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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.

\L

EASTERN SPECIALTY FINANCE, INC,
d/b/a CHECK ‘N GO

CLASS ACTION

R N N T e

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 aresult, 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.
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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 iocated at: 1504 Beaver Brook Plaza, New Castle, Delaware
19720, 27 Chestnut Hill Plaza, Newark, Delaware 19713, 800 West 4" 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.
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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,
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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.
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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.
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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;
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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
€conomic 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 of penalty clauses.
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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, Frifz 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.
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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 Joan 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 propetrly 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 of Plaintiff 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 1
Temporary Restraining Order (TRQO), 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 11
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 T, 2013
CROSS & SIMON, LLC

Byt% H{ A

Richard H. Cross, Jr. (No. 3576) ~
Christopher P. Simon (No. 3697)
913 North Market Street, 11™ Floor
P.O. Box 1380
Wilmington, Delaware 19899-1380
(302) 777-4200
(302) 777-4224 Facsimile
reross(@crossiaw.com
csimon(@gcrosslaw.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

Attorneys for Plaintiff

15



Case 1:13-cv-01403-UNA Document 1-1 Filed 08/09/13 Page 1 of 25 PagelD #: 16

Exhibit A
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This report series, Payday Lending in America, presents original
research findings from the Pew Safe Small-Dollar Loans Research
Project on how to create a safe and transparent marketplace for
those who borrow small sums of money.

www.pewtrusts.org/small-loans
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Executive Summary

Payday loan borrowers spend
approximately $7.4 billion' annually

at 20,000 storefronts and hundreds

of websites, plus additional sums at a
growing number of banks. The loans
are a highly controversial form of credit,
as borrowers find fast relief but often
struggle for months to repay obligations
marketed as lasting only weeks.? While
proponents argue that payday lending is
a vital way to help underserved people
solve temporary cash-flow problems,
opponents claim that the practice preys
on overburdened people with expensive
debt that is usually impossible to retire
on the borrower’s next payday.

Many state officials have acted to curb
payday lending. However, there has
been little opportunity for federal

policy on payday lending until now.
Resolving the debate over the ways in
which payday loans and lender practices
may help or harm borrowers will fall

to the Consumer Financial Protection
Bureau (CFPB), which Congress recently
created and charged with regulating
payday lending. Other federal agencies,
such as the Federal Deposit Insurance
Corporation (FDIC), Office of the

Comptroller of the Currency (OCC),
and Federal Trade Commission (FTC),
also will have important roles to play as
banks and online providers continue to
enter the payday loan field?

Existing data show that, in at least two
significant respects, the payday lending
market does not function as advertised.
First, payday loans are sold as two-
week credit products that provide

fast cash, but borrowers actually are
indebted for an average of five months
per year. Second, despite its promise of
“short-term” credit, the conventional
payday loan business model requires
heavy usage to be profitable—often,
renewals by borrowers who are unable
to repay upon their next payday. These
discrepancies raise serious concerns
about the current market’s ability to
provide clear information that enables
consumers to make informed decisions.

This report, Who Borrows, Where They
Borrow, and Why, is the first in Pews
Payday Lending in America series. The
findings provide policy makers with
research to address concerns about small-
dollar loans and to promote a safe and

WWW.PEWTRUSTS. ORG/SMALL-LOANS
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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 ~ Why 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
3
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Key Findings

Who Uses Payday Loans? Twelve
million American adults use payday
loans annually. On average, a borrower
takes out eight loans of $375 each per
year and spends $520 on interest.

Pew’s survey found 5.5 percent of adulis
nationwide have used a payday loan in
the past five years, with three-quarters of
borrowers using storefront lenders and
almost one-quarter borrowing online. State
regulatory data show that borrowers take
out eight payday loans a year, spending
about $520 on interest with an average
loan size of $375. Overall, 12 million
Americans used a storefront or online
payday loan in 2010, the most recent year
for which substantial data are available.

Most payday loan borrowers are white,
female, and are 25 to 44 years old. However,
alter conwrolling for other characteristics,
there are five groups that have higher

odds of having used a payday loan: those
without a four-year college degree; home
renters; African Americans; those earning
below $40,000 annually; and those who

are separated or divorced. It is notable

that, while lower income is associated

with a higher likelihood of payday loan
usage, other factors can be more predictive
of payday borrowing than income. For
example, low-income homeowners are

less prone to usage than higher-income
renters: 8 percent of renters earning $40,000
to $100,000 have used payday loans,
compared with 6 percent of homeowners
earning $15,000 up to $40,000.

7 Why Do Borrowers Use Payday
Loans? Most borrowers use payday
[oans to cover ordinary living expenses
over the course of months, not
unexpected emergencies over the
course of weeks. The average
borrower is indebted about five
months of the year.

Payday loans are often characterized

as short-term solutions for unexpected
expenses, like a car repair or emergency
medical need. However, an average
borrower uses eight loans lasting 18 days
each, and thus has a payday loan out for
five months of the year. Moreover, survey
respondents from across the demographic

WWW.PEWTRUSTS. ORG/SMALL-LOANS
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KEY FINDINGS

spectrum clearly indicate that they are
using the loans to deal with regular,
ongoing living expenses. The first time
people took out a payday loan:
= 69 percent used it to cover a
recurring expense, such as utilities,
credit card hills, rent or mortgage
payments, or food,;

# 16 percent dealt with an unexpected
expense, such as a car repair or
emergency medical expense.

2 What Would Borrowers Do Without
Payday Loans? If faced with a cash
shortfall and payday loans were
unavailable, 81 percent of borrowers
say they would cut back on expenses.
Many also would delay paying some
bills, rely on friends and family, or sell
personal possessions.

When presented with a hypothetical
situation in which payday loans were
unavailable, storefront borrowers would
utilize a variety of other 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 possessions. 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 {rom an employer (17 percent).

Does Payday Lending Regulation
Affect Usage? In states that enact
strong legal protections, the resultis a
large net decrease in payday loan
usage; borrowers are not driven to
seek payday loans online or from
other sources.

In states with the most stringent
regulations, 2.9 percent of adults report
payday loan usage in the past five

years (including storefronts, online, or
other sources). By comparison, overall
payday loan usage is 6.3 percent in more
moderately regulated states and 6.6 percent
in states with the least regulation. Further,
payday borrowing from online lenders and
other sources varies only slightly among
states that have payday lending stores and
those that have none. In states where there
are no stores, just five out of every 100
would-be borrowers choose to borrow
payday loans online or from alternative
sources such as employers or banks, while
95 choose not to use them.

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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Introduction

Deborah is a young mother who works
full time as a teacher and is studying
for a graduate degree. She has struggled
to make ends meet. “It just seems like
one thing after another,” she said; “1
can't seem 1o catch up.” A few years
ago, Deborah needed money when she
could not afford both her monthly bills
and her daughter’s routine vaccinations.
Deborah said that she has used student
loans, bank loans, and credit cards
when she was short on money. When
she needed more, she thought she could
get help from family or friends, but “1
didn’t want to ask somebody for it.”
Instead, Deborah borrowed a couple
hundred dollars from a payday lender.
“I was scared when 1 went in there, but
I needed the money, and I knew it was
a fast fix,” she said. Deborah’s loan was
due in full on her next payday, but she
could not come up with enough extra
cash to pay the lump sum and meet
her other expenses. So she renewed the
loan, paying fees to push the due date
to her next payday but receiving no
reduction in the principal owed. It took
nearly six months of renewals before
she had enough money for a payment
large enough to eliminate her payday

loan debt. “Once my taxes came in, I
just paid it off and walked away,” said
Deborah. “I was like ‘I'm done.™?

Like Deborah, a former payday loan
borrower in one of Pews focus groups,
millions have turned to payday lenders
when finances are tight, finding fast relief
but struggling for months to repay loans
that, according to marketing, are supposed
to last only weeks. Payday loans are small-
dollar credit products that typically range
from $100 to $500, though may be larger
depending on state law; the average loan
is about $375.° Lenders usually charge
about $15 per $100 borrowed per two
weeks (391 percent Annual Percentage
Rate or APR).® The loans are secured by

a claim to the borrower’s bank account
with a post-dated check or electronic debit
authorization.

Payday loans are due in full on the
borrower’s next payday; yet if the
borrower cannot pay off the full loan
plus interest, she pays a fee to extend
the due date, or pays back the loan
but quickly takes out a new one to
cover other expenses. The loans do
not amortize, so this payment does

WWW.PEWTRUSTS ORG/SMALL-LOANS
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INTRODUCTION

not reduce the loan principal owed. For
example, a person who borrows $400
for a $60 fee for two weeks would have
paid approximately $480 in [ees after
renewing the loan for four months,

but would still owe the original $400.
Most payday loans come from storefront
providers with specialized state lending
licenses, but similar types of smali-dollar
loan products are available elsewhere,
including from online lenders and banks
that offer “deposit advance” loans.”

Existing data show there are two clear
problems in this market. First, payday
loans are sold as two-week credit products
that provide fast cash for emergencies

in exchange for a fee. But the lump-sum
repayment model appears to make it
difficult for borrowers to avoid renewal.
Pew’s analysis of state and industry data
indicates that borrowers are indebted for
an average of about five months of the
year.® According to one study, 76 percent
of these loans, including renewals, are
borrowed within two weeks following an
existing payday loan’s due date, meaning
the borrower could not pay back the loan
and make it to the next payday without
another loan.? In addition, Pew’s analysis
of data from Oklahoma finds that more
borrowers use at least 17 loans in a year
than use just one.'

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

payday-—{or its profitability.!? Researchers
at the Federal Reserve Bank of Kansas
City concluded that, “the profitability

of payday lenders depends on repeat
borrowing.” 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.”* For
example, an analysis of North Carolina
data found that 73 percent of lender
revenue came from borrowers using
seven or more loans per year.’ Despite
these realities, payday loans continue to
be packaged as short-term or temporary
products.

Pew’s research seeks to explore these
discrepancies between packaging and
reality, and to demonstrate borrower
experiences and outcomes. The survey
discussed in this report is a first-ever
nationally representative telephone poll of
payday loan borrowers about their usage,
conducted in two parts. Demographic
data derive from 33,576 responses,
representative of all adult Americans,
while information about why borrowers
used payday loans and what alternatives
they have come from 451 interviews
representative of all storefront payday
loan borrowers.

WWW.PEWTRUSTS.ORG/SMALL-LOCANS
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Twelve million American adults use
payday loans annually. On average, a
borrower takes out eight loans of $375
each per year and spends $520 on
interest.

The Pew survey found that 5.5 percent*®
of American adults report having used

a payday loan in the past five years." In
addition, using the most recent available
data,’® we calculate approximately 12
million' Americans used a storefront or
online payday loan in 2010, a figure that is
consistent with the 5.5 percent finding,

Although Pew’ survey reveals that
borrowing is concentrated among younger,
low-to-moderate-income individuals, people
of most ages and incomes use payday loans.
Importantly, while these findings indicate
which individuals are most likely to borrow,
they do not imply that a given characteristic
causes people 1o use payday loans.

'ho Uses Payday Loans?

Pew’s survey found that borrowers are 52
percent women and 55 percent white; 58
percent rent their homes; 85 percent do
not have a four-year college degree; 72
percent have a household income of less
than $40,000; and 52 percent fall in the
25 to 44 age caregory. (See Appendix A
for a complete demographic breakdown
of payday loan borrowers.) However,
these figures do not necessarily reflect
the likelihood of payday loan usage
among different demographic groups.
For example, while slightly more women
use payday loans than men, gender is
not a significant predictor of payday

loan usage. Similarly, like the general
population, most payday loan borrowers
are white, but white respondents are less
likely to have used a payday loan than
people of other races or ethnicities. The
results presented in this section are largely
consistent with prior research.*

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. The average loan is about $375.2* 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®

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.”

For an analysis of how borrowers in each
demographic group obtain their loans (i.e.,
from storefronts versus online), see Exhibit
13 on page 28. For more information on
the findings regarding these groups, see our
website at www.pewtrusts.org/small-loans.

Which demographic traits
best predict loan usage,
after controlling for other
factors?

Pew researchers developed a logistic
regression model to evaluate how certain
characteristics relate to usage, while
controlling for other factors. Among these
characteristics, the odds of payday loan
usage are:

57 percent higher {or renters than for
homeowners:;

62 percent higher for those earning less
than $40,000 annually than for those
earning more;

82 percent higher for those with some
college education or less than for those
with a four-year degree or more;

103 percent higher for those who are
separated or divorced than for those of all
other marital staruses (single, living with a
partner, married, or widowed); and

105 percent higher for African Americans
than for other races/ethnicities.

For more on the model and the
characteristics tested, see Appendix B,

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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Certain demographic groups are more likely
than others to have used a payday loan in
the past five years.

ore than doubi 7

NOTE: Data represent perceniage of aduits in each category
who report having used a payday koar in the past five years.
Resulis are based on 33,578 interviews conducted from August
through December 2011,

SCURCE: Pew Safe Smaki-Doilar Loans Research Project, 2012,
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folrysar colege degree aromuchmore.
' ansthanthosewhohavea '

f all payday borrowers,
ement for obtaining a.

"Payday lenders generally will iend only 10 someons with an
income stream, [t is possible that unemployed people were
eriployed at the time of their last payday loan, or they are
receiving a loan based oh some other form of income, such as a
benefits check.

NOTE: Data represent percentage of adults in each category who
report having used a payday loan in the past five years. Results
are based on 33,576 interviews conductsd from August through
December 2011.

SCOURGCE: Pew Safe Small-Doilar Loans Research Project, 2012,
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Pew’s survey revealed that payday loan

usage is highest in parts of the South and
Midwest Census regions {e.g., 13 percent
of adulis have borrowed in Okiahoma and

EXHIBIT 2:

PAYDAY LOAN
BORROWING MORE
COMMON IN CITIES

11 percent in Missouri, two of the leading
payday loan states) and is significantly
higher in urban areas as compared with the
suburbs. A major factor causing the Urban
significant variation in payday loan usage
by Census region and division is the
difference in how states regulate payday Exurban
loans, detailed on page 20.

¥ percent of those living in cities
have used a payday loan.

Suburban

Small town

Rural g2

EXHIBIT 3:

PAYDAY LLOAN USAGE PACIFIC
BY GEOGRAPHIC GROUPEN@ : MOUNTAIN §

WEST NORTH CENTRAL |
EAST NORTH CENTRAL

MIDDLE ATLANTIC |
NEW ENGLAND |

WEST SOUTH CENTRAL
EAST SOUTH CENTRAL
SOUTH ATLANTIC

Boe o

NOTES: Bxhibit 2; Exurban (inside a SubLirban County of the MSA); Small town {n ah MSA that has no Center City); Rural (Not in an MSA), Urban {In
the Cénter City of an MSA), Suburban {Outside the Center City of an MSA, but inside the county containing the Center Citv). The Office of Manage-
ment and Budget classifies geographic areas into Metropclitan and Micropolitan Statistical Areas {MSA), arid 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 fied {o refatively
densely populated areas, as described in Robert Mayer's Quick Cash. This rate Is signfficantly higher than the 3 percent of suburban-area residents who
repart having used payday loans. Data represant payday loan usage by geographic area in the contiguous United States.
Exhibit 3: Regions and divisions are those used by the U.S. Census Bureau, Data represent payday foan usage by geograghic area in the contiguous
United States. For stefe-level data, see www.pewtrusts.org/smali-loans.

No surveys were conducted in AK and Hl.
Resuilts from Exhibits 3 and 4 are based on 33,576 Interviews conducted from August to December 2041,

SOURCE: Pew Safe Small-Dotlar Loans Research Project, 2012
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Payday Loans?

Most borrowers use payday loans
to cover ordinary living expenses
over the course of months, not
unexpected emergencies over
the course of weeks. The average
borrower is indebted about five
months of the year.

Pew’s survey asked borrowers why

they first took out a payday loan. As
illustrated in Exhibit 4, borrowers’ initial
reasons stem from an ongoing need for
income, rather than a short-term need

to cover an unexpected expense.*® Four
times more storefront borrowers used
their first payday loans for a recurring
expense (69 percent) than for an
unexpected expense (16 percent).

These findings provide a sharp contrast
with the conventional image of payday

Filed 08/09/13 Page 16 of 25 PagelD #: 31

'hy Do Borrowers Use

loans, which are advertised as short-
term, small-dollar credit intended for
emergency or special use. Industry,
advocates, and regulators all suggest
that using payday loans for recurring
expenses is not an effective use of high-
cost credit and that, rather, such credit
should be used to cover unexpected
expenses for a short period of time.
Yet, previous research, as well as
discussions with industry leaders, and
state-level reports, all make clear that
a typical borrower uses payday loans
many times per year,*® and much of
this borrowing comes in relatively
quick succession once someone begins
using payday loans.*® Pew’s analysis

of existing data found that an average
borrower is in payday loan debt for five
months per year, using eight loans that
last 18 days each.?

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

E Regular, Ongoing Expenses EXHIBIT 4:

Female borrower, Chicago: MOST BORROWERS
“I was behind or; 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 1 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, T 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
IT'would try it.”

“e.g., ulilitiss, car payment,
cradit card

B Unexpected Emergency/Expense = % don’t kNow

Male borrower, New York: NOTES: Data represent percentage of borrowers who reported the
« o reason for using their first payday loan Dased an 4571 infervews,
I got mine because my son got December 2011 - March 2012, Sampling enor for the fufi-length survey

s . of storelront payday loan borowers is +/- 4.6 percent: oINS,
inacar aCCId’c‘.I’Lt.” payday loan borowers 16 +/- 4.6 perceniage poinis.

Survey panticipanis wers asked: Thinking back now o (that
le b i Kk FIRST/the} time you took out a {onfine payday ican/payday [oarvauto
Male borrower, New York: title loary, which of the following best dessribes what specifically you

175 . s oy P
I had to get money for my car to get fixed,” ~ neeved the money for
1 To pay rent or a mortgage

2 To pay for food and groceries

g g@m%ﬁ”ﬁ%ﬂ% 3&@@%&% 3 To pay a regular expense, such as utilities, car payment,
cradit card bill, or presoription drugs
Fermale borrower, San Francisco: 4 To pay an unexpectad expense, such as a car repair or
“It was the holidays and I just needed some emergency medical expense ,
] . § To pay for something special, such as a vacation,
extra cash to get gifts and help out with entertainment, or giffs
Christmas dinner and do my part.” 6 Do riot read) Other {specify}
The combined results for "Recurring Expsnses” inchide Regular

Male bOl‘l’O\«VGI‘, San Francisco: Expense (53 percent), Rent or Mortgage (10 percent), and Food &
« . . parcert) and add 10 69 rather than the expected 68 because of

it was a fl’lVOIOUS expense. Some frlends rounding decimals, The responss options were randomized in this

ed us t . h A and other survey questions, so the order in which ths respondent

wanted us to accompany them on an out- heard them varied to efiminate order bias.
of-town trip... and I thought, ‘why not?” SOURCE: Paw Safe Smali-Dolar 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.”® Another warns: "Payday advances should be used for short-term financial
needs only, not as a long-term financial solution.”%

Despite these warnings, repeat boirowing 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.”%

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.””
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.”?8

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.* 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.®©
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).*"

WWW. PEWTRUSTS, ORG/SMALL-LOANS
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/hat Would Borrowers Do
Nithout 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 T general, borrowers are more likely
cut back on expenses. Many also to choose options—such as adjusting

would delay paying some bills, rely
on friends and family, or sell personal
possessions.

their budgets, delaying bills, selling or
pawning personal items, or borrowing
from family or friends—that do not
Fven though most borrowers use payday connect them to a lormal 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

Cut back oh expenses
Delay paying some bilis
Borrow from family/friends

Seil/pawn personal possessions £ 5

Get foan from bank/credit union

Use a credit card B

Borrow from employer

NOTES: Data represent percentage of borrowers who would use each of these strategles if payday foans were unavaiiable,
based on 451 interviews, December 2011 to March 201 2.

