro tec t ions? . .  r  th ink  the

answer  to  that  is  sure ,  o f  course,  i t  cou ld .

rn  fac t ,  r ,  myse l f ,  d id  a  l i t t le  o f

that  exerc ise  when the las t  vers ion o f  th is  I

.  th ink  in  las t  sess ion i t  was ca l led  House B i l l

1808.  Rnd r  was do i  ng exact l  y  that .  r 'm s i  t t i  ng

in  my o f f ice  and t ry ing to  come up wi th  someth ing

l ike  that .  But  as  prev ious wi tnesses have sa id ,  r

suspect  that  those ask ' i  ng  you to  pass th i  s  b i  I  I

and author ize  payday lend ing are  not  rea l

, t n'erested t 
lr ' :::,: ' ;: :;":";: l:: ' ::,]":::;:

blu f f  and came up wi th  a  b i l l  tha t  d id  jus t  that ,

that  they woul  d  bas i  ca1 
' l  y  say we '  re  not

in teres ted.  rhey are  in  the bus iness o f  do ing the
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k ind o f  Ioans that  were in  that  example .  That 's

.my '  sense o f  i  t .  lnd  i  t ' s  based not  j  us t  on r 'm

not  say i  ng that  out  o f  th i  n  a i  r .  r t ' s  based on 
,

the '  reseanch done nat i  ona l - l  y  about  what  these same

compani  es  are ,  i  n  fac t ,  do i  ng when they have

got ten the author i ty  o f  the leg i t imizat ion that

you suggest  mi  ght  be i  n  the consumbr 's  i  n teres t .

REPRESENTATIVE TANGRETTI :  thank you.

CHAIRMAN HASAY:  The o ther  gent leman

f rom'  westmore l  and,  Mr .  casor i  o ,  has a  quest i  on .

REPRESENTATIVE CASORIO:  Thank You,

cha i  rman Hasay.  Your  $500 re f r i  gera tor  i  s  get t i  ng

a lo t  o f  use today.  Mr .  acke lsberg,  thank you for

be i  ng here  today.  r  apprec i  a te  you comi  ng.  r

have jus t  coup le  o f  observat ions and then maybe

poin t ing to  some of  your  tes t imony.

You sa id 'ear l ie r  about  a  scheme and

!he bus i  ness i  s  runn ' i  ng  a  scheme on i  nd i  v i  dua l  s .

r  was th ink ing the exact  same th ing,  when you were

ta1 k i  ng about  the 1-930s and so f  o  r th  .  r t

ce  r ta i  n ' l  y  does sound I  i  ke  ce r ta i  n  bus i  nesses

operat ing a  pawning scheme on consumers  in  th is

type o f  economi  c  env i  ronment ,  i  f  you wi  l  l  .  r

thought  that  was pre t ty  po ignant .

andwe are  ta ' l  k i  ng  about  ce  r ta i  n  b i  I  I  s
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the  cha i  rman was k i  nd enough to  ho l  d  these

in format ive  hear ings because for  myse l f  and r

th ink . the major i ty  o f  the members ,  th is  has been

an eye open ing for  everyone and that 's  what  these

hear ings.  are  p lanned for .

Aga i  n ,  r ' ln  go i  ng to  say ' i  f  th i  s  i  sn ' t

c r r i  mi  na l  behav i  or  and r 'm go i  ng to  po ' i  n t  to '

someth i  ng.  I f  i  t  i  sn ' t  c r i  mi  na l  behav i  or

purpose ly  leave a ' l  ong pause there  then i t

cer ta in ly  is  predatory .  rhere  is  no quest ion

about  that  in  my mind.  You have g iven us  page P-6

and we have a l l  seen these before .  r t ' s  the

sta tement  w i th  the annual  percentage ra te  and the

f inance charge.  and that  annual  percentage ra te

up in  the corner  is  456.25.

.  .  These are  the k ind o f  fo rms we see

when we go to  the cred i t  un ion to  f inance - -  my

persona l  car  is  4 .99 percent .  when we go to

re f i  nance our  home mor tgdg€,  i  t ' s  6 .25 percent  or

thereabouts .  rh is  is  a  456.25 percent  year ly

ra te .  Rnd that 's  an unders ta tement  because f rom

your  exampl€ ,  what 'you gave us  before  on the f ive

t i  mes that  fo l  ks  cou l  d  do success i  ve  
- l  

oans ,  to  f f i€ ,

i t ' s  somewhere in  the 900 percent i le  o f  an APR

rate .  rhat  is  jus t  a  g lar ing example  o f  what  is
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going on here

f  mean,  i  n  my est i  mat i  on,  th i  s  f  sn ' t  a

so l  u t i  on  i  n  search o f  a  prob l  em.  There i  s

cer ta in ly  a  prob lem out  thene.  And,  ho,  we can ' t

take care 'o f .everybody and,  no,  we can ' t  keep

peop ' l  e  f  rom gambl  i  ng  or  smok i  ng or  dr i  nk i  ng.  But

we can ce r ta ' i  n1  y  ,  I  be l  i  eve ,  p  ro tec t  some of  the

most  vu lnerab le  segments  o f  soc ie ty  aga ins t  th is

k i  nd o f  behav i  o  r .

I f  you po ' l  1  anyone,  r  th i  nk  they woul  d

say that  th i  s  i  s  ce  r ta ' i  n1y,  aga ' i  n  ,  a t  mi  n i  mum,

predatory  behav ior  and t r ies  to  r ip  peop le  o f f ,

sen iors ,  fo lks  that  are  mak ing $5.L5 an hour

work ' i  ng  two or  th ree jobs.  Th i  s  i  s  out rageous.

I  want  to  thank you for  your  tes t imony

and rea l ' l  y  fo r  th i  s  g l  a r i  ng  examp' l  e  o f  that  annual

percentage ra te  sheet  that  rea l  1y  br ings i t  h 'ome

in  terms o f  a l l  o f  us  who have probab ly  done some

ref i  nanc i  ng or  purchas i  ng over  the I  as t  severa l

years .

MR.  ACKELSBERG:  Thank  yoU,

Representa t i  ve  .

cha i  rman Hasay.

CHATRMAN HASAY:  You  have  been  Very
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in format ive  and we apprec ia te  that .  Members  o f

thecommi t teeapprec ia tesa l l theworkyouhave

done in  th is  area.  We have one f ina l  quest ion

f rom the gent l  eman f rom ph i  I  ade l  ph i  a ,  MF.  Thomas.

REPRESENTATIVE THOMAS:  Thank you i  Mr .

Chai  rman.  Mr .  acke ' l  sberg ,  I  want  to  thank you for

your  tes t imony.  I t  was on po in t  and r  know that

i  t  he i  ghtened a l  I  o f  ou r  unde rs tand i  ng wi  th

respect  to  th is  prac t ice .  I  have one quest ion.

You 've been before  th is  commi t tee and o ther

commi t tees on severa l  occas ions and r  see my

f r iend over  there  f rom the bank ing indust ry .

shou l  d  we rea ' l  1y  be ta l  k i  ng  about

mak i  ng some changes because payday I  end i  ng,  check

cash ing,  a l l  o f  th is  seems to  have come about .as  a

resu l t  o f  deregu la t ing the bank ing indust ry  over  a

decade ago.  So i  f  we take payday I  end i  ng today,

what  w i  I  I  peop l  e  have to  I  ook , f  o  rward to  tomo r  row?

shoul  d  we rea11y be ta- l  k i  ng  about  the bank i  ng code

and how we cou l  d  make bank ' i  ng  a  mo re  f  r i  end l  i  e  r

indust ry  in  the Commonweal th  o f  Pennsy lvan ia?

MR.  ACKELSBERG: That '  s  a  wonde r fu l

quest ion.  probab l  y  to  do i  t  j  us t i  ce  woul  d  requ i  re

more t ime than r  th ink  the cha i r  wou ld  a l low me.

But  you cer ta in ly  asked the r igh t  quest ion.  Let
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me answer  the quest ion a  number  o f  ways

p i  rs t  o f  a1 1  ,  the  not i  on  that  the

1 end i  ng o f  money i  s  someth i  ng that '  s  i  nhe rent l  y

prone to  over reach ing,  that  the lend ing o f  money

is  an area that  deserves spec ia ' l  p ro tec t ion f rom

gove rnment  i  s  someth ' i  ng  as  o l  d  as  the e i  b l  e  .

rhe not ion o f  usury  has been there

rea l ly  as  long and i t  goes back way back before

the count ry  was founded.  Th is  is  a  very ,  very  o ld

and wel l -so ld  not ion that  peop le  who are  desperate

for  money shou ld  not  be taken advantage o f .  r

mean,  that 's  jus t  a  s imple  s ta tement  o f  western

t rad i t ion  and I  use western  very  broad ly  because,

as  r  sa i  d ,  i  t  goes back to  the e i  b l  e  and a l  I  the

o l  d  books.

,  what  happened i  s  that  desp i  te  those

thousands o f  years  o f  t rad i t ion ,  we went  th rough

what  I  be l ieve to  have been a  deregu la t ion f renzy

that  began i  n  the 1-980s.  Rnd r  th i  nk  that  what

we ' re  see ' i  ng  i  s  the consequence o f  that  i  n  the

area o f  f  i  nanc i  a ' l  se  rv i  ces  .

Now,  there  is  no quest ion that  i t  has

brought  some good.  we on ly  have to  look a t  a l l .

the  wonde r fu l  f i  nanc i  a l  se  rv i  ce  oppor tun i  t i  es  that

most  Amer icans have a t  the i r  f inger t ips  a t  the
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c l ick  o f  a  mouse.  But  we have to  unders tand

there 's  been a  whole  second para11e1 sys tem

some economis ts  have descr ibed as  f inanc ia l

apar the id  that  has grown up through th is

deregu la t ion.

that

that

rhe fac t  that  there  are  some

Amer icans,  wh i te  and b1ack,  main ' ly  work ing poor ,

who don ' t  dea l  w i th  banks a t  a l l ,  who are  deaf  ing

wi th  check 'cashers  and rent - to-own out f i ts  and

pawnshops and now these payday lenders  and th is

whole  underground has to  be looked a t .  we have to

re turn  to  the not ion that  s ta te  government  has a

cr i t i ca l  ro le  to  pro tec t  those who are  in  need o f

pro tec t ion in  the area o f  lend ing,  in  the area o f

consumer  cred i  t .

r  a l  so  want  to  ment i  on two th i  ngs i  n

c l  os i  ng.  one i  s  that  probab ' l  y  the most  i  mpor tant

th ' i  ng  that  s ta te  gove rnment  can do i  n  th i  s  area o f

what  to  do when you need $300 to  buy a

re f  r i  gera tor  oF,  to  use another  examp- l  e ,  get  a  new

rad ia tor ,  p robab ly  the most  impor tant  th ing s ta te

gove rnment  can do woul  d  be to  . t  ry  to  c  reate  a

s i tuat ion where every  Pennsy lvan ian had a  $300

sav i  ngs account .

r  mean,  ' i  mag ' i  ne  that . rmagi  ne i  f
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peopl  e  had a  $300 sav i  ng account  so  they cou l  d

dea l  w i  th  .eme rgenc i  es  .  rh i  s  p  rob l  em i  s  caused by

the fac t  that  we ' re  in  th is  new wor ld  and nobody

has sav i  ngs.  we are  compl  e te l  y  tapped out  and

that  rea ' l  
' l  y  needs to  be reversed.

The I  as t  th i  ng r  want  to  s?y,  j  us . t

because r  don ' t  want  to  leave i t  hang ing,  r  know,

Representa t ive  Thomas,  that  you asked about  the

check cashers .  I  jus t  remembered that  you had

asked that  quest ion and Ms.  Mcconnel l  had

ment ioned that  I  cou ld  answer  that  fo r  you.  The

reason r  woul  d  submi  t  tha t  you don ' t  see the check

cashers  push ' i  ng  House B i  I  I  2150 or  o ther  vers ions

i  s  that  the check cash i  ng I  aw spec i  f i  ca1 1  y

proh i  b i  ts  them f rom engagi  ng i  n  payday I  end i  ng.

Now,  that  hasn ' t  p revented some of

them f rom set t ing  up d i f fe rent  companies  next  door

that  are  t ry ing to  do th is  rent -a-bank payday

lend ing.  But  the law is  c lear  that  a  check casher

i  n  th i  s  commonweal  th  cannot  do payday I  end i  ng.

Rnd the proponents  o f  th i  s  b i  I  I  and

others ,  f rom my unders tand ing,  they are  not

suggest ing that  that  be repea led or  changed in  any

way.  what  they are  rea11y r  th ink  t ry ing to  do is

set  up a  compet i t i ve  k ind o f  network  where you
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have these s tand-a l  one payday compan ' i  es  that  are

not  i  n  check cash i  ng p l  aces.  So bas i  ca ' l  1y  what

you have are  the check cashers  on one s ide and the

nat iona l  payday lenders  on the o ther .  r  th ink  the

nat i  ona l  payday I  ende rs  i  n  th i  s  b i  1  I  and o the rs

are  l  ook i  ng to  bas i  ca- l  1y  be ab l  e  to  do th i  s

wi thout  compet i t ion  f rom the check cashers .

CHATRMAN HASAY:  Thank you very  much,

Mr .  acke lsberg,  very  much.  You have been very

i  n format i  ve .  r  apprec i  a te  those ar t i  c l  es  as  wel  I  .

Next  we have Ms.  Yo l  anda McGi  I  I  .  she i  s  w i  th  the

center  fo r  Respons i  b l  e  tend i  ng.  Ms.  McGi  I  I  ,  thank

you for  comi  ng today and have a  seat .  You can

proceed as soon as you ' re  ready.  rhank you very

much.

