CASHEURONETUK, LLC:

RESPONSE TO ANNOTATED ISSUES STATEMENT ISSUED BY THE COMPETITION
COMMISSION ON 31 JANUARY 2014

NON-CONFIDENTIAL VERSION

CashEuroNetUK, LLC (CashEuroNet) appreciates the opportunity to comment on the Competition
Commission’s (CC’s) Annotated Issues Statement (AlS). CashEuroNet's comments are summarised
here and further developed in its various responses to individual working papers published by the CC.

1 IMPACT OF FORTHCOMING REGULATION ON THE CC INVESTIGATION

1.1 CashEuroNet concurs with the CC that forthcoming changes to the regulation of payday
loans are likely to affect the nature of competition. The CC notes in particular the
impact that a price cap is likely to have on entry into and exit from the market, the
supply of loans to certain groups of customers and the nature of price competition.

1.2 CashEuroNet wishes to emphasise that the impact on competition in the market is not
restricted to these elements, and would in fact affect all features of the market. For
example, the structure of a price cap in combination with the level of the cap can have
very significant impacts on the types of products available, as has been the case in
Australia. The price cap in Australia essentially renders multi-period payday loans and
running accounts to be uneconomic. We would urge the CC to consider how regulation
can affect non-price competition as well as price competition.

1.3 Payday price caps, in combination with other regulatory measures, in various US states
have resulted in reduced supply of credit, a reduction in price competition®, increased
instances of bank returned instrument fees” and the development of unlicensed and
illegal lending markets®. Experience shows it is important to strike the right balance in
the context of the overall regulatory regime.

2 THE MARKET FOR SHORT TERM LENDING

2.1 Consumers of payday loans will typically have a number of different possible options
for obtaining funds, including both formal and informal sources, with different costs
associated with them (both financial and emotional). Payday loans cannot be considered
as existing in a vacuum unaffected by other forms of credit. As the CC notes, “payday
lending...remains a relatively small proportion of overall unsecured debt™. The
revenues from payday lending for the financial year 2012 were estimated to be around
£1.1 billion®. They are smaller than, for example, the estimated revenues of banks from
unauthorised overdrafts which were estimated to be £1.7 billion in 2011°.

! De Young, R and Phillips, R J (2009), Payday loan pricing. Research Working Paper 09-07. The Federal
Reserve Bank of Kansas City, Economic Research Department.

2 Morgan, Donald P., Michael R. Strain, and lhab Seblani. "How payday credit access affects overdrafts and other
outcomes." Journal of Money, Credit and Banking 44.2-3 (2012): 519-531.

3 OFT (2009) High-cost credit review, Annexe B: International research: Case studies in Ireland, Germany and
the United States (OFT1150b) London: Office of Fair Trading.

* Competition Commission, “Payday Lending Market Investigation: Annotated Issues Statement”, paragraph 45

> Ibid, paragraph 45

® Office of Fair Trading (2013) ‘Review of the personal current account market’, paragraph 3.21



2.2

2.3

2.4

Payday loans are transparent and simple. They involve low sums of money and
classically cover short periods. From a regulatory perspective, they are considered high
risk because of the cost of the credit, the consumers who use them and the potential for
borrowers to extend their borrowing (thus potentially incurring higher costs than they
would have anticipated) or borrow again. We understand that this is the basis upon
which the FCA has proposed tighter rules on this type of lending.

This logic is flawed, however, when the definition of high cost short term credit
excludes other types of credit such as logbook lending, pawnbroking and home
collected credit. The risk to the consumer with a logbook loan or a pawnbroking loan is
materially greater than is the case with payday lending as the consumer puts an asset on
the line in return for an expensive loan. Logbook loans in particular have received
attention from the OFT and consumer groups. Similarly, pawnbroking loans are used
regularly by consumers who put a possession at risk each time they borrow. Home
collected credit is also a high cost form of consumer credit. Yet these forms of lending
are excluded from the CC investigation and from the rules the FCA will introduce for
payday loans. Because of this, there is a risk that consumers will be diverted from
payday loans to products which may carry greater risk for them.

CashEuroNet therefore emphasises that the CC should consider the broader range of
high cost credit options open to consumers, and how regulation may affect payday
lending to a greater or lesser extent than other competing forms of credit.

3 COMPETITION WITH OTHER FORMS OF CREDIT

3.1

It is very important that the CC properly captures the extent to which consumers can
turn to other options instead of payday loans, as these alternative sources of funding
exert a competitive constraint on payday lending that the CC is considering. The CC’s
consumer survey produces some very helpful results in terms of identifying alternative
options for consumers, but there are some issues where the survey may have failed to
fully assess the options. CashEuroNet is, in particular, concerned about the following:

3.1.1 Unauthorised overdrafts

3.1.2 Informal/illegal lending

Unauthorised overdrafts

3.2

In order to inform their view on the existence of substitutes for payday loan products,
the CC compares the characteristics of payday loans with other credit products. For
example, in paragraph 15 of the working paper on ‘Competition between Payday
Lenders and other Credit Providers’, the CC claims that unauthorised overdrafts are
different from payday loans because they typically last 3 days only. However, the short
duration of unauthorised overdraft is not so much a product feature but rather the
outcome of the high cost of the product and the fact that the facility is linked to the
current account. Consumers may not plan to borrow for 3 days using their unauthorised
overdraft facility; rather, they overdraw on their account and try to pay as soon as
possible to avoid the high cost (the high cost of unauthorised overdrafts is noted by the
CC in Annex 1 of the CC working paper on ‘Competition between payday lenders and
other credit providers”). Also, any funds the consumer will receive in their current
account will automatically be used by the bank to repay the unauthorised overdraft
facility which is again likely to result in consumers only using unauthorised overdrafts
for only a few days. Payday loans offer an alternative to this high cost credit.



