center fo0t Payday and Car Title Lenders’ Migration
ANRiSPONSBLE Y0 :
1, ENDIN(G toUnsafe Installment Loans

CRL Issue Brief Diane Standaert, Director of State Policy, 919-313-8550
October 2015 Peter Smith, Senior Researcher, 510-379-5520
Overview

The landscape of high-cost payday and car title loans has become more complex in recent years. In the
last ten years, no new state has authorized payday or car title lenders to make loans in their states, and
many states have strengthened their protections by enacting rate caps. However, in states that still
authorize high-rate small dollar loans, many payday lenders are now providing high-cost installment
payday and car title loans. These installment loans are structured to have multiple payments stretched
out over significantly longer periods of time, and are often in larger amounts, than the traditional single
balloon payment payday loan.

Despite their installment terms, these loans share the same troublesome characteristics as other payday
and car title loans: a lack of underwriting; access to a borrower’s bank account or car as security;
structures that prevent borrowers from making progress repaying; and excessive rates and fees that
increase costs further when loans are flipped. Many of these loans are problematic even without repeat
re-borrowing. The fundamental harm is making loans that a borrower cannot afford to repay, regardless
of whether the loan is structured as an installment or balloon payment loan.

This brief provides a state-by-state summary of payday lenders and car title lenders offering installment
products (including open-end lines of credit), as well as summary of regulatory and industry data on loan
performance, and recent state legislative developments. It concludes with recommendations for state
and federal policymakers to protect against harms in this market.

State-by-State Snapshot of Payday and Car-Title Installment Lending

The Center for Responsible Lending (CRL) has been tracking the migration of payday and car title lenders
into installment lending for the last two years. When CRL began this monitoring in September 2013,
payday lenders offered payday installment loans in 17 states." Today, based on the offerings of five
national payday loan companies,” a payday installment, car title installment, or open-end line of credit
product is being offered in 20 states by at least one of the lenders surveyed.® State-licensed payday
lenders offer payday installment loans in 19 states, car-title installment loans in 14 states, and open-end
lines of credit in 5 states [See Table 1 below]. Although not summarized here, these lenders also offer
balloon payment payday loans in many of the same states where they offer installment loans.

The loan terms range from 45-day payday installment loans (that effectively work like three back-to-
back balloon payday loans, such as what Check Into Cash offers in Ohio)* to car title loans stretching out
up to two years (such as what TitleMax offers in Missouri at triple-digit rates).”
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There are eight states where four out of the five previously examined national payday lenders offer one
of these multi-payment products: California, Delaware, Missouri, Ohio, South Carolina, South Dakota,
Utah, and Wisconsin. Ohio is the only state where all five lenders engage in this installment activity.? In
each of these states, there is no limit on the amount that can be charged on these loans, and there is no
evidence that competition is driving down rates.

High-cost payday installment lending (as opposed to balloon payday lending) dominates the payday
lending market in states such as Colorado, lllinois, New Mexico, and South Carolina.” In some states—
New Mexico, South Carolina, Missouri, Delaware, Ohio, and Texas—payday lenders offer installment
products as a way to side-step even minimal regulatory requirements for single-payment payday loans,
finding a way to operate in an environment with few or no regulatory restrictions. In other states, such
as Colorado,? Virginia,® lllinois,™ the move to installment loans is precipitated by new state regulatory
frameworks. As discussed below, despite these regulatory frameworks for high-cost payday and car-
title installment products, evidence of unaffordability still persists.

Signs of Unaffordability: Repeat Re-borrowing, Delinquencies, and Defaults

Many times high-cost lenders falsely argue that simply because a loan is an installment loan, it is a good
loan. However, loans with excessive costs and loans that a borrower are not able to repay without
refinancing, entering an endless cycle of debt , defaulting

on the loan, or defaulting on other obligations are not “I'have always felt there is no line
good loans. between payday lending and short-

term installment lending. | never felt
Regardless of loan products, tell-tale signs that lenders there was a difference between the
are not making appropriately affordable loans include two.”

repeat re-borrowing and high defaults. The result for the ,

b .. ble deb | f but f -Bob Wolfberg, co-president of payday
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many lenders, it is a business model built on these (Cheklist Magazine, Summer 2010)

harmful outcomes. In this way, these loans bring many of

the same concerns and consequences as traditional
unaffordable balloon payment loans.