MS.  McGTLL:  rhank you very  much,  MF.

cha i rman,  and r  apprec ia te  the oppor tun i ty  to  come

here and speak 'w i th  you today.  r  want  to  d i rec t

you to  the mater ia ls  that  r  b rought .  r  d idn ' t

p repare remarks because r  d idn ' t  want  to  dup l ica te

the e f for ts  o f  the pr io r  tes t i f ie rs .  r  want  to

d i rec t  you to  the three p ieces r  brought .  rhe

f i rs t , i sagreen ishsheet that ta lksabout the

center  fo r  Respons ib le  Lend ing.  The second one is

the "Be wary"  sheet  and that  w i l l 'be  the sheet
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tha t  r  w i

i  s  ac tua l

ment i  oned

reference

l1  be speak ' i  ng  f  rom.  The th i  rd  document

1y a  copy o f  the Georg ia  b i l l  tha t 's  been

here a  coup le  o f  t imes for  your  fu ture

I 'm jus t  go ing to  go down the "Be
J J

wary ' f  sheet  and r  a lso  want  to  go back to  some of

the quest ions that  were brought  up ear l ie r .  But  r

rea l  1  y  ac tua l ' l  y  want  to  be he re  as  a  resou rce

CHAIRMAN HASAY:  Thank you.

MS.  MCGILL:  A l i t t le  b i t  about "

myse l  f ,  aga i  n ,  r  am yo l  anda McGi  I  I  ,  eo1 i  cy  Counse l

wi th  the center  fo r  Respons ib le  tend ing.  r t  says

up a t  the top there  what  our  miss ion is .  The

center  is  ded icated to  pro tec t ing home ownersh ip

and fami  1  y  weal  th  by  wo rk i  ng to  e l  i  mi  nate  abus i  ve

f i  nanc i  a l  p rac t i  ces .  we are  a  non-pro f i  t ,

non-par t isan research advocacy organ izat ion that

promotes respons i  b l  e  
' l  

end i  ng prac t i  ces  and access

to  fa i  r  te rms o f  c red i  t  fo r  I  ow-weal  th  fami  I  i  es .

We are  based in  t to r th  Caro l ina .  We

also have a  Dc o f f ice .  we do work  nat ionwide.  So

my background in  th is  ' i  s ,  ac tua l ly ,  r  have been

i  nvo l  ved d i  rec t l  y  i  n  the 1  eg i  s l  a t i  ve  e f for ts  both

in  Nor th  Caro l ina  on payday lend ing and a lso  in

the Geo rg i  a  s i  tua t i  on  . So I  do have exper ience in
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negot i  a t i  ng  1  eg i  s l  a t i  on  and work i  ng wi  th  the

i  n .dust ry  on these types o f  th i  ngs and my comments

wi l l  be  based on that .  background.

As we go to  the sheet  here ,  r  d id  want

to  j  us t  po ' i  n t  out  that  as  some of  the p  r i  o  r

tes t i  f i  e rs  have sa i  d  and r  th i  nk  th i  s  i  s  very ,

very  impor tant  as  you cons ider  the b i l l  tha t 's

before  you or  b i l l s  that  might  come up in  the

fu ture ' - -  r  th ink  Mr .  Rcke lsberg and a lso  the

f  e l  I  ow f  rom the AFL-Cro 's  f  i  I  aments  are  square ' l  y

that  where the rubber  h i ts  the road for  payday

I  end i  ng i  s  w i  th  repeat  bor rowi  ng.  r t  i  s  i  n  the

loan f l ipp ing.  I t  i s  in  the fees.  I t  i s  a

bus iness model .  rh is  is  based on our  research.

i  ndustry ,

But  a lso  in  our  negot ia t ions wi th  the

we have t r ied  to  come to  the tab le  and

t ry  to  get  a  reso lu t ion  around payday lend ing.  r

th ink  Nor th  caro l ina ,  as  i t  was ment ioned ear l ie r ,

our  law d id  sunset  and the indust ry  has been

t ry ing to  push for  reauthor iza t ion s ince then.

whe re  we not i  ced i  n  ou r  negot i  a t i  ons

we cou ld  not  make any progress was on th is  issue

of  the success ive t ransact ions.  rh is  was cause

for  concern for  us  and we s tar ted look ing in to  i t .

our  research ind icates  that  the bus iness model  is
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based on th is .  There are  severa l  s tud ies  out

there  that  ind icate  th is  and our  negot ia t ions

cou ld  not  move forward on th is  par t icu lar  po in t .

we fe l t  l i ke  th is  bore  th is  out .

what  r  wou ld  a lso  l i ke  to  emphas ize in

my '  remarks i  s  that  regu l  a t i  on  i  s  regu l  a t i  on .  r t

takes many forms.  Mr .  Rcke lsberg d id  br ing up the

po in t  that  the consumer  o iscount  Law is  the smal l

loan,1  aw here in  the books in  Pennsy lvan ia .  that

i  s ,  i  ndeed,  regu l  a t i  on  .

that  is  what  happened in  Georg ia .  The

dec is ion there  was taken that  when i t .  came down to

1 '€9u1at i  ng payday I  end i  ng ,  they had a  .  smal  I  I  oan

law in  the books,  the Georg ia  tndust r ia l  Loan Act .

so  the way that  they dec i  ded to  regu l  a te  the

,  payday lend ing indust ry  there  was to  t ' igh ten" the

penal t ies  up for  the loan laws ' that  were a1 ready

on the books and sa id ,  okay,  you 've been break ing

our  law down here

Now,  ins tead o f  a  s lap on the wr is t ,

because they had enforcement  ac t ions go ing on

be ing brought  by  the insurance commiss ioner  down

the re  who regu l  a tes  i  ndust  r i  a l  1  oans ,  these peop l  e

were jus t  shut t ' i  ng  down the i  r  s tores  and mov ' i  ng

next  doo r  ,  F€open ' i  ng  and cont ' i  nu i  ng .  So what  th i  s
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bi l l  d id  was,  in  e f fec t ,  make the pena l t ies  pre t ty

h igh and increased the pr ice  for  break ing these

I  aws.  They d i  d  deem i  t  to  be i  1  1  ega1 and now they

have the too l  s  i  n  p1 ace.

That  I  aw was cha l  1  enged.  Advance

Amer ica and the i r  bank ing par tner ,  Bankwest ,  a long

wi  th  th  ree o the r  se ts  o f  p l  a ' i  n t i  f  f  s  d i  d  sue the

At torney Genera l  and the Secretary  o f  s ta te  to  get

a  pre l iminary  in junct ion.  They fa i led  in  that

I

at tempt .  So these shops have had to  I  eave

Georg ia .

The recent  case that  was brought  bY

Gove rnor  Barnes was aga i  ns t  60 ' to  1-00 shops that

fa i led  to  c lose down.  But  the o ther  ones d id

c lose shop.  Advance Rmer ica  had 86 s tores  in

Georg ' i  a  runn i  ng on th i  s  ' i  1 ' l  ega l  bank model  and

accord ing to  the papers  they f i led  in  that  case '

they were,  mak ing a  mi l l ion  do l la rs  a  month  in

'  Georg ia  in  those 86 s tores ;  a t  least  that 's  what

they put  i  n  the i  r  p l  ead i  ngs.

Aga ' i  n ,  r  wou l  d  a l  so  I  i  ke  to  emphas i  ze

that  i  n  cons i  der i  ng payday 1  end i  ng regu l  a t i  on ,

th i  s  whol  e  i  dea o f  regu l  a t i  on  rea l  1  y  shou l  d  be

based on exact ly  what  you ' re  do ing now,  gather ing

a l l  the  in format ion,  l i s ten ing to  a l l  the  s ides
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and rea l ly  coming up wi th  the best  model  fo r

Pennsy l  van i  ans

what  we have seen t i  me and aga i  n  ' i  s ,

aga in ,  what  was re fer red to  ear l ' ie r ,  th is  idea o f ,

we l  I  ,  w€ have to  have th i  s  par t i  cu l  a r  type o f

regu la t ion and we jus t  can ' t  funct ion o therwise

and i  f  you t ry  to  pass someth ' i  ng  that  caps these

fees,  they answer  and e i ther  sdY,  A '  we can ' t

operate  under  that  and that 's  not  our  bus iness

model  or ,  B ,  you ' re  not  author ized to  do that

beca 'use we are  an agent  o f  an out -o f -s ta te  bank.

r  woul  d  submi  t  tha t  both  o f  those are

i  nco r  rec t  .  You can autho r i  ze  payday ' l  
end i  ng to

the leve l  that  you see f i t .  whether  or  not  you

dec ide to  ex tend a  d i f fe rent  type o f  l i cens ing

reg ime or  not ,  whether  you dec ide to  s t ick  w i th

what  you a ' l  ready have.  That  rea ' l  1y  i  s  up to  you.

Ant i -broker ing is  the key to  p lug the

1 oophol  e .  r  be l  i  eve the Representa t i  ve  f rom the

tab le  over  there  asked about  what  cou ld  be done

wi th  respect  to  these banks that  are  coming in  and

ass i  s t i  ng  i  n  these I  oans be ' i  ng  made.  Aga i  n ,

ant i  -b  roke r i  ng  has been ve ry  e f fec t i  ve  i  n

Mary l  and.  They have an ant i  -b roker i  ng prov i  s i  on

that  they added to  the i r  consumer  cred i t  Act .
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Aga ' i  n ,  they d i  dn ' t  pdss a  payday I  aw.

rhey sa i  d ,  w€ have 1  eg i  s l  a t i  on  a l  ready.  we have a

consumer  cred i t  ac t .  we are  go ing to  add an

ant i  -b roker i  ng prov i  s i  on  to  that  ac t .  I t ' s  two

I  i  nes bas i  ca1 
' l  y .  r t  j  us t  says,  by  the wdy,  you

are not  a l lowed to  ar range a  loan that  is  in

v i  o l  a t i  on  o f  th i  s  ac t .  They have no payday

lend ing there .  we d id  a  recent  survey.  t l le  found

two shops that 's  i  t  i  n  Mary l  and,  ds  opposed

to  Pennsy lvan ia  where you guys have a  l i t t le  over

200 shops here .  Georg ia  had over  4OO.

Another  example  that  is  wor th  not ing

when you '  re  dea l  i  ng  wi  th  th i  s  i  s  the exampl  e  o f

Texas.  I  can po ' i  n t  any t -eg i  s l  a tor  or  regu l  a tor

that  '  s  t  ry ' i  ng  to  dea l  w i  th  payday 1  end i  ng to

Texas .  Acco rd ' i  ng  to  the i  ndu s t  ry  ,  Texas i  s  not  a

payday s ta te .  Texas does not  have regu l  a t i  on .

However ,  i f  you look a t  the s ta tu tes  in  Texas and

the admi  n j  s t  ra t i  ve  code ,  they ,  i  ndeed ,  have a

payday regu l  a t i  on .

Now,  why is  th is?  why are  peop le

d i  f fe r i  ng  on th i  s?  we woul  d  submi  t  tha t  i  t ' s

because the code i  n  Texas author i  zes  t r i  p l  e -d ' i  g i  t

in teres t  ra te  but  i t ' s  not  as  h igh as  the typ ica l

model  .  r t ' s  a  s l  i  d i  ng sca l  e .  gas i  ca1 1  y ,  i  n
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Texas,  a  1ender  can make a  $L00 1oan for .14 days

and get  a  3OO percent  in teres t .  ra te .  But  the way

the Texas leg i  s l  a tu  re  dec i  ded to  do i  t  was that

the b ' igger  the loan is ,  the  lower  the fee and the

longer  the, loan is  outs tand ing,  that  chan-ges the

f  ee as  wel  l  .  rh i  s  i  s  an a t tempt ,  aga ' i  n ,  to  bu i  l  d

in  some type o f  consumer  pro tec t ion.

rhe i  ndust  ry '  s  react i  on  to  th i  s  i  s  to

ignore i t ,  tha t  rexas has L ,000 o f  these

rent -a-bank operators ,  even though there  is  a

s ta tu te  there  i  n  p1 ace.  So th i  s  doesn ' t  happen

jus t  in  p laces where there  is  no spec ia l  sa fe

harbor .  Even in  p laces where there  is  a  safe

harbor ,  what  we have seen is  the indust ry ,  i f  they

are not  get t i  ng  the fees they want ,  they have gone

to  th is  rent -a-bank opt ion which is  why everybody

i  s  encourag i  ng ant i  -b roker i  ng.  that  must  be a

par t  o f  the equat ion no mat ter  what  you 'do.

r f  we turn  to  the back o f  my sheet ,  we

a lso ta lk  about  some of  these best  prac t ices .  r

th ink  n i t r .  Acke lsberg covered i t  so  wel l  tha t  r

don ' t  know i  f  r  can ac tua l  1  y  add anyth i  ng to  that .

But ,  .aga i  n ,  the re  i  s  some caut i  on  .  r  know we '  re

not  ta ' l  k i  ng  about  2150 because i  t  can change.

rh i  s  whol  e  i  ssue o f  the payment
o
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opt i  on ,  aga i  n ,  i  s  someth i  ng that  shou l  d  be l  ooked

of  the prov is ions that  we have seen that  the

-  indust ry  has presented as ,  quote /unquote ,  consumer

pro tec t i  ons.

But  rea11y the dev i l  i s  in  the deta i ls

and we woul  d  caut i  on  you that  when the 1  anguage i  s

be i  ng put  fo r th ,  to  rea ' l  1y  work  i  t  ou t ,  jus t  l  i  ke

Mr.  Rcke lsberg had done in  h is  wors t -case

scenar io ,  and rea11y see how these th ings a l l  hang

togethe r .