3.3 CashEuroNet is very surprised at the CC’s finding that ‘only a very small proportion of
payday customers (around 2 per cent) would have used a credit card or overdraft to
borrow the money had their payday loan not been available’.” This does not fit with our
understanding of our customers or the wider market. CashEuroNet is particularly aware
of the competitive constraint produced by authorised and unauthorised overdrafts, and
is concerned that the CC have underestimated the role of this source of funds for
customers of payday loans.

3.4 The reason for this underestimate lies with the questions posed in the CC’s consumer
survey, which could result in customers not reporting that they would have used an
unauthorised overdraft, even if they would have used one. We explain in detail our
concerns with the questions posed in the CC’s consumer survey in our response to the
working paper ‘Competition between payday lenders and other credit providers’. In
summary, we are concerned that respondents are only asked about unauthorised
overdrafts once they have indicated that they could have used an overdraft facility, even
though there are people who do not have an (authorised) overdraft facility but do have
access to unauthorised overdrafts.

3.5 To explore this issue further, CashEuroNet conducted a short bespoke online survey of
a sample of its customers to find out if unauthorised overdraft facilities and payday
loans are considered substitutes.® Customers were asked about how their use of
unauthorised overdrafts had changed due to their use of payday loans, by asking them
how often they had run up unauthorised overdrafts during a twelve month period before
and after their adoption of payday loans. The results were that:

351 before the adoption of payday loans, [CONFIDENTIAL] % of respondents
said they had run up unauthorised overdrafts; and

3.5.2  since adopting payday loans, [CONFIDENTIAL] % of respondents said they
had run up unauthorised overdrafts.

3.6 The results indicate that use of unauthorised overdrafts [CONFIDENTIAL], this
suggests that payday loans and unauthorised overdrafts are used as substitutes by the
survey respondents.

3.7 We look forward to the new evidence from the upcoming CC survey of Credit
Reporting Agencies, which may be better able to assess the use of unauthorised
overdrafts, depending on the availability of data. It will be important for the CC to have
highly granular (perhaps daily) information about current account status for this
analysis.

3.8 Finally, we would be grateful for clarification of the CC’s claim that there is limited
evidence to suggest that payday lenders take the action of providers of other credit
products into account. We attach, for example, evidence of CashEuroNet's monitoring
of the overdraft fees charged by banks (please see Annex 1 to this Response for
examples of such monitoring from 2010). Furthermore, as is shown in Annex 2 of the
"Competition between payday lenders and other credit providers" working paper, the
majority of lenders have submitted that they do take into account a variety of other
credit products when setting their prices.

’ Competition Commission, “Payday Lending Market Investigation: Annotated Issues Statement”, paragraph 53,
bullet 2.

® This was an online survey of customers. 1,254 customers viewed the survey, of which 914 completed the survey.
The survey asked only four questions and took 1 minute to complete. A number of successful applicants were
asked to complete the survey for a six-day period in February 2014. Further details can be found in our response
to the working paper ‘Competition between payday lenders and other credit providers’.



Informal/illegal lending

3.9 The CC consumer survey finds that a large proportion (31%) of respondents reported
that they would have turned to ‘family and friends’ if a payday loan had not been
available. CashEuroNet suspects that in practice, a significant proportion of these
survey respondents may turn to informal or illegal lenders who require significant
financial returns from lending. A later question (QPDSB3) in the survey asked if
respondents could have used an unlicensed lender or loan shark, and 17% of
respondents said that they could have.’

3.10 Informal or illegal lending can take many different forms. Past reports commissioned
by BIS indicate that in the past there has been a significant extent of informal/illegal
lending in the UK." CashEuroNet has firsthand experience of the potential growth of
illegal or unregulated lending following the imposition of more stringent controls on
regulated lending in the United States.

3.11 Per previously submitted documents™!, the US market has seen a spike in informal and
illegal market lending as more states have established caps and various other
restrictions on the supply of payday loan credit. Data from the State of Oklahoma,
among others, showed that complaints about unlicensed internet lending outnumbered
complaints about payday licensees. Because state regulatory agencies typically lack the
resources to pursue the large number of unlicensed internet lenders, this unlicensed
market grew unchecked to the point that an estimated 60%+ of internet payday loans
were issued by unlicensed lenders. The State of New York, where payday lending is
illegal, recently launched enforcement against over 30 unlicensed internet lenders and
was subsequently joined in its efforts by federal bank regulators. These outcomes bear
watching as the UK implements price caps and other regulatory measures.

4 COMPETITION BETWEEN PAYDAY LENDERS
Price competition

4.1 The CC observes that prices of several products tend to cluster around £30 for a £100
loan, with some lenders charging over £45 and others charging £25 or less.

4.2 CashEuroNet would like to emphasise that, as a risk-based product (like insurance),
payday loan prices should be considered relative to the expected cost, which is
determined by the expected default rate. A lender charging £25 per £100 to a relatively
low risk customer is a different proposition than a lender charging £25 per £100 to a
relatively high risk customer, just as it is the case that motor insurance for a low risk
driver is a different proposition to motor insurance for a high risk driver.
[CONFIDENTIAL].

¥ Competition Commission (2014), ‘Payday Lending Survey’ Table 69.

19 For example, see a 2010 report by Policis, ‘Interim evaluation of the national illegal money lending projects —
summary’, report commissioned by BIS. Policis found that approximately 320,000 individuals turned to illegal
lenders in the UK, with total borrowing of £120 million and total repayments of £450 million.

