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Representative Daw, 

 You asked our office to determine whether the Department of Financial Institutions 
(DFI) has implemented the recommendations in our 2016 audit of that agency’s regulation 
of the payday loan industry. You also asked whether DFI has adopted the provisions in 
H.B. 40, which implemented some of the audit recommendations. The co-chairs of the 
Audit Subcommittee authorized a limited scope follow-up. This letter summarizes the 
results. Specifically, 

• DFI has improved many aspects of its examination process.
• However, new regulations have not been preventing overuse of pay day loans.
• Data from the industry also still needs to improve.
• Finally, we believe DFI has the data it needs to conduct a study of chronic users.

Also attached to this letter, please find the agency’s response to eight questions we asked 
regarding their implementation of the 2016 audit recommendations. 

DFI has Improved its Examination Process 

Our limited review shows that DFI appears to have implemented most of the 
recommendations aimed at improving the process of enforcing payday lender compliance 
with state law. For example: 

• Examiners are doing a better job of documenting the violations identified during
their examinations of payday lenders.

• DFI has begun to impose fines when those violations are not corrected.
• Examiners are conducting tests to verify whether lenders are enforcing the new law

prohibiting the use of new payday loans to pay off old payday loans.
• DFI is devoting more staff time to examining lenders who have a history of violating

the state’s payday lending laws.
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Evidence Suggests Utah’s New Regulations are Not 
Preventing the Chronic Use of Payday Loans  

Despite improvements with examinations, there are still concerns with payday lending. 
DFI records show that many borrowers still overuse payday loans. This information 
suggests the state’s new payday loan laws are not wholly effective at preventing borrowers 
from using payday loans in a frequent and sustained manner that puts them at financial risk. 
Specifically, 

• DFI records show that during the past year, one lender had 2,353 borrowers who
received ten or more payday loans. That level of borrowing is consistent with the
chronic use described in our 2016 audit report.

• We reviewed the loan history for one borrower who had been issued 49 payday
loans and two personal loans in one year. During a 365-day period, the borrower
had outstanding loans for 330 days. The average daily loan balance was $812 and
the total interest charged was $2,854.

• One lender issued 153 payday loans to the same borrower during a single year.

We found two methods are being used to allow chronic borrowing, despite the new 
laws designed to prevent it:  

• By taking out a new loan every few days, and by paying off old loans on other days,
a borrower can carry payday loan debt beyond the 70-day legal time limit for a
single payday loan and without violating the law prohibiting the use of one payday
loan to repay another on the same day.

• The law prohibits using a new payday loan to repay an old payday loan the same
day.  However, it does not prohibit lenders from issuing a personal loan to pay off
the balance of one or more payday loans. Though it is not secured by a paycheck, a
personal loan may include many features of a payday loan, including a high interest
rate.

Efforts to Produce Better Industry Data Have Not Been Successful 

In this limited review, we continue to see issues with the accuracy of some of the payday 
loan industry data included in DFI’s annual reports. For example, 

• Rather than reporting a weighted average, many of the numbers in DFI’s annual
report represent the simple average of the data reported by individual payday
lenders. As a result, DFI’s reported industry data overly represent the lending activity
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of lenders that issue just a few dozen payday loans each year. The approach does not 
produce an accurate description of industry-wide loan activity.  

• DFI examiners are not validating the information submitted by lenders as
recommended in Chapter III of our 2016 report.

• The data submitted by some lenders include errors. It appears these lenders are still
confused about what information they are required to report to DFI each year. For
example, one lender reported the “average number of days interest is charged” for
payday loans was 70 days. It is unlikely each of that lender’s loans were held to the
70-day legal maximum on the duration of payday loans. We assume the lender
misunderstood the question.

We reiterate our 2016 audit recommendation that DFI validate each lender’s reported 
activity data based on its assessment of the risk that the submitted data is in error. However, 
even if the accuracy of the data improves, we still question whether reporting the simple 
average of both large and small lenders will provide an accurate description of industry 
conditions. For this reason, we also reiterate our 2016 audit recommendation that the 
legislature consider adding the following items to the list of industry measures that lenders 
must report each year:   

• Total number of deferred deposit loans made
• Total dollar amount of deferred deposit loans made
• Total number of individuals to whom deferred deposit loans were made
• Total fees paid
• Percent of loans in default.