Rnother  th ing r  wanted to  po in t  out

about  21-50 is  that  r  noted in  there  that  i t  wou ld

There 's  a  def in i t ion  in  there  for  a  smal l  loan

lender  and there 's  a  def in i t ion  for  a  smal l  loan

broker  wh ich is  the oppos i te  o f  the

recommendat ions that  you 've been hear ing f rom the

p rev i  ous tes t i  f  i  e  rs  and f  rom myse ' l  f  .

rhat  woul  d  be the oppos i  te  o f

ant i  -b roker i  ng.  rhat  woul  d  be ac tua l  l  y  say i  n9,

y€S,  th is  law covers  these purpor ted agents  o f

out -o f -s ta te  banks.  Rnd what  that  does i  s  that

opens up,  aga in ,  th is  ab- i1 i ty  fo r  these peop le  to

bas ica l ly  cher ry  p ick  l i ke  they d id  in  Texas.
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That 's  exact l  y  what  you woul  d  be do ' i  ng ,  cod ' i  fy i  ng

the Texas s i tuat ion.  e i ther  we do i t  by  the s ta te

ru les  or  we don ' t .  r  th ink  those were ac tua l ly  my

comments .  ,  So r  woul  d  be happy to  take quest i  ons.

CHAIRMAN HASAY:  We verY much

apprec ia te  your  t ime coming here  today,  f rom the

commi  t tee ,  and g ' i  v i  ng  u  s  i  n f  o  rmat i  on on the cente  r

for  Respons i  b l  e  tend i  ng.  s i  nce uary l  and and

ceorg ia  has c losed those shops,  do those fo lks  get

out  o f - that  bor rowing mode that  they are  in  and

get  a  l i t t le  more normal  ,  F€spons ib le  in  the i r :

f i  nances?

MS.  McGTLL:  They do.  I  mean,  the

idea o f  the customer  demand and the repeat

customer ,  that  is  someth ing that  shou ld  be rea11y '

looked a t  c lose ly .  Jus t  as  you have heard here ,

when you have that  bor rower  walk  in  fo r  the f i rs t

t ime,  sure ,  maybe they are  in teres ted in  get t ing  a

payday I  oan .  and the payday i  ndust  ry  woul  d  sEtY,

our  customers  love us .  Th is  person came back ten

t imes.  But  you have to  ask  yourse l f  ,  d id  they

come back ten t imes vo luntar i l y  or  d id  they come

back ten t imes because they d idn ' t  have a  way to

pay o f f  tha t  loan? That 's  rea11y the issue here .

Yes,  maybe the f i rs t  t ime they were
I
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f ine.  Maybe the f i rs t  t ime they got  a  coupon jus t

l i ke  r  d id  las t  sunday in  a  mai le r  that  came to  my

house that  was a  coupon f rom p i rs t  Amer ican Cash

Advance that  sa id ,  fo r  f i rs t - t ime customers ,  your

f i rs t  cash advance is  f ree.  Now,  why would  you

make that  o f fer  i f  you weren ' t  assuming that  r

woul  d  be back? r t '  s  ve  ry  i  n te  res t i  ng  .

CHAIRMAN HASAY:  Thank  you .  rhe

gent leman f rom Monroe,  Mr .  Scave l lo .

REPRESENTATIVE  SCAVELLO :

Mr.  cha i rman,  and thank you,  Ms.  McGi l

tes t ' i  mony.  F i  rs t ,  r  wou l  d  not  f  i  x  my

ref r igera tor .  r  wou ld  buy i t  b rand new and get  90

days no in teres t  and then there 's  a  saver  as  wel l .

you ment i  oned that  Mary l  and took care  o f  i  t  and

Georg ' i  a  as  wel  I  .  De l  aware,  i  n  Mr .  ecke l  sberg 's

tes t i  mony ,  the  re  '  s  an examp' l  e  the re  o f  Sun coast

gank o f  De laware in  Rehoboth .  Have they done

anyth ' ing  or  are  they do ' ing  payday lend ing in

oe l  aware?

MS.  MCGTLL:  County  eank o f  Rehoboth

beach is  one o f  the s ta te-char tered FDrc  banks

that  suppor t  payday 1  end i  ng s tore  f ronts .  Yes,

County  eank i  s  one o f  the more egreg ' i  ous

of fenders .  r t  i s  a  very  smal l  s ta te  bank.  r t  i s

rhank y9,,

l ,  fo r  your
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I  ocated i  n  De ' l  aware,  a  p l  ace that  ac tua l  1y

author i  zes  payday I  end i  ng.

county  Bank,  however ,  o f fers  no payday

loans in  i ts  branches.  Not  on ' ly  that ,  when you

read i  ts  se  rv i  c i  ng  ag reements  w i  th  i  ts  payday '

par tners ,  i  t  p roh i  b i  ts  these peop ' l  e  f  rom openi  ng

shops in  Delaware.  rn  o ther  words,  they don ' t  do

i t  in  the i r  own backyard.  county  gank par tners

wi  th  payday I  enders  i  n  Nor th  caro l  i  na .  They

par tner  w i th  payday lenders  - -  they used to  do i t

in  Georg ia .  They par tner  w i th  payday lenders  a l l

over  the count ry  but  they don ' t  do i t  in  De laware.

There are  a lso  some banks out  o f  South

oakota  that  do i t .  The la rgest  bank that  does

th i  s  i  s  Republ  i  c  eank o f  Kentucky.  Aga i  n ,  they

don ' t  do i t  in  Kentucky.  They do i t  in  o ther

p ' l  aces.

REPRESENTATIVE  SCAVELLO:  ThA t 'S

i n te res t ing  because  r  have  p roper ty  jus t  be low the

branch  o f  Rehobo th  the re .

MS.  McGTLL:  You  had  no  idea .

REPRESENTATIVE SCAVELLO:  I  had  no

idea .  and  to  be  hones t ,  the  p roper ty  in  tha t  a rea

goes  fo r  abou t  600 ,000  in  the .Rehoboth  a rea .  so  r

cou l  dn ' t  i  mag ' i  ne  somebody  need i  ng  a  payday  I  oan
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for  $300 or  so .

MS.  McGTLL:  county  gank has about  23

par tnersh ips  the las t  we counted.

REPRESENTATIVE  SCAVELLO:  WhAt  A  WAY

to  do bus i  ness and take advantage o f  peop l  e .

rhank you,  Mr .  Chai rman

CHAIRMAN HASAY:  The gent leman f rom

Lackawanna,  Mr .  Wansacz,  has a  quest ion

REPRESENTATIVE WANSACZ:  Thank you,

Mr .  Chai  rman.  Keep ' i  ng  wi  th  th i  s  present  theme of

re f r igera tors ,  say a  person that  bor rows and gets

i  n to  t  roub l  e  and we 've been hear i  ng tes t i  mony

af ter  tes t imony about  the peop le  that  do get  in

t roub le .  what  would  you recommend to  the peop le

out  there  that  are  watch ing? what  shou ld  they do

that  are  i  n  a  s i  tua t i  on  wi  th  no hope to  get  out  o f

th is?  r  haven ' t  heard anybody address that  ye t .

r  am wonder ing i f  you cou ld  address that .

MS.  MCGILL:  Abso l  u te l  y .  The center

for  Respons ib le  t -end ing is  an a f f i l ia te  w i th  a

redeve ' l  opment  f  i  nanc i  a l  i  ns t i  tu t i  on  ca l  I  ed

se l  f  -he1p cred i  t  un i  on.  c red i  t  un i  ons ac tua ' l  
' l  y

are  a  g  reat  p l  ace to  go f  o r .  smal  I  c red i  t .  p i  rs t

o f  a1 1  ,  we a l  so  have the i  dea o f  the smal  I  I  oan

I  ender .  You do have smal  I  I  enders  i  n
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pennsy ' lvan ia .  You have a  smal l  lban law.  "We

would  encourage that .  That  is  cheaper .

ta /e  would  a lso  encourage you to  th ink

about  the re la t ionsh ips  that  you have.  r t ' s  t rue

cred i  t  un i  ons are  membersh i  p  based.  our  c red i  t

un i  on,  though,  fo r  i  ns tance,  i  s  not .  You j  us t

have to  l i ve  in  a  cer ta in  geoqraph ic  area.  there

are many cred i ts  un ions that  are  l i ke  that .  You

can a lso th ink  about  your  gmployer .  r  remember  r

got  a  cash advance f rom my employer  when I  was

wai  t i  ng  tab l  es .  That 's  probab l  y  not  very  common

but  that 's  another  p lace you cou ld  go.

You cou ld  a lso  cons ider  your  re l ie f

soc i  e t i  es .  You shou l  d  ta l  k  to  a  c red i  t  counse l  or

i f  you are  in  t roub le .  There are ,  good cred i t

counse ' l  i  ng  agenc i  es  out  there .  we actua l  1y  do

make su re  that  peop l  e  have somep' l  ace to  go.  we

actua ' l  1y  encourage them to  ta lk  to  the i r  churches.

there  are  so many communi tY

organ izat ions out  . there .  Ev.en i f  you can ' t  get  a

loan f rom that  par t icu lar  p1ace,  they can d i rec t

you where you can.  There are  some p laces that  are

care out f i  ts  that  maybe have a  s l  ush fund that  can

g i  ve  you a  I  i  t t l  e  b i  t  o f  money and get  you s tar ted

and get  you go i  ng somep' l  ace e l  se

o
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But  the po i  n t  about  the payday I  oan

s i tuat ion is  that  i t  w i l l  make your  s i tuat ion

t ' i  ng  a  I  oan that  you cannot  a f  f  o  rd  i  swo rse .  Get t ' r  ng  a  I  oan tnat  you ca

not  go ing to  improve your  s i tuat ion.

REPRESENTATIVE  WANSACZ:  I f  I  f l dY ,

thank you for  te l l ing  peop le  where they can go.

r 'm ta l  k - i  ng  about  the pe rson that  has taken out

that  Ioan to  buy a  re f r igera tor  w i th  the payday

loan;  once they are  caught  in  a  s i tuat ion,  what

shou ld  they do? what  adv ice can you g ive  them?

MS.  McGfLL:  There are  great  we

ca l l  them v ic t im funds.  Aga in ,  i f  they are  in  the

mi  I  i  ta ry ,  the Navy and Army ne l  i  e f  soc ' i  e ty  does

he l  p  w i  th  these I  oans spec i  f  i  ca ' l ' l  y  and def i  n i  te l  y

go to  a  c red i t  counse lor  because someth ing that  we

found in  our  negot ia t ions is  that  i t ' s  a lmost

imposs ib le  for  the bor rower  to  do a  work-out  p ' lan

wi  th  a  payday I  ende r  .  r t  j  us t  doesn ' t  happen .

They say,  ro ,  br i  ng  us  a  fee or  pay - i  t  o f  f  .

we t ry  to  get  peop le  to  go to  c red i t

' counse l  ors  .  Unfor tunate l  y ,  i  t  has come up where

cred i t  counse lors  have sa id  we haven ' t  been ab le

to  work  wi th  these peop le ,  that  you need another

in termediary  there .  So go to  them,  get  an

at torney that  w i l l  wr i te  a  demand le t ter  so  that

'l
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you can get  your  ins ta l lment  payments  go ing.  " that

rea11y is  the key.  Most  peop le  that  we in terac t

wi th  do want  to  pay th is  o f f .  They rea l ly  do.

These are  not  dead beats .  They jus t  don ' t

unders tand why they keep g iv ing them 50 bucks

every  coup le  o f  weeks and the loan never  goes

away.  The key is  to  somehow get  a  s i tuat ion that

you can get  on ins ta l lments .

unfor tunate l  y ,  what  we '  re  see i  ng i  s

that  you usua l ly  can ' t  do that  d i rec t ly .  so  you

need to  go get  an advocate ,  whether  i t ' s  a

counse lor  or  an a t torney or  even a  bank person.  A

lo t  o f  bank o f f icers ,  c red i t  un ion o f f icers ,

communi  ty  bank o f  f i  cers  w i  I  I  i  n tervene for  yo i l  .

so  you shou l  d  get  an advocate .  That 's  what  r

woul  d  recommend.  Rnd un i  ted way and those type o f

agenc ' res  wr l l  he lp  as  wel l

CHAIRMAN HASAY:  rhank you very  much,

Ms.  McGi l l  ung r  thank the center  fo r  Respons ib le

lend i  ng as  wel  I  f  o  r  ve  ry  much en l  i  gh ten ' i  ng  the

members  o f  the Commit tee.  thank you very  much.

MS.  MCGILL:  rhank You.

CHAIRMAN HASAY:  NCXt  WC hAVC CATOI

Stewar t .  caro l  i s  the v ice  pres ident  o f  Rdvance

Ame r i  ca ,  Communi  ty  p i  nanc i  a l  Se rv i  ces  Assoc i  a t i  on



L1_ 5

1

2

8

J

1 0

1 1

L 2

1 4

1 5

1 6

1 ?

1 8

1 0

2 0

Z L

2 2

2 3

2 4

z )

of  Amer ica .  rhank you for  coming,  caro l .  we

apprec ia te  i t .  we would  l i ke  to  hear  what  you

have to  say today in  your  tes t imony.

MS.  STEWART:  Thank you,  Mr .  Chai  rman.

r  apo log ize ahead o f  t ime for  not  hav ing my

comments  reduced to  wr i t ing .  I  t rave l  a l l  over

the count ry  tes t i  fy ' i  ng  before  commi  t tees for  the

Communi  ty  p i  nanc i  a l  se  rv i  ces  Assoc i  a t i  on  o f

Amer ica .  Some Commit tees ask for  wr i t ten

tes t imony and o thers  do not .  So I  am happy,  i f

you need for  me to  do so,  to  reduce my comments  to

wr i t ing  and present  them af ter  the fac t  to  the

commi t tee,  i f  you would  l i ke

CHAIRMAN HASAY:  That  w i I I  be  f ine .

we have a  s tenographer  here  for  that .