11 CashEuroNet submission to the Competition Commission, July 12, 2013.



4.3

4.4

4.5

4.6

4.7

Consequently, wide price dispersion may simply reflect payday lenders to some extent
serving different types of customers (by risk profile). Some lenders may go ‘deeper into
the market’ by accepting higher risk customers than other lenders. The CC has shown in
the working paper ‘Customers and their loans’ (slide 32) that there is a large variation
in the proportion of loans that are not repaid in full across different lenders, and this
variation is not incomparable to the price dispersion noted by the CC. It is therefore
vital for the CC to assess prices in conjunction with the cost of default. This requires a
careful analysis covering a sufficiently long time period that takes into account the total
cost of credit and the different ways these costs may be recovered from different types
of customer. In its Working Papers, the CC seems to have analysed prices in isolation.
Furthermore, it is possible for a payday lender to alter its pricing strategy by flexing its
loan acceptance criteria to alter the risk profile of the customers it accepts. A lender
could effectively reduce its price relative to the competition by accepting higher risk
customers at the same listed price as before.

[CONFIDENTIAL] This is an outcome that can be expected in a competitive market.
This is certainly the outcome that the CC has observed in the private motor insurance
market, where the CC ‘found strong rivalry in the sale to consumers of basic motor

insurance’*?.

The analysis in the CC's working paper on payday lender pricing refers to the 'listed'
prices for payday loans, which do not take into account discounts, which can be
significant. It is also important to note that CashEuroNet has declined to add charges
and fees that are common throughout the industry. The lack of expedited funding fees
or post maturity interest must be considered in the total cost of credit equation.

On a more specific point of fact, CashEuroNet would like to note that the example
given in paragraph 58 of the AIS, of a one-month £100 loan repaid 11 days late, can
cost significantly less than £40 in total, as estimated by the CC. The QuickQuid payday
product of this type, including the late payment fee, would cost £32 in total for the
‘Excellent’ price tier and £37 in total for the ‘Good’ price tier (as well as £41.50 for the
‘Average’ price tier)."®

We also notice, for example, in the ‘Payday Lender Pricing’ working paper figure 4, the
CC has only presented information about the highest price tier of QuickQuid payday
loans, which we call our ‘Average’ price tier (CONFIDENTIAL]), but do not present
evidence about the ‘Good’ price tier nor the ‘Excellent’ price tier. We do not
understand why only the highest price tier would be included in an analysis of the range
of prices on offer.

12 “private Motor Insurance Market Investigation: Provisional Findings report’, paragraph 5 of the summary.
13 QuickQuid has a late fee of £12 and does not charge post-default interest. So the total cost for the ‘excellent’
price tier would be the £20 financing charge plus the £12 late fee, equal to £32.



Non-price competition

4.8

CashEuroNet supports the CC’s finding that ‘the evidence suggests that there has been
some competition between lenders on non-price loan attributes in the period since
2008’. Online payday lenders supply new innovative financial products to a customer
base which is often not well served by banks. Non-price competition through
improvements in product features (typically supplied at no extra cost) is at the heart of
how this sector has developed and will develop in the future, subject to the regulatory
regime. The importance of non-price competition should therefore not be under-
estimated, just as it should not be under-estimated for other technology-driven sectors.

5 COSTS AND PROFITABILITY

5.1

5.2

53

54

55

CashEuroNet has not yet had the opportunity to review the CC’s working paper on the
profitability of payday lending companies, as this working paper was only published on
February 24.

We welcome the CC’s recognition of the need to assess how the development of the
sector affects profitability and the higher risks inherent in start-up companies.*

In particular, CashEuroNet would like to highlight the considerable risk facing payday
lending companies that the CC has identified in terms of wide variations in profitability
and, in particular, the rate of default. It is vital to consider profitability on an ex-ante
basis, taking into account the wide range of possible outcomes that an investor could
reasonably have expected. Some lenders have been successful, whilst others have made
losses, and in this rapidly changing market, no lender can assume their success will
continue indefinitely.

For example, whilst the CC is right to note that the default rates of existing customers
tend to be lower than for new customers, this does not provide well-established lenders
with assurance about their future profitability. As the CC has reported in the ‘Repeat
Customers’ working paper, the average customer tends to remain an active customer of
a payday company for only around a year, before moving on to an alternative payday
lender or other sources of credit. For example, only 35% of customers who took out
loans in 2012 ended up coming back to the same lender in January-August 2013".
Furthermore, the default rate of existing customers is still distinctly uncertain, even for
a well-established lender, with CC analysis showing default rates for existing customers
varying greatly amongst different lenders'®.

The profitability of payday lending must therefore be considered on an ex-ante basis, as
the expected return for an investor taking into account the range of possible outcomes.

6 THEORIES OF HARM

Impediments to customers' ability to shop around and switch supplier

6.1

CashEuroNet would like to emphasise that the level of shopping around for an online

4 Competition Commission, “Payday Lending Market Investigation: Annotated Issues Statement”, paragraph 51.
1 Competition Commission (2014) ‘Repeat Customers— presentation based on analysis of their transaction data’,

slide 13.

%" Competition Commission (2014) ‘Customers and their loans — presentation based on analysis of their
transaction data’, slide 36.



payday loan (45%),"" is broadly comparable to other financial services products:

6.1.1 The current CC market investigation on private motor insurance (PMI)
reveals that ‘two-fifths (42%) of PMI customers said that they last compared
insurers or insurance policies less than a year ago’.'® The CC considered this a
relatively high level of shopping around and concluded that there was strong
rivalry in the sale to consumers of motor insurance®®.

6.1.2 In a Yougov survey of 2011, 58% of people responded that they use a price
comparison website (PCW) to buy insurance and 42% use PCWs to find a
utility provider®.

6.1.3 A survey by Mintel® from 2011 showed that: 46% of consumers have
researched motor insurance through a PCW; and 25% have researched a credit
card.

