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INTRODUCTION 
In the United States, the average annual percentage rate paid on a payday loan is 391%. But payday 
loans are only one of the many mechanisms that impose triple-digit interest rates on low-income 
and vulnerable communities. High-cost loans that collateralize a car title, fixed pensions, or 
expected tax returns can be equally as damaging. These loans frequently cause a cycle of debt 
from which it can be nearly impossible for individuals, families, and small businesses to emerge. 
And, while the new Consumer Financial Protection Bureau (CFPB) rules are helpful, they only 
address  certain  types  of  predatory  products  and  thankfully  do  not  preempt  stronger  state  laws. 

 
Similarly, student loan debt and predatory for-profit college practices start young student borrowers 
in a debt trap from which they often cannot escape. In the last few years, student loans have acceler- 
ated past all other types of loan debt, to $1.3 trillion in outstanding debt. Student loan borrowers who 
attend for-profit colleges are more likely to leave school before completing their studies, which is a 
leading cause of loan default – and some of these for-profit colleges, like ITT Technical Institute and 
Corinthian    Colleges,    have    been    accused    of    actually    defrauding    their    students. 

 
These predatory debt traps have a disproportionate impact on communities of color.  Minority 
students and women are especially affected by student loan debt and, in particular,  for-profit 
colleges. In 2014, the Center for Responsible Lending laid out this argument in a report, stating: “As 
our data demonstrate, attendees  of for-profit colleges  are more likely  to take on  debt for their 
education. Because many of these students will not complete their education or –  if  they  do 
graduate  –  will  have  poor  employment  prospects,  default  is  more  likely.  Because  students  of 
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color disproportionately attend for-profit colleges, borrow more, and have lower graduation rates, 
they may be at greater risk and experience disproportionate harm.” It is unsurprising, then, that 
while for-profit colleges enroll only about 11% of borrowers, they account for 35% of defaults – a 
number  that  does  not  include  those  students  who  attended  schools  that  have  now  closed. 

 
Many working Americans and students are pulled into these predatory debt traps, and if they default 
on a loan, there is an entire industry of debt buyers who turn a profit from their long climb out of 
debt. The Urban Institute estimates that 77 million Americans currently have credit reports that 
show accounts in collection. And when that debt is sold to a debt buyer, the situation becomes 
even worse. Debt buyers purchase old debts from creditors for pennies on the dollar and then 
hire debt collectors or attorneys to force consumers to pay up, often by suing them in court. Recent 
enforcement actions by state and federal regulators show widespread abuse and improper lawsuits 
brought to try to collect old debt. Even worse, with only 6% of debt sold with documentation, 
people are often sued for debt that may not even be theirs. And abusive debt collection practices 
tend to have a disproportionate impact on low-income communities and communities of color. 
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POLICY OPTIONS 
Below we highlight some policy reforms that address predatory debt traps in higher education, consumer 
lending, and debt collection. These reforms do not regulate all deceptive and predatory practices, but 
they are an important step. In addition to these policy options, a strong enforcement authority is critical 
to preventing repeat abuses. Attorneys general and state regulators should be empowered to investigate 
and bring enforcement actions against unfair, deceptive, or abusive practices. 

 
CURBING ABUSIVE HIGHER EDUCATION PRACTICES 
Student loan servicing has become an increasingly important piece of solving the student loan crisis. Not 
only do some servicers, including big banks, have a bad reputation for harassing borrowers, misallocating 
payments, and causing serious confusion regarding monthly amounts due, but they also have failed to put 
borrowers in repayment programs that may help them successfully repay their loans. And for-profit col- 
leges, which get the bulk of their money from taxpayer dollars, have been accused of inflating graduation 
and job placement numbers, along with enrolling students in programs that either do not exist or do not 
lead to the professional licenses needed to gain employment in their field. 

A Student Loan Bill of Rights could include components such as the following: 

Fair Practices 
One step to combat these practices is to require that all private student loan servicers be registered or 
licensed with the state and to prohibit servicers, including banks, from engaging in unfair, deceptive, and 
abusive practices. This includes establishing standards to ensure student loan servicers fairly allocate 
payments, minimize fees, promptly process payments, allow borrowers to pay down loans as quickly as 
possible, and have easy access to loan documentation and loan history. Licensing requirements alone are 
not enough, but are a tool to supplement rules against abusive practices. 

 
2015 Connecticut House Bill 6915/Public Act 162 

(https://www.cga.ct.gov/2015/ACT/PA/2015PA-00162-R00HB-06915-PA.htm) 
Sec. 6.  No student loan servicer shall: 
(1) Directly or indirectly employ any scheme, device or artifice to defraud or mislead student loan borrowers; 
(2) Engage in any unfair or deceptive practice toward any person or misrepresent or omit any material infor- 
mation in connection with the servicing of a student education loan, including, but not limited to, misrepre- 
senting the amount, nature or terms of any fee or payment due or claimed to be due on a student education 
loan, the terms and conditions of the loan agreement or the borrower’s obligations under the loan; 
(3) Obtain property by fraud or misrepresentation; 
(4) Knowingly misapply or recklessly apply student education loan payments to the outstanding balance of 
a student education loan; 
(5) Knowingly or recklessly provide inaccurate information to a credit bureau, thereby harming a student 
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loan borrower’s creditworthiness; 
(6) Fail to report both the favorable and unfavorable payment history of the student loan borrower to a na- 
tionally recognized consumer credit bureau at least annually if the student loan servicer regularly reports 
information to a credit bureau; 
(7) Refuse to communicate with an authorized representative of the student loan borrower who provides 
a written authorization signed by the student loan borrower, provided the student loan servicer may adopt 
procedures reasonably related to verifying that the representative is in fact authorized to act on behalf of the 
student loan borrower; or 
(8) Negligently make any false statement or knowingly and willfully make any omission of a material fact in 
connection with any information or reports filed with a governmental agency or in connection with any inves- 
tigation conducted by the Banking Commissioner or another governmental agency. 

