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IN THE UNITED STATES DISTRICT COURT
FOR THE STATE OF DELAWARE

LACEY TOWNSEND,
on behalf of himself and all
others similarly situated,

Plaintiffs, C.A. No.
V.

EASTERN SPECIALTY FINANCE, INC, CLASS ACTION
d/b/a CHECK 'N GO

Defendant.

VERIFIED CLASS ACTION COMPLAINT

Plaintiff LACEY TOWNSEND, on behalf of himself and all others similarly

situated, alleges as follows:

Nature of Action

1. This is an action seeking temporary, preliminary and permanent injunctive

relief, recovery of compensatory, consequential, and punitive damages, reasonable

attorneys' fees and costs, and other relief arising from defendant's wrongful and

unconscionable conduct, including breaches of the duty of good faith and fair dealing,

and violations of 6 Del. C. 2513 (the "Delaware Consumer Fraud Act") by EASTERN

SPECIALTY FINANCE, INC. d/b/a CHECK 'N GO ("Defendant").

2. Plaintiff is a borrower who took a loan from Defendant under unconscionable

terms and conditions. Defendant advertises and markets these loans as a "short term

solution and not as a source of ongoing help" and "a good alternative to credit card

debt." In reality, however, Defendant preys on poor and unsophisticated borrowers, who

do not understand the financial or legal implications of these loans, and who can never

repay the loan in a short period. Further, Defendant never has the intention of making a
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short-term loan. Rather than providing a quick "solution, Defendant intends to burden

borrowers with expensive, long-term debt, enforced by unconscionable terms and

conditions, which they know borrowers will have little or no ability to understand or

repay. As a result, Plaintiff, and thousands of similarly situated borrowers, suffers injury,

harm, loss and damage.

3. As an example, on May 28, 2013, Plaintiff borrowed $3,000.00 from

Defendant. Under the terms of the agreement, Plaintiff was obligated to repay $8,058.02

representing the principal of $3,000.00 together with interest of $5,058.02. The annual

interest rate of this loan: 357.91%.

4. Additionally, Defendant forced Plaintiff to grant it authorization for

Defendant to make automatic withdrawals from his bank account, and release important

rights of due process, including the right to a jury trial, or judicially monitored discovery.

5. Defendant is employed and earns approximately $1, 100 every two weeks.

Under the terms of the loan, Defendant takes automatic withdrawals from Plaintiff s bank

account of $474.01 every two weeks more than 40% of Plaintiff s pay for the next

eight months.

6. To date, Plaintiff has paid Defendant an amount not less than $2,370.05, a

financial burden that is harming Plaintiff's ability to pay rent, purchase food, and

otherwise cover basic living expenses.

The Parties

7. Plaintiff LACEY TOWNSEND, a natural person residing at 124 Creekside

Court, Newark, Delaware 19702, incurred a loan from EASTERN SPECIALTY

FINANCE, INC. d/b/a CHECK 'N GO, on or about May 28, 2013.

2
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8. Defendant EASTERN SPECIALTY FINANCE, INC. d/b/a CHECK 'N GO

is an Ohio corporation whose registered agent in Delaware is The Corporation Trust

Company, with an address of 1209 Orange Street, Wilmington, Delaware 19801.

EASTERN SPECIALTY FINANCE, INC. does business in Delaware as CHECK 'N GO

whose places of business are located at: 1504 Beaver Brook Plaza, New Castle, Delaware

19720, 27 Chestnut Hill Plaza, Newark, Delaware 19713, 800 West 4th Street, Suite 401,

Wilmington, Delaware 19801, 283 North Dupont Highway, Suite B, Dover, Delaware

19901, and 599 Jimmy Drive #14, Smyrna, Delaware 19977. Defendant also regularly

operates online at www.checkngo.com.

Jurisdiction and Venue

9. This Court has exclusive jurisdiction over this civil action pursuant to 28

U.S.C. 1332(d)(2) because the controversy exceeds the sum of $5,000,000, exclusive of

interest and costs, and the Plaintiff is a citizen of a State different than Defendant, and

Plaintiff believes there are more than 100 class members.

10. Venue is proper in this judicial district pursuant to 28 U.S.C. 1391(b)(2) as a

substantial part of the events giving rise to Plaintiff's claims occurred in this judicial

district.

Background

11. Defendant is engaged in the business of marketing, advertising, and making

"payday loans, and "installment loans" and regularly make such loans within and

without the State of Delaware.

12. Plaintiff borrowed $3,000 from Defendant. As was the case with Plaintiff,

Defendant's loans are paid through electronic access to the borrower's bank account.

3
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13. Defendant's loans are advertised and marketed as "occasional, short-term

solution and not as a source of ongoing help." Furthermore, Defendant advertises that the

loan is "a good alternative to late fees, credit card debt, and damaged credit scores."

However, the loans are not short-term. Defendant regularly and repeatedly entices

borrowers, including Plaintiff, to refinance their existing balance into new, ongoing loans

and the interest rates and other terms are onerous.

14. Prominent organizations such as the Pew Charitable Trusts and the Insight

Center for Community Economic Development have studied the effects of payday

lending, and published findings concluding that the practice has a harmful effect not only

on borrowers' finances and credit, but on the broader economy. An in-depth study

published by the Pew Charitable Trusts in 2012 discussed the payday loan industry and

the effects of such loans on borrowers and society. The study found that, while payday

loan companies market their products as "payday, or short-term loans, the average initial

loan is rolled over again and again, and remains open for five months of the year.

Researchers found that payday lenders build their business models on the premise that

borrowers cannot repay the loans in a two-week period, and that the loans become

extremely profitable (to the lender) when it becomes a long-term debt. Researchers at the

Federal Reserve Bank of Kansas City concluded that, "the profitability of payday lenders

depends on repeat borrowing." A copy of the Pew Charitable Trusts report is attached

hereto as Exhibit A. A second report was issued in 2013. A copy is attached as Exhibit

B.

15. Costly debt terms drain borrowers' limited cash needed to cover basic living

expenses such as rent and food. Costly debt also impairs a borrower's ability to save,

4
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invest or otherwise spend on worthwhile consumer goods. Onerous debt terms also

increase the chances that a borrower will file for personal bankruptcy. Indeed, at least

fifteen states have banned payday lending, and Congress has prohibited payday lenders

from targeting members of the military.

Defendant's Practices

16. For years, Defendant has marketed, advertised and made loans to residents

inside and outside of Delaware, including Plaintiff.

17. Defendant aggressively markets and advertises these loans as short-term credit

solutions and not as a source of ongoing help. Defendant advertises that its loans are a

"good alternative to credit card debt" Defendant advertises them as a "quick, hassle-

free solution when you need to cover unexpected or emergency expenses." (See Exhibit

C hereto.)

18. For years, Defendant has derived substantial revenues and profits from the

sale of such loans in Delaware and elsewhere. These loans are only profitable to the

lender when the short-term loan becomes a long-term obligation. In the case of Plaintiff,

the Defendant would invite Plaintiff to refinance his existing loan to continue the cycle of

debt. (See Exhibit D hereto.) Plaintiff would then refinance each loan as it came close to

conclusion. (See Exhibits E, F and G hereto.) This is direct evidence that while

Defendant markets and advertises the loans as short-term credit, their actual business

model and intent is to induce the borrower to extend the initial loan into a long-term, and

unduly expensive loan. As a result of the policies and practices of Defendant, borrowers

are routinely trapped in products that cause harm, including financial loss, hardship, and

damage to personal credit.

5
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19. Defendant intends to induce borrowers to enter into short-term loans, knowing

that borrowers will likely extend the terms of the loans. As the 2013 Pew report notes,

lenders such as Defendant "rely on borrowers to use the loans for an extended period of

time... in order to be profitable... (Exhibit B at 19.)

20. Defendant's representations and statements about the easy and quick access

and the short-term nature of the loans are intended to induce borrowers, including

Plaintiff, to enter into a loan agreement with Defendant.

21. Instead of disclosing that borrowers, including Plaintiff, would likely need

extended terms to make his repayment obligations, Defendant remains silent, and induces

borrowers, including Plaintiff, to borrow under expensive, onerous, and unconscionable

terms.

22. Defendant conceals its true business model from borrowers, deceptively

marketing their loans as short-term solutions even though Defendant makes such loans

with the expectation that borrowers will become saddled with a longer-term debt,

structured in such as way as to make repayment all but impossible.

23. Defendant hides the fact that Defendant intends, and expects borrowers,

including Plaintiff, to repay the loan on extended payment terms and pay exorbitant

interest rates, sometimes exceeding 350% of the principal amount of the loan.

24. There is no limit to the amount that a borrower will pay unless and until the

borrower repays the loan in full, including interest and any and all other fees pursuant to

the terms of the loan document. Initial short-term obligations stretch into never ending

cycle of inescapable debt.

6
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25. Defendant entered into an agreement with Plaintiff knowing that the

overwhelming majority of Defendant's borrowers are unable to pay loans in a short-term

and at substantial and undue cost to borrowers.

26. Defendant entered into an agreement with Plaintiff remaining silent on its

expectation that Plaintiff would repay the loan together with onerous, expensive and

unconscionable interest.

27. Defendant preys on borrowers who can be induced, like Plaintiff, to enter into

an unconscionable loan, knowing that the borrowers are at a significant disadvantage to

negotiate fair terms.

28. Defendant knowingly uses its significant leverage to induce borrowers,

including Plaintiff, to enter into loans with excessive, onerous and unconscionable terms.

Indeed, the interest and penalties of borrowers' loans, including Plaintiff s loan, dwarf

the principal amount of the loans.

29. On a "take-it-or-leave-it basis, Defendant uses its significant leverage to

cause borrowers, including Plaintiff, to accept the onerous, outrageous and

unconscionable boilerplate terms, including terms that significantly, if not wholly,

impaired Plaintiff s rights to due process under law. For instance, this includes:

a. Small font size;

b. Boilerplate forms;

c. Interest rates typically exceeding 350%;

d. Hard to understand contract language;

e. ACH authorizations that allow Defendant to automatically withdraw

varying amounts from the borrower's bank account without warning;

7



Case 1:13-cv-01403-UNA Document 1 Filed 08/09/13 Page 8 of 15 PagelD 8

f. Waiver of a jury trial;

g. Late charges delinquency charges;

h. Arbitration clauses;

i. Class action waivers.

The meaning of these terms and the implication of agreeing to these terms are

incomprehensible to a layperson, and particularly borrowers who typically use "payday

loans." Plaintiff never understood the implication of these terms.

30. Defendant knowingly exploits its sophistication and their counterparty's equal

lack of sophistication, lack of understanding and lack of bargaining ability, to impose

unconscionable loan terms and unconscionable purported waivers of due process rights.

Defendant's Contract is Unconscionable

31. Plaintiff's loan documents evidence on their face a gross imbalance in the

parties' respective rights and obligations, and an exploitation of an underprivileged,

unsophisticated borrower.

32. The Delaware Chancery Court, in the context of reviewing a contract under

the uniform commercial code, has considered ten factors as an aid to determine whether a

contract is unconscionable and unenforceable:

1. The use of printed form or boilerplate contracts drawn skillfully by
the party in the strongest economic position, which establish industry wide
standards offered on a take it or leave it basis to the party in a weaker
economic position.

2. A significant cost-price disparity or excessive price.

3. A denial of basic rights and remedies to a buyer of consumer

goods.

4. The inclusion ofpenalty clauses.

8
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5. The circumstances surrounding the execution of the contract,
including its commercial setting, its purpose and actual effect.

6. The hiding of clauses which are disadvantageous to one party in a

mass of fine print trivia or in places which are inconspicuous to the party
signing the contract.

7. Phrasing clauses in language that is incomprehensible to a layman
or that divert his attention from the problems raised by them or the rights
given up through them.

8. An overall imbalance in the obligations and rights imposed by the

bargain.

9. Exploitation of the underprivileged, unsophisticated, uneducated
and the illiterate.

10. Inequality of bargaining or economic power.

Fritz v. Nationwide Mutual Ins. Co., 1990 WL 186448 at 4-5 (Del. Ch.

1990)

33. The Delaware Supreme Court has held that a contract is unconscionable if it is

"such as no man in his senses and not under delusion would make on the one hand, and

as no honest or fair man would accept, on the other" or "whether the provision amounts

to taking of an unfair advantage by one party over the other." See Tulowitzki v. Atlantic

Richfield Co., 396 A.2d 956, 960 (Del. 1978); see also, Fritz v. Nationwide Mutual Ins.

Co., 1990 WL 186448, *4-5 (Del. Ch. 1990).

34. While not all of the factors are necessary to find unconscionability, all of the

above factors are present with respect to the payday loans at issue in this case.

Allegations Specific To
Plaintiff LACEY TOWNSEND

35. Plaintiff incorporates by reference the foregoing paragraphs as if fully set

forth herein.

9
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36. Plaintiff LACEY TOWNSEND entered into a loan agreement with Defendant

EASTERN SPECIALTY FINANCE, INC. d/b/a CHECK 'N GO on or about May 28,

2013. A true and correct copy of the loan agreement is attached hereto as Exhibit H.

This loan was the last in a series that Plaintiff entered with Defendant as part of a cycle of

long-term debt on what was advertised as a short-term solution.

37. Plaintiff borrowed $3,000. At the time he borrowed the principal, he did not

understand fully the financial or legal terms of his loan document, contained in a 3-page,

single-spaced document written in what appears to be 7-point font. He did not

understand that he had a right of rescission, or a right to decline ACH authorization. He

did not understand that he was committing to arbitration unless he opted out. He did not

understand how to opt out of the arbitration clause. He had no knowledge of his legal

rights, or the statutory obligations of the Defendant. He has paid Defendant an amount

not less than $2,370.05 on this latest loan, but has no idea how much he must pay

Defendant before the loan is satisfied.

38. The loan has become a financial burden that is harming Plaintiff's ability to

pay rent, purchase food, and otherwise cover basic living expenses. Loan payments

account for 40% of his pay.

39. Plaintiff is now locked into a long-term obligation with exorbitant interest

rates, penalties and terms.

Class Certification Allegations

40. This action is brought and may properly be maintained as a class action

pursuant to Fed. Civ. P. R. 23. Plaintiff is typical of members of the Class (hereinafter,

the "Class"), Plaintiff brings this action on behalf of himself and all others similarly

10
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situated, as representative of a proposed Class, because the proposed Class is so

numerous that the individual joinder of all its members is impracticable, common

questions of law and fact exist as to all members of the proposed Class, and Plaintiff's

claims are typical of the claims of the members of the proposed Class)

41, Plaintiff anticipates seeking class certification for a class containing all of

those persons who entered into loans with Defendant that contain unconscionable terms

as described in this complaint, including paragraph 29 of this complaint.

Irreparable Harm to Plaintiff

42. Plaintiff incorporates by reference the foregoing averments as if fully set forth

herein.

43. Without immediate injunctive relief, Plaintiff will be irreparably harmed by

the unconscionable terms and conditions of Defendant's loan.

44. If Defendant is permitted to continue to enforce its unconscionable terms,

which include automatically withdrawing no less than $474.01 every two weeks from

Plaintiff's bank account, Plaintiff will face grave financial harm, including possible

default on financial obligations such as rent, food and other important costs of living.

45. While the compensatory damages (for excessive interest, penalties) are

possible to quantify, consequential damages resulting from Defendant's continued

imposition of unconscionable interest and penalties, and Defendant's continued draw on

Plaintiff's bank account, are impossible to quantify with any reasonable degree of

certainty, and could not necessarily be remedied by a monetary judgment.

Plaintiff's allegations for class certification do not constitute a motion for class
certification, and Plaintiffs reserve the right to file a motion for class certification at the

appropriate time.

11
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46. Further, the balance of hardships is in Plaintiff s favor. As of August 9,

2013, Plaintiff's records show he has paid Defendant an amount not less than $2,370.05

on his latest loan (and thousands more on previous loans, and well in excess than the

principal of all of the loans). On the contrary, Plaintiff faces ongoing financial hardship

described above.

47. Plaintiff respectfully submits that the contract is unconscionable. Defendant

ais taking unfair advantage ofPlaintiff and all others similarly situated.

48. The public interest is served if the Court enjoins enforcement of an

unconscionable loan agreement. Further, enjoining Defendant from enforcing an

unconscionable agreement will prevent imminent and real financial harm to Plaintiff, and

allow Plaintiff to focus his limited financial resources on daily living expenses like rent

and food. Finally, the Plaintiff is typical of the Class and those who borrow from

Defendant in that he is the very type of unsophisticated borrower who does not

understand fully the financial implications of the loan agreement and the predatory

practices of the Defendant. Enjoining the Defendant from enforcing an unconscionable

agreement serves the public interest because it protects Plaintiff and the Class from

Defendant's predatory and unconscionable lending practices.

COUNT I

Temporary Restraining Order (TRO), Preliminary and Permanent Injunction

49. Plaintiff incorporates by reference the foregoing averments as if fully set forth

herein.

50. Defendant's loan documents evidence on their face a gross imbalance in the

parties' respective rights and obligations, and the exploitation of an underprivileged,

unsophisticated borrower, and the existence of an unconscionable agreement. The

12
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principal amount of Defendant's loan to Plaintiff is $3,000. The yearly interest rate is

357.91%. Late payments are subject to a delinquency charge of 5% of the unpaid

amount. Defendant had Plaintiff grant Defendant authorization to take continued

automatic withdrawals from Plaintiff's bank account.

51. Defendant has received payments from Plaintiff totaling an amount not less

than $2,370.05. Given that this is the last in a series of loans and that Defendant has

received well more than the principal amounts borrowed by Plaintiff, Defendant will

suffer little, if any, harm if forced to cease taking money for actions described in this

complaint.

52. Plaintiff requests that the Court enter a temporary restraining order,

preliminary injunction, and permanent injunction that enjoins Defendant from collecting

anything more on unconscionable contracts with Plaintiff and all other Class members.

COUNT II
Breach of the Duty of Fair Dealing

53. Plaintiff, on behalf of himself, and the Class, repeats and incorporates by

reference the averments set forth above as if fully set forth herein.

54. Defendant has failed and refused to deal fairly with Plaintiff, and with all

others similarly situated, in connection with Defendant's business practices and imposing

the unconscionable terms of the loan agreements.

55. As a direct result of Defendant's breaches of its duty of fair dealing, Plaintiff,

and the Class, have suffered and will suffer injury as heretofore alleged.

COUNT III
Violation of the Delaware Consumer Fraud Act

13
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56. Plaintiff, on behalf of himself, and the Class, incorporates by reference the

averments set forth above as if fully set forth herein.

57. Defendant's conduct, as alleged above, is in violation of 6 Del. C. 2513.

58. Specifically, as set forth herein, Defendant has engaged in deception, fraud,

false pretense, false promise, misrepresentation, concealment, suppression or omission of

material facts with its customers, with the intent that their customers rely on such conduct

in connection with the sale or advertisement of its products.

59. As a direct result of Defendant's violations of 6 Del. C. 2513, Plaintiff, and

the Class have suffered and will suffer injury as heretofore alleged.

WHEREFORE, Plaintiff, on behalf of himself, and the Class, respectfully

requests that this Court enter judgment as follows:

a. Granting a temporary restraining order and preliminary injunction barring

Defendant from taking funds from Plaintiff s account;

b. Granting a permanent injunction barring Defendant from taking funds

from Plaintiff's account and the account's of the Class;

c. Entering an Order certifying the plaintiff Class, appointing Plaintiff as

representative of that Class, and appointing undersigned counsel to represent that Class,

all pursuant to Fed. R. Civ. P. 23;

d. Awarding to Plaintiff, and the Class, damages, including compensatory

damages, consequential and incidental damages, for Defendant's violation of the duty of

good faith and fair dealing, Defendant's violation of 6 Del. C. 2513;

14
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e. Voiding Plaintiff's loan and the loans to the Class, and awarding Plaintiff

and the Class all amounts Plaintiff and the Class borrowed from, and paid to, Defendant

pursuant to their loan agreement with Defendant;

f. Awarding to Plaintiff, and the Class, punitive damages for Defendant's

willful bad faith conduct;

g. Awarding to Plaintiff, and the Class, pre- and post-judgment interest;

h. Awarding to Plaintiff, and the Class, all costs of this action, including

reasonable attorney fees;

i. Awarding such other and further relief as this Court deems just and

appropriate.

Dated: August 'I, 2013
CROSS & SIMON, LLC

83, (Ri2._
Richard H. Cross, Jr. (No. 3576)
Christopher P. Simon (No. 3697)
913 North Market Street, 11 th Floor
P.O. Box 1380

Wilmington, Delaware 19899-1380
(302) 777-4200

(302) 777-4224 Facsimile

rcross@crosslaw.com
esimon@crosslaw.com

-and-
PIRES COOLEY
Alexander J. Pires, Jr.
Diane E. Cooley
4401 Q St. NW
Washington, DC 20007

(202)905-6706
farmerslawyer@aol.com
dianecooley@pirescooley.com

Attorneysfor PlaintUf
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Executive Summary
Payday loan borrowers spend Comptroller of the Currency (OCC),
approximately $7.4 billion' annually and Federal Trade Commission (FTC),
at 20,000 storefronts and hundreds also will have important roles to play as

of websites, plus additional sums at a banks and online providers continue to

growing number of banks. The loans enter the payday loan field.'
are a highly controversial form of credit,
as borrowers find fast relief but often Existing data sh.ow that, in at least two

struggle for months to repay obligations significant respects, the payday lending
marketed as lasting only weeks.' While market does not function as advertised.

proponents argue that payday lending is First, payday loans are sold. as two-

a vital way to help underserved people week credit products that provide
solve temporary cash-flow problems, fast cash, but borrowers actually are

opponents claim th.at the practice preys indebted for an average of five months

on overburdened people with expensive per year. Second, despite its promise of
debt that is usually impossible to retire "short-term" credit, the conventional

on the borrower's next payday payday loan, business model requires
heavy usage to be profitable—often,

Many state officials have acted to curb renewals by borrowers who are unable

payday lending. However, there has to repay upon their next payday. These

been little opportunity for federal discrepancies raise serious concerns

policy on payday lending until now about the current market's ability to

Resolving the debate over the ways in provide clear information that enables
which payday loans and lender practices consumers to make informed decisions.

may help or harm borrowers will fall
to the Consumer Financial Protection. This report, Who Borrows, Where They
Bureau (CFPB), which Congress recently B.orrow, and Why, is the first in Pew's

created and charged with regulating Payday Lending in America series. The

payday lending. Other federal agencies, findings provide policy makers with

such as the Federal Deposit Insurance research to address concerns about small-

Corporation (FDIC), Office of the dollar loans and to promote a safe and

WWW.PEWTRUSTS.ORG/SMALL-LOANS

2



Case 1:13-cv-01403-UNA Document 1-1 Filed 08/09/13 Page 6 of 25 PagelD 21

EXECUTIVE SUMMARY

transparent marketplace. in addition to demographically? How many people are

discussing Pew's focus groups, the report. borrowing? How much do they spend?
presents selected results from a first-ever Wh.y do they use payday loans? What

nationally representative telephone survey other options do they have? And do state

of payday borrowers. The report answers regulations reduce payday borrowing or

six major questions: Who are borrowers, simply drive borrowers online instead?

WWW.PEWTRUSTS,ORG/SMALL-LOANS
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Key Findings
Ki Who Uses Payday Loans? Twelve that, while lower income is associated

million American adults use payday with a higher likelihood of payday loan

loans annually. On average, a borrower usage, other factors can be more predictive
takes out eight loans of $375 each per of payday borrowing than income. For

year and spends $520 on interest, example, low-income homeowners are

Pew's survey found 5.5 percent of adults
less prone to usage than higher-income

nationwide have used a payday loan
renters: 8 percent of renters earning $40,000

in

the past five years, with three-quarters of
to $100,000 have used payday loans,

borrowers using storefront lenders and compared with 6 percent of homeowners

almost one-quarter borrowing online. State earning $15,000 up to $40,000.

regulatory data show that borrowers take
out eight payday loans a year, spending

Do Borrowers Use Payday

about. $520 on interest with an average
ans? Most borrowers use payday

loan size of $375. Overall, 12 million
loans to cover ordinary living expenses

Americans used a storefront or online
over the course of months, not

payday loan in 2010, the most recent year
unexpected emergencies over the

for which substantial data are available,
course of weeks. The average
borrower is indebted about five
months of the year.Most payday loan borrowers are white,

female, and are 25 to 44 years old. However, Payday loans are often characterized
after controlling for other characteristics, as short-term solutions for unexpected
there are five groups that have higher expenses, like a car repair or emergency
odds of having used a payday loan: those medical need. However, an average
without a four-year college degree; home borrower uses eight loans lasting 18 days
renters; African Americans; those earning each, and thus has a payday loan out for
below $40,000 annually; and those who five months of the year. Moreover, survey
are separated or divorced. It is notable respondents from across the demographic

WWW. PEWTRUSTS.ORG/SMALL-LOANS
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KEY FINDINGS

spectrum clearly indicate that they are Des Payday Lending Regulation
using the loans to deal with regular, Affect Usage? In states that enact

ongoing living expenses. The first time strong legal protections, the result is a

people took out a payday loan.: large net decrease in payday loan

Ili 69 percent used it to cover a usage; borrowers are not driven to

recurring expense, such as utilities, seek payday loans online or from

credit card bills, rent or mortgage other sources.

payments, or food; In states with the most stringent
16 percent dealt with an unexpected. regulations, 2.9 percent of adults reportfig

payday loan usage in the past five
expense, such as a car repair or

emergency medical expense. years (including storefronts, online, or

other sources), By comparison, overall

What Would Borrowers Do Without payday loan usage is 6.3 percent in more

Payday Loans? If faced with a cash moderately regulated states and 6.6 percent
shortfall and payday loans were in states with the least regulation. Further,
unavailable, 81 percent of borrowers payday borrowing from online lenders and

say they would cut back on expenses. other sources varies only slightly among

Many also would delay paying some states that have payday lending stores and

bills, rely on friends and family, or sell those that have. none. In states where there

personal possessions. are no stores, just five out of every 100

would-be borrowers choose to borrow
When presented with a hypothetical payday loans online or from alternative
situation in which payday loans were

sources such as employers or banks, while
unavailable, storefront borrowers would

95 choose not to use them.
utilize a variety of oth.er options. Eighty-
one percent of those who have used a

storefront payday loan would cut back
on expenses such as food and clothing.
Majorities also would delay paying bills,
borrow from family or friends, or sell or

pawn possession.s. The options selected

the most often are those that do not

involve a financial institution. Forty-four
percent report they would take a loan from
a bank or credit union, and even fewer
would use a credit card (37 percent) or

borrow from an employer (17 percent).

WWW.PEWIRUSTS.ORG/SMALL-LOANS
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Introduction
Deborah is a youn.g mother who works loan debt. "Once my taxes came in, I

full time as a teacher and is studying just paid it. off and walked away, said
for a graduate degree. She has struggled Deborah. "I was like' Tin done.'"
to make ends meet. "It just. seems like
one thing after another, she said; "I Like Deborah, a former payday loan
can't seem to catch up." A few years borrower in one of Pew's focus groups,
ago, Deborah needed money when she millions have turned to payday lenders
could not afford both her monthly bills when finances are tight, finding fast relief
and her daughter's routine vaccinations, but struggling for months to repay loans

Deborah said that she has used student that, according to marketing, are supposed
loans, bank loans, and credit cards to last only weeks. Payday loans are small-
when she was short on money When dollar credit products that typically range
she needed more, she thought she could from $100 to $500, though may be larger
get help from family or friends, but "1 depending on state law; the average loan
didn't want to ask somebody for it." is about $375.5 Lenders usually charge
Instead, Deborah borrowed a couple about $15 per $100 borrowed per two

hundred dollars from a payday lender. weeks (391 percent Annual Percentage
"I was scared when I went in there, but. Rate or APR).6 The loans are secured by
I needed the money, and I knew it was a claim to the borrower's bank account

a fast fix, she said. Deborah's loan was with a post-dated check or electronic debit
due in full on her next. payday but she authorization.

could not come up with enough extra

cash to pay the lump sum and meet Payday loans are due in full on the
her other expenses. So she renewed the borrower's next payday; yet if the

loan, paying fees to push the due date borrower cannot pay off the full loan
to her next payday but receiving no plus interest, she pays a fee to extend

reduction in the principal owed. It took the due date, or pays back the loan

nearly six months of renewals before but quickly takes out a new one to

she had enough money for a payment cover other expenses. The loans do

large en.ough to eliminate her payday not amortize, so this payment does

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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INTRODUCTION

not reduce the loan principal owed. For payday—for its profitability.12 Researchers

example, a person who borrows $400 at the Federal Reserve Bank of Kansas
for a $60 fee for two weeks would have City concluded that, "the profitability
paid approximately $480 in fees after of payday lenders depends on repeat
renewing the loan for four months, borrowing.'13 A.ccording to industry
but would still owe the original $400. analysts, "In a state with a $15 per $100
Most payday loans come from storefront rate, an operator, will need a new

providers with specialized state lending customer to take out 4 to 5 loans before
licenses, but similar types of small-dollar that customer becomes profitable."18 For

loan products are available elsewhere, example, an analysis of North Carolina

including from online lenders and banks data found that 73 percent of lender
that offer "deposit advance" loans.' revenue came from borrowers using

seven or more loans per year." Despite
Existing data show there are two clear these realities, payday loans continue to

problems in this market. First, payday be packaged as short-term or temporary
loans are sold as two-week credit products products.
that provide fast cash for emergencies
in exchange for a fee. But the lump-sum Pew's research seeks to explore these

repayment model appears to make it discrepancies between packaging and
difficult for borrowers to avoid renewal. reality; and to demonstrate borrower
Pew's analysis of state and industry data experiences and outcomes The survey
indicates that borrowers are indebted for discussed in this report is a first-ever
an average of about five months of the nationally representative telephone poll of

year.8 According to one study, 76 percent payday loan borrowers about their usage,
of these loans, including renewals, are conducted in two parts. Demographic
borrowed within two weeks following an data derive from 33,576 responses,
existing payday loan's due date, meaning representative of all adult Americans,
the borrower could not pay back the loan while information about why borrowers
and make it to the next payday without used payday loans and what alternatives
another loan.9 In addition, Pew's analysis they have come from 451 interviews

of data from Oklahoma finds that more representative of all storefront payday
borrowers use at least 17 loans in a year loan borrowers.
than use just one.'°

Second, the conventionaP' payday loan
business model depends upon heavy
usage—often, renewals by borrowers
who are unable to repay upon their next

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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Who Uses l'ayday Loans?
Twelve million American adults use Pew's survey found that borrowers are 52

payday loans annually. On average, a percent women and 55 percent white; 58
borrower takes out eight loans of $375 percent rent their homes; 85 percent do
each per year and spends $520 on not have a four-year college degree; 72
interest percent have a household income of less
The Pew survey found that 55 percentl6 than $40,000; and 52 percent fall in the

of American adults report having used 25 to 44 age category (See Appendix A

a payday loan in the past five years.17 In for a complete demographic breakdown

addition, using the most recent available of payday loan borrowers.) However,
data, '8

we calculate approximately 12 these figures do not necessarily reflect

million'9 Americans used a storefront or the likelihood of payday loan usage
online payday loan in 2010, a figure that is among different demographic groups.
consistent with the 5.5 percent finding. For example, while slightly more women

use payday loans than men, gender is

Although Pew's survey reveals that not a significant predictor of payday
borrowing is concentrated among younger, loan usage. Similarly; like the general
low-to-moderate-income individuals, people population, most payday loan borrowers
of most ages and incomes use payday loans. are white, but white respondents are less

Importantly while these findings indicate likely to have used a payday loan than.
which. individuals are most likely to borrow, people of other races or ethnicities. The

they do not imply that a given characteristic results presented in this section are largely
causes people to use payday loans, consistent with prior research.2°

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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WHO USES PAYDAY LOANS?

WHAT DO BORROWERS SPEND?

Lenders sell payday loans as a temporary bridge to the next payday, though in reality
most borrowers are indebted for much longer than one pay cycle. Payday loan
consumers take out an average of eight payday loans a year, often renewing an existing
loan or taking out a new loan within days of repaying the previous one. Data from Florida
indicate that borrowers who take at least 12 loans in a year use 63 percent of all payday
loans.22 The average loan is about $375.23 Three-quarters of payday loans come from

storefronts, with an average fee of $55 per loan, and roughly one-quarter originate
online, with an average fee of $95. Using these figures, we calculate that the average
borrower spends about $520 on interest each year.21

How much borrowers spend on loans depends heavily on the fees permitted by their
state. The same $500 storefront loan would generally cost about $55 in Florida, $75 in

Nebraska, $87, 50 in Alabama, and $100 in Texas, even if it were provided by the same

national company in all of those states. Previous research has found that lenders tend to

charge the maximum permitted in a state.'s

For an analysis of how borrowers in each 57 percent higher for renters than for

demographic group obtain their loans (i.e., homeowners;
from storefronts versus online), see Exhibit

62 percent higher for those earning less
13 on page 28. For more information on than $40,000 annually than for those
the findings regarding these groups, see our earning more;
website at wwwpe.wtrusts.orgismall-loans.

82 percent higher for those with some

college education or less than for thoseWhich demographic tratts
with a four-year degree or more;.best predict loan usage,
103 percent higher for those who areafter controlling for other
separated or divorced than for those of all

factors? other marital statuses (single, living with a

Pew researchers developed a logistic partner, married, or widowed); and

regression model to evaluate how certain 105 percent higher for African Americans
characteristics relate to usage, while than for other races/ethnicities.
controlling for other factors. Among these

characteristics, the odds of payday loan For more on the model and the

usage are: characteristics tested, see Appendix B.

