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Predatory Lending (payday loans)
A 20-minute lesson illustrating the concept of borrowing and credit.  Students are introduced to abusive lending practices through the example of predatory payday loans and are provided tips to recognize abusive lending practices.
Opening discussion:  3 minutes
Today we are going to discuss managing credit and how to recognize something called predatory lending.  Learning to manage credit is an important part of building your financial future.  

When you borrow money, it is called “credit.”

What types of things do people purchase on credit?  

List student responses on the board.
Car loans, school loans, installment loans, and credit cards are all based on the use of credit. And like any other tool to manage your finances, you can use credit wisely, or you can use it poorly. 
While some types of credit work better in certain situations than others, they all follow the same basic pattern: 
Buy what you want now and pay for it later

This may sound like a tempting deal, but it comes with a price.
Let’s do a little practice with borrowing right now.

Group Activity:   6 minutes

Give each student a Borrow card from the Can I Borrow Game.
Direct students to mingle with classmates to find someone who would be willing to let the cardholder borrow the item listed on the card. Stress that although the items will not actually be exchanged, a deal should be negotiated as though the item might be exchanged. 
Tell students they have three minutes to negotiate with classmates.  Be sure to watch the clock and call time after three minutes.
 Facilitate a wrap-up discussion by asking the students:
What were you trying to borrow, and were you successful in negotiating a deal to borrow the item?  Why or why not?

When you were asked to loan the item, what influenced your decision to let the person borrow the item?
What were the conditions (if any) for you to follow so you could borrow or use the item?  

Were the conditions “fair?”

Predatory Lending: 3 minutes

Although many credit and loan organizations utilize honest practices, unfair and abusive practices can occur in any sort of lending.  These practices are often called predatory lending practices.

A predator in the animal kingdom is one that hunts and zeros in on its prey before capturing it for dinner. A predator in the lending arena is one who zeros in on certain potential customers using deceptive or unfair tactics, or who charges customers unfairly once they gain their business.
Predatory lending occurs when companies offer loan products using certain sales tactics or collection practices that are designed to frighten people, and loan terms that deceive borrowers. Predatory lending has become a serious problem.
Can you think of some examples that might be considered predatory lending practices?
Allow a minute or two for students to respond.
Predatory lending can take many forms, but today we are going to discuss one common type of predatory loan.  Then we will identify some catch phrases that may help you to identify abusive lending offers.
Predatory Payday Loans: 5 minutes
Payday loans are small cash advances, usually of $500 or less.

To get a loan:

• A borrower gives a payday lender a postdated personal check or an authorization for automatic withdrawal from the borrower’s bank account.

• In return, the borrower receives cash, minus the lender's fees.

Let’s look at how this would work.  (Write this calculation on the board as you discuss.).
• Assume you go to a payday lender and borrow $200.

• The payday lender will usually make a 2-week loan and

   might charge a fee of $30.

• You will write a postdated check to the lender for $230, dated after    

   your next payday.

• The payday lender holds the check for 2 weeks.

   $200 (amount needed) + $30 (loan fee) = $230

When the loan is due, you can repay it by letting the lender cash the check, or you can give the lender the full amount due in cash.
The annual percentage rate for this transaction is 390 percent. An APR for a typical payday loan may be even higher than this example. 
Most payday lenders allow you to “roll over” or renew your loan, but the lender will then charge an additional fee. 
So in this case, you would write another postdated check, this time for $260.  

Write the following on the board as you discuss.
$230 (original loan) + $30 (additional fee) = $260

Remember that payday loans should be used only for emergencies. If you cannot fully repay the loan within a few pay periods, you should consider a longer term loan from a financial institution. 
Here are some warning signs to look for if you are considering a payday loan.  Give students a copy of “Indicators of Possible Predatory Practices.”  Discuss each point briefly.

Catch Phrases of Abusive Lenders: 3 minutes
Now let’s look at some other ways to possibly identify abusive lending practices.  
Show PPT slide “Catch Phrases of Abusive Lenders.”  
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Catch Phrases of Abusive Lenders

“125 percent of your home/car’s value”

“Incredibly low monthly payment”

“No upfront fees”

“Even if you have a bad credit history…”

“It’s free and you have nothing to lose”

“Act now, this is a limited-time offer”


There are some catch phrases that should alert you to potential

predatory practices. You may have already heard some of these

in advertisements or seen them in the mail, or on billboards.

Beware when you hear…
Lead a discussion of the phrases on the slide.  Ask students if and where they have seen examples of the phrases. Before discussing what the phrase really means, ask them if they can figure out why the phrase is dangerous.  Discussion points are provided below.
“125 percent of your home/car’s value”

· It can be dangerous to borrow more than your home or car is

worth. If you stop making payments, you can lose your house or vehicle and still owe money.
“Incredibly low monthly payment”

· There is no disclosure as to how the lender intends to calculate

monthly payments. There is a possibility the lender might have

you pay only interest and not the principal, so you will never

pay off the loan.
“No upfront fees”

· Be careful of loans that promise no upfront fees. This does not

mean there are no fees. Many times, there are expensive fees

added on to the cost of the loan and you will pay interest on

these loan fees. This can be very costly. For example, if a

$5,000 loan fee is added into the amount you borrow, you are

paying $5,000 plus interest on the $5,000 over the life of the loan.

“Even if you have a bad credit history…”

· Beware of lenders who promise you loans even if you have a

bad credit history. If you have a bad credit history, you will

most likely pay higher interest rates and more expensive loan

origination fees. All lenders take your credit history into account. Be aware that while some predatory lenders have been known to target low-income communities for high-cost, high-interest loans, no one is immune from their deceptive offers.
“It’s free and you have nothing to lose”

If it sounds too good to be true, it probably is. Even though the initial loan evaluation is free, there are other ways predatory lenders will take money from you. There might be hidden fees.

“Act now, this is a limited-time offer”

Beware of “limited-time offers.” Many predatory lenders try to pressure you into acting fast, even though you are not comfortable with the loan conditions.
Show PPT slide “Be Smart! Tips.”
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Be Smart! Tips

Do

•

Pay your bills on 

time

•

Shop around

•

Ask for advice

•

Take your time

•

Be careful

Don’t

•

Respond to 

pressure tactics

•

Respond to ads 

making lending 

sound cheap


When it comes to borrowing money, keep these tips in mind:
Do:
• Pay your bills on time.
• Be an informed customer.  Make sure to shop around for the best deal.  If a creditor is not willing to give you information to compare, you probably do not want to do business with him or her.
End of lesson
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