
 

 

 

 

March 15, 2013 
 
 
The Honorable Ben S. Bernanke    The Honorable Thomas J. Curry 
Chairman   Comptroller 
Board of Governors, Federal Reserve System  Office of the Comptroller of the Currency 
20th Street and Constitution Avenue, NW   250 E Street, SW 
Washington, DC 20551   Washington, DC 20219 
 
The Honorable Martin Gruenberg   The Honorable Richard Cordray  
Chairman   Director 
Federal Deposit Insurance Corporation   Consumer Financial Protection Bureau  
1776 F Street, NW   1500 Pennsylvania Ave. NW 
Washington, DC  20006    Washington, DC 20220 
  
 

Re: Deferred Deposit Advances 
 
 
Dear Chairman Bernanke, Comptroller Curry, Chairman Gruenberg and Director Cordray:   
 
The Cities for Financial Empowerment (CFE) Coalition writes to express our 
serious concerns with “deferred deposit advance” and other similarly structured 
high-cost payday-lending type products offered by mainstream financial 
institutions.  CFE calls on the federal bank regulators to take immediate steps to 
ensure that the financial institutions your agencies supervise are not permitted to 
engage in short-term small-dollar lending structured in ways that trap consumers 
in debt. 
  
The CFE Coalition is a network of cities, large and small, across the nation representing 
over 19 million people, committed to aggressively and creatively leveraging local 
opportunities, resources, and powers to improve the financial health of our residents. 
Expanding the vision of how municipal government can serve its citizens and create 
pathways for financial stability, CFE members design and implement large-scale 
programs to expand access to mainstream banking, wealth-building opportunities, and 
high-quality financial education and counseling.   
 
CFE member cities across the country spearhead an array of innovative programs to 
connect residents who are disenfranchised from the mainstream banking system gain 
access to affordable financial services through both specialized account-based bank 
access programs and “Bank On” campaigns.  At the same time, CFE members are also 
engaged in programmatic, policy and regulatory approaches to curbing the damage to 
our residents’ financial security inflicted by payday lenders.   
 
CFE members are concerned that deferred deposit advance products share the same 
problematic characteristics as traditional payday loans.  These products are structured 
exactly like storefront payday loans, with similar triple digit annualized interest rates and 
problematic short-term balloon repayments.

1
  The similarities have already been directly 

acknowledged by the FDIC and OCC, which in their own supervisory guidance refer to 
deferred deposit advances as synonymous with payday loans.
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These “advances” not only share a nearly identical structure to payday loans, they also 
have been found to trap consumers in similar cycles of debt.  Research from the Center 



 

for Responsible Lending found that deferred deposit advance borrowers are, on average, 
in debt for 175 days per year and that these loans carry annual interest rates in the triple 
digits.

3
  Though they are

emergency needs, research suggests that these loans are in reality often debt traps that 
are used for months rather than lifelines used for only a matter of weeks.  
 
CFE members see firsthand the devas
on our residents through our financial counseling and education programs and other 
programs that provide assistance for those struggling with high levels of debt and 
financial instability.  A number of CFE
prevent the corrosive effects of payday lending in our communities by enacting strong 
local protections, developing safe alternative small
our state legislatures to p
of usury limits, or using local enforcement authority to prevent debt collectors from 
collecting on the illegal payday loans.
instead allowing payday
institutions directly undermines the significant steps cities are taking to protect our 
residents and our local economies from the impacts of these predatory, high
products. 
 
Deposit advance and other products structured like payday loans, with similar balloon 
repayment and triple-digit interest rates, also threaten to directly undercut cities’ work to 
connect residents to safe banking products.  Research suggests that payday loans may
actually push people out of the financial mainstream through involuntary closures of bank 
accounts.

5
   Beyond this, the FDIC has made clear that “providing high

credit on a recurring basis to customers with long
lending; increases institutions’ credit, legal, reputational, and compliance risks; and can 
create a serious financial hardship for the customer.”
safety and soundness risks associated with payday loan produc
deposit advances, directly undermine local efforts to connect our residents to safe 
banking opportunities and could actually drive many our residents back into the hands of 
high-cost fringe providers.  
 