As we said in the 2016 audit report, we believe these measures are necessary to accurately 
describe industry conditions as a whole. 

DFI has the Data it Needs to Identify Chronic Users 

 Chapter IV of our 2016 report includes a recommendation that DFI develop a measure 
of chronic use “to identify the number of borrowers who demonstrate a chronic and 
sustained use of payday loans.” In its response (see the attached letter), DFI states it has not 
implemented this recommendation because “the term ‘chronic user’ is not defined in 
Chapter 23” (referring to Utah Code Title 7 Chapter 23). However, DFI also reports that 
it now asks large payday lenders (those with three or more stores) to submit a “complete 
list of [their] deferred deposit loans in Utah” and a “complete list of all Utah borrowers 
who have originated five (5) or more deferred deposit loans” in the past year. 

We believe this information could be used to identify the number of customers of 
Utah’s largest payday lenders who are demonstrating a chronic level of use. The Legislature 
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could also consider adopting in statute a definition of chronic use. For example, the 
definition of chronic user might include anyone using payday loans for six months in a year 
or those who take out ten or more payday loans a year. The Legislature could also consider 
requiring DFI to use the data they receive from lenders to identify the number of chronic 
users by lender. In essence, DFI would be required to conduct an annual follow-up study 
similar to our original 2016 audit. DFI could then describe in its annual report the extent to 
which borrowers are put at financial risk due to their use of payday loans. 

Please let me know if you have any questions. I can be reached at (801) 538-1033. 

Sincerely, 

Kade R. Minchey, CIA, CFE 
Auditor General 

Cc: President J. Stuart Adams 
 Speaker Brad R. Wilson 
Senator Karen Mayne 
Senator Evan J. Vickers 
Representative Francis D. Gibson 
Representative Brian S. King 
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February 12, 2019
 

Response to Questions for Follow-up Review 
Audit 2016-04 

Department of Financial Institution’s 
Regulation of Payday Load Industry 

Have DFI’s Measures of Industry Activity Improved? 
1. Does DFI track the number and type of fines issued to each payday lender? Has the

number of loans and the number of fines increased or decreased during the last two 
years?  Chapter III, Recommendation 4. Also see page 34. 

Response 

Yes. A tracking and reporting system for violations and fines has been 
implemented. The new system tracks violations in an Excel spreadsheet through 
an interactive user-form that populates the spreadsheet. Information from the 
database will be converted to pivot tables and ultimately produce a report 
dashboard that can be accessed at any time throughout the examination cycle and 
will track findings over multiple years. Periodic reports for the commissioner are 
now being produced. The sophistication of the reports increases over time and 
continues to be a work-in-process. 

The department is not authorized to track the “number of loans.”   See page 45 of 
the report.  However, the number of fines has increased. The number of and 
amount of fines for the last two years are as follows: 

i. 2017: 14 fines totaling  $4,150
ii. 2018: 15 fines totaling  $5,560

2. Has DFI begun to gather better information from individual payday lenders, including the
total number of loans made, total dollar amount of loans, total individuals to whom loans
were issued, total fees paid.  See Chapter IV Recommendation 1.  Also see report page
45.

Response

No. DFI does not have the authority to collect this information. This 
recommendation was made to the legislature. The schedule on page 45 lists 
informational suggestions that the department made to the legislature, and which 
items were not included into Chapter 23.  The department continues to collect the 
data listed in Utah Code Ann. §7-23-201(2)(e).  That data is included in the 
department’s Annual report to the legislature. 
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3. Has DFI developed new measures to identify the number of chronic users such as the
number of loans individuals have received, loan duration and number of rollovers?  See
Chapter IV, Recommendation 3.

Response 

No.  The term “chronic user” is not defined in Chapter 23.  The department does 
not collect data on “chronic users.”  As a result, the department does not have a 
way to identify the number of chronic users.  However, for corporate lenders 
(entities with 3 or more locations) where loan information is provided 
electronically, the department is able to review the loan history of repeat 
borrowers. Items listed in the question  trigger more attention for review to verify 
that all aspects of Chapter 23 are being followed.  