Repeat Re-borrowing

As with balloon payment loans, repeat refinancing is common in high-cost installment loans. **
Refinancing is problematic for several reasons: It lengthens the time consumers are in high cost debt
and prevents them from paying that debt; it can be a sign of loan flipping to increase costs; and the
temporary respite from a small amount of cash-out during refinancing can mask struggles sustaining
high payments over a period of time.

In Texas, where car title lenders make car title installment loans with an average loan term of 187 days
and costs exceed 200% APR, more than one out of five installment title loans were refinanced in the
same quarter the loan was made."” That is, those loans were refinanced less than halfway (90 days or



less) into the loan. Over the entire 2014 calendar year, the loan volume of car title installment loans
refinanced ($65 million) was just slightly lower than the amount originated ($73 million).*

In New Mexico, for installment loans carrying rates over 175% APR and secured by a borrower’s car
title, the average APR is 222%, but can reach well over 600%."* In 2013, 68% of these high-cost car title
installment loans were refinanced, renewed, or extended.” Both the number of high-cost car-title
installment loans and the percent refinanced are up significantly from 2012.°

In Colorado, the data show that payday lenders extend a new loan to a borrower shortly after the
borrower’s prior loan was repaid early, indicating the loans may not be affordable to begin with and that
lenders may still have incentive to churn borrowers. While the statutory minimum loan term is 180
days, the average actual loan duration is 94 days.'” Additionally, while the typical loan is being paid off
prior to maturity, 37% of all loans (and nearly 50% of loans over $400) are taken out on the same day
that the borrower paid off a prior loan from the same lender.'® In 2012, the average Colorado
borrowers took out 2.9 loans from a single lender,™ again suggesting they spent a large majority of the
year in nearly 200%-APR debt.

“[OJther costs to the consumer not included in the APR could make
loans below 36% above that threshold when considered as part of that
calculation. These additional costs, along with repeated refinancing
have come under scrutiny.”

-U.S. Department of Defense, “Report: Enhancement of Protections on Consumer
Credit for Members of the Armed Forces and Their Dependents” (April 2014)

Refinancing is a problem even when installment loans carry lower interest rates than those typically
offered by payday and car title lenders, high rates of repeat refinancing persist.?’ Over 60% of
installment loans offered by consumer finance companies are refinances of existing loans.”* While the
APR on these loans can be a fraction of that of payday loans, many times the cost is dramatically
increased by fees that may be excluded from the APR, like fees for credit insurance and other add-on
products that provide little if any benefit to the borrower. Concern over the cost and refinancing of
installment loans, both by consumer finance companies and payday/car title lenders, led the U.S.
Department of Defense to recently extend the 36% “military APR” cap (applicable to military borrowers
and inclusive of all fees and add-on products) to apply to all installment loans.?

Delinquencies, Defaults, and Repossessions

In addition to the evidence of repeat borrowing in Colorado, more than one in five Colorado payday
loans ended in default in 2014, up slightly from the previous year.”® With borrowers taking out multiple
loans on average per year, the per-borrower default rate is likely higher.

In Virginia, there is a statutory minimum loan term of 120 days with loans repayable in installments*
and an average APR of 222%.% In 2014, nearly one-third of borrowers were more than 60 days late on



their monthly payments, and approximately 15% of borrowers had their car repossessed (19,368 cars
repossessed out of 132,191 borrowers).?