6.2 To further examine the issue, CashEuroNet conducted a short bespoke online survey of
its customers® to estimate the proportion of those who shop around. Similar to the CC
consumer survey, customers were first asked whether they shopped around for the loan
for which they had been approved, and if the answer was ‘No’, they were asked a
follow-up question on whether they had ever shopped around for a previous payday
loan. The results of the survey show that [CONFIDENTIAL] % replied that they had
shopped around for the loan in question and [CONFIDENTIAL] % replied that, while
they had not shopped around for this loan, they had shopped around for previous
payday loans. We will provide further detail on the findings of this survey, which are
broadly consistent with the CC’s consumer survey findings, in our response to the
‘shopping around’ working paper.

6.3 We would ask the CC to consider suitable benchmarks for determining whether there is
sufficient shopping around for payday loans. In markets where the CC has found there
to be strong rivalry in the sale to consumers (e.g., PMI), the majority of consumers do
not shop around.

6.4 In a number of other areas, CashEuroNet is surprised by the conclusions that the CC
has drawn from the findings of the consumer survey, and suggests alternative
interpretations, as follows:

" The CC consumer survey found that 31% of online payday loan customers shopped around for their most recent
loan, and an additional 14% have shopped around when buying a previous loan. See Tables 152 and 160 of the
‘Payday lending TNS survey tables’. As payday customers typically only stick with a lender for 12-18 months,
this suggests that 45% of customers shopped around in the past 12-18 months.

8 Competition Commission (2013) ‘Private Motor Insurance Market Investigation: IFF Research report’,
paragraph 2.20.

19 See Competition Commission (2013) working paper ‘Private motor insurance investigation: Theory of harm 4:
Obstacles to switching’, particularly paragraphs 2 and 14. The Competition Commission refers to another survey
finding that 55% of respondents ‘generally compare PMI policies every year at renewal’. Of these respondents,
35% (of the 55%) then went on to say they had not compared ‘less than a year ago’ (question Al4a), which
explains the difference with the 42% that actually compared ‘less than a year ago’. See page 27 of the ‘Consumer
survey tables’ published with the Competition Commission working papers for the PMI investigation.

20 http://cdn.yougov.com/cumulus_uploads/document/Omzoub601j/Y G-Archive-1110506-Publicite.pdf.

2! http://www.mintel.com/press-centre/technology-press-centre/price-comparison-sites-its-a-click-with-60-of-brits.
22 This was an online survey of customers conducted over a 6-day period in February 2014. [CONFIDENTIAL].



6.5

6.6

6.7

6.8

6.9

6.4.1 The CC suggests that consumers do not switch due to the perceived
inconvenience of doing so0.?® But the main reason cited in the CC consumer
survey for why people stay with the same lender is the fact that they are happy
with the level of service provided™.

6.4.2 The CC considers that consumers may switch around because they are denied
a loan by their existing lender.”® But when respondents in the CC consumer
survey were asked the reason why they have used multiple lenders, a large
proportion (44%) replied that they switched due to preferring an alternative
loan or service (p. 134-135). The most important aspect preferred for the new
lender is the cost of the loan (38%).

Overall, the CC consumer survey evidence suggests that a significant proportion of
online payday loan customers do shop around, use multiple lenders and choose lenders
on the basis of preferred services or loan cost.

CashEuroNet also calls for the CC to conduct further research before concluding that
customers will ‘perceive time spent shopping around to be costly’ due to the value they
place on the speed of funding.?® It is important to reflect on the amount of time
involved. From the customers’ perspective, obtaining funds quickly means obtaining
funds within the next hour or so via a payday loan, or instantly from an unauthorised
overdraft, instead of having to wait perhaps a few days for alternative sources (such as
from family and friends or a credit union). The findings of the qualitative research of
the consumer survey?’ show that each customer spends approximately 1-10 minutes
reviewing the websites of payday lenders. This is not surprising given the ease of
accessing price information from many payday lenders' websites®®. In the view of
CashEuroNet, therefore, the need to obtain funds within an hour rather than in the next
few days does not preclude shopping around for the best deal online, as the amount of
time needed to shop around is relatively small.

[CONFIDENTIAL].
[CONFIDENTIAL].

Finally, CashEuroNet shares the CC’s concern that ‘some borrowers may be over-
optimistic about their ability to repay’, and therefore may pay insufficient attention to
late fees and post-default interest charges when selecting a loan.? It is the view of
CashEuroNet that these charges should be kept at reasonable levels, in order to protect
customers who may be facing financial difficulties. For this reason, CashEuroNet does
not charge post-default interest and our late payment fee, set at £12, is relatively low
both compared to other payday lenders and compared to banks and credit card
companies.*

2% Competition Commission, “Payday Lending Market Investigation: Annotated Issues Statement”, paragraph 86.

24 Competition Commission, ‘Research into the payday lending market: Final Report’, page 136.

% Competition Commission, “Payday Lending Market Investigation: Annotated Issues Statement”, paragraph 93.
% Competition Commission, “Payday Lending Market Investigation: Annotated Issues Statement”, paragraph 86.

2" Competition Commission, ‘Research into the payday lending market: Final Report’, page 95

%8 Competition Commission, “Payday Lending Market Investigation: Review of the Websites of Payday Lenders

and Lead Generators”, paragraph 2.

2 Competition Commission, “Payday Lending Market Investigation: Annotated Issues Statement”, paragraph 92.

% As shown in the Competition Commission working paper ‘Payday lender pricing’.



Market power and entry and expansion
6.10 The CC is focusing on three potential barriers to entry:
6.10.1  Customer information:

(@) The CC is right to identify the importance of customer information for
the payday lending business, as effective identification of customers
who can be expected to successfully pay back the loan is a vital factor
in the success of a lender. As the CC has identified, default rates vary
greatly across lenders and are perhaps the single most important
determinant of whether a lender is successful or not.

