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The Valley of Opportunity Community Development

COMMUNITY NOTICE

July 31, 2014

Community Stakeholder,

On July 1, 2014, at a duly advertised public hearing, the El Cajon Planning Commission
was presented with the City Council’s interest in addressing secondhand stores and
alternative lending services (e.g. check cashing, payday loans, etc.) including the
Council’s direction, associated background information, a project schedule, proposed
ordinance structure, and opportunities for community input. Public testimony was
given but no action was taken by the Planning Commission.

This community notice is to inform stakeholders that a draft secondhand store and
alternative lending services ordinance will be presented to the Planning Commission
on August 5, 2014, at 7:00 PM in the City Council Chambers at 200 Civic Center Way,
El Cajon, CA 92020, and to the City Council on August 12, 2014, at 7:00 PM in the City
Council Chambers at 200 Civic Center Way, El Cajon, CA 92020.

The agenda reports for this project will be available 72 hours prior to the hearings at
http://www.cdi.el-cajon.ca.us/. A draft ordinance is attached for informational
purposes. Comments may be presented at the Planning Commission meeting on
August 5, 2014, in writing or verbally during the public hearing. Public comments will
be considered as part of the development of the draft ordinance.

City of El Cajon

Planning Division

City of El Cajon ® 200 Civic Center Way @ El Cajon, CA 92020

Planning (619) 441-1742 e Building and Fire Safety (619) 441-1726 ® Housing (619) 441-1710
www.cityofelcajon.us



The Valley of Opportunity Community Development

o
Orat(i6
June 19, 2014

A COMMUNITY NOTICE

Community Stakeholder,

The Planning Division apologizes for the inconveniences caused by the cancellation of the June
17, 2014 Planning Commission meeting. We sincerely appreciate your understanding and
cooperation.

This community notice is to inform interested stakeholders that the El Cajon Planning
Commission will be presented with the City Council’s direction, background information and
opportunities for community input. This will be presented as a staff communication. This is an
information item only. Public testimony may be given, but the Planning Commission will
not take action at this meeting. The meeting is scheduled for July 1, 2014 at 7:00 PM in the
City Council Chambers at 200 Civic Center Way, El Cajon, CA 92020. Subsequent Planning
Commission and City Council meetings will be scheduled for public participation, input and
comment.

On November 12, 2013, the El Cajon City Council identified their interest in addressing the
proliferation and performance of secondhand merchandise stores. On May 13, 2014, at a duly
advertised public hearing, the City Council was presented with information regarding
secondhand stores and alternative lending services (e.g. check cashing, payday loans, etc.).
After discussing the information and hearing public testimony, the City Council directed City
staff to: "

1. Cap the existing number of pawn shops, secondhand dealers and alternative lending
institutions, reduce the overall number through attrition, and develop land use
regulations, such as spatial standards to eliminate overconcentration.

2. Require new stores to obtain a minor conditional use permit to ensure compatibility.

@

Revise the special operation licenses procedures.
4. Exempt antiques, thrift stores, furniture, clothing, household goods, and retail stores
that purchase used goods as an incidental aspect of the business.

Specifically, the City Council adopted Resolution No. 048-14 directing the Planning
Commission to hold a public hearing to consider amendments to Title 17 of the Municipal Code
adding new regulations for existing and future pawn shops, businesses engaged in secondhand
dealing and/or the purchase and selling of (1) gold and other precious metals businesses; (2)
electronic device buyback, only, kiosks; and (3) businesses providing alternative lending
services, all throughout the City of El Cajon.

City of El Cajon @ 200 Civic Center Way @ El Cajon, CA 92020
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Information Sheets

Federal Reserve Bank of New York Staff Report Finds Consumers Fare Worse
Under Payday Loan Bans

Preliminary findings from a staff report, “Payday Holiday: How Households Fare after Payday Credit Bans,” by
Federal Reserve Bank of New York Research Officer Donald P. Morgan and Cornell University graduate
student Michael R. Strain, conclude that payday loan bans result in increased credit problems for consumers.

