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Two banks' payday-advance lending draws scrutiny, By Richard Burnett, Orlando Sentinel, 7:18 PM EDT, August 14, 2013

A move by two of Florida's largest banks into the payday-advance-loan business is drawing fire from consumer groups worried about "predatory" lending by banks seeking to boost their income.

Regions Bank and Fifth Third Bank are among a handful of U.S. banks that have begun offering their customers the kinds of short-term, high-cost loans historically associated with storefront payday-lending businesses.

Critics of such loans, which carry high interest rates and various fees, say they lead many unwitting consumers into a dangerous "debt trap." But the banks insist they are doing it the right way, by setting up line-of-credit terms and other limits that allow customers to obtain emergency cash while avoiding big consumer-debt problems later.

"It has really crept into Florida, as these banks found it is a good way to make money," said Alice Vickers, a lobbyist for the Florida Consumer Action Network. "We have opposed storefront payday loans from the beginning, but it is even worse now with these national banks taking on this product. We are very disappointed they would even consider doing this."

The conflict has intensified in recent months, as federal bank regulators mull over new rules that would require banks to adopt added protections for payday-advance borrowers. Banks say the measures could drive them out of the business and leave their customers at the mercy of more expensive products. Earlier this week, authorities in New York sued an online payday lender, accusing it of violating state law by charging customers annual percentage rates of 300 percent or more.

Ohio-based Fifth Third, the ninth-largest bank in Central Florida and the 12th-largest statewide, described its product as a viable, affordable alternative for obtaining short-term cash.

Regions Bank — sixth-largest in Central Florida and fourth-largest statewide — said it has built customer safeguards into its payday product, a line of credit known as "Ready Advance." The Alabama-based financial institution cited internal customer research indicating a need and a demand for the short-term loans.

"Ready Advance is intended to meet the occasional and immediate credit needs of existing Regions Bank customers who have had a checking account in good standing for at least six months," the bank said in a prepared statement. "Our fees are generally half what customers would pay elsewhere and we offer customers a pathway to qualify for less expensive credit products."

According to Regions' lengthy "Ready Advance" disclosure statement, the fees and added costs of its line-of-credit advances equate to an annual percentage rate, or APR, of 120 percent or more — which would appear to be less than what many storefront payday lenders charge.

However, a closer look at the disclosure also indicates that the bank is able to automatically subtract a loan payment from a borrower's account as soon as a direct deposit is credited, potentially within days of the payday loan having been granted. That would put Regions' effective payday-loan APR on par with the highest of the rates charged by storefront payday lenders, according to Diane M. Standaert, senior legislative counsel at the Center for Responsible Lending, a consumer-research group based in Durham, N.C.

"It is a big concern that banks market this product one way, but all the data we've seen show it doesn't operate the way it is marketed," she said. "Our research has found that the typical bank payday borrower had 131/2 payday loans in a year, spent at least six months in payday loan debt and was much more likely to incur overdraft fees."

A dramatic increase in payday lending to older Americans is especially problematic in a retiree-rich state such as Florida, according to the center's research. Payday borrowing by Floridians age 65 or older jumped 73 percent from 2005 to 2011, even though the state's 65-and-older population grew only 4 percent during that time, said Standaert, who cited her group's testimony last month before the U.S. Senate Committee on Aging.

That committee is chaired by Sen. Bill Nelson, D-Fla., who has called for tighter regulation of banks' payday lending to seniors.

"The figures are clear," Standaert said. "There is a significant number of older people trapped in payday loans, and they comprise a growing share of the total number of payday borrowers."

From a bank's point of view, however, the higher fees for payday-advance credit are generally considered to be in proper proportion to the credit or default risks posed by the borrowers and to the administrative costs involved, said Stanley D. Smith, a finance professor at the University of Central Florida and a former banker.

Also, Smith said, for a cash-strapped consumer, the higher cost of such a short-term loan may be worth it if the alternative is having the electric power cut off or being late with a mortgage payment.

"Are these loans expensive when compared to the alternatives for borrowers with good credit risk? Yes, absolutely," Smith said. "But one could argue that, if you apply the same standards for borrowers with good credit to those with bad credit, it would mean the latter would not be allowed to borrow money through conventional channels."
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