MS.  STEWART:  Thank you.  My name is

caro l  s tewar t  and r 'm here on beha l f  o f  the

Communi  ty  F i  nanc i  a l  Serv i  ces  Assoc i  a t i  on  o f

Ame r i  ca  whi  ch  i  s  the nat i  ona l  t  rade assoc i  a t i  on

for  payday I  end ' i  ng .  r  a l  so  represent  Advance

Amer ica which is  the la rgest  payday lender  in '  the

count ry . '  we have a  I  i  t t l  e  over  2 ,200 s tores

across the count ry .

l i t t le  b i t

r  want  to  beg in  w i th  g iv ing you a

about  my background before  r  s tar t .  My
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background actua l ' l  y  is  not  in  f inanc ia l  serv ices,

but  i  t ' s  i  n  educat i  on .  r  was a  f i  f th  grade

teacher  and k indergar ten teacher  longer  than r

care  to  remember .  From there ,  r  became an

e l  ementary  schoo l  pr i  nc ' i  pa ' l  .  r  have a  doctora te

i  n  e l  ementary  educat i  on  .  r  I  e f t  the  wo r l  d  o f

schoo l  d is t r ic ts  to  go to  work  for  the t -eg is la ture

in  1990.  Rnd for  a  decade,  r  worked on educat ion

:po l icy ;  f i rs t  as  a  research d i rec tor  in  the House

Educat ion commi t tee and la ter  as  a  Governor 's

Educat ion Senior  ndv isor .  r  went  f rom there ,  to

the Sta te  Chamber  o f  commence where I  worked on

i  ssues i  nc l  ud ' i  ng  removi  ng the confederate  f ' l  ag  o f f

o f  the s ta te  f  
' l  

ags tone ,  as  wel  I  as  a  numbe r "  o f

o ther  bus iness issues for  the chamber .

when r  rece ived a  ca l l  f rom one o f  our

chamber  board members  ask ing me to  cons ider  coming

to  work  for  a  payday lender  on a  nat iona l 'bas ' is ,

i  t  took me about  two months o f  research to  make a

dec is ion about  whether  th is  t ru ' l  y  was an indust ry .

r  w i  shed to  rep. resent .  r  had re"puta t i  ona l  i  ssues,

pe rsona ' l  
' l  y  ,  tha t  r  wanted to  make su re  that  r  f  e l  t

comfor tab l  e  w i  th  i  n  te rms o f  represent i  ng  th i  s

indust ry .

r  w i  I  I  te l  I  you r  j  us t  ce l  eb ra ted ,
o
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August  6 th ,  my th i  rd  year  represent i  ng  Advance

Amer ica across the count ry .  and.  r  can te l l  you

not  one day has gone by that  r  have not  been proud

of  the way that  my company o f fers  the payday

advance se rv i  ce .

r  have been in  s tores  a l l  across the

count ry  and r  have heard s tory  a f ter  s tory  f rom

custome rs  f  i  r :s thand and f  rom ou r .  b  ranch managi l  rs

and our  f ront - l ine  s ta f f  about  the 'good work  that

we have '  done i  n  l  oan i  ng peop ' l  e  money when they

have needed i  t  most ,  i  nc1 ud i  ng the most

hear t -wrench ing s tory  r 've  heard,  wh ich is  one

Harr i  sburg .  r  took Representa t ive  Ross to  one

our  s tores  and had someone te l l  us  r igh t  a f ter

Septembe r  11th  that  the on ' l  y  way she cou l  d  go

v i  s i  t  he  r  b  ro the r  i  n  the hosp i  ta l  was by  get t ' i  ng  a

loan ' f rom our  company and get t ing  an a i r l lne

; i t  h im.t i  cket  to  go up and v i  s

whi le  there  are  hor ror  s tor ies  out

there  - -  a re  there  unscrupu lous payday lenders  out

there? Abso lu te ly .  rs  there  a  way to  c lean up

the i  ndust ry  by  regu l  a t ' i  ng  i  t?  Rbso l  u te l  y .  r 'm

here to  ta lk  w i th  you today about  how best  we fee l

f rom our  perspect ive  to  make that  work

My company s tar ted in  L997.  Advance

in
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Amer ica  s tar ted wi th  noth ing.  we have grown very ,

've  ry  qu i  ck l  y  as  a  resu l  t  o f  consume r  demand .  '  The

cbnsumer  demand is  out  there ,  as  you have heard

prev ious ly ,  because banks s topped mak i  ng s ignature

loans and there  are  very  few a l ternat ives  for

consumers  to  get  $500,  $300,  $250 for  a  shor t

pe r - i  od  o f  t i  me.

The way that  the loan works  has been

exp l  a i  ned to  you .  r t '  s  a  re l  a t ' i  ve l  y  sho r t

app l ica t ion.  We see a  customer 's  pay s tub or

the i r  source o f  income s ta tement  and a  bank

sta tement .  They wr i te  a  persona l  check out  fo r

the amount  advanced p1 us  the fee and then they

s ' i  gn  a  I  oan agreement .  They te l  I  us  when they are

go i  ng to  come back i  n  and pay us  o f f  wh i  ch  i  s

typ ica l ly  the next  payday.  our  loans are

typ ica11y a  L4 day to  a  L9 day 1oan and the fees

average nat ionwide about  $17.50 per  hundred.

u lhy  woul  d  somebody need th i  s?  wel  I  ,

no  one has rea l  1  y  ta l  ked today about  the opt i  ons

out  there  that  our  customers  te l l  us  that  they

th ink  they have that  are  more expens ive than a

payday advance.  r f  you I  ook a t  bounc i  ng checks,

that  bounced check charge to  our  customers  i  s

much,  much h i  gher .
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As a  mat ter  o f  fac t ,  I  have some

compar isons,  Mr .  cha i rman.  on a  1-4-day term,  the

annual  pe rcentage ra te  on $ l -00 c  red i  t  card  ba l  ance

wi th  a  $27 1ate  fee is  704 percent  ApR.  A $L00

check that  bounces wi  th  a  $29 NSF fee and a

me rchant  r f  " "  
wh i  ch  i  s  typ i  ca1 1y  about  $2 5  ,  tha t  '  s

a  L ,407 percent  APR.  An overdra f t  fee  o f  $35 on a

$1OO check is  a  913 percent  ApR.  A $L00 u t i l i t y

b i  I  1  that  has to  be reconnected wi  I  I  have a

reconnect . fee and a  la te  fee o f  $57.  That 's  a

1,486 percent  APR.  Even us ing your  ATM machine,  a

one-day term,  w i th  a  w i thdrawal  fee o f  $L.49 on

$1-00 fo  r  a  one-day te  rm i  s  544 pe rcent  APR.

those k inds o f  fees in  te rms o f  an ApR but  r  can

te l l  you that  our  customers  do.  rhey unders tand

exact l  y  what  happens i  f  they don ' t  have th i  s

par t i  cu l  a r  I  oan f rom us.  rhe i  r  opt i  ons typ i  ca1 1  y

are  bounc i  ng those checks and hav i  ng those fees

that  r  j  us t  ment i  oned assoc i  a ted wi  th  bounc ' i  ng

those checks assessed to  them.

who are  our  customers? we have heard

a lo t  today about  who our  customers  are .  Let  me

give you some data  f rom our  indust ry .  our

custome rs  are  mi  dd l  e  i  ncome,  f f i i  dd l  e  educat€d,
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work i  ng fami  I  i  es .  For ty - two percent  o f  them .own

the i r  homes.  N inety- four  percent  o f  them have a

h ' i  gh  schoo l  d i  p l  oma.  r i  f  ty -s i  x  pe rcent  o f  them

have been to  co l lege.  s ix ty -e ight  percent  o f  them

are under  for ty - f ive  years  o f  age.  and the

maj  o  r i  ty ,  have a  sa1 ary  between $2 5  ,  000 and $  50 ,  000

per  year .  A hundred percent  o f  them have a  s teady

i  ncome and have a  bank account .

in  our  customer surv€ys,  for  several  .  ,te l  I  us

reasons.  one i  s  conven i  ence.  Two i  s  to  avo i  d  the

less  des i  rab le  a l te rnat ives  that  r  jus t  ment ioned.

The th i rd  one is  fo r  pr ivacy.  cou ld  they go to

the i r  employer? cou ld  they go to  members  o f  the i r

fami  I  i  es? 
'  
cou l  d  they go to  the i  r  f r i  ends or  the i  r

churches? Abso lu te ly .  Rnd some of  them have that

opt i  on .  Some of  them don ' t  have that  opt i  on .  But

for  pr ivacy purposes and for  the i r  own d ign i ty ,  a

number  o f  our  customers  te l l  us  they choose to

handle  these t ransact ions in  pr iva te  and not  by

go i  ng  to  any  o f  those  peop l  e .

Most  o f  them te l  I  us  that  they go to

us because they unders tand exact ly  what  that  loan

costs .  We charge a  fee for  our  product .  there '

are  no c ' l  os i  ng costs  .  the  re  are  no ba l  I  oon
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payments .  There are  no admin is t ra t ive  fees or

h i  dden fees a t tached to  a  payday I  oan.  r t  i  s  a

s t ra ight ,  fu l ly -d isc losed fee per  hundred for . that

product .  land they te l l  us  that  they choose i t

because i t ' s  cheaper .  customers  know what  they

are do i  ng and they know that  they are  capabl  e  o f

mak i  ng the i  r  own dec i  s i  ons.

The fac t  is  mi l l ions  use i t .  we

extend between $25 b i l l ion  and $30 b i l l ion .  o f

c red i t  per  year  as  an indust ry .  our  customers  are

ove rwhel  mi  ng l  y  sa t i  s f i  ed  .  rn  the s ta tes  that

legu l  a te  payday I  end i  ng,  those regu l  a tors  te l ' l  us

that  they rece i  ve  v i  r tua l  1  y  no consumer  compl  a i  n ts

about  the,  indust ry  and how the product  is  o f fered.

t tav i  ng sa i  d  that ,  cFSA and Advance

Amer ica suppor t  s t r ic t  regu la t ion  o f  the indust ry .

The majo f i ty  o f  s ta tes  have enacted leg is la t ion .

As a  mat ter  o f  fac t ,  A laska 's  Governor  jus t  s igned

a b i  I  I  i  n to  I  aw as a  new I  aw regu l  a t ' i  ng  the

.  i  ndust ry  whi  ch  puts  us  up to  36 s ta tes  and the

.  
o i  s t r i  c t  o f  co l  umbi  a  now regu l  a t i  ng  payday

I  end i  ng.

ou r  assoc i  a t i  on '  s  mi  ss i  on i  s  to  ra i  se

our  s tandards.  The best  way to  do that  i  s  by

regu la t ion that  requ i res  a l l  companies  to  l i ve  up
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to  a  set  o f  indust ry  regu la t ions.  cFSA has

adopted best  prac t i  ces  both  i  n  genera ' l  and for

mi  I  i  ta ry  use.  Compani  es  cannot  be l  ong to  the

t rade assoc i  a t i  on  wi  thout  annual  1  y  s i  gn i  ng a

s ta tement  say- i  ng that  the i  r  compani  es  ab i  de by

those best  prac t i  ces .

Those best  prac t ices  inc lude some of

the th i  ngs you have heard today I  i  ke  the next  day

r ight  o f  rec is ion,  that  the customer  can undo a

loan.  r f  they take out  a  loan and dec ide they

shouldn ' t  have that  loan for  some reason or  they

had an a l te rnat ive  in  te rms o f  how to  come up wi th

that  money,  they can resc ind that  loan f ree o f

charge.

tn le  be l  i  eve i  n  fu l  I  d i  sc l  osu re  o f  those

terms,  not  on ly  in  te rms o f  the fee amount ,  but

a lso  as  in  APR.  Those best  prac t ices  inc lude a

l imi ta t ion  or  a  ban on ro l lovers  depending on what

a  s ta te  dec i  des.  Some s ta tes  choose to  ban

ro l lovers  comple te ly ,  wh ich you have heard today

about  pay ing that  fee back wi thout  pay ing the loan

amount .  Othe r  s ta tes  a l  I  ow a  I  i  mi  ted numbe r  o f

ro l  I  ove rs  .

consumers  shou ld  have access to

shor t - te rm cred i t  but  we th ink  thev shou ld  be '
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protec ted,  too.  r  wou ld  l i ke  to  ta lk  jus t  a

minute  about  how r 'm here today,  what  has happened

today 
" ' i  n  Pennsy lvan ' ia .  t , r /e  rece ived a  ca l l  severa l

years  ago f rom Representa t ive  Chr is  Ross who s i ts

on the Counc i l  o f  S ta te  Governments ,  the suggested

sta te  
' l  

eg i  s l  a t i  ve  commi  t tee.  Th i  s  i  s  the

Commit tee for  Counc i l  o f  S ta te  Governments  that

s tud ies  t rends across the count ry  and adopts  model

I  eg i  s l  a t i  on  for  s ta tes  to  I  ook a t .