Survey participants were asked: “F'm going 10 read you several options. For each, tell me whether vou would use this
option If you ware short on cash and short-tenn loans of any kind no longer existed. How about {method)? Would vou use
this option or not?” The "boirow from employer” item was only asked of emploved respondents.

SOURCE: Pew Safe Small-Dollar Loans Research Proiect, 2012.

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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WHAT WOULD BORROWERS DO WITHOUT PAYDAY LOANS?

These survey findings are consistent
with tactics described by former payday
loan borrowers in a focus group Pew
conducted in late 2011 near Manchester,
New Hampshire, to find out what
residents are doing now that there are no
longer storefront payday lenders there.
In that group, payday loan borrowers
discussed various strategies they use

in place of payday loans, such as re-
budgeting, prioritizing bills, pawning

or selling belongings, borrowing from
family members, or, as one borrower
stated, working out “payment plans with
utility companies.” Another borrower
discussed prioritizing money: “I budget.
I do my best, but the main thing that
has to get paid is that mortgage . . . I pay
that mortgage, I pay my car, I pay my
insurance, and whatever is left over, that’s
what everything else gets paid with.”

While a majority of surveyed borrowers
said they would not take out a loan from
a bank or credit union, many focus group
participants throughout the country
expressed that they would rather borrow
from a bank or a credit union than from
a payday lender if that option were
available to them. The fact that a majority
of survey respondents failed to list banks
or credit unions as options may reflect an
expectation, demonstrated among many
focus group members, that they would not
be approved for a loan.

Similarly, the fact that most survey
respondents would not use credit cards

may reflect a sentiment that those
products are not available to them. Mos,
though not all, focus group participants
nationwide indicated that they had
maxed out their credit cards or believed
they would not qualify. The reluctance

to view credit cards as an alternative also
may stem from confusion among some
borrowers about whether the interest rate
on a credit card is higher or lower than the
interest rate on a payday loan. On several
occasions, borrowers in focus groups
equated the simple interest rate (e.g., 15
percent for a loan with a $15 per $100 fee
for two weeks) with the Annual Percentage
Rate disclosed for a credit card (which
might be 15 percent on an annual basis).
For example, a borrower from Alabama
stated: “Because the interest on . . . some
credit cards [is} 23.99 percent. So if you
go charge $300, and then you don’t pay
that $300 off at the end of the month . ..
they’re going to tack that 23.99 percent
on to it, so you're going to still be paying
more than you would if you had to [get a
payday loan}.”

Previous surveys have found similar
results to Pews findings about payday loan
alternatives. A study of former storefront
payday loan borrowers in North Carolina
found households have other ways to
cope with cash shortfalls. For example,
borrowers who experienced a shortfall
within the previous three years chose
instead to delay expenses (52 percent),
use savings (44 percent), or borrow from
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.® Another survey of low- to

out a payday loan explicitly because of moderate-income people in parts of Texas
the interest rate or lee, 47 percent chose revealed that while 23 percent had used
to borrow {rom 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 amount they needed percent indicated they also borrowed from
from a payday lender, most chose to family or friends.*

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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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)

Missouri permits single-repayment payday loans with finance charges and interest riot 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).*
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 restriction on payday lending in the state.
Incidence: 1.9 percent storefront, 0.5 percent online
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In the past decade, some states—most
recently including Arizona, Arkansas,
Montana, and New Hampshire-—have
revived consumer protections and rolled
back laws that authorized payday loans.
These states have reimposed usury interest
rate caps or discontinued payday lenders’
exemptions {rom these usury limits. Other
states have limited the number of high-
cost loans or renewals that a lender may
offer to an individual, in an attempt to
enhance borrowers’ ability to repay debts
in a timely fashion.®

Following a thorough review, Pew
identified three categories of state payday
loan regulation. (See Exhibit 6 for a
complete breakdown of the states. See
www.pewtrusts.org/small-loans for a
compilation of relevant laws by state and a
short history of payday lending law:)

regulated and allow initial fees of 15
percent of the borrowed principal or
higher. Most of these states have some
regulations, but allow for payday loans
due in full on a borrower’s next payday
with Annual Percentage Rates (APRs)
usually in the range of 391 to 521 percent
($15 to $20 per $100 borrowed per two
weeks). Payday loan storefronts are readily
available to borrowers located in these
states.*” Most Americans—55 percent—
live in the 28 Permissive states.

# Hybrid states have relatively more
exacting requirements than Permissive
states, with at least one of the following
three forms of regulation: (1) rate

caps, usually around 10 percent of the
borrowed principal, which are lower
than most states but still permit loans

to be issued with triple-digit APRs; (2)
restrictions on the number of loans per
borrower, such as a maximum of eight
loans per borrower per year; or (3)
allowing borrowers multiple pay periods
to repay loans. Storefronts that offer
payday loans exist in substantial numbers
in these states,® though the market may
be more consolidated and per-store loan
volume may be higher here than in less
restrictive states.® Sixteen percent of
Americans live in the eight Hybrid states,

& Restrictive states either do not
permit payday lending or have price
caps low enough to eliminate payday
lending in the state. This rate cap often
is 36 percent APR. Generally, payday

loan storefronts are not found in these
states. This category includes states where
deferred presentment transactions (post-
dated checks) are not authorized, are not
specifically exempted from general state
laws on usury, or are explicitly prohibited
by state statute. Twenty-nine percent of
Americans live in the 14 states and the
District of Columnbia that have a Restrictive
payday loan regulatory structure.

WWW.PEWTRUSTS, ORG/SMALL-LOANS
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Payday Lending Regulation
Not Leading to Increased
Online Borrowing

A key issue being discussed in state
legislatures is whether restricting storefront
payday lenders will lead borrowers to
obtain loans from the Internet or other
sources instead.”® Consumer advocates™
and some storefront lenders® have
warned that other forms of lending,
particularly online payday lending, could
harm borrowers because they often occur
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 in this
report series.)

However, Pew found that in Restrictive
states, payday loan usage from all sources
combined is far lower as compared with
other states (see Fxhibit 8).°* Storefront
payday loan usage is 75 percent lower

in Restrictive than in Permissive states,”
while online and other payday loan usage
is only slightly higher (this difference is
not statistically significant). Thus, the vast
majority of would-be storefront borrowers
in Restrictive states are 1ot going online or
to other providers to obtain payday loans
instead.

Our data show that, in states that enact
strong legal protections, the result is a
large net decrease in payday loan usage
(see page 23).

EXHIBIT 7;

i states that
restrict storefront
payday lending,

85 of 100 would-be
borrowers elect
not to use payday
loans at all—just
five borrow online
or elsewhere.

SOURCE: Pew Sale Small-Dollar Loans
Research Project, 2012,

w Restrictive payday loan laws lead to
393 fewer storefront borrowers per
10,000 people;

m Of these, just 21 (5 percent) go
online or elsewhere to get a payday
loan; and

 The remaining 372 (95 percent) do
not use payday loans.

In other words, in states that restrict
storefront payday lending, 95 of 100
would-be borrowers elect not to use
payday loans at all—just [ive borrow
online or elsewhere.
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There is significantly less payday loan EXHIBIT 8:

usage in states with strong legal NUM@ER @F B@RROWER&
protections because most people are not PER 1 0,000 POPULATION

getting payday loans from the internet or
other sources instead. Although online
payday lending and other sources may
continue to experience substantial growth
in coming years, these data give ho
indication that regulation of payday loan
storefronts would fuei this growth. While
online borrowing often is discussed as a
probiem in states without storefronts, it is
nearly as prevalent in states with payday
joan stores, In Permissive states, fully
one-third of online borrowers also have
borrowed from stores, choosing both
methods rather than one or the other.

3 Storefront
borrowers

Online and other
borrowers

Permissive states Restrictive states

EXHIBIT 9: S
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 HUMBER OF
OMNLY OTHER?* IRTERVIEWS

National

Permissive
states

Hybrid
states

Restrictive
states

NOTES: “Online or other represents all horrowers who have indicated online usage {including those who have borrowed both online and
from a storefront), pius usage from other lenders that may include banks;. credit unions, or employers, among others. Results are reported to
1wo decimal places, but this reporting is not intended o imply such a detailed level of pracision. Rather, two decimal places are used in
order 10 avoid inaccurate caloulations between groupings that could be caused by rounding. Because of sampling error, it is possible that
the trise level of usage in any of these groupings is slightly higher or lower.

Restrictive states ars these that have no payday loan storefronts, Permissive states allow single-repayment loans with APRs of 381 percent

or highsr, Hybrid states have payday loan storefronts, but mainfain more exacting requirements, such as lower imits on fees or loan usage,
or longer repayment periods.

Data represent percentage of adulis in each category who report having used a payday loan in the past five years, Resulls are based on
33,576 interviews conducted from August 2011 through Decamber 2011,

SOURCE: Pew Safe Small-Dollar Loans Research Project, 2012,
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This analysis makes an evidence-based
assumption backed by strong empirical
data that inherent demand for payday loans
is similar in Restrictive and Permissive
states. Store counts from 2006 in the four
states that have most recently adopied

a Restrictive regulatory strategy after
previously being Permissive—Arkansas,
Arizona, Montana, and New Hampshire—
show a similar number of stores per capita
as in the other then-Permissive states: 5.5
percent fewer stores (0.64 fewer stores)
per 100,000 residents in 2006 than their
counterparts that remain Permissive (see
Exhibit 10).%® This fairly small difference in
payday lenders per capita suggests there is
not large variation between these two state
groupings in demand for payday loans.>®
Other Restrictive states, such as North
Carolina and Georgia, that were previously
Permissive, also had heavy payday loan
activity belore changing their laws.”’

EXHIBIT 10:

PAYDAY LOAN
STOREFRONTS

STOREFRONTS

PER 100,000
STATE LAW RESIDENTS
TYPE IN 2006

NOTES: These figures are based on our analysis of state-by-state
starefront data from Steven Graves and Chiistopher Peterson.
Restrictive states are those that have no payday loan storefronts.
Permissive states allow single-repayment foans with APRs of 381
percent or higher.

SOURCE: Pew Safe Small-Doilar Loans Research Project, 2012;
Graves and Peterson {2008},

Pew also conducted a logistic regression
analysis to examine the effect of state law type
on the odds of payday borrowing, controlling
for borrower demographic characteristics.

The findings are that the odds of payday loan
usage for people who live in a Permissive or
Hybrid state are 169 percent higher than for
those who live in a Restrictive state, meaning a
person’ state of residence is a highly significant
factor in predicting payday loan usage, even
after controlling for borrower demographics.

To examine whether these data were
considerably impacted by changes in state
laws during the period of inquiry in our
survey, Pew compared incidence in states that
changed their laws during the past five years
and those that did not.™ There was relatively
little difference in incidence of payday loan
usage between states that had Restrictive
regulation prior to 2007 (2.93 percent) and
those five states that implemented Restrictive
regulation after January 2007 (2.46 percent).
Usage rates are similarly close for states with
Hybrid regulation prior to 2007 (6.14 percent)
and the five states that implemented Hybrid
regulation in 2007 or later (6.43 percent).

Prior research has found “no evidence that
prohibitions and price caps on one AFS
(Alternative Financial Services) product lead
consumers to use other AFS products.”™® Qur
research builds on that finding, revealing that
the vast majority of would-be borrowers do
not even substitute a new method (using the
Internet instead of a storefront) to obtain the
same AFS product, which in this case is a

&0

payday loan.
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Payday Lending Regulation
Not Driving Increase in
Borrower Complaints

Another issue that state legislators and
regulators have considered is whether
payday lending restrictions could be driving
an increase in borrower complaints.®

Consumer advocates also have been
concerned that an increase in complaints
may be driven by online lenders.®

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
seerns unlikely.

The Better Business Bureau reports that
complaints against payday lenders are
on the rise.®” While online borrowing
generally may indeed be driving this
increase, there is no indication that

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
Business Bureau in 2011 {inds state
regulations are not driving complaints
against payday lenders. Twenty-nine
percent of all complaints against

payday lenders were filed by residents
of Restrictive states, identical to the 29
percent of Americans who live in those
states. Similarly, 55 percent of Americans
live in Permissive states, and they filed
57 percent of complaints against payday

EXHIBIT 11:

STATE LAWS ARE NOT
DRIVING PAYDAY LOAN
COMPLAINTS

The percentage of complaints against payday
lenders received by the Better Business Bureau
in each state law grouping closely mirrors the
percentage of the poputation living in those
states, suggesting that regulation is not driving
complaints.

PERCENTAGE OF PERCENTAGE OF
ALL COMPLAINTS U.8. POPULATION

BY STATE LAW TYPE

PR S

NOTE: Compiaints are those received by the Better Businsss
Bureau about payday lenders in 2011,

SOURCE: Pew Safe Smalt-Dollar Loans Research Projsct, 2012;
Better Business Bureau,

lenders. Sixteen percent of the population
lives in Hybrid states, and they filed 14
percent of payday lending complaints.

More evidence that complaints are
not driven by consumer protections
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comes from Washington State, where
complaints have been increasing, but
the increase does not coincide with the
recent change from a Permissive to a
Hybrid regulatory model. Complaints
increased 76 percent from 2008 to
2009, when there was no change in the

law, and 50 percent {rom 2009 10 2010,

when a change in the law took place.®
Similarly, data Pew collected from state
regulators show that from 2009 to
2011, Arkansas (Restrictive) had a 128
percent increase in complaints, Maine
(Hybrid) had a 52 percent increase,
and Missouri (Permissive) had a 107
percent increase.®

FORMER BORROWERS SPEAK ABOUT THE
CHOICE BETWEEN STOREFRONT AND ONLINE

During a focus group in New Hampshire, former storefront payday loan borrowers

disrnissed the online option:

*{ won't leave my information there.”

“There's no face-to-face contact ...
well who stole it?”

"it's Yoo risky, in my epinion.”

"With the identity theft the way it is

[ my identity was to be stolen,

.. who's going 1o see 7

“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 fwhen] my husband was out of work, and

actually was up to $900 [in storefront payday loan debt]
was gone the next two weeks, so that's when | went to the online ones ..

... My entire check
. And

then after | did the online ones, and got in that loop, and got stuck in there, |
went back to the store again, and, yeah, it got bad. And my [checking] acccunt
ended up pretty negative. | 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.
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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.®

. . 66
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 1o 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
oniine

Other*

NOTES: In absolute terms, 4.0 percent of all survey respondents have used payday Ioans exclusively from storefronts, 0.9 percent have
used payday loans exclusively from the Internet, 0.2 percent have used payday loans from both storefront locations and the Inteimet, and
0.4 percent of respondents have used payday Joans that were neither storefront-based nor intemnet-based. *Other sources may include
bariks, credit unions, or employers, among others.

Date represent percentage of payday borrowsrs who have used this type of provider in the past five years, Resulls are bassd on 33,576
inerviews conducted from August 2011 through Decermnber 2011,

SCURCE: Pew Safe Small-Dollar Loans Research Project, 2072.
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EXHIBIT 13:

METHOD OF ACQUIRING PAYDAY LOANS
BY BORROWER DEMOGRAPHIC GROUP

OHLINE STOREFRONT

All payday borrowers

Hormeowners T
e o el
Renters Bt

o SRS s s e G Rt e e
&) WWWWE&W ,m M iescad
=

s 3
RS R

N
2 SR
L % mwg%m

2

ol St
e

loyment
Employed (full- or part-time) Mt e

Homemaker/student/unemployed

oy

Retired
Disabled

b

income $50,000+

Other race or ethnicity
African American

Hispanic e
White e

55 e
Snsomm
R

RS e i

PSSR

Female R

Mate

Ages 18-39
Ages 40-59
Ages 80+

Nen-parent
Parent

Education

College degree
No college degree

NOTES: Numbers add to greater than 100 percent because of borrowers who have borrowed both from a storefront and onfine: they are
counted i both colurmng and exist in greater numbers ih some subgroups. The 7 percent of borrowers who have taker a payday oen from
another source, such as a bank or emplover, are excluded from this section, as are the 1 percert of borrowers who declined to state which

method of borrowing thay utilized. Results represent the percentags of payday foan horrowers in each category who report having used the
spacified type of payday loan in the past five years. Results are based on 33,578 interviews conducted from August through December 2011,

SOURCE: Pew Safe Small-Dollar Losns Research Project, 2012,
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Conclusion

Payday loans are marketed as short-term
credit products intended for emergency
use, and they usually are depicted as a
fix for an unexpected expense. However,
Pews first-of-its-kind survey reveals

that seven in 10 borrowers use payday
loans to deal with recurring expenses,
while only one in six uses the loans for
unexpected emergencies. Pew’s analysis
shows that the vast majority of borrowers
use the loans on a long-term basis, not

a temporary one. Thus it seems that the
payday loan industry is selling a product
that few people use as designed and that
imposes debt that is consistently more
costly and longer lasting than advertised.
This circumstance is especially troubling
because the conventional payday loan
business model fundamentally relies

on repeat usage—often, renewals by
borrowers who are unable to repay the full
loan amount upon their next payday-—for
its profitability.

Pew’s research shows that certain
demographic groups are more likely

to use payday loans, including those
without a four-year college degree; African
Americans; those who rent rather than

Case 1:13-cv-01403-UNA Document 1-2 Filed 08/09/13 Page 7 of 24 PagelD #: 47

own. a home; people earning below
$40,000 annually, and those who are
separated or divorced. However, it also
clearly demonstrates that the payday loan
is a product that crosses lines of gender,
race and ethnicity, income, and education,
touching most segments of society.

These lindings raise serious concerns
about payday lending, including whether
a two-week product with an APR
typically around 400 percent is a viable
solution for people dealing with a chronic
cash shortage.

To date, payday loans have been regulated
primarily at the state level. Pew’ findings
show that states that have chosen to
implement statutory controls on these
products have been successful in realizing
policy makers’ goal of curbing payday
lending, with 95 out of 100 would-be
borrowers electing not to use payday

loans rather than going online or finding
payday loans elsewhere. These findings are
particularly important as policy makers
discuss what happens to payday borrowers
when storefront lenders are not present
because of regulatory action.

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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CONCLUSION

Moving forward, the recently created
Consumer Financial Protection Bureau
has the authority to regulate the payday
loan market at the lederal level. With this
ongoing series, Payday Lending in America,
and other research, Pew will present

in-depth findings to help identify the features
of 2 sale and transparent marketplace

for such consumer financial services, to
inform eflorts to protect consumers from
harmful practices, and to promote safe and
transparent small-dollar credit.
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Findings in this report are based on a screening
survey to measure incidence and identify
payday loan borrowers, a full-length survey

of people who answered that they had used a
storefront payday loan in the past five years,
and a series of 10 focus groups with small-loan
borrowers, as described below.

Survey Methodology

Social Science Research Solutions
(SSRS) Omnibus Survey

The Pew Safe Small-Dollar Loans Research
Project contracted with SSRS to conduct
the first-ever nationally representative
in-depth telephone survey with payday
loan borrowers about their loan usage.

To identify and survey a low-incidence
population such as payday loan borrowers,
SSRS screened 1,000 to 2,000 adults per
week on its regular omnibus survey, using
random-digit-dialing (RDD) methodology,
from August 2011 to April 2012, The term
“onmmibus” refers to a survey that includes
questions on a variety of topics. This survey
likely minimized payday loan borrowers’
denying their usage of this product, because
the omnibus survey included mostly non-
financial questions purchased by other
clients, and the payday loan questions were

Methodology: Opinion Research

asked after other, less sensitive questions,
giving interviewers a chance to establish a
rapport with respondents.

