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Executive Summary of the Payday, Vehicle
Title, and Certain High-Cost Installment
Loans Rule

The Consumer Financial Protection Bureau (Bureau) hasissued a final rule governing the
underwriting of certain personal loans with short term or balloon-payment structures, as well as
lenders’ payment withdrawal practices for those loans and certain additional installment loan
products (Payday, Vehicle Title, and Certain High-Cost Installment Loans Rule or Rule). For
such short-term and balloon structure personal loans, the Rule requireslenders to choose
between two ability-to-repay underwriting methodologies and requires lenders to report and
obtaininformation about a consumer’s financial obligations and borrowing history from certain
consumer reporting agencies that are required to register with the Bureau. Forall covered
loans, the Rule limits certainrepeated payment withdrawal attempts from a consumer’s
transaction account and requires lenders to provide disclosures related to certain withdrawal
attempts.

Generally, the Rule is effective 21 months after publication inthe Federal Register. However,
certain provisionsrelated to the registration of information systems are effective 60 days after
publication of the Rule in the Federal Register.

Although this executive summary provides a high-level overview of the Payday, Vehicle Title,
and Certain High-Cost Installment Loans Rule, it is not a substitute for reviewing the Rule. The

regardingits requirements.
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Coverage

The Rule applies to lenders who regularly extend credit to consumers primarily for personal,
family, or household purposes. Suchlendersare required to comply with the Rule only forloans
that are covered by the Rule.

The Rule appliesin its entirety to two types of open-end and closed-end loans:

1. Short-termloansthat have termsof 45 daysorless. Closed-endloans are covered short-
termloans if the consumer is required to repay substantially the entire amount of the
loan within 45 days of consummation. Open-endloans are covered short-termloans if
the consumerisrequired to repay substantially the entire amount of any advance within
45 daysoftheadvance.

2. Longer-termballoon-paymentloans. Closed-end loans and open-endloans are covered
longer term balloon-payment loans if the consumer isrequired to repay substantially the
entire balance or substantially the entire amount of a single advance more than 45 days
after consummationin either a single payment or through at least one payment that is
more than twice as large as any other payment. Aloan is also a covered longer-term
balloon-paymentloanif: 1) it is structured as a loan with multiple advances where
paying the required minimum payments may not fully amortize the outstanding balance
by a specified date or time; and 2) the amount of the final payment to repay the
outstandingbalance at such time could be more than twice the amount of other
minimum payments under the plan.

A third type of loan, which the Rule refersto as a covered longer-termloan, is subject only to the
Rule’s requirements concerning pay ment withdrawal practices, related disclosures, and
recordkeeping. Loans are considered covered longer-termloans under the Rule if they have: (1)
a cost of credit that exceeds 36 percent annual percentage rate; and (2) a formofleveraged
payment mechanism that givesthe lender a right to initiate transfers fromthe consumer’s
account without further action by the consumer. !

Certaintypes of credit are excluded or exempted under the Rule. The excludedloansare
described inmore detail in the Rule, but generally include: loans extended solely to finance the
purchase of an automobile or other consumer good in which the automobile or other good
secures the loan; home mortgages and other loans secured by real property or a dwelling if

1 A leveraged payment mechanism under the Rule does not include initiating a on e-tim e transfer im mediately after
the consumer proffers a check or authorizes an electronic transfer.
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recorded or perfected within the term of theloan; credit cards; student loans; non-recourse
pawn loans; overdraft services and overdraft lines of credit; wage advance programs; and certain
no-costadvances. The Rule also exempts two categories of loans:

1. Alternativeloans, which areloansthat generally conform to the National Credit Union
Administration’s (NCUA) requirements for the Payday Alternative Loan (PAL) program
but may be offered by any type of lender. Inorder to be alternative loans under the Rule,
such loans must be amortizing closed-end loans with terms of 1 to 6 months that do not
carry any charges other than the rate and application fees permissible under the NCUA
PALprogramand meet certain other requirements.

2. Accommodationloans, provided that lenders together with their affiliates do not
originate more than 2500 coveredloansina calendar year and did not derive more than
10 percent of their receipts from covered loans during the previous tax year.