 
Sec. 3 (b) Any person seeking to act within this state as a student loan servicer shall make a written appli- 
cation to the commissioner for an initial license in such form as the commissioner prescribes. Such applica- 
tion shall be accompanied by (1) a financial statement prepared by a certified public accountant or a public 
accountant, the accuracy of which is sworn to under oath before a notary public by the proprietor, a general 
partner or a corporate officer or a member duly authorized to execute such documents, (2) (A) the history 
of criminal convictions of the (i) applicant; (ii) partners, if the applicant is a partnership; (iii) members, if the 
applicant is a limited liability company or association; or (iv) officers, directors and principal employees, if 
the applicant is a corporation, and (B) sufficient information pertaining to the history of criminal convictions 
of such applicant, partners, members, officers, directors or principal employees as the commissioner deems 
necessary to make the findings under subsection (c) of this section, (3) a nonrefundable license fee of one 
thousand dollars, and (4) a nonrefundable investigation fee of eight hundred dollars. The commissioner, in 
accordance with section 29-17a of the general statutes, may conduct a state and national criminal history 
records check of the applicant and of each partner, member, officer, director and principal employee of such 
applicant. 

 
Accountability for For-Profit Institutions 
For-profit colleges could also be prohibited from enrolling students who will not be able to obtain a li- 
cense in their field due to a criminal background or other disqualifying factors, and for-profit institutions 
can be required to ensure that taxpayer dollars are supporting schools’ educational instruction - rather 
than CEO salaries. States should require for-profit colleges to report the percentage of revenue used in 
marketing, CEO compensation, and instruction – as well as, annually, student outcomes at the institution- 
al, campus, and program level. These outcomes ought to include the cohort default rate, repayment rate, 
job placement rate, median debt load, and statewide definition of job placement rate. That way, the state 
will be better able to shut down poorly performing schools and support those that are serving their stu- 
dents well. 

 
 
 

5        PREDATORY   DEBT  TRAPS  



POLICY OPTIONS 
 
 
 
 
 
 

2016 Maryland Senate Bill 427/Chapter 552 
(http://mgaleg.maryland.gov/2016RS/Chapters_noln/CH_552_sb0427e.pdf) 
Article – Commercial Law 
13–320. A private career school or for–profit institution of higher education, as defined under § 10–101 of the 
education article, may not enroll a student in a program that is intended to lead to employment in a field that 
requires licensure or certification in the state if: 
(1) Successful completion of the educational course offerings in the program at the private career school or 
for–profit institution of higher education will not meet the state educational requirements for licensure or 
certification; 
(2) The state entity that licenses or certifies individuals in the field requires as a condition of licensure or cer- 
tification that the private career school or for–profit institution of higher education attended by the individual 
satisfies a statutory or regulatory requirement, and the school does not satisfy the requirement; or 
(3) The private career school or for–profit institution of higher education is aware or reasonably should have 
been aware of any other factors that may lead to the ineligibility of the student to pursue or obtain licensure 
or certification in the state. 

 
Loan Relief 
Instead of leaving defrauded students in the untenable position of having to pay off student loan debt 
without the benefits of a degree from an accredited program, states can forgive or adjust the state-pro- 
vided loan debt of students exploited by these for-profit colleges – especially in cases of unfair, decep- 
tive, or abusive practices, or when programs are closed or sold. The state could also establish a relief 
fund to aid students who have attended schools that have since closed. 

 
2016 Rhode Island Senate Bill 2453 

(http://webserver.rilin.state.ri.us/BillText/BillText16/SenateText16/S2453.pdf) 
16-62-6. Additional general powers. -- In addition to the powers enumerated in § 16-62-5, the authority shall 
have the power: (1) To lend money to students and to parents of students and to refinance or consolidate 
eligible loans and education loans previously made to a student or parent by the authority or other lending 
sources for the purpose of assisting the student in obtaining an education in an eligible institution, including 
refinancing or consolidating obligations previously incurred by a student or a parent with other lending 
sources for this purpose and participating in loans to students or parents for this purpose with other lending 
sources. 

 
16-62-9. Bonds and notes of the authority. 
(p) The authority shall also have the power out of any funds available to purchase bonds and notes of the 
authority if the authority determines that such purchases will stabilize or make the market for the authority’s 
bonds more efficient. Such purchases shall not result in the extinguishment of the debt of the authority rep- 
resented by such bonds or notes. At the discretion of the authority, such bonds and notes may be held until 
the purpose of the purchase has been effected and then sold to the market or used as a credit against future 
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redemptions or maturities. 
 