It during the months of August through
mid-December, respondents answered that
they had used a payday loan, they were
placed in a file to be recontacted later.
Once the full-length survey was ready to
field, in order to maximize participation,
people who had used a payday loan were
then given the full-length survey and

paid an incentive of $20 for participating.
Because of their relative scarcity, online
payday loan borrowers were given

an incentive of $35 for participating.
Respondents were told about the
compensation only after having indicated
that they had used a payday loan. Further,
online payday loan borrowers identified
during the early months of screening

were sent a letter with a five-dollar bill
informing them that they would be
recontacted to take the full-length survey.
The second phase of the research involved
recontacting all respondents who answered
that they had used a payday loan, and
immediately giving the full-length survey
to anyone newly identified in the weekly
omnibus survey as a payday loan borrower.

WWW.PEWTRUSTS. ORG/SMALL-LOANS
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METHODOLOGY

Sample and Interviewing

In the first phase of the survey, The

Pew Safe Small-Dollar Loans Research
Project purchased time on Social Science
Research Solutions’ omnibus survey,
EXCEL, that covers the continental
United States. Analysis of the incidence
was conducted alter 33,576 adulis had
been screened and answered a question
about payday loan usage.

Sampling error lor the omnibus survey of
borrowers is +/- 0.24 percentage points. In
the second phase, another 16,108 adults
were screened in order to find a sullicient
number of storefront payday loan, online
payday loans, and auto title loan borrowers
to complete a 20-minute survey about
their usage and views. A total of 451 adults
completed the full-length storefront payday
loan survey, and two questions from that
survey were included in this publication.
Sampling error for the full-length survey of
storefront payday loan borrowers is +/- 4.6
percentage points. In total, 49,684 adults
were screened to complete the research.

EXCEL is a national weekly, dual-frame
bilingual telephone survey. Each EXCEL
survey consists of a minimum of 1,000
interviews, of which 300 interviews are
completed with respondents on their cell
phones and at least 30 are conducted

in Spanish, ensuring unprecedented
representation on an omnibus platform.
Completes are representative of the U.S.
population of adults 18 and older.

EXCEL uses a fully replicated, stratified,
single-stage, RDD sample of telephone
households, and randomly generated
cell phones. Sample telephone numbers
are computer-generated and loaded into
online sample files accessed directly

by the Computer-Assisted Telephone
Interviewing (CATI) system. Within
each sample household, a single
respondent is randomly selected.
Further details about EXCEL and its
weighting are available at

www. pewtrusts.org/small-loans.

Question Wording—
Omnibus Survey

The data from the nationally representative
omnibus survey of 33,576 adults are based
on responses to the following questions.
Wording for demographic

and other questions is available at
www.pewtrusts.org/small-loans.

Screening Phase (measuring incidence and
compiling sample for callbacks):

w In the past five vears, have you used
payday loan or cash advance services,
where you horrow money to be repaid
out of your next paycheck?

w And was that physically through a
store, or on the Internet?

Recontact Phase (calling back respondents
who answered affirmatively, and identifying
additional borrowers to take the full-length
survey immediately):

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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METHODOLOGY

In the past five years, have you or
has someone in your family used an
in-person payday lending store or
cash advance service?

Question Wording—Full-
Length Survey of Storefront
Payday Loan Borrowers

The data from the nationally
representative, full-length survey of

451 storefront payday loan borrowers
are based on responses to the following
questions, which Pew designed with
assistance from SSRS and Hart Research
Associates. All other questions from this
survey are being held for future release.
The sample for this telephone survey was
derived from the RDD omnibus survey.

Thinking back now to (that FIRST/

the) time you took cut a (online payday
loan/payday loan/auto title loan), which
of the following best describes what
specifically you needed the money

for? (READ LIST. ACCEPT ONE
RESPONSE.)

(IF MORE THAN ONE, ASK:) Well, if
you had to choose just one, which best
describes what specifically you needed
the money for?

To pay rent or a mortgage

1
2 To pay for food and groceries

o

To pay a regular expense, such as
utilities, car payment, credit card
bill, or prescription drugs

4 To pay an unexpected expense, such
as a car repair or emergency medical
expense

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

7 (DO NOT READ) Other
(SPECIFY)

D (DO NOT READ) Don't know
R (DO NOT READ) Refused

'm going to read you several options.
For each, tell me whether you would
use this option if you were short on
cash and short-term loans of any
kind no longer existed. How about
(INSERT)?

a. Borrow from family or friends

b. Borrow from your employer

c. Sell or pawn personal possessions
d. Delay paying some bills

e. Cut back on expenses such as food
and clothing

{. Take out a loan from a bank or
credit union

g. Use a credit card
Would you use this option or not?
1 Yes, would use
2 No, would not use
D (DO NOT READ) Don’t know
R (DO NOT READ) Refused
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METHODOLOGY

Focus Group Methodology

On behalf of the Sale Small-Dollar Loans
Research Project, Hart Research Associates
and Public Opinion Strategies conducted
eight two-hour locus groups, with two
groups per location in New York City,
New York; Chicago, Hlinois; 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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EXHIBIT 14:

APPENDIX A

PAYDAY LOAN BORROWER DEMOGRAPHIC SNAPSHOT

BPemographic

Renters

Homeowners

Single

Living with partner

Married

Separated/divorced

Widowed

Full-time employed

Part-time employed

Unemployed

Disabled

Retired

Homemaker

Student

_ Income <$15,000

Income $15,000 to under $25,000
fncome $25,000 to under $30,000
Income $30,000 to under $40,000
Income $40,000 to under $50,000
Income $50,000 to under $75,000
Income $75,000 to under $100,000
Income $100,000+

White (non-Hispanic)
- African American {non-Hispanic)
Hispanic

Other race/ethnicity

Ages 18-24

Ages 25-29

Ages 30-34

Ages 35-39

Ages 40-44

Ages 45-49

Ages 50-54

Ages 55-59

Ages 60-64

Ages 65-69

Ages 70+

Parent

Non-parent

<High school

High school

Some college

College

Postgrad

Male

Female

Percentage of All Percentage of All
Payday Borrowers American Adults
58 35
41 65
24 31
14 N/A*
33 50
25 13
4 6
49 59**
13
14 6
8 N/A*®
8 23
5 6
3 5
25 13
24 11
11
13 25%*
8
10 19
5 12
1 21
55 64
23 12
14 16
6 8
12 13
16 9
12 9
11 9
13 9
11 10
i0 10
5 8
5 7
3
3 12
38 30
62 70
16 15
38 29
31 30
11 16
3 9
48 49
52 51
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This table describes the
demographic characteristics
of payday loan users overall,
based on responses to Pew’s
survey. For exampfe, 58
percent of all payday loan
users rent {as opposed to own)
their homes. For more on the
survey, see the Methodology.

NOTES: All payday borrower data
come from payday borrowers
identified through 33,576
interviews conducted from August
through December 2011 on behalf
of Pew’s Safe Small-Datlar Loans
Research Project.

All comparative data except

for employment status come

from the Census Bureau's 2010
Decennial Census, the 20062010
American Community Survey 5-Year
Estimates, and the 20082010
American Community Survey 3-Year
Estimates. Employment status data
come from a three-month average
{March, April, and May 2012) of

the NBC News/Wall Street Journal
Survey, a nationally representative
monthly telephone survey.

Data may not equal 100 percent
due o rounding or because
respondents declined to answer.

Marital status is based on residents
15 years of age and older.
Educational attainment is based on
adults 25 to 64 years of age, Other
data, including Pew's survey data,
represent adults 18 vears of age
and older.

*N/A Certain data were unavailable
and/or are not comparable to Pew's
survey.

**The Census uses slightly
different income and employment
categories in its survey.

SOQURCE: Pew Safe Small-Dollar
Loans Research Project, 2012; U.S.
Census Bureau; NBC News/Wall
Street Journal Survey.
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APPENDIX B

Modeling the Likelihood of
Borrowing by Demographics

To test the relationship between specific
demographics and payday loan usage,
Pew developed a statistical model to
analyze the predictive strength of each
demographic while holding all others
constant. For example, the model tests
whether there is a strong relationship
between renting a home and borrowing
a payday loan, regardless of a borrowers
other characteristics such as income.
The following eight demographics were
examined and compared with those
people who were not in the selected
category (e.g., those who have annual
household incomes below $40,000 are
compared with those who have annual
household incomes of $40,000 or higher).

B Ages 25 to 34

e Annual household income below
$40,000

= Parents (with minor, financially
dependent children)

® Some college education or less

m Renters

B African Americans

# Fernales

w Marital status is separated or divorced
It is important to reiterate that a limitation

of our analysis is the time frame. While the
survey recorded current demographics,

payday loan borrowers were asked

about loans they had taken out in the
past five years. We are not implying any
causality, and it would be incorrect to
assume that certain characteristics are
necessarily causing an increase in payday
loan usage. Rather, the findings show
strong relationships between certain
characteristics and payday loan usage,
many of which previous studies also have
identified.®

In interpreting the logistic regression, the
analysis focuses especially on the odds
ratio, which shows the likelihood of
payday loan usage based on the presence
of a particular characteristic.

All relationships are significant at the

99 percent confidence level, with

the exception of gender. This is not a
surprising finding, as diflerences between
males and females in Pew’ initial analysis

~were slight and sometimes decreased when

other variables were introduced. Thus,

it is likely that the initial difference in
usage by gender is being caused by other
characteristics that correlate with gender,
such as parental status or income.

Again, the baseline for payday loan usage
is 5.5 percent across all adults. The figures
resulting from this analysis describe only
how much more likely it is that one type
of person is to have used payday loans
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 subtracting 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 loan.

Coefficient B SEE.B Wald’s X? Odds Ratio
AfAmM 0.717%** 0.073 95.322 2.048
SepDiv 0.7 0 0.072 96.729 2.034
NonCollege 0.6%** 0.088 46.295 1.823
Income<$40k 0.479%x* 0.071 45,167 1.615
Rent 0.452%+ 0.066 47.118 1.572
Parent 0.352%%* 0.065 29.246 1.422
AgeZbto34 {.349%%* .07 23.786 1.417
Fernale -0.122%* 0.062 3.928 0.885
Constant -3.94 0.093 1781.417 0.01¢9

NOTE: * p<.10, ** p <.05, and ** p<.01.
SQURCE: Pew Safe Small-Dollar Loans Research Project, 2012,
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Fndnotes

1 David Burtzlaff and Brittny Groce. “Payday Loan
Industry,” (2011). Stephens Inc.

2 Markerters of payday loans routinely characterize the
products as short-term solutions that are not meant to be
used for long periods of time. For example, the Financial
Service Centers of America (FiSCA), an industry trade
group, describes a payday advance as a “short-term loan
to cover expenses between paydays.” “FiSCA Consumer
Financial Services Facisheet,” available at hitp://fwww.
{isca.org/Content/NavigationMenuw/ConsumerCenter/
ConsumerFactSheet/ CONSUMERCENTER-
ConsumerTactSheet_Firal_withlogo.pdf (accessed March
30, 2012).

3 Pew’s rescarch shows that the vast majority of
borrowers report obtaining their loans from retail
storefronts, which are non-bank, state-licensed entities
that specialize in this form of lending. However, payday
and similar types of loans are available online and from
a growing number of banks, A small number of national
and regional banks have developed small-dollar Joan
products that mimic or closely resemble convenrional
payday loans. These bank products are sometimes called
“deposit advance” loans. The acting chairman of the
Federal Deposit Insurance Corporation (FDIC) recently
expressed “deep concemn” about banks engaging in
payday lending and announced an intention to investigate
this trend. See FDIC letter at www.responsiblelending.
org/payday-lending/policy-legislation/regulators/fdic-
invests-bank-payday-lending hrml.

4 In the fall of 2011, Pew contracted with research firms
10 hold focus groups of current and former payday loan
borrowers. Participants told their stories and discussed a
variety of questions related 1o their use of payday loans
and other financial products. Deborah’s story and her

quotations are taken from one such focus group, which
was conducted in New Hampshire (Deborah discussed
experiences with storefront payday lenders that occurred
prior to 2009, when New Harpshire enacted a 36
percent anmual interest rate cap that elfectively eliminated
storefront payday lending in that state), “Deborah” is not
the borrower’s real name. We have used a pseudonym to
protect the participant’s privacy, but all other details are
unaltered.

51In 2011, the average payday loan at the nation’s largest
payday lender—Advance America—was $375, based

on its anuual report. Industry analyst Stephens Inc. uses
Advance America as a proxy for the payday lending
industry. Stephens Inc., “Payday Loan Industry,” (2011).

6 Fees from online lenders often are higher, averaging
$25 per $100 borrowed per two weeks, or 652 percent
AFPR. Consumer Federation of America, “CFA Survey
of Online Payday Loan Websites,” (2011). See www.
pewtrusts.org/small-loans for more information on state
payday lending laws.

7 Although payday loans are not a new form of credit, the
modem payday lending industry arose in the 1990s when
a nurmber of states modified their consumer lending laws,
enacting special exceptions to interest rate caps and other
laws that had wraditionally regulated credit. See www,
pewtrusts.org/small-loans for more information on the
history of payday lending laws.

8 This calculation is based on a borrower using eight
loans (the average number used annually according to
state reports) for 18.2 days (the average duration of a
payday loan, according to Advance America’s annual (10-
K) report). Muliiplying these figures indicates an average
of 146 days of indebtedness per year.
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(Center for Responsible Lending, June 2009), hitp//
www.responsiblelending org/payday-lending/research-
analysis/phantom-demand-final. pdf.

10 Oklahoma probably is not an oudier, as the average
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and from a growing number of banks; however, Pew's
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“An Analysis of Consumers’ Use of Payday Loans,”
Financial Services Research Program Monggraph No. 41,
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by consumer advocacy group Center for Responsible
Lending found thar Oklahoma borrowers who use
payday loans take out an average of nine loans in
their first year of borrowing; Uriah King and Leslie
Parrish, “Payday Loans, Inc.. Short on Credit, Long on
Debt,” (Center for Responsible Lending, 2011). See
also: “Report on the Business of Providing Deferred
Presentrent Service Transactions in Michigar,”
(2007}, www . michigan.gov/documents/cis/OFIS_
DPST_REPORT_204749_7.pdf; and “Florida Trends
in Deferred Presentment,” (2010), www . veritecs.com/
Docs/2010_06_FL_Trends-UPDATED.pdf
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City Econornic Research Department, 2009), www.
kansascityfed.org/PUBLICAT/RESWKPAP/PDF/rwp09-
07.pdf.

14 Stephens Inc., “Payday Loan Industry,” (2011).
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Lending: A Business Model that Encourages Chronic
Borrowing,” Economic Development Quarterly (2003),
www.cce.unc.edwabstracts/0203_Payday.php.

16 Our 5.5 percent payday loan usage number closely
mirrors the 5 percent number found by the FINRA
Foundation in their telephone survey conducted in
2009; Applied Research and Consulting, “Financial
Capability in the United States,” prepared for the
FINRA Investor Education Foundation, (2009}, It is
somewhat higher than the 3.5 percent of households
who reported ever having used payday loans in the
2009 FDIC supplement to the Current Population
Survey; "Addendum to the 2009 FDIC Nationat Survey
of Unbanked and Underbanked Househelds: Use of
Alternative Financial Services,” (2010), www. fdic.gov/
householdsurvey/AFS_Addendum.pdf). The number
also is higher than the 3.9 percent of households who
reported having used a payday loan in the past year

in the Federal Reserve Board's Survey of Consumer
Finances, although that survey asked just about the past
year, whereas our survey asked about the past five years;
www federalreserve gov/pubs/bulletin/2012/pdi/scfl2.
pdf. Earlier research has found and discussed evidence
of known payday loan borrowers denying their usage of
these loans in survey research: Gregory Ellichausen and
Edward Lawrence, “Payday Advance Credit In America:
An Analysis Of Customer Demand,” (Monograph #33,
2001); Dean Karlan and Jonathan Zinman, “Lying
About Borrowing,” Journal of the European Economic
Association Papers and Proceedings (2007); and Applied
Management & Planning Group and Analytic Focus,
“2007 Department of Corporations Payday Loan Study,”
(2008). To minimize underreporting in this survey,
borrowers were asked about payday loan usage as part
of an onmibus poll that covered mostly non-financial
topics. In addition, the questions about payday loans
were asked well into the survey, giving the interviewer
a chance to establish a rapport with respondents before
asking about this relatively sensitive issue.
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17 The margin of error for payday loan usage in the
ormmibus survey is +/-0.2 percertage points. Margins of
error for subgroups are included on our website at www.
pewtrusts.org/small-loans.

18 We calculate the number of unique payday loan
borrowers in 2010 using three different methods that

all point toward roughly 12 million people having used
payday loans that year. Based on our survey data, 18
percent of wraditional payday loan borrowers (storefront
or online, not other sources such as employers or banks)
are borrowing exclusively online. Al of these calculations
refer 10 storelront data and then treat that population

as 82 percent of the universe of payday loan borrowers,
adding in the online-only borrowers afterwards. All of
these calculations also utilize the Stephens estimate that
there were 19,700 payday lending stores in the U.S. in
2010. Numbers have been rounded 1o avoid giving the
impression that these calculations are precise, because they
all invelve reliance on data that are either incomplete or
from a handful of states. Thus, each of these calculations
is likely flawed because of data limitations, but the results
cluster around, and average, 12 million borrowers.

Method 1: Estimating transactions per store, multiplying by
the number of stores, and dividing by the number of loans
per borrower.

We used the data from the 2010 published state payday
loan: repors that include number of wansactions and
number of storefronts: California, Florida, Oklahoma, and
Washington. States that had reports from previous years
but not reports based on 2010 data were reviewed but not
included, such as illinois, Michigan, North Dakota, and
Virginia. Dividing the number of payday loan transactions
by the number of payday loan stores yields 4,236 payday
loans per store in 2010, Multiplying that figure by 19,700
yields 83.4 million Joans. Dividing this figure by the eight
loans per borrower figure, which is the average in the state
reports, implies just over 10,4 million borrowers. Adding
back in the 18 percent of borrowers who are borrowing
only online adds to roughly 12.7 million.

Method 2: Using the state reports to record or derive the
number of unique borrowers in each state, and dividing by
the number of stores in (hose states to create a borrowers
per store ratio. This calculation, based on the three

states with published 2010 data on unique borrowers
(Florida, Oklahoma, and Washington), yields a figure
of approximately 486 unique horrowers per store. We
then multiply that ratio by the number of stores in the
country to reach roughly 9.6 million. Adding hack in
the 18 percent of borrowers who are borrowing only
online adds (o roughly 11.7 million.

Method 3: Recording the number of unique borrowers in the
reported states, dividing that figure by the adult population
to determine a usage rate, and then multiplying that figure
by the population in all of the states where payday loans

are dallowed. Using this method gives us a usage rate of
4.8 percent in the states that publish detailed reports.
Seveniy-one percent of the population lives in states that
have payday loan stores, while 29 percent do not. We
nruitiply the 4.8 percent by the 163 million adulis who
live in states with stotes, and then multiply the other 66
million adulis by 1.2 percent, because our survey data
show that storefront usage in restrictive staies is one-
fourth the level that it is in other states. This calculation
suggests 8.7 million storefront borrowers, somewhat
lower than the other methods. One reason for this
disparity may be that most of the highest-usage states
do not publish reports, so the 4.8 percent usage figure
we derived may be slightly lower than the true usage
figure in nonrestrictive states. Adding back in the 18
percent of borrowers who are only online would yield
an estimate of 10.6 million borrowers per year.