Given the myriad deleterious 
lending type products as currently structured and the potential serious ramifications in 
localities around the country if these products proliferate, we believe regulatory action is 
warranted.  We urge you to promptly take the appropriate regulatory steps to ensure that 
small-dollar loan products offered by the financial institutions you supervise are marketed 
fairly and are not permitted to be offered with problematic structural characteristics or 
terms and conditions that trap borrowers in cycles of debt and undermine state and local 
payday lending statutes. At a time when the American people expect government to 
make the most of limited resources, it is imperative that federal regulators ensure the 
banking system operates in a manner that supports rather than hinders local efforts to 
empower and protect our residents in the financial services marketplace.
 
Respectfully, 
 
 
 
 
Jonathan Mintz  
Commissioner  
NYC Department of Consumer Affairs
Co-Chair, CFE Coalition

 

 

for Responsible Lending found that deferred deposit advance borrowers are, on average, 
in debt for 175 days per year and that these loans carry annual interest rates in the triple 

Though they are marketed as short-term loans to help consumers meet 
emergency needs, research suggests that these loans are in reality often debt traps that 
are used for months rather than lifelines used for only a matter of weeks.   

CFE members see firsthand the devastating impacts that these types of debt traps have 
on our residents through our financial counseling and education programs and other 
programs that provide assistance for those struggling with high levels of debt and 
financial instability.  A number of CFE cities have been working directly to counteract or 
prevent the corrosive effects of payday lending in our communities by enacting strong 
local protections, developing safe alternative small-dollar credit products, advocating in 
our state legislatures to prevent the authorization of high-cost payday lending in excess 
of usury limits, or using local enforcement authority to prevent debt collectors from 
collecting on the illegal payday loans.

4
  Failing to take appropriate regulatory action and 

g payday-type loans to continue be offered by mainstream financial 
institutions directly undermines the significant steps cities are taking to protect our 
residents and our local economies from the impacts of these predatory, high

advance and other products structured like payday loans, with similar balloon 
digit interest rates, also threaten to directly undercut cities’ work to 

connect residents to safe banking products.  Research suggests that payday loans may
actually push people out of the financial mainstream through involuntary closures of bank 

Beyond this, the FDIC has made clear that “providing high-cost, short
credit on a recurring basis to customers with long-term credit needs is not r
lending; increases institutions’ credit, legal, reputational, and compliance risks; and can 
create a serious financial hardship for the customer.”

6
  These significant reputational and 

safety and soundness risks associated with payday loan products, including deferred 
deposit advances, directly undermine local efforts to connect our residents to safe 
banking opportunities and could actually drive many our residents back into the hands of 

cost fringe providers.   

Given the myriad deleterious effects of deferred deposit advance and similar payday
lending type products as currently structured and the potential serious ramifications in 
localities around the country if these products proliferate, we believe regulatory action is 

you to promptly take the appropriate regulatory steps to ensure that 
dollar loan products offered by the financial institutions you supervise are marketed 

fairly and are not permitted to be offered with problematic structural characteristics or 
s and conditions that trap borrowers in cycles of debt and undermine state and local 

payday lending statutes. At a time when the American people expect government to 
make the most of limited resources, it is imperative that federal regulators ensure the 

nking system operates in a manner that supports rather than hinders local efforts to 
empower and protect our residents in the financial services marketplace. 

   José Cisneros 
   Treasurer 

Consumer Affairs  City and County of San Francisco
Chair, CFE Coalition    Co-Chair, CFE Coalition 
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 See, e.g., Center for Responsible Lending, “Big Bank Payday Loans,” July 2011. 
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 See, e.g., FDIC Financial Institutions Letters, Payday Lending Programs Revised Examination Guidance, FIL 

14-2005, March 1, 2005, which states that “Payday loans (also known as deferred deposit advances) are small-
dollar, short-term, unsecured loans that borrowers promise to repay out of their next paycheck or regular 
income payment (such as a social security check).”  See also OCC Advisory Letter, AL 2000-10, November 20, 
2000. 
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 Center for Responsible Lending, “Big Bank Payday Loans,” CRL Research Brief, July 2011, 
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 See, e.g.,  http://www.nyc.gov/html/dca/html/pr2012/pr_071812.shtml.    

5
 See, e.g., Dennis Campbell, F. Asis Martinez Jerez, & Peter Tufano, “Bouncing Out of the Banking System: 

An Empirical Analysis of Involuntary Bank Account Closures”, Harvard Business School, December 3, 2008.  
The study finds that access to payday lending leads to higher rates of involuntary account closure. 
6
 FDIC Financial Institutions Letters, Payday Lending Programs Revised Examination Guidance, FIL 14-2005, 

March 1, 2005.  Available at http://www.fdic.gov/news/news/financial/2005/fil1405.html. 