Some of  the t -eg ' i  s l  a tors  on that

commi  t tee have been i  n  s ta tes  that  had regu l  a ted 
'

payday 1  end i  ng and had made the dec i  s i  on that  the

Counc i l  o f  S ta te  Governments  ought  to  look a t  that

t rend and look a t  a  number  o f  ways o f  regu la t ing

that  indust ry  across the count ry .  Chr is  sa t  on

that  commi  t tee and took par t  i  n  the debate  and the

de l ibera t ion about  what  made sense in  terms o f

f  a i  r  and ba l  anced 
' l  

eg i  s l  a t i  on  that  a l  I  owed th i  s

product  to  be o f fered to  consumers  but  a lso  put

every  consumer  pro tec t ion in  p lace that  i t

poss i  b l  e  cou l  d .

r  be l ieve i t  was three years  dgo,

maybe,  Mr .  Chai  rman,  that  Chr i  s  Ross or i  g i  na1 1  y

came fo  rward wi  th  
' l  

eg i  s l  a t i  on  .  r  th i  nk  the re  we re

a coup le  o f  commi t tee meet ings wi th  some tes t imony
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taken a t  that  t ime.  we sat  down wi th  a  number  o f

members  o f  the commi t tee who had concerns about

the 1  eg i  s l  a t i  on  as  i  t  was i  n t roduced,  wh i  ch  was

the model  I  eg- i  s l  a t i  on  f  rom the Counc i  I  o f  S ta te

Gove rnments  ,  and s tar ted work ' i  ng  wi  th  the bank i  ng

depar tment  a t  you r  d i  rec t i  on ,  Mr .  cha i  rman,  on

what  made sense i  n  te  rms o f  
' l  

eg i  s l  a t i  on  .  
'

In  those three years ,  I  th ink  we have

worked wi th  four  or  f i ve  bank ing secre tar ies  and

i  n ter i  m secre tar i  es  and worked wi  th  the commi  t tee

ove r  seve ra l  years  to  wo rk  on th i  s  I  eg i  s l  a t i  on  .

The b i l l  tha t  you see today,  2150,  is  not  the

model  leg is la t ion  adopted by  the counc i l  o f  s ta te

Gove rnments  ,  no r  i  s  i  t  the  
' l  

eg i  s l  a t i  on  that  the

i  ndust ry  . requests  necessar i  1  y  when they come i  n to

those s ta tes .

each s ta te  rea ' l  
' l  y  c  ra f  ts  the

leg is la t ion  to  address the needs o f  i ts  own

const i  tuency.  So you wi  I  I  f i  nd  every  p i  ece o f

1  eg ' i  s l  a t i  on  ac  ross  the s ta tes  ve ry  d i  f  f  e  rent  .  r

can te l  I  you that  21-50 i  s  probab l  y  one o f  the most

res t r i  c t i  ve  p i  eces o f  I  eg i  s l  a t i  on  cu r rent l  y  even

of f ;e red out  there .  r  can te l l  you r  don ' t  th ink

that  that 's  the f ina l  fo rm f rom a l l  r  have heard

f rom Representa t ive  Ross and f rom others .  r  th ink
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th is  is  a  work  in  process.  r  know we ' re  not  here

to  ta l  k  about  the 1  eg i  s l  a t i  on .

Rnd I  see the Secretary  in  here .  So

in  deference to  h is  t ime,  r  w i l l  s top i t  there  and

answer  any quest ions.

cHAIRMAN HASAY:  Thanks,  MS.  Stewar t .

rhe gent leman f rom Lancaster , '  Mr .  Gi l lesp ie ,  has a

quest i  on .

REPRES ENTAT IVE

Mr.  Chai  rman.  rhank you.

have?

'  MS .  STEWART:

across the count ry?

REPRESENTATIVE GILLESPIE:  Wi th

Advance Amer ica  and CSFA

MS.  STEWART:  I  can get  that  number

for  you.  r  d i  dn ' t  b r i  ng  i  t  w i  th  me today.  r  d i  d

b r i  ng  the numbe rs  i  n  te  rms o f  do l  I  a r :  f  i  gu  res '  and

cred i t  we advance,  wh ich is  about  527 b i l l ion  to

$30 b i l l ion  in  c red i t  each year .  r  d id  br ing the
'numbe r  o f  out l  e ts  that  we th i  nk  we have i  n

Pennsy l  van i  a .  r t ' s  hard  to  te l  I  when you don ' t

regu l  a te  and I  i  ce ,nse those.  we th i  nk  there  are

over  300 payday advance out le ts  in  the Sta te  o f

Pennsy l  van i  a .

GILLESPIE:  rhank  you ,

How many  c l  i  en ts  do  you

In  Pennsy lvan ia  or
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REPRESENTATIVE GTLLESPTE:  What 's  been

your  exper ience wi th  those as  to  how many,

percentage-wi  se  or  number-wi  se ,  defau l  t  on  the i  r

loans?

MS .  STEWART:  In te  res t i  ng l  y  enough ,  we

heard ear l ie r  today that  the defau l t  ra tes  are

re la t ive ly  h igh.  r  can te l l  you the exper ience

that  r  have wi  th  csFA i  s  that  that  i  s  not  the

case.  In  terms o f  subpr i  me I  end i  ng,  we probab l  y

have .one o f  the I  owest  def  au l  t  ra tes  because ou r

customers  know i f  they defau l t  on a  loan,  they

won ' t  get  another  loan f rom us.

For  Advance Amer ica , ' fo r  every  hundred

doors ,  about  90 o f

back and be

that  product :  out

nk  about  ha l  f  o f

pay us  back a f ter

wi l l  contac t  us .

o f  an agreement

wi th  us  or  a  repayment  p1an.  We wi l l  do  those

repayment  p lans whenever  a  customer  needs i t .  We

won' t  wa i t  fo r  a  number  o f  success ive t imes to  put

that  in  p1ace,  in  te rms o f  my company

out  o f  the f ive  that  don ' t  come back

customers  that  wa lk  through our

them wi  I  I  come back and pay us

respons ib le  in  how they u t i l i ze

of  that  o ther  1-0  percent ,  r  th i

them wi  I  I  pay us  back but  w i  I  I

the  dead l  i  ne  i  s  ex tended.  rhey

rhey wi l l  en ter  in to  some k ind
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and pay us  back,  w€ depos i t  the i r  checks and about

ha l f  o f  those checks c lear .  rhe o ther  ha l f  o f

those are  wr i  te -o f fs .  we wi  I  I  wr i  te  o f f  about  two

and a  ha l f  to  th ree loans per  hundred

REPRESENTATIVE GILLESPIE:  Thank you.

thank you,  Mr .  cha i  rman.

CHAIRMAN HASAY:  The gent leman ' f .o rn

westmore land,  Mr .  Casor io ,  has a  quest ion.

REPRESENTATIVE CASORIO:  Thank you,

Mr .  Chai  rman.  Ms.  Stewar t ,  thank you for  be i  ng

he re  as  wel  I  .  You ce r ta ' i  n1  y  had an ex tens i  ve  I  i  s t

o f  data  on the soc ioeconomic  backgrounds o f  your

c l  i  en ts  .  Do you have any data  that  m' i  gh t  suggest

the genera l  use o f  these funds that  fo lks  come in

for?  r  know i t ' s  not  a  prerequ is i te  fo r  them to

say they are  go i  ng to  f i  x  Chai  rman Hasay 's

re f r igera tor  or  maybe buy an a i rp lane t icket  to

see somebody i  n  Boston,  but  do you have any data

that  suggests  that?

MS.  STEWART:  we don ' t  have data .  we

do not  ask  a  customer  why they are  tak ' i  ng  out  the

loan.  r  w i l l  te l l  you anecdota l ' l y  f rom t rave l ing

across the count ry  and spending a  day in  a  s tore

' in  many d i f fe rent  par ts  o f  the count ry  what  r

hear .  Rnd what  r  hear  as  the No.  1  reason that
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customers  come in  and take out  a  payday loan is

that  they have someth i  ng wrong wi  th  the i  r  car ,

that  they need a  car  to  get  to  work  and so they

have to repa i  ' . r : : : ' r : : : : ' . , . ; l .h i  

ns rrom that to

customers  that  do exact ly  what  one o f  the

gent lemen ment ioned,  wh ich is  have some unexpected

need or  some need that  they don ' t  budget  fo r  come

up,  l i ke  your  proper ty  taxes be ing due or  your

taxes on you r  car  be ' i  ng  due or  that  type o f  th i  ng

and they wi l l  take out  loans for  that .  They wi l l

take out  loans to  buy chr is tmas presents  for  the i r

ch i ld ren.  rhey wi l l  take loans out  fo r  back to ,

schoo l .  rhey wi l l  take out  loans for  vacat ions.

r  mean,  r  have heard any var i  e ty  o f

reasons that  customers  wi l l  take out  a  payday

I  oan.  Typ i  ca1 1  y ,  i  t ' s  some expense that  i  s  not  a

normal  month ly  budgeted expense that  may.ar ise  and

may ar ise  s ix"or  seven or  e ight  t imes a  year .

REpRESENTATTVE cASoRro:  Let  me jus t ,

before  . I  ask  a  c l  osed quest i  on ,  90 to  aga ' i  n ,  we

d idn ' t  have the luxury  o f  a  wr i t ten  s ta tement .

your  comments  were and cor rec t  me i f  r 'm wrong.

You ment ioned bounced checks,  overdra f ts ,  la te .

fees f rom cred i t  cards  companies  and comparat ive ly
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you:were s ta t ing  those to  be in  the same range,  i f

you wi ' l  1  ,  o f  some of  the ra tes  we have seen f  rom

ear l  i  e r  tes t i  f i  e rs  for  pay serv i  ces  that  we have

been wi tness ing here  today

r  would  Sdy,  though,  that  and

cer ta in ly  you can make comment  i f  the  Chai rman

sees f  i  t  -  -  ce  r ta ' i  n1y the bounced checks and

overdra f t  fees and la te  charges on cred i t  cards ,

for  hopefu l ly  the major - i  ty  o f  us ,  are  except ions.

those are  th i  ngs that  woul  d  come up not  on a

regu l  ar  course.

rhe norm,  as  I  have wi tnessed here

today,  the norm is  that  page that  we saw ear l ie r

wi th  the annual  percentage ra te  o f  456 percent .

That 's  the norm.  r  th i  nk  rea l  1  y ,  y€s ,  the bounced

check fees and the overdra f t  s ta tements  and the

la te  charges on cred i t  cards  comparat ive ly  may be

predatory  i  n  themsel  ves as  wel  I  ,  y€s .  But  I ,

aga in ,  see that  456 percent  be ing predatory

so rea l  
' l  y  r  gues s  the ana l  ogy i  s  i  t

i  sn ' t  compar i  ng app l  es  wi  th  oranges.  I t ' s ,  what  I

see i  t  anyway Ers ,  compar i  ng app l  es  wi  th  app l  es .

Just  because the banks charge those k inds o f  fees

and maybe take advantage o f  some fo1 ks ,  i  t  doesn ' t

make the 456 percent  APR and that 's  the one
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exampl  e  we saw ce r ta i  n1 y  r i  gh t .

Let  me ask you a  quest ion about

pr ivacy.  You sa id  that  fo lks  come to  you because

of  pr ivacy concerns.  They don ' t  want  to  go to  the

bank.  They don ' t  want  to  go to  a  bro ther - in - law,

whoever .  Does and,  one,  r ' l l  ask  you for

Advance who you can speak for  and,  two,  .maybe you

i  n fo  rmat i  on i  ndust  ry -wi  de .  r  w i  I  Iwou l  d  have

fo l low up wi th  a  quest ion r  asked ear l ie r .  Does

the indust ry  do they se l l  any in format ion f rom

ind iv idua l  consumers  coming in to  your  b lace o f

bus i  ness?

MS.  STEWART:  T  WANI  tO  AddTCSS CACh

of  your  po in ts .  rhe answer  is  t ro ,  we do not  se l l

any in format ion that  we have f rom any o f  our

customefs .  rhat  in format ion is  pr iva te .  As a

mat ter  o f  fac t ,  i f  you come in .and v is i t  my

store  and t  hope you wi l l  show up a t  one o f  our

s tores  and v is i t  i t .  r f  you were to  look a t  a

customer  f  i le ,  we would  do exact ly  what  the . i

gent leman d id  that  gave you a  loan app l ica t ion and

b lack out  any o f  the in format ion or  cover  up any

of  the: in format ion that  would  g ive  any in format ion

about  that  par t icu lar  customer .  we do not  share

that  i  n format i  on.  w€,  j  us t  1  i  ke  a  bank,  have very
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st r i  c t

fo l  I  ow.

terms o f  your  quest ion about  456

of  these o the rs ,  I  wo i r l  d  probab l  y

that  you woul  d  not  need a  payday

there  is  a  segment  o f  the

In

APR versus some

venture  a  guess

I  oan e i  ther  but

popu la t ion as  a  mat ter  o f  fac t ,  r ' th ink  ur ' "aaon

woods d i  d  a  s tudy and r ' l  I  be  g l  ad to  prov ' i  de

that  fo r  you a f ter  the fac t  on bounced check

pract i  ces .

what  that  s tudy showed,  i  f  r  can

paraphrase that  and r  won ' t  be exact ly  accurate

because r  d idn ' t  b r ing the data .  But  fo r  those

customers  that  bounced checks in  a  bank I  can

get  you the percentage.  I  want  to  say 1-0  or  20

percent  o f  the customers  that  have bank ing

accounts  bounce checks.  The customers  that  do

bounce checks typ i  ca1 
' l  y  bounce seve ra l  check 's  a t

any g iven t ime and severa l  checks over  per iods o f

t ime,  5o the customers  that  bounce checks

typ ica l ly  bounce more than one and bounce them

frequent l  y .