 

In its 2016 session, Maryland established a Guaranty Fund for institutions of higher education to assist 
students of a closed for-profit college. 

 
2016 Maryland Senate Bill 427/Chapter 552 

(http://mgaleg.maryland.gov/2016RS/Chapters_noln/CH_552_sb0427e.pdf) 
Article - Education 
§11–203. (d) (1) By regulation, the Commission: 
(I) Shall create and provide for the operation of two separate guaranty funds for: 

1. For–profit institutions of higher education; and 
2. Private career schools; and 

(II) May create and provide for the operation of a guaranty fund for institutions of higher education that are 
required to register under § 11–202.2 of this subtitle. 
(2) (I) The for–profit institutions of higher education fund and the private career school fund shall be used: 

1. In the event of a school closure by a for–profit institution of higher education or a private career 
school, to provide a full refund of tuition and fees incurred by a student that have not been reimbursed 
or discharged; 
2. Subject to paragraph (3) of this subsection, to provide a refund, as determined by the Secretary, of 
tuition and fees incurred by a student that have not been reimbursed or discharged, if a for–profit insti- 
tution of higher education or a private career school fails to: 

A. Perform faithfully any enrollment agreement or contract with the student; or 
B. Comply with any provisions of this article; or 

3. For any other reason directly related to the original purpose of the fund deemed appropriate by the 
Secretary. 

 
Student Loan Ombudsman 
In 2015, Connecticut passed legislation to help current student debtors and to curb further accumulation 
of student debt. The passage of House Bill 6915, the first such law of its kind in the country and enacted 
with bipartisan support, establishes the Student Loan Bill of Rights, which, among other things, creates 
the position of student loan ombudsman to assist parents and students in finding affordable loan options, 
settle disputes, educate the public, and establish standards of conduct for student loan servicers. 

 

2015 Connecticut House Bill 6915/Public Act 162 
(https://www.cga.ct.gov/2015/ACT/PA/2015PA-00162-R00HB-06915-PA.htm) 

Section 1. (b) The Student Loan Ombudsman, in consultation with the commissioner, shall: 
(1) Receive, review and attempt to resolve any complaints from student loan borrowers, including, but not 
limited to, attempts to resolve such complaints in collaboration with institutions of higher education, student 
loan servicers, as defined in section 2 of this act, and any other participants in student loan lending, including, 
but not limited to, The University of Connecticut, the Board of Regents for Higher Education, the Office of 
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Higher Education or the Connecticut Higher Education Supplemental Loan Authority; 
(2) Compile and analyze data on student loan borrower complaints as described in subdivision (1) of this 
subsection; 
(3) Assist student loan borrowers to understand their rights and responsibilities under the terms of student 
education loans; 
(4) Provide information to the public, agencies, legislators and others regarding the problems and concerns 
of student loan borrowers and make recommendations for resolving those problems and concerns; 
(5) Analyze and monitor the development and implementation of federal, state and local laws, regulations 
and policies relating to student loan borrowers and recommend any changes the Student Loan Ombudsman 
deems necessary; 
(6) Review the complete student education loan history for any student loan borrower who has provided 
written consent for such review; 
(7) Disseminate information concerning the availability of the Student Loan Ombudsman to assist student 
loan borrowers and potential student loan borrowers, as well as public institutions of higher education, stu- 
dent loan servicers and any other participant in student education loan lending, with any student loan servic- 
ing concerns; and 
(8) Take any other actions necessary to fulfill the duties of the Student Loan Ombudsman as set forth in this 
subsection. 

 
ADDRESSING PREDATORY HIGH-COST CONSUMER LOANS 
Predatory lenders have historically focused on small-dollar, short-term loans – like payday loans – in order 
to hook borrowers into a downward spiral of repeated loan refinancing and corresponding fees for bor- 
rowing. As regulations around short-term loans have increased, predatory lenders have adapted by also 
pursuing high-cost installment loans and car title loans. It is important for any reform effort to target the 
underlying components of a predatory debt trap product and not just the specific financial instrument. 

 
Control Excessive Rates 
Payday loans typically carry rates exceeding 300% annual interest, with payments due on a borrower’s 
next payday. Payday loans take access to a borrower’s bank account, are structured with unaffordable 
payments, and keep many borrowers trapped in an inescapable cycle of debt. One straightforward policy 
option for addressing high-cost, small-dollar loans – including payday loans – is simply to cap the annual 
percentage rate (APR) at a more consumer-friendly amount. Many national experts recommend a cap on 
state usury rates at an all-inclusive 36%, which is the same rate currently in place for active-duty members 
of the military under the federal Military Lending Act. There are 15 states plus the District of Columbia 
which cap the rates on payday loans at about 36%. The language for each varies depending on the exact 
construct of the payday and small dollar loan laws. 

 

Montana Code Title 31. Credit Transactions and Relationships 
(http://leg.mt.gov/bills/mca/31/1/31-1-722.htm) 
31-1-722. Prohibited and permitted fees -- attorney fees and costs. (1) A licensee may not charge or receive, 
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directly or indirectly, any interest, fees, or charges except those specifically authorized by this section. 
(2) A licensee may not charge a fee for making or carrying each deferred deposit loan authorized by this 
part that exceeds 36% per annum, exclusive of the insufficient funds fees authorized in subsections (3) and 
(4)... 