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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REMAIM

Pew's survey revealed that payday loan EXHIBIT 2:

usage is highest in parts of the South and PAYDAY LOAN
Midwest Census regions (e.g., 13 percent BORROWING MORE
of adults have borrowed in Oklahoma and COMMON IN CITIES
11 percent in Missouri, two of the leading

7 percent ngpayday loan states) and is significantly of those Hyiin cities
have used a payday team

higher in urban areas as compared with the
suburbs. A major factor causing the U rban
significant variation in payday loan usage
by Census region and division is the Suburban

difference in how states regulate payday Exurban
loans, detailed on page 20. Small town

Rural

EXHIBIT 3: WEST
PAYDAY LOAN USAGE PACIFIC

BY GEOGRAPHIC GROUPING. MOUNTAIN

MIDWEST
WEST NORTH CENTRAL

EAST NORTH CENTRAL

V. HI 1
NORTHEAST

MIDDLE ATLANTICtAkhzAlktaiipoHmiiuit,.:AvIveN:I:
NEW ENGLAND IL

SOUTH
WEST SOUTH CENTRAL

6 EAST SOUTH CENTRAL

SOUTH ATLANTIC

NOTES: Exhibit 2: Exurban (inside a Suburban County of the MSA); Smail town (in an MSA that has no Center City); Rural (Not in an MSA), Urban (in
the Center City of an VISA), Suburban (Outside the Center City of an MSA, but inside the county Containing the Center CitA, The Office of Manage-
meet and Budget classifies geographic areas into Metropolitan and Micropohtan Statistical Areas NSA): aid these groupings are used by the U, S.
Census Bureau, The higher usage in cities is consistent with previous research demonstrating that, historically, payday lending has been tied to relativeiy
densely popuiated areas, as described in Robert Mayer's Quick cash. This rate is significantly higher than the a percent of suburban-arca residents who
report having used payday loans. bata represent payday loan usage by geographic area in the contiguous United States.

Exhibtt 3; Regions and divisions are those used by the LI.S. Census Bureau, Data represent payday loan usage by geographic area in the contiguous
United States, For state-level data, see www.pewtrusts.org/small•loane.
No surveys were conducted in AK and HI.

Results from Exhibits 3 and 4 are based on 33,576 intewiews conducted from August to December 2011.

SOURCE: Pew Safe Small. Dollar Loans Research Project, 2012.
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Why Do Borrowers Use
Payday Loans?
Most borrowers use payday loans loans, which are advertised as short-
to cover ordinary living expenses term., small-dollar credit intended for
over the course of months, not emergency or special use. Industry,
unexpected emergencies over advocates, and regulators all suggest.
the course of weeks. The average that using payday loans for recurring
borrower is indebted about five expenses is not an effective use of high-
months of the year. cost credit and that, rather, such credit

should be used to cover unexpected
Pew's survey asked borrowers why expenses for a short period of time."
they first took out a payday loan. As Yet, previous research, as well as

illustrated in Exhibit 4, borrowers' initial discussions with industry leaders, and
reasons stem from an ongoing need for state-level reports, all make clear that
income, rather than a short-term need a typical borrower uses payday loans
to cover an unexpected expense." Four many times per year, and much of
times more storefront. borrowers used this borrowing comes in relatively
their first payday loans for a recurring quick succession once someone begins
expense (69 percent) than for an using payday loans." Pew's analysis
unexpected expense (16 percent). of existing data found that an average

borrower is in payday loan debt for five
These findings provide a sharp contrast, months per year, using eight loans th.at
with the conventional image of payday last 18 days each.3°
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WHY DO BORROWERS USE PAYDAY LOANS?

Regular, Ongoing Expenses EXHIEHT 4:

Female borrower, Chicago: MOST BORROWERS
"I was behind on my mortgage

USE PAYDAY LOANS FOR
and cable bill." RECURRING EXPENSES

REASON FOR FIRST LOAN
Male borrower, Chicago:
"Just need to get to the next paycheck.
And I. need, you know, either pay the bill
to keep the lights on, or need some food,
or whatever it is."

Female borrower, San Francisco:

"If I have bills to pay, or say I need food
on the table, I am going."

Male borrower, San Francisco:

"Well, I was a little short and was thinking
I could use some more money and I was at

the ATM actually, and it was there, offering
me a direct deposit advance. So, I thought

-e.g., utiies, car payment,
I would try it." credit card

"4 Unexpv:::;:(y,c1 Emergency/Expense 2% don't know

Male borrower, New York: NOTES: Data represent percentage of borrowers who reported the
reason for using tham- first payday loan based on 451 interviews,

"I got mine because my son got December 2011 March 2012. SamOng error for the tul-bngth suivey

in a car accident." of storefront payday ban borrowers is 4.6 percentage points.
Survey participants were asked: Thinking back now to (that
FiRST/the) time you took out a (ontne payday loan/payday loan/autoMale borrower, New York: title loan), which of the following best describes what specifically you

"I had to .3et money for my car to get fixed." needed Ule money for?
1 To pay rent or a mortgage
2 To pay for food and groceries

Somethh" i:, STe pay a regular expense, such as utilities, car payment,
credit card bill, or prescription drugs

Female borrower, San Francisco: 4 To pay an unexpected expense, such as a car repair or

"It was the holidays and I just needed some emergency medicat expense
6 To pay for something special, such as a vacation,

extra cash to get gifts and help out with entertainment, or gifts
Christmas dinner and do my part." 6 (Do not read) Other (specify)

The combtned resuits for "Recurring Expenses" include Regular
Male borrower, San Francisco: Expense (53 percent). Rent or Mortgage (10 percent), and Food (5

patient) and add to 69 rather than the expected 68 because of
"It was a frivolous expense. Some friends rounding decimals. The response options were randomized in this

and other survey questions, so the order in which the respondentwanted us to accompany them on an out- heard them varied to eliminate order bias,

of-town trip.. and I thought, 'why not?" SOURCE: Pew Safe Smafi-Doilar Loans Research Project, 2012.

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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WHY DO BORROWERS USE PAYDAY LOANS?

PAYDAY LOAN MARKETING VS. PRACTICE

Payday loans are frequently described as short-term credit for unexpected expenses, and

marketing materials sometimes inform borrowers that payday loans are not intended for long-
term use, The industry advertises this small-dollar form of credit as a product that offers
borrowers "access to a financial option intended to cover small, often unexpected, expenses,
but states that a payday loan "is not meant to be a long-term solution."" A large payday lender
warns in its direct mail advertisements: "Short-term loans are not intended to be long-term
financial solutions."33 Another warns: "Payday advances should be used for short-term financial
needs only, not as a long-term financial solution."34

Despite these warnings, repeat borrowing is the norm. Prior research indicates that borrowers are

indebted for an average of five to seven months of the year." As a report by the Federal Reserve
Bank of Kansas City Economic Research Department concluded, "The profitability of payday
lenders depends on repeat borrowing."36

The dependence on repeat borrowing is illustrated by the reaction of payday lenders to a recent

Washington State law limiting borrowers to eight loans per year. The largest storefront lender in
the United States "decided to close an additional 30 centers in the State of Washington where
changes in the law there have greatly affected our ability to operate profitably in that state."37

Similarly, according to industry analysts, "In a state with a $15 per $100 rate, an operator will
need a new customer to take out 4 to 5 loans before that customer becomes profitable."33

The industry's stated best practices include limiting rollovers to four per person (or the state

maximum) and providing extended repayment plans to borrowers who are unable to repay their
loan within the original term.j9 Despite the promotion of these standards, marketing practices
differ greatly. One key area of inconsistency is the practice among lenders of offering incentives
to encourage habitual loan usage, such as discounts for repeat borrowing and referral bonuses.4°
As an example, one of the largest online payday lenders, which is affiliated with the largest
storefront lender, offers a "Preferred Member Bonus" (Silver Status after five payday loans, Gold
Status after 10 payday loans, and PlatinuM Status after 15 payday loans).ti

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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What Wou c Borowers Do
Without Payday Loans?
If faced with a cash shortfall-and options to deal with those needs if

payday loans were unavailable, 81 payday loans were no longer available.
percent of borrowers say they would in general, borrowers are more likely
cut back on expenses. Many also to choose options—such as adjusting
would delay paying some bills, rely their budgets, delaying bills, selling or

on friends and family, or sell personal pawning personal items, or borrowing
possessions. from family or friends—that do not

Even though most borrowers use payday connect them to a formal institution.

loans for recurring expenses, rather than Eighty-one percent of payday borrowers
for emergencies, survey respondents say they would cut back on expenses if

indicated they would use a variety of payday loans were unavailable.

EXHIBIT 5:

ALTERNATIVES IF PAYDAY LOANS
WERE UNAVAILABLE

NOTES: Data represent percentage of borrowers who would use each of these strategies if payday loans were unavailable,
based on 451 interviews, December 2011 to March 2012.

Survey participants were asked: 'I'm going to read you several options. For each, tell me whether you wouid use this
option if you were short on casn and short-term loans of any kind no longer existed. How about (method)? Would you use

this option or not?" The "borrow from employer" item was only asked of employed respondents.
SOURCE: Pew Safe Small-Dollar Loans Research Project, 2012.

WWW.PEWTRUSTIORGJSMALL-LOAN5
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WHAT WOULD BORROWERS DO WITHOUT PAYDAY LOANS?

These survey findings are consistent may reflect a sentiment that those
with tactics described by former payday products are not available to them. Most,
loan borrowers in a focus group Pew though not all, focus group participants
conducted in late 2011 near Manchester, nationwide indicated that they had
New Hampshire, to find out what maxed out their credit cards or believed,
residents are doing now that there are no they would not qualify The reluctance

longer storefront payday lenders there. to view credit cards as an alternative also
In that group, payday loan, borrowers may stem from confusion among some

discussed various strategies they use borrowers about whether the interest rate

in place of payday loans, such as re- on a credit card is higher or lower than the

budgeting, prioritizing bills, pawning interest rate on a payday loan. On several
or selling belongings, borrowing from occasions, borrowers in focus groups
family members, or, as one borrower equated the simple interest rate (e.g., 15

stated, working out "payment plans with percent for a loan with a $15 per $1.00 fee

utility companies." Another borrower for two weeks) with the Annual Percentage
discussed prioritizing money: "I budget. Rate disclosed for a credit card (which
I do my best, but the main thing that might be 15 percent on art annual basis).
has to get paid is that mortgage... I pay For example, a borrower from Alabama
that mortgage, I pay my car, I pay my stated: "Because the interest on.. some

insurance, an.d whatever is left over, that's credit cards [is] 23.99 percent. So if you
what everything else gets paid with." go charge $300, and then you don't pay

that $300 off at the end of the month
While a majority of surveyed borrowers they're going to tack that 23.99 percent
said they would not take out a loan from on to it, so you're going to still be paying
a bank or credit union, many focus group more than you would if you had to [get a

participants throughout the country payday loani."
expressed that they would rather borrow
from a bank or a credit union than from Previous surveys have found similar
a payday lender if that option were results to Pew's findings about payday loan.
available to them. The fact that a majority alternatives. A study of former storefront
of survey respondents failed to list banks payday loan borrowers in North Carolina
or credit unions as options may reflect an found households have other ways to

expectation, demonstrated among many cope with cash shortfalls. For example,
focus group members, that they would, not borrowers who experienced a shortfall
be approved for a loan. within the previous three years chose

instead to delay expenses (52 percent),
Similarly the fact that most survey use savings (44 percent), or borrow from

respondents would not use credit cards family or friends (42 percent)." A study of
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WHAT WOULD BORROWERS DO WITHOUT PAYDAY LOANS?

California payday loan borrowers found borrow the additional amount from family
that of those.who decided not to take or friends.43Another survey of low- to

out a payday loan explicitly because of moderate-income people in parts of Texas

the interest rate or fee, 47 percent chose revealed that while 23 percent had used
to borrow from family or friends and 26 a payday loan, far more (60 percent) had

percent elected to wait until payday In borrowed from family or friends. Among
addition, for borrowers who were unable payday loan borrowers in that study 45
to obtain the full amoum they needed percent indicated they also borrowed from
from a payday lender, most chose to family or friends."
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Does Payday Lending
Regulation Affect Usage?
In states that enact strong legal would. prohibit such. small-dollar loans or

protections, the result is a large apply usury interest rate caps. Since then,
net decrease in payday loan usage; the wisdom of allowing payday lending has
borrowers are not driven to seek payday been a hotly contested issue amonG state
loans online or from other sources. policy makers and stakeholders. States have

Modern payday loans owe their existence to deployed a variety of strategies designed
efforts, mostly in the 1990s, to create custom to prohibit, control, or enable this form of

exemptions to state laws that otherwise small-dollar credit.

EXAMPLES OF STATE LAW TYPES

MISSOURI (PERMISSIVE)
Missourl permits single-repayment payday loans with finance charges and interest not to

exceed 75 percent of the borrowed principal. The 2011 payday lending report from Missouri's
Division of Finance cites a fee of $52.45 for a 14-day loan of $307.56 (444.61 percent APR).45
Payday loans are available for up to $500.
Incidence: 9.7 percent storefront, 1.5 percent online

FLORIDA (HYBRID)
Florida permits single-repayment payday loans with fees of 10 percent of the borrowed
principal, along with a $5 fee for borrower verification with a state database of payday loan
users. Payday loans are available for up to $500 and each borrower may have out only one

payday loan at any given time.
Incidence: 6.6 percent storefront, 0.6 percent online

GEORGIA (RESTRICTIVE)
Georgia state statute prohibits payday lending in most forms. As in other jurisdictions, many
banks and credit unions are exempt from the restdction on payday lending in thel state.
Incidence: 1.9 percent storefront, 0.5 percent online
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DOES PAYDAY LENDING REGULATION AFFECT USAGE?

In the past decade, some states—most E Hybrid states have relatively more

recently including Arizona, Arkansas, exacting requirem.ents than Permissive
Montana, and New Hampshire—have states, with at least one of the following
revived consumer protections and rolled three forms of regulation: (1) rate

back laws that authorized payday loans, caps, usually around 10 percent of the
These states h.ave reimposed usury interest borrowed principal, which are lower
rate caps or discontinued payday lenders' than most states but still permit loans

exemptions from these usury limits. Other to be issued with triple-digit APRs; (2)
states have limited the number of high- restrictions on the number of loans per
cost loans or renewals that a lender may borrower, such as a maximum of eight
offer to an individual, in an attempt to loans per borrower per year; or (3)
enhance borrowers' ability to repay debts allowing borrowers multiple pay periods
in a timely fashion.'6 to repay loans. Storefronts that offer

payday loans exist in substantial. numbers
Following a thorough review, Pew in these states, though the market may
identified three categories of state payday be more consolidated and per-store loan
loan regulation. (See Exhibit 6 for a volume may be higher here than in less

complete breakdown of the. states. See restrictive states.49 Sixteen percent of

wwwpewtrusts.org/small-loans for a Americans live in the eight Hybrid states.

compilation of relevant laws by state and a

short history of payday lending law.) M Restrictive states either do not

permit payday lending or have price
E Permissive states are the least caps low enough to eliminate payday
regulated and allow initial fees of 15 lending in the state. This rate cap often

percent of the borrowed principal or is 36 percent APR. Generally, payday
higher. Most of these states have some loan storefronts are not found in these

regulations, but allow for payday loans states. This category includes states where
due in full on a borrower's next payday deferred presentment transactions (post-
with Annual Percentage Rates (APRs) dated checks) are not authorized, are not

usually in the range of 391 to 521 percent specifically exempted from general state

($15 to $20 per $100 borrowed per two laws on usury or are explicitly prohibited
weeks). Payday loan storefronts are readily by state statute. Twenty-nine percent of
available to borrowers located in these Americans live in the 14 states and the
states, Most Americans-55 percent— District of Columbia that have a Restrictive
live in the 28 Permissive states. payday loan regulatory structure.
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DOES PAYDAY LENDING REGULATION AFFECT USAGE?

EXHIBIT 6:

HOW STATES
REGULATE
PAYDAY LENDING

States have deployed a variety
of strategies designed to

prohibit, control, or enable this
form of small-dollar credit.

Allow single- Have payday loan Have no payday loan
repayment loans with storefronts, but storefronts.
APRs of 391 percent maintain more exacting
or higher. requirements, such as

lower limits on fees
or loan usage, or longer
repayment periods.

r Crn

SOURCE: Pew Safe Srnah-Dollar Loans Research Project, 2012.
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DOES PAYDAY LENDING REGULATION AFFECT USAGE?

Payday Lending Regulation EXHIBIT 7:

Not Leading to Increased In states that
Online Borrowing restrict storefront
A key issue being discussed in state payday rending,
legislatures is whether restricting storefront tursz6q,A di be
payday lenders will lead borrowers to

obtain loans from the Internet or other
sources instead.50 Consumer advocates"

—jUStand some storefront lenders" have
warned that other forms of lending, five borrow online
particularly online payday lending, could or elsewhere.,
harm borrowers because they oftenoccur,

s

s.

outside the reach of state regulators.
(Pew has seen evidence of fraud, abuse,:
and other problems with online payday
lending, and will explore these later inthis,
report. series.)

Es::

However, Pew found that in Restnctive SOURCE; Pew Sate Small-Dollar Loans
Research Project, 2012,

states, payday loan usage from all sources

combined is far lower as compared with
other states (see Exhibit 8)." Storefront Restrictive payday loan laws lead to

payday loan usage is 75 percent lower 393 fewer storefront borrowers per
in Restrictive than in Permissive states, 10,000 people;
while online and other payday loan usage Of these, just 21 5 percent) gois only slightly higher (this difference is

online or elsewhere to get a payday
not statistically significant). Thus, the vast

loan; and
majority of would-be storefront borrowers
in Restrictive states are not going online or ra The remaining 372 (95 percent) do
to other providers to obtain payday loans not use payday loans.
instead.

In other words, in states that restrict

Our data show that, in states that enact storefront payday lending, 95 of 7.00

strong legal protections, the result is a would-be borrowers elect not to use

large. net decrease in payday loan usage payday loans at all—just five borrow

(see page 23). online or elsewhere.
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There is significantly less payday loan EXHIBIT 8:

usage in states with strong legal NUMBER OF BORROWERS
protections because most people are not PER 10 000 POPULATIONv
getting payday loans from the Internet or

other sources instead. Although online 700 tj Storefront
payday lending and other sources may elt::;,'"4,..W.".;"4,

-..zw,--Ng:_,-"Wa..„,y,
borrowers

continue to experience substantial growth 600
Online and othe

in coming years, these data give no
500 W.204.2**--;illigia4144,,e~: Pi$ borrowers

indication that regulation of payday loan orislal*,0" -zem.‘isqo'w".--:.--"gi*%'Nt*Fistorefronts would fuel this growth. While 400 L;....,40,,5081110:17',
online borrowing often is discussed as a

probiem in states without storefronts, it is 300
15;14.,,. 511,419.1w b irr. '7-'444N:

nearly as prevalent in states with payday '"s4414444-4-44011,40 P4, 1.•,,,,,a...z........200 AitAitanit, :if"k"1"4'4.#.101tloan stores. In Permissive states, fully itagfam.L.tv:hv,,v*...-435
one-third of online borrowers also have 100 ----74, Y:'e,z7, -..va..1.-:, i,,, 1,1, :4,11:37V::::..,r,, ..e 1‘,;5:,,!5,,,,,r.47:,, ;Y,S;;,.
borrowed from stores, choosing both
methods rather than one or the other. 0

National

Permissive
states

Hybrid
states

Restrictive
states 886i 30

NOTE& 'Online or other represents all borrowers who have indicated online usage (including those who have borrOwed both online and

from a storefront), plus usage from other lenders that may include banks; orealt unions, or employers, among others. Results am reported to
two decimal places, but this reporting is not intended to imply. such a detailed level of precision. Rather, two decimal places are used in
order to avoid inaccurate calculations between groupings that could be caused by rounding. Because of sampling error, it is possible that
The true level of usage in any of these groupings is slightly higher or lower.

Restrictive states are those that have no payday loan storefronts, Permissive states allow single-repayment loans with APRs of 391 percent
or higher. Hybrid states have payday loan storefronts, but maintain more exacting requirements, such as lower limits on fees or loan usage,
or longer repayment periods. IH

Data represent percentage of adults in each category who report having used a payday loan in the past live years. Results are based on

.33,576 interviews conducted from August 2011 through December 2011.

SOURCE: Pew Sale Small-Dollar Loans Research Project, 2012.
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Permissive states Restrictive states
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EXHIBIT 9:

METHOD OF ACQUIRING PAYDAY LOANS
BY STATE LAW TYPE
Percentage of adults reporting payday loan usage in the past five years

BORROW FROM BORROW FROM
STOREFRONT ONLINE OR NUNER OF
ONLY OTHER* lhITEMEWS
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DOES PAYDAY LENDING REGULATION AFFECT USAGE?

This analysis makes an evidence-based Pew also conducted a logistic regression
assumption backed by strong empirical analysis to examine the effect of state law type
data that inherent demand for payday loans on the odds of payday borrowing, controlling
is similar in Restrictive and Permissive for borrower demographic characteristics.
states. Store counts from 2006 in the four The findings are that the odds of payday loan
states that have most. recently adopted usage for people who live in a Permissive or

a Restrictive regulatory strategy after Hybrid state are 169 percent higher than for

previously being Permissive—Arkansas, those who live in a Restrictive state, meaning a

Arizona, Montana, and New Hampshire— person's state of residence is a highly significant
show a similar number of stores per capita factor in predicting payday loan usage, even

as in the other then-Permissive states: 5.5 after controlling for borrower demographics.
percent fewer stores (0.64 fewer stores)
per 100,000 residents in 2006 than theft To examine whether these data were

counterparts that remain Permissive (see considerably impacted by changes in state

Exhibit 10).5' This fairly small difference in laws during the period of inquiry in, our

payday lenders per capita suggests there is survey, Pew compared incidence in states that
not large variation between these two state changed their laws during the past five years
groupings in demand for payday loans." and those that did not." There was relatively
Other Restrictive states, such as North little difference in incidence of payday loan
Carolina and Georgia, that were previously usage between states that had Restrictive

Permissive, also had heavy payday loan regulation prior to 2007 (2.93 percent) and

activity before changing their laws." those five states that implemented Restrictive

regulation after January 2007 (2.46 percent).
Usage rates are similarly close for states with.

EXHIBIT 10: Hybrid regulation prior to 2007 (6.14 percent)
PAYDAY LOAN and the five, states that implemented Hybrid
STOREFRONTS regulation in 2007 or later (6.43 percent).

STOREFRONTS
PER 100,000

STATE LAW RESIDENTS Prior research has found "no evidence that
TYPE IN 2006

prohibitions and price caps on one AFS

(Alternative Financial Services) product lead
consumers to use other AFS products."'" Our
research builds on that finding, revealing that

NOTES: These figures are based on our analysis of state-by-state the vast majority of would-be borrowers do
storefront data from Steven Graves and Christopher Peterson. not even substitute a new method (using the
Restrictive states are those that have no payday loan storefronts.
Permissive states allow single-repayment loans with APRs of 391 Internet instead of a storefront) to obtain the
percent or higher,

same AFS product, which in this case is a
SOURCE: Pew Safe Small-Doliar Loans Research Project, 2012;
Graves and Peterson (2008). payday loan.6"
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DOES PAYDAY LENDING REGULATION AFFECT USAGE?

Payday Lending Regulation EXHIBIT 11:

STATE LAWS ARE NOTNot Driving Increase in
DRIVING PAYDAY LOANBorrower Complaints COMPLAINTS

Another issue that state legislators and
The percentage of complaints against paydayregulators have considered is whether lenders received by the Better Business Bureau

payday lending restrictions could be driving in each state law grouping closely mirrors the
percentage of the population living in those

an increase in borrower complaints.63 states, suggesting that regulation is not driving
complaints.

Consumer advocates also have been
PERCENTAGE OF PERCENTAGE OFconcerned that an increase in complaints ALL COMPLAINTS U.S. POPULATION

may be driven by online lenders."' BY STATE LAW TYPE BY STATE LAW TYPE

Given that online borrowing is nearly
as prevalent in Permissive states (1.08
percent) as in Restrictive ones (1.21
percent), the rate of complaints increasing
more in one type of state than another
seems unlikely

The Better Business Bureau reports that

complaints against payday lenders are

on the rise."' While online borrowing
generally may indeed be driving this r

increase, there is DO indication that
fi,MV

the increase is attributable to efforts to

regulate storefront payday lending. As
shown in Exhibit 11, Pew's analysis of
the complaints received by the Better NOTE: Complants are those received by the Better Business
Business Bureau in 2011 finds state Bureau about payday lenders in 2011.

SOURCE: Pew Safe Small-Dollar Loans Research Project, 2012:regulations are not driving complaints Better Business Bureau,

against payday lenders. Twenty-nine
percent of all complaints against
payday lenders were filed by residents lenders. Sixteen percent of the population
of Restrictive states, identical to the 29 lives in Hybrid states, and they filed 14

percent of Americans who live in those percent of payday lending complaints.
states. Similarly, 55 percent of Americans
live in Permissive states, and they filed More evidence that complaints are

57 percent of complaints against payday not driven by consumer protections
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DOES PAYDAY LENDING REGULATION AFFECT USAGE?

comes from Washington State, where when a change in the law took place.64
complaints have been increasing, but Similarly, data Pew collected from state

the increase does not coincide with the regulators show that from 2009 to

recent ch.ange from a Permissive to a 2011, Arkansas (Restrictive) had a 128

Hybrid regulatory model. Complaints percent increase in complaints, Maine
increased 76 percent from 2008 to (Hybrid) had a 52 percent increase,
2009, when there was no change in the and Missouri (Permissive) had a 107

law, and 50 percent from 2009 to 2010, percent increase.°

5:81.04===t&I=1

FORME. BOR;ZJV\I "ERS SPEAK ABOUT THE
CHOICE BETWEEN STOREFRONT AND ONLINE

During a focus group in New Hampshire, former storefront payday loan borrowers
dismissed the online option:

"I won't leave my information there."

"There's no face-to-face contact [Ilf my identity was to be stolen,
well who stole it?"

"It's too risky, in my opinion."

"With the identity theft the way it is who's going to see it?"

"I'm not going to put [my] information out there."

Another former borrower noted that she had used online payday loans in New

Hampshire when storefronts were still present, in order to pay off her storefront

payday loans:

"I had to come up with money [when] my husband was out of work, and I

actually was up to $900 [in storefront payday loan debt] My entire check
was gone the next two weeks, so that's when I went to the online ones And
then after I did the online ones, and got in that loop, and got stuck in there, I
went back to the store again, and, yeah, it got bad. And my [checking] account

ended up pretty negative, I had to close it out totally."

NOTE: The focus group comprised only those people who had taken payday loans from storefronts
before a recent New Hampshire law eliminated storefront payday lending.
SOURCE: Pew Safe Small-Dollar Loans Research Project, 2012.

WWW.PEWTRUSTS.ORG/SMALL-LOANS

26



Pew's survey shows that retail storefronts are incomes above $50, 000, and have a college
the exclusive source of payday loans for nearly degree (for example, 41 percent of payday loan
three out of every four borrowers, while only one borrowers with a college degree used online
in six borrowers reports having used online lenders, and 66 percent used storefront

providers exclusively (see Exhibit 12). About one lenders). These are the groups that use the
in 10 borrowers has used both storefront and Internet at higher rates generally throughout
online providers or other types of providers, the population.67
which may include banks or employers.° The groups that are heavily skewed toward
While the overwhelming majority of borrowers storefront borrowing are older, do not have a

use storefronts to get payday loans, certain college degree, and have incomes below
groups are more likely than others to use online $50,000. White borrowers are especially likely
lenders (see Exhibit 13). Those who most often to borrow from storefront lenders, as are

go online for loans tend to be younger, have disabled borrowers.

EXHIBIT 12:

HOW PEOPLE OBTAIN PAYDAY LOANS

Exclusively
storefront

Exclusively
onHne

Both
Other*.

NOTES: In absoIute terms, 4.0 percent of alt survey respondents have used payday loans exclusively from storefronts, 0.9 pereent have
used payday loans exclusively from the Internet, 0, 2 percent have used payday loans from both storefront locations and the Internet. and
0.4 percent of respondents have used payday loans that were neither storefront-based nor Internet-based, 'Other sources may include
banks, credit unions, or employers, among others.

Data represent percentage of payday borrowers who have used this type c.) provider in the past five years, Results.are based on 33,576
interviews conducted from August 2011 through December 2011,

SOURCE: Pow Safe Small-Dodar Loans Research Project, 2012.
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EXHIBIT 13:

METHOD OF ACQUIRING PAYDAY LOANS
BY BORROWER DEMOGRAPHIC GROUP

Age
Ages 18-39

Ages 40-59

Ages 6u~

Parental SLAus

Non-parent
Parent

Ed o catio n

College degree
No college degree:

NOTES: Numbers add to greater than 100 percent because of borrowers who have borrowed both from a storefront and online: they are
counted in both columns and exjst in greater numbers in some subgroups. The 7 percent of borrowers who have taken a payday loan from
another source, such as a bank or empJoyer, are excluded from this section, as are the 1 percent of borrowers who declined to state which
method of borrowing they utilized. Results represent the percentage of payday loan borrowers in each category who report having used the

specified type of payday loan in the past five years. Results are based on 33, 576 interviews conducted from August through December 2011,

SOURCE: Pew Safe Small-Dollar Loans Research Project, 2012.
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All payday borrowers

Homeowners

Renters 1,

Fvlorital

Single
Living with partner

Married

Separated/divorced/widowed

Ernployr1101)1
Employed (full- or part-time)

Homemaker/student/unemployed
Retired

Disabled

Incorne

Income $50,000~

Income <850,.Cidu

111Cli,1

Other race or e„nicity
R'Ice Eth

African American

Hispanic
White

Gender
-7Female

Male
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Conclusion
Payday loans are marketed as short-term own a home; people earning below
credit products intended for emergency $40,000 annually; and those who are

use, and they usually are depicted as a separated or divorced. However, it also
fix for an unexpected expense. However, clearly demonstrates that the payday loan
Pew's first-of-its-kind survey reveals is a product that crosses lines of gender,
that seven in 10 borrowers use payday race and ethnicity, income, and education,
loans to deal with recurring expenses, touching most segments of society
while only one in six uses the loans for

unexpected emergencies. Pew's analysis These findings raise serious concerns

shows that the vast majority of borrowers about payday lending, including whether
use the loans on a long-term basis, not a two-week product with an APR
a temporary one. Thus it seems that the typically around 400 percent. is a viable

payday loan, industry i.s selling a product solution for people dealing with a chronic
that few people use as designed and that cash shortage.
imposes debt that is consistently more

costly and longer lasting than advertised. To date, payday loans have been regulated
This circumstance is especially troubling primarily at the state level. Pew's findings
because the conventional payday loan show that states that have chosen to

business model fundamentally relies implement statutory controls on these
on repeat usage—often, renewals by products have been successful in realizing
borrowers who are unable to repay the full policy makers' goal of curbing payday
loan amount upon their next payday—for lending, with 95 out of 100 would-be
its profitability borrowers electing not to use payday

loans rather than going online or finding
Pew's research shows that certain payday loans elsewhere. These findings are

demographic groups are more likely particularly important as policy makers
to use payday loans, including those discuss what happens to payday borrowers
without a four-year college degree; African when storefront lenders are not present
Americans; those who rent rather than because of regulatory action.
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CONCLUSION

Moving forward, the recently created in-depth findings to help identify the features
Consumer Financial Protection Bureau of a safe and transparent marketplace
has the authority to regulate the payday for such consumer financial services, to

loan market at the federal level, With this inform efforts to protect consumers from

ongoing series, Payday Lending in America, harmful practices, and to promote safe and
and other research, Pew will present transparent small-dollar credit.
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Methodology: Opiniol Research
Findings in this report are based on a screening asked after other, less sensitive questions,
survey to measure incidence and identify giving interviewers a chance to establish a

payday loan borrowers, a full-length survey rapport. with respondents.
of people who answered that they had used a

storefront payday loan in the past five years, If during the months of August through
and a series of 10 focus groups with small-loan mid-December, respondents answered that

borrowers, as described below, they had used a payday loan, they were

placed in. a file to be recontacted later.

Survey Methodology Once the full-length survey was ready to

field, in order to maximize participation,
Soda! Sdence Research Sokitions people who had used a payday loan were

(SSRS) Omnibus Survey then given the full-length survey and

The Pew Safe Small-Dollar Loans Research paid an incentive of $20 for participating.
Project contracted with SSRS to conduct Because of their relative scarcity online

the first-ever nationally representative payday loan borrowers were given
in-depth telephone survey with payday an incentive of $35 for participating.
loan borrowers about their loan usage. Respondents were told about the
To identify and survey a low-incidence compensation only after having indicated

population such as payday loan borrowers, that they had used a payday loan, Further,
SSRS screened 1,000 to 2,000 adults per online payday loan borrowers identified
week on its regular omnibus survey, using during the early months of screening
random-digit-dialing (RDD) methodology •ere sent a letter with a five-dollar bill
from August 2011 to April 2012. The term informing them that they would be
"omnibus" refers to a survey that includes recontacted, to take the full-length survey
questions on a variety of topics. This survey The second phase of the research involved

likely minimized payday loan borrowersrecontacting all respondents who answered

denying their usage of this product, because that they had used a payday loan, and
the omnibus survey included mostly non.- immediately giving the full-length survey
financial questions purchased by other to anyone. newly identified in the weekly
clients, and the payday loan questions were omnibus survey as a payday loan borrower,
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METHODOLOGY

Sample and Interviewing EXCEL uses a fully replicated, stratified,
single-stage, RDD sample of telephoneIn the first phase of the SUTVey, The
households, and randomly generatedPew Safe Small-Dollar Loans Research

Project purchased time on Social Science cell phones. Sample telephone numbers
are computer-generated and loaded intoResearch Solutions' omnibus survey

EXCEL, that covers the continental online sample files accessed directly
United States. Analysis of the incidence by the Computer-Assisted Telephone
was conducted. after 33,576 adults had Interviewing (CATI) system. Within

been screened and answered a question each sample household, a single
about payday loan usage. respondent is randomly selected.