REpRESENTATTvE cAsoRro:  and r  would

tend to  agree wi th  you.  But  r  guess maybe what  r

was say i  ng i  s  that  a l  though i  t  seems that  you.  may

pr ivacy ru les  and laws and po l ic ies  that  we
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be co r . rec t  a t  I  east  f  rom some knowl  edge o f  you rs  ,

secondhand,  o f  fo lks  that  maybe bounce a  check,

they repeated ' l  y  do that  o  r  do that  on some

frequent  bas i  s .

Aga i  n ,  fo r  those o f  us  that  pay our

b i l l s  - -  and r 'm sure  some of  us  have incur red

through be ing away,  th rough a  s ick  member  o f  the

fam' i  1y ,  th rough jus t  the mai l  p rocess,  maybe

incur red an inadver tant  la te  charge on a  cred i t

' card  or  whatever  and we t ry  to  get  that  rec t i f ied .

Aga- i  n  ,  r  th i  nk  that  10 pe rcent  o f  the popu l  a t i  on

isn ' t  the  norm of  what  we see.  They are  the

except i  on,  hopef  u- l  
' l  

y .

or  any s tbre ,  good cred i t ,  hard  work ing,

suppor t i  ng  a  fami  1  y ,  s t rapped because the i  r  car

t ransmiss ion broke and they need that  $500 to  pay

the loca l  mechanic ,  that  456 percent  ra te  that  we

saw ear l ie r  is  the except ' i  on .  I t  i sn ' t  the  norm.

t r laybe ' .  r 'm wrong.  rs  there  a  way for  fo l  ks  that

come in  w i th  bet ter  c red i t  than o thers  to  get  a

bet te  r  ra te?

MS.  STEWART:  No.  But  to  answer  your

quest i  on ,  we do and f  can g i  ve  you the data

both  f rom my company and for  ih"  csFA member
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companies  as  wel l  in  te rms o f  you know,  we ' re

rea11y ta lk ing about ,  in  a l l  o f  th is ,  cus tomers

that  use th i  s  pr :oduct  over  and over  and over  and

tak ing out  loans over  and over  and over .  Even i f

you look a t  the in format ion that  was.  prov ided f rom

Flor ida,  r  th ink  80 percent  o f  the customers  don ' t

use i t  over  and over .  They use i t  twe lve t imes or

less  a  year .  rhey may use i t  month ly .  But  that

cer ta in ' l  y  is  not  f1  ip ing i t  every  t ime or  us ing i t

each t i  me success i  ve i  y

r  th ink  the major i ty  o f  customers  that

get  payday l  oans
'customers  

that  come i  n  one t i  me and,  we never  see

them aga ' i  n  .  we have a  numbe r  o f  custome rs  that

come in  a  coup le  o f  t imes a  year  or  they.may come

in  because they are  on commiss ion or  there  are

some extenuat i  ng c i  rcumstances that  they may use

i t  success ive ly  fo r  two or  th ree t imes and then 90

away for  s ix  months and we never  see them aga in .

So the re '  s  rea ' l  1  y  not  a  cook i  e  cut te  r

way.  But  I  w i l l  te l l  you the major i ty  o f  our

customers  are  us ing the product  respons ib ly ,  jus t

as  you '  re  re fer r i  ng  to .  They.  are  not  us i  ng i  t

.  every  t ime which would  in  ac tua l i ty  get  up to  a

456 APR.
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REPRESENTATTVE CASORIO:  So 80 percent

in  the r lo r ida s tudy,  jus t  fo r  example ,  they came

in ,  take out  the loan for  the car ,  pay i t  o f f  in

the t4  - -  and pay i t  o f f  w i th  the $100 per  $500

roughly  that  they bor rowed.  rhey come in  in  a

-L4-day per iod and pay o f f  tha t  $5OO loan and pay

$600 back to  the Advance Amer ica ;  is  that  cor rec t?

MS.  STEWART:  and walk  away.

REpRESENTATTvE cASoRro:  Aga ' i  n ,  r  sa id

i t  ear l ie r .  we cer ta in ly  can ' t  regu la te  what

fo lks  do,  whether  they dr ink ,  smoke,  gamble .  rhey

come i  n to  you r  s to  re  o f  the i  r  own f  ree wi  I ' l  and

the i r  o .wn vo l i t ion ,  r  guess.  Rnd they are  wa1 k ing

i  n  on.  the i  r  own f ree vo l  i  t i  on  and i  f  they chose to

do so,  that 's  the i  r  cho i  ce .  But ,  aga i  n ,  that  k i  nd

of  percentage ra te ,  even a  lower  percentage ra te

f rom 456 for  a  two-week loan,  u f , less  you ' re

s t rapped to  the end o f  the wa11,  r  guess,  seems to

'  
,  p redatorym€,  aga ' rn ,  preoatory

T  t h h F a a - i  r + - a  r r A r l  + l l zr  apprec ia te  you tak ing t ime to  be

here.  There is  cer ta in ly  no mar ty rdom for  you

f rom th i  s  pane l  and we are  hear i  ng f rom fo l  ks  who

have been g i  v i  ng  us  g  reat  resou rce i  n fo  rmat i  on

today.  But  I  want  to  thank you for  coming.

MS.  sTEWART:  cer ta in ly .  Rnd jus t  to
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make one f ina l  po in t  about  th ; t t ,  too ,  w€ are  here

to  wo rk  w i  th  the comm' i  t tee  ,  w i  th  the bank i  ng

depar tment ,  w i  th  a l  I  i  n te  res ted par t i  es  .  l ve

weI  come s- i t t - i  ng  down at  the tab l  e  w i  th  anyone who

is  in teres ted in  ta lk ing wi th  us  about  a

compromi .se on th is .

REPRES ENTATIVE

Mr.  Chai  rman.

:

CASORIO:  
'Thank  

you ,

CHAIRMAN HASAy:  Ms.  Stewar t ,  thank

you for  coming today.  There 's  another  quest ion,  a

member  that  has a  quest ion.  rhe commi t tee a i red

th is  payday lend ing out  today to  hear  both  s ides

of  i t .  I t ' s  in teres t ' ing  to  hear  what  you have to

say about  you g i  ve  a  qu i  ck  that 's  a  qu- i  ck  I  oan

and a  conven ient  loan to  your  c l ien ts .  your

c ' l  ien t ,  i f  he 's  go ing to  bor row $500,  why wouldn ' t

he use h is  c red i t  card?

MS.  STEWART:  The major i ty  o f  our

customers  have cred i t  cards .  r  th ink  57 or  58

percent  o f  our  customers  have cred i t  cards .  There

are a  number  o f  reasons that  they may not  want  to

use them.  One o f  them that  I  have heard,

in teres t ing. |yenough,onmanyoccaSions is that

they don ' t  see a  c  red i  t  card  as  a  sho r t : - t€  r  1 r1  r  oan

product .  They pay the min imum on that  c red i t  card
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and they see that  as  a  longer- term cred i t  opt ion

that  they have and may not  have the wherewi tha l  in

terms o f  the d isc ip l ine  to  pay back that  c red i t

card  in  fu l l ,  ra ther  than jus t  pay ing the min imum

term that  they 1ega11y cou ld  pay or  pay ing i t

la te .  A number  o f  our  customers  l i ke  the

shor t - te rm aspect  o f  that  card .

Another  po in t  that  r  wanted to  make,

go ' ing  back to  the ear l ie r  gent leman 's  po in t ,  i s
'  
tha t  banks te l  I  us  that  i  t  cos ts  them ove r  $1-50 to

or ig inate  a  loan o f  any s ize , . to  or ig inate  and

serv ice  a  loan.  So whi le  the 23 percent  APR that

is  cur rent ly  in  your  Consumer  Discount  Act  and

i  t ' s  been suggested today,  i  f  you th i  nk  about

that ,  tha t  i  s  I  ess  than 1-0  cents  a  day to  I  oan

money,  to  have $100 out  on the s t reet .  we can ' t

pay our  f  igh t  b i l l ,  much less  our  employees,  fo r

that  amount  o f  a  fee that  we woul  d  be get t i  ng  i  n .

cHAIRMAN HASAY:  The gent leman f rom

Westmore land,  the o ther  gent leman that 's  on th is

commi t tee f rom westmore land county  r  don ' t  know

how two f rom the same county  got  in .  Mr .

Tangret t i  has a  quest ion

REPRESENTATIVE  TANGRETTI :  ThanK  YoU,

Mr.  Chai  rman.  Ms.  Stewar t ,  I  th i  nk  i  t  became
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pret ty  obv ious that  a l l  o f  the  tes t i f ie rs  pr io r  to

you were opposed to  payday lend ing and,  in  fac t ,

f  a ' i  r1y  wel  I  descr i  bed the process as  predatory .

rn  Ms.  McGi  I  I  ' s  pamphl  e t ,  the  center

for  Respons i  b l  e  uend i  ng brochure pamphl  e t ,  i  t  has

seven s igns o f  predatory  payday loans.  Given the

nature  o f  that ,  r ' f f i  go ing to  ask  you to  react :  to

th is  f rom the same document .  N inety-one percent

o f  a l l  payday loans are  made to  bor rowers  wi th

f ive  or  more payday loans per  year

MS.  STEWART:  F ive or  more Per  Year?

r  don ' t  know i f  the  91-  percent  is  cor rec t .  r  know

that  a  number  o f  benef i t  depar tments  have done

stud ies  on usage,  as  has the indust ry ,  and the

f igure  that  r  use is  about  s ix  or  seven payday

loans a  year

REPRESENTATIVE  TANGRETTI :  IS  t hA t  A

bad th i  ng?

THE WITNESS:

tha t 's  a  bad th i  ng.
.

REPRESENTATIVE  TANGRETTI :  LC t  ME  TCAd

these to  you.  r  want  you to  react  to  them as i  t

re la tes  to  your  indust ry .  rh is  is  the seven s ' igns

of  a  predatory  payday loan.  Repeated loan

f l  i  pp i  ng th  rough renewal  s  ,  ex tens i  ons or

No,  r  don ' t  be l  i  eve
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back- to-back loans charg ing more fees for  no

money.

MS.  sTEWART:  we]  1 ,  t  wou ld  submi

you that  i f  you ro l l  over  a  loan,  wh ich means

you come in  and you pay none o f  the pr inc ipa ' l

back,  that  you pay the in teres t  on ly  and take that

loan out  aga in ,  that  you are  bor rowing the exact

same money.  r  know there  are  o ' thers  that  may

d i  sagree wi  th  that .

But  i f  a  customer  comes in  and pays us

back comp' l  e te l  y ,  j  us t  I  i  ke  they had the opt i  on  o f

us ing. ther . rc red i tcardat thedepar tments tore

and go ing down to  another  depar tment  s tore  and

us ing i t  aga in  the same day,  r  don ' t  be l ieve that

that  is  bor rowing the same money.  There was a

quest ion asked ear l ie r  today about  a  customer

hav ing lo ts  o f  loans out  a t  the same t ime.  r

th i  nk  that 's  someth i  ng your  bank i  ng secre tary  w i  I  I

p robab l  y  address and i  s  work i  ng on address i  ng.

REPRESENTATTVE TANGRETTT:  What  you '  re

suggest i  ng  i  s  that  even though i  f  somebody may do

that  and you are  not  necessar i ly  agree ing wi th

the cer ta in  percentage o f  peop le  who have repeat

I  oans that  i  sn ' t  necessar - i  1y  a  bad th i  ng e i  ther

i  n  you r  op i  n i  on?

new

t to

that
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success i  ve l  y ,  i  s  that  you r  quest i  on?

REPRESENTATIVE TANGRETTT:  YES,

MS.  STEWART:  No ,  I  th ink  i f  they  a re

us i  ng  i  t  respons i  b l  y ,  tha t ' s  one  th i  ng .

REPRESENTATTVE TANGRETTI :  AS AN

indus t ry ,  how do  you  p reven t  someone f rom no t

be i  ng  respons i  b l  e  i  n  tha t  p rocess?

MS.  STEWART:  I  can  te l l  you ,  as  a

compdhy ,  we  do  a  coup ' le  o f  d i f fe ren t  th ings .  one

o f  the  th ' i  ngs  we  do  i  s  subscr i  be  to  an  i  ndus t ry

da tabase  to  check  to  make  sure  tha t  our

cus tomers  to  look  a t  wha t  k ind  o f  usage  they

have  w i th  o ther  compan ies .  Do  they  have  o ther

outs tand ing payday loans wi th  o ther  companies?

they have o ther  subpr ime loans out  in  te rms o f

rent - to-own,  that  k ind o f  th ing.  We wi l l  look  a t

that  i  n  te  rms o f  ab i  
' l  

i  t y  to  pay .

Then we a lso,  a f ter  a  cer ta in  per iod

of  t ime,  te l l  the  customer  - -  and i t  cou ld  be

af ter  the second loan,  because we get  to  know our

customers ,  or  i  t  cou l  d  be a f ter  the f i  f th  I  oan.

we wi l l  impose a  coo ' l ing  o f f  per iod,  a  break,  in

that  product .  we are  in  the bus iness o f  get t ing

our  money back.
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r f  we see a  customer  that 's  us ing i t

respons ib ly  and s t rugg l ing to  pay us  back,  we wi l l

e i ther '  work  w i th  them to  set  up a  repayment  p lan

or  we won ' t  loan them the money because we do want

to  be pa ' id  back.  we don ' t  want  a l l  o f  our

customers  to  end up in  defau l t .

REPRESENTATIVE  TANGRETTI  '  ShOT t

mi n i  mum I  oan te  rm,  usua l ' l  y  two weeks ,  wh i  ch  i  s  not

enough t ime for  a  bor rower  to  recover  f rom

emerg€rc l  s i tua t ions,  do you v iew that  as  a

predatory  I  end i  ng Pract i  ce?