19 This figare of 12 million borrowers is lower than
some earlier estimates of payday loan usage, which may
be partally explained by the fact that payday lenders
have left some states because of regulations, and by high
unemployment (given that a regular income stream is a
prerequisite for obtaining a payday loan). Social insurance
programs for individuals out of work also may provide an
income streaiy on which a payday loan can be secured.
Nonetheless, the high rate of unemployment in recent
years and particularly the unprecedented rates of the
unemnployed who have been out of work for an extended
period of time likely have a dampening effect on overall
payday loan usage. The estimate of 12 million borrowers
refers only to those using payday loans from storefronts
or the Internet, not those using payday loans from banks,
employers, or other sources.
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PAYDAY LENDING
IN AMERICA:

REPORT 2

February 2013

This is the second report in a series, Payday Lending in America,
that presents original research findings from Pew's safe smali-dollar
loans research project on how to create a safe and transparent
marketplace for those who borrow small sums of money.

www.pewtrusts.org/small-loans
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Introduction

Twelve million Americans take out payday
loans each year when they are in difficult
financial situations. As they weigh choices
for addressing a cash shortfall, payday
borrowers consider both formal credit

and informal options, including cutting
back on expenses, borrowing {rom family
or friends, delaying bills, or selling or
pawning items, as described in Pew’ first
payday lending report.’ Borrowers mostly
describe themselves as trying to keep

up with their expenses, often by using
noncredit alternatives rather than explicitly
comparing credit options. They are very
familiar with debt and are not eager to
take on more.

In deciding whether to borrow from

a payday lender, more than 3 in 4
borrowers rely on lenders to provide
accurate information about the product,
and lenders describe loans as “safe,” “a
sensible financial choice,” and “the best
alternative to meet their current needs™
for a “one-time fixed fee.” The product’s
stated two-week duration appeals to

the borrower desire for a quick cash
infusion as well as the conflicting desire
not to be in ongoing debt. In reality, both
desires cannot be met. But a payday loan’s

unrealistically short repayment period
suggests otherwise by enabling people in
difficult situations to think that the loan
can solve their problem at an allordable
fixed cost so they can avoid asking for
help, cutting back further, or creating
another ongoing bill.

The ultimate cost and duration of the
loans are highly unpredictable and bear
little resemblance to their two-week
packaging. Average borrowers end up
indebted for five months, paying $520 in
finance charges for loans averaging $375,°
largely because they see their only choices
as making a lump-sum repayment retiring
their entire debt, which they cannot afford,
or paying fees to continuously pay back
and re-borrow the loan, which they can
afford but which does not reduce what
they owe. Once they have borrowed,
neither choice is viable, leaving them
indebted far beyond their next payday.
This experience leaves borrowers torn—
grateful to have received respectful
customer service and credit when they
sought it, but feeling taken advantage of
by the loan’s cost and frustrated by the
difficulty of repayment.
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INTRODUCTION

This report, “How Borrowers Choose and
Repay Payday Loans,” the second in Pew’s
Payday Lending in America series, answers
several important questions: If payday
loans are unaffordable, why do people
choose them? How can they eventually
pay them back at all? And what are the
consequences of using a loan that is so
difficult to repay?

This report looks at individuals® decision
processes to see why they borrow instead
of cutting back expenses or choosing other
options, and how they fare using the loans.
The results indicate that the choice to

use a payday loan often leaves borrowers
needing to use these other alternatives to
ultimately pay off the loan. Many payday
borrowers find themselves overdrafting
their checking accounts, indebted for

the long term, or borrowing from family
and friends anyway to repay their loan—
options that were available to them instead
of a payday loan in the first place.

The findings will demonstrate to
policymakers and other readers the
significant failures in the small-dollar
loan marketplace, where millions of cash-
strapped individuals are using payday
loans that they cannot afford to repay

in full by the nominal due date. Yet the

loans continue to be marketed as a fixed-
price, short-term solution. The Consumer
Financial Protection Bureau has the
authority to regulate payday lending at
the federal level, along with prudential
bank regulators such as the Office of the
Comptroller of the Currency and the
Federal Deposit Insurance Corporation.
As these regulators are aware, some banks
are also participating in the small-dollar
lending market through their deposit
advance loan products. At the state level,
policymakers have several options. Sorme
have chosen to eliminate payday lending
stores, and these policies have been
effective at reducing payday loan usage
without driving an increase in online or
other forms of payday lending. In other
states, policymakers have sought to
mitigate the potential harm of high-interest
credit by capping rates below the industry
average, limiting usage, or requiring that
borrowers be allowed more than two
weeks to repay the loan. But in a majority
of states, none of these protections are

in place.
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Key Findings of this Report

Fifty-eight percent of payday
loan borrowers have trouble
meeting monthly expenses at least
half the time. These borrowers are
dealing with persistent cash shortfalls
rather than temporary emergencies.

Only 14 percent of borrowers
can atford enough out of their
monthly budgets to repay an
average payday loan. The average
borrower can afford to pay $50 per two
weeks to a payday lender-—similar to the
fee for renewing a typical payday or bank
deposit advance loan—but only 14
percent can afford the more than $400
needed to pay off the full amount of these
non-amortizing loans. These data help
explain why most borrowers renew or
re-borrow rather than repay their loans in
full, and why administrative data show
that 76 percent of loans are renewals or
quick re-borrows while loan loss rates are
only 3 percent.

The choice to use payday loans
is largely driven by unrealistic
expectations and by desperation.
Borrowers perceive the loans to be a
reasonable short-term choice but express

surprise and frustration at how long it
takes to pay them back. Seventy-eight
percent of borrowers rely on lenders for
accurate information, but the stated price
tag for an average $375, two-week loan
bears little resemblance to the actual cost
of more than $500 over the five months of
debt that the average user experiences.
Desperation also influences the choice of
37 percent of borrowers who say they have
been in such a difficult financial situation
that they would take a payday loan on any
terms offered.

I Payday loans do not eliminate
overdraft risk, and for 27 percent
of borrowers, they directly cause
checking account overdrafts. More
than half of payday loan borrowers have
overdrafted in the past year. In addition,
more than a quarter report that overdrafts
occurred as a result of a payday lender
making a withdrawal from their account.
Although payday loans are ofien presented
as an alternative to overdrafts, most
payday borrowers end up paying fees

for both.
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INTRODUCTION

. Forty-one percent of borrowers
have needed a cash infusion to pay
off a payday loan. Many of these
borrowers ultimately turn to the same
options they could have used instead of
payday loans to finally pay off the loans,
including getting help from friends or
family, selling or pawning personal
possessions, or taking out another type of
loan. One in six has used a tax refund to
eliminate payday loan debt.

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 borrowers’ feelings of
dismay about high costs and frustration
with lengthy indebtedness.

7l By almost a 3-to-1 margin,
borrowers favor more regulation
of payday loans. In addition, two out
of three borrowers say there should be
changes to how payday loans work.
Despite these concerns, a majority would
use the loans again. In a state where
payday storefronts recently stopped
operating, former borrowers are relieved
that payday loans are gone and have not
sought them elsewhere.

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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INTRODUCTION

Summary of Report 1—
Who Borrows, Where They
Borrow, and Why (2012)

Although payday loans are characterized
as a short-term solution for unexpected
expenses, most borrowers use them for
everyday bills. The average borrower is
in debt for five months during the year,
spending $520 on interest.

Who Uses Payday Loans? Twelve
million American adults use payday
loans annually. Pew’s survey found that
most payday loan borrowers are white,
most are female, and most are 25 to

44 years old. However, after controlling

for other characteristics, there are five
groups that have higher odds of having
used a payday loan: home renters, those
earning below $40,000 annually, those
without a four-year college degree, those
who are separated or divorced, and
African Americans.

Why Do Borrowers Use Payday
Loans? Sixty-nine percent of first-time
payday borrowers used the loan to cover a
recurring expense, such as utilities, credit
card bills, rent or mortgage payments, or
food, while 16 percent dealt with an
unexpected expense, such as a car repair
or emergency medical expense.

What Would Borrowers Do Without
Payday Loans? If faced with a cash
shortfall and payday loans were
unavailable, 81 percent of borrowers say
they 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 possessions.

Does Payday Lending Regulation
Affect Usage? In states that enact strong
legal protections, the result is a large net
decrease in payday loan usage (overall
usage is 2.9 percent in the most stringently
regulated states, compared with

6.6 percent in states with the least
regulation). Borrowers are not driven to
seek payday loans online or from other
sources as a result of state regulation. In
states with no stores, just 5 out of every
100 would-be borrowers choose to obtain
payday loans online or from alternative
sources, while 95 choose not to use them.

Report 1 findings were based largely

on 33,576 interviews from an omnibus
survey, 451 follow-up interviews with
storefront payday loan borrowers, and state
regulatory and industry data. For more
information and a copy of Report 1, see
www.pewtrusts.org/small-loans.
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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

Most payday borrowers are dealing
with persistent cash shortfalls. The Pew
survey found that 58 percent of payday
loan borrowers have trouble meeting
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
bills and expenses.

These findings reinforce those of Pew’s
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 Sp[ it on How

study found that 69 percent of storefront Th ey Rate Their Own
borrowers reported using their first payday

loan to meet a recurring expense, and just
16 percent said it was for an unexpected ~ Half of payday borrowers describe their

Fconomic Situation

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
9



Case 1:13-cv-01403-UNA Document 1-3 Filed 08/09/13 Page 11 of 18 PagelD #: 75

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 botrowers who gave the listed answer. Respondents were
asked: "How often, if ever, do you have trouble meeting your regular monthly bifls and expenses?” Results
are based on 703 intérviews conducted from December 2011 through April 2012.

SOURGE: Pew's safe small-doliar 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 & 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 Joan is a payday loan

for up to $500 that some banks offer to
customers who have direct deposit. The
structure mimics a conventional payday loan,
with the entire loan plus interest due on the
borrower’s next payday. The cost—$7.50

to $10 per $100 per pay period, resulting in
annual percentage rates (APRs) of 196 to
261 percent for g 14-day loan—is somewhat
lower than that of a typical storefront loan
{($10 to $20 per $100 per pay period, or 261
fo 521 percent APR). The loans are secured
by the customer’s next direct deposit, and
the bank repays itself immediately when that
deposit is received. Depending on the bank,

EXHIBIT 2:

the loans may be advertised in branches, by
direct mail, through email, at ATMs, orona
bank’s website,

Previous research indicates that although
bank deposit advances are advettised as
two-week products, average customers end
up indebted for nearly half the year; similar
o the experience of payday loan customers
borrowing from storefronts.! in Pew’s focus
groups, bank deposit advance borrowers
explained that, once the bank has withdrawn
the full amourit plus interest, they frequently
cannot meet their expenses and, like store-
front and online payday borrowers, must
re-borrow the loan amount.

BANK DEPOSIT ADVANCE LOANS MIMIC

g PAYDAY LOAN _IVIODEL_

Advertised term

Amount oaned
Most common advertised price

Annualized interest rate on a 2-week
loan (APR)

Security provided to lender

Reguirements to borrow

Borrower experience

ﬁ@%’%‘ﬁ.?ﬁi'ﬁ';ﬁ)f\%ﬁi ?&Yﬁﬁ%‘{ L@AN

 BANK DEPOSIT ADVANGE LOAN

SOURGCES: “Payday Lending in America: Who Borrows, Where They Borrow, and Why,” The Pew Charitable Trusts, {2012);
“Big Bank Payday Loans.” Certer for Responsible Lending. (201.1}; Consumer Financial Protection Bureau,"Examination
Procedures: Short-Term, Small-Dotlar Lending.” January 19, 2012. Available ati htipi/fles.consumérfinance.gov//2012/01/
Short-Term-Simad-Doliar-Lending-Examination-Manual.pdf; Fed. Reg. 76. 33409-33413. Guidance on Deposit-Related
Consurner Credit Products. Notice by the Comptroller of the Currency. June 8, 2011; Bank—specnf ic cost information comes
from the websiles of banks offering depbsit advance loahs, Pew's safe small-dol!al loans research project, 2013,

i Center for Responsible Lending, “Big Bank Payday Loans.” (2011) Available al: htiprfwww responsiblelending.org/payday-

lendingfresearch-analysis/ig- bank~paydaywloans pdf
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Renewing Payday Loans

s Affordable, but Paying

Them Off Is Not

“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, | need to do this
with this money, and | can pay this $17.50 or $35 and go ahead on.”

—Storefront borrower, Birmingham, AL

The vast majority of payday loan users are
repeat borrowers who pay fees to renew or
re-borrow the loans, accounting for nearly
all of lender profitability® Available data
demonstrate the depth of this problem:

® The average payday borrower is
indebted for five months during
the year.'?

# Four in five borrowers use three or
more loans per year and account for
97 percent of all loans.™

One in five borrowers use payday
loans only once or twice per year,
accounting for just 3 percent of all
loans.!? Notably, these borrowers
are not profitable for lenders and
are not the focus of the payday loan
business model.*?

# More than 60 percent of all loans
go to people using 12 or more loans
per year.™

# Seventy-six percent of loans are
renewals or quick re-borrows. '

Lump-Sum Repayments Far
Exceed Borrowers’ Means

Pew’s survey asked how much borrowers
can afford to pay toward their payday
loan debt and still afford their regular bills
and expenses. As shown in Exhibit 3, the
average borrower reported being able to
pay $100 per month, or about $50 per
two weeks. However, the typical borrower
owes $430 ($375 plus a fee of $55) in
two weeks for a storefront loan.*® Only

14 percent of borrowers can afford enough
out of their monthly budgets to pay off an
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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 of payday horrowers who gave an answer that fell in this range. Respondants were asked:
"How much can you afford to pay each MONTH toward {an online payday loan/a payday loan) and stil 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 smali-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 loans’ required 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.”
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RENEWING PAYDAY LOANS IS AFFORDABLE, BUT PAYING THEM OFF IS NOT

EXHIBIT 4:

RENEWALS ARE AFFORDABLE, REPAYMENT IS NOT

AmountDueinTwo Amountio Renew

Weeks to PayOffa ' = . ‘orRe-borrow . .
- Loan of $375" - . loanforfwo ..
SEndna : More Weeks, =
. Without Paying =
: ;.Down'pti‘ngipg{; ki
—> STOREFRONT
PAYDAY LOAN
3> QNLINE
: PAYDAY LOAN

> BANK DEPOSIT
ADVANCE
LOAN!

NOTE: Respondents were asked: "How much can you afford to pay each MONTH toward {an online payday loan/a payday foan}
and still be able to pay your other bills and expenses?” Results are based on 708 interviews conducted from December 2011
through April 2012,

I The average cost of storefront and online payday foans is discussed in Pew’s first report in this seres and comes from Stephens
Inc. (2011).

' “Big Bank Payday Loans.” Center for Responsible Lending. (2011), Bank-specific cost information can also be found at
hitps:/Awww.usbank,com/checking/caa/index himi, bitps://www.wellsfargo.comy/checking/direct-deposit-advance/,
http:/fwww.regions.com/personal_banking/ready._advance.rf, hitps://www.53.com/doc/pe/pe-eax-fag.pdf,
hitp:/www.guarantybanking.comy/SiteContent/687 1/inal%%20ea%20service%20agreement % 20{gh) %207 -31-10.pdf, and
htips:/Awww.bankofoklahoma.comy/sites/Bank-Of-Okdahoma/asset/en/theme/default/ PDF/Bank % 2001%200klahoma%20Fastl oan
SM920Terms%20and%20Conditions.pdf,

SOURCE: Pew's safe smalf-dollar loans research project, 2013,
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RENEWING PAYDAY LOANS IS AFFORDABLE, BUT PAYING THEM OFF IS NOT

Most Borrowers Say
Terms Are Clear but
Still Struggle to Repay

Although most borrowers cannot alford to
repay their payday loans, large numbers
state that the terms and conditions were
clear. Focus group participants often
described the terms as unfair, usually
meaning very expensive, but most said
they understood what the fee was and
when the loan was due, and in that way

they thought the terms were clear. A
significantly higher number of storefront
borrowers than online borrowers thought
the terms were clear.

The average storefront payday loan
requires a $430 repayment in two weeks.
Pew’s survey {ound that even among those
who said the loan terms were very clear,
just 46 percent of borrowers could afford
a repayment of more than $100 a month,
and just 14 percent said they could pay
more than $400 a month.
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RENEWING PAYDAY LOANS {S 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

== Veryor
somewhat
confusing

NOTE: Data represent percentage of payday borrowers who gave the listed answer, Respondents were asked: "When you took
out {that FIRST/the) {onfine payday loan/payday loan), would vou say the terms and conditions of the loan were very clear,
somewhat clear, somewhat confusing, of 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 project, 2013,
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RENEWING PAYDAY LOANS [S AFFORDABLE, BUT PAYING THEM OFF IS NOT

;l:_ are cons;smnt Wx’ch reiatlvely htgh rates of
”*c_-repayment and ‘with: prior | research that

':found !a‘[’de ewdence of strategic defau!t
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Why People Borrow When

They Can Afford Only to Renew,

Not to Repay

“You don't know that it's going to take you six months when you're

going into it, to pay.”

—Online borrower, New Yark

Payday borrowers renew or re-borrow
loans because they cannot afford to repay
them in full. But why do people choose
to borrow unaffordable loans in the first
place? The answer is not the same for
every borrower, but our research reveals
several contributing factors.

One clear reason is desperation. 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.
Another reason is that many borrowexs
struggle with the temptation of having
cash readily available to them, describing
payday loans as “too easy” to obtain.

Borrowers also hold unrealistic
expectations about payday loans. In focus
groups, people described struggling to
accommodate two competing desires:

to get fast cash and to avoid taking on
more debt. They cited the “short-term”
aspect of payday loans as a reason for
their appeal and described how a payday

loan appeared to be something that could
provide needed cash, for a manageable
fixed fee, without creating another ongoing
obligation. However, this perception does
not match reality: Borrowers typically
experience prolonged periods of debt,*®
paying more than $500 in {ees over

five months."

Lenders benefit from this misperception,
because they rely on borrowers to use

the loans for an extended period of tme.
Prior research shows that the payday loan
business model requires repeat usage in
order to be profitable,*® with nearly all
loans going to repeat users. (Ninety-seven
percent of loans go to people using three
or more loans per year, and 60 percent go
to those using at least 12 loans per year.?)
Yet lenders continue to structure their
loans as a two-week fixed-fee product.
They routinely promote the loans as a
short-term solution that should not be
used on a long-term basis,* even though
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

i g They Would Accept Any

accurate information by a nearly 4-to-1
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 Joans, as well as frustration about how  have at some point felt that they would
difficult that was to predict. take a loan on any terms offered. This
higure rises to 46 percent 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

Desperation
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.

Perception
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.

Reliance

Borrowers rely on lenders for accurate information. L.enders sell payday loans
that are packaged as a two-week product, although the borrower ends up
indebted for five months on average.

Focus 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.

Tempialion
Some borrowers consider the loans “too easy” {o obtain, because they are readily
available, and borrowers have a consistent cash shortfall.

SOURCE: Pew's safe small-doliar 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.”

EXHIBIT 7:

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 situation 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 2011
through April 2012.

SOURCE: Pew’s safe small-dollar foans research project, 2013,
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WHY FEOPLE 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 it it would add to their recurring debt,
because it was a short-term loan to provide
quick cash rather than an additional

- obligation. They were already in debt
and struggling with regular expenses,
and a payday loan seemed like a way to
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
think that they will repay the loan on their
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 ** 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®

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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WHY PEOPLE BORROW WHEN THEY CAN AFFORD ONLY TO RENEW, NOT TO REPAY

Other research in the field has found that
people experience “confirmation bias,”
looking for information to confirm their
already-held hope or belief.*® A loan
from a state-licensed lender or federally
chartered bank that is marketed as a
two-week product serves to confirm an
overly optimistic perspective, signaling
to borrowers that it is realistic for them
to receive quick cash without creating
ongoing debt.