ABILITY-TO-REPAY

The Rule identifies as unfair and abusive the practice of makingorincreasing the credit
available under covered short-termloans or covered longer-term balloon payment loans without
reasonably determining that consumers have the ability-to-repay the loans according to their
terms. The Rule generally requires that, before making such a loan or advance, alender must
reasonably determine that the consumer will be able to make the payments2on the loan while
also meeting major financial obligations3 and basic living expenses4without needing to re-
borrowoverthe next 30 days. Alenderis also required to make this determination for an open-
end line of creditif a consumer seeks an advance more than 9o days after the lender’s last
determination that the consumer has the ability to repay theloan according to its terms.

To make an ability-to-repay determination, alender is required to:

2 For a line of credit, a paymentis calculated using the assumption that the consumer will utilize the full am ount of
creditunder the coveredloanas soon as the credit is available; and that the consumer will m ake only minimum
required payments under the coveredloanfor aslong as permitted under theloan agreement.

3 The Rule defines major financial obligations as a consumer’s housing expense, minimum payments under debt
obligations (including outstanding covered loans), child support obligations, and alimony obligations.

4 The Ruledefines basiclivingexpenses as expenditures, other than payments for major financial obligations, that a
consumer makes for goods and services that are necessary to maintainthe consumer’s h ealth, welfare, and ability to
produce income, and the health and welfare of the members of the consumer’s household who are financially
dependent on the consumer.
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1. Obtain a consumer’s written statement of the consumer’s netincome and the amount of
paymentsrequired to meet the consumer’s major financial obligations.

2. Verify the consumer’s net monthly incomes (unless areliable record of such income is
not reasonably available), and the amount of payments required for the consumer’s
major debt obligations using a national consumer report, areport fromaregistered
information system, and the records of the lender and its affiliates.

3. Determine the consumer’s ability-to-repay the loan based on the lender’s projections of
either the consumer’sresidual income or debt-to-income ratio during the calendar
month with the highest payment(s) under the loan.

4. Ensure that making the loan will not result in the consumer having a sequence of more
than three covered short-term or balloon-payment loans taken out within 30 days of
each other. Once a consumer has had a three-loan sequence, there isa mandatory 30-
day cooling off period under the Rule before the consumer cantake out additional
covered short-termor balloon-payment loans. A consumer cannot take outacovered
short-termloanora covered longer-term balloon-payment loan under the ability -to-
repay requirements for 30 days after an outstandingloan under the principal step-down
optiondescribed below.

Principal Step-Down Option for Certain Covered Short-Term
Loans

A lender may make a series of covered short-term loans that help the consumer step down the
amount of principal over time without meeting all the specific ability -to-repay requirements set
forthabove, solong as the loans do not involve taking a security interest in the consumer’s
motor vehicle, the consumer is provided with certain disclosures, and certain other
requirements are met.

5 The Ruledefines netincome as the total amountthat a consumer receives after the payer deducts amounts for taxes,
other obligations, and voluntary contributions, butbefore deductions of any payments madeunder a prospective
cov ered short-term loan or covered longer-term balloon payment loan or for any major financial obligation. A
lender may includein the consumer’snet incomethe amount of any income of another person towhichthe
consumer has a reasonable expectation of access if such accessis verified.
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Generally, this principal step-down option for covered short-termloans must have the following
features:

1. Theloanis not open-end credit;

2. Thefirstloanhas a principal amount no larger than $500, and second and third loans
made within 30 days of a prior loan reduce the principal amount by at least one-third
fromthe priorloan. Once a consumer has had a sequence of three covered short-term
loans under the principal step-down option, there is a mandatory 30-day cooling off
period before the consumer can take out additional covered short-termloans under the
principal step-down option.

3. Thelender and any service provider do not take security interest in the consumer’s
motor vehicle; and

4. Theconsumer hasnot in the past 30 dayshad an outstanding covered short-termloanor
covered longer term balloon-payment loan.

The principal step-down option cannot be used in certain circumstances, such aswhere a
consumer has already beenindebt on covered short-termloans for more than 9o daysor has
had six such loansin the last 6 months. Where such limitations apply, lenders would have to
use the general ability -to-repay analysis to determine whether the consumer could afford
another covered short-termloan. After makinga covered short-termloanunder the principal
step-down option, a lender and its affiliates cannot make any other type ofloan to that
consumer while the principal step-down is outstanding and for 30 days thereafter.