MS.  STEWART:  No,  I  do  not ,  because I

fee l  l i ke  these are  smal l  denominat iona l  and

shor t - te rm cred i t .  when a  customer  comes in ,  we

exp la in  to ' them exact ly  what  is  the proper  use:  o f

a  payday I  oan.  We I  ook a t  what  they g i  ve  us .  we

I  ook a t  how much they earn

Because the customer  may be ab le  bY

law to  bor row $500 r  can te l l  you our  average

loans are  much less  than that .  rhey are  about

$245 because we do look a t  the i r  ab i l i t y  to  repay

that  loan based on what  the i r  source o f  income is ,

based on the amount  o f  i  ncome they have and we

wi  I  I  on ' l  y  I  end a  pe rcentage that  we th i  nk  i  s

reasonable ' fo r  them to  be ab le  to  pay us  back in
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tha t  I  oan.

I  wou ld  submi t  o ther  CSFA companies  do

the same'  th i  ng.  r t ' s  the compani  es  that  I  end 10,0
. t

percent  o f  what  that  customer  shows them on the i  r

pay s tub that  tends to  be the k ind o f  prac t ice

you ' re  re fer r i  ng  to .

I  REPRESENTATIVE  TANGRETTI :  S i  Ng1  C

bal  I  oon payment  i  ns tead o f  an i  ns ta l  I  ment  p1 an

that  a l lows par t ia l  payments  over  t ime,  You

suggested that  you may or  may not  exerc ise  the

opt ion to  do that  i f  you fee l  i t ' s  appropr ia te?

MS.  STEWART that  is  cor rec t .  There

are s ta tes  that  have passed laws t r igger ing an

ins ta l lment  p lan a f ter  a  per iod o f  t ime

REPRESENTATIVE TANGRETTI :  OKAY.

r r i  p l  e -d i  g i  t  i  n te  res t  ra tes  usua l  1  y  ove r  400

pe rcent  .

terms of

to  that

fac t

MS.  STEWART:  I  th ink  r  have a l luded

but  r  w i  I  I  be  91 ad to  ta l  k  aga i  n  about  the

REPRESENTATIVE  TANGRETTT :  I 'M

cur ious, ' i f  r  may.  You d id  a l lude to  i t .  rn

fac t , "you exp la ined i t  fa i r ly  we l l ,  r . th ink .  r 'm

j  us t  cu  r i  ous about  the methodol  ogy.  The

ca l  cu l  a t i  ons for  those i  n teres t  ra tes  v i  s -a-v i  s
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the  ATM charges and the bounced checks and the

I  i  ke  i  s  the same ca l  cu l  a t i  on  as  i  t  re l  a tes  to

your  - -

MS.  STEWART:  rhat  is  cor rec t .

that  r  guess gets  to  the f i rs t  quest ion and that

i  s  cons i  dera t i  on  o f  the bor rower 's  ab i  f  i  ty  to  pay.

My guess i  s  a  guess.  But  what  r  suspect  f rom what

you '  re  te ' l  1 i  ng me i  s  that  you I  ook a t  a  paycheck

on ly  and you determine that  ind iv idua l 's  ab i l i t y

to  pay based on what  h is  b i -week ly  pay is  or

month ly  pay is  or  whatever ,  the  method by which

he 's  pa id ,  ds  opposed to  outs tand ing debts  and

other  k inds o f  payments  and o ther  indebtedness

that  he or  she may have incur red.

As vou oet  i  n to  th i  s  t  o fAs you get  i  n to  th i  s  tu  rn ' i  ng  ove r

loans or  ex tend ing loans four  and f ive  or  s ix  and

e ight  and ten,  how cou ld  you poss ib ly  make that

judgment  w i thout  knowing those o ther  deta i ls  about

one 's  f i  nanc i  a l  I  i  fe?

that

you

I f I

due

MS.  STEWART:  I  have two responses to

do on a  loan depends on the s ize  o f  a  loan.

were ex tend ing a  home mor tgage to  You,  the

d i l igence r  would  do in  look ing a t  you as  a
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cred i t  r isk  is  much greater  than the due d . i l igence

r  would  do to  ex tend cred i t  o f  $230.

r  th ink  not  on ly  do we look a t  the

amount  o f  income that  comes in ,  the source o f  
i

income,  but  we a lso  look a t  the bank s ta tement  fo r

a  number  o f  reasons.  one is  to  insure  that  they

do have an ac t ive  check ing account .  But  a lso  we
' l  

ook th  r :ough that  check i  ng account  s ta tement  to

see what  that  h ' i  s tory  is  in  te rms o f  the checks

: that  have been wr i t ten ,  what  b i l l s  have been pa id

i  n  that

r  th ink  the fac t  that  my compaf ,Y,  in

par t i  cu- l  a r ,  and csFA compani  es  have such a  I  ow

defau l t  ra te  speaks h igh ly  o f  our  ab i l i t y  to

assess the ab i l i t y  to  repay o f  those customers

wi  thout  o  rde r i  ng  a  fu l  I  c  red i  t  repo r t  wh i  ch

obv i  ous l  y  woul  d  be much mo re  than the $1-7  .  50 we

woul  d  get  fo r  - i  ssu i  ng $100 to  you.  we woul  d  be

r  t . .pay ing more on the cred i t  repor ts  and do ing that

k ind o f  due d i l igence over  a  per iod o f  t ime than

we woul  d  be ab l  e  to  co l  I  ec t  i  n  a  fee that  we

charge for  that  money.

REPRESENTATIVE TANGRETTI :  Us i  Ng A

check as  co l  I  a te  ra l  fo  r  the  I  oan ,  
' l  

ead i  ng to

i  nsuf f i  c i  en t  funds fees,  bounced check fees and
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fear  o f  c  r i  mi  na l

check.

MS.

co l  I  a te  ra l  ?

prosecut ion for  wr i t ing  a  bad

sTEWART:  Us ing the check as

REPRESENTATIVE TANGRETTI :  YCS.

MS.  STEWART:  That  check is  he ld ,  ds  I

had ment i  oned ear l  i  e  r  .  Ve ry  few of  ou r  custome rs  '

checks are  eve r  dea ' l  t  w i  th  o the r  than to  hand them

back to  the customer  because the customers  do pay

us back.  some cons ider  that  check as  co l la tera l . ,

r t ' s  a  persona l  check.  r t ' s  not  a  paycheck.  we

know when we are  tak ing that  check,  that  we are

tak ing our  chances that  we won ' t  get  the money

back f rom that  check.  r 'm not  sure  exact ly  how i t

i  s  p  redato  ry  .  The wo rs t  th ' i  ng  that  can happen i  s

they can ' t  get  another  loan f rom us and walk  away.

REPRES ENTAT IVE  TANGRETTI  :  I " IANdA tO  TY

arb i  t ra t i  on  c l  auses whi  ch  e l  i  mi  nate  the bor rower 's

r i  gh t  to  sue.

MS.  STEWART:  That  is  in  our

ag reements  .  we fo l  I  ow a l  I  o f  the  fede ra l  I  aws i  n

terms o f  how we can dea l  w i th  arb i t ra t ion  and we

st ick  to  those laws very ,  very  care fu l ly .

REPRESENTATIVE  TANGRETTI :  MT .

cha i rman and Ms.  Stewar t ,  i f  r  may ask,  you had
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ment ioned a  coup le  o f  t imes s ta t is t ica l  data  that

you would  prov ide to  the Commit tee.  r  wou ld  be

i  n teres ted,  Mr .  Chai  rman,  i  f  we cou l  d

about  defau l  t  ra tes  and someone asked about  to ta l

number  o f  customers  and the l i ke .  r t  wou ld  be

very  he lp fu l  i f  we had those for  us .

MS.  STEWART:  I  wou ld  be haPPY to  get

those for  you.

REPRESENTATIVE  TANGRETTI  :

Mr.  Chai

s tewar t .

that  Mr .

woul  d  be

d idcommi t tee.  rhank you very  much.  What  s ta te

you work  in  the ueg is la ture?

MS.  STEWART:  SOUth  CATOI  i  NA .

CHAIRMAN HASAY:  I  thought  i  t  was down

south .  F ina11y,  we are  honored to  have here  the

sec re tary  o f  Ban k i  ng ,  the  Hono rab l  e  w i  I  1  i  a .m

schenek.  Thank you for  be ing here .  As you know, .

we are  a i r ing  out  payday 1end ing and there 's  a

b i  I  1  that 's  i  n  commi  t tee.  But  as  we had spoken

prev ious ly ,  we have agreed to  work  wi th  the

Depar tment  and you,  Mr .  Secre tary ,  and Governor

Thank you,

rman.  rhank You,  Ms.  Stewar t .

CHAIRMAN HASAY:  Thank You,  Ms.

we would  apprec ia te  that  in format ion

Tangret t i  has requested.  I  th ink  that

very  he lp fu l  to  the members  o f  the
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Rendel  I  ' s  o f f i  ce  as  wel  I  .  So proceed when you ' re

ready.

1  
SECRETARY SCHENEK:  Thank you,  Mr .

cha i rman,  members  o f  the commi t tee.  r  app laud you

for  hav ' i  ng  a  hear i  ng on th i  s  - impor tant  sub jec t .  r

am go ing to  beg in  w i th  a  l i t t le  h ' i  s tory .  r  f i rs t

began to  I  earn  about  payday ' l  
end i  ng when t  s tar ted

th is  job  o f  Secre tary  o f  sank ing in  rebruary  o f

2003.

At  that  t i  me,  peop l  e  came to  ta l  k

about  payday ' l  
end i  ng i  n  our  o f f  i  ce  and presented

i t  as  a  bus iness which meets  one t ime fo i

occas i  ona l  needs.  Somebody 's  car  breaks down.

You got  to  get  to  work .  You need $200 to  f ix  the

car .  The payday comes.  They pay o f f  the  loan.

r  unders tood the $35 charge for

bor rowing that  $200 as a  banker  because i t  cos ts
I

money to  put  i  n  an o f  f  i  ce  and pay the 
' l  

i  gh t ,  heat

and rent ,  to  pay the sa l  ar i  es ,  to  pay for  the

computers  and $35 taken a lone is  not  a  s ign i f icant

amount  o f  money to  charge for  a  f inanc ia l

t ransact ion.  and $35 is  cer ta in ' ly  a  1ot ,  as  the

d i  scuss i  on r  have heard so f  a r  ,  ce  r ta ' i  n1  y  a  I  o t

re levant  to  $200.  But  re levant  to  the t ransact ion

i  tse l  f ,  r  cou l  d  unde rs tand that ,  €Spec i  a1 1  y
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meet ing a  one- t ime need

r  a lso  learned a t  the t ime that  the

indust ry  is  unregu la ted in  pe)nnsy ' lvan ia  and

.  deve loped the fee l ing  ra ther  qu ick ly  that  i t
' shou l  

d  be regu l  a ted.  we a l  so  sent  a  Secre tary 's

le t ter  to  a l l  o f  the  banks that  we char ter  in

Pennsy lvan ia  say ing we would  look a t  them very

hard i f  they chose to  rent  the i r  char ter  to  payday

loan companies ,  to  use the i r  char ters  for  payday

I  oan compani  es  to  come i  n to  Pennsy- lvan- i  a  or  to  go

to  any o ther  s ta te .

The federa l  regu la tors  had a l ready

bas i  ca1 ' l  y  proh i  b i  ted  f  ede ra l  I  y -char tered banks

f  rom do i  ng that  .  rhe on ' l  y  banks that  we re  do i  ng

i t  were s ta te  banks. .  r  wanted to  make sure  that

i  f  a  s ta te  bank was do i  ng i  t ,  i  t  wasn ' t  a

Pennsy l  van- i  a  bank.  Rnd no Pennsy lvan i  a  banks now

rent  the i r  char ters  to  payday loan companies .

We then began extens ive research in

the bank ing depar tment ,  look ing a t  what  o ther

s ta tes  are  do ' i  ng  ,  what  the semi  nars  we re  and

became knowl  edgeabl  e  about  the bus i  ness.  one o f

the th ings we learned is  th is  idea o f  a  payday

loan company hav ing i ts  bus iness model  based on a

one t ime or  occas iona l  loan was s imp ' ly  not  the
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bus i  ness model  .  The bus i  ness model  i  s  a

re l  a t i  onsh i  p  bus i  ness.  The bus i  ness model  i  s  to

make i t  easy for  consumers  to  bor row th is  money

over  and over  aga in .

Ms.  Jones bor rows $200 for  two weeks

and pays $35.  At  the end o f  two weeks,  she has a

cho ice.  she can pay $35 to  bor row i t  aga in  or  she

can pay them 200.  She has to  buy grocer ies .  I t ' s

pre t ty  obv ious Ms.  Jones is  go ing to  pay the $35.

At  the end o f  s ix  months,  she has pa id  them $420

and she s t i  I  I  owes them 200 bucks.  That 's  the

model  we I  ooked a t .