Further details about EXCEL and its

Samplin.g error for the omnibus survey of weighting are available at

borrowers is 0.24 percentage points. In www.pewtrusts.org/small-loans.
the second phase, another 16, 108 adults
were screened in order to find a sufficient Question Wording—
number of storefront payday loan, online Omnibus Survey
payday loans, and auto title loan borrowers

The data from the nationally representative
to complete a 20-minute survey about

omnibus survey of 33,576 adults are based
their usage and views. A total of 451 adults

on responses to the following questions.completed the full-length storefront payday Wording for demographicloan survey, and two questions from that
and other questions is available at

survey were included in this publication. www.pewtrusts.org/small-loans.Sampling error for the full-length survey of
storefront payday loan borrowers is 4.6

Screening Phase (measuring incidence and
percentage points. In total, 49,684 adults

compiling sample for callbacks):
were screened to complete the research.

In the past five years, have you used
EXCEL is a national weekly dual-frame payday loan or cash advance services,
bilingual telephone survey Each EXCEL where you borrow money to be repaid
survey consists of a minimum of 1,000 out of your next paycheck?
interviews, of which 300 interviews are And was that physically through a

completed with respondents on their cell
store, or on the Internet?

phones and at least 30 are conducted
in Spanish, ensuring unprecedented Recontact Phase (calling back respondents
representation on an omnibus platform. who answered affirmatively, and identifying
Completes are representative of the U.S. additional borrowers to take the full-length
population of adults 18 and older. survey immediately):
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METHODOLOGY

El In the past five years, have you or 4 To pay an unexpected expense, such
has someone in your family used art as a car repair or emergency medical

in-person payday lending store or expense
cash advance service?

5 To pay for something special, such
as a vacation, entertainment, or gifts

Question Wording—FuH-
Length Survey of Storefront 7 (DO NOT READ) Other

(SPECIFY)
Payday Loan Borrowers

D (DO NOT READ) Don't know
The data from the nationally
representative, full-length survey of R (DO NOT READ) Refused
451 storefront payday loan borrowers
are based, on responses to the following I'm going to read you several options.
questions, which Pew designed with For each, tell me whether you would

assistance from SSRS and Hart Research use this option if you were short on

Associates. All other questions from this cash and short-term loans of any

survey are being held for future release, kind no longer existed. How about

The sample for this telephone survey was (INSERT)?
derived from the RDD omnibus survey a. Borrow from family or friends

b. Borrow from your employerThinking back now to (that FIRST/

the) time you took out a (online payday c. Sell or pawn personal possessions
loan/payday loan/auto title loan), which d. Delay paying some bills
of the following best describes what

e. Cut back on expenses such as food
specifically you needed the money and clothingfor? (READ LIST. ACCEPT ONE

RESPONSE.) f. Take out a loan from a bank Or

credit union.
(IF MORE THAN ONE, ASK:) Well, if

you had to choose just one, which best g. Use a credit card

describes what specifically you needed Would you use this option or not?
the money for?

1 Yes, would use

1 To pay rent or a mortgage 2 No, would not use

2 To pay for food and groceries D (DO NOT READ) Don't know
3 To pay a regular expense, such as

R (DO NOT READ) Refused
utilities, car payment, credit card

bill, or prescription drugs

WWW.PEWTRUSTS.ORG/SMALL-LOANS

33



Case 1:13-cv-01403-UNA Document 1-2 Filed 08/09/13 Page 12 of 24 PagelD 52

METHODOLOGY

Focus Group Methodology
On behalf of the Safe Small-Dollar Loans

Research Project, Hart Research Associates

and Public Opinion Strategies conducted

eight two-hour focus groups, with two

groups per location in New York City,
New York; Chicago, Illinois; Birmingham,
Alabama; and Manchester, New

Hampshire. Those groups were conducted

during weekday evenings from September
7, 2011. through September 19, 2011. The
Safe Small-Dollar Loans Research Project
conducted two additional groups in San

Francisco, California, on November 16,
2011. All quotations come from these 10

focus groups.
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APPENDIX A

EXHIBIT 14:

PAYDAY LOAN BORROWER DEMOGRAPHIC SPAPSHOT
Percentage of Aq Percentage of Ali

Demographic Payday Borrowers American Adults

Renters 58 1 35

Homeowners 41 65 This table describes the
Single 24 31 demographic characteristics
Living with partner 14 N/A*

Married 33 50
of payday loan users overall,
based on responses to Pew's

Separated/divorced 25 13

Widowed 4 6 survey. For example, 58

percent of a payday loanFull-time employed 49
59" users rent (as opposed to own)Part-time employed 13

Unemployed 14 6 their homes. For more on the

Disabled 8 N/A* survey, see the Methodology.
Retired 8 23

Homemaker 5 6

Student 3 5 NOTES: All payday borrower data

Income <$15,000 25 13
come from payday borrowers
identified through 33, 576

income $15, 000 to under $25,000 24 11 interviews conducted from August
Income $25, 000 to under $30,000 11 through December 2011 on behalf

income $30, 000 to under $40, 000 13 25**
of Pew's Safe Small-Dollar Loans
Research Project.

/ncome $40, 000 to under $50, 000 8

Income $50,000 to under $75, 000 10 19
All comparative data except
for employment status come

Income $75,000 to under $100,000 5 12 from the Census Bureau's 2010
Income $100,000+ 1 21 Decennial Census, the 2006-2010

White (non-Hispanic) 55 64
American Community Survey 5-Year
Estimates, and the 2008-2010

African American (non-Hispanic) 23 12 American Communrty Survey 3-Year
Hispanic 14 16 Estimates. Employment status data

Other race/ethnicity 6 8 come from a three-month average
(March, April, and May 2012) of

Ages 18.24 12 13 the NBC News/Wan Street Journal

Ages 25-29 16 9 Survey, a nationally representative
Ages 30-34 12 9 monthly telephone survey.

Ages 35-39 11 9 Data may not equal 100 percent

Ages 40-44 13 9 due to rounding or because
respondents declined to answer.

Ages 45-49 11 10

Ages 50-54 10 10 Marital status is based on residents
15 years of age and older.

Ages 55-59 5 8 Educational attainment is based on

Ages 60-64 5 7 adults 25 to 64 years of age. Other

Ages 65-69 3 5 data, including Pew's survey data,
represent adults 18 years of age

Ages 70+ 3 12 and older.
Parent 38 30

*N/A Certain data were unavailable
Non-parent 62 70 and/or are not comparable to Pew's

<High school 16 15 survey.

High school 38 29 l, **The Census uses slightly
Some college 31 30 different income and employment
College 11 16 categories in its survey.

Postgrad 3 9 SOURCE: Pew Safe Small-Dollar

Male 48 49 Loans Research Project, 2012; U.S.
Census Bureau; NBC News/Wall

Female 52 51. Street Journal Survey.
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APPENDIX B

Modeling tle Likelihood of payday loan borrowers were asked
about loans they had taken out in theBorrowing by Demograohics
past five years. We are not implying any

To test the relationship between specific causality and it would be incorrect to

demographics and payday loan usage, assume that certain characteristics are
Pew developed a statistical model to necessarily causing an increase in payday
analyze the predictive strength of each loan usage. Rather, the findings show
demographic while holding all others strong relationships between certain
constant. For example, the model tests characteristics and payday loan usage,
whether there is a strong relationship many of which previous studies also have
between renting a home and borrowing identified."8
a payday loan, regardless of a borrower's
other characteristics such as income. In interpreting the logistic regression, the
Th.e following eight demographics were analysis focuses especially on the odds
examined and compared with those ratio, which shows the likelihood of
people who were not in the selected payday loan usage based on the presence
category (e.g., those who have annual of a particular characteristic.
household incomes below $40,000 are

compared with those who have annual All relationships are significant at the
household incomes of $40,000 or higher). 99 percent confidence level, with

Ages 25 to 34 the exception of gender. This is not a

Annual household income below surprising finding, as differences between.a

$40,000 males and females in Pew's initial analysis
were slight and sometimes decreased when

a Parents (with minor, financially other variables were introduced. Thus,
dependent children) it is likely that the initial difference in

Some college education or less usage by gender is being caused by other
characteristics that correlate with gender,a Renters
such as parental status or income.

a African Americans

a Females Again, the baseline for payday loan usage
Marital status is separated or divorced is 5.5 percent across all adults. The figures/4

resulting from this analysis describe only
It is important to reiterate that a limitation how much more likely it is that one type
of our analysis is the time frame. While the of person is to have used payday loans

survey recorded current demographics, relative to another.
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APPENDIX B

EXHIBIT 15:

LOGISTIC REGRESSION ANALYSIS OF LIKELIHOOD OF
PAYDAY LOAN USAGE BY SELECT DEMOGRAPHICS

The percentages described in the body of the report as coming from a logistic regression model
are derived from the Odds Ratio, and are calculated by subtractng 1 from the Odds Ratio. Thus,
those who are Separated or Divorced, with an Odds Ratio of 2.034, are 103.4 percent more likely
to have used a payday Joan.

Coefficient B S.E.13 Wald's X2 Odds Ratio

AfAm 0.717*** 0.073 95.322 2.048

Sep Div 0.71*** 0.072 96.729 2.034

Non College 0.6' 0.088 46.295 1.823

Income<$40k 0.479*** 0.071 45.167 1.615

Rent 0.452*** 0.066 47.118 1.572

Parent 0.352*** 0.065 29.246 1.422

Age25to34 0.349*** 0.071 23.786 1.417

Female -0.122** 0.062 3.928 0.885

Constant -3.94 0.093 1781.417 0.019

NOTE *p‹.10, p ‹.05, and p<.01.
SOURCE: Pew Safe Smali-Dollar Loans Research Prc)ject, 2012.
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Enanotes
1 David Burtzlaff and Brittny Groce. "Payday Loan quotations are taken from one such focus group, which

Industry, (2011). Stephens Inc. was conducted in New Hampshire (Deborah discussed

experiences with storefront payday lenders that occurred
2 Marketers of payday loans routinely characterize the

prior to 2009, when New Hampshire enacted a 36
products as short-term solutions that are not meant to be

percent annual interest rate cap that effectively eliminated
used for long penods of time. For example, the Financial storefront payday lending in that state), "Deborah" is not
Service Centers of America (FiSCA), an industry trade the borrower's real name. We have used a pseudonym to

group, describes a payday advance as a "short-term loan
protect the participant's privacy, but all other details are

to cover expenses between paydays." "FiSCA Consumer unaltered.
Financial Services Factsheet, available at http://www.
fisca.org/ContentiNavigationMenu/ConsumerCenter/ 5 In 2011, the average payday loan at the nation's largest
ConsumerFactSheet/CONSUMERCENTER- payday lender—Advance America—was $375, based

ConstnnerFactSheet_Final_withlogo.pdf (accessed March on its annual report. Industry analyst Stephens Inc. uses

30, 2012). Advance America as a proxy for the payday lending
industry. Stephens Inc., "Payday Loan Industry, (2011).

3 Pew's research shows that the vast majority of
borrowers report obtaining their loans from retail 6 Fees from online lenders often are higher, averaging
storefronts, which are non-bank, state-licensed entities $25 per $100 borrowed per two weeks, or 652 percent
that specialize in this form of lending. However, payday APR, Consumer Federation of America, "CFA Survey
and similar types of loans are available online and from of Online Payday Loan Websites, (2011). See www,

a growing number of banks. A small number of national pewtrusts.org/small-loans for more information on state

and regional banks have developed small-dollar loan payday lending laws.
products that mimic or closely resemble conventional

payday loans. These bank products are sometimes called 7 Although payday loans are not a new form of credit, the

"deposit advance" loans. The acting chairman of the modern payday lending industry arose in the 19905 when

Federal Deposit Insurance Corporation (FDIC) recently a number of states modified their consumer lending laws,
expressed "deep concern" about banks engaging in enacting special exceptions to interest rate caps and other

payday lending and announced an intention to investigate laws that had traditionally regulated credit. See www,

this trend. See FDIC letter at www.responsiblelending, pewtrusts.org/small-loans for more information on the

org/payday-lending/policy-legislation/regulators/fdic- history of payday lending laws.

invests-bank-payday-lending.html.
8 This calculation is based on a borrower using eight

4 In the fall of 2011, Pew contracted with research firms loans (the average number used annually according to

to hold focus groups of current and former payday loan state reports) for 18.2 days (the average duration of a

borrowers. Participants told their stories and discussed a payday loan, according to Advance America's annual (10-
variety of questions related to their use of payday loans K) report). Multiplying these figures indicates an average
and other financial products. Deborah's story and her of 146 days of indebtedness per year.
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ENDNOTES

9 Leslie Parrish and Uriah King, "Phantom Demand, 14 Stephens Inc., "Payday Loan Industry, (2011).
(Center for Responsible Lending, June 2009), http://

15 Michael A. Stegman and. Robert Faris, "Paydaywww.responsiblelending.org/payday-lending/research-
analysis/phantom-demand-final pdf, Lending: A Business Model that Encourages Chronic

Borrowing, Economic Development Quarterly (2003),
10 Oklahoma probably is not an outlier, as the average www.ccc.unc.edu/abstracts/0203_Payday.php.
number of loans used by borrowers in Oklahoma

16 Our 5.5 percent payday loan usage number closelyper year (8.7) is similar to the average from other
mirrors the 5 percent number found by the FINRAstates, based on state reports. Calculations use data in
Foundation in their telephone survey conducted in"Oklahoma Trends in Deferred. Deposit Lending, 2010,

www.ok.gov/okdocc/documents/2010_10_,OK%20 2009; Applied Research and Consulting, "Financial

Trends_Final_Draft.pdf. Capability in the United States, prepared for the

FINRA Investor Education Foundation, (2009). It is

11 Payday and similar types of loans are available online somewhat higher than the 3.5 percent of households
and from a growing number of banks; however, Pew's who reported ever having used payday loans in the
research shows that the vast majority of borrowers 2009 FDIC supplement to the Current Population
report obtaining their loans from retail storefronts, Survey; "Addendum to the 2009 FDIC National Survey
which are non-bank, state-licensed entities that of Unbanked and Underbanked Households: Use of

specialize in this form of lending. Alternative Financial Services, (201.0), www.fdic.gov/
householdsurvey/AFS_Addendum,pdf), The number

12 A study funded by the payday lending industry also is higher than the 3.9 percent of households who
foun.d that 78 percent of borrowers take out five or

reported having used a payday loan in the past year
more payday loans each year; Gregory Elliehausen,

in the Federal Reserve Board's Survey of Consumer
"An Analysis of Consumers' Use of Payday Loans,

Finances, although that survey asked just about the pastFinancial Services Research Program Monograph No. 41,
year, whereas our survey asked about the past five years;(George Washington University, 2009). Another study
www.federalreserve.gov/pubs/bulletin/2012/pdf/scf12.by consumer advocacy group Center for Responsible pdf, Earlier research has found and discussed. evidence

Lending found that Oklahoma borrowers who use
of known payday loan borrowers denying their usage of

payday loans take out an average of nine loans in
these loans in survey research; Gregory Elliehausen and

their first year of borrowing; Uriah King and Leslie
Edward Lawrence, "Payday Advance Credit In America:

Parrish, "Payday Loans, Inc.: Short on Credit, Long on
An Analysis Of Customer Demand, (Monograph #35,

Debt, (Center for Responsible Lending, 2011). See
2001); Dean Karlan and Jonathan Zinman, "Lyingalso: "Report on the Business of Providing Deferred
About Borrowing, Journal of the European Economic

Presentment Service Transactions in Michigan, Association Papers and Proceedings (2007); and Applied(2007), www.michigamgov/documents/cis/OFIS_
Management & Planning Group and Analytic Focus,

DPST_REPORT_204749_7.pdf; and "Florida Trends
"2007 Department of Corporations Payday Loan Study,in Deferred Presentment, (2010), www, veritecs.com/
(2008). To minimize underreporting in this survey,Does/2010_06_FL Trends-UPDATED.pdi borrowers were asked about payday loan usage as part

13 Robert Deloung and Ronnie J. Phillips. "Payday of an omnibus poll that covered mostly non-financial

Loan Pricing, (Federal Reserve Bank of Kansas topics. In addition, the questions about payday loans

City Economic Research Department, 2009), www. were asked well into the survey, giving the interviewer

kansascityfed.orgiPUBLICAT/RESWKPAP/PDF/rwp09- a chance to establish a rapport with respondents before

07.pdf. asking about this relatively sensitive issue.

WWW.PEWTRUSTS.ORG/SMALL-LOANS

39



Case 1:13-cv-01403-UNA Document 1-2 Filed 08/09/13 Page 18 of 24 PagelD 58

ENDNOTES

17 The margin of error for payday loan usage in the states with published 2010 data on unique borrowers

omnibus survey is 4-1-0.2 percentage points. Margins of (Florida, Oklahoma, and Washington), yields a figure
error for subgroups are included on our website at www. of approximately 486 unique borrowers per store. We

pewtrusts.orgismall-loans. then multiply that ratio by the number of stores in the

country to reach roughly 9.6 million. Adding back in
18 We calculate the number of unique payday loan the 18 percent of borrowers who are borrowing only
borrowers in 2010 using three different methods that online adds to roughly 11.7 million.
all point toward roughly 12 million people having used

payday loans that year. Eased on our survey data, 18 Method 3: Recording the number of unique borrowers in the

percent of traditional payday loan borrowers (storefront reported states, dividing that figure by the adult population
or online, not other sources such as employers or banks) to determine a usage rate, and then multiplying that figure
are borrowing exclusively online. All of these calculations by the population in all of the states where payday loans
refer to storefront data and then treat that population are allowed. Using this method gives us a usage rate of
as 82 percent of the universe of payday loan borrowers, 4.8 percent in the states that publish detailed reports.
adding in the online-only borrowers afterwards, All of Seventy-one percent of the population lives in states that
these calculations also utilize the Stephens estimate that have payday loan stores, while 29 percent do not. We

there were 19,700 payday lending stores in the U.S. in multiply the 4.8 percent by the 163 million adults who
2010. Numbers have been rounded to avoid giving the live in states with stores, and then multiply the other 66

impression that these calculations are precise, because they million adults by 1.2 percent, because our survey data
all involve reliance on data that are either incomplete or show that storefront usage in restrictive states is one-

from a handful of states. Thus, each of these calculations fourth the level that it is in other states. This calculation
is likely flawed because of data limitations, but the results suggests 8, 7 million storefront borrowers, somewhat

cluster around, and average, 12 million borrowers. lower than the other methods. One reason for this

disparity may be that most of the highest-usage states
Method 1: Estimating transactions per store, multiplying by do not publish reports, so the 4.8 percent usage figure
the number of stores, and dividing by the number of loans

we derived may be slightly lower than the true usage
per borrower. figure in nonrestrictive states. Adding back in the 18

percent of borrowers who are only online would yieldWe used, the data from the 2010 published state payday
loan reports that include number of transactions and an estimate of 10.6 million borrowers per year.

number of storefronts: California, Florida, Oklahoma, and
19 This figure of 12 million borrowers is lower thanWashington. States that had reports from previous years

but not reports based on 2010 data were reviewed but some earlier estimates of payday loan usage, which maynot

included, such as Illinois, Michigan, North Dakota, and be partially explained by the fact that payday lenders

have left some states because of regulations, and by highVirginia. Dividing the number of payday loan transactions

unemployment (given that a regular income stream is aby the number of payday loan stores yields 4,236 payday
loans per store in 2010. Multiplying that figure by 19,700 prerequisite for obtaining a payday loan), Social insurance

programs for individuals out of work also may provide anyields 83.4 million loans. Dividing this figure by the eight
loans per borrower figure, which is the average in the state

income stream on which a payday loan can be Secured.

Nonetheless, the high rate of unemployment in recent
reports, implies just over 10.4 million borrowers. Adding

yback in the 18 percent of borrowers who are borrowing ears and particularly the unprecedented rates of the

only online adds to roughly 12.7 million, unemployed who have been out of work for an extended

period of time likely have a dampening effect on overall
Method 2: Using the state reports to record or derive the payday loan usage. The estimate of 12 million borrowers
number qf unique borrowers in each state, and dividing by refers only to those using payday loans from storefronts
the number of stores in those states to create a borrowers or the Internet, not those using payday loans from banks,
per store ratio. This calculation, based on the three employers, or other sources.
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20 Amanda Logan and Christian E. Weller, "Who Borrows www.responsiblelending.org/payday-lendineesearch-
from Payday Lenders?" (2009); Gregory Elhehausen, "An analysis/financial-quicksand-payday-lending-sinks-
Analysis of Consumers' Use of Payday Loans, Financial borrowers4n-debt-with-4-2-billion4n-predatory-fees-
Services Research Program, Monograph #41. (2009). every-year.html.

21 This figure is the average number of loans used. based 25 Robert DeYoung and Ronnie j. Phillips, "Payday Loan

on the 2010 state reports from Florida, Oklahoma, and Pricing, (Federal Reserve Bank of Kansas City Economic

Washington. It also is consistent with data released by Research Department, 2009), www.kansascityfed.org/
other states that either lack a database or did not publish a PLIBLICAT/RESWKPAP/PDF/rwp09-07.pdf.
2010 report, such as Michigan's 2007 data, Virginia's 2008

data, and California's data from 2006-2010. 26 Previous surveys also have found that a substantial

percentage of borrowers use payday loans to cover

22 "Florida Trends in Deferred Presentment, Program regular household expenses and other nonemergency
Status Report, (May 2010), www.veritecs.com/ needs. A 2007 study conducted for the California
Docs/2010_06_FL_Trends-UPDAILD.pdf. Department of Corporations reports that half of

borrowers (50.2 percent) selected "pay other bills" as23 In 2011, the average payday loan at the nation's largest
their reason for using a payday loan (an additional 22.3

payday lender—Advance Amedca—was $375, based on

percent selected "groceries/necessary household goods").its annual (104K) report. Industry analyst Stephens Inc.,
The "pay other bills" category is separate from groceries/

uses Advance America as a proxy for the payday lending
necessary household goods, emergency situations, car

industry. Stephens Inc. "Payday Loan Industry, (2011).
repairs, and medical services. While categories differ

24 This figure is based on using the average loan size slightly between each survey, both surveys separate
($375 in Advance America's 2011 Annual Report), the regular expenses from food/groceries, emergencies, car

average number of times (eight—based on data in state repairs, and other, therefore providing a comparable
reports) in a year. Three quarters of these are storefront benchmark for usage; Applied Management Planning
loans, charging an average of $55 per loan, based on the Group and Analytic Focus, "2007 Department of

average fee disclosed in Advance America's 2011 Annual Corporations Payday Loan Study, (2008), www,corp.
Report, and similar fees in the other publicly traded ca.gov/Laws/Payday_Lenders/Archives/pdfs/PDLStudy07.
lenders' annual reports. Roughly one-quarter are online pdf. Also, the Federal Reserve's 2010 Survey of

loans, charging an average of $95 for an equivalent loan, Consumer Finances (SCF), which asks about the most

based on the rates cited by industry analyst Stephens recent payday loan, found 42.4 percent of borrowers

Inc., in its 2011 report. Six fees of $55 and two fees of indicated it was for an emergency "and similar urgent
$95 yield our estimate of $520 spent by each borrower. needs or a lack of other options." The difference in

If all eight loans came from a storefront, this figure would overall incidence (3.9 percent payday usage in the

be $440, while if all eight loans were obtained online, 2010 survey) between Pew's results and results from
the figure would rise to $760. These calculations assume the SCF may be explained by differences in time period
the borrower does not incur any extra fees. The Center queried (five-year versus one-year time span). The
for Responsible Lending has made similar calculations large difference in reason for usage in the "emergency"
in its publications, finding that a typical borrower pays category is likely a result of survey wording, or including
back $793 on a $325 loan, spending $468 on interest. "a lack of other options" in the SU; question, which
This calculation was based on storefront lending and was makes its emergency category far broader. Pew's survey
made before online lending had expanded to its present question. was seeking to capture something different
level with higher interest rates charged. See Uriah King, than the SCF, to ascertain the purpose of the loan
Leslie Parrish, and Ozlem Tanik. "Financial Quicksand: ("emergency"), without attempting to combine that with

Payday Lending Sinks Borrowers in Debt with $4.2 Billion why the borrower chose a payday loan provider ("lack
in Predatory Fees Every Year, (November 2006), http:// of other options"). A borrower may have both a regular
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expense and a lack of other options, or an emergency 34 Quoted from QC Holdings website, www.QCholdings.
expense but multiple options, so we did not seek to pair corn.

the reason for a loan with the reason for choosing a payday
35 These estimates vary somewhat based on the law, and

loan provider. SCF data are available at http://www.
federalreserve.gov/pubs/bulletin/2012/pdf/scf.2. pdf. especially the minimum loan, term, in the state analyzed,

but the most detailed analysis is the Center for Responsible
27 The industry's largest trade association, Community Lending's finding of 212 days of indebtedness for Oklahoma
Financial Services Association of America (CFSA), as well borrowers in Payday Loans, Inc.

as many payday loan companies, note on their websites
36 Robert DeYoung and Ronnie J. Phillips, "Payday Loan

and in advertisements that payday loans are an expensive
Pricing, (Federal Reserve Bank of Kansas City Economic

form of credit and intended for short-term or emergency Research Department, 2009), www.kansascityfed.org/
use, and. not as long-term solutions. For examples, see

PUBLICAT/RESWKPAP/PDF/rwp09-07.pdf.websites for CFSA (hup://cfsaa.com), QC Holdings (www.

QCholdings.com), and. Cash America (www.cashamerica. 37 James A. Ovenden, "Quarterly Earnings Call,
comAoanoptions/cashadvances.aspx). See also: Gregory Advance America, Q2, (2011), http://seekingalpha.com/
Elliehausen and Edward C. Lawrence, "Payday Advance article/283283-advance-america-cash-advance-centers-ceo-
Credit in America: An Analysis of Customer Demand, discusses-q2-2011-resuhs-earnings-call-transcript.
(April 2001), 37, 40; and Gregory Elliehausen, "An Analysis
of Consumers' Use of Payday Loans, (January 2009). 38 Stephens Inc., "Payday Loan Industry, (2011).

"While payday loans might rarely if ever make sense for 39 Community Financial Services Association of America
financing household investment directly, payday loans may (CFSA) Member Best Practices, http://cfsaa.com/cfsa-
provide rationed borrowers with a source of emergency member-best-practices.aspx.
funds that allows greater levels of debt-financed investment,
as quoted from www.cfsaa.com/portals/0/RelatedContent/ 40 California Department of Corporations "Table 7: Amount

Attachm ents/GWIJAnalysis_01-2009.pdf. of Referral Bonus Offered, www.corp.ca.gov/Laws/Payday_
Lenders/Arehives/pdfs/PDLStudy07.pdf.

28 See endnote 12.
41 Information from CashNetUSA website, www.

29 Parrish and King, "Phantom Demand, (2009). cashnetusa.com/rewards.html.

30 The exact figure is 18.2 days, and comes from the 2011 42 UNC Center for Community Capital, "North Carolina
Annual Report (10-K) filed with the Securities and Exchange Consumers After Payday Lending, (2007), www.ccc.unc.

Commission by the largest storefront payday lender, edu/documents/NC_After_Payday.pdf.
Advance America.

43 Applied Management & Planning Group and Analytic
31 For example, the website of Check Into Cash, one of Focus, "2007 Department of Corporations Payday Loan
the largest payday lenders, notes that a payday loan "is Study, (2008), www.eorp.ca.govfLaws/Payday_Lenders/
not intended to be used as a long-term budget solution." Archives/pdfs/PDLStudy07.pdf.
Available at: http://checkintocash.com/faq/how-often-do-

44 Texas Appleseed, "Short-term Cash, Long-term Debt: Themost-people-use-cash-advance-services/.
Impact of Unregulated Lending in Texas, (2009), www.

32 The industry's largest trade association, Community appleseednetwork.org/Portals/O/Documents/Publications/
Financial Services Association of America (CFSA), provides a Center%20Pubs/TX%20Payday%20Lending.pdf.
detailed overview of the industry and product on its website

45 Missouri Division of Finance. "Report to General(http://cfsaa.com).
Assembly on Survey of Payday Lenders, (2011), http://

33 Quoted from Advance America direct mail piece "Your finance.mo.gov/consurnercredit/documents/2011Payday-Len
Line's Slowed. Your Bills Haven't, (2011). derSurvey.pdf.
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46 Subsequent to passing legislation authorizing payday sizes, there is a degree of sampling error. IL is possible,
lending, Arizona, Arkansas, the District of Columbia, therefore, that the actual number of would-be storefront

Georgia, Montana, North Carolina, and New Hampshire borrowers who are going online is slightly lower or higher,
reimposed double-digit usury caps on deferred presentment because the results reported are based on survey research,
transactions, allowed the authorizing legislation to and thus have a margin of error. These figures are fairly
expire, or prohibited the transaction. Colorado, Florida, consistent with estimates from Stephens Inc., that roughly
Maine, Minnesota, Oregon, Rhode Island, Virginia, and one-quarter of payday loan volume is online. Our survey
Washington have lowered permissible loan fees while data suggest just under one-quarter of traditional (storefront

retaining triple-digit annual percentage rates, implemented or online, but not "other") payday loan borrowers have
structural requirements to permit borrowers multiple borrowed online. Note that the 7 percent "other" finding
pay periods to repay their loans, or limited to the single may include products from banks or employers but should

digits the number of payday loans per borrower per year. not be taken as a general estimate of bank payday or

Ohio passed legislation and also passed a ballot initiative "deposit advance" lending.
restricting interest on payday loans to 28 percent APR, but

54 This finding that storefront payday borrowing is lower inpayday lending has continued wi.th effective loan terms and
Restrictive states is consistent with prior research. ExamplesAPRs that often are similar to those before the law change.
include: Applied Research & Consulting, "Financial

47 Stephens Inc., "Payday Loan Industry, (2011). Capability in the United States, (2009); and. "Addendum

to the 2009 MC National Survey of Unbanked and
48 Steven Graves and Christopher Peterson, "Usury Law

Underbanked Households: Use of Alternative Financial
and the Christian Right: Faith-Based Political Power and the

Services, (2010), www.fdic.gov/householdsurvey/AFS_
Geography of American Payday Loan Regulation, Catholic

Addendum.pdf.
University Law Review, Vol. 57, 2008; 637.

55 These figures are based on our analysis of state-by-state49 Robert B. Avery and Katherine A. Samolyk, "Payday storefront data from Graves and Peterson, "Usury Law
Loans versus Pawn Shops: The Effects of Loan Fee Limits

and the Christian Right, (2008). Peterson and Graves'
on Household Use, (preliminary draft, 2011), data were used because of the level of detail, recordMg
50 For example, "House Mulls Reviving Payday Loans, individual storefronts by ZIP code. The same calculations

New Hampshire Business Review, www.nhbr.com/ using Stephens' 2006 data yield similar results, with

businessnewsstatenews/935663-257/house-panel-mulls- 10.71 storefronts per 100,000 residents in now-Restrictive

reviving-payday-loans.html. states, and 11 .50 storefronts per 100,000 residents in

now-Permissive states, or 6.9 percent fewer. To calculate
51 Consumer Federation of America, "CFA Survey of storefronts per capita, we obtained population estimates
Online Payday Loan Websites, (2011). from the 2006 American Community Survey (available at

www.factfinder2.census.gov). We selected 2006 because52 "Analysis: U.S. Payday Lenders Point Fingers to Blunt
none of these states had begun to change their regulatoryCrackdown, Reuters, (January 20, 2012), www.reuters.
structure yet, and detailed data on storefronts by state

comlarticle/2012101/20/us-financial-regulation-payday-
idUSTRE80104R20120120.

were available. Restrictive states either cap payday loan
interest rates at double-digit APRs or prohibit deferred

53 This section includes results reported to two decimal presentment transactions. Permissive states either do not

places, but this reporting is not intended to suggest a cap interest rates or tend to cap them at 391 percent APR

greater level of precision. Rather, two decimal places are or higher, and generally allow the entire loan to be due on

used in order to avoid inaccurate calculations between a borrower's next payday. Alaska and Hawaii are included

groupings that could be caused by rounding to one decimal in this example and in all exercises that do not rely on the

place or the nearest integer. Even with these large sample survey data.
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56 Similarly, there is little difference in Internet access 60 This publication, does not present data related to the issue

between Restrictive and Permissive states. Data from the of whether borrowers could be substituting other forms of

U.S. Census Bureau's 2012 Statistical. Abstract (Table 1156) credit for storefront payday loans.
show that at least 70 percent of people in every state report
having Internet access. In both the average Permissive state 61 For example, House Mulls Reviving Payday Loans,

wwwand average Restrictive stare, exactly 80 percent of residents New HampsNre Business Review, .nhbr.com/

businessnewsstatenews/935663-257/house-panel-mulls-report having Internet access either inside or outside the

home. If this calculation is limited to in-home access, in the reviving-payday-loans.html.

average Restrictive state 72 percent of residents have Internet 62 Far example, Alexandra Alper, "Complaints vs. Banks
access, compared w411 71 percent in the average Permsstve Drop, Payday Lenders Rise, Reuters, (March 1, 2012),
state. Data available at www.census.gov/compendia/statab/ www. reuters.com/article/2012/03/01/financialregulation-
cats/informationsommunications/internet_publishing_and_ bbb-idUSL2E8E1FMB20120301.
broadcasting_andinternet_usage.html

63 The Better Business Bureau reports that complaints
57 For example, the North Carolina Commissioner of Banks against payday lenders increased 159 percent from 2010
report using 1999 data notes more than 2.9 million payday to 2011. Figure available at: hup://tulsabbb.org/article/
loan transactions were made in the state, www.nccob.gov/ Complaints-Down-But-Huge-Jump-in-Inquiries-Means-
Public/docs/News/Pub%20And%20Research/Check%20 Shoppers-Are-Doing-Their-Homework-33509.
Cashers%20Report%20to%20Gen%20Assembly.pdf. Or

for a discussion of payday lending in North Carolina and 64 "Washington State Department of Financial institutions,

Georgia, including figures on stores in those states operated 201.0 Payday Lending Report, www.dfi.wa.gov/cs/pdi/20l0-
by major national lenders, see Donald P. Morgan and payday-lending-report.pdf.
Michael R. Strain, "Payday Holiday: How Households Fare

65 Data obtained by Pew in telephone calls and e-mails with
after Payday Credit Bans, (2007).

state regulators.
58 During the period of inquiry in our survey, the five years

66 These figures are fairly consistent with estimates from
plior to the survey being administered., or roughly late 2006

to early 2012, 10 states implemented substantial changes Stephens Inc., that roughly one-quarter of payday loan
volume is online. Our survey data suggest just under one-

to the laws regulating payday lending in their state. Five

jurisdictions Arizona, Arkansas, the District of Columbia, quarter of traditional (storefront or online, but not "other")

Montana, and New Hampshire—became newly Restrictive payday loan bon-owers have borrowed online. Note that the

7 percent "other" finding may include products from banks
between January 2008 and January 2011. In Arizona, the.

legislation authorizing payday lending in the state expired; the
or employers but should. not be taken as a general estimate

of bank payday or "deposit advance" lending.other four jurisdictions implemented double-digit APR rate

caps. Five additional states moved into the Hybrid category 67 "Digital Differences, Pew Internet & American Life
in recent years. Colorado and Virginia implemented longer Project, (2012), www.pewinternet.org/–/media//Files/
minimum loan terms, among other regulations, and 'Rhode Repons/2012/PIP_Digital_differences_041312.pdf.
Island lowered the fees that may be charged. for a payday
loan. Washington State capped at eight the number of loans 68 McKernan, Ratcliffe, and Kuehn. "Prohibitions, Price

borrowers may take out each year. Oregon reduced allowable Caps, and Disclosures, (2010).

fees and now requires a 31-day minimum loan term.

