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Office of the Staff Judge Advocate, Vandenberg AFB, California

We’d like to continue on the consumer protection theme from last month.  This time around we’re tackling an issue that affects military personnel throughout the United States, the use of payday lenders or check cashing locations. 

With the holidays around the corner, servicemembers may consider using one of these services for some quick, upfront cash.  While we can’t prohibit anyone from doing so, arming them with information such as this will allow them to make an informed decision. 

Here’s just one of the slogans you may have heard…

GET CASH UNTIL PAYDAY! . . . $100 OR MORE . . . FAST." 
The ads are on the radio, television, the Internet, even in the mail.  They refer to payday loans - which come at a very high price. 
Below are some tips and warnings about these companies and how their services may harm, instead of help, an airman.


Check cashers, finance companies and others are making small, short-term, high-rate loans that go by a variety of names: payday loans, cash advance loans, check advance loans, post-dated check loans, or deferred deposit check loans. 

Usually, a borrower writes a personal check payable to the lender for the amount he or she wishes to borrow plus a fee. The company gives the borrower the amount of the check minus the fee.  Fees charged for payday loans are usually a percentage of the face value of the check or a fee charged per amount borrowed - say, for every $50 or $100 loaned. And, if they extend or "roll-over" the loan - say for another two weeks – the borrower will pay the fees for each extension.

Where do people usually get in trouble with these companies?  Typically the payment is due and the borrower “rolls over” the loan.  Not only are the fees charged for the extension, the interest continues to accrue.  Historically, some of these companies have charged an interest rate of up to 300%, much higher than a traditional lending institution’s rates.  Someone who may have originally borrowed $300 suddenly finds themselves owing $3,000.

Another warning to the wise about these companies, they sometimes disguise their fees as payment for useless gift certificates or for advertisements.  If presented with that situation, someone should ask exactly what the certificates are for and other options available.

 


Does it apply to lenders such as these? Absolutely!  A 2000 opinion from the Federal Reserve Board makes it clear that the Act applies to a cash advance in exchange for personal check, where parties agree either that the check will not be cashed or that the customer’s deposit account will not be debited until a later date.  

Credit transactions, such as those at check cashing locations, are closed-end.  What does that mean?  Credit is advanced for a specific time period and, the amount financed, finance charge, and schedule of payments are “agreed upon” by the creditor and the consumer.  

The Act requires a lender to make particular disclosures to a borrower such as these: identity of the creditor, amount financed, annual percentage rate, finance charges, and total amount of the payments.  This list is not exhaustive, and the FTC is a good source of information for what else is required.  The basis for these disclosures is for borrowers to make an informed choice and know exactly how much they are borrowing and what they will be required to pay back over time.  If a lender does not make these disclosures, they have committed a violation of the Act.  If an airman believes a lender has violated the Truth in Lending Act, their remedy is to file a complaint with the FTC.
Above and beyond what the federal law requires, the State of California has placed some regulations on the check cashing industry or ”check cashers” as the state statute defines it. Currently, there are two sets of laws in place with one act not becoming effective until          1 Mar 04.  The law does not apply to banks or credit unions.  It also does not include retail establishments, mostly supermarkets, which offer check-cashing services so long as they do not charge more than $2 (this cap disappears 1 Mar).  We’ll outline some of the provisions of both laws. 

Current law states a check casher cannot hold a check for more than 30 days and the face value of the check can be for no more than $300.  Lenders and the borrower must sign a written agreement detailing all of the fees being charged for delaying deposit of the check.  The check casher cannot accept collateral.  This changes on 1 Mar 04.  The new law institutes a varied cap on the fees a check casher may charge for cashing a payroll or government check.  Check cashers will be required to provide a receipt for the transaction and a new cap on fees will be instituted.  If depositing the check immediately, the fee may not exceed 12% of the face value.  If delaying deposit, the amount cannot exceed 15% of the face value of the check.  There are criminal penalties for violating the state law and in addition, all check cashers must obtain a permit from the California Department of Justice in order to operate. 


There are other options. We recommend that airmen consider some of these possibilities before choosing a payday loan: 
· Shop carefully and compare offers. Look for the credit offer with the lowest APR - consider a small loan from a credit union or small loan company, an advance on pay from your employer, or a loan from family or friends.  A cash advance on a credit card also may be a possibility, but it may have a higher interest rate than your other sources of funds: find out the terms before deciding.  
· Compare the APR and the finance charge (which includes loan fees, interest and other types of credit costs) of credit offers to get the lowest cost.  
· Ask creditors for more time to pay the bills.  Find out what they will charge for that service - as a late charge, an additional finance charge or a higher interest rate.  This may be cheaper in the long run. 

· Make a realistic budget, and figure what monthly and daily expenditures are. Avoid unnecessary purchases - even small daily items, these costs add up. Also, build some savings - even small deposits can help - to avoid borrowing for emergencies, unexpected expenses or other items. For example, by putting the amount of the fee that would be paid on a typical $300 payday loan in a savings account for six months, then those extra dollars would be available as a buffer against financial emergencies. 
· If people decide they absolutely must use a payday loan, borrow only as much as they can afford to pay with their next paycheck and still have enough to make it to the next payday

Tax Season

It’s that time of year again.  The legal office is preparing for the upcoming tax refund season.  This year, W-2’s will be available on the MyPay website at https://mypay.dfas.mil/mypay.asp as early as 1 Jan 04.  

Once again, Vandenberg AFB will have an active tax assistance program.  Military personnel and their dependents can file their taxes electronically.  Best part of all about this service, it’s free!  The new location for the tax office is in the Retiree Affairs office building across from the Four Seasons store.  This is a more convenient location and there will be easily accessible parking facilities.  The number for the office is 6-3650. 

To provide this service, the tax office is in need of volunteers.  If members of your unit would like to assist in providing a great service to the Vandenberg community, have them call Ms. Ann Fox at the number listed above.  No previous experience is necessary and training will be provided to handle both federal and state income taxes.  The training will take place in early January.
If you have any additional questions, please contact the base division office of Legal Assistance & Preventive Law at 5-6205.
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