The report compares households in states with payday loans with households in both Georgia and North
Carolina, states which eliminated payday loans in May 2004 and December 2005 respectively. Households in
Georgia and North Carolina bounced more checks, complained more to the Federal Trade Commission about
lenders and debt collectors, and filed for Chapter 7 (“no asset”) bankruptcy at a higher rate. These findings
indicate that households without access to payday loans are forced to use costlier credit and suffer greater
financial difficulties.

See the full study at: http://www.newyorkfed.org/research/staff_reports/sr309.pdf

Noted in the report:

Consumers suffer greater credit problems under payday loan bans

“Georgians and North Carolinians do not seem better off since their states outlawed payday credit: they
have bounced more checks, complained more about lenders and debt collectors, and have filed for
Chapter 7 (‘no asset”) bankruptcy at a higher rate.”

“On average, the Federal Reserve check processing center in Atlanta returned 1.2 million more checks per
year after the ban. At $30 per item, depositors paid an extra $36 million per year in bounced check fees
afterthe ban.”

“Total complaints against lenders and debt collectors [in North Carolina] rose by over a third relative to
other states....”

“[Overall,] Chapter 7 filing rates increased... 8.5 percent [under the ban].”

Payday loan bans force consumers into worse positions

“The contraction in payday credit supply caused former borrowers to bounce more checks, thus
aggravating their already marginal circumstances. To stave off bankruptcy, distressed borrowers pawned
or sold assets. For those who ultimately succumbed to their financial problems, the loss of assets made
chapter 7 [bankruptcy] the natural choice.”

“[The] slipping down, with less rescheduling of debts, but more “deadbeats” and “no asset” bankruptcies,
seems to fit the picture [of] a marginal payday customer pushed over the edge.”

“Banning payday loans did not save Georgian households $154 million per year, as CRL projected, it cost
them millions per year in returned check fees.”

“...we take our results as evidence of a slipping down in the lives of would-be payday borrowers.”

Payday loans alleviate financial stress

“Most of our findings contradict the debt trap hypothesis.”

“Our findings show that [payday loans] help to avoid more quotidian disasters, like bouncing a mess of
checks, or getting hassled at work by debt collectors.”

HIGHLIGHTS PREPARED BY:
COMMUNITY FINANCIAL SERVICES ASSCCIATION OF AMERICA
CFSAA.COM




Kansas City Federal Reserve Reports On Consequences Of Payday Loan
Restrictions

An article published by Kelly Edmiston, senior economist at the Federal Reserve Bank of Kansas City, “Could
Restrictions on Payday Lending Hurt Consumers?’ examines the unintended consequences of restricting
payday lending. This analysis reviews previous studies on the subject, and employs new data on how
restrictions could affect consumers. Using data from consumer credit reports provided by the TransUnion credit
bureau, the Bank answers questions regarding credit standing and access when payday loans are unavailable.

The results of this study provide new evidence that restricting payday lending can actually adversely affect
consumers. The Bank reports that without access to payday lending, consumers may have limited ability to
maintain formal credit standing, have inadequate access to credit, or may seek more costly credit alternatives.
The implications of this study verify that policymakers must consider the potential costs to consumers before
restricting the practice of payday lending.

The full report is available at: http://www.kansascityfed.org/publicat/econrev/pdf/11q1Edmiston.pdf

Noted in the report:

>

Limiting access to payday lending leaves consumers with fewer credit options.

“The most obvious and important cost of restricting payday lending would be the potential loss of credit access
for consumers who may not have other sources of credit.”

“Fully 50 percent of respondents to the 2007 payday loan customer survey responded that, when they secured
their most recent payday loan, it was their only choice for short-term funds (Elliehausen).”

“Lack of access to credit can be costly to would-be borrowers. For example, without credit a broken-down car
may not be repaired, at least for a while. Without transportation to work, the consumer could lose significant
income, possibly a job, and almost certainly the ability to manage normal daily activities. Missed car payments
that lead to repossession could have the same effects. A payday loan might also be the only reasonable option
to provide for basic needs.”

Limiting access to payday lending can hurt consumers’ credit standings.

“Restricting payday lending might also damage a would-be borrower"s credit standing with traditional lenders.
When faced with unanticipated changes in income or expenses, a borrower may be forced to miss loan
payments or even default on a loan.”