Borrowers Rely Heavily on
Payday Lenders, Whose
Loans Appear to Last for
Just Two Weeks

More than three-quarters of borrowers
in Pew’ survey stated that they rely on
the payday lender to provide accurate
information, but information is provided
only about a two-week product, even
though borrowers end up indebted for
an average of five months. Because the

EXHIBIT &:

loans do not amortize, paying just the
fee—the salient price that borrowers are
instructed to pay if they cannot afford

full repayment--does not reduce the
amount owed, leaving them no closer to
eliminating the debt. Therefore relying on
the lender for accurate information makes
the ultimate cost and duration of the debt
extremely ditficult to predict.

Lenders’ advertising heavily promotes
the concept of relying on and trusting
them. One bank describes itself in a
payday loan advertisement as “your
trusted source™ and suggests you

“work with a lender you trust.”*® A large
storefront payday lender advertises itself as
“the name millions trust™ and promises,
“We're here for you.” Other lenders call
themselves “a company you can trust™!
or “someone you can rely on”* and
explain that they are “here to help you,”
encouraging people to “stop by to
borrow ... money from your friends.”

MAJORITY COMPLETELY RELY ON PAYDAY
LENDERS FOR ACCURATE INFORMATION

NQTE: Data represent percentage of payday borrowers who gave the listed answer, Respondents were asked: “How much do
you rely on {online payday lenders/payday lenders) to give you accurate information?" Results are based on 703 interviews
conducted from December 2011 through Aprl 2012. Data do not add to 100 percent because "Don't know" and "Refused”
were omitted from this chart.

SQURCE: Pew's safe smali-dollar loans research project, 2013.
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The meaning and implications of this
reliance are perhaps best illustrated by
comparing how borrowers use payday
loans in Washington and Colorado. In
Washington, a payday loan’s term is for
two weeks with a lump-sum repayment,
and, as in most states, the majority

of payday users re-borrow the loans
multiple times.*> But unlike most states,
Washington gives borrowers a no-cost
option to convert the loan immediately
into a far more affordable® 90- to 180-day
loan, payable in installments.” In 9 of 10
instances, however, borrowers fail to do so,
instead accepting the unaffordable default
loan structure provided by the lender.®
This striking data point demonstrates

that even when a payday loan could
become affordable for borrowers through
conversion to an installment loan, the
default structure provided by the lender is
so influential that most borrowers do not
alter that structure.

EXHIBIT 9:

WHY PEOPLE BORROW WHEN THEY CAN AFFORD ONLY TO RENEW, NOT TO REPAY

It would be possible to interpret this
inaction as a borrower preference for
single-repayment loans, were it not for
the example of Colorado, where the
default loan structure is for a 180-day
term, but borrowers can pay back the
loans (with no pre-payment penalty) in
two weeks or any other amount of time.
Only 1 in 7 pay the loans back in full
within a month, with the majority instead
accepting the default installment loan
structure.® As has been found repeatedly
in the behavioral economnics literature,*
people tend to accept financial products as
they are offered, relying on the structure
and choices the provider has established
as the default. Payday borrowers are no
exception, overwhelmingly accepting

the default loan structure that the lender
provides them and demonstrating a
tremendous degree of reliance on the
lender, even when they cannot afford the
terms the lender is offering.

BORROWERS RELY HEAVILY ON LENDER,
ACCEPTING DEFAULT LOAN STRUCTURE

WASHINGTON

COLORADO

SQURCES: State of Colorado Depariment of Law, Washington State Departiment of Financial Institutions;

Pew's safe smali-doflar loans research project, 2013,
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WHY PEOPLE BORROW WHEN THEY CAN AFFORD ONLY TO RENEW, NOT TO REPAY

Previous research also found that bor-
rowers do not know the annual percentage
rates (APRs) on payday loans,* although
they 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
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
and erroneously compared that with the
APR of a credit card.® (More information
on payday borrowers’ use of credit cards is
featared on Page 30.)

WWW.PEWTRUSTS .ORG/SMALL-LOANS
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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
are based on 703 interviews conducied from Decemiber
2011 through April 2012,

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

Borrowers Focus on the repayment, which they usually could not
Fee Rather Than the Whole afford without having to borrow again

to meet their expenses. Some borrowers

Repaym ent 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.ORG/SMALL-LOANS
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WHY PEOPLE BORROW WHEN THEY CAN AFFORD ONLY TO RENEW, NOT TG REPAY

Some Borrowers Believe did business, making it both familiar

and convenient. Others mistakenly
believed that the products were covered
by special {ederal regulatory protections
and therefore were relatively safe to use
compared with other payday loan options.
In reality, nationally chartered banks that
offer deposit advance loans may disregard
state usury rate limits and other consumer

Bank Deposit Advances Are
Safer or More Regulated

Several borrowers in focus groups believed
that bank deposit advance products (see
Page 12), which have the same lump-sum
repayment structure as payday loans, were
safer than other types of payday loans and
were more inclined to use them. Some
focused on the fact that the loan was
offered by the bank where they already

protection laws, and so far there is
relatively little federal regulation of payday
and deposit advance lending.*

WWW. PEWTRUSTS.ORG/SMALL-LOANS
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WHY PEOPLE BORROW WHEN THEY CAN AFFORD ONLY TO RENEW, NOT TGO REPAY

Some Borrowers Describe
Getting Payday Loans as
"Too Easy’

In focus groups, borrowers appreciated
how easy it is to obtain a payday loan,
but in many instances, they described it
as “100 easy” and said they had difficulty

resisting the temptation to borrow.
Interestingly, both storefront and online
borrowers expressed this sentiment, even
though these two groups are different, and
they think of storefront and online payday
loans as two very different products.

WWW. PEWTRUSTS. ORG/SMALL-LOANS
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Credit'cards can be an important source of
liquidity for cash-strained households. Al-
-though a large portion of payday loar appli-
cants have credit card accounts, many have
exhausted their limits.” Pew’s survey found
that 2 in 5 payday borrowers used a credit
card in the past year, and most had “maxed
out” their credit at some point during the
same period.

Among payday borrowers who do not have a
credit card, nearly half do not want one, and
almost as many have been turned down or
expect they would be turned down. In focus
groups, many borrowers reported having
incurred substantial credit card debt in the
past and said that is why they intentionally

Cavoid them. Other borrowers discussed

feeling overextended by debt already and
said payday loans seemed like a different
kind of choice compared with a credit card
or longer-term loan, because they expected
payday loans to last only a short time.

Still others were confused about the relative
costs of credit cards compared with

payday loans. For example, one participant
mistakenly believed that a credit card’s
annual percentage rate (APR) of 23.92 would
cost more per month than a payday loan
(which in his state costs $17.50 per $100
borrowed, or 17.5 percent every two weeks),
and others did not.disagree.

i Neit Bhutts, Paige Marta Skiba, and Jeremy Tobacman {f or*hrommg “Payday Loan Choices and Consequences.” This |
research finds that almost alf payday applscants have a credit score, and & majority have eredit cards but are mostly niaxed
out.on their credit limits at the time they apply for s payday loan, Avéila%ie at: http /assers.wharton.upenh.edu/~tobacman/
papers/Payday%20Loan%20Cholces% 20and%20Consequences%2020121010.pdi, Overall, approximately 68 percent of all
‘American adults tifize credit cards (2010 Survey of Consumer Finances. Federal Reserve Bulletin, 2012,
http://wviw.federalreserve.gov/pubs/bulletin/2012/pdtscf12.pdf). -
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EXHIBIT 11:

CREDIT CARD SITUATION OF PAYDAY
LOAN BORROWERS

41%
Have used one this
year and not been

maxed out

4%
None/don’t know

11%
Making payments
on one/not used

in past year
59% 38%
Have used Applied
one this year and turned
and been down/would
maxed out be declined
47%

Do not want one

NOTE: Data represent percentage of payday loan borrowers who gave the fisted answer, Respondents were asked: “I'm going
10 read several types of financial products and services. For each one, please tell me whethier 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 been
al the top of your credit fimit on any of vour credit cards?” {If “No"} "Have you riot used a credit c?rd in the past year because
you ¢do not want one, because you think you would not be approved to get ong, 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 2011 thiough
April 2012, :

- SOURCE: Pew's safe small-dollar loans research project, 2013.
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Most Payday Borrowers Are

Also Overdrafting Their
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

as a cost-effective alternative to checking
account overdrafts. (A major storefront
and online payday lender encourages
borrowers to “use payday loans to stop

a bank overdraft or NSF fee,”* and a
prominent online payday loan website
states, “avold costly overdraft fees and
charges!™) However, more than half of
payday loan borrowers report having
overdrafted their accounts in the past
year,* and 27 percent report that a
payday lender making a withdrawal from
their bank account caused an overdraft.
Moreover, Pew’s prior research has shown
that the vast majority of those who
overdraw their accounts do so by mistake,
not by intention. Although people choose

payday loans in order to avoid overdrafts,
many end up paying payday loan fees and
overdraft fees as well. ¥

Payday Loans Not
Eliminating Overdrafts

Although it is unclear how much payday
borrowing may reduce or increase the
likelihood of checking account overdrafts,
Pew’s research shows that payday loans
do not eliminate overdraft risk. Prior
research has found that some payday loan
borrowers are explicitly choosing to use
the loans to avoid overdrafts and bounced
checks,® but Pew’s survey research
demonstrates that borrowers are incurring
overdraft fees anyway.
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EXHIBIT 12:

MAJORITY OF PAYDAY
BORROWERS HAVE
OVERDRAFTED IN
THE PAST YEAR

NOTE: Data represent 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
thal product or service In the past year. Have you used
overdrafting on your checking account in the past year?" Results
are based on interviews with the 585 payday borrowers in the
survey who still had a checking or savings account at the time
they took the survey. Interviews were conducted from
December 2011 through April 2012,

SOURCE: Pew's safe smal-dollar loans research project, 2013,
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MOST PAYDAY BORROWERS ARE ALSO OVERDRAFTING THEIR CHECKING ACCOUNTS

There is less evidence about overdralts
related to bank deposit advance loans, but
those loans’ single-repayment structure
makes it likely that they will be of
lirited 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.”
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 study
looked at county-level data nationwide
and found that access to payday loans
was associated with increased levels

of involuntary bank account closures,
generally because of overdrafts.® Another
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MOST PAYDAY BORROWERS ARE ALSO OVERDRAFTING THEIR CHECKING ACCOUNTS

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
of nonsufficient funds (NSF) and overdraft
fees paid per household in states that

had payday loan stores and in states that
did not.”

In focus groups, borrowers
overwhelmingly agreed that they would
not use overdralts as an alternative to

payday loans because, as a credit source,
they would be too expensive. These
sentiments are consistent with a national
survey from Pew’ Safe Checking in the
Electronic Age Project, which found that
90 percent of those who overdrew their
accounts did so by mistake rather than
by choice ”
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MOST PAYDAY BORROWERS ARE ALSO OVERDRAFTING THEIR CHECKING ACCOUNTS

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
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 overdralts.

EXHIBIT 13:

PAYDAY LOANS CAUSING OVERDRAFTS

NOTE: Data represent percentage of payday borrowers
who gave the listed answer. Storefront payday borrowers
were asked: "For each one | read, please tell me whether
it has happened to you. How about Had'a payday lender
attempt 1o make a withdrawal that overdrew your bank
account?* Online payday loan borrowers were asked:
"For each one | read, please tell me whether it has
happened o you. How about Had an online payday
lender make a withdrawal that overdrew your bank
account?” Results are based on 703 interviews
conhducted from December 2011 through Aprit 2012,

ALL
BORROWERS

STOREFRONT

ONLINE

SOURCE: Pew's safe small-dollar loans research
project, 2013,
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Methodology

Opinion Research

Findings in this report are based on

a survey conducted among storefront
payday loan borrowers and online payday
loan borrowers. The sample for this
survey was compiled over the course of
eight months of screening on a nationally
representative weekly survey. Borrower
quotations in this report come from a
series of 10 focus groups with small-loan
borrowers, as described below.

Survey Methodology

Social Science Research Solutions (SSRS)
omnibus survey

The Pew Safe Small-Dollar Loans Research
Project contracted with SSRS to conduct
the first-ever nationally representative
in-depth telephone survey with payday
loan borrowers about their loan usage.

To identify and survey a low-incidence
population such as payday loan borrowers,
SSRS screened 1,000 to 2,000 adults per
week on its regular ommibus survey, using
random-digit dialing (RDD) methodology,
from August 2011 to April 2012. The
term “omnibus” refers to a survey that
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includes questions on a variety of topics.
This survey took steps to minimize payday
loan borrowers” denial of their usage of
this product, because the omnibus survey
included mostly nonfinancial questions
purchased by other clients, and the payday
loan questions were asked alter other, less
sensitive questions, giving interviewers

a chance to establish a rapport with
respondents.

The first phase of the research, to identify
payday borrowers, asked respondents

to the omnibus survey whether they

had used a payday loan. If respondents
answered that they had, they were placed
in a file to be re-contacted later. Once the
full-length survey was ready to field, in
order to maximize participation, people
who had used a payday loan were then
given the full-length survey and paid an
incentive of $20 for participating. Because
of their relative scarcity, online payday loan
borrowers were given an incentive of $35
for participating.

Respondents were told about the
compensation only after having indicated
that they had used a payday loan. Further,
online payday loan borrowers who were
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identified during the early months of
screening were sent a letter with a $5 bill
informing them that they would be re-
contacted to take the [ull-length survey.
The second phase of the research involved
re-contacting all respondents who
answered that they had used a payday
loan and immediately giving the full-
length survey to anyone newly identified
in the weekly ommnibus survey as a payday
loan borrower.

Sample and Interviewing

In the first phase of the survey, the Pew
Safe Small-Dollar Loans Research Project
purchased time on SSRSs ommnibus survey,
EXCEL, which covers the continental
United States. Analysis of the incidence

of payday borrowing was conducted

after 33,576 adults had been screened
and answered a question about payday
loan usage. An additional 16,108 adults
were screened in order to find a sufficient
number of storefront payday loan, online
payday loan, and auto-title loan borrowers
to complete a 20-minute survey about
their usage and views, for a total of
49,684 screens to complete the research.
The sampling error for those incidence
estimates from the omnibus survey of
borrowers is plus or minus

0.24 percentage points.

In the second phase, a total of 451 adults
completed the full-length storefront
payday loan survey, and 252 adults
completed the full-length online payday

loan survey, for a total of 703 payday
borrowers. The sampling error for the
full-length survey of payday borrowers is
plus or minus 4.2 percentage points. The
sampling error for the full-length survey
of storefront payday loan borrowers is
plus or minus 4.6 percentage points, and
it is plus or minus 6.2 percentage points
for the full-length survey of online payday
loan borrowers.

EXCEL is a national weekly, dual-frame
bilingual telephone survey. Each EXCEL
survey consists of a minimum of 1,000
interviews, of which 300 interviews are
completed with respondents on their
cellphones and at least 30 are conducted
in Spanish, ensuring unprecedented
representation on an omnibus platform.
Completed surveys are representative of
the continental United States population
of adults 18 and older. EXCEL uses a {ully
replicated, stratified, single-stage, random-
digit-dialing (RDD) sample of land-line
telephone households and randomly
generated cellphones. Sample telephone
numbers are computer-generated and
loaded into online sample files accessed
directly by the Computer-Assisted
Telephone Interviewing (CATI) system.
Within each sample household, a single
respondent is randomly selected. Further
details about EXCEL and its weighting

are available at www.pewtrusts.org/small-
loans. The proportion of storefront to
online borrowers was weighted to the ratio
at which they occurred naturally in the
omnibus. Including 252 online borrowers
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reflects an oversample of 147 online
borrowers, and the online borrower results
have been weighted down accordingly

so they would not have disproportionate
influence over the full results.

Question Wording—
Omnibus Survey

Wording for demographic and other
questions is available at www.pewtrusts.org/
small-loans.

Screening Phase (measuring incidence and
compiling sample for callbacks):

In the past five years, have you used
payday loan or cash advance services,
where you borrow money to be
repaid out of your next paycheck?

m And was that physically through a
store, or on the Internet?

Re-contact Phase (calling back respondents
who answered affirmatively, and
identifying additional borrowers to take
the full-length survey immediately):

In the past five years, have you or has
someone in your family used an in-
person payday lending store or cash
advance service?

Question Wording—
Full-Length Survey of
Storefront and Online
Payday Loan Borrowers

The data from the nationally
representative, full-length survey of

451 storefront payday loan borrowers
and 252 online payday loan borrowers
are based on responses to the following
questions, which Pew designed with
assistance from SSRS and Hart Research
Associates. All other questions from this
survey are being held for future release.
The sample for this telephone survey was
derived from the RDD omnibus survey.
All questions also included “Don’t know”
and “Refused” options that were not
read aloud.

How would you rate the condition of your
personal economic situation these days?
Isit ... (READ LIST)? (ENTER ONE
RESPONSE)

1 Very good
2 TFairly good
3 Fairly bad
4 Very bad
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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 farnily expense, or was that primarily for a
monthly bills and expenses? business that you own or operate?

1 Every month (INTERVIEWER NOTE: If “BOTH,”

9 Most months PROBE—) If you had to choose just

one, would you say it was primarily for

3 About half the time .
personal or for business reasons?

4 Less than half the time

5 Never 1 For personal or family reasons
2 For business I own or operate

Thinking back now to {that FIRST/the)
3 (DO NOT READ) Both

time you took out (an online payday
loan/a payday loan), which of the
following best describes what specifically
you needed the money for? (READ LIST.
ACCEPT ONE RESPONSE.) (IF MORE
THAN ONE, ASK:) Well, if you had to
choose just one, which best describes what
specifically you needed the money for?

When you took out (that FIRST/the)
(online payday loan/payday loan), would
you say the terms and conditions of the
loan were very clear, somewhat clear,
somewhat confusing, or very confusing?

1 Very clear

N

1 To pay rent or a morigage Somewhat clear

(S8

2 To pay for food and groceries Somewhat confusing

3 To pay a regular expense, such as 4 Very confusing
utilities, car payment, credit card bill,

o Please tell me whether you have or have
or prescription drugs

not used each of the following methods to
pay back (an online payday loan/a payday
as a car repair or emergency medical  Joan). How about (INSERT)?

expense

4 To pay an unexpected expense, such
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Have you used this method or not? (ASK ONLY OF EMPLOYED
STOREFRONT BORROWERS)
1 Have used
Are you self-employed or a small business
owTier, or not?

2 Have not used

a. Friends or family helped pay it off

1Y lf-em
b. Took out another short-term loan of any es, seli-employed

type to pay it off 2 No, not self-employed

¢. 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
payday loan) and still be able to pay your
other bills and expenses?

hua’

Pawned or sold items to pay it off

. Used a credit card to pay it off

g

($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:) |
1 Yes, employed know it can be hard to say, but generally
_ do you think they MOSTLY help or
2 Student

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 botly/
neither

7 (DO NOT READ) Disabled
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(Have/Was) the (online payday loan(s)/ 1 (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

e -
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 (online payday payesy )

3 There should be major changes to

2 More something that has relieved stress (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. I'm 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-term 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

1 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
anion I'm going to read you several things that

some people have told us happened o
them. For each one I read, please tell me
whether it has happened to you. How
about had an online payday lender make

g. Use a credit card

Would you use this option or not? a withdrawal that overdrew your bank
account? Has this happened to you
1 Yes, would use or not?

2 No, would not use
1 Has happened

Which of the {ollowing best describes 2 Has not happened
RESPONSE.)
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Which of these statements comes closer to
your point of view?

(READ STATEMENTS)

1 (Online payday loans/Payday loans)
should be more regulated

2 (Online payday loans/Payday loans)
should not be more regulated

I you find yourself in a financial bind
again, how likely is it that you would take
out (an online payday loan/a payday loan)?
Is it very likely, somewhat likely, not very
likely, or not at all likely?