59 Signe-Mary McKernan, Caroline Ratcliffe, and Daniel
Kuehn. "Prohibitions, Price Caps, and Disclosures: A Look

at State Policies and Alternative Financial Product Use"

Urban Institute, (November 2010).
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Introduction
Twelve million Americans take out payday unrealistically short repayment period
loans each year when they are in difficult suggests otherwise by enabling people in

financial situations. As they weigh choices difficult situations to think that the loan
for addressing a cash shortfall, payday can solve their problem at an affordable
borrowers consider both formal credit fixed cost so they can avoid asking for
and informal options, including cutting help, cutting back further, or creating
back on expenses, borrowing from family another ongoing bill.
or friends, delaying bills, or selling or

pawning items, as described in Pew's first The ultimate cost and duration of the

payday lending report.' Borrowers mostly loans are highly unpredictable and bear
describe themselves as trying to keep little resemblance to their two-week

up with their expenses, often by using packaging. Average borrowers end up
noncredit alternatives rather than explicitly indebted for five months, paying $520 in

comparing credit options. They are very finance charges for loans averaging $375,6

familiar with debt and are not eager to largely because they see their only choices

take on more. as making a lump-sum repayment retiring
their entire debt, which they cannot afford,

In deciding whether to borrow from or paying fees to continuously pay back
a payday lender, more than 3 in 4 and re-borrow the loan, which they can

borrowers rely on lenders to provide afford but which does not reduce what
accurate information about the product, they owe. Once they have borrowed,
and lenders describe loans as "safe, "2 "a neither choice is viable, leaving them
sensible financial choice, "3 and "the best indebted far beyond their next payday
alternative to meet their current needs"' This experience leaves borrowers torn—

for a "one-time fixed fee."' The product's grateful to have received respectful
stated two-week duration appeals to customer service and credit when they
the borrower's desire for a quick cash sought it, but feeling taken advantage of
infusion as well as the conflicting desire by the loan's cost and frustrated by the
not to be in ongoing debt. In reality, both difficulty of repayment.
desires cannot be met. But a payday loan's

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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INTRODUCTION

This report, "How Borrowers Choose and loans continue to be marketed as a fixed-

Repay Payday Loans, the second in Pew's price, short-term solution. The Consumer

Payday Lending in America series, answers Financial Protection Bureau has the

several important questions: If payday authority to regulate payday lending at

loans are unaffordable, why do people the federal level, along with prudential
choose them? How can they eventually bank regulators such as the Office of the

pay them back at all? And what are the Comptroller of the Currency and the

consequences of using a loan that is so Federal Deposit Insurance Corporation.
difficult to repay? As these regulators are aware, some banks

are also participating in the small-dollar
This report looks at individuals' decision lending market through their deposit
processes to see why they borrow instead advance loan products. At the state level,
of cutting back expenses or choosing other policymakers have several options. Some

options, and how they fare using the loans, have chosen to eliminate payday lending
The results indicate that, the choice to stores, and these policies have been
use a payday loan often leaves borrowers effective at reducing payday loan usage
needing to use these other alternatives to without driving an increase in online or

ultimately pay off the loan. Many payday other forms of payday lending. In other
borrowers find themselves overdrafting states, policymakers have sought to

their checking accounts, indebted for mitigate the potential harm of high-interest
the long term, or borrowing from family credit by capping rates below the industry
and friends anyway to repay their loan— average, limiting usage, or requiring that

options that were available to them instead borrowers be allowed more than two

of a payday loan in the first place. weeks to repay the loan. But in a majority
of states, none of these protections are

The findings will demonstrate to in place.
policymakers and other readers the

significant failures in the small-dollar
loan marketplace, where millions of cash-

strapped individuals are usin.g payday
loans that they cannot afford to repay
in full by the nominal due date. Yet the

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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Key Findings of this Report
Fifty-eight percent of payday surprise and frustration at how long it

loan borrowers have trouble takes to pay them back. Seventy-eight
meeting monthly expenses at least percent of borrowers rely on lenders for
half the time. These borrowers are accurate information, but the stated price
dealing with persistent cash shortfalls tag for an average $375, two-week loan

rather than temporary emergencies. bears little resemblance to the actual cost

of more than $500 over the five months of

El Only 14 percent of borrowers debt that the average user experiences.
can afford enough out of their Desperation also influences the choice of

monthly budgets to repay an 37 percent of borrowers who say they have

average payday loan. The average been in such a difficult financial situation

borrower can afford to pay $50 per two that they would take a payday loan on any
weeks to a payday lender—similar to the terms offered.
fee for renewing a typical payday or bank

deposit advance loan—but only 14 Payday loans do not eliminate

percent can afford the more than $400 overdraft risk, and for 27 percent
needed to pay off the full. amount of these of borrowers, they directly cause

non-amortizing loans. These data help checking account overdrafts. More

explain why most borroWers rene• or than half of payday loan borrowers have

re-borrow rather than repay their loans in overdrafted in the past year. In addition,
full, and why administrative data show more than a quarter report that overdrafts
that 76 percent of loans are renewals or occurred as a result of a payday lender

quick re-borrows while loan loss rates are making a withdrawal from their account.

only 3 percent. Although payday loans are often presented
as an alternative to overdrafts, most

The choice to use payday loans payday borrowers end up paying fees
is largely driven by unrealistic for both.

expectations and by desperation.
Borrowers perceive the loans to be a

reasonable short-teiin choice but express

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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INTRODUCTION

Forty-one percent of borrowers By almost a 3-to-1 margin,
have needed a cash infusion to pay borrowers favor more regulation
off a payday loan. Many of these of payday loans. In addition, two out

borrowers ultimately turn to the same of three borrowers say there should be

options they could have used instead of changes to how payday loans work.

payday loans to finally pay off the loans, Despite these concerns, a majority would

including getting help from friends or use the loans again. In a state where

family, selling orpawning personal payday storefronts recently stopped
possessions, or taking out another type of operating, former borrowers are relieved
loan. One in six has used a tax refund to that payday loans are gone and have not

eliminate payday loan debt. sought them elsewhere.

El A majority of borrowers say
payday loans take advantage of
them, and a majority also say they
provide relief. The appreciation for

urgently needed cash and friendly service

conflicts with borrowersfeelings of

dismay about high costs and frustration
with. lengthy indebtedness.

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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INTRODUCTION

Summary of Report 1— el What Would Borrowers Do Without

Who Borrows, Where They Payday Loans? If faced with a cash
shortfall and payday loans were

Borrow, and Why (2012) unavailable, 81 percent of borrowers say
Although payday loans are characterized they would cut back on expenses such as

as a short-term solution for unexpected food and clothing. Majorities also would

expenses, most borrowers use them for delay paying bills, borrow from family or

everyday bills. The average borrower is friends, or sell or pawn possessions.
in debt for five months during the year,
spending $520 on interest. Does Payday Lending Regulation

iffect Usage? In states that enact strong
Who Uses Payday Loans? Twelve legal protections, the result is a large net

million American adults use payday decrease in payday loan usage (overall
loans annually Pew's survey found that usage is 2.9 percent in the most stringently
most payday loan borrowers are white, regulated states, compared with
most are female, and most are 25 to 6.6 percent in states with the least
44 years old. However, after controlling regulation). Borrowers are not driven to

for other characteristics, there are five seek payday loans onlin.e or from other

groups that have higher odds of having sources as a result of state regulation. In
used a payday loan: home renters, those states with no stores, just 5 out of every
earning below $40,000 annually, those 100 would-be borrowers choose to obtain
without a four-year college degree, those payday loans online or from alternative
who are separated or divorced, and sources, while 95 choose not to use them.
African Americans.

Report .1 findings were based largely
Why Do Borrowers Use Payday on 33,576 interviews from an omnibus

oans? Sixty-nine percent of first-time survey, 451 follow-up interviews with
payday borrowers used the loan to cover a storefront payday loan borrowers, and state

recurring expense, such as utilities, credit regulatory and industry data. For more

card bills, rent or mortgage payments, or information and a copy of Report 1, see

food, while 16 percent dealt with an wwwpewtrusts. org/small-loans.
unexpected expense, such as a car repair
or emergency medical expense.
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Payday Borrowers Routinely
Struggle to Meet Expenses
"I'm like everybody else, living paycheck to paycheck, still not

having enough to come through at the end."

—Online borrower, Manchester, NH

are dealingA1\47-Lotisi. efrsulsntent cash short a,c -flayday

t payday borrowers

z[H--
loanb'n'

d that 58 percent

f The Pew

eetingorroweis

survey
1 ave trouble m

their regular bills at least half the time,
including more than one-third who say
they have trouble meeting their bills

most of the time. Just 1 in 7 never have
trouble meeting their regular monthly tt

bills and expenses, It S J _r

down, arc:

vy.ork, Lid3
These findings reinforce those of Pew's :1 I'LL

first paper in the Payday Lending in

America series: Although payday loans
are frequently described as intended
for unexpected expenses, keeping up
with regular bills is the primary reason

that borrowers use payday loans.' That Borrowers Sprit on How
study found that 69 percent of storefront They Rate Their Own
borrowers reported using their first payday
loan to meet a recurring expense, and just Economic Situation
16 percent said it was for an unexpected Half of payday borrowers describe their

expense. Pew's survey data specifically economic situation as "good, and half

covering online borrowers show describe it as "bad, based largely on

similar results, at 73 percent and how often they can keep up with their
16 percent, respectively bills. In focus groups, very few borrowers

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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PAYDAY BORROWERS ROUTINELY STRUGGLE TO MEET EXPENSES

EXHIBIT 1:

MAJORITY OF PAYDAY BORROWERS
HAVE TROUBLE MEETING BILLS AT
LEAST HALF THE TIME

FREQUENCY OF TROUBLE MEETING BILLS:

14% 23%
Never Every month

14%
Most months

28%
Less than
half the time

21%
About half the time

NOTE: Data represent percentage of payday borrowers who gave the hated answer. Respondents were

asked: "How often, if ever, do you have trouble meeting your regular monthly bills and expenses'?" Results
are based on 703 interviews conducted from December 2011 through April 2012.

SOURCE: Pew's safe small-dollar loans research project, 2013.

described themselves as having savings them to meet basic expenses. Others with
or a financial cushion, and many felt one job were dependent on the income

that in their current economic situation, of another household member and said
it was not possible to "catch up" or save the loss of a second household income

for the future. would leave them unable to pay regular
bills. Previous research has found that

Among employed payday loan borrowers, 25 percent of small-dollar loan borrowers
20 percent have multiple jobs, and in reported a loss of income, such as a job
focus groups, several borrowers explained loss or reduction in hours, as a reason for
that a second job was critical to allow a shortage of funds.'

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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PAYDAY BORROWERS ROUTINELY STRUGGLE TO MEET EXPENSES
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A deposit advance loan is a payday loan the loans may be advertised in branches, by
for up to $500 that some banks offer to direct mail, through email, at ATMs, or on a

customers who have direct deposit. The bank's website.
structure mimics a conventional payday loan,
with the entire loan plus interest due on the Previous research indicates that although
borrower's next payday. The cost—$7.50 bank deposit advances are advertised as
to $10 per $100 per pay period, resulting in two-week products, average customers end
annual percentage rates (APRs) of 196 to up indebted for nearly half the yeaG similar
261 percent for a 14-day loan --is somewhat to the experience of payday loan customers
lower than that of a typical storefront loan borrowing from storefronts.' In Pew's focus
($10 to $20 per $100 per pay period, or 261 groups, bank deposit advance borrowers
to 521 percent APR). The loans are secured explained that, once the bank has withdrawn
by the customer's next direct deposit, and the full amount plus interest, they frequently
the bank repays itself immediately when that cannot meet their expenses and, like store-
deposit is received. Depending on the bank, front and online payday borrowers, must

re-borrow the loan amount.

EXHIBIT 2:

BANK DEPOSIT ADVANCE LOANS MIMIC
PAYDAY LOAN MODEL

BANK r'FoOSIT ADVANCE LOAN

Advertised term :-.:Ofieipay .0-eriod wi1hlu6p..-eurn. One pay period with lump-sum
i'ePayment-6bOuilwia:inieeks.).: repayment (about.two weeks)

Amount loaned Usually up to 5500 USIllaqir.:.:00 to r$5oo

Most common advertised price ''.:;.$15 tier:$-10 pei- pay period $10 pet- $400 per pay period

Annualized interest rate on a 2-week 391 percent 261 Percent.
loan (APR)

Security provided to lender
debit' atithbriiation account held bYihe

..:.:--acCount-atrthfrcl-partyinptitution. -s...lender

Requirements to borrow incOme.Stream, cbeclOrig accOght Income stream.,-..plecking :account
'with direCt defreiSitat thi:tarik

Borrower experience Average Available evidence showssimilar.
.5:MOnth's during year, of loans patterns as conventional payday
-are quick re borrows loans

SOURCES: "Payday Lendin.g in America: Who Borrows, Where The./ Borrow, and Wh'' The Pew Charitable Trusts. (20 i.);
"Big Bank Payday Loans." Center for Responsible Lending. poll); Consumer Financial Protection Bureatei:xamination
Procedures: Short-Term, Small-Dollar Lending." January 19, 2012. Available at: http://files, consumerfinance.gov/f/2012/011
Shott-Term-Small-Dollar-Lending-Examination-Manual.pdf; Fed. Reg. 76. 83409-33413. Guidance on Deposit-Related
Consumer Credit Products. Notice by the Comptroller of the Currency. June 8, 2011; Bank-specific cost information comes
irom the websites of banks offering deposit advance bans. Pow's safe small-dollar loans research proIect, 2013.

Center for Responsible Lending. "Big Bank Payday Loans." (2011). Available at httpifiwww.responsibielending.orgipayi-hi,
'lendinglresearch-analysis/hig-bank-payday-loans.pdf
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"if you can't pay that money back when you agreed to, they let

you just pay the interest, and then it gets easier and easier for you
to renew that loan, because you're saying, well, I need to do this
with this money, and I can pay this $17.50 or $35 and go ahead on."

—Storefront borrower, Birmingham, AL

The vast majority of payday loan users are More than. 60 percent of all loans

repeat borrowers who pay fees to renew or go to people using 12 or more loans
re-borrow the loans, accounting for nearly per year."
all of lender profitability' Available data

n Seventy-six percent of loans are

demonstrate the depth of this problem: renewals or quick re-borrows."

u The average payday borrower is Lump-Sum Repayments Far
indebted for five months during Exceed Borrowers' Meansthe yeanw

Pew's survey asked how much borrowersu Four in five borrowers use three or
can afford to pay toward their paydaymore loans per year and account for
loan debt and still afford their regular bills97 percent of all loans."'
and expenses. As shown in Exhibit 3, the

One in five borrowers use payday average borrower reported being able to
loans only once or twice per year, pay $100 per month, or about $50 per
accounting for just 3 percent of all two weeks. However, the typical borrower
loans." Notably these borrowers owes $430 ($375 plus a fee of S55) in
are not profitable for lenders and two weeks for a storefront loan.'6 Only
are not the focus of the payday loan 14 percent of borrowers can afford enough
business model."

out of their monthly budgets to pay off an

WWW.PEWIRUSTS.ORG/SMALL-LOANS
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RENEWING PAYDAY LOANS IS AFFORDABLE, BUT PAYING THEM OFF IS NOT

EXHIBIT 3:

AVERAGE PAYDAY BORROWER CAN AFFORD
$100 PER MONTH

NOTE: Data represent percentage oi payday bon owers who gave an answer that fell in this range. Respondents were asked:
"How much can you afford to pay each MONTH toward (an online payday loan/a payday loan) and still be able to pay your
other bills and expenses?" All responses were volunteered and not read aloud as options to select. Results are based on

703 interviews conducted from December 2011 through April 2012,

SOURCE: Pew's safe small-dollar loans research project, 2013

average payday loan.. As Exhibit 4 shows, in a month. Borrowers explained in focus
the average borrower can barely afford just groups that this incompatibility between
the $55 fee required to renew an average the loansrequired payment and their
storefront loan for another two weeks. ability to pay caused them to renew or re-

borrow the loans for months before they
Even among those who describe their could pay them off. This finding about
financial situation as very or fairly good, unaffordability helps explain why the

only 15 percent can afford to pay more average borrower ends up indebted for
than $400 toward their payday loan debt five months of the year.'l

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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RENEWING PAYDAY LOANS IS AFFORDABLE, BUT PAYING THEM OFF IS NOT

EXHIBIT 4:

RENEWALS ARE AFFORDABLE, REPAYMENT IS NOT

AftIPUOt:.DOPjri•TWO :'....:Arrici.Orittei.90.1.1eW
Weeks:tOPay:Off:a or. Re.,.bartOW:. l'...
Lonn :Of $375'•:::::::. LO6ri fol. ti.sio.::...,
:•::::::L:i.......•.::: More Weeks

•:•:.E.:..:....: Withonf Pnying.:
•E Down PrinOipal••1: E: E E: E:

STOREFRONT •..:$4.30i: OR $$5:
...:•03iiriciOnf-Fie6•af.$56);::Aiterncie•bOrrOWerPAYDAY LOAN

:::...060 .offatd.:: ..„......s.-:-:.....,,, --:-.10,-1-o-e,..30-.::•
:...:.:(por:1*±0*.eek)i.:.::.:::::.:: ...----::.v...:-.., ........:y:.

....0, A, A.,1.,..c-4...34.,:: i E..: E..::
r.--..., E.: t,...T.-...-,-.:....V.-...-,?T.....4:f....?..-'.:.::, :::...:.•:::::.E...::.:•::;:

:'.1, .'..z:.-.::'..

.:-..?.e.,..;.g•::: :...r
......3...,

E: :1:: ONLINE $4 ..-H.:..-:.:.:..::.:.::::-.:.::...:.70-.....:•••••••••••••••••••••••••••••••••••• OR :::$95: E.: i:.:::.::?:.....::...:....t PAYDAY LOAN trii.ihbie, 4.. tee: bf $gy•:. •:-i..
...:.rWith.:.$$01i0ila..:.6..b.I,.e:l.'. H.,

...'.--:......:.:4>.::..., :f...^›, i .4,the iSciiit.itifee: i E: 1 1 ..<5., .........4 ...k., -1-_, A,...3,z,...e....fr., -::t., -.)----5.'.....
.:.:.•:•.t.f.nS:TW.O. :00ti..oe:IP.: is.W., L.: ...4...: ...:.:•:.."..k,

1. :.;...i'l..:.--'-'4.'.:2.....t:2...:23-',.A'....:..4.•_:;,-1.=:.. :r•:

fiir:eoch:typo..0f.:.:
.E.!: too;,.0:.tiay: it tiff :-..:0>-•,.'orrerleW:.::: i. i.issi.•-•••,
:E.::::.:. 1 i.., i.....;...

is:::: i: 1:: •..E.: :...:..:::.::.i:..i..
!:E.::.. E! .E E ....E., :.1. .::.!....E: E. E:.:...:..

BANK DEPOSIT 1..$412.50::ii.:••:•:•::::::::::::: OR I :$37.,50: i
ADVANCE ...:10tingiOal 10e: Of P7,:pp):LOAN"

....:-.-61.i.:.., -2.1:, :i:44::, ;...-.N., .:::::...i-. i:
::::0-;), i%....„4:2F,t._-:.-..-•, :z........-t..i,L.'.-<.7.7.-i.:::

i-: A'>:...:::::.: ....4',..7.7::::;..:4>:.. i:;:':1:4„, 90.:_>•,7.-.*-;.._.,:::.•.:k^.....'-:, Az?..7 •::::il--:---.—.1----t-;-., :iw,t:::::.

:::.:.::.:::.::::.::::.:tin.ii..iiiii..:::::::::::..::.:. l i.:.'i.:. i..i••

NOTE: Respondents were asked: "How much can you afford to pay each MONTH toward (an online payday loan/a payday loan)
and still be able to pay your other bills and expenses?" Results are based on 703 interviews conducted from December 2011
through April 2012.
i The average cost of storefront and online payday loans is discussed in Pew's first report in this series and comes from Stephens
Inc, (2011),

Big Bank Payday Loans." Center for Responsible Lending. (2011). Bank-specific cost information can also be found at

htips://www.usbank.corn/checkinglcaa/index.html, https://www.wellsfargo.com/checking/direct-deposit-advance/,
htip://www.regions.com/personal_banking/ready_advance.rf, https://www.53.com/doc/pe/pe-eax-faq.pdf,
httb://www.guarantybanking.com/SiteContent/5871/final%20ea%20service%20agreement%20(gb)%207-31-10.pcif, and
https://www.bankofoklahorna.corn/sites/Bank-Of-Oklahoma/asset/en/therne/default/PDF/Bank%20of%2Wklahoma%20FastLoan
SM%20Terms%20and%20Conditions.pdf,

SOURCE: Pew's safe smaii-dollar loans research project, 2013,
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RENEWING PAYDAY LOANS IS AFFORDABLE, BUT PAYING THEM OFF IS NOT
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Most Borrowers Say they thought the terms were clear. A

Terms Are Clear out significantly higher number of storefront.
borrowers than online borrowers thoughtStill Struggle to Repay the terms were clear.

Although most borrowers cannot afford to

repay their payday loans, large numbers The average storefront payday loan
state that the terms an.d conditions were requires a $430 repayment in two weeks.
clear. Focus group participants often Pew survey found that even among those
described the terms as unfair, usually who said the loan terms were very clear,
meaning very expensive, but most said just 46 percent of borrowers could afford

they understood what th.e fee was and a repayment of more than $100 a month,
when the loan was due, and in that way and just 14 percent said they could pay

more than $400 a month.
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RENEWING PAYDAY LOANS IS AFFORDABLE, BUT PAYING THEM OFF IS NOT

EXHIBIT 5:

SIX IN SEVEN BORROWERS SAY TERMS
AND CONDITIONS ARE CLEAR

ALL PAYDAY BORROWERS STOREFRONT .Very or

somewhat
clear

heit; Very or

somewhat
urzeorc04:41.r...,:mw.4: confusing

145150:::V5.4.X

ONLINE

t-8:qe0+.7141,054?

NOTE: Data represent percentage of payday borrowers who gave the listed answer. Respondents were asked: "When you took

out (that FIRST/the) (ontne payday loan/payday lOan), would you say the terms and conditions of the loan were very clear,
somewhat clear, somewhat confusIng, or very confusing?" Data for online do not add to 100% because "Don't know" and
"Refused" were omitted from this chart Results are based on 703 interviews conducted from December 2011 through April 2012,

SOURCE: Pew's safe small-dollar loans research pro)ect, 2013.

WWW.PEWTRUSTS.ORG/SMALL-LOANS

17

lif.4659.84:::CO3404.4:Pg*W0iVii'ObAkAttntA51A,"!Mi<4.F'S

5gretliigf!;.ii:M.T4.4:rev.'04.:vgt,:;?:.f.:AZ:i050:rillf::4•5=VAt.;.5145g24:63.0:;A
...r:':::'611.;!;}:,4.4#N.P11;9(4.410.1;.84::gfe.111'55,0155:A,114cs:15'64'.:ON:;tPlIfeat.'

t, Vrfyil;',KITO1V.-,:gak,'!eg:ii4
M2.fr,izrZecf.:32,:tfiNrcA87:?;Zggi:P:kr.t7C.,:stOIWWAi6i:1:



Case 1:13-cv-01403-UNA Document 1-4 Filed 08/09/13 Page 1 of 18 PagelD 83

RENEWING PAYDAY LOANS IS AFFORDABLE, BUT PAYING THEM OFF IS NOT
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"You don't know that it's going to take you six months when you're
going into it, to pay."
—Online borrower, New York

Payday borrowers renew or re-borrow loan appeared to be something that could
loans because they cannot afford to repay provide needed cash, for a manageable
them in full. But why do people choose fixed fee, without. creating another ongoing
to borrow unaffordable loans in the first obligation. However, this perception does

place? The answer is not the same for not match reality: Borrowers typically
every borrower, but our research reveals experience prolonged periods of debt8
several contributing factors. paying more than $500 in fees over

five months.'"
One clear reason is desperation. More than
one-third of borrowers say they have been Lenders benefit from this misperception,
in such a difficult situation that they would because they rely on borrowers to use

take a payday loan on any terms offered, the loans for an extended period of time.

Another reason is that many borrowers Prior research shows that the payday loan

struggle with the temptation of having business model requires repeat usage in

cash readily available to them, describing order to be profitable,2° with nearly all

payday loans as "too easy" to obtain, loans going to repeat users. (Ninety-seven
percent of loans go to people using three

Borrowers also hold unrealistic or more loans per year, and 60 percent go

expectations about payday loans. In focus to those using at:least 12 loans per year,21)
groups, people described struggling to Yet lenders continue to structure their
accommodate two competing desires: loans as a two-week fixed-fee product.
to get fast cash and to avoid taking on They routinely promote the loans as a

more debt. They cited the "short-term" short-term solution that should not be

aspect of payday loans as a reason for used on a long-term. basis, even though
their appeal and described how a payday the loans' unaffordability makes this

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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WHY PEOPLE BORROW WHEN THEY CAN AFFORD ONLY TO RENEW, NOT TO REPAY

long-term use widespread. These efforts Some Borrowers Have
help shape the expectations of borrowers, been in Situations Where
who say they rely on lenders to give them
accurate information by a nearly 4-to-1 They Would Accept Any
margin. When asked to reflect on their Terms Offered
experiences, borrowers expressed surprise
over how long it actually took to pay off Thirty-seven percent of payday borrowers

the loans, as well as frustration about how have at some point felt that they would

difficult that was to predict. take a loan on any tenns offered. This

figure rises to 46 percen.t among those

Taken together, these and other findings who rate their financial situation as fairly
presented below help explain why people or very bad.

select an unaffordable loan.

EXHIBIT 6:

SIX REASONS WHY PEOPLE USE PAYDAY
LOANS THEY CANNOT AFFORD

.-peration
More than one-third of borrowers say they have been in such a difficult situation

that they would take a payday loan on any terms offered.

r'erception
Borrowers perceive that payday loans do not create ongoing debt, or are "not

another bill, although the loans do in fact create high-cost, ongoing debt.

zliance
Borrowers rely on lenders for accurate information. Lenders sell payday loans
that are packaged as a two-week product, although the borrower ends up
indebted for five months on average.

L ocus on fee
Borrowers focus on being able to afford the finance fee, rather than on how the

lump-sum repayment will affect their budget.

Trust
Some bank deposit advance borrowers believe that bank payday loans are safer
or more regulated than other payday loans.

Temptation
Some borrowers consider the loans "too easy" to obtain, because they are readily
available, and borrowers have a consistent cash shortfall.

SOURCE: Pew's safe small-dollar loans research project, 2013,
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WHY PEOPLE BORROW WHEN THEY CAN AFFORD ONLY TO RENEW, NOT TO REPAY

These borrowers accept an unaffordable
loan for the simple reason that it allows
them to stay solvent for two more weeks,
regardless of cost. Previous research has
also found that most customers do not

comparison shop for small loans and
instead focus on obtaining money quickly,
demonstrating that when people are in

an urgent situation, speed rather than

affordability is paramount.23

EXHIBIT 7:

tt

re-, I.{

If Dorrovvr-f=t1rs
0.4, "1,4yrift/J'a C

a pada L 6
it Aod Te.n t,

anr 7 '1 7 ad
Jr:

NOTE: Data represent percentage of payday borrowers who

gave the listed answer. Respondents were asked: "Have you
ever felt you were in such a difficult situaton that you would
take (an online payday loan/a payday loan) on pretty much any
terms offered or have you never felt that way?" Results are

based on 703 interviews conducted from December 201 1

through April 2012.

SOURCEPew's safe small-dollar loans research project, 2013.
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WHY PEOPLE BORROW WHEN THEY CAN AFFORD ONLY TO RENEW, NOT TO REPAY

Borrowers Perceive Payday
Loans as 'Not Another Bill'
To some focus group respondents, a

payday loan, as marketed, did not seem

as if it would add to their recurring debt,
because it was a short-term loan to provide
quick cash rather than an additional

it Tc

obligation. They were already in debt
and struggling with regular expenses, J.

and a payday loan seemed like a way to I. :11'

get a cash infusion without creating an

additional bill. Despite this appeal, the

reality is that the average borrower ends

up indebted to the payday lender for
five months of the year.

It is highly unrealistic for borrowers to
1, 0, q,71think that they will repay the loan on their VVVV V

V

VV to

V

V

next payday and not need to re-borrow the

money (more people use 17-plus loans per

year than use just one). But this optimism
is consistent with previous research from
the behavioral economics field.24 Previous

research has found that people across

income levels express unrealistic optimism
in assessing their financial prospects in

areas such as investment returns, future

earnings, or ability to repay loans quickly."
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Other research in the field has found that loans do not amortize, paying just the

people experience "confirmation bias, fee—the salient price that borrowers are

looking for information to confirm their instructed to pay if they cannot afford

already-held hope or belief? A loan full repayment does not reduce the

from a state-licensed lender or federally amount owed, leaving them no closer to

chartered bank that is marketed as a eliminating the debt. Therefore relying on

two-week product serves to confirm an the lender for accurate information makes

overly optimistic perspective, signaling the ultimate cost and duration of the debt

to borrowers that it is realistic for them extremely difficult to predict.
to receive quick cash without creating
ongoing debt. Lenders' advertising heavily promotes

the concept of relying on and trusting
Borrowers Rely Heavily on them. One bank describes itself in a

Payday Lenders, Whose payday loan advertisement as "your
trusted source' and suggests youLoans Appear to Last for "work with a lender you trust."28 A large

Just Two Weeks storefront payday lender advertises itself as

"the name millions trust"29 and promises,More than three-quarters of borrowers
in Pewsurvey stated that they rely on

"We're here for you."31' Other lenders call's
themselves "a company you can trust"3'the payday lender to provide accurate

information, but information is provided or "someone you can rely on"" and

explain. that they are "here to help you,
"33

only about a two-week product, even

though borrowers end up indebted for encouraging people to "stop by to

borrow money from your friends.""
an average of five months. Because the

EXHIBIT 8:

MAJORITY COMPLETELY RELY ON PAYDAY
LENDERS FOR ACCURATE INFORMATION

FZRVI.RAffFrgZgggIW?K::5:E2ZME:;ZfR:tdtE.ET3;REtTSRMRZ-NM,::';:TN

NOTE: Data represent percentage of payday borrowers who gave the tsted answer. Respondents were asked: "How much do
you rely on (online payday lenders/payday lenders) to give you accurate lnforrnation?" Results are based on 703 interv(ews
conducted from December 2011 through April 2012. Data do not add to 100 percent because "Don't know" and "Refused"
were (witted from this chart.

SOURCE: Pew's safe small-dollar loans research project, 2013.

WWW. PEWTRUSTS .0 RG/S MALL-LOANS

23

fp-vtd
IP'0AWSW6:104-W,,, 1n*IttMM,Ine:40a5NWAig'eMIWk49*Re5P.W.M:69Acf.OA4N4W.e,W,,,'ScNtq-nMlg'z':F*:VA,r*W;MARPV,AS'AP,,Kg:56:5,-W6rA,K)pti,tort,..q'Y:4yAvag:...wz-z.r.!afforivolv t:t4 k:', ARRzio043:05A-MgAtt



Case 1:13-cv-01403-UNA Document 1-4 Filed 08/09/13 Page 7 of 18 PagelD 89

WHY PEOPLE BORROW WHEN THEY CAN AFFORD ONLY TO RENEW, NOT TO REPAY

The meaning and implications of this It would be possible to interpret this
reliance are perhaps best illustrated, by inaction as a borrower preference for

comparing how borrowers use payday single-repayment loans, were it not for
loans in Washington and Colorado. In the example of Colorado, where the.