“Another way payday lending can help a borrower protect his credit standing is by reducing the number of
outstanding loans reported to credit bureaus or trimming the degree to which other credit is tapped.”

“Credit scores provide the most direct measure of formal credit standing. Analyzing these data reveals that
consumers in counties under restrictive state payday lending laws were more likely to have low credit scores
than consumers in counties where payday lending is legal.”

Limiting access to payday lending leads to consumers resorting to inferior products.

“Payday lending restrictions may also limit access to credit overall or compel consumers to use other
nontraditional credit sources less favorable than payday lending.”

“Using survey data in Oregon and Washington, another study found that the imposition of an interest rate cap in

Oregon led to a sharp reduction in access to payday lending and that former payday borrowers shifted into

Lincomplete and plausibly inferior substitutes, “such as bank overdrafts and late bill payments (Zinman).”
HIGHLIGHTS PREPARED BY:

COMMUNITY FINANCIAL SERVICES ASSOCIATION OF AMERICA
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“The evidence showed that consumers in low-income counties may have limited access to credit in the absence
of payday loan options. As a result, they may be forced to seek more costly sources of credit.”

Payday loans can be a sensible, less costly credit option.

“In 2010, bounced check fees averaged $30.47. One study calculated the median interest rate on these loans to
be well in excess of 4,000 percent, or up to 20 times that of payday loans (Fusaro).”

“Lacking other options, a card-holding consumer facing a personal financial shock may decide to make an over-
the-limit credit card purchase or advance. The fees associated with charging more than the credit limit on a
credit card are in many cases significantly higher than the fee on an equivalent payday loan.”

“As of March 2010, the average over-the-limit fee was between $36 and $39. On a two-week, $100 loan, typical
of most payday loans, the effective rate of interest could exceed 1,000 percent.”

“Assuming that the borrower does not have overdraft protection through a savings account or line of credit, the
bank on which the check is drawn may either return the check to the presenter or cover the check, leaving the
account holder with a negative balance. In the latter case, the bank is, in essence, making a loan to the account
holder, which typically results in a substantial fee.”

HIGHLIGHTS PREPARED BY:
COMMUNITY FINANCIAL SERVICES ASSOCIATION OF AMERICA
CFSAA.COM




ANTI-PAYDAY LENDING ZONING RESTRICTIONS CAN HARM CONSUMER WELFARE

A law review article which is scheduled to appear in the Ohio State Law Journal by Sheila R. Foster, vice dean
for Academic Affairs and the Albert A. Walsh Professor of Real Estate, Land Use and Property Law at Ford-
ham University, “Breaking Up Payday: Anti-Agglomeration Zoning and Consumer Welfare,” casts considerable
doubt on whether zoning is the appropriate regulatory tool to achieve the consumer-protection and welfare
goals animating these ordinances. The author finds that economic literature on agglomeration economies’
suggests that there are costs to consumer welfare from limiting or breaking up clusters of retail stores.

The paper suggests that limiting payday stores through zoning can harm consumer welfare by decreasing

market competition among rival lenders. Such competition, “can provide consumers—particularly vulnerable
consumers with limited access and options to more traditional financial service providers—more product and
pricing options than they might have in the absence of this competition...these zoning restrictions may leave
payday lending consumers economically worse off than they were in an unfettered payday location market.”

The full report can be found at: http://papers.ssrn.com/sol3/papers.cfm?abstract id=2346515

Policy Recommendation: Lawmakers should consider more carefully the effects of anti-payday restric-
tive zoning ordinances on consumer welfare.

Zoning Restrictions can Harm Consumer Welfare

> “Zoning restrictions which limit or prevent firm agglomeration can increase [consumer] search costs and
reduce the incentives for competition between retail firms.”

> An examination of California payday lender zoning restrictions suggests that, “great skepticism” should
be applied to the “claim that zoning ordinances designed to disrupt or prevent payday lender concentra-
tions shield or protect consumers from payday lenders.”

Consumers Forced to Choose Other Products are Not Necessarily Better Off

> “...even where banks exist in neighborhoods heavily populated with traditional banking sources, some
populations make the understandable, and even rational, choice to use alternative products over more
traditional banking products.”