(b) Consequently, CashEuroNet actively seeks improved customer
information. CashEuroNet is involved in a Callcredit project to
introduce real time data for payday lending, so that we are able to see
what payday loans an applicant currently has. This information will be
of benefit to all payday lenders (through Callcredit), and is due to be
launched in April or May 2014.

(c) These improvements in information benefit both existing payday
lenders and new entrants alike. Whilst payday lending requires
innovative technologies to allow credit provision to customers that
traditional lenders often turn away, these technologies are available to
new entrants and do not represent a significant barrier to entry. This is
quite clear, given the success of new entrants such as Wonga and the
large number of smaller payday lenders that currently exist in the
market.

(d New lenders such as [CONFIDENTIAL] have also successfully
entered the market with competitive prices. Credit risk modelling for
payday lending benefits from the rapid turn around of the loans, which
means that new entrants can learn about default rates within only 30
days or so of issuing loans (in contrast to longer term forms of
consumer debt). This allows new entrants to relatively quickly refine
and improve their credit scoring models.

6.10.2  Customer acquisition costs: The CC will be focusing its investigation on the
costs of building a brand primarily through advertising or acquiring
customers through third parties.

(@  Similarly, customer acquisition costs, which represent a significant cost
of payday lending, do not represent a significant barrier to entry, as
many potential marketing channels have few ‘fixed’ costs. Buying
leads from a lead generator costs the same, per lead, for a small lender
as it does for a larger lender and leads can be sourced at multiple price
points on the ping tree. Pay-per-click costs are also similarly scalable.
The cost of TV advertising represents [CONFIDENTIAL]
CashEuroNet’s marketing spend.®

31 TV advertising accounted for [CONFIDENTIAL] % of total marketing spend in 2013.



6.10.3  Reputation risk: The CC is considering the extent to which the political and
media attention centred on disreputable lending practices and the social costs
of payday lending may deter or restrict lenders considering entering the
payday lending market.

(@) CashEuroNet understands that the under-provision of financial services
by banks to sub-prime customers (those with relatively low or volatile
incomes or poor credit histories) has been a long running issue in the
UK and the fundamental reasons for this are unlikely to change. Sub-
prime customers provide very limited scope for banks to cross-sell
other products and thereby spread acquisition costs, so therefore are
unlikely to become a focus for mainstream lenders, even in the absence
of negative political and media attention on the sector.

CONCLUSION AND NEXT STEPS

CashEuroNet appreciates the detailed analysis undertaken by the CC to-date in order to
understand the market for short term high cost credit and we would respectfully ask the CC to
consider the points raised in this response during the next phase of this inquiry.



From: Hohnstein, Gregory

Sent: Wednesday, June 16, 2010 11:53 AM

To: King, Alex; LaPointe, Andrew; Dolchenko, Olga
Cc: Perkins, Anne

Subject: BBC article on Overdraft Charges

In case you had not previously seen this, an article from BBC in May that includes
unauthorized charge example.

http://news.bbc.co.uk/2/hi/business/10110698.stm

(excerpt from the article):

Andrew Hagger, of financial website Moneynet.co.uk, argued that charges levied when
people go overdrawn without permission were still a bigger issue for consumers...

[CONFIDENTIAL]

[CONFIDENTIAL]

Greg Hohnstein
Marketing Manager

312-784-0690 Direct

A Cash America Company (NYSE CSH)

This email and any files transmitted with it are confidential and intended solely for the use of the individual

or entity to whom they are addressed. If you are not the addressee or authorized to receive this for the addressee,
you must not use, copy, disclose or take any action based on this message or any information herein. If you have
received this message in error, please advise the sender immediately by reply e-mail and delete this message.


http://news.bbc.co.uk/2/hi/business/10110698.stm�

BBC News - Overdraft rates ‘at 10-year high'
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"To point out one factor as the main influence on pricing makes no
sense."

Andrew Hagger, of financial website Moneynet.co.uk, argued that charges
levied when people go overdrawn without permission were still a bigger
issue for consumers.

If someone with an agreed overdraft was charged at a market average of
14% and they were £500 overdrawn for 15 days each month, they would
pay interest charges of £2.87 per month, he said.

If their interest rate was increased by 2%, it would mean having to pay an
extra 41p every month.

"These charges pale into insignificance when compared to the
unauthorised charging structures currently employed by some of the
banks," he said.

"The area that really needs more focus is unauthorised charging, where a
£50 unauthorised overdraft for just three days can cost a customer up to
£60 for what is a short-term and fairly minor financial indiscretion."
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HSBC - Unauthorised Overdraft Services
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We're committed to doing everything we can to help you manage your money as efficiently as possible. Find out
more about our Fair Fees F'olig\[.
What is the Overdraft Service?

Put simply, your current account enables you to spend money you put into it in a number of different ways, for
example via self service machine withdrawals or standing order payments.

Our Overdraft Service provides you with flexibility on those occasions when you might need to spend before your
money is paid in.
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» Our Overdraft service
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Do you know you need an Overdraft?

Most of the time, you probably know whether you will need an overdratt limit in advance. On these occasions you
can approach us at any time to request us to set up a formal overdraft limit on your current account.

But do you always know?
You would be surprised how many current account customers issue cheques, or use their debit cards, and when
we receive them, there's not enough money in their account, or any existing formal overdraft limit is insufficient.

Itis not surprising really. We all lead busy lives, so it's hard to keep a track of what's going in and out of your
current account everyday. And, we know you can't control exactly when debits hit your account every day.

When this happens, we assume you would like us to pay that debit and that you're making an informal overdraft
request. And if we agree to it, the overdraft will be provided for 31 days. If another informal request is made
during this period, we will treat it as a new regquest.

Who is eligible for our Overdraft Service?