 
Military Lending Act (10 USC 987) 

(https://www.gpo.gov/fdsys/pkg/USCODE-2015-title10/html/USCODE-2015-title10-subtitleA-partII- 
chap49-sec987.htm) 
§987. Terms of consumer credit extended to members and dependents: limitations 

(b) Annual Percentage Rate.—A creditor described in subsection (a) may not impose an annual percentage 
rate of interest greater than 36 percent with respect to the consumer credit extended to a covered member 
or a dependent of a covered member. 

 
Limit Fee Packing 
One way that predatory lenders make even more money off of borrowers is by tacking on unnecessary 
and costly products, packaged with a high-cost loan. These fees for add-on products – such as credit in- 
surance and club memberships – increase the cost to the borrower with little additional benefit, all while 
fueling a lender’s incentive for refinancing. Loan packing should be regulated to ensure that the costs of 
insurance and add-on products are included in the cap on costs, such as in the 36% APR cap mentioned 
above. 

 
2016 Connecticut House Bill 5571/Public Act 65 

(https://www.cga.ct.gov/2016/ACT/pa/2016PA-00065-R00HB-05571-PA.htm) 
Sec. 22. Section 36a-558 of the general statutes is repealed and the following is substituted in lieu thereof: 
(d) Small loans that are the subject of the activities set forth in subsections (a) and (b) of this section shall 
not contain: 
(1) For a small loan that is under five thousand dollars, an annual percentage rate that exceeds the maxi- 
mum annual percentage rate for interest that is permitted with respect to the consumer credit extended 
under the Military Lending Act, 10 USC 987 et seq., as amended from time to time, or for a small loan that is 
between five thousand and fifteen thousand dollars, an annual percentage rate that exceeds twenty-five per 
cent as calculated under the Military Lending Act, 10 USC 987, et seq., as amended from time to time; 

 
Military Lending Act (10 USC 987) 

(https://www.gpo.gov/fdsys/pkg/USCODE-2015-title10/html/USCODE-2015-title10-subtitleA-partII- 
chap49-sec987.htm) 
§987. Terms of consumer credit extended to members and dependents: limitations 
(i) Definitions.—In this section: 

(4) Annual percentage rate.—The term “annual percentage rate” has the same meaning as in section 107 
of the Truth and Lending Act (15 U.S.C. 1606), as implemented by regulations of the Board of Governors 
of the Federal Reserve System. For purposes of this section, such term includes all fees and charges, 
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including charges and fees for single premium credit insurance and other ancillary products sold in 
connection with the credit transaction, and such fees and charges shall be included in the calculation 
of the annual percentage rate. 

 
Prevent Loan Flipping 
Predatory lenders charge an exorbitant amount, especially when considering all the extra fees and add-on 
products, but a major source of profit comes from churning these supposedly short-term loans by starting 
a new loan to pay off another loan – thereby incurring a new set of fees. Data show that over 75% of pay- 
day loan fees are generated from borrowers stuck in more than 10 loans per year. This cycle of debt is 
the core of the payday lending business model, siphoning billions of dollars a year from workers with an 
average annual income of $25,000. For short-term loans, one way to address loan flipping is to limit the 
days of short-term loan indebtedness to 90 days in a 12-month period – similar to guidance from the FDIC 
to its supervised banks. In order to do this, a state would need to require lenders to use a shared database 
to ensure compliance with regulations and data gathering. For long-term loans, states can regulate the 
fees charged on loan refinancing in order to reduce the economic incentive for churning. 

 
FDIC Guidelines for Payday Lending (Revised November 2015) 
(https://www.fdic.gov/news/news/financial/2005/fil1405a.html) 
Ensure that payday loans are not provided to customers who had payday loans outstanding at any 
lender for a total of three months during the previous 12 months. When calculating the three-month 
period, institutions should consider the customers’ total use of payday loans at all lenders. 

 
Washington State 
In 2009, the state of Washington enacted a law (House Bill 1709/Chapter 510 - http://lawfilesext.leg. 
wa.gov/biennium/2009-10/Pdf/Bills/Session%20Laws/House/1709-S.SL.pdf)   based   on   the   principles 
of the FDIC guidance to ensure that short-term debt does not become a cycle of long-term debt. Wash- 
ington’s law enacts a limit of eight loans in a 12-month period, which is far more generous than the FDIC 
standard, yet still resulted in a 75% reduction in payday loan fees paid by Washingtonians. This law also 
required the director of financial institutions to develop an information technology system to provide 
payday lenders with enough data on borrowers to comply with the law. 

 
Revised Code of Washington. Title 31-Miscellaneous Loan Agencies. Chapter 45-Check Cash- 
ers and Sellers. 
(http://app.leg.wa.gov/RCW/default.aspx?cite=31.45) 

31.45.073 (4) A borrower is prohibited from receiving more than eight small loans from all licensees in any 
twelve-month period. A licensee is prohibited from making a small loan to a borrower if making that small 
loan would result in a borrower receiving more than eight small loans from all licensees in any twelve-month 
period. 
31.45.093 (1) The director must, by contract with a vendor or service provider or otherwise, develop and im- 
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plement a system by means of which a licensee may determine: 
(a) Whether a consumer has an outstanding small loan; 
(b) The number of small loans the consumer has outstanding; 
(c) Whether the borrower is eligible for a loan under RCW 31.45.073; 
(d) Whether the borrower is in an installment plan; and 
(e) Any other information necessary to comply with this chapter. 