> ‘“Moreover, it is not necessarily the case that traditional banking products contain the most competitive
terms for economically vulnerable populations. Even when customers have equal access to traditional
banking products, such as overdraft credit protection, the associated fees and interest can be more ex-
pensive than payday loans.”

> "If consumers are apt to use payday lenders over other alternatives for reasons of access and conven-
ience, then they will continue to do so albeit with fewer choices.”

Regulation
> ‘“Evidence of a dynamic relationship between payday lending markets and state financial regulation

suggests that anti-agglomeration zoning regulations are likely to be, at best, neutral and, at worst,
harmful to consumer welfare.”

lAg,glomcration economies are the benefits that come when firms and people locate near one another together in cities and industrial clusters. These
benefits all ultimately come from transportation costs savings: the only real difference between a nearby firm and one across the continent is that it is
easier to connect with a neighbor.

HIGHLIGHTS PREPARED BY:

COMMUNITY FINANCIAL SERVICES ASSOCIATION OF AMERICA
CFSAA.COM




Survey by University of North Carolina Finds Consumers Face
Costly Short-term Credit Choices Since Payday Loans Exited the State

A November 2007 study by the University of North Carolina Center for Community Capital looked at
how North Carolina consumers have fared without the option of payday loans.

Although the study concluded that consumers were better off without payday loans, this conclusion
does not match the actual findings in the body of the study. In fact, respondents’ answers to the
survey clearly show that the elimination of payday loans in North Carolina did nothing about the
demand and forced consumers to replace payday loans with costly, less desirable and even
dangerous options. The survey found that consumers most frequently “did not pay/paid late” [an
expense] when faced with a financial crisis. Other frequently cited strategies were “bounced
checks/used overdrafts” or “used credit card/cash advance.” Some chose to forego prescription
medications or experienced damaged credit ratings.

It should also be noted that the majority of people surveyed had never used a payday loan or even
experienced a financial hardship in the previous three years. Only 23 of the 401 surveyed were
former payday loan customers. Of those, only five said that prohibiting payday lending has had a
positive effect on their household. The remaining majority may have been better served by payday
advances, which often offer lower fees and do not negatively impact credit ratings.

Read the full study at:
http://www.nccob.org/NR/rdonlyres/4BB13853-F3B0-48E2-9A2B-1A59177018CF/0/NC_After Payday.pdf

Noted in the r'éport:m -

» North Carolina consumers continue to face unexpected financial shortfalls

“The single most common cause [of a financial crisis] was an illness or some other medical
expense.... Tied for third place was the loss of income and home repairs.”

“The majority of [payday loan users] reported that they initially took out a payday loan because
they experienced a financial shock.... [This]...included car repairs, job loss, reduced work
hours, medical bills, annual car insurance payments, or unexpected expenses incurred by a
child.”

> North Carolina consumers have replaced payday loans with costly, less desirable
and even dangerous options

“The most common option [for dealing with their most recent financial crisis]... was to pay the
expense late or not to pay.”

“Ten percent [of those who did not pay or paid late] had utilities disconnected, went without a
prescription medication, or had a damaged credit rating.”

“[Fifty percent of those who did not pay or paid late] incurred late fees on charges, including
[some] who said their bill was turned over to a collection agency or that they faced
repossession or bankruptcy.”

Highlights prepared by:
Community Financial Services Association of America
www.cfsa.net




Restrictive Annual Rate Cap on Payday Advances in Oregon Harms Consumers,
Drives Borrowers to “Inferior Substitutes”

“‘Restricting Consumer Credit Access: Household Survey Evidence on Effects Around the Oregon Rate
Cap,” by Dartmouth College Professor Jonathan Zinman finds that restricting access to payday loans
“caused deterioration in the overall financial condition of Oregon households.”

The study surveyed 400 payday loan users in Oregon both before and after legislation was passed
capping the annual interest rate on payday loans. Zinman found that the cap “dramatically reduced
access to payday loans in Oregon,” and, as a result, borrowers turned to “inferior substitutes.”
Respondents were also “significantly more likely to experience an adverse change in financial condition.”
The results suggest that restricting access to payday loans harmed Oregon residents.