Washington, a payday loan's term is for default loan structure is for a 180-day
two weeks with a lump-sum repayment, term, but borrowers can pay back the

and, as in most states, the majority loans (with n.o pre-payment penalty) in

of payday users re-borrow the loans two weeks or any other amount of time.

multiple times.35 But unlike most states, Only 1 in 7 pay th.e loans back in full

Washington gives borrowers a no-cost within a month, with the majority instead

option to convert the loan immediately accepting the default installment loan

into a far more affordable3690- to 180-day structure.39 As has been found repeatedly
loan, payable in installments." In 9 of 10 in the behavioral economics literature,40

instances, however, borrowers fail to do so, people tend to accept financial products as

instead accepting the unaffordable default they are offered, relying on the structure

loan, structure provided by the lender." and choices the provider has established
This striking data point demonstrates as the default. Payday borrowers are no

that even when a payday loan could exception, overwhelmingly accepting
become aftbrdable for borrowers through the default loan structure that the lender
conversion to an installment loan, the provides them and demonstrating a

default stnicture provided by the lender is tremendous degree. of reliance on the

so influential that most borrowers do not lender, even when they cannot afford the

alter that structure. terms the lender is offering.

EXHIBIT 9:

BORROWERS RELY HEAVILY ON LENDER,
ACCEPTING DEFAULT LOAN STRUCTURE

WASHINGTON

COLORADO,i1MR17.7.w:HRONtEIFEMESESER=REIENUMEASSMANiNg

SOURCES: State of Colorado Department of Law: Washington State Department of Financia Instutions:
Pew's safe smaii-ddiar loans research project, 2013.
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Previous research also found that bor-
rowers do not know the annual percentage
rates (APRs) on payday loans, although r--

ri, cr-tcythey are posted in stores and on websites.

Instead, borrowers generally know the
fee charged per $100 borrowed per pay

period. Not knowing a loan's APR makes
it hard to compare products, leading to

further reliance on lenders. Some in focus V

V

V V

VV
V

groups expressed difficulty in comparing
the cost of a payday loan with that of
other loan products, such as a credit card.
Several borrowers mistook the two-week
fee on a payday loan for an interest rate

-1

and erroneously compared that with the _I:Ty:DE.: S.

APR of a credit card.42 (More information
on payday borrowers' use of credit cards is

featured on Page 30.)
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EXHIBIT 10:

ALMOST ALL PAYDAY BORROWING IS FOR
A PERSONAL OR FAMILY EXPENSE

Personal or family Business

NOTE: Data represent percentage of payday borrowers who

gave the listed answer. Respondents were asked: "And was

that primarily a personal or family expense, or was that

primarily for a business that you own or operate?Results
-1 are based on 703 interviews conducted from December

I lir 2011 through April 2012.

SOURCE: Pew's safe small-dollar loans iesearch

project, 2013.

IS

WWW.PEWTRUSTS.ORG/SMALL-LOANS

26



Case 1:13-cv-01403-UNA Document 1-4 Filed 08/09/13 Page 10 of 18 PagelD 92

WHY PEOPLE BORROW WHEN THEY CAN AFFORD ONLY TO RENEW, NOT TO REPAY

Borrowers Focus on tle repayment, which they.usually could not

Fee, Rather Than tle Whole afford without having to borrow again
to meet. their expenses. Some borrowers

Repayment talked about the loan fee being affordable,
A number of focus group participants but they had not realized that the full loan

explained that when using payday loans, repayment would then make it impossible
they concentrated just. on the fee, which to meet their expenses.
they could afford, rather than the entire

WWW.PEWTRUSTS.OR/SMALL-LOANS
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Some Borrowers Believe did business, making it both familiar

Ban< Deposit Advances Are and convenient. Others mistakenly
believed that the products were covered

Safer or More Regulatec by special federal regulatory protections
and therefore were relatively safe to use

Several borrowers in focus groups believed compared with other payday loan options.
that bank deposit advance products (see Inreality, nationally chartered banks that
Page 12), which have the same lump-sum offer deposit advance loans may disregard
repayment structure as payday loans, were

state usury rate limits and other consumer

safer than other types of payday loans and
protection laws, and so far there is

were more inclined to use them. Some relatively little federal replation of payday
focused on the fact that the. loan was and deposit advance 1ending.43
offered by the bank where they already
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Some Borrowers Describe resisting the temptation to borrow.

Getting Payday Loans as Interestingly both storefront: and online

borrowers expressed this sentiment, even

'Too Easy' though these two groups are different, and
In focus groups, borrowers appreciated they think of storefront and online payday
how easy it is to obtain a payday loan, loans as two very different products.
but in many instances, they described it

as "too easy" and said they had difficulty
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Credit cards can be an important source of avoid them. Other borrowers discussed

liquidity for cash-strained households. Al- feeling overextended by debt already and

though a large portion of payday loan appli- said payday loans seemed like a different

cants have credit card accounts, many have kind of choice compared with a credit card

exhausted their limits.' Pew's survey found or longer-term loan, because they expected
that 2 in 5 payday borrowers used a credit payday loans to last only a short time.
card in the past year, and most had "maxed

out" their credit at some point during the Still others were confused about the relative
same periodcostsof credit cards compared with

payday loans. For example, one participant
Among payday borrowers who do not have a mistakenly believed that a credit card's
credit card, nearly half do not want one, and annual percentage rate (APR) of 23.99 would

almost as many have been turned down or cost more per month than a payday loan

expect they would be turned down. In focus (which in his state costs $17.50 per $100
groups, many borrowers reported having borrowed, or 17.5 percent every two weeks),
incurred substantial credit card debt in.the and others did not disagree.
past and said that is why they intentionally

i Neil Bhutta, Paige Ma:-ta Skibar and Jeremy Tobacman (foi l iIi 'Payday Loan Choices and Consequences." This.
research finds that almost all payday apphcants have a creda Jr trid a iiidjority have credit cards hut are inostly maxod
out on their credit limits at the time they apply for a payday loan. Available at: http://assei:s.wharton.upenh.edu/-tobacmani
papers/Payday%20Loan%20Choices°7c,20and%20Consequences3/4,2020121010.p1t. Overall, approximately 68 percent ofail.
American adults utilize credit cards (2010 Survey of Consuinr FinapCC5. Federal Reserve Bulletin,2012..
htto://www.fedel'alreserve.gov/pubsibulletin/2012/pdf/scflapdf:).
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EXHIBIT 11:

CREDIT CARD SITUATION OF PAYDAY
LOAN BORROWERS

41% 4%
Have used one this None/don't know
year and not been
maxed out 110/0

Making payments
on one/not used
in past year

59% L 38%
Have used Applied
one thisyear. and turned
and been down/would
maxed out be declined

47%
Do not want one

NO E: Data ippresent percentage of payday loan borrowers who gave the listed answer, Respondents were asked: "I'm going
to read several types of financial products and services. For each one, please tell me whether you have used that product or

service in the past year. Have you used a credit card in the past year?" (If "Yes") "In the past year, have you maxed out or beeri
at the top of your credit limit on any of your credit cards?" (If "Ne) "Have you not used a credit card in the past year because
you do not want one, because you think you would not be approved to get one, you are already making payments on one, or

did you aPply for one and were turned down?" Results are based on 703 interviews conducted from December 201 1 through
April 2012.

SOURCE Pew's safe small-dollar loans research pipject, 2013.
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Most Payday Borrowers Are
Also Overdrafting Moir

Checking Accounts
'And even if you tell them the money is not there, guess what?

They're going to put that check through and it's going to bounce
two times before they come back and say, 'well, can you send us

another check?' So now you have two extra fees on your bank
account."

—Storefront borrower, Chicago

Payday loans are sometimes promoted payday loans in order to avoid overdrafts,
as a cost-effective alternative to checking many end up paying payday loan fees and
account overdrafts. (A major storefront overdraft fees as wel1.47

and online payday lender encourages
borrowers to "use payday loans to stop Payday Loans Not
a bank overdraft or NSF fee4 and a Eliminating Overdrafts
prominent online payday loan website

states, "avoid costly overdraft fees and Although it is unclear how much payday
charges i"") However, more than half of borrowing may reduce or increase the

payday loan borrowers report having likelihood of checking account overdrafts,
overdrafted their accounts in the past Pew's research shows that payday loans

year,
46 and 27 percent report that a do not eliminate overdraft risk. Prior

payday lender making a withdrawal from research has found that some payday loan

their bank account caused an overdraft. borrowers are explicitly choosing to use

Moreover, Pew's prior research has shown the loans to avoid overdrafts and bounced

that the vast majority of those who checks, but Pew's survey research.

overdraw their accounts do so by mistake, demonstrates that borrowers are incurring
not by intention. Although people choose overdraft fees anyway

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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EXHIBIT 12: There is less evidence about overdrafts
MAJORITY OF PAYDAY related to bank deposit advance loans, but
BORROWERS HAVE those loans' single-repayment structure

OVERDRAFTED IN makes it likely that they will be of
THE PAST YEAR limited help to customers trying to avoid

overdrafts. Corroborating evidence comes

from a large financial services consultant
that developed a deposit advance

loan program for banks and originally
promoted the program as a new source

of revenue that would result in little to

no "overdraft revenue cannibalization."49
Its analysis indicates that deposit advance
loans provide little to no value in helping
borrowers avoid overdrafts.

Previous research on the relationship
between payday loan usage and overdrafts
has yielded mixed results. One studyNOTE: Data represent percentage of payday ioan borrowers

who gave the feted answer. Respondents were asked: looked at county-level data nationwide
"Frn going to read several types of financial products and
services. For each one, please tell me whether you have used and found. that access to payday loans
ihat product or service in the past year. Have you used was associated with increased levels
overdrafting on your checking account in the past year?" Results
are based on interviews with the 565 payday borrowers in the of involuntary bank account closures,
survey who still had a checking or savings account at the time

they look the survey. Interviews were conducted from generally because of overdrafts.5° Another
December 2011 through April 2012.

SOURCE: Pew's safe small-dollar loans research project, 2013.
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study found that when payday loans were

no longer available in two states,bounced:
checks increased in one state but not the
other." A third study showed similar levels

ptrr
of nonsufficient funds (NSF) and overdraft

fiMESfees paid per household in states that
had payday loan stores and in states that
did not.52 I V e gh eice 01 Io II.

E.:

in focus groups, borrowers u, :••1.1
..j.

ac e r,

overwhelmingly agreed that they would a

not use overdrafts as an alternative to

payday loans because, as a credit source,

they would be too expensive. These
sentinients are consistent with a national per

survey from Pew's Safe Checking in the
Electronic Age Project., which found that
90 percent of those who overdrew their

accounts did so by mistake rather than

bychoice.".
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Payday Loans Causing
Overdrafts

Among storefront borrowers, 23 percent
report that a payday lender attempting
to make a withdrawal from their

account caused an overdraft. Among Ti- r2 C

online borrowers, 46 percent had this

experience." This significant difference
was reflected in PewS focus groups:
Online borrowers experienced many more

problems as the result of payday lenders

accessing their bank accounts.

These findings—that 52 percent of payday
borrowers also report overdrafting their

checking accounts, and that for 27 percent
of borrowers, payday loans are actually
causing overdrafts—reveal that payday
loans frequently fail to help borrowers
avoid overdrafts.

EXHIBIT 13:

PAYDAY LOANS CAUSING OVERDRAFTS

ALL NOTE: Data represent percentage of payday borrowers

BORROWERS who gave the llsted answer. Storefront payday borrowers
were asked: "For each one I read, please tell me whether
it has happened to you. How about Had'a payday lender

STOREFRONT attempt to make a withdrawal that overdrew your bank
account?" Online payday loan borrowers were asked:
"For each one I read, please tell me whether it has

ONLINE happened to you. How about Had an online payday
lender make a withdrawal that overdrew your bank
account?" Results are based on 703 interviews
conducted from December 2011 through April 2012.

SOURCE: Pew's safe small-dollar loans research
project, 2013.

WVVALPEWTRUSTS.ORG/S MALL-LOANS

35



Case 1:13-cv-01403-UNA Document 1-5 Filed 08/09/13 Page 1 of 13 PagelD 101

Methodology
Opinion Research includes question.s on a variety of topics.

This survey took steps to minimize payday
Findings in this report are based on

loan borrowers' denial of their usage of
a survey conducted among storefront

this product, because the omnibus surveypayday loan borrowers and online payday.included mostly nonfinancial questionsloan borrowers. The sample for this
purchased by other clients, and the payday

survey was compiled over the course of
loan questions were asked after other, less

eight months of screening on a nationally sensitive questions, giving interviewers
representative weekly survey. Borrower

a chance to establish a rapport with
quotations in this report come from a

respondents.series of 10 focus groups with small-loan

borrowers, as described below.
The first phase of the research, to identify
payday borrowers, asked respondents

Survey Methodology to the omnibus survey whether they
Social Science Research Solutions (SSRS) had used a payday loan. If respondents
omnibus survey answered that they had, they were placed

in a file to be re-contacted later. Once the

The Pew Safe Small-Dollar Loans Research full-length survey was ready to field, in

Project contracted with SSRS to conduct order to maximize participation, people
the first-ever nationally representative who had used a payday loan were then

in-depth telephone survey with payday given the full-length survey and paid an

loan borrowers about their loan usage. incentive of $20 for participating. Because

To identify and survey a lowAncidence of their relative scarcity, online payday loan

population such as payday loan borrowers, borrowers were given an incentive of $35
SSRS screened 1,000 to 2,000 adults per for participating.
week on its regular omnibus survey, using
random-digit dialing (RDD) methodology Respondents were told about the

from August 2011 to April 2012. The compensation only after having indicated

term "omnibus" refers to a survey that that they had used a payday loan. Further,
online payday loan borrowers who were

WWW.PEWIRUSTS.ORG/SMALL-LOANS
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identified during the early months of loan survey, for a total or 703 payday
screening were sent a letter with a $5 bill borrowers. The sampling error for the

informing them that they would be re- full-length survey of payday borrowers is

contacted to take the full-length survey plus or minus 4.2 percentage points. The
The second phase of the research involved sampling error for the full-length survey
re-contacting all respondents who of 'storefront payday loan borrowers is

answered that they had used a payday plus or minus 4.6 percentage points, and
loan and immediately giving the full- it is plus or minus 6.2 percentage points
length survey to anyone newly identified for the full-length survey of online payday
in the weekly omnibus survey as a payday loan borrowers.
loan borrower.

EXCEL is a national weekly dual-frame

Sample and Interviewing bilingual telephone survey Each EXCEL

survey consists of a minimum of 1,000
In the first phase of the survey, the Pew

interviews, of which 300 interviews are
Safe Small-Dollar Loans Research Project completed with respondents on their
purchased time on SSRS's omnibus survey cellphones and at least 30 are conducted
EXCEL, which covers the continental

in Spanish, ensuring unprecedentedUnited States. Analysis of the incidence
representation on an omnibus platform.of payday borrowing was conducted
Completed surveys are representative of

after 33,576 adults had been screened
the continental United States populationand answered a question about payday of adults 18 and older. EXCEL uses a fullyloan usage. An additional 16, 108 adults
replicated, stratified, single-stage, random-

were screened in order to find a sufficient
(RDD) sample of land-line

number of storefront payday loan, online
telephone households and randomlypayday loan, and auto-title loan borrowers
generated cellphones. Sample telephone

to complete a 20-minute survey about
numbers are computer-generated and

their usage and views, for a total of
loaded into online sample files accessed

49,684 screens to complete the research.
directly by the Computer-AssistedThe sampling error for those incidence
Telephone Interviewing (CATO system.estimates from the omnibus survey of
Within each sample household, a singleborrowers is plus or minus
respondent is randomly selected. Further

0.24 percentage points, details about EXCEL and its weighting
are available at www.pewtrusts.org/small-in the second phase, a total of 451 adults
loans. The proportion of storefront to

completed the full-length storefront
online borrowers was weighted to the ratio

payday loan survey, and 252 adults
at which they occurred naturally in the

completed the full-length online payday omnibus. Including 252 online borrowers
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reflects an oversample of 147 online Question Wording—
borrowers, and the online borrower results Full-Length Survey of
have been weighted down accordingly Storefront and Online
so they would not have disproportionate
influence over the full results. Payday Loan Borrowers

The data from the nationally
Question VVording— representative, full-length survey of

Omnibus Survey 451 storefront payday loan borrowers
and 252 online payday loan borrowers

Wordingfor demographic and other
are based on responses to the following

questions is available at wwwpewtrusts.orgi questions, which Pew designed with
small-loans,

assistance from SSRS and Hart Research
Associates. All other questions from this

Screening Phase (measuring incidence and
survey are being held for future release.

compiling sample for callbacks): The sample for this telephone survey was

derived from the RDD omnibus survey
Es In the past five years, have you used

All questions also included "Don't know"
payday loan or cash advance services, and "Refused" options that were not
where you borrow money to be

read aloud.
repaid out of your next paycheck?

Eiz And was that physically through a How would you rate the condition of your
store, or on the Internet? personal economic situation these days?

Is it (READ LIST)? (ENTER ONE
Re-contact Phase (calling back respondents RESPONSE)
who answered affirmatively and

identifying additional borrowers to take
1 Very good

the full-length survey immediately):
2 Fairly good

In the past five years, have you or has 3 Fairly bad
someone in your family used an in-

4 Very bad
person payday lending store or cash
advance service?

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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How often, if ever, do you have trouble 5 To pay for something special, such, as

meeting your regular monthly bills and a vacation, entertainment, or gifts
expenses—do you have trouble with this 6 (DO NOT READ) Other (SPECIFY)
every month, most months, about half the

time, less than half the time, or do you And was that primarily a personal or

never have trouble meeting your regular family expense, or was that primarily for a

monthly bills and expenses? business that you own or operate?

I Every month (INTERVIEWER NOTE: If 'BOTH,
2 Most months PROBE If you had to choose just

3 About half the time
one, would you say it was primarily for

personal or for business reasons?
4 Less than half the time

5 Never 1 For personal or family reasons

Thinking back now to (that FIRST/the)
2 For business I own or operate

time you took out (an online payday 3 (DO NOT READ) Both

loan/a payday loan), which of the

following best describes what specifically
When you took out (that FIRST/the)
(online payday loan/payday loan), would

you needed the money for? (READ LIST.
ACCEPT ONE RESPONSE.) (IF MORE you say the terms and conditions of the

loan were very clear, somewhat clear,THAN ONE, ASK:) Well, if you had to

choose just one, which best describes what
somewhat confusing, or very confusing?

specifically you needed the money for?
1 Very clear

1 To pay rent or a mortgage 2 Somewhat clear

2 To pay for food and groceries 3 Somewhat confusing
3 To pay a regular expense, such as 4 Very confusing

utilities, car payment, credit card bill,
or prescription drugs

Please tell me whether you have or have
not used each of the following methods to

4 To pay an unexpected expense, such pay back (an online payday loan/a payday
as a car repair or emergency medical loan). How about (INSERT)?
expense
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Have you used this method or not? (ASK ONLY OF EMPLOYED
STOREFRONT BORROWERS)

1 Have used

2 Have not used Are you self-employed or a small business
owner, or not?

a. Friends or family helped pay it off
1 Yes, self-employedb. Took out another short-term loan of any

type to pay it off 2 No, not self-employed
c. Got a loan from a bank or credit union 3 (DO NOT READ) Both, self-

to pay it off employed/small business owner and

work for someone else
d. Had or saved enough money to pay it

off How much can you afford to pay each

e, Used a tax refund to pay it off MONTH toward (an online payday loan/a

f. Pawned or sold items to pay it off payday loan) and still be able to pay your
other bills and expenses?

g. Used a credit card to pay it off

($0 to $1,000)

Are you currently employed? (IF "NO, Overall, do you think that (online
ASK:) Are you a student, a homemaker, payday loans/payday loans) MOSTLY

retired, or unemployed? help borrowers like you or MOSTLY hurt

borrowers like you? (IF "BOTH, ASK:) I

1 Yes, employed know it can be hard to say, but generally
2 Student

do you think they MOSTLY help or

MOSTLY hurt borrowers?
3 Homemaker

4 Retired 1 Mostly help
5 Unemployed 2 Mostly hurt

6 (DO NOT READ) Volunteer 3 (DO NOT READ) Some of both/

7 (DO NOT READ) Disabled
neither
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(HaveAVas) the (online payday loan(s)/ I (Online payday loans/Payday loans)
payday loan(s)) (been) more a SOURCE of should be kept as they are now with no

stress and anxiety or more something that changes
has RELIEVED stress and anxiety? 2 There should be small changes to

(online payday loans/payday loans)
1 More a source of stress and anxiety
2 More something that has relieved stress

3 There should be major changes to

(online payday loans/payday loans)
and anxiety

3 (DO NOT READ) Neither/both (Asked of storefront borrowers only)

I'm going to read you several options. Pm going to read you several things that
For each, tell me whether you would use some people have told us happened to

this option if you were Short on cash, and them, For each one I read, please tell me

short-tenn loans of any kind no longer whether it has happened to you. How

existed. How about (INSERT)? about had a payday lender attempt to make
a withdrawal. that overdrew your bank

a. Borrow from family or friends account? Has this happened to you or not?

b. Borrow from your employer
I Has happened

c. Sell or pawn personal possessions
2 Has not happened

d. Delay paying some bills
3 (DO NOT READ) Does not apply

e. Cut back on expenses such as food and

clothing (Asked of online borrowers only)
f. Take out a loan from a bank or credit

I'm going to read you several things thatunion
some people have told us happened to

g. Use a credit card them. For each one I read, please tell me

whether it has happened to you. How

about had an online payday lender make
Would you use this option or not? a withdrawal that overdrew your bank

account? Has this happened to you
I Yes, would use or not?

2 No, would not use

I Has happened

Which of the following best describes 2 Has not happened
your view? (READ LIST. ACCEPT ONE 3 (DO NOT READ) Does not apply
RESPONSE.)
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Which of these statements comes closer to INTERVIEWER NOTE: ONLY READ IF

your point of view? RESPONDENT VOLUNTARILY ASKS A

QUESTION SUCH AS, "WHAT KIND

(READ STATEMENTS) OF INFORMATION?" Say: "Information
about the terms of the loan, including

1 (Online payday loans/Payday loans) how much you pay in interest or fees,
should be more regulated and when and how you will need to repay

2 (Online payday loans/Payday loans) the loan."

should not be more regulated
I Completely

If you find yourself in a financial bind 2 Somewhat
again, how likely is it that you would take

3 Not much
out (an online payday loan/a payday loan)?
Is it very likely, somewhat likely not very 4 Not at all

likely, or not at all likely?
Some people say (online payday loans/

I Very likely payday loans) take advantage of
borrowers, while other people do not

2 Somewhat likely think (online payday loans/payday loans)
3 Not very likely take advantage of borrowers. What do you

think, do (online payday loans/payday4 Not at all likely loans) take advantage of borrowers or not?

Have you ever felt you were in such a

difficult situation that you would take 1 (Online payday loans/payday loans)

(an online payday loan/a payday loan) on take advantaae of borrowers

pretty much any terms offered, or have 2 (Online payday loans/payday loans)
you never felt that way? do not take advantage of borrowers

3 (DO NOT READ) Some of both/
1 Yes, have felt that way neither
2 No, have not felt that way Pm going to read several types of financial

How much do you rely on (online products and services. For each one,

payday lenders/payday lenders) to give please tell me whether you have used that

product or service in the past year. Haveyou accurate information—completely
somewhat, not much, or not at all? you used (INSERT) in the past year?
(ENTER ONE ONLY)
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1 Yes, used I Do not want one

2 No, have not used 2 Would not be approved for one

a. A personal checking or savings account
3 Already making payments on one

at a bank or credit union 4 Applied and was turned, down.

b. A credit card 5 (DO NOT READ) Have credit card,
but haven't used it in past year

c. A prepaid card that works like a

debit card but is not attached to an 6 (DO NOT READ) None of these

actual bank account
Focus Group Methodology

d. Overdrafting on your checking account
On behalf of the Safe Small-Dollar

(IE NECESSARY: Overdrafting is when
Loans Research Project, Hart Research

your checking account balance becomes
Associates and Public Opinion Strategiesnegative because more money has been
conducted eight two-hour focus groups,withdrawn than was in the account) with two groups per location in New

(ASK ONLY OF THOSE WHO HAVE York City; Chicago; Birmingham, AL;
USED A CREDIT CARD IN THE and Manchester, NH. Those groups were

PAST YEAR) conducted during weekday evenings from

Sept. 7, 2011, through Sept. 19, 2011. The
In the past year, have you maxed out or Safe Small-Dollar Loans Research Project
been at the top of your credit limit on any conducted two additional groups in San
of your credit cards? Francisco on Nov. 16, 2011. All quotations

come from these 10 focus groups.
1 Yes, have maxed out

2 No, have not maxed out

(ASK ONLY OF THOSE WHO HAVE

NOT USED A CREDIT CARD IN THE

PAST YEAR)

Have you not used a credit card in the past
year because you do not want one, because

you think you would not be approved to

get one, you are already making payments
on one, or did you apply for one and were

turned down? (ENTER ONE ONLY)
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Methodology
Opinion Research includes question.s on a variety of topics.

This survey took steps to minimize payday
Findings in this report are based on

loan borrowers' denial of their usage of
a survey conducted among storefront

this product, because the omnibus surveypayday loan borrowers and online payday.included mostly nonfinancial questionsloan borrowers. The sample for this
purchased by other clients, and the payday

survey was compiled over the course of
loan questions were asked after other, less

eight months of screening on a nationally sensitive questions, giving interviewers
representative weekly survey. Borrower

a chance to establish a rapport with
quotations in this report come from a

respondents.series of 10 focus groups with small-loan

borrowers, as described below.
The first phase of the research, to identify
payday borrowers, asked respondents

Survey Methodology to the omnibus survey whether they
Social Science Research Solutions (SSRS) had used a payday loan. If respondents
omnibus survey answered that they had, they were placed

in a file to be re-contacted later. Once the

The Pew Safe Small-Dollar Loans Research full-length survey was ready to field, in

Project contracted with SSRS to conduct order to maximize participation, people
the first-ever nationally representative who had used a payday loan were then

in-depth telephone survey with payday given the full-length survey and paid an

loan borrowers about their loan usage. incentive of $20 for participating. Because

To identify and survey a lowAncidence of their relative scarcity, online payday loan

population such as payday loan borrowers, borrowers were given an incentive of $35
SSRS screened 1,000 to 2,000 adults per for participating.
week on its regular omnibus survey, using
random-digit dialing (RDD) methodology Respondents were told about the

from August 2011 to April 2012. The compensation only after having indicated

term "omnibus" refers to a survey that that they had used a payday loan. Further,
online payday loan borrowers who were
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identified during the early months of loan survey, for a total or 703 payday
screening were sent a letter with a $5 bill borrowers. The sampling error for the

informing them that they would be re- full-length survey of payday borrowers is

contacted to take the full-length survey plus or minus 4.2 percentage points. The
The second phase of the research involved sampling error for the full-length survey
re-contacting all respondents who of 'storefront payday loan borrowers is

answered that they had used a payday plus or minus 4.6 percentage points, and
loan and immediately giving the full- it is plus or minus 6.2 percentage points
length survey to anyone newly identified for the full-length survey of online payday
in the weekly omnibus survey as a payday loan borrowers.
loan borrower.

EXCEL is a national weekly, dual-frame

Sample and Interviewing bilingual telephone survey Each EXCEL

survey consists of a minimum of 1,000
In the first phase of the survey, the Pew

interviews, of which 300 interviews are
Safe Small-Dollar Loans Research Project completed with respondents on their
purchased time on SSRS's omnibus survey cellphones and at least 30 are conducted
EXCEL, which covers the continental

in Spanish, ensuring unprecedentedUnited States. Analysis of the incidence
representation on an omnibus platform.of payday borrowing was conducted
Completed surveys are representative of

after 33,576 adults had been screened
the continental United States populationand answered a question about payday of adults 18 and older. EXCEL uses a fullyloan usage. An additional 16, 108 adults
replicated, stratified, single-stage, random-

were screened in order to find a sufficient
(RDD) sample of land-line

number of storefront payday loan, online
telephone households and randomlypayday loan, and auto-title loan borrowers
generated cellphones. Sample telephone

to complete a 20-minute survey about
numbers are computer-generated and

their usage and views, for a total of
loaded into online sample files accessed

49,684 screens to complete the research.
directly by the Computer-AssistedThe sampling error for those incidence
Telephone Interviewing (CATO system.estimates from the omnibus survey of
Within each sample household, a singleborrowers is plus or minus
respondent is randomly selected. Further

0.24 percentage points, details about EXCEL and its weighting
are available at www.pewtrusts.org/small-in the second phase, a total of 451 adults
loans. The proportion of storefront to

completed the full-length storefront
online borrowers was weighted to the ratio

payday loan survey, and 252 adults
at which they occurred naturally in the

completed the full-length online payday omnibus. Including 252 online borrowers
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reflects an oversample of 147 online Question Wording—
borrowers, and the online borrower results Full-Length Survey of
have been weighted down accordingly Storefront and Online
so they would not have disproportionate
influence over the full results. Payday Loan Borrowers

The data from the nationally
Question VVording— representative, full-length survey of

Omnibus Survey 451 storefront payday loan borrowers
and 252 online payday loan borrowers

Wordingfor demographic and other
are based on responses to the following

questions is available at wwwpewtrusts.orgi questions, which Pew designed with
small-loans,

assistance from SSRS and Hart Research
Associates. All other questions from this

Screening Phase (measuring incidence and
survey are being held for future release.

compiling sample for callbacks): The sample for this telephone survey was

derived from the RDD omnibus survey
Es In the past five years, have you used

All questions also included "Don't know"
payday loan or cash advance services, and "Refused" options that were not
where you borrow money to be

read aloud.
repaid out of your next paycheck?

Eiz And was that physically through a How would you rate the condition of your
store, or on the Internet? personal economic situation these days?

Is it (READ LIST)? (ENTER ONE
Re-contact Phase (calling back respondents RESPONSE)
who answered affirmatively and

identifying additional borrowers to take
1 Very good

the full-length survey immediately):
2 Fairly good

In the past five years, have you or has 3 Fairly bad
someone in your family used an in-

4 Very bad
person payday lending store or cash
advance service?
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How often, if ever, do you have trouble 5 To pay for something special, such, as

meeting your regular monthly bills and a vacation, entertainment, or gifts
expenses—do you have trouble with this 6 (DO NOT READ) Other (SPECIFY)
every month, most months, about half the

time, less than half the time, or do you And was that primarily a personal or

never have trouble meeting your regular family expense, or was that primarily for a

monthly bills and expenses? business that you own or operate?

I Every month (INTERVIEWER NOTE: If 'BOTH,
2 Most months PROBE If you had to choose just

3 About half the time
one, would you say it was primarily for

personal or for business reasons?
4 Less than half the time

5 Never 1 For personal or family reasons

Thinking back now to (that FIRST/the)
2 For business I own or operate

time you took out (an online payday 3 (DO NOT READ) Both

loan/a payday loan), which of the

following best describes what specifically
When you took out (that FIRST/the)
(online payday loan/payday loan), would

you needed the money for? (READ LIST.
ACCEPT ONE RESPONSE.) (IF MORE you say the terms and conditions of the

loan were very clear, somewhat clear,THAN ONE, ASK:) Well, if you had to

choose just one, which best describes what
somewhat confusing, or very confusing?

specifically you needed the money for?
1 Very clear

1 To pay rent or a mortgage 2 Somewhat clear

2 To pay for food and groceries 3 Somewhat confusing
3 To pay a regular expense, such as 4 Very confusing

utilities, car payment, credit card bill,
or prescription drugs

Please tell me whether you have or have
not used each of the following methods to

4 To pay an unexpected expense, such pay back (an online payday loan/a payday
as a car repair or emergency medical loan). How about (INSERT)?
expense
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Have you used this method or not? (ASK ONLY OF EMPLOYED
STOREFRONT BORROWERS)

1 Have used

2 Have not used Are you self-employed or a small business
owner, or not?

a. Friends or family helped pay it off
1 Yes, self-employedb. Took out another short-term loan of any

type to pay it off 2 No, not self-employed
c. Got a loan from a bank or credit union 3 (DO NOT READ) Both, self-

to pay it off employed/small business owner and

work for someone else
d. Had or saved enough money to pay it

off How much can you afford to pay each

e, Used a tax refund to pay it off MONTH toward (an online payday loan/a

f. Pawned or sold items to pay it off payday loan) and still be able to pay your
other bills and expenses?

g. Used a credit card to pay it off

($0 to $1,000)

Are you currently employed? (IF "NO, Overall, do you think that (online
ASK:) Are you a student, a homemaker, payday loans/payday loans) MOSTLY

retired, or unemployed? help borrowers like you or MOSTLY hurt

borrowers like you? (IF "BOTH, ASK:) I

1 Yes, employed know it can be hard to say, but generally
2 Student

do you think they MOSTLY help or

MOSTLY hurt borrowers?
3 Homemaker

4 Retired 1 Mostly help
5 Unemployed 2 Mostly hurt

6 (DO NOT READ) Volunteer 3 (DO NOT READ) Some of both/

7 (DO NOT READ) Disabled
neither
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(HaveAVas) the (online payday loan(s)/ I (Online payday loans/Payday loans)
payday loan(s)) (been) more a SOURCE of should be kept as they are now with no

stress and anxiety or more something that changes
has RELIEVED stress and anxiety? 2 There should be small changes to

(online payday loans/payday loans)
1 More a source of stress and anxiety
2 More something that has relieved stress

3 There should be major changes to

(online payday loans/payday loans)
and anxiety

3 (DO NOT READ) Neither/both (Asked of storefront borrowers only)

I'm going to read you several options. Pm going to read you several things that
For each, tell me whether you would use some people have told us happened to

this option if you were Short on cash, and them, For each one I read, please tell me

short-tenn loans of any kind no longer whether it has happened to you. How

existed. How about (INSERT)? about had a payday lender attempt to make
a withdrawal. that overdrew your bank

a. Borrow from family or friends account? Has this happened to you or not?

b. Borrow from your employer
I Has happened

c. Sell or pawn personal possessions
2 Has not happened

d. Delay paying some bills
3 (DO NOT READ) Does not apply

e. Cut back on expenses such as food and

clothing (Asked of online borrowers only)
f. Take out a loan from a bank or credit

I'm going to read you several things thatunion
some people have told us happened to

g. Use a credit card them. For each one I read, please tell me

whether it has happened to you. How

about had an online payday lender make
Would you use this option or not? a withdrawal that overdrew your bank

account? Has this happened to you
I Yes, would use or not?