Similarly, in Missouri, national car title lender TitleMax operates under the consumer installment lender
statute and offers loans with terms lasting up to two years. The company reported that in 2014, 23% of
its car title installment loans in Missouri were more than 60 days late; cars were repossessed on 18% of
loans (8,900 cars); and 12% of its loans were ultimately charged off.2” Despite these high rates of poor
performing loans, TitleMax reported over $16 million in pre-tax profits for its Missouri stores in 2014.%

There is other evidence that indicates that, like lenders’ balloon payment loans, the high-cost
installment loan business model is able to withstand high levels of poor performing loans. For example,
according to Texas-based storefront payday lender Cash America, the company had more installment
loan balances that were delinquent ($2.5 million) than current ($2.3 million) in the first six months of
2015.° In their annual report to the California state regulator, national payday lender Rise Credit (dba
Elevate) reported charge offs amounting to more than 100% of their average monthly loan balances in
that state.®® Similarly, Check ‘N Go had charge off rates of 80% in California in 2014, and Enova
International dba NetCredit reported charge off rates in excess of 30%.*

Many of these lenders are able to withstand such high-default rates because the lender often collects
more in fees than the principal loaned well before the loan reaches the end of its term. Here are a few
examples demonstrating that the borrower makes payments totaling an amount equal to or greater
than the amount borrowed well in advance of the full term of the loan:

e Advance America in South Dakota: A $1,000 in-store loan with 12 bi-weekly cash payments of
$172.22; on the 6™ payment, the lender will have collected $1,033.*2

e Ace Cash Express in California: A $2,600 loan, with recurring payment authorization, due in 9
monthly payments of $593.65; on the 5" payment, the lender will have collected $2,968.25.%

e Check ‘N Go in California: A $3,000 online loan, due in 26 bi-weekly payments, assuming equal
payments; on the 11" payment, the lender will have collected over $3,238.

e CashNetUSA in Ohio: A $2,000 online loan with 15 bi-weekly payments of $256.18, on the 8™
payment, the lender will have collected over $2,049.%

Payday lenders offering these multi-payment products online typically take repayment via preauthorized
electronic access to the checking account. Though technically federal law prohibits requiring
preauthorized electronic repayments,® lenders attempt to skirt this requirement by obscuring the
choice of how to pay of offering coercive incentives. For example, Ace Cash Express in Texas charges
over 400% annual percentage rate (APR) more for a loan repaid without recurring payment
authorization versus repayment by which ACE is authorized to submit electronic payments directly to
the borrowers bank or debit account (890% APR versus 477% APR on a $1,100 fourteen-week loan).*’



State Legislative Developments

In recent years, payday and car title lenders have pushed legislative proposals for dangerous products
structured as installment loans in order to weaken existing consumer protections and possibly evade
future ones.® Such legislative proposals have been introduced and defeated in states such as New York,
Pennsylvania, Washington, New Hampshire, Michigan, Arizona, and California.** While the details of
these proposals have been complicated forms of fee structures and repayment terms, they have had in
common troubling characteristics: excessive fees; direct access to the borrower’s bank account or car;
structure providing the lender incentive to encourage repeat refinancing; no assessment of a borrower’s
ability to repay the loan in light of income and expenses; and no protections against high levels of
defaults.

In addition to legislative proposals for closed-end installment products, payday lenders recently pushed
for excessively priced open-end lines of credit that not only come laden with fees, but are structured so
that making progress repaying is extraordinarily difficult.** Tennessee enacted legislation that
authorized loans with a 273% APR structured as an open-end line of credit in 2014,** which is currently
offered by Enova International (dba CashNetUSA). In 2015 nearly identical proposals were introduced
and rejected in Arizona and Texas.*” Under the open-end line of credit pushed by payday lenders in
Arizona, the terms were structured such that on a $3,000 loan, a borrower will have paid over $4,900 in
interest and fees and still owe more than half of the principal.*®

In addition to payday and car title lenders, consumer finance companies have also pushed legislative
proposals in the last two years to further loosen consumer protections for installment loans.** A
common thread among many of these proposals has been to increase size of the loans allowed at the
highest permissible rate under state law, with no counterbalance protection to ensure affordability.

