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COUNCIL AGENDA ITEM - 9:15 AM #1 

 
 
DATE:   November 4, 2008    
 
TO:    Fresno City Council 
 
FROM:   Councilmember Brian Calhoun 
 
BY:    Council Assistant Ann D. Kloose 

Council Assistant Shari Jones 
 
AGENDA ITEM: Request staff to return to Council in 30 days with a resolution 

to the State of California Legislature requesting the capping of 
interest rates at 36% for all California check cashing and 
payday loan companies.  Additionally, request staff to return 
to Council on November 18, 2008 with a six month 
moratorium prohibiting new payday lenders in the City of 
Fresno. – Councilmember Calhoun 

 
 
INTRODUCTION 
 
Millions of Americans do not rely on banks to meet their financial needs.  Instead they 
pay huge fees at check cashing outlets and payday lenders, making it difficult for 
consumers to save money, accumulate assets and become financially self-sufficient.  
These predatory lending operations, a $85 billion dollar a year industry, have 
experienced a resurgence during the past sixteen years made possible by exploiting 
deregulated interest rates, winning special treatment from state legislatures and 
designing products to intentionally slip through regulatory loop holes.   
 
The economic peril currently facing the nation further exacerbates the numbers and 
frequencies of our citizens being exploited by these check cashing outlets and payday 
lenders.  It is the belief by many that the current lack of federal regulation in the mortgage 
lending industry is the cause of the financial crisis we see today.  It can be said that the 
lack of predatory lending regulation in 35 states contributes to the continual exploitation 
and financial peril of millions of Americans throughout our communities.   Stark evidence 
of this is the staggering fact that payday lending costs consumers over $6 billion a year in 
interest for over $40 billion in loans. 
 
BACKGROUND     
 
A study of these predatory lending practices show that many take out payday loans with 
Annual Percentage Rates (APR) or interest rates ranging from 400% to 1,000% when 
they run short of cash before their next paycheck.  The comprehensive report issued in 
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November of 2007 (Controlling the Growth of Payday Lending Through Local Ordinances 
and Resolutions) (Attachment A) offers information and guidance on this issue.  The 
following example, illustrates what commonly occurs to people seeking help in surviving 
until their next paycheck. The borrower writes a check for $100 - $300, plus a fee, 
payable to the lender.  The lender agrees to hold the check until the borrower’s next 
payday, at which time the held check will be deposited.  In return, the borrower gets cash 
immediately.  The fees for the payday loans are extremely high: from $17.50 for every 
$100 borrowed, up to a maximum of $300.  The interest rates for such transactions are 
staggering: 911% for a one week loan; 456% for a two week loan, 212% for a one month 
loan.  A recent article in the Wall Street Journal tells of Nicki Newman, who worked at two 
payday-lending stores during the past six years, most recently at Heartland Cash 
Advance in Chillicothe, Ohio, said if a customer didn’t come back later for a new loan, the 
company would call them weekly.  This persistent practice ensured that the same 200 to 
300 customers returned every two weeks to pay off their previous loan and take out a 
new one. 
 
The City of Fresno is saturated with 78 payday loan businesses. Compare this to 
approximately 125 banking institutions serving Fresno citizens.  Of the 78 payday loan 
businesses, 13 are concentrated on E. Kings Canyon Blvd in Southeast Fresno.  The 
report titled “An Examination of the Payday Lending Industry in the City of Fresno” offers 
this.  Estimates show that spending resulting from borrowers could create a total of $35.4 
additional millions in business sales in the city (output), support 251 more full-time jobs 
and create $8.9 additional million in labor income paid by city companies, if these 
borrowers were not paying costly short-term loan fees. (Attachment B)      
 
In Alex Padilla’s 20th State Senate district in the San Fernando Valley, there are 96 
payday lenders and 76 banks, an inverted ratio of lenders to banks confirming the 
availability of these predatory lenders state-wide, predominantly in low income areas. 
This illustrates their intent to dominate specific markets to the exclusion of traditional 
banks by attracting customers and holding customers caught in the payday lending trap.  
They prey on those that have the least and often don’t completely understand the vicious 
cycle that they are getting into. 
 
Predatory lending can be devastating to households and neighborhoods.  The California 
Reinvestment Coalition estimates that check cashers and payday lenders extract billions 
of dollars per year from California households.  A study released by the Southwest 
Center for Economic Integrity conservatively estimated that $20 million dollars in fees 
were being extracted annually from residents in Pima County, which includes the City of 
Tucson. 
 
Existing law does not go far enough to protect consumers from these predatory lenders.  
Senator Don Perata (D-Oakland) introduced Senate Bill 834 which essentially allows the 
same charges for payday loans as the Financial Code currently allows for small loans 
made by licensed finance lenders.  The charges permitted would be a $5 “set-up” fee, 
plus a maximum interest rate of 36% per year (3% per month or 1.5% for two weeks). 
Thus, a $100 two week loan would cost a maximum of $6.50 ($5 set-up fee plus $1.50 
interest) as compared to current law allowing a $17.50 charge.  A $200 two-week loan 
would cost $8 rather than $35. 
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Several cities and counties have enacted moratoriums on payday lending outlets.  There 
are three types of ordinances that have been found to be effective.  The first is a six 
month moratorium on new payday lending outlets during a “study period” of their impact 
on citizens. The second is the requirement of special non-conforming Special/Conditional 
Use Permits for payday lending outlets.   Some cities also require a public hearing in 
conjunction with the permit application.  Lastly, the third option that has been found to be 
effective is a complete prohibition on new payday lending outlets. 
 
Payday lending is currently prohibited in fifteen states and the District of Columbia.  Of 
the 35 states that allow payday lending some, such as New Hampshire, Ohio and 
Oregon, have enacted interest rate caps of 36%.  In a number of instances, predatory 
lenders have actually closed. 
 
CLOSING 
 
As elected officials we face many challenges and are given many opportunities to adopt 
ordinances and City of Fresno codes to protect our citizens. In this particular case, we will 
need to take both local action and request our State Legislature to join the 15 states and 
federal government (which have capped interest rates on loans made to military families) 
that have already taken action to protect their citizens.  This is not cutting edge 
governance that we are requesting.  We are simply asking to join the growing list of cities 
taking local action and to take the lead in urging the State to do what only they can do to 
stop the cycle of lending predators.  Let’s not wait and find ourselves joining the elected 
officials in Washington who wish they would have acted earlier in passing regulations in 
the mortgage lending industry which finds itself in peril today. 
 
I would also like to thank the many members of the community who have taken the time 
to respond to the preliminary release of this document. I appreciate their support and 
suggestions regarding how to address the issues facing our constituents.      
 
DIRECTION 
 
Request staff to return to Council in 30 days with a resolution to the State of California 
Legislature to cap interest rates at 36% for all California check cashing and payday loan 
companies.  Additionally, request staff to return to Council on November 18, 2008 with a 
six month moratorium prohibiting the establishment of new payday lenders in the City of 
Fresno pending a review of these practices on Fresno citizens. 
 
 
Attachment A – “Controlling the Growth of Payday Lending Through Local Ordinances 
and Resolutions” – A Guide for Advocacy Groups and Government Officials, November 
2007 (Section IV) 
 
Attachment B – “An Examination of the Payday Lending Industry in the City of Fresno” – 
Fresno Works for Better Health Advocacy Center, February 2008 (Appendix 1 – List of 
Payday Lender Ordinances) 
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