Read the full study at: http://www.dartmouth.edu/~jzinman/Papers/Zinman_RestrictingAccess_oct08.pdf
Noted in the study:
» Annual percentage rate caps on payday loans restrict access to short-term credit

The number of licensed payday lending outlets in Oregon fell from 346 in December 2006 [before the
annual percentage rate cap] to 82 by September 2008.

“The five month results...suggest that the Oregon Cap reduced the supply of credit for payday borrowers,
and that the financial condition of borrowers (as measured by employment status and subjective
assessments) suffered as a result.”

“The proportion of Oregon respondents reporting that it was harder to get a short-term loan recently rose
by 17 to 21 percentage points.”

» Consumers turn to inferior, more costly credit options without access to payday loans
“Former payday borrowers responded by shifting into incomplete and plausibly inferior substitutes.”
“Most substitution seems to occur through checking account overdrafts of various types and/or late bills.
These alternative sources of liquidity can be quite costly in both direct terms (overdraft and late fees) and
indirect terms (eventual loss of checking account, criminal charges, utility shutoff).”

» Overdraft protection is the closest substitute to a payday loan

“The closest substitute for a payday loan is arguably overdraft protection on a bank account.”

“Credit card cash advances and auto title loans are poor substitutes for payday loans...Fewer than 10% of
borrowers reporters that a title loan or cash advance would be their second choice if they could not get a
payday loan.”

» Eliminating access to payday loans hurts consumers’ employment and financial status

“Reducing payday loan access in Oregon hindered productive investments or consumption smoothing that
facilitated job retention (or search).”

“The proportion of respondents saying their financial situation had been getting worse in the last 6 months
increased by 6 to 8 percentage points in Oregon relative to Washington.”

HIGHLIGHTS PREPARED BY:
COMMUNITY FINANCIAL SERVICES ASSOCIATION OF AMERICA
CFSAA.COM




Restricting Payday Loans Harms Consumers

In the study The Case Against New Restrictions on Payday Lending, Todd J. Zywicki of George
Mason University’'s Mercatus Center concludes, “Economic theory and empirical evidence strongly
suggest that...paternalistic regulations would make consumers worse off, stifle competition, and do
little to protect consumers from concerns of over indebtedness and high-cost lending.”

The full study is available at:
http://mercatus.org/sites/default/files/publication/MOP64_FMWG_Payday%20Lending_web.pdf

The study found that:

» Payday loans are more attractive than potential alternatives.

“Those who use payday loans have limited alternative sources of credit, such as pawn shops,
bank overdraft protection, credit card cash advances (where available), and informal lenders.
Although expensive, payday loans are less expensive than available alternatives.”

» Eliminating payday loans does not eliminate the need for short-term credit

‘[F]oreclosing viable options for credit because they are thought to be too expensive does not
make the need for credit go away.”

‘[Ljack of access to payday loans would likely cause [customers] substantial cost and personal
difficulty, such as bounced checks, disconnected utilities, or lack of funds for emergencies
such as medical expenses or car repairs.”

“‘Deprivation of access to credit could cause substantial economic and personal harm if it
forces the consumer to go without the means to meet necessary expenses such as medical
care, car repairs, living expenses, rent, or work-related expenses such as transportation or
appropriate work clothing.”

» Theunintended negative consequences of regulation outweigh any positive effect.

‘[E]fforts by legislators to regulate the terms of small consumer loans (such as by imposing
price caps on fees or limitations on repeated use “rollovers”) almost invariably produce
negative unintended consequences that vastly exceed any social benefits gained from the
legislation.”

“Yolumes of theory and empirical analysis indicate that further restrictions on payday lending
likely would prove counterproductive and harmful to the very people such restrictions would be
intended to help.”

“[T]he end result of the regulatory scheme may be simply to change the mix or composition of
credit held by consumers, but not the overall amount of debt.”

“The overall impact of usury regulations is to force lenders and borrowers to change the terms,
types, and amounts of consumers credit offered when compared to what they would agree to
under a voluntary contract.”

HIGHLIGHTS PREPARED BY:
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CFSAA.COM