2 No, would not use

I Has happened

Which of the following best describes 2 Has not happened
your view? (READ LIST. ACCEPT ONE 3 (DO NOT READ) Does not apply
RESPONSE.)
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Which of these statements comes closer to INTERVIEWER NOTE: ONLY READ IF

your point of view? RESPONDENT VOLUNTARILY ASKS A

QUESTION SUCH AS, "WHAT KIND

(READ STATEMENTS) OF INFORMATION?" Say: "Information
about the terms of the loan, including

1 (Online payday loans/Payday loans) how much you pay in interest or fees,
should be more regulated and when and how you will need to repay

2 (Online payday loans/Payday loans) the loan."

should not be more regulated
I Completely

If you find yourself in a financial bind 2 Somewhat
again, how likely is it that you would take

3 Not much
out (an online payday loan/a payday loan)?
Is it very likely, somewhat likely not very 4 Not at all

likely, or not at all likely?
Some people say (online payday loans/

I Very likely payday loans) take advantage of
borrowers, while other people do not

2 Somewhat likely think (online payday loans/payday loans)
3 Not very likely take advantage of borrowers. What do you

think, do (online payday loans/payday4 Not at all likely loans) take advantage of borrowers or not?

Have you ever felt you were in such a

difficult situation that you would take 1 (Online payday loans/payday loans)

(an online payday loan/a payday loan) on take advantaae of borrowers

pretty much any terms offered, or have 2 (Online payday loans/payday loans)
you never felt that way? do not take advantage of borrowers

3 (DO NOT READ) Some of both/
1 Yes, have felt that way neither
2 No, have not felt that way Pm going to read several types of financial

How much do you rely on (online products and services. For each one,

payday lenders/payday lenders) to give please tell me whether you have used that

product or service in the past year. Haveyou accurate information—completely
somewhat, not much, or not at all? you used (INSERT) in the past year?
(ENTER ONE ONLY)
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1 Yes, used I Do not want one

2 No, have not used 2 Would not be approved for one

a. A personal checking or savings account
3 Already making payments on one

at a bank or credit union 4 Applied and was turned, down.

b. A credit card 5 (DO NOT READ) Have credit card,
but haven't used it in past year

c. A prepaid card that works like a

debit card but is not attached to an 6 (DO NOT READ) None of these

actual bank account
Focus Group Methodology

d. Overdrafting on your checking account
On behalf of the Safe Small-Dollar

(IE NECESSARY: Overdrafting is when
Loans Research Project, Hart Research

your checking account balance becomes
Associates and Public Opinion Strategiesnegative because more money has been
conducted eight two-hour focus groups,withdrawn than was in the account) with two groups per location in New

(ASK ONLY OF THOSE WHO HAVE York City; Chicago; Birmingham, AL;
USED A CREDIT CARD IN THE and Manchester, NH. Those groups were

PAST YEAR) conducted during weekday evenings from

Sept. 7, 2011, through Sept. 19, 2011. The
In the past year, have you maxed out or Safe Small-Dollar Loans Research Project
been at the top of your credit limit on any conducted two additional groups in San
of your credit cards? Francisco on Nov. 16, 2011. All quotations

come from these 10 focus groups.
1 Yes, have maxed out

2 No, have not maxed out

(ASK ONLY OF THOSE WHO HAVE

NOT USED A CREDIT CARD IN THE

PAST YEAR)

Have you not used a credit card in the past
year because you do not want one, because

you think you would not be approved to

get one, you are already making payments
on one, or did you apply for one and were

turned down? (ENTER ONE ONLY)
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loans that were paid in full within a month by the year. Because these are questions about extended

297,985 loans that were made. Data are available at: periods of time, it is impossible to say whether

http://www.coloradoattorneygeneral.gov/sites/default/ borrowers were overdrafting at the same times they
files/uploads/uccciannual_reports/2011.%2ODDL%20 were using payday loans, but the underlying point
Composite.REV_pdf. remains valid that payday loans do not eliminate

overdraft risk.
40 For example, Raj Chetty et al. classify 85 percent of

people as "passive savers" who are heavily influenced 47 It should be noted that bank customers can avoid

by defaults as to whether to use a retirement savings overdraft fees on debit card transactions and ATM

account, hut not by tax incentives to save. "Active vs. withdrawals by not opting in to overdraft coverage
Passive Decisions and Crowdout in Retirement Savings when they open an account, or by opting out at a

Accounts: Evidence from Denmark." 2012. According later point. But a study by Pew's safe checking in the
to John Beshears et al., "recent research has highlighted electronic age project, "Overdraft America: Confusion
the important role that defaults play in a wide range and Concerns about Bank Practices" (2012), found

of settings: organ donation decisions (Johnson and that a majority of customers who had paid an overdraft
Goldstein 2003; Abadie and Gay 2004), car insurance penalty fee in the last year did not realize that they had

plan choices (Johnson et al. 1993), car option opted in to these fees.

purchases (Park, Jun, and McInnis 2000), and consent

to receive e-mail marketing (Johnson, Bellman, and 48 Cypress Research Group. "Payday Advance
Customer Satisfaction Survey." 2004. Available at:Lohse 2003)." Beshears et al. find that defaults have

"tremendous influence" on "savings plan participation, http://www.rtoonline.corn/images/Payday-Loan-
National-Customer-Satisfaction-Survey.pdf.contributions, asset allocation, rollovers, and

decumulation." "The Importance of Default Options 49 FiServ brochure. "Relationship Advance." 2009.
for Retirement Savings Outcomes, published in Social On file at The Pew Charitable Trusts.
Security Policy in a Changing Environment. 2009.

50 Dennis Campbell, Francisco de Asis Martinez-
41 Gregory Elliehausen and Edward C. Lawrence. Jerez, and Peter Tufano. "Bouncing Out of the Banking
"Payday Advance Credit in America: An Analysis of System: An Empirical Analysis of Involuntary Bank
Customer Demand." (2001). Marianne Bertrand and Account Closures." 2008. Available at: http://papers.
Adair Morse. "Information Disclosure, Cognitive Biases ssrn.corn/sol3/papers.cfm?abstract_id-1335873.
and Payday Borrowing." (2010).
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research/staff.reports/sr309.pdf. "Payday Loans Versus Pawn Shops: The Effects of
Loan Fee Limits on Household Use." (preliminary
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for storefront and online borrowers because of Complex Portrait." 2012. Forty-four percent of payday
borrowers would use the loans again only if they have
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methodology section.
no better options, 33 percent would use the product
again without hesitation, and 22 percent would not use

55 The Pew Charitable Trusts. "Payday Lending in payday loans again.
America: Who Borrows, Where They Borrow, and

67 Pew's first report in this series found that in states
Why." (2012).

that restrict storefront lending, 95 out of 100 would-

56 The other options that payday borrowers say be borrowers elect not to use payday loans at all—just
they would have available to them if payday loans five borrow online or elsewhere, "Payday Lending in

were unavailable are discussed in more detail in America: Who Borrows, Where They Borrow, and

the first report in this series, "Payday Lending in Why" (2012), pps. 22-23.

America: Who Borrows, Where They Borrow, and

Why." (2012).
68 Jannekke Ratcliffe and Kim Manturuk. "North
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57 Marianne Bertrand and Adair Morse. "What Do and Experiences with Credit Options" UNC Center
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58 Center for Responsible Lending's analysis of how 69 Information on laws in New Hampshire and other

a payday loan would fit into a typical borrower's states is available at http://www.pewstates.orWresearch/
household budget reached a similar conclusion. data-visualizations/interactive-state-payday-loan-
"Springing The Debt Trap." (2007). Available at: http:// regulation-and-usage-rates-8589940569.
www.responsiblelending.org/payday-lending/research-
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HQ311C 6 BRIza.m.,,A rAQ$, ldSjISrSnL.otrn FAcis how oiiteri can I- ilko this rieritice?

FAQs Check Cashing LocationS State Center Contact Us Sitemap

How often can I receive installment loans? RELATED LINKS

Online in, rll. it i <r. offer a quick, hassle-free solution when you need to cover unexpectied or emergCompanyOverview
ency enene,5ii.

Whiis they're available Whenever you need them, you 0ouldn't use <iniine Installment loans as a long-term financial Insliallinera loan Service;i

sOlutiOrl. sancial Advice

Connecli with Check 'n Go
Check 'n Go allows fOr Up to eight installment loans in any .12 month period.

Services About Us Resources Plarining Connect With Us

Payday Leans Products FAQs Financial Advice Contact US

Check Cashing Your Security Check Cashing LocationS Financial Security Check 'n Go MySpace
Cash Advance Promotions & Offers State Center Financial News Check 'n Go Facebook

Title Loans Careers Site Map Financial Education Check 'n Go YouTube

Axcess'Prepaid Mastercard® Media Kit Learning lio Budget Feedback

Pay Online Privacy Statement

Store Customers

installment Loans

Check in Go OH license #SM.5()1653 and iiiiCS2900()77.000, and #CC700416. Rhode Island licensed check rasher, licensed by the Callforrila Department of Corporations
pursuant to the California Deferred Deposit Transaction Law. California leans other than deferred deposit loans are issued puTisuant to the California Finance Lenders Law,

TOxOS and Ohio-Loans originated by a third parfy lender, restrictions apply,

2013 Check 'n Go. Ail rights reserved. Payday Loans ace a4so commonly referred to as Cash Advance, Payday Advances, Payday Advance Loan; arid Fast Cash loans

aeclwo.cem Terms and Condltion$ of Web Slte Usaae,

1..:21sciours.

CO St4ISIO .^;:7., 1:::
skr^NrItt

vt.t, PT.

ittp://www.checkngo.com/resources/faci/installment-loans/frequency.aspx 8/9/201:



s an installnuCASSIaZU-AMh01402eVNAInsaletaamerttaig— matt Q8109/13 Page 3 of 3 PagelD 129Page 1 of

1ri,ioi-
94. Prin15,,VORSTMiraitta,.miirri o.-• i.:•:: ris.:41, 5'.-•, .4%.miiv, ...ilir.i....qati', ..i...,mi...s;ii,,, 0 r.,vi..:PA. Ar.....: o‘ ?of 3,.

iitRa: ote: '4 foifiP.:74:4SP4I4te, ...V.Sta,
il.,:i4KriiiiAil..":•IN. ''i4L.:10 A,..f,zgz------

:e

Home, Re5ources. FAO,,,irmidinsw.L.L.pan FACs,, How can you d, ternlin:., If an instmlirrnt loan i5:. thci right chot-ne?

FAQs Check Cashing Locations State Center Contact Us Sltemap

How can you determine if an installment loan is the right RELATED LINKS

choice? company Overview

:installamt Loan Seivices
First, dearly assess the financial sAuation. Installment Loan5 are intended as an occasional, short-term solution and not as

s Financial Ad.,,ke
a source of ongoing he/p. V you need more help than an installment loan can provide, consider talking to a professional

'credit counselor. Connect with Check 'n So

Only harrow the amount that you're certain you can repay on time. 11" you're able to budget the prompt repayment of your

loan into your nest pay period, you're taldng the responsible approach, When used responsibiy and us intended, ail

.installment loan -Narks as a good alternative to late fees, credit card debt. and damaged credit stores,

Services About Us Resources Planning Connect With Us

Payday LoanS Products FAQs Financial Advk.e Contact Us

Check Cashing Your Security Check CasNng Locations Financial Security Check 'n Go MySpace
Cash Advance Promotions & Offers State Center Financial News Check 'n Go Facehook

Title Loans Careers Site Map Financial Education Check 'n Go YouTube

Axcessi' Prepaki Mastercard& Media Klt Learning to Budget Feedback

Pay Online Privacy Statement

Store Customers

Installment i.oant

Check 'n Go OH License *SM.501663 and •CS.900077,000, and KC700416. Rhode Island licensed check casher, UcesSed by the California Department of Corporations

pursuant to the California Deferred Deposit Transaction Law, California loans other than deferred deposit loans are issued pursuant to the California Finance Lenders Law.

Texas and Ohio-Loans originated by a ffrd party lender, restridiont apply.

4;, 2013 Check 'in Go, All rights reserved, Payday Loans are also corrimosy, 'eferre.d to as Cash Advance, Payday Advances, Payday Advance Loans and Past Cash Leans

Checknoo,corn Term$ and Conditions of Web Site usaoe

ni.PcIpsU re

Yoeimro., r

worn,

ittp://www.cheekngo.com/resources/faci/installment-1oans/deciding-insta11ment-1oans.aspx 8/9/201:
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From: "Check 'n Go Customer Service" <email (Dchecki-Lo.t.messa.esl.com>
Date: May 24, 2013 7:06 AM

Subject: Get at least $3600.00 cash back when you refinance
To: <ajsfather18(i)r,gmail.com>
Cc:

'z., o'

ift,
C'-' V(4riSio.r.e

Online Customer Service:
y 1400-723-7022

Contact Us

Refinance today, get cash next bus day

Hello lacey,

Your next installment loan payment is just 7 days

away. But if you refinance now, you can get at

least $3600.00 cash back by the next business

day. It's a new loan, with new terms for you to take

advantage of so refinance now

Just log onto your My Accounts page and click the

"RpfinAnc.p" hiittnn

4E:q.'lfat,ROAtaiWhifp:
0.0:0041505;70P4NOVi

Sincerely,

Check '1.1 Go

7755 Montgomery Road C-inoinnati, OH 45236

Fcs uneub3orte from oil future marirefing communications click here To vew ow privacy poUcy, piease click
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here.

California loans are isaued pursuant to the Calrbrni.a Finance Lenders Law. Texaa ioans originated by o third

paF.t.y lender, restrk',ftwts apply

(etEt.
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INSTALLMENT LOAN AGREEMENT
CONSUMER LICENSEE*

Name:. Eastern Specialty Finance, Inc, d/b/a Check 'n Go

StLacey Townsend Website address:,,,,i,,w..eljecilatgo,epmreet Address:
eMVWERWM Telephone: 1-800-723-7022

City and State:,asommemnsime We hold a license under, and we make this loan under, the Delaware Licensed Lenders

Telephone: lemma Act (5 Delaware Code 2201, et seg.) To contact us, please call our customer comment
line. (888) 3PAYDAY,

Customer Identification Number::

FEDERAL TRUTH-IN-LENDING STATEMENT METHOD OF REPAYMENT
ANNUAL FINANCE AMOUNT TOTAL OF Sign by one of the two repayment options listed below. By selecting one repayment
PERCENTAGE CHARGE FINANCED PAYMENTS option, you automatically decline the other option. The selection of the repayment option is
RATE The dollar amount The amount of The amount you entirely within your discretion. Your selection has no effect on your eligibility for this
The cost ofyour the credit will cosi credit provided to will have paid eller loan.
credit as a yearly you. you Or on your you have made all

rate, behalf payments as Is/ E-signature on file
scheduled. REPAYMENT OPTION A: ELECTRONIC FUNDS TRANSFER.

357.91h (0 $3,371.90 $2,000.00 $5, 371.90 EFT Authorization. This paragraph contains your authorization for us to
initiate electronic bends transfers from the bank account identified below (your

Your payment schedule will be: "bank account"). You may revoke this EFT authorization at any time by
Installment Amount ofPayment When Payment Is Due contacting either us or your bank. You authorize us to initiate an EFT to your
Payment bank account to collect each installment listed on the payment schedule (each an

Payment No. 1 $316,01 6/15/2012 "installment EFT"). An installment EFT will generally post to your hank
account on the business day following the installment's due date. Additionally, if

Payment No. 2 $316.01 6/29/7012 you default on this loan, then you authorize us to initiate one or more EFTs to

Payment No. 3 $316.01 7/13/2012 your bank account to collect the accelerated loan balance (collectively an

"accelerated-balance EFT"). An accelerated-balance EFT will generally post to
Payment No. 4 $316.01, 7/27/2012

your hank account on the /I rst business day, following your paync044efault, on

Payment No. 5 $316.01 8/10/2012 which you receive a regular deposit of income to your bent acccii,d.
i_.

Payment No. 6 $316.01 8124/2012 Bank Account 0: ANNEIMp P., 1:1: 11.011 f 14'; ANNIMMO
Payment No. 7 $316.01 9/7/2012.

Payment No. 8. $316.01 9/21/2012 DeclineB R,F, I, g L nPI I,, C ii
1

Payment No. 9 $316.01 10/5/2012 Cash or Chei' '-fu ae t, u1, e, e n, 1,,. cll.% check, mailed to:
Check `npr,,,,A.1,,,, dl:,. 1' .^er Road, Suite 200, Cincinnati,

Payment No. 10 $316.01 10/19/2012 Ohio /lr

Payment No, 11_ $316.01 11/2/2012

Payment No. 12 $316.01 11/16/2012 FUNDS AVAILABILITY

Payment No 13 $316.01 11/30/2012. Lc,, 1 LS' the date on which you electronically sign this Agreement. Funds that

Payment No. 14 $316_01 12114/2012 1, ectrOMcally transmit to your bank account will geetrally be made available to you hy
.he'first banking day following the Loan Date (the"Funds Availabilay Date"), The APR

Payment No. 15 $316.01,., '28/2012
e le. shown in the Truth-ln-Lending Statement is calculated based on the estimated Funds

Payment No. 16 $316,01. 1; I 1013 Availability Date, If this transaction represents a refinance of a previous transaction from
us, then we will not need to electronically transmit any funds to your bank account.

Payment No. 17 .7 'fl i I; I013 Consequently, the Finance Charge and APR will be calculated based on the Loan Date.

Seem i, II,, leek:: Reie e„.eet Option A, then your EFT
e1turety for this loan. If you selected

1 k,,,, mentWort )3, then this loan is not secured.

Late chalok, LOAN REFERENCE
li 4 payment is late 10 or more days, then you must pay us a Loan Date: 5/29/2012
delinquency fee equal to 5% of the delinquent payment,'en Loan Number: 13022127

Prepayment: If you pay off early, then you will not have to pay a penalty and ITEMIZATION OF AMOUNT FINANCED
you may be entitled to a refund ofpart of the Finance Charge, 1. Amount paid directly to you: $248.87

See your contract documents for any additional information about nonpayment, 2. Amount credited to your account with us: $1751.13
default, any reqeired repayment in full before the scheduled daie, and prepayment
refunds,

3. Total Amount Financed (the surn of 1 and 2): 52000

(e) means estimate*

NOTICE OF ARRITRATION AGREEMENT; RIGHT TO REJECT ARBITRATION AGREEMENT
Before signing this Agreement, you should carefully review the Arbitration Agreement located on pages 2 and 3. The Arbitration Agreement provides that all Claims arising from

Of relating to this Agreement or any other agreement that you and we have ever entered into must be resolved by binding arbitration if the person or entity against whom a Claim is
asserted elects to arbitrate the Claim. Thus, if the person or entity against whom you assert a Claim elects to arbitrate the Claim, then you will not have the following important rights:

You may not file or maintain a lawsuit in any court except a small claims court.
Fe You may not join or participate in a class action, act as a class representative or a private attorney general, or consolidate your Claim with the claims ofothers.

You will have to pay the arbitration firm certain fees in order to commence an arbitration proceeding, unless you ask us to pay those fees to the arbitration firm for you.
2.- You give up your right to have a juty decide your Claim.

You will not be afforded the procedural, pre-trial discovery, and appellate rights in an arbitration proceeding that you would enjoy in a court or judicial proceeding.
If you do not want to arbitrate all Claims as provided in the Arbitration Agreement, then you have the right to reject the Arbitration Agreement. To reject arbitration,

you must deliver written notice to us at the following address within 60 days following the date of this Agreement: Check 'n Go, Attn: Arbitration Opt-Out, 7755 Montgomery
Road, Suite 400, Cincinnati, Ohio 45236, Nobody else can reject arbitration for you; this method is the only way you can reject the Arbitration Agreement, Your rejection of
the Arbitration Agreement will not affect your right to credit, how much credit you receive, or any contract term other than the Arbitration Agreement.

You should carefully review this entire Agreernent, including the Definitions, Terms, and Conditions located on page 2, and the Arbitration Agreement and the Notice-of-Grievance

Agreement located on pages 2 and 3. By signing below, you agree to every provision contained in this three-page Agreement.
LICENSEE: CONSUMER: Is/ E-signature on file
By: Stephen Schaller Sourelary Signature:
Title: Authorized Representative

DEFINITIONS, TERMS, AND CONDITIONS
Thsiallmenl Loan Agreement (DE) (onfirm), Version Date March 4, 2012 Page 1 of 3 NOTICE: See all pages of this three-page Agreement for important information
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DEFINITIONS

3> We, our, and us each means'Eastern Specialty Finance, Inc. d/b/a Check 'n Go, and you and your each means the consumer identified on page one.

D- Agreement means this Installment Loan Agreement, and this loan means the loan that we make to you on this date,

Your Payment Item means any electronic funds transfer that we submit to your bank if you have signed Repayment Option A: Electronic Funds Transfer, Because
applicable federal law and state law do not clearly address whether our interest in your EFT authorization is a "security interest" for Truth-In-Lending purposes, we have
pursuant to Comment 2(0(25) of the Federal Reserve Board Official Staff Commentary to Regulation Z 226,2 disclosed in the TILA Statement that your EFT
authorization is "security" for this loan; we make this disclosure for Truth-in-Lending purposes only. If you terminate your EFT authorization, as permitted by Repayment
Option A, then you authorize us to prese»t a pre-authorized draft to your bank account to collect all money you owe under this Agreement. In such case, the term Payment
Item refers to this pre-authorized draft.

Your bank and your bank account mean, respectively, the bank and the bank account that you identify in your application for this loan or, if different, on page 1 of this

Agreement,
D.- Finance Charge, Amount Financed, and Total ofPayments mean the respective amounts identified in the Federal Truth-In-Lending (TIL) Statement disclosed on page 1.

D. Installment due date means each date identified in the TIL Statement on which an installment payment is due.

D. This date refers to the date on which you and we sign this Agreement,

2. PROMISE TO PAY. You promise to pay us the Amount Financed plus interest on the unpaid principal balance of this loan. We will begin charging interest on this date.
We calculate interest on a daily basis by multiplying the daily rate times the unpaid principal balance of this loan. We figure the daily rate by dividing our contract interest rate
of 360.00°Aby 365. You must pay each installment on its due date. We apply your payments first to interest (accrued as of the date the payment is received), then to principal
(due as of the date tbe payment is received), and then to any other charges you owe us,

3, PREPAYMENT, You have the right to prepay this loan at any time. If you prepay this loan in full or in part, then upon your full repayment of this loan we will
rebate to you the unearned portion of the Finance Charge, calculated in accordance with the simple interest method.

4. LATt FEE AND DISHONORED ITEM FEE. If your Bank dishonors a Payment Item for any reason, then you must pay us a dishonored item fee in the amount of $35. We
will charge and collect no more than one dishonored item fee per installment. If a payment is late 10 or more days, then you must pay us a delinquency fee equal to 5% of the
delinquent payment.

5. EVENTS OF DEFAULT, A payment default occurs ifyou fail to pay an installment when it is due. If you default, then all money owing under this Ai, 1, becomes
immediately due and payable. By failing to accelerate the balance of this loan in one instance of your default, we do not waive any right or reartr 'in a later
instance ofyour default.

6. AUTHOIUZATION TO SERVICE LOAN. Prior to an installment due date, you authorize us to call you during reasonable, I 11 'le due
date. Until you pay this loan in full, yon further authorize us to obtain your bank account information to determine wirirr. aij da tnat is due,
Finally, if you default on this Agreement, then you authorize us to call you at the home or work phone ...asonable hours and
subject to your right to instruct us not to ca/l you), to leave a message with a person or voice-mail servic I phone number, to write you at

home, and to acquire location information about you from the personal contacts whom you ideniii=

7. Riau OF RESCISSION. You may rescind this loan at no cost by prepin. the hall 1. ivailunle thnds not later than our closing time on the
business day immediately following this date.

8. PRIVACY STATEMENT. You acknowledge that you have R
L 171N Ly St, L f.:Ither on this date or within the last 12 months.

9. IMPORTANT INFORMATION ABOUT PQACEDURES FOR OP' f, ilsNitio To help the government fight the funding of terrorism and money lanndering'
activities, federal law requires all financr .1 to obtain, vtii"; ..;orrnation that identifies each person who opens an account. What Ibis means for you;
When you open an account, we vs i address, claw. 14t, and other information that will allow us to identify you. We may also ask to see your driver's
license or other identifyi”fikdoeumeAJ,

10._ •F71MATI1, f ^rf,f IMERCIAL E-MAILS AND PHONE CALLS. By signing this Agreement, you authorize Us to send you commercial e-mail
messW n id...You also authorize us to place pre-recorded or live phone calls to the
follow mobi e p one num s er s dempossaineg

tiff 'tED 1 •lfdtOWER WENTTPICATION STATEMENT. Federal law provides important protections to active duty members of the Armed Forces and their

deperideni,,. To ensmi that these protections are provided to eligible applicants, we require you to sign one of the following statements as applicable:

I AM a regular or reserve member of the Army, Navy, Marine Corps, Air Force, or Coast Guard, serving on active duty under a call or

order that does not specify a period of 30 days or fewer.

I AM a dependent of a member of the Arined Forces on active duty as described above, because I am the member's spouse, the
member's child under the age of eighteen years old, or 1 am an individual for whom the member provided more than one-half of my financial support for 180 days immediately
preceding today's date.

OR

/s/ E-signature on file
I AM NOT a regular or reserve member of the Army, Navy, Marine Corps, Air Force, or Coast Guard, serving on active duty under a

call or order that does not specify a period of 30 days or fewer (or a dependent of such a member).

Warning: It is important to MI out this form accurately. Knowingly making a false statement on a credit application is a crime.

Date: 5/29/2012

ARBITRATION AGREEMENT

I. DEFINTTION 01, CLAIM, Claim means any claim, dispute, or controversy arising from or relating to this Agreement, this Transaction, any other agreement or transaction
that you and We have ever entered into or eompleted, or any other conduct or dealing between you and us. A court or arbitrator interpreting the scope of this Arbitration
Agreement should broadly construe the meaning of Claim so as to give effect to your and our intention to arbitrate any and all claims, disputes, or controversies that may arise
between you and us. Consistent with this broad construction, Claim includes (but is not limited to) each of the claims, disputes, or controversies listed below.

A Claim includes any dispute or controversy regarding the scope, validity, or enforceability of this Arbitration Agreement. For example, a Claim includes any assertion
by you or us that this Arbitration Agreement is unenforceable because applicable usury, lending, or consumer protection laws render the underlying Transaction void or

unenforceable. A Claim also includes any assertion by you or us that this Arbitration Agreement is unenforceable because it lacks fairness or mutuality of obligations,
Installment Loan Agreement (DE) (online), Version Dale March 4, 2012 Page 2 of3 NOTICE: See all pages of this ihree.page Agreement for important information
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conflicts with bankruptcy or other federal laws, improperly limits your or our remedies fur the other's violation of laws, or unduly restricts your or our access to the court

system, Finally, a Claim includes any assertion by you or us that this Arbitration Agreement is unenforceable because you or we did not receive notice ofor understand
its provisions, you or we need to discover the filing fees or administrative costs associated with commencing an arbitration proceeding, or you or we believe the
arbitration firm or the arbitrator will be unfair or biased.

F. A Claim includes any claim that you assert against a person or entity related to us including our parent company, affiliated companies, directors, officers, employees,
agents, and representatives and any claim that we assert against a person or entity related to you. For the purpose of this Arbitration Agreement, references to we, our,
and us and references to you and yow include such related persons or entities, You and we agree that these related persons and entities may elect to arbitrate any Claim
asserted against them even though they have not signed this Arbitration Agreement.
A Claim includes any statutory, tort, contractual, or equitable non-monetary) claim. For example, a Claim includes any claim arising under the following: a federal
or state statute, act, or legislative enactment; a federal or state administrative regulation or rule; common law (i.e., non-statutory law based on court cases); a local
ordinarice or zoning code; this Agreement or another contract; a judicial or regulatory decree, order, or consent agreement; or any other type of law.

A Claim includes (but is not limited to) any claim based on your or our conduct before you and we consummated this Transaction. For example, a Claim includes any
dispute or controversy regarding our advertising, application processing, or underwriting practices, our communication of credit decisions, or our provision of cost-of-
credit or other consumer protection disclosures.

A Claim includes any request for monetary damages or equitable remedies, whether such request is asserted as a claim, counterclaim, or cross-claim.

2, MANDATORY ARBITRATION UPON ELKTION, Subject to your right to reject arbitration (explained on page 1 of this Agreement) and subject to the small claims court
exception (explained below), you and we agree to arbitrate any Claim if the person or entity against whom a Claim is asserted elects to arbitrate the Claim. Consequently, if the
person or entity against whom a Claim is asserted elects to arbitrate the Claim, then neither you nor we may file or maintain a lawsuit in any court except a small
claims court and neither you nor we may join or participate in a class action, act as a class representative or a private attorney general, or consolidate a Claim with the
claims of others. A person or entity against whom a Claim is asserted may elect to arbitrate the Claim by providing oral or written notice to the person asserting the Claim (i.e.,
the claimant). Such notice need not follow any particular format but must reasonably inform the claimant that arbitration has been elected. For example, ifyou or we file a

lawsuit against the other, then the other provides sufficient notice if the other orally informs the claimant that the other elects to arbitrate the Claim or if the other files a pleading
(i.e., a document filed in court) requesting the court to stay (i.e., freeze) the court case and refer the Claim to arbitration.

3. SMALL CLAIMS COURT EXCEPTION. You and we may ask a small claims court to decide a Claim So long as no party to the small claims court lawsuit seeks to certify a

class, consolidate the claims of multiple persons, or recover damages beyond the jurisdiction of the small claims court. If you file a small claims court lawsuit against us, then
we lose the right to elect arbitration of your Claim (but not of other persons' Claims). I» contrast, if we file a small claims court lawsuit against you, then you r-irt-T the right to
elect arbitration of our Claim.

4. ARBITRATION FIRM, The American Arbitration Association ("AAA") (1-800-778-7879, www.adr.org) will administer the will
normally apply its Consumer Arbitration Rules then in effect to a Claim but may apply other types of procedural rules such as the A R.,.1s then
in effect if a party to the arbitration proceeding demonstrates that the application of such other procedural rules is appronriat t,. 11 I,11 111,1

rules provide, you and we agree that the arbitrator must issue a written decision and may award any type of remedy I 1,,nd 'table that a
court or jury could award if the Claim were litigated. You and we also agree that an arbitration firm maynTA.arbili.iii,t, ir At or Otherwise consolidate
the Claims of multiple persons. You may request a copy of the AAA's Consumer Arbitration Me- 11.1- [1 'I.one number or URE (universal
resource locator) identified above. If you object to the AAA as the arbitration firm Or if ths. A -1, 1, 12 to select a local arbitrator who is a
retired judge or a registered arbitrator in good standing with an arbitration firmzoids 1 ail the terms of this arbitration agreement,
including the class-action waiver. The parties may not select a local arbiti-', o, r S 1,, fltt^IL 0111,. sian agreement, including the class action waiver,
because you and we waive any right to arbitrate a Claim on a '-r cu, coic,utidated basis. When attempting to contact AAA or another
arbitratio» firm, please recognize that phone numbers and URLs ch eed 1, 1 the contact information provided above with your own research,

5. PAYMENT OF ARBITRATION FEES; SP,FCTION OF FoRum. I a i AAA or another arbitration firm, the firm will usually ask you to pay a filing fee
and may also ask you to pay in advance re: r), lhe expenses th'. 1, 11 administering the arbitration proceeding. Upon your written request, we will pay to
the arbitration firm any fees or adv-P[r.-- [cl, u, [1 -.--txpenses that t i.ation firm requires you to pay as a condition to your filing a Claim with the firm. Additionally, we

will pay any fees or ext---r-tes the,,,, ;es for administering the arbitration proceeding, any fees or expenses the individual arbitrator or arbitrators charge for
attending the arbitratioh I barges you to file a lawsuit appealing the arbitration decision. We will pay these fees and expenses whether or »ot you
prevail inaktE 1, c to hold the arbitration proceedings in the county of your residence or in any different location in the United States of your
choice,

-413,10 i` t'. You arid-we acknowledge that this Transaction involves interstate commerce. Accordingly, you and we agree that both the procedural and the
substanti,i- •iovisions vr-ihe Federal Arbitration Act, 9 USC 1-16, govern the enforcement, interpretation, and performance of this Arbitration Agreement. Any court with
jurisdictiort 5, enforce this Arbitration Agreement. Additionally, any court with jurisdiction may enforce an arbitration decision rendered under this Arbitration Agreement if
that arbitration decision has been properly registered as a judgment.

7. SURVIVAL; BINDING EFFECT; SEVERABILITY. You and we retain the right to invoke this Arbitration Agreement and to compel the arbitration of Claims even after your
and our respective obligations under this Agreement have been completed, defaulted, rescinded, or discharged in bankruptcy. This Arbitration Agreement binds the heirs,
successors, and assigns including any bankruptcy trustee of both you and us. Finally, if a court or arbitrator determines that any part of this Arbitration Agreement is
unenforceable, then you and we agree that the court or arbitrator must fully enforce the remaini»g provisions that have not been invalidated.