A lender that provides the principal step-down option must provide certain disclosures to the
consumer. The disclosures required for these step-down covered short-termloans must be
substantially similar to those provided as the model formsin Appendix A of the Rule and must
be provided in writing or through electronic delivery and in a retainable form. These required
disclosures must be separate from all other written materials provided to the consumer in
connectionwiththeloan. For these alternative short-termloans, the lender must provide the
consumer certain disclosures at two pointsin time:

1. When alender makesa firstloanin a sequence ofloans. Thisdisclosuresprovide a
consumer with notice that, among other things, the consumer should not take out the
loan if the consumer is unsure of being able to repay the total amount of principal and
finance charges on the loan by the contractual due date and contains a statement that
informs the consumer that Federal law requires a similar loan taken out within the next
30 daysto be fora smaller amount. This disclosure also informs the consumer of the
principal step-down requirements for additional loans.
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2. When alender makes a thirdloan in a sequence. This disclosure providesa consumer
with notice that, among other things, the lender’s records showthat the consumer has
had two similar loans without taking at least a 30-day break betweenthemand a
statement that informs the consumer that Federal law requires theloan to be smaller in
amount than previousloansinthe loan sequence. Thisdisclosure also contains a
statement that informs the consumer that the consumer cannot take out a similar loan
for at least 30 days after repaying thisloan.

PAYMENT WITHDRAWALS

The Rule also imposes two types of requirements regarding lenders’ repeated attempts to
withdraw payments from consumers’transaction accounts after prior attempts have failed due
to insufficient funds.

First, a lender is required to provide a written notice before its first attempt to withdraw
payment for a covered loan from a consumer’s account and before subsequent attempts that
deviate fromscheduled amounts or dates or involve a different payment channel than the prior
attempt.® The notice must contain key information about the upcoming payment attempt and, if
applicable, alert the consumer to such payment attempts. A lender is permitted to provide
electronic notices aslong as the consumer consents to electronic communications. The Rule
also defines certain requirements and conditions for payment transfers to collect alate fee or
returned item fee.

Second, where two consecutive withdrawal attempts have failed due to insufficient funds, the
Rule prohibits a lender from attempting another withdrawal from the same account unless the
lender obtains the consumer’s new and specific authorization to make further withdrawals from
the account. This prohibition on further withdrawal attempts applies whether the two failed
attempts are initiated through a single pay ment channel or different channels, such asthe
automated clearinghouse system and the check network.

REGISTERED INFORMATIONSYSTEMS

For lenders who are making loans under the ability -to-repay requirements or under the
principal step-down option, the Rule generally requires them to furnish certainloan data

6 Under the Rule, payment channel refers to the specific payment method, including the network that the transfer will
travel through and theform of thetransfer. For example, ACH transfers, checks, rem otely created checks, remotely
created payment orders, internal transfers, PIN debit card payments, and signature debit card network payments.
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covered under this Rule to information systems that are registered with the Bureau and to pull a
consumer report fromone such systemin the course of makinga covered short-term orlonger-
termballoon payment loan. Specifically, lenders are required to report certain information to
all registered information systems at origination, to update the informationif it changes over
time, and to report certaininformation when the loan ceasesto be outstanding.

The Rule prescribes processes and criteria for entities to apply to the Bureauto become
registered information sy stems and their obligations as registered information sy stems,
including the receipt of furnished information fromlenders and their provision of consumer
reportsto lenders under the Rule. Registered information systemsunder the Rule must meet
certain eligibility criteria which include having: (1) the capability to receive furnished
information and to generate consumer reports; (2) a Federal consumer financial law compliance
program (as demonstrated by anindependent assessment); (3) a comprehensive information
security program (as demonstrated by anindependent assessment); and (4 ) the ability to
facilitate compliance with the Rule. Entities that apply to the Bureau to become registered
information sy stems must either be subject to or consent to the Bureau’s supervisory authority.

RECORD RETENTION AND COMPLIANCE PROGRAM
REQUIREMENTS

Lenders must develop and follow policies and procedures designed to ensure compliance with
the Rule. Lenders must also retain evidence of compliance for 36 months. The Rule outlinesthe
typesand format of information that lenders must retain.
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