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INTRO: Lots of folks in lots of places have credit problems; unfortunately this includes some of the Coast Guard’s finest now serving in the Ninth District.  One of the sneakier traps used to snare unsuspecting consumers is called a “Payday Loan.”  Another popular variation around tax season is called the “Anticipatory Refund Loan.”   Experts estimate this trap costs American’s $3.4 billion annually (see � HYPERLINK "http://www.responsiblelending.org/issues/payday/debttrap.html" ��http://www.responsiblelending.org/issues/payday/debttrap.html�).  It has such a negative impact on military readiness that Congress passed a law to CAP the TRAP for military personnel.   The law limits interest on payday loans at an annual percentage rate (APR) of 36%.  This article highlights (a) the problem, (b) the law that CAPS the TRAP, and (c) tools available for those trying to get back on track.


THE TRAP – Part One: Here’s how the trap works.  To obtain a payday loan, a borrower gives a lender a post-dated personal check or authorization for automatic withdrawal from the borrower’s bank account.  In return, he receives cash, minus the lender's fee(s).  For example, with a $300 payday loan, you might pay $30 in fees and get $270 in cash.  The lender holds the check or debit authorization until the borrower's next payday.  At that time the loan is due in full.  For those who cannot afford to pay the loan back and still make it to the next payday, the lender offers another “loan” with another “fee.”  If for some reason the post-dated check is not covered, the borrower accumulates bounced check fees from both the bank and the lender, who will pass the check through the borrower’s account repeatedly.  In many cases, the borrower pays $30 every two weeks to float a $270 advance – while never paying down the original amount of the principal. The borrower is stuck in a debt trap – paying new fees every two weeks just to keep an existing loan (or multiple loans) outstanding.  





THE TRAP – Part Two:  What makes the trap so sneaky is how easy it is to underestimate the APR associated with a payday loan.  Using our $300 example, one might assume that the APR (in the form of the $30 fee) is a straight 10%.  So simple, so clear, so wrong!!  Assuming the borrower got $270 in cash just one week in advance of payday ($300 minus $30 fee), the actual APR is a staggering 520% APR (10% times 52 weeks)!   We have seen egregious cases around the Ninth District where the APR exceeds 1000%!  Not a bad rate of return – some might say astronomical.  Unfortunately, it comes on the backs of those unable to afford it.  





THE CAP ON THE TRAP:  Effective October 1, 2007, a new federal law caps the APR on payday loans (and some other loans) at 36%.  How does this change the math associated with a $300 pay day loan?  An APR of 36% on a one week advance works out to roughly two dollars (as in - $2.00).  Under the new law, two dollars is the MOST that can be charged (per week) on a $300 payday loan.  That’s a huge reduction from the example we looked at earlier.  The cap includes all fees and charges, even those not labeled as ‘interest.”  This new cap has a new name – “MILITARY ANNUAL PERCENTAGE RATE.”  In addition to payday loans, the cap applies to VEHICLE TITLE LOANS and REFUND ANTICIPATION LOANS which are popular around tax time.





THE IMPACT:  Many payday lenders have announced plans to reduce or even eliminate offering these loans to military personnel.  For many, the biggest impact will come around tax time when REFUND ANTICIPATION LOANS likely will NOT be offered.   A word to the wise – as tax time approaches, plan ahead.  WHO IS COVERED?  Coverage is broad.  The CAP applies to loans made to active duty personnel and their dependents.  It also applies to reservists or National Guard personnel activated for more than 30 days.  Details are here: � HYPERLINK "http://www.federalreserve.gov/boarddocs/caletters/2007/0705/07-05_attachment.pdf" ��http://www.federalreserve.gov/boarddocs/caletters/2007/0705/07-05_attachment.pdf�


ALTERNATIVES:  There are alternatives to payday and refund anticipation loans.  A good starting point is Coast Guard Mutual Assistance (CGMA) which offers professional debt counseling services through a non-profit organization called Consumer Credit Counseling Services (CCCS).  In many cases, CCCS can help manage debts involving multiple creditors and set up an affordable payment plan (paying off principal, not just interest).   For CGMA locations within D9 (and elsewhere) check out - www.cgmahq.org/ .  For info on CCCS, try �HYPERLINK www.nfcc.org/ ��www.nfcc.org/� and �HYPERLINK www.debtadvice.org/ ��www.debtadvice.org/� .  Before you contact CCCS - FIRST CONTACT CGMA because CGMA pays the fees!! Other resources include the Integrated Support Center Cleveland Work Life staff which can provide you with confidential personal financial counseling – call (216)902-6356 or e-mail Ms. Dolores Cherry at Dolores.A.Cherry@uscg.mil.  Another place to look is the Center for Responsible Lending (CRL).  The CRL suggests eight alternatives to payday loans on their web site - � HYPERLINK "http://www.responsiblelending.org" ��http://www.responsiblelending.org�.   If your financial troubles include a high interest car loan financed through a dealer, consider getting it refinanced through a credit union – in particular the Navy Federal Credit Union.  The NFCU allow members to refinance a new or used car financed elsewhere at interest rates under 7%.  Membership and loan applications are available on their web page.  Check out � HYPERLINK "http://www.navyfcu.org" ��www.navyfcu.org�.   All D9 personnel are eligible to join NFCU with a $5 deposit.  Questions or problems regarding NFCU eligibility should be directed to Steve Lynch.


NEED MORE INFO? Contact Steve Lynch, the D9 legal assistance attorney at (216)902-6042 or stephen.t.lynch@uscg.mil.
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