Now,  r  be l ieve that  a l l  o f  us  work ing

togethe r  have mul  t i  p ' l  e  opt i  ons r i  gh t  now.  We

coul  d  do noth i  ng and a l  I  ow the i  ndust ry  to

cont i  nue to  ope ra te  i  n  Pennsy l  van i  a  un regu l  a ted.

we cou l  d  pass,  I  eg i  s l  a t i  on  whi  ch  a l  I  ows present

prac t ices  but  they are  regu la ted.  ,w€ cou ld  put

the indust ry  out  o f  bus iness in  Pennsy lvan ia  and

do that  th  rough 1eg ' i  s l  a t i  on  or  potent i  a ' l  1y  i  t

wou ld  be t ime consuming and i t  wou ld  be

expens i  ve  but  the eank ' i  ng  Depar tment  cou l  d

beg in  l i t iga t ion and enter  the cour ts  to  t ry  to

Put them out ; : ' . : ' ; , "  

" : " ; r "  
r  ar  te  rnat i V C .  W C
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cou l  d  deve l  op 
' l  

eg i  s l  a t i  on  whi  ch  woul  d  a l  I  ow

bus iness to  go on in  a  very  modi f ied  fash ion

rea l  consumer  pro tec t i  ons.  At  th i  s  po i  n t ,  r

be l  i  eve that  that  may be a  v i  ab l  e  route .  r f

not  poss i  b l  e  to  do that  and r  be l  i  eve to  get

' l  
eg i  s l  a t i  on  whi  ch  adequate l  y  rea l  1y  p  ro tec ts

consumer ,  then r  be l ieve we shou ld  take the

necessary  to  get  the payday lenders  out 'o f

Pennsy l  van i  a .

We'  re  work ' i  ng  wi  th  Representa t i  ve

ch r i  s  Ross to  deve l  op 1eg ' i  s l  a t i  on  whi  ch  r  be l  i  eve

woul  d  put  pro tec t i  ons i  n  p ' l  ace.  Let  me descr i  be

the k inds o f  pro tec t ions we are  ta lk ing about .

r i rs t  o f  a l l ,  a  max imum loan amount  o f  the lesser

o f  $500 or  25 percent  o f  the consumer 's  gross

month l  y  i  ncome.

A consumer  would  on ly  be ab le  to

bor row f rom one payday lender  a t  a  t ime.  we cou ld

estab l  i  sh  a  database,  an i  ndependent  database

which would  be deve loped by the Depar tment  o f ,

Bank ing,  wh ich would  be pa id  for  by  the payday

lenders ,  a  th i rd-par ty  vendor .  rhe database would

record every  payday loan that  was made to  t rack

those to  insure  that  the consumer  was on ly

bor rowing f rom one payday lender  a t  a  t ime and:

the

wi  th

i t '

the

steps

5
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unders tand what  was go i  ng on wi  th  each o f  those

loans.

we can a l  so  put  i  n  p l  ace a  coo ' l - i  ng  o f f

per iod,  a  per iod o f  t ime dur ing which the consumer

cannot  bor row f rom a payday lender  o f  any type,

comple te ly  out  o f  the indust ry .  r f  they have a

chance"  to  s i  t  back and th i  nk ,  what  am r  do i  ng

here? rs  th i  s  rea ' l  1y  work i  ng for  me and my

f  ami ' l  y?  rs  th i  s  someth ' i  ng  r  rea l  1y  want  . to  do?

At  the end o f  the t ime o f  the coo l ing

of f  per iod we requ i re ,  s?Y,  severa l  loans cou ld  be

made.  The coof  i  ng  o f f  per i  od i  s  requ i  red.  r f  a

consumer ,  d t  that  po in t  in  t ime,  cou ld  not  repay

th .e l  r  I  oan o f  $200,  d i  dn ' t  have $200 i  n  cash,

cou l  dn ' t  repay i  t ,  they woul  d  go i  n to  a  requ i  red

term loan ar rangement ,  a  mandatory  term out  p1an,

probab ly  no more than $50 every  two weeks,  some

.  manageable  amount  o f  money that  a  fami ly  cou ld

handl  e  .  r f  they we re  bor rowi  ng $  500,  i  t  wou ld

take L0 two-week per iods to  pay i t  o f f .

R lso we would  Propose in  the

leg is la t ion  that  a t  any t ime that  a  consumer  would

dec ide that  they d idn ' t  want  in  th is  anymore '  they

cou l  d  ra i  se  the i  r  hand and sa/ ; ,  r  want  out  -  r

want  i t  te rmed.  I  want  to  be ab le  to  pay no more
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than $50 every  two weeks and get  out  o f  th is .

r t ' s  the i  r  opt i  on ,  as  d i  s t i  ngu i  shed f rom the

coo l  i  ng  o l f  per i  od whi  ch  i  s  requ i  red,  wh i  ch  i  s  i  f

they cou l  dn ' l  pay the pr i  nc i  pa1 amount ,  the  fu l  I

amount  due,  they woul  d  be requ i  red to  go i  n to  that

payout  per i  od.

we woul  d  a l  so  have a l  I  the  fees and

charges posted,  have i t  very  c lear  to  the consumer

that  '  s  com' i  ng i  n  and bo r  rowi  ng that  mandato  ry

repayments  we re  i  n  p ' l  ace ,  the  coo l  i  ng  o f  f  pe  r i  od

is  in  p lace.  r t  wou ld  a lso  ask the payday lenders

to  cont r ibu te  25 cents  for  every  t ransact ion that

they do i  n to  a  commonweal  th  fund that  woul  d

prov i  de nat i  ona l  I  i  te racy  programs i  n

Pennsy l  van i  a .

We would  have rea l  consumer  pro tec t ion

i  n  the event  that  they are  unab l  e  to  make these

payments .  For  exampl  e ,  w i  th  d i  shonored checks,

the damages for  bad checks that  are  i  n  present
' l  

eg i  s l  a t i  on  woul  d  not  app l  y  .  cont  rac ts  shou l  d  not

.  conta i  n  prov i  s i  ons whi  ch  wai  ve  consumer  r i  gh ts  and

cannot  conta i  n  mandatory  arb i  t ra t i  on  c l  auses.  The

Big  Boss co l lec t ion  company that  was ment ioned

ear l  i  e  r  wou l  dn '  t  have ve ry  many too l  s  to  ope ra te  .

The lender  wouldn ' t  have an unfa i r  leverage over
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the consumer  i f  they werenr t  ab le  to  pay.

rhe two o the r  th ' i  ngs we are  do i  ng ,  we

are work ing wi th  the cred i t  un ions to  ac t ive l 'y

encourage the cred i t  un ions to  be rea l  compet i to rs

for  the payday lend ing.  Rnd there  are  cred i t

un i  ons that  woul  d  I  i  ke  to  do that .  r t  w i  I  I  be  a

s low process.  But  r  be l ieve some wi l l  s tand up

and o f fe  r  rea l  a l  te  rnat i  ves

we are  a lso  work ing wi th  consumer

d i  scount  compani  es ,  consumer  f i  nance compani  es .

lve  be l ieve that  under  the present  Consumer

o iscount  Act ,  tha t  there  may be room for  the

combinat ion o f  the in teres t  ra tes  that  are  a l lowed

and the fees that  are  a l lowed to  le t  consumer

d iscount  companies  make these k inds o f  loans a t

h igher  charges than they make today that  inc lude

the fees but  substant ia l ly  less  than payday

' l  
end ' i  ng  compani  es  charge.  Are  they v i  ab l  e

compet i to rs? We don ' t  know.  But  they began to

show an i  n te  res t  a t  th i  s  po- i  n t  .

Le t  me s top there  and,  take your

quest i  ons,  Mr .  cha i  rman

CHAIRMAN HASAY:  The gent leman f rom

westmore l  and,  Mr .  casor i  o ,  has a  quest i  on

REPRESENTATIVE CASoRIO:  Thank You,
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Mr.  Chai rman:  I  knew i t  wou ld  on ly  be a  mat ter  o f

t ime before  you mixed up the co l leagues f rom

westmore l  and.  r t '  s  been a  1  ong day.  But  thank

you.  You have done a  great  job  and you have been

the but t  o f  our  re f r igera tor  jokes.  So thank you

for  be i  ng so unders tand i  ng

secre tary  schenek,  thank you for  be ing

he re .  r t ' s  a  p ' l  easu re  to  have you he re .  we know

the d  r i  ve  f  rom s ta te  co1 
' l  

ege on a  warm August  day

i  s  not  as  p l  easant  as  s ' i  t t i  ng  he re  w i  th  us  .  r

know you would  agree.  r  wanted to  say that  I 'm

encouraged by your  br ie f  comments ,  qu i te  f rank ly .

You .  we ren '  t  phys i  ca- l  1y  he re  f  o  r  most  o f  the day

but  you know what  went  on.

SECRETARY SCHENEK:  PAUI  tO Id  ME.

REPRESENTATIVE  CASORIO:  YOU KNOW WhAt

we heard.  You know the process probab ' l  y  bet ter

than those o f  us  up here .  r  am encouraged by what

you have to ld  us .  we ' re  hop ing - -  and r  th ink

that 's  unan imous wi th  the members  that  are  here

now and we have had a  pre t ty  la rge de legat ion here

over  th is  a f ternoon that 's  come and gone - -  tha t

we can work  wi th  the ndmin is t ra t ion  to  take care

of  th is  prob lem immedia te ly  by  the end o f  November

when we leave here  for  s ign or  d ie .  r  th ink
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tha t 's  a  rea l is t ic  goa ' l

r  on ly  th row that  out  because what  r

heard f rom you today is  a  very  deta i led ,

prescr i  bed,  method i  ca l

go through to  he lp  the

mess and to  make sure

upon jus t  because they

they don ' t  have a  cED

maybe they don ' t  know

ce r t i  f  i  ca te  o f  depos ' i  t

fund.  That 's  not  the i

we can.

r  sa id  ear l ie r  before  you got  here

that  we can ' t  regu la te  fo1ks,  whether  they want  to

smoke or  dr ink  or  get  these ' loans.or  gamb' le .  W€'

can ' t .  That 's  not  our  bus i  ness.  r t  w i  1  I  never

happen.  But  we can a l  I  ow them to  have the too l  s .

w i  th  you r  he1 p  and the admi  n i  s t  ra t i  on '  s  he1 p  ,  t  am

ce r ta ' i  n ' l  y  encou raged .

can you get  us ,  Mr .  secre tary  I 'm

sure you wi  I  I  the  prescr i  bed formul  a  that  you

have g iven us  here  th i  s  a f ternoon,  a  
- l  

i  s t i  ng  o f

the po i  n ts  that  you based i  t  on? r ,  fo r  one,  and

the cha i  rman ,  i  f  no t ,  wou l  d  ce r ta i  n ' l  y  be wi  11 i  ng

to  spearhead th is  e f for t  and work  wi th  the

p rocess that  we '  re  go ' i  ng  to

consumers ,  to  c lean up th is

that  fo l  ks  aren ' t  p reyed

are mak ing $5.L5 an hour  or

or  h ' i  gh  schoo l  d i  p ' l  oma or

the d i f fe rence between a

and an annu i  ty  and a  mutua l

r  fau l  t .  we need to  do what
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admin is t ra t ion  to  t ry  to  a l lev ia te  some of  the

prob lems we have heard today.

REPRESENTATIVE CASORIO:  Thank you,

Mr .  Secre tary .  fhank you,  Chai rman Hasay

CHAfRMAN HASAY:  The gent l  eman f rom

Lackawanna,  '  Mr .  Wans acz,  has a  quest i  o [ .  ,

REPRESENTATIVE WANSACZ:  Thank you,

Mr .  Chai  rman and thank you,  Mr .  Secre tary- .  I  was

a l i t t le  a t  f i rs t  d is turbed to  hear  you ta lk ing

about  cars  when our  theme has been re f r igera tors .

:But  the quest ion that  I  have and I  am very

encou raged by what  you we re  ta1 k ' i  ng  about  ,  tak i  ng

)me back to .  th i  ssome s teps.  When we come back to ,  I  e t 's  sEry ,

e i  g  Boss and you ta l  ked about  takr 'ng  the too l  s

away f rom B]g  Boss,  what  type o f  too ls  are  you

goi  ng to  take? r  mean,  what  type o f  too l  s  can we

rea l ' l  y ,  regu la te  to  take away f rom' these co ' l  . lec t ion

compani  es  whi  ch  are  t ry - i  ng  to  get  some of  the

money back?

SECRETARY SCHENEK:  AS I  unders tand

i t , ' there  is  pre t ty  tough 1eg- i  s la t ion  in  p lace

r i  ght  now that  g i  ves  co l  I  ec t i  on  compani  es  too l  s

i  nc l  ud i  ng cr i  mi  na l  proceed i  ngs.  we woul  d  remove

that  and remove most  o f  the too ls  under  the c iv i l
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p roceedi  ngs as wel  I  so that  basi  ca ' l ' ly  i  f  you 
.want

to make one of  these I  oans and charge th i  s  rate,

you' re on your  own.

REPRESENTATIVE WANSACZ:  Thank you,

Mr .  Secre tary

CHAIRMAN HASAY:  The Commit tee ]ooKs

forward to  work i  ng wi  th  you,  Mr . .  Secre tary ,  oh

th is  issue.  rhe cha i r  thanks you very  much for

coming here  today.  r  know you were out  in  Sta te

co1 ' l  ege and rushed back th  rough const ruc t i  on  and

every th ing e lse  that 's  go ing on up in  those

i  n te  rs ta tes  ,  Aga i  n  ,  thank you ve ry  much .  we I  ook

forward to  work ' i  ng  wi  th  you and seek your  adv i  ce

and consu l t  and wisdom on th is  issue.

SECRETARY SCHENEK:  fhank You,  Mr .

Chai  rman.

CHAIRMAN HASAY:  Th is  hear ing is  now

adjourned.

( rhe hear i  ng conc l  uded a t  4 :  l -5  p .  m. )
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r  hereby cer t i fy  that  the proceedingsr ' - -

and ev idence are  conta ined fu l ly  and accurate ly  in

the notes  taken by  me on the wi th in  proceedings

and that  th is  is  a  cor rec t  t ranscr ip t  o f  the same.

L\\ Q*r
uande rbach '

Notary  Pub l  i  c

NOTARIAL SEAL
Shannon L: Manderbach, Notary Public

Enola, Cumberland County
Commission Expires June 6, 2005
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