 
Reporting and Accountability 
Strong reporting requirements allow state regulators to better understand the high-cost lending markets. 
For example, California has similar reporting requirements for all small-dollar lenders, including day lend- 
ers. As a result, California regulators are able to see that loans between $2,500 and $5,000 APRs over 
100% were the fastest-growing segment of loans made by consumer finance lenders. 

 
California Financial Code 

22159. (a) Each finance lender and broker licensee shall file an annual report with the commissioner, on or 
before the 15th day of March, giving the relevant information that the commissioner reasonably requires con- 
cerning the business and operations conducted by the licensee within the state during the preceding calen- 
dar year for each licensed place of business. The individual annual reports filed pursuant to this section shall 
be made available to the public for inspection except, upon request in the annual report to the commissioner, 
the balance sheet contained in the annual report of a sole proprietor or any other nonpublicly traded persons. 
“Nonpublicly traded person” for purposes of this section means persons with securities owned by 35 or fewer 
individuals. The report shall be made under oath and in the form prescribed by the commissioner. 
22160. The commissioner shall make and file annually with the Department of Business Oversight as a public 
record a composite of the annual reports and any comments on the reports that he or she deems to be in the 
public interest. 

 

PREVENTING UNFAIR DEBT COLLECTION 
While the front-end practices of predatory lenders and abusive for-profit colleges push borrowers into a 
cycle of debt, the back-end practices of debt buyers keep borrowers from climbing out of their debt traps. 
According to a recent ProPublica article, debt buyers, “through a massive number of suits filed between 
2008 and 2012, extracted at least $34 million from black neighborhoods. … It is important to note that 
once a creditor obtains a judgment, the judgment appears on a person’s credit report, often preventing 
individuals from accessing employment and housing, thus cementing the already very wide racial wealth 
gap.” 

 
Prevent frivolous debt collection lawsuits 
Before debt collection lawsuits can proceed and debt buyers can obtain judgments against residents, 
states should require documentation that shows who owns the debt and how much they owe. Some 
legislative proposals pushed by the debt collection industry have tried to address this problem by simply 

 
 
 

11        PREDATORY   DEBT  TRAPS  



POLICY OPTIONS 
 
 
 
 
 
 

requiring an affidavit as proof that the right person is being sued for the right debt. However, affidavits 
alone are insufficient and risk perpetuating robo-signing abuses similar to those in the foreclosure crisis. 

 
North Carolina 2009 Senate Bill 974/Session Law 573 

(http://www.ncga.state.nc.us/Sessions/2009/Bills/Senate/PDF/S974v5.pdf) 
§ 58-70-115. Unfair practices. 
No collection agency shall collect or attempt to collect any debt by use of any unfair practices. Such practices 
include, but are not limited to, the following: 
(5) When the collection agency is a debt buyer or acting on behalf of a debt buyer, bringing suit or initiating 
an arbitration proceeding against the debtor, or otherwise attempting to collect on the debt without (i) valid 
documentation that the debt buyer is the owner of the specific debt instrument or account at issue and (ii) 
reasonable verification of the amount of the debt allegedly owed by the debtor. For purposes of this subdi- 
vision, reasonable verification shall include documentation of the name of the original creditor, the name and 
address of the debtor as appearing on the original creditor’s records, the original consumer account number, 
a copy of the contract or other document evidencing the consumer debt, and an itemized accounting of the 
amount claimed to be owed, including all fees and charges. 

 
§ 58-70-155. Prerequisites to entering a default or summary judgment against a debtor under this Part. 
(a) Prior to entry of a default judgment or summary judgment against a debtor in a complaint initiated by a 
debt buyer, the plaintiff shall file evidence with the court to establish the amount and nature of the debt. 
(b) The only evidence sufficient to establish the amount and nature of the debt shall be properly authenticat- 
ed business records that satisfy the requirements of Rule 803(b) of the North Carolina Rules of Evidence. The 
authenticated business records shall include at least all of the following items: 

(1) The original account number. 
(2) The original creditor. 
(3) The amount of the original debt. 
(4) An itemization of charges and fees claimed to be owed. 
(5) The original charge-off balance, or, if the balance has not been charged off, an explanation of how the 
balance was calculated. 
(6) An itemization of post charge-off additions, where applicable. 
(7) The date of last payment. 
(8) The amount of interest claimed and the basis for the interest charged. 

 

Prevent zombie debt 
“Zombie debt” deals with time-barred debt (debt beyond the statute of limitations), or debt that has 
already been paid, settled in full, or discharged in bankruptcy, but is nonetheless subject to collection at- 
tempts. States should prevent lawsuits on zombie debt. Policies should also be passed that prevent debt 
from being revived by small payments after the statute of limitations has expired. 
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North Carolina 2009 Senate Bill 974/Session Law 573 
(http://www.ncga.state.nc.us/Sessions/2009/Bills/Senate/PDF/S974v5.pdf) 
§ 58-70-115. Unfair practices. 
No collection agency shall collect or attempt to collect any debt by use of any unfair practices. Such practices 
include, but are not limited to, the following: 
(4) When the collection agency is a debt buyer or is acting on behalf of a debt buyer, bringing suit or initi- 
ating an arbitration proceeding against the debtor or otherwise attempting to collect on a debt when the 
collection agency knows, or reasonably should know, that such collection is barred by the applicable statute 
of limitations. 

