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PRE-FILED EVIDENCE OF

THE CANADIAN PAYDAY LOAN ASSOCIATION (“CPLA”)

INTRODUCTION

Pursuant to The Consumer Protection Act relating to payday loans (the "Act”), which
received Royal Assent on November 23, 2006 , the Nova Scotia Utility and Review
Board (the “Board”} has convened this proceeding to set the maximum amounts that

can be charged for payday loans. The Board’s mandate has four components:

a) fix the maximum cost of borrowing or establish a rate, formula or tariff for
determining the maximum cost of borrowing, that may be charged, required or

accepted in respect of a payday loan;

b) fix the maximum amount, or establish a rate, formula or tariff for determining
the maximum amount that may be charged required or accepted in respect of either
an extension or renewal of a payday loan;

c) fix the maximum amount or establish a rate, formula or tariff for determining
the maximum amount that may be charged, required or accepted in respect of any

fee, charge or penalty that is provided for in the regulations; and

d) fix the maximum amount, or establish a rate, formula or tariff for determining
the maximum amount, that may be charged, required or accepted in respect of any

component of the cost of borrowing a payday loan.
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By written notice from the Board dated November 2, 2007, the Board granted
intervener status to the Canadian Payday Loan Association (“CPLA"). The CPLA is
providing the within-pre-filed evidence to assist the Board in gaining an
understanding of general industry, economic and costing factors, and Canada-wide
regulatory practices. The CPLA’s evidence contains specific information on the
locations and demographic setting of payday lending outlets in Nova Scotia, the first
comprehensive study and profile of the typical payday loan customer in Nova Scotia,
a specific study concerning the costs of providing payday lending services to
customers, as well as an analysis, from the perspective of financial theory, of how
the specific features of the payday lending industry in Nova Scotia impact on the

Board’s mandate.

it is the CPLA’s submission that it is in the public interest for Nova Scotia to have
access to the payday lending product regardless of their credit history or geographic
location, and this is achieved by setting regulatory parameters which protect
consumers from excessive fees and allowing a viable competitive marketplace to
function to ensure there is the flexibility to allow reasonable rates depending on

geography and degree of risk.
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THE PAYDAY LOAN PRODUCT

History

The payday loan industry first emerged in Canada in the mid-1990’s in response to
an unfuffiled consumer demand for small-sum short-term credit. These types of
small unsecured loans are typically unavailable through banks or other conventional

financial services institutions.

A payday loan is a small sum short-term loan, typically a $300.00 advance for a
period of 8-14 days to coincide with the payday loan customer's next payday. A
payday loan is not a long term financial product but is intended to meet unexpected
emergencies or short-term financial needs. These loans are unsecured and are
repayable on the payday loan customer’'s next pay date. To obtain a payday loan
the payday loan customer will go to a payday loan outlet, provide proof of
employment and residence and bank account. At the time of the advance, the
payday loan customer will provide the lender a post-dated cheque or pre-authorized
debit for the amount of the lcan and the loan fee which is dated for the payday loan
customer’s next payday. When the loan comes due, the lender deposits the cheque
or obtains funds through the pre-authorized debit. The payday loan customer does
not need to return to the loan outlet to repay the loan. A payday loan customer can
obtain a payday loan quickly and without having established a long-term financial

relationship as would be required with a bank, trust company or credit union.

Since payday loans were first introduced in Canada, the industry has grown to an

estimated 1,251 payday loan outlets across the country. Payday loans are used by
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a broad spectrum of Canadians in ali walks of life. A payday loan customer must
have a job and a bank account. It is estimated that upwards of two miilion

Canadians have used a payday loan from time to time.

In addition to payday loans, many payday lenders provide a wide range of personal
financial products and services designed to meet consumers’ financial needs.

These inciude:

. Cheque cashing services;

. Money orders;

. Money transfers;

o Private mailbox rentals;

. Utility bill payments;

. Foreign currency exchange;
. Prepaid Mastercard,

° Consumer loans;

o Mortgage referrals;

° Stored value debit cards; and
. Tax preparation and refund services.
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The CPLA

The CPLA (formerly Canadian Association of Community Financial Services
Providers) was formed in early 2004, by responsible financial service companies
who offered the payday loan product. Because the payday loan product was
unregulated, members of the CPLA recognized that it was important to create
industry standards of business practices to protect consumers and the reputation of
the industry. [t was also important to have a voice to represent the interests of the
industry to sectors of governments, and to ensure that CPLA members would
adhere to national standards of best business practices for the industry. Appendix

‘A " includes a copy of the CPLA’s By-laws.

Membership

Today the CPLA has 23 member companies, representing approximately 501
stores. One of the CLPA’'s members operates five (5) outlet in Nova Scotia. These
outlets are included in the list of Nova Scotia payday lending outlets which is

attached as Appendix “B “.