All requests for our Overdraft Service are subject to your credit status and you must be aged 18 or over. The
overdraft Service is not available on your Basis Bank Account, Passport Account, Amanah Bank Account,
Appointee Bank Account, or any savings account. All Overdrafts are repayable on demand.

What is the cost of the Overdraft Service?

Our Fair Fees Policy means that we won't charge you for agreeing either a formal or informal overdraft request —
unless they occur frequently.

You won't have to pay an arrangement fee for any overdraft request (formal or informal) in a charging month if
you have not made any requests in the last six charging months. Any further requests within a six month period
may incur an arrangement fee. However, we won't charge you an arrangement fee if your daily requests total £10
or less.

You won't have to pay more in fees than the maximum you are overdrawn by in your charging month, so a £15
overdrafl is not going to cost you £50. You will not have to pay a fee for an informal overdraft request if your
account is credited with covering funds by the end of the same day. We will charge debit interest on all overdrawn
balances unless we have agreed an interest free period with you. For more information on fees, interest rates and
our fair fees policy please see our price list.

Eind out more about interest rates and fees

Is the Overdraft Service the best way to borrow?

When it comes to borrowing money, the Overdraft Service provides just cne of the many different borrowing
options available to you. Our Overdraft Service is an excellent way of borrowing money for a short period of time:

+ to cover you for a few days before you receive your income
+ to cover you for a month or two, if you have particularly heavy spending which you know you can repay quickly
+ when you normally run your account in credit, but a debit just happens to hit your account at the wrong time

However, if you find yourself increasingly relying on your Overdraft more regularly — soon after pay day, or you're
finding it difficult to run your current account in credit — then you should question whether you are borrowing
maoney in the best and most cost effective way.

Remember, every formal and informal overdraft request we agree to may incur an arrangement fee.




Is the Overdraft Service the best way to borrow?

When it comes to borrowing money, the Overdraft Service provides just one of the many different borrowing
options available to you. Our Overdraft Service is an excellent way of borrowing money for a short period of time:

« to cover you for a few days before you receive your income
+ to cover you for a month or two, if you have particularly heavy spending which you know you can repay quickly
+ when you normally run your account in credit, but a debit just happens to hit your account at the wrong time

However, if you find yourself increasingly relying on your Overdraft more regularly — soon after pay day, or you're
finding it difficult to run your current account in credit — then you should question whether you are borrowing
maoney in the best and most cost effective way.

Remember, every formal and informal overdraft request we agree to may incur an arrangement fee.

When to consider other borrowing alternatives

Many customers prefer to run their account in credit and if you would like to, but find you're struggling to do so,
we can help you consider whether there are better ways to manage your finances.

You could move some of your borrowing onto a separate account and arrange to repay this separately. Some
customers prefer a fixed monthly repayment over a period of time to ensure their borrowing s repaid. Other
customers might not want to commit to fixed monthly payments, and need a more flexible arrangement that
allows them to repay different amounts each month.

What next?
Call us, visit your local branch or go online if you would like to:

« set up, or change, a formal overdraft on your current account,

+ know more about how to get your current account back in credit,

+ know more about other products which can help you with larger, longer term borrowing needs, or

+ talk to someone if you think you have a problem managing your borrowing. It's important to speak to us a scon as.
possible to see where we can help.
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An ‘overdraft’ is where we lend you money when you would
otherwise not have money available to make a payment®.

Planned Overdrafts

A 'Planned Overdraft’ is an overdraft up to an agreed limit which
you arrange with us in advance. We will not charge you for setting
up a Planned Overdraft and from time-to-time we will review it to
make sure it's still right for you.

Unplanned Overdrafts

If you try to make a payment out of your account (for example by
Direct Debit or cheque) and you don't have enough money, we will
treat this as a request for an 'Unplanned Overdraft' or for an
increase in one you already have. If we agree, we'll provide you
with an Unplanned Overdraft (or extend your existing one} to
cover the payment.

You'll pay a monthly fee if you use an Unplanned Overdraft any
time during a monthly billing period and also pay a daily fee, which
reflects how far and how long you go over your limit. If we don't
agree to give you an Unplanned Overdraft, you won't be able to
make the payment and a fee will apply. More details can be found
on our rates and charges page.

How to avoid Overdraft fees

Checking your balance

You can keep an eye on your balance on a daily basis:
< atany Lloyds TSB branch or Cashpoint® machine
+ through Telephone Banking on 0845 3 000 000*

+ through Internet Banking
+ you can also register for weekly Free Text Alerts.

Managing your money

Limit Alerts and Mobile Banking Pack

~ We wil send you Text Alerts when you get close to or
exceed your limit so that you can aveid Unplanned
Overdraft fees (registration required). A monthly fee of
just £2.50 applies for each account that you have
registered.

+ The monthly fee remains the same whether you receive
several texts in a month or none.

<

If you have a Student account you can receive this
service free until October 2010. The service is also free
for Premier accounts and Private Banking accounts.

<

The Mobile Banking pack also allows you to manage your
money on your mobilet

If something happens
The Grace Period

If your account goes over its limit, you'll have until 3:30pm the
same day to pay in enough money to cover your payments and
avoid overdraft fees. The money needs to be ‘cleared funds’
which can be paid to your account by:

+ paying cash into your account at any Lloyds TSB branch,

< transferring money from another Lioyds TSB perscnal
account online via Internet Banking or by calling 0845 3
000 000,



Control Account

For £10 a month, Control helps you take charge of your finances
by preventing you using an Unplanned Overdraft and incurring
daily fees. It can be added to any Classic Account.

How do | apply?

Online

If you have a current account with us and are
registered for Internet Banking you can apply for a

Planned Overdraft online quickly and securely.