Strong State and Federal Consumer Protections Are Needed to Prevent Harm

Harms experienced by borrowers in these types of high-cost installment loans include those already
noted here — excessive fees, repeat refinancing, repossession of vehicles, and defaults — as well as
others. This brief is not intended as an exhaustive list of the concerns with high-cost installment
lending, such as excessive long-loan terms, interest-only or nearly interest only repayment structures,
pre-payment penalties, and others which make such loans nearly impossible to repay. Narratives of
complaints filed with the Consumer Financial Protection Bureau (CFPB) indicate that borrowers in
payday and car title installment loans experience harms such as trouble meeting other expenses,*
overdraft fees,* aggressive debt collection,*” and fears of damaged credit.*®

In a recent case by the New Mexico Attorney General against Fast Loans, in which the state’s Supreme
Court found the installment loans to be unconscionable, the Attorney General found that the lender
“routinely originate[d] these high cost installment loans without making any inquiry into the borrower’s
reasonable ability to repay the loans under the proffered terms.” One borrower testified of her
experience: “lwas starting to get stressed and overwhelmed. What am | going to do? How am | going
to make it? Is it ever possible to get out of this?”® In Missouri, consumers found themselves subject to



lawsuits and wage garnishments for triple-digit loans that they can never get out of, with debt exploding
many multiples of the amount originally borrowed.**

In addition, the triple-digit interest rates that payday and car-title loans carry were purportedly justified
by these lenders because they were only for a relatively small, very short-term, “emergency” loan
product. Though virtually all data on payday loan usage, which shows a long-term debt trap, has belied
the claim that borrowers are only in those loans short-term, installment loans are by definition longer
term. So, even based on payday and car-title lenders’ own rationale, these loans should not warrant
these excessive rates.

Accordingly, we call on state and federal policy makers to protect against the harms of unaffordable
high-cost installment loans.

State policy makers should:

e Cap the cost of all loans to 36% annually or less, inclusive of all fees and finance charges,
including add-on products, just as the U.S. Department of Defense has done for active duty
military and their dependents.

e Prevent the expansion of high-cost open-end lines of credit and close open-end loopholes
currently in state law.

o Prohibit the sale of credit insurance products in conjunction with consumer loans.

e Take enforcement action against lenders structuring their loans as multi-payment or installment
loans to evade existing consumer protection laws.

The Consumer Financial Protection Bureau (which lacks statutory authority to impose an interest rate
cap) should:

e Issue rules that require high-cost lenders to assess a borrower’s ability to repay considering a
borrower’s income and expenses.

e Use rulemaking and enforcement authority to prevent lenders form trapping borrowers into
loans that are repeatedly refinanced, have payment schedules that hinder a borrower’s ability
to pay off the loan, or have unreasonably high default rates.

o Take enforcement actions against lenders that engage in unfair, deceptive, and abusive
installment lending practices.



Table 1: States Where Payday Lenders Are Offering Installment or Open-End Loans

Payday Car Title
Installment |Installment
State Loan Loan Line of Credit
Alabama Yes
Arizona Yes
California Yes Yes
Colorado Yes
Delaware Yes Yes
Idaho Yes Yes Yes
lllinois Yes Yes
Kansas Yes
Missouri Yes Yes
Nevada Yes
New Mexico Yes Yes

North Dakota |Yes

Ohio Yes Yes
South Carolina |Yes Yes
South Dakota  |Yes Yes
Tennessee Yes
Texas Yes Yes
Utah Yes Yes Yes
Virginia Yes Yes Yes
Wisconsin Yes Yes

The national payday lenders reviewed for this brief*? are not advertising payday or car title loans

structured as installment loans or open-end lines of credit in 30 states, nor in the District of
Columbia: Alaska, Arkansas, Connecticut, Florida, Georgia, Hawaii, Indiana, lowa, Kentucky, Louisiana,
Maine, Maryland, Massachusetts, Michigan, Minnesota, Mississippi, Montana, Nebraska, New
Hampshire, New Jersey, New York, North Carolina, Oklahoma, Oregon, Pennsylvania, Rhode Island,
Vermont, Washington, West Virginia, Wyoming.
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