NOTICE-OF-GRIEVANCE AGREEMENT
If the person or entity against whom a Claim is asserted declines to arbitrate the Claim or if a court or arbitrator determines that the above Arbitration Agreement is

unenforceable, then you and we agree that neither you nor we may commence, join, or be joined to any judicial action (as either an iadividual litigant or the member of a

class) that arises from or relates to a Claim until the claimant has provided the other party written notice of the asserted Claim and afforded the other party a reasonable
period after the giving of the written notice to take corrective action. If applicable law provides a time period which must elapse before certain action can be taken, then that
time period will be deemed reasonable for the purpose of the preceding sentence.

By signing below, you and we agree to the Arbitration Agreement and the Notice-of-Grievance Agreement, each of which is set forth above.

LENDER: )091--I'Lli- CONSUMER:
Stephen Schaller, Sect-wary /s/ E-signature on file

By: Signature:
Print Name: Lacey Townsend

Date: 5/29/2012 Date: 5/29/2012
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INSTALLMENT LOAN AGREEMENT
CONSUMER LICENSEE*

Name: Eastern Specialty Finance, Inc. d/b/a Check n Go

Street Address: lacey townsend Website address: www.checknizo.com
411MMENIn Telephone: 1-800-723-7022

City and State: ininnisinim We hold a license under, and we make this loan under, the Delaware Licensed Lenders

Telephone: MEMO, Act (5 Delaware Code 2201, et seq.) To contact us, please call our customer comment

Customer Identification Number: gmenime
line: (888) 3PAYDAY.

FEDERAL TRUTH-IN-LENDING STATEMENT METHOD OF REPAYMENT
ANNUAL FINANCE AMOUNT TOTAL OF. Sign by one of the two repayment options listed below, By selecting one repaymentPERCENTAGE CHARGE FINANCED PAYMENTS option, you automatically decline the other option. The selection ofthe repayment option is
RATE The dollar amount The amount of The amount you entirely within your discretion. Your selection has no effect on your eligibility for this
The cost ofyonr the credit will cost credit provided to will have paid atter loan.
credit as a yearly you, you or on your you have made all

rate, behalf payments as /s/ E-signature on file
scheduled, REPAYMENT OPTION A: ELECTRONIC FUNDS TRANSFER.

356.98b (a) $1,877.20 $1, 100.00 $2,977.20 EFT Authorization. This paragraph contains your authorization for us to
initiate electronic funds transfers from the bank account identified below (your

Your payment schedule will be: "banlc account"). You may revoke this EFT authorization at any time by
Instament Amount of Payment When Payment Is Due contacting either us or your bank. You authorize us to initiate an EFT to your
Payment, bank account to collect each installment listed on the payment schedule (each an

Payment No, 1 $175.13 10/5/2012 "installment EFT"). An installment EFT will generally post to your bank
account on the business day following the installment's due date. Additionally, if

Payment No. 2 $175.13 10/19/7.017 you default on this loan, then you authorize us to initiate one or more EFTs to

Payment No. 3 $175.13 11/2/2012 your bank account to collect the accelerated loan balance (collectively an

"accelerated-balance .EFT"). An accelerated-balance EFT will generally post to
Payment No. 4 $175.13 11/16/2012

your ba»k account onibe first business day, following your payitcor dcfault, on

Payment No. 5 $175.13 11/30/2012 which you receive a regular deposit of income to your barli: aCetitiTrt,,
Payme»l No. 6 $175.13 12/14/2012 Bank Account tlanwsip, Ritil: Rw:: k0', -climmiglills

Payment No. 7 $175, 13 12/2812012
DeclineB 151-o:Payment No. 8 $175, 13 1/11/2013,

Payment No. 9 $175.13 1/25/2013 Cash or Chea Ils.p Rh.,r, 1 L 1,, I 1,: cash or check, mailed to:
Check `I, rho Atm' 1 t11 s s1 r....;, 1,, 1 11,,,, sr Road, Suite 200, Cincinnati,

Payment No. 10 $175.13 2/8/2013 Ohks 4

Payment No. 11 $175.13 2/22/2013

Payment No. 12, $175.13 3/8/2013 i
FUNDS AVAILABILITY

Payment No. 13 5175.13 3/22/2013...4 Ll=Y,,l., .s the date on which you electronically sign this Agreement. Funds that

Payment 1^1o. 14 $175.13 4/5/2013 1- ve uh,ectally transmit to your bank account will generally be made available to you by
the- first banking day following the Loan Date (the "Funds Availability Dore"). The APR

Payment No. 15 $175.13 cr__F_, '1?/2013 shown in the Truth-In-Lending Statement is calculated based on the estimated Funds
i

Payment No, 1 6 $175.13, t,, 013. Availability Date. If this transaction represents a refinance of a previous transaction from
us, then we will not need to electronically transmit any funds to your bank account.

Payment No. 17 -1'. 1 S-, ;013 Consequently, the Finance Charge and APR will be calculated based on the Loan Date.

Scene, I 1`. 1 'r) rtepr, a Option A, then your EFT

V4unty for this loan. If you selected

li,yment,i....1on B, then this loan is not secured.

Late eltak, c LOAN REFERENCEih'paymerit is late 10 or more days, then you must pay us a Loan Date: 9/15/2012
i delinquency fee equal to 5% ofthe delinquent payment. Loan Number: 13686534

Prepayment: Ifyou pay off early, then you will not have to pay a penalty and ITEMIZATION OF AMOUNT FINANCED
you may be entitled to a refund of part of the Finance Charge. I. Amount paid directly to you: 51, 100.00

Set your contract documents for any additional information about nonpayment, 2, Amount credited to your account wills us: $5799.04
default, any required repayment in full before the scheduled date, and prepayment
refunds.

3. Total Amount Financed (she sum of 1 and 2): $-4699,04

(e) means estimate*

NOTICE OF ARBITRATION AGREEMENT; RIGHT TO REJECT ARBITRATION AGREEMENT
Before signing this Agreement, you should carefully review the Arbitration Agreement located on pages 2 and 3. The Arbitration Agreement provides that all Claims arising from

or relating to this Agreement or any other agreement that you and we have ever entered into must be resolved by binding arbitration if the person or entity against whom a Claim is
asserted elects to arbitrate the Claim. Thus, if the person or entity against whom you assert a Chains elects to arbitrate the Claim, then you will not have the following important rights:

You may not file or maintain a lawsuit in any court except a small claims court.
You may not join or participate in a class action, act as a class representative or a private attorney general, or consolidate your Claim with the claims ofothers.
You will have to pay the arbitration fum certain fees in order to commence an arbitration proceeding, unless you ask us to pay those fees to the arbitration finn for you.
You give up your tight to have a juty decide your Chaim.
You will not be afforded the procedural, pre-trial discoveiy, and appellate rights in an arbitration proceeding that you would enjoy in a court or judicial proceeding.
If you do not want to arbitrate all Claims as provided in the Arbitration Agreement, then you have the right to reject the Arbitration Agreement To reject arbitration,

you must deliver written notice to us at the following address within 60 days following the date of this Agreement: Check 'a Go, Attn: Arbitration Opt-Out, 7755 Montgomery
Road, Suite 400, Cincinnati, Ohio 45236. Nobody else can reject arbitration for you; this method is the only way you can reject the Arbitration Agreement. Your rejection of
the Arbitration Agreement will not affect your right to credit, how much credit you receive, or any contract term other than the Arbitration Agreement.

You should carefully review this entire Agreement, including the Definitions, Terms, and Conditions located on page 2, and the Arbitration Agreement and the Notice-of-Grievance
Agreement located on pages 2 and 3. By signing below, you agree to every provision contained in this three-page Agreement.
LICENSEE: CONSUMER: /s/ B-signature on file
By: Signature:Stephen Schaller, Secretary
Title: Authorized Representative

DEFINITIONS, TERMS, AND CONDITIONS
Installment boat: Agreement (DE) (online), Version Date March .1, 2012 Page 1 ofS NOTICE: See all pages of this three-page Agreement for important information
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I. DEFINITWNS.

We, our, and us each means Eastern Specialty Finance, Inc. d/b/a Check 'n Go, and you and your each means the consumer identified on page one.

Agreement means this installment Loan Agreement, and this loan means the loan that we make to you on this date.

S, Your Payment Item means any electronic funds transfer that we submit to your bank if you have signed Repayment Option A: Electronic Funds Transfer. Because

applicable federal law and state law do not clearly address whether our interest in your EFT authorization is a "security interest" for Truth-In-Lending purposes, we have
pursuant to Comment 2(a)(25) of the Federal Reserve Board Official Staff Commentary to Regulation Z 226.2 disclosed in the TILA Statement that your EFT
authorization is "security" for this loan; we make this disclosure for Truth-in-Lending purposes only. If you terminate your EFT authorization, as permitted by Repayment
Option A, then you authorize us to present a pre-authorized draft to your bank account to collect all money you owe under this Agreement. In such case, the term Payment
Item refers to this pre-authorized draft.

Your bank and your bank account mean, respectively, the bank and the bank account that you identify in your application for this loan or, if different, on page 1 of this
Agreement,
Finance Charge, Amount Financed, and Total ofPayments mean the respective amounts identified in the Federal Truth-In-Le»ding (TIL) Statement disclosed on page 1,

installment due date means each date identified in the TIL Statement on which an installment payment is due.

This date refers to the date on which you and we sign this Agreement.
2. PROMISE TO PAY. You promise to pay us the Amount Financed plus interest on the unpaid principal balance of this loan. We will begin charging interest on this date.

We calculate interest on a daily basis by multiplying the daily rate times the unpaid principal balance of this loan. We figure the daily rate by dividing our contract interest rate
of 360,DooAby 365. You must pay each installment on its due date. We apply your payments first to interest (accrued as of the date the payment is received), then to principal
(due as of the date the payment is received), and then to any other charges you owe us.

3. PREPAYMENT, You have the right to prepay this loan at any time If you prepay this loan in full or in part, then upon your full repayment of this loan we will
rebate to you the unearned portio» of the Finance Charge, calculated in accordance with the simple interest method,

4, LATE FEE AND DISHONORED ITEM FEE. If your Bank dishonors a Payment Item for any reason, then you must pay us a dishonored item fee in the amount of $35. We
will charge and collect no more than one dishonored item fee per installment. If a payment is late 10 or more days, then you must pay us a delinquency fee equal to 5% of the
delinquent payment.

5. EVENTS OF DEFAULT. A payment default occurs if you fail to pay an installment when it is due. If you default, then all money owing under this A t. becomes
immediately due and payable. By failing to accelerate the balance of this loan in one instance of your default, we do not waive any right or reme::: in a later
instance of your default.

6. AUTFIORIZATION TO SERVIcE LOAN. Prior to an installment due date, you authorize US to call you during reasonahl. The due
date. Until you pay this loan in full, you further authorize us to obtain your bank account information to determine wh-tiu.:

r I tiiat is due.
Finally, if you default on this Agreement, then you authorize us to call you at the home or work phone nuir11~, Jrin lasonable houis and
subject to your right to instruct us not to call you), to leave a message with a person or voice-mail servi: Alone number, to wdte you at
home, and to acquire location information about you from the personal contacts whom you igen‘i:--;

7. RIGHT OF RESCISSION. You may rescind this loan at no cost by prepr, o: the ltrtr, t., 1 .1 s, vai funds not later than our closing time on the
business day immediately following this date.

8. PRIVACY STATEMENT. You acknowledge that you haverer, r,y ter on this date Or within the last 12 months.

9. IMPORTANT INFORMATION ABOUT PanCEOuREs FOR. ORE., To help the government fight the funding of terrorism and money laundering
activities, federal law requires all firianc-4:1, l:rts to obtain, verify,: :d dormation that identifies each person who opens an account. What this means for you:
When you open an account, we vo.ir 1 1,, address, date of At, and other information that will allow us to identify you. We may also ask to see your driver's
license or other identify0ftdocum,

10. .6 7..-7mATI t 1,, t ..imERam., E-MAILS AND PHONE CALLS. By signing this Agreement, you authorize us to send you commercial e-mail
messark: d,,,,adclr5.You also authorize us to place pre-recorded or livephone calls to the
followi::_ 1 'FL mo De phone num er(s): fillowanann.

1;. RED )iI.121tROWER IDENTimATION STATEMENT. Federal law provides important protections to active duty members of the Armed Forces and their
dependetii-, To ensure that these protections are provided to eligible applicants, we require you to sign one of the following statements as applicable:

I AM a regular or reserve member of the Amoy, Navy, Marine Corps, Air Force, or Coast Guard, serving on active duty under a call or

order that does »ot specify a period of 30 days or fewer.

I AM a dependent of a member of the Armed Forces on active duty as described above, because I am the member's spouse, the
member's child under the age of eighteen years old, or I am an individual for whom the member provided more than one-half of my financial support for 180 days immediately
preceding today's date.

OR

E-signature on file
I AM NOT a regular or reserve member of the Army, Navy, Marine Corps, An: Force, or Coast Guard, serving on active duty under a

call or order that does not specify a period of 30 days or fewer (or a dependent of such a member),

Warning: It is important to fill out this form accurately. Knowingly making a false statement on a credit application is a crime.

Date: 9/1512012

ARBITRATION AGREEMENT

I. DEFINITION OP CLAIM. Claim means any claim, dispute, or controversy arising from or relating to this Agreement, this Transaction, any other agreement or transaction
that you and we have ever entered into or completed, or any other conduct or dealing between you and us. A court or arbitrator interpreting the scope of this Arbitration
Agreement should broadly construe the meaning of Claim so as to give effect to your and our intention to arbitrate any and all claims, disputes, or controversies that may arise
between you and us. Consistent with this broad construction, Claim includes (but is not limited to) each of the claims, disputes, or controversies listed below.

D- A Claim includes any dispute or controversy regarding the scope, validity, or enforceability of this Arbitration Agreement. For example, a Claim includes any assertion
by you or us that this Arbitration Agreement is unenforceable because applicable usury, lending, or consumer protection laws render the underlying Transaction void or
unenforceable. A Claim also includes any assertion by you or us that this Arbitration Agreement is unenforceable because it lacks fairness or mutuality of obligations,
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conflicts with bankruptcy or other federal laws, improperly limits your or our remedies for the other's violation of laws, or unduly restricts your or our access to the court
system. Finally, a Claim includes any assertion by you or us that this Arbitration Agreement is unenforceable because you or we did not receive notice of or understand
its provisions, you or we need to discover the filing fees or administrative costs associated with commencing an arbitration proceeding, or you or we believe the
arbitration firm or the arbitrator will be unfair or biased.

A Claim includes any claim that you assert against a person or entity related to us including our parent company, affiliated companies, directors, officers, employees,
agents, and representatives and any claim that we assert against a person or entity related to you. For the purpose of this Arbitration Agreement, references to we, our,
and itt and references to you and your include such related persons or entities. You and we agree that these ielated perso»s and entities may elect to arbitrate any Claim
asserted against them even though they have not signed this Arbitration Agreement
A Claim includes any statutory, tort, contractual, or equitable (i.e., non-monetary) claim. For example, a Claim includes any claim arising under the following: a federal
or state statute, act, or legislative enactment; a federal or state administrative regulation or rule; common law (i.e., non-statutory law based on court cases); a local
ordinance or zoning code; this Agreement or another contract; a judicial or regulatory decree, order, or consent agreement; or any other type of law.

A Claim includes (but is not limited to) any claim based on your or our conduct before you and we consummated this Transaction. For example, a Claim includes any
dispute or controversy regarding our advertising, application processing, or underwriting practices, our communication of credit decisions, or our provision of cost-of-
credit or other consumer protection disclosures.

A Claim includes any request for monetary damages or equitable remedies, whether such request is asserted as a claim, counterclaim, or cross-claim.

2. MANDATORY ARBITRATION UPON ELECTION. Subject to your right to reject arbitration (explained on page 1 of this Agreement) and subject to the small claims court
exception (explained below), you and we agree to arbitrate any Claim if the person or entity against whom a Claim is asserted elects to arbitrate the Claim. Consequently, ifthe
person or entity against whom a Claim is asserted elects to arbitrate the Claim, then neither you nor we may file or maintain a lawsuit in any court except a small
claims court and neither you nor we may join or participate in a class action, act as a class representative or a private attorney general, or consolidate a Claim with the
claims of others. A person or entity against whom a Claim is asserted may elect to arbitrate the Claim by providing oral or written notice to the person asserting the Claim (i.e,,
the claimant). Such notice need not follow any particular format but must reasonably inform the claimant that arbitration has been elected For example, if you or we file a
lawsuit against the other, then the other provides sufficient notice if the other orally informs the claimant that the other elects to arbitrate the Claim or ifthe other files a pleading
(Le., a document filed in court) requesting the court to stay (Le., freeze) the court case and refer the Claim to arbitration,

3. SMALL CLAIMS COURT EXCEPTION. You and we may ask a small claims court to decide a Claim so long as no party to the small claims court lawsuit seeks to certify a

class, consolidate the claims of multiple persons, or recover damages beyond the jurisdiction of the small claims court. If you file a small claims court lawsuit against us, then
we lose the right to elect arbitration of your Claim (but not of other persons' Claims). In contrast, if we file a small claims court lawsuit against you, then you nitt.trp.the right to
elect arbitration of our Claim.

4. ARBITRATION FIRIvi. The American Arbitration Association ("AAA") (I-M-778-7879, www.adr.org) will administer the aration,,,AA will
normally apply its Consumer Arbitration Rules then in effect to a Claim but may apply other types of procedural rules such as the 1: then
in effect if a party to the arbitration proceeding demonstrates that the application of such other procedural rules is approorial- :71L'^ 1' 1!E tdural
rules provide, you and we agree that the arbitrator must issue a written decision and may award any type of remedy 1:,, 1 nd rtao1c,dlef-- that a

court or jury could award if the Claim were litigated. You and we also agree that an arbitration firm ina;oii.i3O-11bitt .a [ita [L.-, o or miterwise consolidate
the Claims of multiple persons. You may request a copy of the AAA's Consumer Arbitration Ru'e- n r one number or URI, (universal
resource locator) identified above. If you object to the AAA as the arbitration firm or if thelA. I thl,greeto select a local arbitrator who is a
retired judge or a registered arbitrator in good standing with an arbitration finNprovidc il r, st err all the terms of this arbitration agreement,
including the class-action waiver. The parties may not select a local arbitqltia, taa ta aa cal ata till, a rad:cation agreement, including the class action waiver,
because you and we waive any right to arbitrate a Claim on a [actial4 rear, i[ii aalt am, conaabdated basis. When attempting to contact AAA or another
arbitration firm, please recognize that phone numbers and tins char 1.1. ied .1, ritte-the contact infbnnation provided above with your own research.

S. PAYMENT OP ARBITRATION FEES; SP' reTioN OF FORUM. It yt4, .e a t. bi.ie AAA or another arbitration firm, the firm will usually ask you to pay a filing fee
and may also ask you to pay in advance. the expenses the fir1 nen administering the arbitration proceeding. Upon your written request, we will pay to
the arbitration firm any fees or acha4 ni, pxpenses that the al 'ation firm requires you to pay as a condition to your filing a Claim with the firm. Additionally, we
will pay any fees or ext. -es the 1.] ta at, I,,,:a,ges for administering the arbitration proceeding, any fees or expenses the individual arbitrator or arbitrators charge for
attending the arbitratioa l.: al a, „'rharges you to file a lawsuit appealing the arbitration decision. We will pay these fees and expenses whether or not you
prevail ia ratica: .1, a., ai to hold the arbitration proceedings in the county of your residence or in any different location in the United States of your
choica,

6: I You and we acknowledge that this Transaction involves interstate commerce. Accordingly, you and we agree that both the procedural and the
substanta rrovisions aa Me Federal Arbitration Act, 9 USC 1-16, govern the enforcement, interpretation, and performance of this Arbitration Agreement. Any courc with
jurisdictiaa, .a.y enforce this Arbitration Agreement. Additio»ally, any court with jurisdiction may enforce an arbitration decision rendered under this Arbitration Agreement if
that arbitration decision has been properly registered as a judgment.

7, SURVIVAL; BINDING EFFECT; SEVERABIL1TY. You and we retain the right to invoke this Arbitration Agreement and to compel the arbitration of Claims even after your
and our respective obligations under this Agreement have been completed, defaulted, rescinded, or discharged i» bankruptcy. This Arbitration Agreement binds the heirs,
successors, and assigns including any bankruptcy trustee of both you and us. Finally, if a court or arbitrator determines that any part of this Arbitration Agreement is
unenforceable, then you and we agree that the court or arbitrator must fully enforce the remaining provisions that have not been invalidated.

NOTICE-OF-GRIEVANCE AGREEMENT
If the person or entity against whom a Claim is asserted declines to arbitrate the Claim or if a court or arbitrator determines that the above Arbitration Agreement is

unenforceable, then you and we agree that neither you nor we may commence, join, or be joined to any judicial action (as either an individual litigant or the member of a

class) that arises from or relates to a Claim until the claimant has provided the other party written notice of the asserted Claim and afforded the other party a reasonable
period after the giving of the written notice to take corrective action. If applicable law provides a time period which must elapse before certain action can be taken, then that
time period will be deemed reasonable for the purpose of the preceding sentence.

By signing below, you and we agree to the Arbitration Agreement and the Notice-of-Grievance Agreement, each of which is set forth above.

LENDER: )--'141--"IL CONSUMER:
sftphes Schaller, Secretaiy E-signature on file

By: Signature:
Print Name: lacey townsend

Dam: 9/15/2012 Date; 9/15/2012
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INSTALLMENT LOAN AGREEMENT
CONSUMER LICENSEE*

Name: Eastern Specialty Finance, Inc. ci/b/a Check n Go

lacey townsend Website address: www.checknuo.com
Street Address:,wismo Telephone: I-800-721-7022
City and State: osionsomem We hold a license under, and we make this loan under, the Delaware Licensed Lenders

Telephone: Act (5 Delaware Code §5 2201, et seq.) To contact us, please call our customer commentowning line: (888) 3PAYDAY.
Customer Identification NuMber:

FEDERAL TRUTH-IN-LENDING STATEMENT METHOD OF REPAYMENT
ANNUAL FINANCE AMOUNT TOTAL OF Sign by one of the two repayment options listed below. By selecting one repayment
PERCENTAGE CHARGE FINANCED PAYMENTS option, you automatically decline the other option. The selection of the repayment option is
RATE The dollar amount The amount of The amount you entirely within your discretion. Your selection has no effect on your eligibility for this
The cost ofyour

the credit will cost credit provided to will have paid after loan.
credit as a yearly you. you or on your you have made all

rate. behalf payments as /s/ E-signature on file
scheduled, REPAYMENT OPTION A: ELECTRONIC FUNDS TRANSFER.

356.08Ei (0 $3,022.10 $1, 750.00 $4,772.10 EFT Authorization. This paragraph contains your authorization for us to
i initiate electronic funds transfers from the bank account identified below (your

Your payment schedule wili he: "bank account"). You may revoke this EFT authorization at any time by
Install ment Amount of Payment When Payment Is Due contacting either us or your bank. You authorize us to initiate an EFT to your

Payment bank account to collect each installment listed on the payment schedule each an

Payment No. 1 $280.72 11/16/2012 "installment EFT"). An installment EFT will generally post to your bank
account on the business day following the installment's due date. Additionally, if

Payment No.. 2 $280.72 I I you default on this loan, then you authorize us to initiate one or more EFTs to

Payment No. 3 $280.72 12/14/2012 your bank account to collect the accelerated loan balance (collectively an

"accelerated-balance EFT"). An accelerated-balance EFT will generally post to
Payment No. 4 $280,72 12/28/2012

your bank account on the first business day, following your pay i3 ;Kilkfauft, on

Payment No. 5 $280.72 1/11/2013 which you receive a regular deposit of income to your bart-% acco: 'I. za
Payment No. 6 $280_72 1/25/2013 Ba nk Account 4141MMEMISu ThinkRorfl il I: vismaitigi.

Payment No, 7 $280.72 2/8/2013
DeclineB

Payment No. 8, $280.72 2/22/2013

Payment No. 9 $280.72 3/8/2013 Cash or Cheal- at ag,.,:,: 1,,, '1,1 cash a check, mailed to:
Check 'n f--'0 AtiT,, 1 ;I Road, Suite 200, Cincinnati,

Payment No. 10 $280.72 3/22/2013 Ohio/l"

Payment No. 11 $280.72 4/5/2013

Payment No. 12 $280.72 4/19/2013 1 RINDS AVAILABILITY

Payment No. 13 $280.72 5/3/2013 1 Lot,, is the date on which you electronically sign this Agreement. Funds that

Paytnent No,1-4 $280.72 S/17/2013 ./e.i.ectr meally transmit to your bank account will generally be made available to you by
1 I the first bankMg day following the Loan Date (the "Fends Availability Date"), The APR

Payment No. 15 $280.72, 4/2013 1 shown in the Truth-ln-Lending Statement is calculated based on the estimated Funds
1

Payment No. 16 $280.72. 1, '2013 Availability I:tate. If this transaction represents a refinance of a previous transaction from
r-. us, then we will not need to electronically transmit any funds to your bank account.

Payment No. 17 -.'10.5t I 2 013 Consequently, the Finance Charge and APR will be calculated based on the Loan Date.
....-a-,

Secuial i., deetell '?..ei..,. 11, ..1.-.. 'Option A, then your EFT

:urfty for this loan. If you selected

kaadyrnentlitrion B, then this loan is not secured.

Late cht.tl'c' LOAN REFERENCEliTpayment is late 10 or more days, then you must pay us a Loan Date: 10/26/2012
delinquency fee equal to 5% of the delinquent payment. Loan Number: 13910614

Prepayment If you pay offearly, then you will not have to pay a penalty and ITEMIZATION OF AMOUNT FINANCED

you may be entitled to a refund of part of the Finance Charge. I. Amount paid directly to you: $588.95
See your contract documents for any additional information about nonpayment, 2. Amount credited to your account with us: $1161.05
default, any required repayment in full before the scheduled date, mid prepayment
refunds. 3. Total Amount Financed (the sum of 1 and 2): $175()

(e) means estimate*

NOTICE OF ARBITRATION AGREEMENT; RIGHT TO REJECT ARBITRATION AGREEMENT
Before signing this Agreement, you should carefully review the Arbitration Agreement located on pages 2 and 3. The Arbitration Agreement provides that all Claims arising from

or relating to this Agreement or any other agreement that you and we have ever entered into must be resolved by binding arbitration if the person or entity against whom a Claim is

asserted elects to arbitrate the Claim. Thus, if the person or entity against whom you assert a Claim elects to arbitrate the Claim, then you will not have the following important rights:
You may not file or maintain a lawsuit in any court except a smali claims court.

You may notjoin or participate in a class action, act as a class representative or a private attorney general, or consolidate yourClaim with the claims of others.

You will have to pay the arbitration flim certain fees in order to commence an arbitration proceeding, unless you ask us to pay these fees to the arbitration final for you.
You give up your right to have a jury decide your Claim.
You will not he afforded the procedural, pre-trial discovery, and appellate rights in an arbitration proceeding that you would enjoy in a court or judicial proceeding.
If you do not want to arbitrate all Claims as provided in the Arbitration Agreement, then you have the right to reject the Arbitration Agreement. To reject arbitration,

you must deliver written notice to us at the following address within 60 days following the date of this Agreement: Check 'a Go, Attn: Arbitration Opt-Out, 7755 Montgomery
Road, Suite 400, Cincinnati, Ohio 45236, Nobody else can reject arbitration for you; this method is the only way you can reject the Arbitration Agreement. Your rejection of

the Arbitration Agreement will not affect your right to credit, how much credit you receive, or any contract term other than the Arbitration Agreement,
You should carefully review this entire Agreement, including the Definitions, Terms, and Conditions located on page 2, and the Arbitration Agreement and the Notice-of-Grievance

Agreement located on pages 2 and 3. By signing below, you agree to every provision contained in this three-page Agreement.
LICENSEE: CONSUMER: /s/ E-signature on file

By: —Stephen Schaller, Secretary Signature:
Title: Authorized Representative

DEFINITIONS, TERMS, AND CONDITIONS
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I. DEFINITIONS.

A We, our, and us each means Eastern Specialty Finance, Inc. d/b/a Check n Go, and you and your each means the consumer identified ou page one.

A Agreement means this Installment Loan Agreement, and this loan means the loan that we make to you o» this date.

Your Payment Item means any electronic funds transfer that we submit to your bank if you have signed Repayment Option A: Electronic Funds Transfer. Because

applicable federal law and state law do not clearly address whether our interest in your EFT authorization is a "security interest" for Truth-In-Lending purposes, we have

pursuant to Comment 2(a)(25) of the Federal Reserve Board Official Staff Commentary to Regulation Z 226.2 disclosed in the TILA Statement that your EFT
authorization is "security" for this loan; we make this disclosure for Truth-in-Lending purposes on/y. If you terminate your EFT authorization, as permitted by Repayment
Option A, then you authorize us to present a pre-authorized draft to your bank account to collect all money you owe under this Agreement. In such case, the term Payment
Item refers to this pre-authorized draft,

Your bank and your bank account mean, respectively, the bank and the bank account that you identify in your application for this loan or, ifdifferent, on page 1 of this
Agreement.
Finance Charge, Amount Financed, and Total ofPayments mean the respective amounts identified in the Federal Truth-In-Lending (TIL) Statement disclosed on page 1.

A Installment due date means each date identified in the TIL Statement on which an installment payment is due.

A This date refers to the date on which you and we sign this Agreement,

2, PROMISE TO PAY. You promise to pay us the Amount Financed plus interest on the unpaid principal balance of this loan. We will begin charging interest on this date.
We calculate interest on a daily basis by multiplying the daily rate times the unpaid principal balance of this loan. We figure the daily rate by dividing our contract interest rate
of aso.000by 365. You must pay each installment on its due date We apply your payments first to interest (accrued as of the date the payment is received), then to principal
(due as of the date the payment is received), and then to any other charges you owe us.

3, FREPAYmENT, You have the right to prepay this loan at any time. If you prepay this loan in full or in part, then upon your full repayment of this loan we will
rebate to you the unearned portion of the Finance Charge, calculated in accordance with the simple interest method.

4, LATE FEE AND DISHONORED ITEM FEE. If your Bank dishonors a Payment Item for any reason, then you must pay us a dishonored item fee in the amount of $35. We
will charge and collect no more than one dishonored item fee per installment. If a payment is late 10 or more days, then you must pay us a delinquency fee equal to 5% of the
del i nquent payment,

5. EVENTS OF DEFAULT. A payment default occurs if you fail to pay an installment when it is due. If you default, then all money owing under this ?sr:,,
-.1,

r n becomes
immediately due and payable. By failing to accelerate the balance of this loan in one instance of your default, we do not waive a»y right or remet:' nr- 1,, h in a later
instance of your default.

i

6. AUTHORIZATION TO SERVICE LOAN. Prior to an installment due date, you authorize us to call you during reasonabi. r r, rs i i t,, 1. I IL, ;IMO.- .r, t the due
date. Until you pay this loan in full, you further authorize us to obtain your bank account information to determine wher4, i, .r r, J1111 at,, rEltallmentihat is due.
Finally, if you default on this Agreement, then you authorize us to call you at the home or work phone nurn"r- lisle l,, 15.' f ^1' i I 11, 1:,, .'l^ 11 I hiring.Rasonable hours and

subject to your right to instruct us not to call you), to leave a message with a person or voice-mail servic r r,:,n:,I, 1, r, ltrhone number, to write you at

home, and to acquire location information about you from the personal contacts whom you i4entlr:

7. RICHT OF RESCISSION. You may rescind this loan at no cost by prep"' 'r-rn'the i r in 111. 'Lt ill I i I,ai:.n., le funds not later than our closing time on the
business day immediately following this date,

8, PRIVACY STATEMENT, You acknowledge that you have r r, J r,,,, .rryr 51- idler on this date or within the last 12 months.

9. ImPORTANT INFORMATION ABOUT T'"(10EDURES FOR CP .417. i, UN_ To help the government fight the funding of terrorism and money laundering
activities, federal law requires all finanrk r1:,, ri2s to obtain, vr q irecn..1 r iMrmation that identifies each person who opens an account, What this means for you:
When you open an account, we we., 1,,,,. 1, address, dm., n r,r, Ili, and other information that will allow us to identify you. We may also ask to sec your driver's
license or other identifyituadocumt

rr,

10.,0,.r.T7MATI,, E.. ii I., T. r, I AMERCIAL E-MAILS AND PHONE CALLS. By signing this Agreement, you authorize us to send you commercial e-mail
messafr, tr., In.,,,,,, _-m,rA'" ddrt,, 4414ffiglafinantallarital. You also authorize Os to place pre-recorded or live phone calls to the
follow: riphn:,: iinIn"r r '1.,„4.„nr. ..r.......s r mobile phone num er(s): gammangsma

I

3
coVERED i5:„ItRowER IDENTIFICATION STATEMENT. Federal law provides important protections to active duty members of the Armed Forces and their

dependent*. To ensure that these protections are provided to eligible applicants, we require you to sign one of the following statements as applicable:

I AM a regular or reserve member of the Army, Navy, Marine Corps, Air Force, or Coast Guard, serving on active duty under a call or

order that does not specify a period of 30 days or fewer.

AM a dependent of a member of the Armed Forces on active duty as described above, because I am the member's spouse, the
member's child under the age of eighteen years old, or I am an individual for whom the member provided more than one-half of my financial support for 180 days immediately
preceding today's date.

OR

/s/ E-signature on file
I AM NOT a regular or reserve member of the Army, Navy, Marine Corps, Air Force, or Coast Guard, serving on active duty under a

call or order that does not specify a period of 30 days or fewer (or a dependent of such a member).

Warning: It is important to fill out this form accurately. Knowingly making a false statement on a credit application is a crime.