Government Legislation

A priority of the CPLA has been to work with governments to achieve a regulatory
framework for the payday loan industry that protects consumers and allows for a
viable and competitive payday loan industry. Recognizing the rapid growth in payday
loans that was occurring in response to strong consumer demand, the Consumer
Measures Commitiee, a committee comprised of a representative from of each

province and territory and industry Canada, began studying the need for regulation
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of the payday loan industry as far back as 2000. It recognized that the first obstacle
to reguiation was Section 347 of the Criminal Code. That section provided that it is
an offence to charge more than 60% per annum interest (inclusive of all fees and
charges related to the advancing of credit) on loans. While 60% is a very high
annual interest rate for a long-term loan of $100,000.00 for a year for example, it is
not an appropriate measure for a small sum short-term loan. For example, pursuant
to the calculations required under Section 347, a $1.00 charge on a loan of $100.00
for five days would equal an interest rate of 107%. In fact for small sum short term

loans an annualized interest rate is not the appropriate measurement at all.

Acting on the advice of the Consumers Measures Committee, Parliament passed Bill
C-26 which took effect on May 3, 2007. Bill C-26 firstly defined a payday loan as an
unsecured loan of not more than $1500.00 for a term of not more than 62 days, and
secondly provided that in the event that a province introduced regulations and set
maximum fees governing payday lenders, then upon designation from industry
Canada, Section 347 of the Criminal Code would not apply to payday lenders in that

province.

This opened the way for provinces to begin steps to regulate the industry and to set
reasonable rates and charges, taking into account the costs associated with
delivering a payday loan and implementing consumer protections that are more
closely tailored to this specific industry. The CPLA has worked closely with provincial
law makers, including British Columbia, Alberta, Saskatchewan, Manitoba, Ontario,

New Brunswick and Nova Scotia. Where legislation governing the payday loan
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industry has been enacted, it mirrors in many respects the best practices that the

CPLA adopted for its membership.

The CPLA’s other priority has been its commitment to enforcing a Code of Best
Business Practices among its members that is designed to protect consumers in the
absence of appropriate government regulation. It is the most rigorous code for
payday lending found anywhere. As a condition of membership, all Members of the
CPLA must abide by the Code and display it prominently in their places of business.

A copy of the CPLA’s Code is attached as Appendix “C “.

To foster and ensure compliance with the Code, the CPLA has established the
Office of the Ethics and Integrity Commissioner, an independent and arms length
entity, whose primary mandate is to monitor compliance with the Code. The
Commissioner has the ability to make determinations on issues of non-compliance,
to investigate possible violations and to issue warnings, impose fines or take other
disciplinary action. In addition to investigating potential Code violations that are
brought to the Commissioner's attention by customers or other members, the Office
of the Commissioner conducts random, wide-scale “mystery shops™ on members fo
verify compliance with the Code. Some provincial consumer protection offices now
refer all complaints they receive regarding payday loans to the Commissioner. A
copy of the Commissioner's Letter of Mandate as well as a description of the
process of investigation and dealing with Code violations followed by the
Commissioner are attached as Appendix “D “. A copy of the annual report of the

Commissioner is attached as Appendix “E “.
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With respect to fees charged to payday loan customers, the CPLA, like any industry
association, does not set or dictate rates and fees. The Code of Best Business
Practices does, however, contain the following provisions which impact the fees and

charges collected by CPLA members from their customers:
® No rollovers

Members will not grant a customer an extension of an outstanding payday loan for a

fee or advance a new payday loan to pay out an existing payday loan.

o Default and post-maturity interest charges

A member shall not charge a penalty fee and/or NSF fee that exceeds an amount
set from time to time by the Association. Interest on each $100.00 of a payday loan
in default will not exceed $.90 cents per week for the first 13 weeks and $.50 cents

per week thereafter.
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FACTORS TO BE CONSIDERED BY THE BOARD

The within evidence deals with the following factors which are identified in the Act for
the Board’s consideration:

+ the terms and conditions of payday loans;

s the circumstances of, and credit options available to, payday loan borrowers
generally;

¢ the operating expenses and revenue requirements of payday lenders in
relation to their payday lending business;

o the financial risks taken by payday lenders;

« the regulation of payday lenders and payday loans in other jurisdictions.

In addition, the CPLA's evidence addresses the regulatory objectives and principles

that should be applied to the payday lending industry given its particuiar features.
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TERMS AND CONDITIONS OF PAYDAY LOANS

The Act states that in exercising its mandate, the Board may have regard to the
terms and conditions of payday loans. Many of these terms are now prescribed
under the Act or are referenced in the Payday Lender Regulations Consultation
Paper that was circulated by Service Nova Scotia Municipal Relations for input in
advance of drafting regulations to the Act. To a significant extent, the prescribed

terms and conditions mirror the best business practices set out in the CPLA’s Code.

Amount and Term

Under the Act, payday loans may not exceed $1,500.00, and the initial term of a
payday loan may not exceed 62 days. The average amount borrowed by
consumers through a payday loan is approximately $300.00 and the average term is

10 days. Most commonly, payday loans are to be repaid at the customer’'s next

payday.

Eligibility Requirements

In order to qualify for a payday loan, the customer must have a steady job and
provide documentation concerning his or her rate of pay. Most payday lenders will
advance up to a specified percentage of the customer’s net pay. A bank account is
also required, since repayment is typically by way of post-dated cheque provided at
the time of the transaction or by pre-authorized debit. The Act limits the definition of
“payday loan” to loans of money that are in exchange for a post-dated cheque, a

pre-authorized debit or a future payment of a similar nature.
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