 

2015 Maine House Paper 753/Chapter 272 
(http://legislature.maine.gov/bills/getPDF.asp?paper=HP0753&item=3&snum=127) 
7. Acting on time-barred debt. A debt collector may not initiate a collection action when the debt collector 
knows or reasonably should know that the collection action is barred by the limitations period as set forth 
in subsection 8. 
8. Limitations period for debt collectors. A debt collector may not commence a collection action more than 6 
years after the date of the consumer’s last activity on the debt. This limitations period applies notwithstanding 
any other applicable statute of limitations, unless a shorter limitations period is provided under the laws of 
this State. Notwithstanding any other provision of law, when the applicable limitations period expires, any 
subsequent payment toward, written or oral affirmation of or other activity on the debt does not revive or 
extend the limitations period. 

 
2016 Missouri Attorney General Rule 15 CSR 60-8.100 

(http://s1.sos.mo.gov/cmsimages/adrules/csr/current/15csr/15c60-8.pdf) 
15 CSR 60-8.100 Threatening to File or Filing Suit on Certain Consumer Debt 
(1) It is an unfair practice for any person to threaten to file a civil action, or to file a civil action, for a debt that 
is primarily for personal, family, or household purposes, if such debt has been— 

(A) In default for a period of time such that the statute of limitation to file a civil action for collection of 
the debt has expired; 
(B) Discharged by a bankruptcy court; 
(C) Declared void or unenforceable by a court of competent jurisdiction; or 
(D) Deemed fully satisfied pursuant to an agreement with the consumer and the creditor or its assigns. 

 
Protect borrower assets 
Restrictions should be placed on how and when lenders can access a borrower’s bank account to prevent 
repeat overdrafts and involuntary account closure. Garnishment protections should also be increased, en- 
suring that garnishments leave families with enough money to make ends meet. Four states prevent wage 
garnishment – North Carolina, Texas, South Carolina, and Pennsylvania. 
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Texas Property Code 
TITLE 5. Exempt Property and Lines 
SUBTITLE A. Property Exempt from Creditors’ Claims 
CHAPTER 42. Personal Property 

(http://www.statutes.legis.state.tx.us/Docs/PR/htm/PR.42.htm) 
Sec. 42.001.  PERSONAL PROPERTY EXEMPTION. 
(b) The following personal property is exempt from seizure and is not included in the aggregate limitations 
prescribed by Subsection (a): 

(1) current wages for personal services, except for the enforcement of court-ordered child support 
payments; 
(2) professionally prescribed health aids of a debtor or a dependent of a debtor; 
(3) alimony, support, or separate maintenance received or to be received by the debtor for the support 
of the debtor or a dependent of the debtor; . . . 

South Carolina Code of Laws 
TITLE 15. Civil Remedies and Procedures 
CHAPTER 39. Executions and Judicial Sales Generally 
ARTICLE 1. General Provisions 

(http://www.scstatehouse.gov/code/t15c039.php) 
SECTION 15-39-410. Property which may be ordered to be applied to execution. 
The judge may order any property of the judgment debtor, not exempt from execution, in the hands either 
of himself or any other person or due to the judgment debtor, to be applied toward the satisfaction of the 
judgment, except that the earnings of the debtor for his personal services cannot be so applied. 
SECTION 15-39-420. Withholding of wages pursuant to foreign garnishment proceeding prohibited under 
certain circumstances. 
(1) No employer in this State shall withhold any portion of the wages of any employee residing in this State 
as a result of any garnishment proceedings brought in any court outside of this State unless the creditor first 
obtains a judgment against such employee growing out of the same indebtedness for which the garnishment 
proceedings were instituted in a court of competent jurisdiction in South Carolina. The burden of proving the 
competent jurisdiction of the court shall rest upon the creditor. 
(2) The provisions of this section shall not apply to any debt incurred outside the State of South Carolina 
by such employee nor shall there be any garnishment of earnings for personal services rendered by the 
employee regardless of where the debt was incurred. 
(3) Any employer violating the provisions of this section shall be deemed guilty of a misdemeanor and upon 
conviction shall be fined not more than one thousand dollars. 

 
Stop the carryover of forced arbitration 
Debt collectors should not have the same rights to mandatory arbitration as lenders, since the borrower 
presumably signed a contract with the lender and not the debt collector. 
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National Consumer Law Center’s Model State Consumer & Employee Justice Enforcement Act 
(http://www.nclc.org/images/pdf/arbitration/model-state-arb-act-2015.pdf) 
Title V: Prohibition of Forced Arbitration Clauses under State Law 
Section 4. Prohibition of arbitration clauses that are not governed by federal law. Any forced arbitration 
agreement, or portion thereof, in an employment or consumer contract is invalid, unenforceable, and void, 
when the enforceability of such arbitration agreement, or the portion at issue, is governed by State law. Any 
such arbitration agreement shall be considered severable, and all other provisions of the employment con- 
tract shall remain in effect and given full force. 
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COMMUNICATIONS & MESSAGING 
Background: 
When talking about predatory debt traps, here are a few important things to keep in mind: 

• First, define the problem in terms of the actions of the lenders, e.g., the product is designed to 
create a debt trap. 