1 Very likely

2 Somewhat likely
3 Not very likely
4 Not at all likely

Have you ever felt you were in such a
difficult situation that you would take
(an online payday loan/a payday loan) on
pretty much any terms offered, or have
you never felt that way?

1 Yes, have felt that way

2 No, have not felt that way

How much do you rely on (online
payday lenders/payday lenders) to give
you accurate information—completely,
somewhat, not much, or not at ali?
(ENTER ONE ONLY)

INTERVIEWER NOTE: ONLY READ IF
RESPONDENT VOLUNTARILY ASKS A
QUESTION SUCH AS, “WHAT KIND

OF INFORMATION?” Say: “Information
about the terms of the loan, including
how much you pay in interest or fees,

and when and how you will need to repay
the loan.”

1 Completely
2 Somewhat
3 Not much
4 Not at all

Some people say (online payday loans/
payday loans) take advantage of
borrowers, while other people do not
think (online payday loans/payday loans)
take advantage of borrowers. What do you
think, do (online payday loans/payday
loans) take advantage of borrowers or not?

1 (Online payday loans/payday loans)
take advantage of borrowers

2 (Online payday loans/payday loans)
do not take advantage of borrowers

3 (DO NOT READ) Some of both/
neither

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 (INSERT) in the past year?
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1 Yes, used

2 No, have not used

a. A personal checking or savings account
at a bank or credit union

b. A credit card

c. A prepaid card that works like a
debit card but is not attached to an
actual bank account

d. Overdrafting on your checking account
(IF NECESSARY: Overdrafting is when
your checking account balance becomes
negative because more money has been
withdrawn than was in the account)

(ASK ONLY OF THOSE WHO HAVE
USED A CREDIT CARD IN THE
PAST YEAR)

In the past year, have you maxed out or
been at the top of your credit limit on any
of your credit cards?

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
runed down? (ENTER ONE ONLY)

1 Do not want one

2 Would not be approved for one

3 Already making payments on one
4 Applied and was turned down

5 (DO NOT RFAD) Have credit card,
but havent used it in past year

6 (DO NOT READ) None of these

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; Chicago; Birmingham, AL;

and Manchester, NH. Those groups were
conducted during weekday evenings from
Sept. 7, 2011, through Sept. 19, 2011. The
Safe Small-Dollar Loans Research Project
conducted two additional groups in San
Francisco on Nov. 16, 2011. All quotations
come from these 10 focus groups.
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Methodology

Opinion Research

Findings in this report are based on

a survey conducted among storefront
payday loan borrowers and online payday
loan borrowers. The sample for this
survey was compiled over the course of
eight months of screening on a nationally
representative weekly survey. Borrower
quotations in this report come from a
series of 10 focus groups with small-loan
borrowers, as described below.

Survey Methodology

Social Science Research Solutions (SSRS)
omnibus survey

The Pew Safe Small-Dollar Loans Research
Project contracted with SSRS to conduct
the first-ever nationally representative
in-depth telephone survey with payday
loan borrowers about their loan usage.

To identify and survey a low-incidence
population such as payday loan borrowers,
SSRS screened 1,000 to 2,000 adults per
week on its regular ommibus survey, using
random-digit dialing (RDD) methodology,
from August 2011 to April 2012. The
term “omnibus” refers to a survey that
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includes questions on a variety of topics.
This survey took steps to minimize payday
loan borrowers” denial of their usage of
this product, because the omnibus survey
included mostly nonfinancial questions
purchased by other clients, and the payday
loan questions were asked alter other, less
sensitive questions, giving interviewers

a chance to establish a rapport with
respondents.

The first phase of the research, to identify
payday borrowers, asked respondents

to the omnibus survey whether they

had used a payday loan. If respondents
answered that they had, they were placed
in a file to be re-contacted later. Once the
full-length survey was ready to field, in
order to maximize participation, people
who had used a payday loan were then
given the full-length survey and paid an
incentive of $20 for participating. Because
of their relative scarcity, online payday loan
borrowers were given an incentive of $35
for participating.

Respondents were told about the
compensation only after having indicated
that they had used a payday loan. Further,
online payday loan borrowers who were
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identified during the early months of
screening were sent a letter with a $5 bill
informing them that they would be re-
contacted to take the [ull-length survey.
The second phase of the research involved
re-contacting all respondents who
answered that they had used a payday
loan and immediately giving the full-
length survey to anyone newly identified
in the weekly ommnibus survey as a payday
loan borrower.

Sample and Interviewing

In the first phase of the survey, the Pew
Safe Small-Dollar Loans Research Project
purchased time on SSRSs ommnibus survey,
EXCEL, which covers the continental
United States. Analysis of the incidence

of payday borrowing was conducted

after 33,576 adults had been screened
and answered a question about payday
loan usage. An additional 16,108 adults
were screened in order to find a sufficient
number of storefront payday loan, online
payday loan, and auto-title loan borrowers
to complete a 20-minute survey about
their usage and views, for a total of
49,684 screens to complete the research.
The sampling error for those incidence
estimates from the omnibus survey of
borrowers is plus or minus

0.24 percentage points.

In the second phase, a total of 451 adults
completed the full-length storefront
payday loan survey, and 252 adults
completed the full-length online payday

loan survey, for a total of 703 payday
borrowers. The sampling error for the
full-length survey of payday borrowers is
plus or minus 4.2 percentage points. The
sampling error for the full-length survey
of storefront payday loan borrowers is
plus or minus 4.6 percentage points, and
it is plus or minus 6.2 percentage points
for the full-length survey of online payday
loan borrowers.

EXCEL is a national weekly, dual-frame
bilingual telephone survey. Each EXCEL
survey consists of a minimum of 1,000
interviews, of which 300 interviews are
completed with respondents on their
cellphones and at least 30 are conducted
in Spanish, ensuring unprecedented
representation on an omnibus platform.
Completed surveys are representative of
the continental United States population
of adults 18 and older. EXCEL uses a {ully
replicated, stratified, single-stage, random-
digit-dialing (RDD) sample of land-line
telephone households and randomly
generated cellphones. Sample telephone
numbers are computer-generated and
loaded into online sample files accessed
directly by the Computer-Assisted
Telephone Interviewing (CATI) system.
Within each sample household, a single
respondent is randomly selected. Further
details about EXCEL and its weighting

are available at www.pewtrusts.org/small-
loans. The proportion of storefront to
online borrowers was weighted to the ratio
at which they occurred naturally in the
omnibus. Including 252 online borrowers
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reflects an oversample of 147 online
borrowers, and the online borrower results
have been weighted down accordingly

so they would not have disproportionate
influence over the full results.

Question Wording—
Omnibus Survey

Wording for demographic and other
questions is available at www.pewtrusts.org/
small-loans.

Screening Phase (measuring incidence and
compiling sample for callbacks):

In the past five years, have you used
payday loan or cash advance services,
where you borrow money to be
repaid out of your next paycheck?

m And was that physically through a
store, or on the Internet?

Re-contact Phase (calling back respondents
who answered affirmatively, and
identifying additional borrowers to take
the full-length survey immediately):

In the past five years, have you or has
someone in your family used an in-
person payday lending store or cash
advance service?

Question Wording—
Full-Length Survey of
Storefront and Online
Payday Loan Borrowers

The data from the nationally
representative, full-length survey of

451 storefront payday loan borrowers
and 252 online payday loan borrowers
are based on responses to the following
questions, which Pew designed with
assistance from SSRS and Hart Research
Associates. All other questions from this
survey are being held for future release.
The sample for this telephone survey was
derived from the RDD omnibus survey.
All questions also included “Don’t know”
and “Refused” options that were not
read aloud.

How would you rate the condition of your
personal economic situation these days?
Isit ... (READ LIST)? (ENTER ONE
RESPONSE)

1 Very good
2 TFairly good
3 Fairly bad
4 Very bad
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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 farnily expense, or was that primarily for a
monthly bills and expenses? business that you own or operate?

1 Every month (INTERVIEWER NOTE: If “BOTH,”

9 Most months PROBE—) If you had to choose just

one, would you say it was primarily for

3 About half the time .
personal or for business reasons?

4 Less than half the time

5 Never 1 For personal or family reasons
2 For business I own or operate

Thinking back now to {that FIRST/the)
3 (DO NOT READ) Both

time you took out (an online payday
loan/a payday loan), which of the
following best describes what specifically
you needed the money for? (READ LIST.
ACCEPT ONE RESPONSE.) (IF MORE
THAN ONE, ASK:) Well, if you had to
choose just one, which best describes what
specifically you needed the money for?

When you took out (that FIRST/the)
(online payday loan/payday loan), would
you say the terms and conditions of the
loan were very clear, somewhat clear,
somewhat confusing, or very confusing?

1 Very clear

N

1 To pay rent or a morigage Somewhat clear

(S8

2 To pay for food and groceries Somewhat confusing

3 To pay a regular expense, such as 4 Very confusing
utilities, car payment, credit card bill,

o Please tell me whether you have or have
or prescription drugs

not used each of the following methods to
pay back (an online payday loan/a payday
as a car repair or emergency medical  Joan). How about (INSERT)?

expense

4 To pay an unexpected expense, such

WWW.PEWTRUSTS.ORG/SMALL-LOANS
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Have you used this method or not? (ASK ONLY OF EMPLOYED
STOREFRONT BORROWERS)
1 Have used
Are you self-employed or a small business
owTier, or not?

2 Have not used

a. Friends or family helped pay it off

1Y lf-em
b. Took out another short-term loan of any es, seli-employed

type to pay it off 2 No, not self-employed

¢. 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
payday loan) and still be able to pay your
other bills and expenses?

hua’

Pawned or sold items to pay it off

. Used a credit card to pay it off

g

($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:) |
1 Yes, employed know it can be hard to say, but generally
_ do you think they MOSTLY help or
2 Student

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 botly/
neither

7 (DO NOT READ) Disabled
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(Have/Was) the (online payday loan(s)/ 1 (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

e -
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 (online payday payesy )

3 There should be major changes to

2 More something that has relieved stress (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. I'm 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-term 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

1 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
anion I'm going to read you several things that

some people have told us happened o
them. For each one I read, please tell me
whether it has happened to you. How
about had an online payday lender make

g. Use a credit card

Would you use this option or not? a withdrawal that overdrew your bank
account? Has this happened to you
1 Yes, would use or not?

2 No, would not use
1 Has happened

Which of the {ollowing best describes 2 Has not happened
RESPONSE.)
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Which of these statements comes closer to
your point of view?

(READ STATEMENTS)

1 (Online payday loans/Payday loans)
should be more regulated

2 (Online payday loans/Payday loans)
should not be more regulated

I you find yourself in a financial bind
again, how likely is it that you would take
out (an online payday loan/a payday loan)?
Is it very likely, somewhat likely, not very
likely, or not at all likely?

1 Very likely

2 Somewhat likely
3 Not very likely
4 Not at all likely

Have you ever felt you were in such a
difficult situation that you would take
(an online payday loan/a payday loan) on
pretty much any terms offered, or have
you never felt that way?

1 Yes, have felt that way

2 No, have not felt that way

How much do you rely on (online
payday lenders/payday lenders) to give
you accurate information—completely,
somewhat, not much, or not at ali?
(ENTER ONE ONLY)

INTERVIEWER NOTE: ONLY READ IF
RESPONDENT VOLUNTARILY ASKS A
QUESTION SUCH AS, “WHAT KIND

OF INFORMATION?” Say: “Information
about the terms of the loan, including
how much you pay in interest or fees,

and when and how you will need to repay
the loan.”

1 Completely
2 Somewhat
3 Not much
4 Not at all

Some people say (online payday loans/
payday loans) take advantage of
borrowers, while other people do not
think (online payday loans/payday loans)
take advantage of borrowers. What do you
think, do (online payday loans/payday
loans) take advantage of borrowers or not?

1 (Online payday loans/payday loans)
take advantage of borrowers

2 (Online payday loans/payday loans)
do not take advantage of borrowers

3 (DO NOT READ) Some of both/
neither

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 (INSERT) in the past year?
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1 Yes, used

2 No, have not used

a. A personal checking or savings account
at a bank or credit union

b. A credit card

c. A prepaid card that works like a
debit card but is not attached to an
actual bank account

d. Overdrafting on your checking account
(IF NECESSARY: Overdrafting is when
your checking account balance becomes
negative because more money has been
withdrawn than was in the account)

(ASK ONLY OF THOSE WHO HAVE
USED A CREDIT CARD IN THE
PAST YEAR)

In the past year, have you maxed out or
been at the top of your credit limit on any
of your credit cards?

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
runed down? (ENTER ONE ONLY)

1 Do not want one

2 Would not be approved for one

3 Already making payments on one
4 Applied and was turned down

5 (DO NOT RFAD) Have credit card,
but havent used it in past year

6 (DO NOT READ) None of these

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; Chicago; Birmingham, AL;

and Manchester, NH. Those groups were
conducted during weekday evenings from
Sept. 7, 2011, through Sept. 19, 2011. The
Safe Small-Dollar Loans Research Project
conducted two additional groups in San
Francisco on Nov. 16, 2011. All quotations
come from these 10 focus groups.
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From: "Check 'n Go Customer Service" <email@checkngo t.messages].com>
Date: May 24, 2013 7:06 AM

Subject: Get at least $3600.00 cash back when you refinance

To: <ajsfather] 8@gmail.com>

Ce:

Online Customer Service:

é T 1-800-723-7022
ﬂ&lgﬁ Contact Us

Refinance today, get cash next business day

Hello lacey,

Your next instaliment 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. s a new loan, with new terms for you 1o take

advantage of - 50 refinance now.

Just log onto your My Accounts page and click the

“Refinance” hution.

Sinceraly,

Check 'n Go

7755 Mantgomery Road Cinsinnatl, OH 45238

To unsubscribe from ait future marketing communications, click here To view our grivacy policy, pleasa click
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here.

California loans are Bsusd pursuant 1o the California Finance Landers Law. Texas loans originsied by g third

party lerder, vestrictions apply

I —
§ Sovarsd

into your inbox:




Case 1:13-cv-01403-UNA Document 1-9 Filed 08/09/13 Page 1 of 4 PagelD #: 133

Exhibit E



Case 1:13-cv-01403-UNA Document 1-9 Filed 08/09/13 Page 2 of 4 PagelD #: 134

Name:
Strect Address:

CONSUMER

Lacey Townsend

R
oty it SN o

Telephone:

Customer Identification Number G

FEDERAL TRUTH-IN-LENDING STATEMENT

ANNUAL
PERCENTAGE
RATE

The cost of your
credit as a yearly
rate,

FINANCE
CHARGE

The dollar amount
the eredit will cost
you.

AMOUNT
FINANCED
The amount of
credit provided to
YOU OF O your
behall,

TOTAL OF
PAYMENTS
The amount you
will have paid after
you have mmade all
payments as

scheduled.

357918 © | $3,371.90 $5,371.90

$2,000.00

‘Your payment schedule will be:

;T;gllt:fm Amount of Payment | When Payment Is Due
Payment No. 1 $316.01 6/15/2012
Payment No. 2 $316.01 612972012
Pavment No. 3 $316.01 7/13/2012
Payment No, 4 $316.01 7/2742012
Payment No. 5 $316.01 8/10/2012
Payment No. 6 $316.01 8/24/2012
Payment No, 7 $316.01 9/7/2012
Payment No. § $316.01 9/21/2012
Payment No. 9 $316.01 10/5/2012
Payment No. 10 $316.01 1041972012
Payment No. 11 $316.01 11/2/2012
Payment No. 12 $316.01 11/16/2012

Payment No. 13 $316.01 11/30/2012

Payment No. 14 $316.01

12/14/2012

Payment No. 15 $316.01

Payment No. 16

Payment No. 17

Option A, then your EFT
for this loan, If you selected

if'a payment is late 10 or more days, then you nyust pay usa
delinquency fee equal to 5% of the delinquent payment.

Prepayment:

If you pay off early, then you will not have to pay a penalty and
you may be entitled to a refund of part of the Finance Charge.
See your contract documents for any additional information about nonpayment,
default, any required repayment in full before the scheduled date, and prepayment
refunds,

(e) means estimate*

INSTALLMENT LOAN AGREEMENT

LICENSEE*
Eastern Specialty Finance, Inc. d/b/a Check *n Go
Website address; www.checkngo. com
Telephone: 1-800-723-7022
* We hold a license under, and we make this loan under, the Delaware Licensed Lenders

Act (5 Delaware Code §§ 2201, ef seq.) To contact us, please call cur customer comment
line: (888) SPAYDAY.

METHOD OF REPAYMENT

Sign by one of the two repayment options listed below. By selecting one repayment
option, you automatically decline the other option. The selection of the repayment option is
entirety within your discretion.  Your selection has no effect on your cligibility for this
loan.

fs/ E-signature on file
REPAYMENT OPTION A ELECTRONIC FUNDS TRANSFER,

EFT Authorization, This paragraph contains your authorization for us to
initiate electronic funds transfers from the bank account identified below (your
“bank account”). You may revoke this EFT authorization at any time by
contacting either us or your bank. You authorize us to initiate an EFT to your
bank account to collect each instaliment listed on the payment schedule { each an
“Installment EFT™). An installment EFT will generally post to your bank
account on the business day following the installment’s due date. Additionally, if
you default on this loan, then you authorize us to initiate one or more EFTs fo
your bank account 0 collect the accelerated loan balance (collectively an
“necelerated-balance EFT”). An accelerated-balance EFT will generally post to
your bank account on the first business day, following your pa ult, on
which you receive a regular deposit of income to your bag

cr Road, Suite 200, Cincinnati,

)
FUNDS AVAILABILITY

s the date on which you electronically sign this Agreement. Funds thar
caily transmit to your bank account will generally be made availabie to you by

; hc irst banking day following the Loan Date {the “Funds Availability Date”™). The APR

shown in the Truth-In-Lending Statement is calculated based on the estimated Funds
Availability Date. If this transaction represents a refinance of a previous transaction from
us, ihen we will not need to electronically &ransmit any funds to your bank account.
Consequently, the Finance Charge and APR will be calcutated based on the Loan Date.

LOAN REFERENCE
Loan Date: 512912012
Loan Number: 13022127
FTEMIZATION OF AMOUNT FINANCED
1. Amount paid directly 1o you: $248.87

2. Amount credited to your account with us: $1751.13

3. Total Amount Financed (the sum of 1 and 2);  $2000

NOTICE OF ARBITRATION AGREEMENT; RIGHT TO REIECT ARBITRATION AGREEMENT
Before signing this Agreement, you should carefully review the Arbitration Agreement located en 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 info must be resofved 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 give up your right to have a jury decide your Claim.

Y VYYY

You may not join or participate in a class action, act as a ciass representative or a private attorney general, or consolidate your Claim with the claims of others.
You will have o pay the arbitration firm certain fees in order fo commence an arbifration proceeding, unless you ask us to pay those fees to the arbitration firm for you,

You will not be afforded the procedural, pre-trial discovery, and appellate rights in an arbitration proceeding that you would enjoy in 2 court or judicial proceeding.

If you do nof want to arbitrate all Claims as provided in the Arbitration Agreement, then you have the xight to reject the Arbitration Agreement. To reject arbitration,
you must deliver writien notice to us at the following address within 60 days following the date of this Agreement: Checl ‘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 enly way you can reject the Arbitration Agreement, Your rejection of
the Arbitration Agreement will not affect your right fo credit, how much credit you receive, or any contract term other than the Arbitration Agreement.