By phone
Call 0845 3 000 000** and we'll complete your Planned
Overdraft application with you.

Lioyds TSB Bank pic and Lioyds TSB Scotland pic are authorised and regulated by the Financial Services
Authority. FSA authorisation can be checked on the FSA's Register at: www.fsa.oov.ukiregister. Lioyds TSB Bank
plc and Lioyds TSB Scotland plc are members of the Financial Services Compensation Scheme and the Financial
‘Ombudsman Service. We subscribe to The Lending Code; copies of the Code can ba obtained

from www lendingstandardsboard.org.uk

* How much we lend (if any) is subject to our of your personal Overdrafts are also
repayable on demand.

** Calls may be monitored and recorded in case we nead to chack we have carried out your instructions correctly
and to help us improve our qualty of service,

1You'l need to have a Lioyds TSB current account with an active debit card and be registered for Internet Banking.

Cashpoint® are registered trademark of Lioyds TSB Bank pic.

About Lioyds TSB | Lloyds Banking Group | Careers with us | Investor relations | Media Centre
| Security | Rates and Charges | Ways to bank with us | Accessibility | Legal | Privacy | Be a savvy saver
| Lloyds TSB Ginema

Overdraft fees:

Borrowing from us with an Overdraft

An overdraft is where, as part of our overall service, we are willing to lend you money
through your current account. We provide two types of overdraft: a Planned Overdraft
and an Unplanned Overdraft.

If you decide you need an overdraft, you can ask us in advance for a Planned
Overdraft. You can also ask to increase an existing Planned Overdratt limit at any time.
You must be 18 or over to have a Planned Overdraft.

How much we lend depends on our assessment of your personal circumstances.
Lioyds TSB is a responsible lender and we only want you to borrow what you can afford
and in a way that is best for you.

If you try to make a payment but do not have enough available money in your account,
then we will either agree to an Unplanned Overdraft covering that payment or you will
not be able to make that payment. Fees will normally be charged in either case. Please
see condition 10 in "Your Banking Relationship with us’, the Personal Banking Terms
and Conditions, for more details about overdrafts and available funds.

You will also normally be charged interest if you use a Planned or Unplanned Overdraft.
All overdrafts are repayable on demand.

Overdraft Fees

We will not charge you fees for setting up a Planned Overdraft but if we agree to your
request for an Unplanned Overdraft, we will charge you the following fees:

Fee Unplanned Overdraft Fees | Unplanned Overdraft fees - Description

Monthly £15 You will pay this fee if you have an Unplanned
fee Overdraft at any time during your monthly
billing period (even if your next monthly billing
period is only a few days away).
We will charge you a maximum on one
monthly fee in a monthly billing period.

Daily Unplanned Overdraft You will pay a daily fee for using an Unplanned
fee balance is: Overdraft. The amount of the fee will be
worked out at the end of each day (including
less than £25 £6 a day weekends and bank holidays) on the balance
of your Unplanned Overdraft.
£25 10 £100 £15a  We will charge you a maximum of 10 daily
day fees in a monthly billing period.

more than £100  £20a
day



An Unplanned Overdraft continues until it is repaid. So, at the start of any monthly
billing period, if you still have an Unplanned Overdraft from the previous monthly billing
period, you will incur a further monthly fee and up to another 10 daily fees (depending
on when you pay it back).

Unplanned Overdrafts are intended to be used for short-term borrowing. You will find it
cheaper to ask for a new or increased Planned Overdraft that meets your needs, rather
than using an Unplanned Overdraft. You can do this by visiting us in branch or calling
us on 0845 3 000 000.

Interest payable on overdrafts

The same rate of interest is currently payable for both Planned and Unplanned
Overdrafts. The rate you pay will depend on the type of current account you have with
us. For detalls of our interest rates please ask in any branch, visit us at
www.lloydstsb.com or call 0845 3 000 032.

Returned items

Where you do not have enough available money to make a payment and we do not
agree to give you or extend an Unplanned Overdraft, you will not be able to make that
payment. We will write fo tell you we have declined your request. We will charge you
the following fee:

Returned item fee £20 for each item. We will charge you up to a maximum of three fees
aday.

Avoiding Overdraft Charges

If your account goes over its limit, you'll have until 3.30pm (UK time) that day to pay in
enough money or arrange a Planned Overdraft to cover all your payments. If you do,
you won't pay a penny in overdraft fees.

The money you pay in must be available to use immediately. For example, by paying
cash in over the counter at any branch or fransferring money from another personal
account you hold with us using Internet Banking or Telephone Banking.

You can stay in control by checking your balance on a daily basis:
= at any Lloyds TSB branch,

= at any Cashpoint®,

= through Telephone Banking on 0845 3 000 000,

- online at www.lloydstsb.com,
= by using Mobile Services.

Our control option

Control is an add-on for Classic accounts that can help you to stay on top of your
finances. For a £10 monthly fee Control will help you in two ways:

« In most cases, it prevents your account frem going into Unplanned Overdraft.
+ Itincludes the Mobile Banking Pack which gives you more tools to help you
stay informed about what's going on with your account.

The reduced Unplanned Overdraft charges applicable to Control are as follows:

Feo—amount | besrpon

Returned £10 ‘You only pay £10 for each item (usually this is £20
item fee for each item).
Unplanned £15 per monthly Charged only when you go unplanned because we
Overdraft  billing can't check your balance (for example, you use
fees period your debit card in an aeroplane).

No daily fees

Overdraft information on other accounts

Islamic accounts

We ensure that all of our Islamic accounts comply with Shariah and we typically do not
provide Planned Overdrafts to Islamic account holders. Where you do not have enough
available money to make a payment, we will not usually agree to provide an Unplanned
Overdraft either and the returned item fee will apply. In some instances, where we do
agree to cover that payment by giving you an Unplanned Overdraft you will pay a
management fee for us providing and managing this (but you will not be charged
interest). This monthly management fee will be £15 and will apply if you have or make
use of an Unplanned Overdraft at any time during a monthly billing period.