Date: 10/26/2012

ARBITRATION AGREEMENT

1, DEFINITION OF CLAIM. Claim means any claim, dispute, or controversy arising from or relating to this Agreement, this Transaction, any other agreement or transaction
that you and we have ever entered into or completed, or any other conduct or dealing between you and us. A court or arbitrator interpreting the scope of this Arbitration
Agreement should broadly construe the meaning of Claim so as to give effect to your and our intention to arbitrate any and all claims, disputes, or controversies that may arise
between you and us. Consistent with this broad construction, Claim includes (but is not limited to) each of the claims, disputes, or controversies listed below.

A Claim includes any dispute or controversy regarding the scope, validity, or enforceability of this Arbitration Agreement. For example, a Claim includes any assertion
by you or us that this Arbitration Agreement is unenforceable because applicable usury, lending, or consumer protection laws render the underlying Transaction void or

unenforceable. A Claim also includes any assertion by you or us that this Arbitration Agreement is unenforceable because it lacks fairness or mutuality of obligations,
Installment Loan Agreement (DE) (online), Version Dale March 1, 2012 Page 2 of3 NOTICE: See all pages of this throe-page Agreement for important information
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conflicts with bankruptcy or other federal laws, improperly limits your or our remedies for the other's violation of laws, or unduly restricts your or our access to the court

system. Finally, a Claim includes any assertion by you or us that this Arbitration Agreernent is unenforceable because you or we did not receive notice of or understand

its provisions, you or we need to discover the filing fees or administrative costs associated with commencing an arbitration proceeding, or you or we believe the

arbitration firm or the arbitrator will be unfair or biased.

A Claim includes any claim that you assert against a person or entity related to us including our parent company, affiliated companies, directors, officers, employees,
agents, and representatives and any claim that we assert against a person or entity related to yoir. For the purpose of this Arbitration Agreement, references to we, ow,

and us and references to you and your include such related persons or entities. You and we agree that these related persons and entities may elect to arbitrate any Claim

asserted agai»st them even though they have not signed this Arbitration Agreement.
A Claim includes any statutory, tort, contractual, or equitable (i.e., non-monetary) claim. For example, a Claim includes any claim arisi»g under the following, a federal

or state statute, act, or legislative enactment a federal or state administrative regulation or rule; common law (Le., non-statutory law based on court cases); a local

ordinance or zoning code; this Agreement or another contract; a judicial or regulatory decree, order, or consent agreement; or any other type of law.

A Claim includes (but is not limited to) any claim based on your or our conduct before you and we consummated this Transaction. For example, a Claim includes any

dispute or controversy regarding our advertising, application processing, or underwriting practices, our communication of credit decisions, or our provision of cost-of-

credit or other consumer protection disclosures.

A Claim includes any request for monetary damages or equitable remedies, whether such request is asserted as a claim, counterclaim, or cross-claim.

2. MANDATORY ARBITRATION UPON ELECTION. Subject to your right to reject arbitration (explained on page 1 of this Agreement) and subject to the small claims court

exception (explained below), you and we agree to arbitrate any Claim if the person Or entity against whom a Claim is asserted elects to arbitrate the Claim. Consequently, if the

person or entity against whom a Claim is asserted elects to arbitrate the Claim, then neither you nor we may file or maintain a lawsuit in any court except a small

claims court and neither you nor we may join or participate in a class action, act as a class representative or a private attorney general, or consolidate a Claim with the

claims of others. A person or entity against whom a Claim is asserted may elect to arbitrate the Claim by providing oral or written notice to the person asserting the Claim (Le.,
the claimant). Such notice need not follow any particular format but must reasonably inform the claimant that arbitration has been elected. For example, if you or we file a

lawsuit against the other, then the other provides sufficient notice if the other orally informs the claimant that the other elects to arbitrate the Claim or if the other files a pleading
(i.e., a document filed in court) requesting the court to stay (i.e., freeze) the court case and refer the Claim to arbitration.

3. SMALL CLAIMS COURT EXCEPTION. You and we may ask a small claims court to decide a Claim so long as no party to the small claims court lawsuit seeks to certify a

class, consolidate the eiaims of multiple persons, or recover damages beyond the jurisdiction of the small claims court. If you file a small claims court lawsuit against us, then

we lose the right to elect arbitration of your Claim (but not of other persons' Claims). In contrast, if we file a small claims court lawsuit against you, then you the right to

elect arbitration of our Claim.

4, ARBrTRATION FIRM. The American Arbitration Association ("44A") (1-800-778-7879, www.adhorp) will administer thc a,atior, A will

normally apply its Consumer Arbitratio» Rules then in effect to a Claim but may apply other types of procedural rules such as theA, co then

in effect if a party to the arbitration proceeding demonstrates that the application of such other procedural rules is appwrie, .1 cedural

rules provide, you and we agree that the arbitrator must issue a written decision and may award any type of remedy r and q;urtable rehef that a

court or juty could award if the Claim were litigated. You and we also agree that an arbitration firm mg IrM- i Clion or otherwise consolidate

the Claims of multiple persons. You may request a copy of the AAA's Consumer Arbitration Rale rtid,Alle number or URL (universal
resource locator) identified above. If you object to the AAA as the arbitration firm or if thrNA 1VP'1,1 I'r 2 to select a local arbitrator who is a

retired judge or a registered arbitrator in good standing with an arbitration finm p vide' r H' ir., A era., ..-1,Li all the terms of this arbitration agreement,
including the class-action waiver. The parties may not select a local arbit '.1 1 i. t33se.s 1, 0110,, it1ation agreement, including the class action waiver,
because you and we waive any right to arbitrate a Claim on a r!n,, nctic33 13 1,3 ;_313, ^3 ive-a 331,, t1 1 C.,, 33,olittated basis. When attempting to contact AAA or another

arbitration firm, please recognize that phone numbers and URLs Me contact information provided above with your own research.

S. PAymENT OF ARBITRATION FEES; SFI FeT1014 OF FORUM. a Val), =i Je AAA or another arbitration firm, the firm will usually ask you to pay a filing fee

and may also ask you to pay in advance '''71 'Tie expenses th. inue :men administering the arbitration proceeding. Upon your written request, we will pay to

the arbitration firm any fees or ack..T7 -expenses that h., firm requires you to pay as a condition to your filing a Claim with the firm. Additionally, we

will pay any fees or ors the t: -ges for administering the arbitration proceeding, any fees or expenses the i»dividual arbitrator or arbitrators charge for

attending the arbitratio, :harges you to file a lawsuit appealing the arbitration decision. We will pay these fees and expenses whether or not you

prevaij..in-W, to hold the arbitration proceedings in the county of your residence or in any different location in the United States of your
choice.

6 1... You and we acknowledge that this Transaction involves interstate commerce. Accordingly, you and we agree that both the procedural and the

substanth.,, rovisions .ne Federal Arbitration Act, 9 USC 1-16, govern the enforcement, interpretation, and performance of this Arbitration Agreement. Any court with

jurisdictioi,,Ltay enforce this Arbitration Agreement, Additionally, any court with jurisdiction may enforce an arbitration decision rendered under this Arbitration Agreement if

that arbitration decision has been properly registered as a judgment.

7. SURVIVAL; BINDrNG EFFECT; SEVERABILITY. You and we retain the right to invoke this Arbitration Agreement and to compel the arbitration of Claims even after your
and our respective obligations under this Agreement have been completed, defaulted, rescinded, or discharged in bankruptcy. This Arbitration Agreement binds the heirs,
successors, and assigns including any bankruptcy trustee of both you and us. Finally, if a court or arbitrator determines that any part of this Arbitration Agreement is

unenforceable, then you and we agree that the court or arbitrator must fully enforce the remaining provisions that have not been invalidated.

NOTICE-OF-GRIEVANCE AGREEMENT
If the person or entity against whom a Claim is asserted declines to arbitrate the Claim or if a court or arbitrator determines that the above Arbitration Agreement is

unenforceable, then you and we agree that neither you nor we may commence, join, or be joined to any judicial action (as either an individual litigant or the member of a

class) that arises from or relates to a Claim until the claimant has provided the other party written notice of the asserted Claim and afforded the other party a reasonable

period after the giving of the written notice to take corrective action. If applicable law provides a time period which must elapse before certain action can be taken, then that

time period will be deemed reasonable for the purpose of the preceding sentence.

By signing below, you and we apree to the Arbitration Agreement and the Notice-of-Grievance Agreement, each ofwhich is set forth above.

LENDER: CONSUMER:
Stephen Schaller, Secretary

/s/ E-signature on file
By: Signature:

Print Name: lacey townsend

Date: 10/26/2012 Date: 10/26/2012

Installment Loan Agreement (DE) (online), Version Date March 4, 2012 Page 3 of3 NOTICE: See all pages of this three-page Agreement for important information
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INSTALLMENT LOAN AGREEMENT
CONSUMER LICENSEE:*

Name: Eastern Specialty Finance, Inc. d/b/a Check `is Go

lacey townsend Website add ress: www.checkn&osornStreet Address:
fainiSMISUNS Telephone: 1,-8004234022

City and State- elemomb We hold a license under, and we make this loan under, the Delaware Licensed Lenders

Te gagirpirip Act (5 Delaware Code 2201, er seq.) To contact us, please call our customer comment
line: (888) 3PAYDAY.

Customer Identification Number.' taie4

FEDERAL TRUTH-1N-LENDING STATEMENT METHOD OF REPAYMENT
ANNUAL FINANCE AMOUNT TOTAL OF Sign by one of the two repayment options listed below. By selecting one repayment
PERCENTAGE CHARGE FINANCED PAYMENTS option, you automatically decline the other option. The selection of the repayment option is
RATE The dollar amount The amount of The amount you entirely within your discretion. Your selection has no effect on your eligibility for this
The cosi of your the credit will cost credit provided to will have paid after loan.
credit as a yearly you. yOU Of on your you have made ail

rate, behalf. paymems as /s/ E-signature on file
scheduled. REPAYMENT OPTION A: ELECTRONIC FUNDS TRANSFER,

357.91°A (e) $5,058.02 $3,000.00 $8,058.02 EFT Authorization. This paragraph contains your authorization for us to

initiate electronic funds transfers from the bank account identified below (your
Your payment schedule will be: "bank account"). You may revoke this EFT authorization at any time by
Installment Amount of Payment When Payment Is Due contacting either us or your bank. You authorize us to initiate an EFT to your
Payment bank account to collect each installment listed on the payment schedule each an

Payment No, 1 $474.01 6/1412013 "installment EFT'). An installment EFT will generally post to your bank
account on the business day following the installment's due date. Additionally, if

Payment No. 2 $474.01. 6/28/2013 you default on this loan, then you authorize us to initiate one or more EFTs to

Payment No. 3 $474.01 7/12/2013 your bank account to collect the accelerated loan balance (collectively an

"aceelerated-baMnee EFT"). An accelerated-balance EFT will generally post to
Payment No. 4 $474.01. 7/26/2013

your bank account on the first business day, following your payment default, on

Payment No. 5 $474.01 8/9/2013 which you receive a regular deposit of income to your bank account,

Payment No, 6 $474.01 8/23/2013 Bank Account 4: WINIIIM Bank Routing ii: tialiMas,
Payment No. 7 $474.01 9/6/2013

Payment No. 8 $474.01 9120/2013 DeclineB REPAYMENT OPTION B: CASH OR CHECK.

Payment No. 9 $474.01 10/4/2013 Cash or Che.c1c. You agree to pay each installment by cash or check, mailed to:
Check 'n Go, Attn. Installment Loan Payments, 4540 Cooper Road, Suite 200, Cintinnati,

Payment No. 10 $474.01 10/18/2013 Ohio 45242.

Payment No. 11 $474.01. 11/1/2013

Payment No. 12 $474,01, I 1/15/2013 FUNDS AVAILABILITY

Payment No. 13 $474.01 I 1129/20 I 3 The Loan Date is the date on which you electronically sign this Agreement. Funds that

Payment No. 14 $474.01 12/13/2013 we electronically transmit to your bank account will generally be made available to you by
the first banking day following the Loan Date (the "Punds .4vriilahilily Wren. The APR

Payment No. 15 $474.01 I 2/27/2013 shown in the Truth-ln-Lending Statement is calculated based on the estimated Funds

Payment No. 16 $474.01 1/10/2014 Availability Date. If this transaction represents a refinance of a previous transaction from

us, then we will not need to electronically transmit any funds to your bank account.
Payment No. 17 $473.86 1/24/2014 Consequently, tile Finance Charge and APR will be calculated based On the Loan Date.

Security: If you selected Repayment Option A, then your EFT

authorization is security for this loan. If you selected
Repayment Option B, then this loan is not secured.

Late charge LoAN REFERENCE
Ifa payment is late 10 or more days, then you must pay us a Loan Date: 5/28/2013
delinquency fee equal to 5% of the delinquent payment. Loan Number 15052262

Prepayment: if you pay offearly, then you will not have to pay a penalty and ITEMIZATION OF AMOUNT FINANCED
you may be entitled to a refund of part of tbe Finance Charge. I. Amount paid directly to you: $2,275,33

See your coMract documents for any additional information about nonpayment, 2. Amount credited to your account with us: $724,67
default, any required repayment in full before the scheduled date, and prepayment
refunds. 3. Total Amount Financed (the sum of1 and 2): $3000

(e) means estimate*

NOTICE OF ARBITRATION AGREEMENT; RIGHT TO REJECT ARBITRATION AGREEMENT
Before signing this Agreement, you should carefully review the Arbitration Agreement located on pages 2 and 3, The Arbitration Agreement provides that all Claims arising from

or relating to this Agreement or any other agreement that you and we have ever entered into must be resolved by binding arbitration if the person or entity against whom a Claim is
asserted elects to arbitrate the Claim. Thus, if the person or entity against whom you assert a Claim elects to arbitrate the Claim, then you will not have the following important rights:

You may not file or maintain a lawsuit in any court except a small claims court.
You may nol join or participate in a class action, act as a class representative or a private attorney general, or consolidate your Claim with the claims of others.
You will have to pay the arbitration firm Dwain fees in order to commence an arbitration proceeding, unless you ask us to pay those fees to the arbitration firm for you.
You give up your right to have a jury decide your Claim.
You will not be afforded the procedural, pre-trial discovery, and appellate rights in an arbitration proceeding that you would enjoy in a COLO or judicial proceeding.
If you do not want to arbitrate all Claims as provided in the Arbitration Agreement, then you have the right to reject the Arbitration Agreement. To reject arbitration,

you must deliver written notice to us at the following address within 60 days following the date of this Agreement: Check 'n Go, Attn: Arbitration Opt-Out, 7755 Montgomery
Road, Suite 400, Cincinnati, Ohio 45236. Nobody else can reject arbitration for you; this method is the only way you can reject the Arbitration Agreement. Your rejection of
the Arbitration Agreement will not affect your right to credit, how much credit you receive, or any contract term other than the Arbitration Agreement.

You should carefully review this entire Agreement, including the Definitions, Terms, and Conditions located on page 2, and the Arbitration Agreement and the Notice-of,Grievance

Agreement located on pages 2 and 3, By signing below, you agree to every provision contained in this three-page Agreement,
LICENSEE: CONSUMER: ls/ E-signature on file

By: Signature:Stephen Schaller, Secretflor
Title: Authorized Representative

DEFINITIONS, TERMS, AND CONDITIONS
Invtallmeni I,oan Agreemenr 690 (online) Page 1 of3 NOTICE; See all pages of this three-page Agreement for important information
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I DEFINITIONS,

We, our, and us each means Eastern Specialty Finance, inc. d/b/a Check n Go, and you and your each means the consumer identified on page one.

Agreement means this Installment Loan Agreement, and this loan means the loan that we make to you on this date.

Your Payment hem means any electronic funds transfer that we submit to your bank if you have signed Repayment Option A: Electronic Funds Transfer, Because

applicable federal law and state law do not clearly address whether our interest iii your EFT authorization is a "security interest" for Truth-ln-Lending purposes, we have

pursuant to Comment 2(a)(25) of the Federal Reserve Board Official Staff Commentary to Regulation Z 226.2 disclosed in the TILA Statement that your EFT

authorizai ion is "security" for this loan; we make this disclosure for Truth-in-Lending purposes only, if you terminate your EFT authorization, as permitted by Repayment
Option A, then you authorize us to present a pm-authorized draft to your bank account to collect all money you owe under this Agreement. In such case, the term Payment
Item refers to this pm-authorized draft.

Your bank and your bank account mean, respectively, the bank and the bank account that you identify in your application for this loan or, if different, on page 1 of this

Agreement.
Finance Charge, Amount Financed, and Total ofPayments mean the respective amounts identified in the Federal Truth-In-Lending (TIL) Statement disclosed on page 1.

Installment due date means each date ide»tified in the TIL Statement on which an installment payment is due.

This dare refers to the date on which you and we sign this Agreement,

2. PROM isE To PAY, You promise to pay us the Amount Financed plus interest on the unpaid principal balance of this loan. We will begin charging interest on this date.

We calculate interest on a daily basis by multiplying the daily rate times the unpaid principal balance of this loan. We figure the daily rate by dividing our contract interest rate

of aeosio4y 365. You must pay each installment on its due date. We apply your payments first to interest (accrued as of the date the payment is received), then to principal
(due as of the date the payment is received), and then to any other charges you owe us,

3 PREPAYMENT. You have the right to prepay this loan at any time. Because we calculate interest using the simple interest method, no prepayment penalty or

unearned interest will be due if you pay this loan early.

4, LATE FEE AND DISHONORED ITEM FEE. if your Bank dishonors a Payment Item for any reason, then you must pay us a dishonored item fee in the amount of $35. We

will charge and collect no more than one dishonored item fee per installment. If a payment is late 10 or more days, then you must pay us a delinquency fee equal to 5% of the

del inquent payment.

5. EVENTS OF DEFAULT. A payment default occurs if you fail to pay an installment when it is due. If you default, then all money owing under this Agreement becomes

immediately due and payable. By failing to accelerate the balance of this loan in one instance of your default, we do not waive any right or remedy we may have in a later

instance ofyour default.

6. AUTHORIZATION TO SERVICE LOAN. Prior to an installment due date, you authorize us to call you during reasonable hours at home or work to remind you of the due

date. Until you pay this loan in full, you further authorize us to obtain your bank account information to determine whether funds arc available to pay an installment that is duo

Finally, if you default on this Agreement, then you authorize us to call you at the home or work phone numbers listed in your credit application (during reasonable hours and

subject to your right to instruct us not to call you), to leave a message with a person or voice-mail service at either location stating our name and phone number, to write you at

home, and to acquire location information about you from the personal contacts whom you identify in your credit application.

7. RIGHT OF RESCISSION, You may rescind this loan at no cost by prepaying the loan in full and in immediately-available funds not later than our closing time on the

business day immediately following this date.

8. PRIVACY STATEMENT. You acknowledge that you have received a copy of our privacy statement either o» this date or within the last 12 months.

9. IMPORTANT INFORMATION AlsouT PROCEDURES FOR OPENING A New ACCOUNT. To help the government fight the funding of terrorism and money laundering
activities, federal law requires all financial institutions to obtain, verify, and record information that identifies each person who opens an account. What this means for you:
When you open an account, we will ask for your name, address, date of birth, and other information that will allow us to identify you. We may also ask to see your driver's

license or other identifying documents.

10. AFFIRMATIVE CONSENT TO RECEIVE COMMERCIAL B..-MALs AND PHONE CALLS. By signing this Agreement, you authorize LIS to send you commercial e-mail

messages to the following e-mailaddress:. You also authorize us to place pre-recorded or live phone calls to the

following phone nu mber(s), including any ritrgriTillirls!alli°11EMMENOMp
I I COVERED BORROWER IDENTIFICATION STATEMENT. Federal law provides important protections to active duty members of the Armed Fortes and their

dependents. To ensure that these protections are provided to eligible applicants, we require you to sign one of the following statements as applicable:

I AM a regular or reserve member of the Army, Navy, Marine Corps, Air Force, or Coast Guard, serving on active duty under a call or

order that does not specify a period of 30 days or fewer,

I AM a dependent of a member of the Armed Forces on active duty as described above, because I am the member's spouse, the

member's child under the age of eighteen years old, or 1 ain an individual for whom the member provided more than one-half of my financial support for 180 days immediately
preceding today's date.

OR

/s/ E-signattire on file
I AM NOT a regular or reserve member of the Army, Navy, Marine Corps, Air Force, or Coast Guard, serving on active duty under a

call or order that does not specify a period of 30 days or fewer (or a dependent of such a member).

Warning: It is important to fill out this form accurately. Knowingly making a false statement on a credit application is a crime.

Date: 5/28/2013

ARBITRATION AGREEMENT

I. DEFINITION OF CLAIM. Claim means any claim, dispute, or controversy arising from or relating to this Agreement, this Transaction, any other agreement or transaction

that you and we have ever entered into or completed, or any other conduct or dealing between you and us. A court or arbitrator interpreting the scope of this Arbitration

Agreement should broadly construe the meaning of Claim so as to give effect to your and our intention to arbitrate any and all claims, disputes, or controversies that may arise
between you and us. Consistent with this broad construction, Claim includes (but is not limited to) each of the claims, disputes, or controversies listed below.

A Claim includes any dispute or controversy regarding the scope, validity, or enforceability of this Arbitration Agreement. For example, a Claim includes any assertion

by you or us that this Arbitration Agreement is unenforceable because applicable usury, lending, or consumer protection laws render the underlying Transaction void or

unenforceable. A Claim also includes any assertion by you or us that this Arbitration Agreement is unenforceable because it lacks fairness or mutuality of obligations,
Loan Agreemeni (110 (online.) Page 2 of3 NOTICE: See ali pages of this three-page Agreement for important information
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conflicts with bankruptcy or other federal laws, improperly limits your or our remedies for the other's violation of laws, or unduly restricts your or our access to the court

system. Finally, a Claim includes any assertion by you or us that this Arbitration Agreement is unenforceable because you or we did not receive notice ofor understand
its provisions, you or we need to discover the filing fees or administrative costs associated with commencing an arbitration proceeding, or you or we believe the
arbitration firm or the arbitrator will be unfair or biased.

A Claim includes any claim that you assert against a person or entity related to us including our parent company, affiliated companies, directors, officers, employees,
agents, and representatives and any claim that we assert against a person or entity related to you. For the purpose of this Arbitration Agreement, references to we, our,
and us and references to you and your include such related persons or entities. You and we agree that these related persons and entities may elect to arbitrate any Claim
asserted against them even though they have not signed this Arbitration Agreement.

3> A Claim includes any statutory, rort, contractual, or equitable (Le., non-monetary) claim. For example, a Claim includes any claim arising under the following: a federal

or state statute, act, or legislative enactment; a federal or state administrative regulation or rule; common law (i.e., non-statutory law based on court cases); a local

ordinance or zoning code; this Agreement or another contract; a judicial or regulatory decree, order, or consent agreement; or any other type of law.

A Claim includes (but is not limited to) any claim based on your or our conduct before you and we consummated this Transaction. For example, a Claim includes any

dispute or controversy regarding our advertising, application processing, or underwriting practices, our communication of credit decisions, or our provision of cost-of-
credit or other consumer protection disclosures.

A Claim includes any request for monetary damages or equitable remedies, whether such request is asserted as a claim, counterclaim, or cross-claim.

2. MANDATORY ARBITRATION UPON ELECTION. Subject to your right to rejectarbitration (explained on page 1 of this Agreement) and subject to the small claims court

exception (explained below), you and we agree to arbitrate any Claim if the person or entity against whom a Claim is asserted elects to arbitrate the Claim. Consequently, if the

person or entity against whom a Claim is asserted elects to Arbitrate the Claim, then neither you nor we may rile or maintain a lawsuit in any court except a small

claims court and neither you nor we may join or participate in a class action, act as a class representative or a private attorney general, or consolidate a Claim with the

claims of others. A person or entity against whom a Claim is asserted may elect to arbitrate the Claim by providing oral or written notice to the person asserting the Claim (i.e.,
the claimant). Such notice need not follow any particular format but must reasonably inform the claimant that arbitration has been elected. For example, if you OT we file a

lawsuit against the other, then the other provides sufficient notice if the other orally informs the claimant that the other elects to arbitrate the Claim or if the other files a pleading
(i.e., a document filed in court) requesting the court to stay (i.e., freeze) the court case and refer the Claim to arbitration,

3. SmALL CLAIMS COURT EXCEPTION_ You and we may ask a small claims court to decide a Claim so long as no party to the small claims court lawsuit seeks to certify a

class, consolidate the claims of multiple persons, or recover damages beyond the jurisdiction of the small claims court, if you file a small claims court lawsuit against us, then
we lose the right to elect arbitration of your Claim (but not of other persons' Claims). In contrast, if we file a small claims court lawsuit against you, then you retain the right to
elect arbitration ofour Claim.

4. ARBITRATION FIRM. The American Arbitration Association ("AAA") (1-800-778-7879, www.adnora) will administer the arbitration of Claims. The AAA will

normally apply its Consumer Arbitration Rules then in effect to a Claim but may apply other types of procedural rules such as the AAA's Commercial Arbitration Rules then
in effect if a party to the arbitration proceeding demonstrates that the application of such other procedural rules is appropriate. No matter what the arbitration firm's procedural
rules provide, you and we agree that the arbitrator must issue a written decision and may award any type of remedy including punitive damages and equitable relief that a

court or jury could award if the Claim were litigated. You and we also agree that an arbitration firm may not arbitrate a Claim as a class action or otherwise consolidate

the Claims of multiple persons. You may request a copy of the AAA's Consumer Arbitration Rules and other procedural rules at the toll-free phone number or URL (universal
resource locator) identified above. If you object to the AAA as the arbitration firm or if the AAA is unavailable, then the parties may agree to select a local arbitrator who is a

retired judge or a registered arbitrator in good standing with an arbitration firm, provided that such local arbitrator must enforce all the terms of this arbitration agreement,
including the class-action waiver. The parties may not select a local arbitrator who refuses to enforce this arbitration agreement, including the class action waiver,
because you and we waive any right to arbitrate a Claim on a class-action, representative-action, or consolidated basis. When attempting to contact AAA or another
arbitration firm, please recognize that phone numbers and URLs change frequently; you may need to update the contact information provided above with your own researeh,

5. PAYMENT OP ARBITRATION FEES; SELECTION OF FORUM. If you file a Claim with the AAA or another arbitration firm, the firm will usually ask yon to pay a filing fee

and may also ask you to pay in advance for some of the expenses the firm will incur when administering the arbitration proceeding. Upon your written request, we will pay to

the arbitration finn any fees or advance administrative expenses that the arbitration firm requires you to pay BS a condition to your filing a Claim with the firm. Additionally, we

will pay any fees or expenses the arbitration firm charges for administering the arbitration proceeding, any fees or expenses the individual arbitrator or arbitrators charge for

attending the arbitration hearing, and any fees a court charges you to file a lawsuit appealing the arbitration decision. We will pay these fees and expenses whether or not you
prevail in the arbitration proceeding. Finally, we agree to hold the arbitration proceedings in the county of your residence or in any different location in the United States of your
choice.

6. GOVERNING LAW. You and we acknowledge that this Transaction involves interstate commerce. Accordingly, you and we agree that both the procedural and the
substantive provisions of the Federal Arbitration Act, 9 USC 1-16, govern the enforcement, interpretation, and performance of this Arbitration Agreement. Any court with

jurisdiction may enforce this Arbitration Agreement. Additionally, any court with jurisdiction may enforce an arbitration decision rendered under this Arbitration Agreement if
that arbitration decision has been properly registered as a judgment.

7. SURVIVAL; BIND1NG EEFECT; SEVERABILITY. You and we retain the right to invoke this Arbitration Agreement and to compel the arbitration of Claims even after your
and our respective obligations under this Agreement have been completed, defaulted, rescinded, or discharged in bankruptcy. This Arbitration Agreement binds the heirs,
successors, and assigns including any bankmptcy trustee of both you and us. Finally, if a court or arbitrator determines that any part of this Arbitration Agreement is
unenforceable, then you and we agree that the court or arbitrator must fully enforce the remaining provisions that have not been invalidated.

NOTICE-OF-GRIEVANCE AGREEMENT
If the person or entity against whom a Claim is asserted declines to arbitrate the Claim or if a court or arbitrator determines that the above Arbitration Agreement is

unenforceable, then you and we agree that neither you nor we may commence, join, or be joined to any judicial action (as either an individual litigant or the member of a

class) that arises from or relates to a Claim until the claimant has provided the other party written notice of the asserted Claim and afforded the other party a reasonable

period after the giving of the written notice to take corrective action. If applicable law provides a time period which must elapse before certain action can be taken, then that
time period will be deemed reasonable for the purpose of the preceding sentence.

By signing below, you and we agree to the Arbitration Agreement and the Notice-of-Grievance Agreement, each of which is set forth above.

LENDER: )=-191'11`4 CONSUMER:
StelAen Sc'enger, Seeman.IS/E-signatnre on file

By: S ignature.
Print Name: lace)/ townsend

Date: 5/2812013 Date: 5/28/2013
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VERIFICATION

I, Lacey Townsend, hereby verify that the foregoing Verified Complaint and the

facts recited therein are true and correct to the best of my knowledge, information and

belief. This verification is made under penalties of perjury.

e osend

STATE OF c--0(2)0,140-4--

COUNTY OF tt.")

SWORN TO AND SUBSCRIBED before me this 4r\day of August 2013.

Notary Public
My Commission Expires:

1997

tvolivcced
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IS 44 (Rev. 12112) CIVIL COVER SHEET
The JS 44 Civil Cover sheet and the information contained herein neither replace nor supplement the filing and service of pleadin$s or other papers as required by law, except as
provided by local rules of court. This form, approved by the Judicial Conference of the United States in September 1974, is required for the use of the Clerk of Court for the
purpose of initiating the civil docket sheet. (ME MSTRUCTIONS ON NEXT PAGE OF THIS FORM)

I. (a) PLAINTIFFS I DEFENDANTS
LACEY TOWNSEND, EASTERN SPECIALTY FINANCE, INC. dibla CHECK 'N GO

(b) County of Residence of First Listed Plaintiff County of Residence of'First Listed Defendant

(EXCEPT IN U.S. PIAINTIPF CASES) (INU.S. PIAINTIFFCASES ONO')
NOTE: IN LAND CONDEMNATION CASES, USE THE LOCATION OF

THE TRACT OF LAND INVOLVED.

(c) Attorneys (Pam Name, Address, and Telephone Number) Attorneys (IfKnown)
Richard H. Cross, Jr., Cross & Simon, LLC
913 N. Market Street, 11th Floor, Wilmington, DE 19801
(302) 777-4200

BASIS OF JURISDICTION (place an "X" in One Box Only) III. CITIZENSHIP OF PRINCIPAL PARTIES (Place an "X'inOneBoxj4rpiaunrff
(Fe». Oiversily Cases Only) and One Boxfor Defendant)

O 1 O.S. Government 0 3 Federal Question PTF DEE PTE DEF
Plaintiff (U.S. (7overnment Not Parry) Citizen ofThis State X I 0 1 Incorporated or Principal Place 0 4 X 4

of Business In This State

O 2 U.S. Government X 4 Diversity Citizen ofAnother State 0 2 0 2 Incorporated and Principal Place 0 5 X 5
Defendant (Indicate Citizenship ofParties in Item III) of Business In Another State

Citizen or Subject ofa 0 3 0 3 Foreign Nation 0 6 0 6

IV. NATURE OF SUIT (Place an "X- in One Box Only)

CI 110 Insurance PERSONAL INJURY PERSONAL INJIJRY 0 625 Dug Related Seizure 0 422 Appeal 28 USC 158 t 0 375 False Claims Act
O 120 Marine 0 310 Airplane 0 365 Personal 'Injury of Property 21 USC 881 CI 423 Withdrawal 0 400 State Reapportionment
O 130 Miller Act 0 315 Airplane Prodnct Product Liability 0 690 Other 28 USC 157 0 410 Antitrust
O 140 Negotiable Instrument Liability 0 367 Health Care/ 0 430 Banks and Banking
O 150 Recovery of Oveipayment 0 320 Assault, Libel & Pharmaceutical 1..,,..VrtiAMBRINIAIGEtMrit 0 450 Commerce

& Enforcement ofJudgment Slander Personal hinny 0 820 Copyrights 0 460 Deportation
O 151 Medicos Act 0 3313 Federal Employers' Product Liability 0 830 Patent 0 470 Racketeer Influenced and
0 152 Recovery of Defaulted Liability 0 368 Asbestos Personal 0 840 Trademark Corrupt Organizations

Student Loans 0 340 Marine injury Product 0 480 Consumer Credit
(Excludes Veterans) 0 345 Marine Product Liability ttirg8'igrA:"B9Rt&-Watt,,i,:iwk MSOCTATARKIVItWaw0t, CI 490 Cable/Sat TV

O 153 Recovery of Overpayment Liability PERSONAL PROPERTY 0 710 Fair Labor Standards 0 861 HIA (139511) 0 850 Securitics/Commodities/
of Veteran's Benefits 0 350 Motor Vehicle 0 370 Other Fraud Act 0 862 Black Lung (923) Exchange

Ci 160 Stodtholders' Suits 0 355 Motor Vehicle 0 371 Truth in Lending 0 720 Labor/Management 0 863 DIWC/DIWW (405(g)) 0 890 Other Statutory Actions
NI 190 Other Contract Product Liability 0 380 Other Personal Relations 0 864 SSID Title XVI 0 891 Agricultural Acts
O 195 Contract Product Liability 0 360 Other Personal Property Damage 0 740 Railway Labor Act 0 865 RST (405(g)) 0 893 Environmental Matters
O 196 Franchise Injury 0 385 Property Damage 0 751 Family and Medical 0 895 Freedom of Infonuation

0 362 Persona! Injury Product Liability Leave Act Act
Medical Malpractice. 0 790 Other Labor Litigation 0 896 Arbitration

rtrtS''J'Aa!REV/XROPERVYrgtg°K Mr1Oit$IPAZ.19JME441,4 CP.RT,SfailERTFAMOMiA: 0 791 Employee Retirement -WO IJARMV;,''40. rLTEFK 0 899 AdministrativeProcedure
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