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Defense Dept. Plan Narrows Loan Cap’s Scope
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WASHINGTON — The Department of Defense has sent a draft plan to federal regulators that would
restrict a new lending cap to certain products, several sources said Tuesday.

The plan does not include a carve-out for banks, as some bankers wanted, but it would not restrict
credit cards, as many bankers feared. Instead, the cap would apply only to specific products that
have raised concerns with policymakers in the past, including payday, refund anticipation, and car
title loans, sources said.

Banks have been worried since last year about how the Defense Department would implement a 36%
annual percentage rate cap — including fees — on loans to military members and their dependents.
The cap, sponsored by then-Sen. Jim Talent, R-Mo., and part of the Defense authorization bill
enacted in October, was designed to thwart payday lending near military bases.

But industry representatives have expressed concern that it would interfere with other types of
lending, including credit cards, as well. Banks had urged the Defense Department to exempt banks,
thrifts, and credit unions from the cap, arguing that doing otherwise could cut off credit to military
personnel.

The department will likely release its proposal in March for public comment, sources said. The draft
circulating among federal regulators is being closely guarded, and many industry representatives
were still seeking more details on it.

Whether banks should be exempted from the Talent amendment has divided regulators. The Federal
Deposit Insurance Corp. and Federal Reserve Board opposed a blanket exemption, while the Office of
the Comptroller of the Currency pushed for it, sources said.

Defense and federal regulators have traded several drafts of the proposal, but sources said the latest,
offered to regulators in the past two weeks, does not include a blanket exemption for banks. Instead,

it details products that the 36% lending cap would apply to, such as payday loans and refund
anticipation loans.

The draft plan also would exempt credit card products and any small-dollar loan products that
borrowers with poor credit can use in lieu of payday lenders.

But sources warned that the draft could still change. The Defense Department is expected to meet
with the banking agencies this week to discuss the plan and any potential problems.

The Talent amendment created specific exemptions for mortgage and auto purchases secured by a

title, but left other types of lending in the air. The law provides discretion for the Defense Department
to define a “creditor” and “consumer credit.”

Some consumer groups are already saying they would oppose a carve-out for banks or certain
products, like credit cards.