Cash accounts

For Cash accounts we do not provide a Planned Overdraft. If we do not agree to give
you an Unplanned Overdraft, you will not be able to make the payment and the
returned item fee will apply. If we do give you an Unplanned Cverdratt, you will be
charged the monthly Unplanned Overdratt fee of £15. However, we will not charge you
if your Unplanned Overdratft is less than £10 or it is the first time you have used an
Unplanned Overdraft in the last 12 months.*

*You will not be charged the first time you exceed the buffer of £10 in a 12 month
period. The monthly fee will become payable if:

= your Unplanned Overdraft balance at the end of the day Is greater than what is was at
the end of the previous day; and/or

= the Unplanned Overdraft has still not been paid at the start of the next monthly billing
period.



Under 19s and Service accounts

For under 19s and Service accounts we do not provide a Planned Overdraft and we will
not charge Unplanned Overdraft fees or Returned Item fees.

Debit card and Cashpoint® card charges

From Lloyds TSB Cashpoint® machines.

LINK machine Lioyds TSB does not make a charge
All LINK cash machines will give you an but the owner of the machine may.
advance on-screen warning about any

charges. This warning will tell you who's

making the charge. You can then continue or

cancel the transaction.

From non-LINK cash machines in the UK and | Debit cards: 1.5% of the amount with
worldwide displaying the Visa sign, or over the ' a minimum transaction charge of
counter at a bank (other than Lloyds TSB) or  £2.00 and a maximum charge for
any other outlet displaying the Visa sign. each transaction of £4.50.
Cashpoint® cards: 1.5% of the
amount with a minimum transaction
charge of £1.50. Please note: there is
no maximum transaction
fee.

When you use yourLloyds TSB |Charges
debit card in the UK to buy

foreign cumency or traveller's

cheques
From Lioyds TSB Foreign currency and foreign currency
branches. traveller's cheques: free.

Sterling traveller's cheques: 1.5% of the amount
with a minimum transaction charge of £3.00.

From any other banks, travel All foreign currency and all traveller's cheques:
agents, bureaux de change and 1.5% of the amount with a minimum transaction
other outlets displaying the Visa charge of £2.00 and a maximum charge for
sign. each transaction of £4.50.

Cash withdrawals and purchases. The amount is converted to sterling on

the day it is processed by Visa using the
exchange rate set by Visa plus a 2.99%
foreign exchange fee.

Cash withdrawals are also subject to: Debit cards: 1.5% of the amount with
minimum transaction charge of £2.00 and
a maximum charge for each transaction
of £4.50.
Cashpoint® cards: 1.5% of the amount
with a minimum transaction charge of
£1.50. Please note: there is no maximum

transaction fee.
When making purchases (not cash A £1 charge for each transaction except
withdrawals) abroad, online, or on the where a Platinum Debit card or a Premier

phone, in a currency other than sterling, ~ Debit card has been used.
the transaction is also subject to:

Mobile Services

Mobile Banking Pack: £2.50 per month, except free for:
« Limit and balance alerts, which » Premier accounts and accounts
are texts that we send to alert with Control.

u when your balance is high or "
\&;ow o neayrcyour Nt This cgan « Student accounts until August
help you avoid overdraft fees 2010.
and interest. = Under 19s accounts from 30
October 2008 (you can register
from age 16).

.

Mobile Banking, which is an
application that allows you to get
up-to-date balance enquiries and
mini-statements on your mobile,
and even make transfers
between eligible accounts.
Balance on Demand, which

allows you fo receive your
balance 24/7 by text.

.

Text Alert Service: Free.
+ Register and receive texts each
week with your account balance.

« Get a Text Alert each time your
debit card is used abroad to
check it's you.



Other Services

If you ask us to stop a cheque £10.
(unless the cheque was lost or

stolen, when this would be free of
charge).

Special cheque presentation - if you £10.
ask for a cheque to be 'express
cleared'.

Returned cheque - if a cheque you Free.
pay into your account is returned to
us unpaid by another bank or

branch.

Statements - We will send you Free.

regular account statements which

are free of charge.

Duplicate statements®. £5 for each page (max £10 per request).

Banker's draft/ cheque (sterling). £20.

CHAPS payment - when you £30.
transfer cleared money to accounts

held at any other bank on the same

day to arrive the same day. This will
include an advice to the person you

are paying when the payment

reaches their bank.

*We make an additional charge for excessive requests (such as for many duplicate
statements) and requests other than those outlined in the table.
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Web site information:
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2. Unarranged overdrafts

Any amount overdrawn without an arranged overdraft o in excess of an arranged
overdraft limit will be charged at the following rates:

The following rates sre effective from 01 Oetaber 2009

Tt oonine || meant mbwon | Bt .
Advantage Private  1.06 1273 13.50
Advantage Gold 142 17.09 18.49
Current Account 148 17.73 19.24
Current Plus 148 17.73 19.24
Private Bank 148 17.73 19.24
Account

Student Account 138 16.50 17.81
Graduste Account 138 16,50 17.81
Gold Plus 148 17.73 19.24
Previous rates

The foliowing previous rates were effective 06 September 2004

Sirentaccount  monthrate %  ammsivate%  variame
Advantage Private 2250 2497
Advantage Gold 26.28 29.69

Current Account 219 2628 29.69

Curent Plus. 219 26.28 29.69

Private Bank. 219 26.28 29.69

Account

Student Acount 138 16.50 17.81
Graduate Accourt 138 16.50 17.81

Goid Prus 188 2250 24.97
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Student Account and Graduate Accounts
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