By AMANDA PRISCHAK
nig@timesnews.com

Last week, we learned that it
is OK to borrow money to fund a
“good debt” purchase like a col-
lege education, a home or a busi-
ness venture. We also learned
that the best places in which to
obtain these loans are banks and
eredit unions.

Yet there are other institutions
that will lend you money that do
not have vour best interest in
mind. The most commeon type of
loan yvou will want to avoid at all
cost isa payday loan, Alsoealled a
cash advanee loan, a payday loan
is given to borrowers when they
need a small amount of money
to cover expenses until they re-
ceive their next paycheck. Onee
they receive their next pavcheck,
the payday loan plus a more
often-than-not high fee must be
repaid.

Onetrip to a payday lender can
cost vou more than yvou think, with
the average pavday borrower
shelling out $800 to borrow 5325,

Many of the people who can
least afford this expense make
the mistake of frequenting these
establishments and taking out
these expensive and high-risk
loans. Below is more informa-
tion about pawday loans and
other debt traps yvou will want to
avoid:

mPayday loan stores that allow a
borrower to take out guick cash
for an upfront finance fee, The
lender gives youasmall cash loan
which is due in full when you re-
eeive yvour next payeheck (usually
a two-week term). The borrower
gives the lender a check for the
price of the loan plus the finance
fee. Il the borrower does not pay
back the loan in full, the payday
lender will cash that check. And
if that check bounces due to the
horrower not having sufficient
funds in his or her checking ac-
count, the borrower will also
have to pay a bounced check fee
on top of the loan’s finance fees.
And these finance fees typically
range from 15to 30 percent of the
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Avoid debt traps like payday loan shops.

KEY POINTS

mYou will want to avoid taking out a payday loan at all costs. Also
known as a cash advance loan, a payday loan is given to
borrowers when they need a small amount of money to cover
expenses until they receive their next paycheck. Once they receive
their next paycheck, the payday loan plus a more-often-than-not

very high fee must be repaid.

min addition to payday lenders, some of the other debt traps you will
want to avoid include refund anticipation loans (RALs),
pawnshops, title pawn lending, rent-to-own stores and buy here/
pay here car financing. In each of these examples, what begins as
one trip to get quick cash or access to something you wish to own
can quickly put you in a debt trap or lead to the repossession of
some of your most prized possessions.

mThe best way to avoid entering into these expensive and risky loans
and financing arrangements is to prepare a budget that details how
you will cover your monthly expenses and to stash at least six
manths’ pay into an emergency fund.

amount for the two-week period,
which translates to rates ranging
from 390 to 780 percent when ex-
pressed as an annual percentage
rate (APR)!

mRelund  anticipation  loans
(RALs) are short-term loans se-
cured by a taxpayers expected
tax refund. RALs are offered by
tax preparation outlets and they
give customers instant access to
tax refunds instead of waiting for

a tax refund to arrive by check in
the mail. Like loans from payday
loan stores, RALs come with sky-
high interest rates.

mPawnshops offer loans by hold-
ing objeects of value as collateral.
The pawnbroker returns the ob-
ject when the loan is repaid, usu-
ally at a high interest rate. If the
borrower doesn't repay the loan
by the due date, the pawnbroker
sells the item,

Check out these Web sites to learn more:

www.unitedwayerie.org/linancial-stability
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mTitle pawn lending is a form
of shortterm lending in which
instant cash loans are provided
using a car title as collateral. In-
terest rates are usually very high
(notice a pattern here?), and in
many instances, lenders will re-
possess cars for a fraction of their
value when the loan is not repaid
on time,

mRem-to-own (RTO) stores rent
furniture, electronics and other
consumer goods for the short or
the long term. The consumer can
own the item after paving many
times the standard retail price.
Extremely high interest rates,
commonly around 300 percent,
are factored into the payments. If
the consumer misses a payment,
the item is repossessed.

mBuy here/fpay here is used by
car dealers to finance mostly
old, used cars that require a
large down payment. This down
payvment is often equal tothe cars
value. Customers are then put on
a biweekly payment plan to pay
offthe outstanding balance. Ifthe
car breaks down or the borrower
cannot make the payments, the
dealer repossesses the vehicle
inorder to sell it again,

In all these examples, what be-
#ins as one trip to get quick cash
or access to something you wish
to own can quickly put you in a
debt trap or lead to the reposses-
sion of some of vour most prized
pOssessions,

The best way to avoid entering
into these expensive and risky
loans and fnancing arrange-
ments is to prepare a budget that
details how you will cover your
monthly expenses and to stash
at least six months' pay into an
emergency fund. It may not be
fun to save, butin the end it beats
shelling out your hard-earned
money to pay off outrageous in-
terest rates or risk losing vour
belongings.

AMANDA PRISCHAK,
Newspaper in Education
Coordinator, can be reqched at
870-1611.
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Math behind scams

ometimes it helps to
Scalcuiale the actual cost

of high interest/high risk
leans in order to understand
just how much financial harm

they may pose to vou.
Small, high-interest loans

You borrow $500 at 24 percent
interest for 12 months, Your
payvments are $47. 28month.

What are your total payments
assuming you pay on time with
no late penalty fees? How much
did vou pay in interest? How
mueh will vour loan cost if you
opt for a 24-month repayment
period of $26.44/month?

Payday lenders

You write a 550 checktoa
pavday lender for a $500 loan
that must be repaid when your
pavcheck comes through in two
weeks, How much money will
this loan cost ifyou pay the
entire amount in two weeks?

If vou eant pay the entire
amount, the lender collects the
interest and agrees to flip vour
loan for another two weeks for
an additional 50, How much
does the loan now cost you? How
much will it cost if vour initial

loan is flipped four times?

Pawning your car itle

You pawn vour car title
(51.000 value) to get a $500 loan.
You pay weekly installments of
£103.30 for 10 weeks. How much
will this £5300) loan cost you if vou
make all 10 payvments on time?

After eight weeks of paying on
time, you miss the ninth
pavment and the lender takes
yvour car. How much did this
£500 loan cost you now?

Rent-to-own

You decide vou can't live
without a TV, but without cash
to purchase one you visit a rent-
to-own store. You agree to make
52 weekly payments of $18 for a
1%inch color TV (300 i
purchased at an appliance
store). You will own the TV if
you make all the payments on
time. How much did you pay
above the $300 value? How
many TVs could vou have
purchased for the total amount
you paid?

Remember: Make a budget
and stick to it so you don't end
up in these debt traps.
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Victoria Snyder
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Name: Victoria Snyder

Occupation: Project Leader in the Services Tech-
nology department at GE Transportation

Typical day: I primarily work on projects with
our Service Teams on locomotives that have been
shipped to our customers and are covered by our
service contracts. [ work with our durability engi-
neers, who study the locomotives’ performance in
the field and develop and test various ways to
keep them operating at their top level to optimize

To do well in this job: A person must be good at and enjoy problem
solving. They need a strong backeground in math and physical sei-
ences. They also need excellent oral and written communications
in order to relay technical information to various groups of people.

Favarite part of job: The people I work with—they are talented,
smart and exceptional at what they do. They challenge me to do
more than I thought I could, and I am always learning from them.

Education: I received a bachelor’s degree in electrical engineering

from Penn State-Behrend.

Gircle articles in your newspaper that discuss the state of the American
ecaonomy. How would you describe our current economy? Do you believe
itis getting better or worse? Would you expect that more people
are lurning 1o payday lenders with the economy being in
the shape it is? Legislators aften consider regulating
payday lenders. What would you write to your
representatives about regulating this industry?