• When outlining the solution, focus on benefits and money saved for low-income families. 
• Highlight the harms to both individuals and communities, noting the role that debt traps preventing 

opportunities and in perpetuating poverty and income inequality. 
• Emphasize the harmful impacts of predatory lending on working families and small businesses, 

who often end up trapped in a cycle of debt from which it can be nearly impossible to emerge. 
 

Topline Message: 
Predatory debt traps harm those who can least afford it and, for far too many individuals, families, and 
small businesses, lead to a crippling cycle of debt. These practices harm our economy while ruining the 
credit and fortunes of people working hard to make it into the middle class. 

 
Talking Points (with Supporting Facts): 

 
For-Profit Colleges 
• More than 40 million people owe over $1.3 trillion in student loans. This debt hinders future opportu- 

nities, such as buying a home or starting a business. 
• For-profit students who borrow to pay for higher education are less likely to graduate and get jobs in 

their fields, bear higher burdens of debt, and have higher default rates on that debt. 
• Students attending nonprofit four-year colleges – both public and private – are about twice as likely 

to graduate as those attending for-profit colleges. 
• The for-profit sector generates nearly half of all defaults while enrolling only about 13% of all students. 
• States can enact strong protections to increase oversight of for-profit colleges, ensuring that taxpay- 

er dollars are not wasted on fraudulent or predatory institutions of higher education. 
 

Student Loan Debt 
• The $1.3 trillion of student loan debt that is owed in America is causing younger people to delay invest- 

ing in local economies – from purchasing a house to starting a business. 
• Older Americans can be caught in this trap as well. Those who are 60 and older are the fastest-growing 

group of student loan debtors. 
• Federal programs to help deal with student loan debt exist, but servicers too often fail to put borrow- 

ers in the program that makes the most sense for them. 
• When students are trying to repay their loans, servicers may engage in practices such as misapplica- 

tion of payments, making false reports to credit bureaus, and refusing to qualify borrowers for certain 
income-sensitive repayment programs. 

• States can ensure that students are treated fairly when trying to repay their loans by enacting strong 
servicing regulations, such as Connecticut’s Student Loan Bill of Rights. 

• States can enact regulations that guarantee borrowers’ payments are properly accounted for and that 
they are offered the most affordable repayment programs available to them. 
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Payday Loans 
• Most states have no substantive restrictions to protect against the harms of 300% APR payday and car 

title loans. States with these high-cost loans lose $8 billion a year in fees paid on these unaffordable 
loans (see the cost to your state here). 

• A 2013 study by the Insight Center notes that the payday lending industry resulted in a loss of $774 
million in economic activity in 2011, leading to the estimated loss of more than 14,000 jobs. Bankrupt- 
cies and foreclosures increase the strain on social service agencies, charitable donations, and churches. 

• The U.S. Department of Defense has issued strong rules to protect members of the military from pay- 
day, car title, and installment loans. In a report to Congress, DoD wrote: “Predatory lending undermines 
military readiness, harms the morale of troops and their families, and adds to the cost of fielding an all 
volunteer fighting force.” These protections do not cover veterans. 

• The business model of payday lenders relies on making loans that borrowers cannot pay back without 
reborrowing – and paying even more fees and interest. In fact, these lenders make 75% of their money 
from borrowers stuck in more than 10 loans in a year. 

• Payday loans are associated with an increased likelihood of bank penalty fees, bankruptcy, delinquen- 
cy on other bills, and bank account closures. 

 
Debt Collection 
• 35% of American adults are affected by debt collection. Consumers complain to the Consumer Finan- 

cial Protection Bureau (CFPB) about debt collection more than any other financial service. 
• Big banks, municipalities, and utility companies sell debts for pennies on the dollar to debt buyers, who 

then pursue collections and lawsuits on that old debt. 
• Only 6% of debt sold has documentation. Debt buyers flood the courts with suits based on these 

accounts, swearing the information is correct without knowing if it is. They count on defendants not 
showing up in court, and in most cases, they win default judgments. 

• Communities of color are disproportionately impacted. Predominantly black neighborhoods experi- 
ence lawsuits and judgments at twice the rate of white neighborhoods. 

• A CFPB proposal of rules for third-party debt collectors is weaker than state laws with strong protec- 
tions. States can enact protections to ensure that people are not forced to pay for debts they do not 
owe – or forced to defend themselves against being sued for debts they do not owe. 

• When suits are lost, harms can include wage garnishment, account seizures, and liens on property. 
• Debt collection protections also prevent unnecessary damage to credit reports, increasing access to 

housing, employment, and insurance. 
 

Opposition Messaging and Responses: 
While the arguments below are framed in terms of payday loans, similar arguments are 
made in defense of other debt trap industries: 

 
Argument: Payday loans meet a need in times of “emergency,” including for individuals who can’t find 
financial support anywhere else. 