You should carefully review this entire Agreement, inchuding the Definitions, Ferms, 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: Notabe debutt.
By: - vone-Stephen Schaler, y
Title:  Authorized Representative

CONSUMER:
Signature:

s/ E-signature on file

DEFINITIONS, TERMS, AND CONDITIONS

Install (DE) {onling), Version Dote March 4, 2012 Page 1 of 3

Loan A; biig

NOTICE: See ail pages of this three-page Agreement for important infonmation.
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1. DEFINITIONS.
»  We, our, and us each teans Eastern Specialty Finance, Inc. d/bfa Check *n Go, and you and your each means the consumer identified on page one,

A4

Agreement means this Installment Loan Agreement, and fiis loan means the loan that we make to you on this date.

»  Your Payment Jlem mesns 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 10 your bank account to cellect all moeney you owe under this Agreement. In such case, the term Payment
Itemn 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 | of this
Agresment,

»  Finance Charge, Amount Financed, and Total of Payments mean the respective amounts identified in the Federal Truth-In-Lending (TIL) Statement disclosed on page 1.
»  Installment due date means each date identified in the TIL Statetnent on which an instaliment payment is due.
¥ This date refers to the date on which you and we sign this Agreement,
2. PrROMISE 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%by 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 - upen your fult repayment of this loan — we wili
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 dishoners a Payment ltem 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,

|mmedlalely due and payable. By failing to accelerate the balance of this loan in one instance of your defauit we do nol waive any right or rem
instance of your default.

6. AUTHORIZATION TO SERVICE LOAN. Prior to an instaliment due date, you authorize us to call you during reasona
date. Until you pay this foan in full, you further authorize us fo obtain your bank account information to determine whetherg

business day immediately following this date.

8. PRIVACY STATEMENT. You acknowledge that you have r

activities, federal law requires al} finang; hs to obtain, vel Y ormation that identifies each person who opens an account. What this means for you:
When you open an account, we , and other information that will allow us to identify you. We may also ask to see your driver’s
license or other identifyj

I AM a regular of 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 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-

fs/ E-signature on file . . . .
T 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: Itis important to i)l out this form accurately. Knowingly making a false statesnent on a credit application is a crime,

Date: 5292012

ARBITRATION AGREEMENT

1. DEFINITION OF CLAIM. Claim means any clahm, 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 deating 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 faimess or mutuality of obligations,

I
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confhicts with bankruptey or other federal Jaws, inproperly 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 vs — 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 refated persons or entities. You and we agree that these related persons and entities may elect to arhitrate 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 federat
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 corpmunication 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 crogs-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. Conseguently, if the
person or entity against whom a Claim is asserted clects to arbitrate the Claim, thea 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 atlorney general, or consolidate 2 Claim with the
claims of others. A person or entity against whom a Claim is asserted may clect to arbitrate the Claim by providing oral or written notice 1o the person asserting the Claim (i.¢.,
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 (7.e., freeze) the court case and refer the Claim to arbitration.

3. SMALL CLAIMS COURT EXCEPTION. You and we may ask 2 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 agamst 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 lawsnit against you, then yo
elect arbitration of our Claim.

4, ARBITRATION FirM, Thc American Arbilration Association (“AAA™) (1-800-778-7879, www.adrorg) will administer the

rules prov:de you and we agree that the arbitrator must issue a written decision and may award any type of remedy
court or jury could award if the Claim were litigated. You and we also agree that an arbitration firm m
the Claims of multiple persons. You may request a copy of the AAA’s Consumer Arbitration R
resource locator) identified above. If you object to the AAA as the arbitration firm or if the A% !
retired judge or 2 registered arbitrator in good standing with an arbitration firm, provi ‘ ) all the terms of this arbitration agreement,
including the class-action waiver. The parties may not select a Jocal arbi i
because you and we waive any right to arbitrate a Claim on a gl

dated basis. When attempting to contact AAA or another
arbitration firm, please recognize that phone numbers and URLs ch

he contact information provided above with your own research,

5. PAYMENT OF ARBITRATION FEES; $ ON OF FORUM. He AAA or another arbitration firm, the firm wilt usually ask you to pay a filing fee
and may also ask you to pay in advanc e expenses thi hen adiministering the arbitration proceeding. Upon your written request, we will pay (o
the arbitration firm any fees or ad xpenses that thiggiisation finm requires you to pay as a condition to your filing a Claim with the firm. Additionally, we
will pay any fees or ex] es for administering the arbitration proceeding, any fees or expenses the individual arbitrator er arbitrators charge for

attcndmg the arbltratlo tharges you to file a lawsuit appeating the arbitration decision. We will pay these fees and expenses whether or not you

e to hold the arbitration proceedings in the county of your residence or in any different location in the United States of your

. You'and we acknowledge that this Transaction involves interstate commerce, Accordingly, you and we agree that both the procedural and the
he Federal Arbitration Act, 9 USC §§ 1-16, govemn the enforcement, interpretation, and performance of this Arbitration Agreement, Any court with
jorisdicti y enferce this Arbitration Agreement. Additionally, any court with jurisdiction may enforce an arbitration decision rendered under this Arbitration Agrecment if
that arbitraltion decision has been properly registered as a judgrent.

7. SURVIVAL; BINDING EFFECT; SEVERABILITY. You and we retain the right 10 invoke this Arbitration Agreernent 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 bankruptey, This Arbitration Agreement binds the heirs,
suceessors, 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
unenforceabie, 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 pasty 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 cerlain 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: b dnbutt CONSUMER:

By: Stephen Schaller, Secretary Signature: /s! E-signature on file
Print Name: Lacey Townsend
Date; /2942012 Date: 5/29/2012
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INSTALLMENT LOAN AGREEMENT

CONSUMER

townsend

Customer Identification Number: S

FEDERAL TRUTH-IN-LENDING STATEMENT

ANNUAL FINANCE AMOUNT TOTAL OF
PERCENTAGE | CHARGE FINANCED PAYMENTS
RATE The doilar amount The amount of The awount you
The cost of your 1he eredit will cost credit provided to will have paid after
credit as a yearly you, ¥Ou Of On your you have made ail
rate. behalf, payments as
scheduled.
356.98% © | $1,877.20 | $1,100.00 | $2,977.20
Your payment schedule will be:
Instalment Amount of Payment | When Payment Is Due
Payment
Payment No, 1 $175.13 10/5/2012
Payment No. 2 $175.13 10/19/2012
Payment No. 3 $175.13 13/2/2012
Payment No. 4 §$175.13 11/16/2012
Payment No. 5 $175.13 11/30/2012
Payment No. 6 $175.13 12/14/2012
Payment No, 7 $175,13 12/28/2012
Payment No. 8 $175,13 1/11/2013
Payment No. & $175.13 1/25/2013
Payment No. 10 $175.13 20812013
Payment No, 11 $175.13 212212013
Payment No. 12 $175.13 3/8/2013
Payment No, 13] $175.13 3/22/2013
Payment No. 14 $175.13 4/5/2013

Payment No. 15

$175.13

Payment No. 16|

$175.1

Payment No. 17

Prepayment:

refunds.

(&) means estimate®

ption A,

urity for lins loan.

then your EFT
If you selected

2 payment is late 10 or more days, then you must pay us a

delinquency fee equal to 5% of the delinquent payment.

i you pay off early, then you will not have 1o pay a penalty and
you Imay be entifled to a refund of part of the Finance Charge.

See your confract documents for any additional information about nonpayment,
default, any required repayment in full before the scheduled date, and prepayment

LiceNSEE®
Eastern Specialty Finance, Inc. dfbfa Check *n Go
Website address: wvav.checkneo.com
Telephone: 1-800-723-7622
* We held a license under, and we make this loan under, the Delaware Licensed Lenders

Act (5 Delaware Code §§ 2201, ¢ seq.) To contact us, please call our customer comment
line: (888) 3PAYDAY.

METHOD OF REPAYMENT

Sign by one of the two repayment options listed below. By selecting one repayment
option, you automatically dectine the other option. The selection of the repayment option is
entirely within your discretion.  Your selection bas no effect on your eligibility for this
loan.

Is/ E-signature on file
RepAYMENT OPTION A: ELECTRONIC FUNDS TRANSFER,

EFT Authorization. This paragraph contains your autherization for us to
initiate electronic funds transfers from the bank account identified below (your
“bank account”). You may revoke this EFT authorization at any time by
contacting either us or your bank. You authorize us to initiate an EFT fo your
bank account to collect each installment listed on the payment schedule { each an
“instaliment EFT”). An installment EFT will generally post to your bank
account on the business day following the installment’s due date. Additionally, if
you default on this loan, then you authorize us fo inifiate one or more EXYs to
your bank account to collect the accelerated loan balance {(collectively an
“accelerated-balunce EFT), An accelerated-balance EFT will generally post to
your bank account on-he first business day, following your pa ulf, on
which you receive a regular deposit of income to your bap

FUNDS AVAILABILITY

s the date on which you electionically sign this Agreement. Funds that
cally transmit to your bank account will generally be made available to you by
the first banking day following the Loan Date {the “Funds Availubility Daie™). The APR
shown in the Truth-In-Lending Statement is calcujated based on the estimated Funds
Availability Date. If this fransaction represents a refinance of a previous transaction from
us, then we will not need to clectronically tansmit any funds to your bank account.
Consequentiy, the Finance Charge and APR will be calculated based on the Loan Date.

LOAN REFERENCE
Loan Date: 9/15/2012
Loan Number: 13686534
ITEMIZATION OF AMOUNT FINANCED
. Amount paid directly to you: $1,300.00

2. Amount credited to your account with as: $5799 04

3. Total Amount Financed (the sum of 1 and 2)  §.4699.04

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 refating 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 2 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:

A7 A i A

‘You may not file or maintain 2 lawsuit in any court except a small claims cowt.
‘You may not join or participate in a class action, act as a class representative or a private attorsey general, or consolidate your Claim with the ¢laims of others.

You will have to pay the arbitration firm certain fees in order te commence an arbitration proceeding, unless you ask us to pay those fees to the arbitration finn 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 enioy in a court or judicial proceeding.

If you do rot 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 o us at the following address within 60 days foowing 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 credif, how much credit you receive, or any contract term other than the Arbitration Agrcement.

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 Jocated ost pages 2 and 3. By signing below, you agree to every provision contained in this three-page Agreement.

Yoot Dbt

LICENSEE:
By: Staphen
Title: Authorized Representative

Schalter, Secretary

CONSUMER:
Signature:

/s/ B-signature on file

DEFINITIONS, TERMS, AND CONDITIONS

Installment Loan Agreement (DE) (onlinej, Version Date March 4, 2012

Page 1 of 3
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1. DEFINITIONS.
> We, our, and us each means Eastern Specialty Finance, Inc. d/bfa Check “n Go, and you and your each means the consumer identified on page one.

v

Agreement means this Installment Loan Agreement, and this Joon means the loan that we make {0 you on this date.

»  Your Paymen! ltem 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
Ttem refers to this pre-suthorized 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 of Payiments mean the respective amounts identified in the Federal Truth-In-Lending (TIL) Statement disclosed on page I,
> 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. PROMISETO 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 muitiplying the daily rate times the unpaid principal balance of this loan. We figure the daily rate by dividing our contract interest rate
of  350.009py 365. You must pay each installment on its due date. ‘We apply your payments first fo interest (accrued as of the date the payment is received), then 1o 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 fu)] or in part, then — upon your full repayment of this foan — 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. I 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 instaltment. If a payment is Jate 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 instaliment when it is due. If you default, then alt money owing under this Ags becomes
immediately due and payable. By failing to accelerate the balance of this Joan in one instance of your default, we do not waive any right or rem: ; in a later
instance of your default.

6. AUTHORIZAT[ON TO SERVICE LOAN. Prior to an inslallmcnt due date, you authorize us £ call you during reasonabl

Fmai]y, if you default on this Agreement then you authorize us to call you at the home or work phone ithhs
subject 16 your nght to mstruct us not to call you) to leave a message with a persen or vozce—mali semce o

business day immediately following this date.

8. PRIVACY STATEMENT. You acknowledge that you have reg

TeCo ormation that identifies each person who opens an account. What this means for you:

activities, federal law requires all f’ma s to obtain, verify
; , and other information that will allow us to identify you. We tmay also ask to see your driver’s

When you open an account, we € address, date of ¢t
ticense or other identifyj

I AM & regular or reserve member of the Anny, 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 a2 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-sighature on file K ) . .
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 fili out this form accurately. Knowingly making a false statement on a credit application is a crime.

Date: 911512012

ARBITRATION AGREEMENT

1. DEFDNITION OF CLAM. Claim means any claim, dispute, or controversy arising from or relating o 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 controvessies 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 Asbitration Agreement is unenforceable because it lacks faitness or mutuality of obligations,
Installment Loan Agreement (DE) (online), Version Date March 4, 2012 Page 2 of 3 NOTICE: See all pages of this three-pape 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 Jaws, 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 procecding, or you or we belisve the
arbitration firm or the arbitrator will be unfair or biased.

P 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 1o you. For the purpose of this Arbitration Agresment, references to we, o,
and us and references (o yor and your include such related persons or entities. You and we agree that these related persons and entities may efect to arbitrate any Claim
asseried against them even though they have not signed this Arbitration Agreement.

» A Claim includes any statutory, tort, contractual, or equitable (7.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 Taw {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 ot equitable remedies, whether such request is asserted as a claim, counterciaim, 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 a2 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 nofice 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 (J.e., freeze) the court case and refer the Claim to arbitration.

3. SMaxL CLaIMS COURT EXCEPTION. You and we may ask a small claims court to decide a Claim so long as no party to the smali 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 yor
elect arbitration of our Claim.

4. ARBITRATION FIRM. The American Arbitration Association (“444™) {1-800-778-7879, www adr.org) will administer the
normally appiy its Consumer Arbitration Rules then in effect to a Claim but may apply other types of procedural rules — such as the A4

rules provxde you and we agree that the arbitrator must issue a written decision and may award any type of remedy
court of Jury could award if the Claim were litigated. You and we atso agree that an arbxtrat:on firm maygt

: ! ition agreement, including the class action waiver,
because you and we waive any right to arbitrate 2 Claim on 2 ¢l i ated basis, When attempting to contact AAA or another
he contact information provided above with your own research.

and may also ask you to pay in advanc i 1 ¥ When administering the arbitration proceeding. Upon your written request, we will pay to
the arbitration firm any fees or advg { : tion firm requires you to pay as a condition o your {iling a Claim with the firm. Additionally, we
will pay any fees or expe es for admm]stermg the arbitration proceeding, any fees or expenses the individual arbitrator or arbitrators charge for
attendmg the arbltraum arges you to file a lawsuit appealing the arbitration decision, We will pay these fees and expenses whether or not you
¢ 10 hold the arbitration proceedings in the county of your residence or in any different location in the United States of your

nd we acknowledge that this Transaction involves interstate commerce. Accordingly, you and we agree that both the procedural and the
he Federal Arbitration Act, 9 USC §§ 1-16, govern the enforcement, interpretation, and performance of this Arbitration Agreement. Any court with

atnay 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 inveke 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 conmmence, join, or be joined to any judicial action (as cither an individual jitigant or the member of a
class) that arises from or relates to 2 Claim until the claimant has provided the other parly 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
tirne period will be deemed reasonable for the purpose of the preceding sentence,

By signing below, you and we agree 1o the Arbitration Agreement and the Notice-of-Grievance Agreement, each of which is set forth above.

LENDER; Wb mbll

CONSUMER: .
By: Stephen Schaller, Secsetary Signature: /s/ E-signature on file
Print Name: lacey townsend
Date: _ 9/15/2012 Date: 9/15/2012
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Narme:
Street Address:

CONSUMER

lacey townsend

I SO R

Telephone:

Customner identification Nusnber:

FEDERAL TRUTH-IN-LENDING STATEMENT

ANNUAL FINANCE AMOUNT TOTAL OF
PERCENTAGE | CHARGE FINANCED PAYMENTS
RATE The doltar amount The amount of The amount you
The cost of your the credit will cost credit provided to | will have paid after
credit as a yearly you. YOu or on your you have made all
rate. behatf, pagments as
scheduled,
356.0884 © | $3,022.10 | $1,750.00 | $4,772.10
Your payment schedule will be:
Installment
Payment Amount of Payment ] When Payment Is Due
Payment No. | $280.72 11/16/2012
Payment No. 2 $280.72 1143002002
Payment No. 3 $280.72 12/14/2012
Payment No. 4 $280.72 12/28/2012
Payment No. 5 $280.72 1/11/2013
Payment No. 6 $280.72 1/25/2013
Payment No, 7 $280.72 2/812013
Payment No. 8 $280.72 2/22/2013
Payment No. ¢ $280.72 3/8/2013
Payment No. 10 $280.72 312212013
Payment No. 11 $280.72 4752013
Pavment No. {2 $280.72 4/19/2013
Payment No. 13 $280.72 51312013
Payment No. 14 $280.72

Payment No. 15

$280.72

Payment No. 16

Payment No. 17,

Prepayment:

refunds.

(2) means estimate™

Option: A, then your EFT
for this loan.

If you selected

3 payment is late 10 or more days, then you must pay us a

delinquency fee equal to 5% of the delinquent payment,

1f you pay off early, then you will not have to pay a penalty and
you may be entitied to a refund of part of the Finance Charge.

See your contract documnents for any additional information about nonpayment,
default, any required repayment in full before the scheduled date, and prepayment

INSTALLMENT LOAN AGREEMENT

LiceNsee*
Eastern Specialty Finance, Inc. d/b/a Check ‘n Go
Website address: wwaw, checkngo.comn
Telephone: 1-800~723-7022
* We hold a license under, and we make this Joan under, the Delaware Licensed Lenders

Act (5 Delaware Code §§ 2201, «f seq.) To contact us, please call our customer comment
Jine: (888) BPAYDAY.

METHOD OF REPAYMENT

Sign by one of the two repayment options listed below. By selecting one repayment
option, you automatically decline the other option, The selection of the repayment option is
catirely within your discretion.  Your selection has no effect on your eligibility for this
loan.

/s/ E-signature on file .
REPAYMENT OPTION A: ELECTRONIC FUNDS TRANSFER.

EFT Authorization, This paragraph contains your authorization for us to
initiate electronic funds transfers from the bank account identified beiow (your
“bank account™). You may revoke this EFT authorization at any fime by
confacting either us or your bank. You autherize us to initiate an EFT to your
bank account to coliect each installment listed on the payment schedule { each an
“instaliment EFT’),  An installment EFT will generally post to your bank
account on the business day following the instaliment’s due date. Additionally, if
you default on this loan, then you aunthorize us to initiate one or more EFTs to
your bank account fo collect the accelerated loan balance (collectively an
“accelerated-balance EFT™). An accelerated-balance EFT will generally post to
your bank account on the first business day, following your pay efault, on

he first banking day following the Loan Date (the “Funds Availability Date”). The APR
shown in the Truth-In-Lending Statement is calculated based on the estimated Funds
Availability Date. If this transaction represents a refinance of a previpus transaction from
us, then we will not need to electronically transmit any funds to your bank account.
Consequently, the Finance Charge and APR will be calculated based on the Loan Date,

1.0AN REFERENCE
Loan Date: 10/26/2012
Loan Number: 13910614
ITEMIZATION OF AMOUNT FINANCED
1. Awmount paid directly to you: $588.95

2. Amount credited to your account with us: $1161.05

3. Total Amount Financed (the sum of 1 and 2y $1750

NOTICE OF ARBITRATION AGREEMENT; RIGHT TO REIECT ARBITRATION AGREEMENT

Before signing this Agreement, you should carefully review the Arbitration Agreement located on pages 2 and 3. The Asbitration Agreement provides that all Claims arising from
or relating to this Agreement or any other apreement 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:

VWY YWY

You may not file or maintain a lawsuit in any court except 2 small claims court.
You may not join o parlicipate 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 certain 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 1o have a jury decide your Claim,
You will not be afforded the procedural, pre-trial discovery, and appeftate rights in an arbitration proceeding that you woutd 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 fo reject the Arbitration Agreement. To reject arbitration,
you must defiver 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 refect 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.