 
“There are single moms with kids that when the refrigerator goes out, they need $800, they really can’t find 
money anywhere else. There’s not a bank that’s going to loan them money.” -Oklahoma State Rep. Chris Kannady, 
3/10/2017 
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(http://www.news9.com/story/34726031/oklahoma-clergy-members-sign-petition-against-payday-loan-bill) 
 

“[This bill] will keep alive an industry that provides financing for people who can’t find financing through traditional 
means.” -Raymond Sanchez, lobbyist for the Consumer Installment Loan Association, 3/7/2017 

 
(http://nmpolitics.net/index/2017/03/efforts-to-rein-in-storefront-lending-in-danger/) 

 
Response: Most payday loans are not used for one-time emergency expenses; rather, they attempt to 
settle recurring expenses such as rent and utility bills. Making ends meet is made harder by huge interest 
rates at 300%. These unaffordable loans – which cause borrowers to default on other expenses or contin- 
ue borrowing – are not the type of credit that gets someone out of financial stress. In fact, it makes things 
worse. Regardless of whether the cost is described as a fee or interest, it gets disclosed in terms of APR, 
which, on average, is 391%. That is nothing other than a high-cost, dangerous debt trap. 

 
Argument: Payday loans help people avoid other financial problems that might arise. 

 
“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.” -Federal Reserve Bank of New York Staff Report, Community Financial 
Services Association of America 

 
(http://cfsaa.com/our-resources/policymaker-resources/consumers-fare-worse-under-payday-loan-bans.aspx) 

 
Response: The reality is that payday loans are associated with a whole host of financial bu dens: an in- 
creased likelihood of bank penalty fees, bankruptcy, delinquency on other bills, bank account closures, and 
more. They often keep individuals trapped in an endless cycle of debt, since the business model of payday 
lenders relies on making loans that borrowers cannot pay back without reborrowing – and paying even 
more fees and interest. In fact, these lenders make 75% of their money from borrowers stuck in more than 
10 loans in a year. 

 
Polling: 

 

• According to a 2016 GBA Strategies national poll, only 3% of registered voters hold favorable views of 
payday lenders, while 51% hold unfavorable views toward them. 

• In the same poll, among voters who report that they have been a recipient of a payday loan, only 7% 
give payday lenders favorable ratings – while 51% give unfavorable ratings. Meanwhile, voters who 
know friends or family who have gotten payday loans give payday lenders even worse ratings of 4% 
favorable to 63% unfavorable. 

• After hearing a basic description of payday loans, voters think there should be additional regulation of 
payday lending by a wide margin: 71% to 25%. 

• There is broad political agreement on the issue of payday loan oversight. Democrats are the most in 
favor of additional payday lending regulation at 82%, but large majorities of both Independents and 
Republicans are also in favor – at 65% and 63%, respectively. 

• Additionally, Latino and African American voters are among the most supportive of additional regula- 
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tion – with Latinos favoring it by a margin of 72% to 25% and African Americans favoring it by an even 
greater margin of 78% to 19%. 

• In a 2016 Lake Research Partners national poll, 64% of Americans support tighter requirements on 
lenders to verify that consumers can repay a loan. 

 
Sample Social Media Content: 
Here are some sample tweets you can adapt for your own use. This language can also be easily modi- 
fied for posting on Facebook: 

 

#4profit colleges are predatory debt traps generating nearly half of all defaults while enrolling 
only 13% of all students. #HigherEdNotDebt 

 
Student loan repayments = predatory debt traps, especially as servicers fail to put borrowers in 
sensible programs. #HigherEdNotDebt 

 
States can help students repay loans by licensing servicers, guaranteeing offers are most afford- 
able repayment programs #HigherEdNotDebt 

 
Payday loans are prime #predatorylending traps w/ increased bank penalty fees, bankruptcy, de- 
linquency on bills & bank acct closure 

 
$8 billion–that’s how much states w/ high-cost payday loans lose each year in fees paid on unaf- 
fordable loans (w 300% APR! #StopTheDebtTrap 

 
Debt collection disproportionately impacts communities of color w/ lawsuits at 2x rate in black 
neighborhoods vs. white. #StopTheDebtTrap 

 
States must take action on #predatorylending by enacting protections ensuring people are not 
forced to pay for debts they don’t owe. 

 
There is bipartisan support for more oversight on #predatorylending: Ds favor add’l regulation at 
82%, Rs at 65% and Independents at 63% 
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Supporting Organizations 
Center for Responsible Lending 

 
 

Fact Sheets, Messaging & Communications Materials 
Payday and Car Title Lenders Drain $8 Billion in Fees Every Year, CRL  
Payday Loans: The Bad and The Ugly, Stop the Debt Trap 
Voters Really, Really Don’t Like Payday Lenders, Stop the Debt Trap, June 2016 
Protect Our Communities From Predatory Payday Lenders, Wade Henderson, Leadership Confer- 
ence on Civil and Human Rights 

 
Policy Briefs & Reports 
Payday Loan Stories: Caught in the Debt Trap, National People’s Action 
Why 36%? The History, Use, and Purpose of the 36% Interest Rate Cap, National Consumer Law 
Center 
Wrong Way: Wrecked by Auto Title Debt in Arizona, Consumer Federation of America 
How Wall Street’s Predatory Products Pillage Women’s Wealth, Opportunities, & Futures, NJCU, 
ISAIAH, ACCE, June 2016 

 
Graphics 
Map of U.S. Payday Interest Rates, CRL, May 2016  
Infographics, Stop the Debt Trap 
Five Things You Need to Know About Payday Lending, Stop the Debt Trap, June 2016 
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