Yotpt htt

LICENSEE:
By:

Instailment Loan Agreement (DE) (onking), Version Date March 4, 2012

: Stephen Schaller, $
Title: Awthorized Representative g 7

CONSUMER:
Signature:

fs/ E-signature on file

DEFINITIONS, TERMS, AND CONDITIONS
Page 1 0f3

NOTICE: See ail pages of this three-page Agreement for important information
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1. DEFINITIONS.
»  We, our, and us each means Eastern Specialty Finance, Inc, dfb/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 ftem 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 § 2262 ~ disclosed in the TILA Statement that your EFT
authorization is “security” for this loan; we make this disclosure for Truth-in-Lending purposes onby. If you terminate your EFT authorization, as permitted by Repayment
Option A, then you authorize us to present 2 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 of Payments mean the respective amounts identified in the Federal Truth-In-Lending (TIL) Statement disclosed on page .
> Installment due date means cach date identified in the TIL Statement on which an instaliment 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 uapaid principal balance of this loan. We figure the daily rate by dividing our contract interest rate
of  3s0.00%by 365, You must pay each instailment on its due date. We apply your paymenis first to interest {accrued as of the date the payment is received), then to principat
{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 {oan i full or in part, then ~ upon your full repayment of this loan ~ we wil)
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
delingquent payment.

5. BVENTS 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

instance of your default.

6. AUTHORIZATION TO SERVICE LOAN. Prior to an instaliment due date, you authorize us to call you during reasonab,

Finally, if you default on this Agreement, then you authorize us to call you at the home or work phone nu
subject to your right to instruct us not to call you), to leave a message with a person or voice-mait
home, and to acquire location information about you from the personal contacts whom you identjs

business day immediately following this date,
8. PRIVACY STATEMENT. You acknowledge that you have 1

9. IMPORTANT lNrORMATION ABOUT EDURES FOR O
to obtain, vé 'eco ormation that identifies each persoi who opens an account. What this means for you:
address, datey , and other information that will allow us to identify you. We may also ask to see your driver’s

When you open an account, we
license or other identify

WIMERCIAL E—MA!LS AND PHONE CALLS. By signing this Agreement, you authorize us to send you commercial e-mail
. You also authorize us 1o place pre-recorded or live phone calls to the

1 AM a regular or reserve member of the Army, Navy, Marine Coips, 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 & member of the Anmed Forces on active duty as described above, because I am the member’s spouse, the
member’s chifd 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

1 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: Jf is important fo 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 CLAMM. 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 cowrt or arbitrator interpreting the scope of this Arbitration
Agreement should broadly construe the meaning of Claim 5o 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 inctudes (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 prolection 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 Lot Agreement (D) (online), Version Date Mavch 4, 2012 Page 2 0f3 MNOTICE: See ell pages of this three-page Agreement for important infonnation
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conflicts with bankruptey or other federal Taws, impropery 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
ils provisions, you or we need to discover the filing fees or administrative costs associated with commeneing an arbitration proceeding, or you or we believe the
arbitration firm or the arbitrator will be unfair or biased.

> A Claim includes any claiin 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 pesson 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.

» A Claim includes any statutory, tort, contractual, or equitable (.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 taw (i.e., non-statutory law based on court cases), a local
ordinance of 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, & 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 clain, counterclaim, or crogs-claim,

9 MANDATORY ARBITRATION UPON ELECTION. Subject to your right 10 reject arbitration (explained on page 1 of this Agreement) and subject to the small claims court
exception {explained below), you and we agree 10 arbitrate any Claim if the person or entity against whom 2 Claim is asserted elects to arbitrate the Claim. Consequently, if the
person or enfity 2gainst whom a Claim is asserfed elects to arbitrate the Claim, then neither you nor we may file or maintain a lawsuit in any court except a smail
claims court and neither you nor we may join or participate in 2 class action, act as a class representative or a private attorney general, or consolidate 2 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 (ie.,
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
Jawsuit against the other, then the other provides sufficient notice if the other orally informs the claimant that the other elects 1o arbitrate the Claim or if the other files a pleading
(i.e., a document filed in court) requesting the court 1o stay (i.e., freeze) the court case and refer the Claim to arbitration.

3. SMALL CLAIMS COURT EXCEPTION. You and we may ask a smalk claims court 1o decide a Claim so long as no party to the small claims court lawsuit secks to certify a
class, consolidate the claims of multiple persons, or recoves 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 yo e right to
elect arbitration of our Claim.

4. ARBITRATION FIRM. The American Afbilration Association (“444™) (1-800-778-7879, www.adr.org) will administer the athitrati X A will
normally apply its Consumer Arbitration Rules then in effect fo a Claim but may apply other types of procedural rules — such as the : ‘
in effect — if a party to the arbitration proceeding demonstrates that the application of such other procedural rales is appropri :
rules provide, you and we agree that the arbitrator must issue a writlen decision and may award any type of remedy -8k
court or jury could award if the Claim were litigated. You and we also agree that an arbitration firm ma rbi
the Claims of multiple persons. You may request a copy of the AAA™s Consuimer Arbitration Ri d
resource Jocator) identified above. I you object to the AAA as the arbitration firm or if thggA4
retired judge or a registered arbitrator in good standing with an arbitration firm, providelithyl
including the class-action waiver. The parties may not select 2 local arbitg]
because you and we waive any right to arbitrate a Claim on a £ii
arbitration firm, please recognize that phone numbers and URLs ch &

table reiief — that 2
erwise consolidate

; one number or YRL (universal
aree to select a focal arbitrator who is a
¢ all the terms of this arbitration agreement,
ion agreement, inciuding the class action waiver,
y basis, When atternpting 1o contact AAA of another
the contact information provided above with your own research.

expenses that t sration firm requires you to pay as a condition to your filing a Claim with the firm, Additionally, we
es for administering the arbitration proceeding, any fees or expenses the individual arbitrator or arbitrators charge for
Hharges you to file a lawsuit appealing the arbitration decision. We will pay these fees and expenses whether or not you
to hold the arbitration proceedings in the county of your residence or in any different location in the United States of your

. Youand we acknowledge that this Transaction involves interstate commerce. Accordingly, you and we agree that both the procedurat and the
rovisions &8%he Federal Arbitration Act, 9 USC §§ 1-16, govern the enforcement, interpretation, and performance of this Arbitration Agreement. Any court with
w enforce this Arbitration Agreement. Additionally, any court with jurisdiction may enforce an arbitration decision rendered under this Arbitration Agreement if
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, defavited, rescinded, or discharged in bankruptey. 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 reraining provisions that have not been invalidated.

NOTICE-OF-GRIEVANCE AGREEMENT
If the person or entity against whom a Claim is asserted declines to arbitsate the Claim or if a court or arbitrator determines that the above Arbitration Agreément 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 o a Claim until the claimant has provided the other party writien notice of the asserted Claim and afforded the other party a reasonable
period after the giving of the written notice to take cotrective action. If applicable law provides a time period which must clapse 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, cach of which is set forth above.

LENDER, Ao inboli CONSUMER: ,
By: Stephen Schaller, Secretary Signature: 15/ E-signature on file
Print Name: Jacey townsend
Date; __10/26/2012 Date: 10/26/2012
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Name:
Street Address:

City and State: m

Telephone:

CONSUMER

lacey townsend

Customer Identification Number g

FEDERAL TRUTH-IN-LENDING STATEMENT

ANNUAL FINANCE AMOUNT TOTAL OF
PERCENTAGE | CHARGE FINANCED PAYMENTS
RATE The doflar amount The amount of The amount you
The cost of your the credit will cost credit provided to  § will have paid after
credit as a yearly you. YOu oF O your you have made all
rate. behalf. paymments as
scheduled.
[
357.91% © | $5,058.02 | $3,000.00 | $8,058.02
Your payment schedule will be.
Installment Amount of Payment | When Payment Is Due
Payment
Payment No, 1 $474.01 6/14/2013
Payment No. 2 $474.01 61282013
Payment No. 3 $474.01 7H2/2013
Payment No. 4 $474 01 7/26/2013
Payment No. § $474.01 8/9/2013
Payment No, 6 $474.0% 8/23/2013
Payment No. 7 $474.01 9/6/2013
Payment No. 8 $474.00 9/20/2013
Payment No_ 9 $474.01 10/4/2013
Payment No. 10 $474.01 1011872013
Payment Ne, 11 $474 0% 131/1/2013
Payment No. 12 $474.01 11/15/2013
Payment No. 13 $474.01 11/29/2013
Payment No. 14 $474.01 12/13/2013
Payment No. 15 $474.01 12/27/2013
Payment No. 19 $474.01 1/10/2014
Payment No. 17 $473.86 1/24/2014

Security: if you selected Repayment Option A, then your EFT
authorization is securify for this lean. If you selected
Repayment Option B, then this foan is not secured.

Late charge 1fa payment is late 10 or more days, then you musi pay us a
delingquency fee equal to 5% of the delinquent payment.

Prepayment: If you pay off carly, then you will not have to pay a penalty and

you may be entitted to a refund of part of the Finance Charge.
See your contraci documents for any additional information about nonpayment,
default, any required repayment in full before the scheduled date, and prepayment
refunds.

(&) means eslimate™

INSTALLMENT LOAN AGREEMENT

LICENSEE*
Easiern Specialty Financc. Inc. &/bfa Check *n Go

Talcphona 1-800- 723 70
% We hold a license under, and we make this loan under, the Delaware Licensed Lenders

Act {5 Delaware Code §§ 2201, ef seq.} To contact us, please call our customer comment
jine: (REBY 3PAYDAY.

METHOD OF REPAYMENT

Sign by one of the two repayment options Jisted betow. By selecting one repayment
option, you automatically decline the other option. The selection of the repayment option is
entively within your discretion. Your selection has no effect on your eligibility for this
Toan,

/s/ E-signature on file
REPAYMENT OPTION A: ELECTRONIC FUNDS TRANSFER,

EFT Authorization. This paragraph contains your authorization for us to
initiate electronic funds transfers from the bank account identified below (your
“bank aecount”). You may revoke this EFT authorization at any time by
contacting cither us or your bank. Yeu authorize ws to initiate an EFT fo your
bank account to collect each instaliment tsted on the payment schedule { each an
“instaliment EFT). An installment EFT will generally post to your bank
account on the business day following the instaliment’s due date. Additionally, if
you default or this loan, then you authorize as to initiate one or more EFTs to
your bank accounf to collect the accelerated loan balance (collectively an
“accelerated-batance EFT"). An accelerated-balance EFT will generally post to
your bank account on the first business day, following your payment default, on
which you receive a reguiar deposit of income to your bank account,

Bank Account #: quEniENE, Bank Routing #: GERSSNEe,

DeclineB REPAYMENT OpTION B: CASH OR CHECK.

Cash or Check, You agree to pay each installment by cash or check, mailed to:
Check ‘n Go, Attn: Installment Loan Payments, 4540 Cooper Road, Suite 200, Cincinnati,
Ohio 45242,

FUNDS AVAILABILITY

* The Loan Date is the date on which you clectronically sign this Agreement, Funds that
we electronically transniit to your bank account witl generally be made available to you by
the first banking day following the Loan Date {the “/Fundy Availubility Dote’). The APR
shown in the Truth-In-Lending Statement js calcuiated based on the estimated Funds
Availability Date, If this transaction represents a refinance of & previous transaction from
usg, then we will not need to electrenically transmit any funds to your bank account.
Conseguently, the Finance Charge and APR will be calculated based on the Loan Date.

LOAN REFERENCE
Loan Date: 512812013
Loan Number: 15052262
ITEMIZATION OF AMOUNT FINANCED
I. Ameunt paid directly to you; $2,275.33

2. Amount credited to your account with us: $724.67

3. Total Amount Financed (the sumsof 1 and 2} %3000

NOTICE OF ARBITRATION AGREEMENT; RIGHT TO REIECT 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
asscrled elects to arbitrate the Claim. Thus, if the person or entity against whom you assert a Claim elects 1o arbitrate the Claim, then you will niot have the following important rights:

You may not file or maintain a lawsuit in any court except a smali claims court.

You give up your right to have a jwy decide your Claim.

VY Y Y

You may not join or patticipate in a class action, act as a class representative or a private attorney peneral, or consolidate your Claim with the claims of others.
You will have to pay the arbitsation fim: certain fees in order fo commence an arbitration proceeding, unless you ask us to pay those fees to the arbitration firm for you.

You wilk not be afforded the procedural, pre-trial discovery, and appeliate rights in an arbitration proceeding thal you would enjoy in a court ot judicial proceeding.

I 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. Nobaody else can reject arbitration for you; this method is the only way you ¢an 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, inchuding 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 sighing below, you agree to every provision contained in this three-page Agreement,

LICENSEE:
By: St
Title:  Authorized Representative

phen Schalter, Secretany

CONSUMER:
Signature:

/s/ E-signature on file

DEFINITIONS, TERMS, AND CONDITIONS

Instaliment Loan Agreement (DE} (onfine) Page 1 of 3

NOTICE: See ali pages of this three-page Agreement for important infonmation
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1. DEFINITIONS.
We., onr, and us each means Eastern Specialty Finance, Inc. dfbfa Check ‘o Go, and yon and your each means the consuiner identified on page one.
Agreement means this Instafiment Loan Agreement, and this foar means the loan that we make to you on this date.

v ¥ ¥

Your Payment ltem 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 7 § 226.2 — disclosed in the TILA Statement that your EFT
authorization is “security” for this foan, we make this disclosure for Truth-in-Lending purposes only. If you terminate your EFT authorizatien, as permitted by Repayment
Option A, then you authorize us to present a pre-authorized draft to your bank account 1o collect alt money you owe under this Agreement. In such case, the term Payment
Ttem 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 er, if different, on page 1 of this
Agresment.

¥

Finance Charge, Amount Financed, and Total of Payments meen the respective amounts identified in the Federal Truth-In-Lending (TIL) Statement disclosed on page 1.
Instafinent due date means cach date identified in the TIL Statement on which an instaliment payment is due.

v

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 foan. ‘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%by 365. You must pay each instaliment 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 al any time. Because we caleulate interest using the simple interest method, no prepayment penalty or
unearned interest wilt be due if you pay this loan early.

4. LATE FEE AND DISHONORED ITEM FEE. If your Bank dishonors a Payment ltem 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 Tate 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 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
ingtance of your default.

6. AUTHORIZATION TO SERVICE LOAN. Prior to an instaliment 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 are available to pay an installment that is due.
Finally, if you default on this Agreement, then you authorize us to call you at the home or work phone numbers Jisted in your credit application (during reasonable hours and
subject 1o 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 on this date or within the last 12 months.

9. [MPORTANT INFORMATION ABOUT PROCEDURES FOR OPENING A NEW ACCOUNT. To help the goverment 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 fo identify you. We may also ask to see your driver's
license or other identifying decuments.

10. AFFIRMATIVE CONSENT TO RECEIVE COMMERCIAL E-MAILS AND PHONE CaLLS, By signing this Agreement, you authorize us to send you commercial e-mail

messages to the following e-mail address: m . You also authorize us to place pre-recorded or live phone calls to the
following phone number(s), including any mobile phone number(s). m .

11. COVERED BORROWER IDENTIFICATION STATEMENT. Federal law provides imporfant profections fo active daty members of the Armed Forces and their
dependents. To ensure that these protections ave provided fo eligible applicants, we require you to sign one of the following statements as applicable:

1 AM a regular or reserve member of the Army, Navy, Marine Corps, Air Force, or Coast Guard, serving on active duty under 2 call or
order that does not specify a period of 30 days or fewer,

1 AM a dependent of a member of the Anned Forces on active duty as described above, because T am the member’s spouse, the
member’s child under the age of eighteen years old, or T am an individual for whom the member provided mose than one-haif of my financial support for 180 days immediately
preceding today’s date.

-OR-
fs/ E-signature on file

1 AM NOT a regular ot reserve member of the Army, Navy, Marine Corps, Air Force, or Coast Guard, serving on active duty under 2
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 o fill out this form accurately. Krowingly making a false statement on a credit appkication is a crime,

Date: 52812013

ARBITRATION AGREEMENT

1. DERNITION 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 Ciaim 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 Jaws 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 bankruptey 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.

5 A Claim includes any claim that you assert against a person or entity relaied to us — including our parent company, affiliated companies, direciors, 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 yow and your include such related persons or entities. You and we agree that these related persons and entities may elect 1o arbitrate any Claim
asserted against thesn even though they have not signed this Arbitration Agreement.

» A Claim includes any statutory, tor, contractual, or equitable (ie., non-monetary) claim. For example, a Claim includes any claim arising under the following: a federal
or stale statute, act, or legisiative enactment, a federal or state administrative regulation or rule, common law (7.e., non-statutory law based on court cases). a local
ordinance or zoning code; this Agreeiment or another contract; a judicial or regulatory decree, order, or consent agreement; or any ofher 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 commuiication of credit decisions, or our provision of cost-of-
credit or other consumer protection disclosures.

¥ A Claim inchudes any request for monetary damages or equitable remedies, whether such request is asserted as a ¢laim, 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 enfity against whom a Claim is asserted elects {6 arbitrate the Claim, then neither you nor we may jile or maintain 2 lawsuit in any court except a small
claims cowrt and neither you nor we may join or participate in a class action, act as a class represenfative or 2 private attorney general, or conselidate & 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 wrilten netice to the person asserting the Claim (J.e..
the claimant). Such notice need not follow any particelar format but must reasonably inform the claimant that arbitration has been elected. For example, if you or we file a
Jawsuit against the otber, 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
(7.2, a document filed in court) requesting the court 1o stay (i.e., fieeze) the court case and refer the Claim to arbitration,

3. SMaLL Craivs 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 simall claims court, If you file a small claims court Jawsuit 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 smalt claims court lawsuit against you, then you retain the right 1o
elect arbitration of our Claim.

4. ARBITRATION FirRMm, The American Arbitration Association {“AA44™) (1-800-778-7879, www.adrore)} 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 muléiple persors. You may request a copy of the AAA’s Consumer Arbitration Rules and other procedurat rules at the toli-free phone number or URL (universal
resource locator) identified above. I you object to the AAA as the arbitration fism or if the AAA is unavaitable, then the parties may agree o sefect 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 partles may not select 2 local arbitrater 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 conselidated 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 research.

S. PAYMENT OF ARBITRATION FEES; SELECTION OF FORUM. [f you file a Claim with the 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 for some of the expenses the firm will incur when administering the arbitration proceeding, Upon your written request, we will pay (o
the arbitration firm any fees or advance administrative expenses that the arbitration firin requires you to pay as a condition to your filing a Claim with the firm. Additionaily, 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 arbiiration proceedings in the county of your residence er in any different location in the United States of your
choice.

6. GOVERNING LAW. You and we acknowiedge that this Transaction involves interstate commerce. Accordingly, you and we agree that both the procedural and the
substantive provisions of the Federal Arbitration Act, @ USC §§ 1-16, govern the enforcement, imterpretation, 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; 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, defauited, rescinded, or discharged in bankrupicy. 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 arbitrater determines that the above Arbitration Agreement is
unenforceable, then you and we agree that neither you nor we may commence, join, of 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 Jaw provides a time period which must clapse 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: Wb bt CONSUMER:

By: Stephen Schaller, Secretany Signature: /s/ E-signature on file
. Print Name: _lacey townsend
Date: _3/28/2013 Date: 5/28/2013
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VERIFICATION

1, 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.

STATE OFrDQ)\MM |

)
COUNTY OF t\)w Qeus‘cu\ ;

SWORN TO AND SUBSCRIBED before me this ______7 day of August 2013.

Notary Public ~
Sy, My Commission Expires:
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