For the smaller lenders, that do not have the ability to provide electronic loan 
information through downloads during an examination, the review is manual. 
Examiners review the records of repeat borrowers to verify that all aspects of 
Chapter 23 are being followed.  

Examiners do not aggregate the information beyond the individual borrowers for 
an institution. 

4. What steps has DFI taken to validate the activity data reported by lender’s each year?
Chapter IV, Recommendation 4.

Response 

The department reviews the data that is submitted in several ways to ensure the 
data is at least “reasonable.” Some of these steps include: 

i. Electronically verifying that the submitted information makes “sense”
with what other lenders have submitted. For example, we look at the
minimum and maximum of fees for a $100 loan, identify outlying
responses.

ii. A review of average charged APR rates to look for outliers.

iii. A calculation is done of “average loans carried to 10 weeks.” That
number is compared to data collected in section 7-23-201(2)(e)(i),
“average deferred deposit loan amount.”

iv. The department calculates the data collected from section 7-23-
201(2)(e)( xiv)  to ensure it totals 100%.

v. When data is reported that does not seem reasonable, the department
reaches out to lenders to clarify and have them resubmit.

5. Has the number of legal claims by lenders against borrowers increased or decreased
during the past few years?  Information requested by Representative Daw.

Response 
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a. It appears that the number of legal claims has increased.  Utah Code Ann. §7-23-
201(2)(e)( xiii) provides the only data collected by the department to answer this
question.  This data is presented in the department’s Annual Report.  Number 13
in the annual report reads “The percentage of deferred deposit loans against
which the deferred deposit lender initiates civil action to collect on the deferred
deposit loan.”  (Emphasis added.)  The department only has two years of data as
follows:

i. 2017:  3.35%
ii. 2018:  6.94%

Has DFI’s Oversight of Industry Practices Improved? 

6. Has DFI developed administrative rules or guidelines to support consistent and uniform
assessment of administrative fines?  See Chapter III, Recommendation 2. Also see page
34.

Response 

Yes.  The Audit report does not recommend that the department write 
administrative rules.  However, guidelines have been established to try to be 
consistent and uniform. 

i. On the first finding of a possible violation, we cite it in the Report of
Examination (ROE), asking the lender to correct the issue.  A response is
requested regarding this finding.

ii. On the second finding of the same violation, we cite it in a new ROE
asking the lender to explain why the matter has been not corrected. If the
answer is inadequate or missing, a fine is assessed.

Fining follows the following general guidelines: 

iii. For each fineable violation, we rate each of the following items on a
scale of 0 to 3.

0 = Not applicable 
1 = Low 
2 = Moderate 
3 = High 

7. Does DFI prioritize which lenders it examines based on risk factors such as their history
of noncompliance? See Chapter III, Recommendation 6.

Response 

Yes. While the department is still obligated to examine every registered deferred 
deposit lender; we try to identify higher risk entities through analysis. Companies 
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considered higher risk include: small companies with 1 or 2 locations, or a 
history of violations, and internet lenders. Large companies generally have the 
resources to ensure ongoing compliance.  Companies with 3 or more locations 
are examined in two stages; a headquarters review of lending materials 
(contracts, loan histories, etc.), and on-site reviews of selected locations to ensure 
stores are complying with findings from the headquarters review. Any locations 
that have a higher numbers of findings are revisited the next year. 

8. Do DFI’s examiners focus their compliance reviews on those rules aimed at preventing
chronic use of payday loans?  For example, are they reviewing more loan histories to spot
rollover loans.  Are they verifying that clients do not have loans for longer than the 70-
day maximum?  See Chapter III, Recommendation 3.

Response 

Yes. Exams are designed to ensure that Chapter 23 is absolutely followed. The 
exam process has been revised to include a greater proportion of loan histories 
for thorough review. Less emphasis has been placed on APR accuracy 
calculations while greater emphasis is placed on Utah specific regulations. 
Additional steps have been added to ensure examiner reviews specifically for the 
possibilities of: 

i. Rollover loans beyond 70 days,
ii. New loans are not made the same day one pays off,

iii. On larger lenders, much of this review is electronic, and
iv. On smaller lenders, the review takes place at their place of business.
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July 3'1 ,2019

Kade Minchey
Leg islative Aud itor General
Office of Legislative Auditor General
Utah State Complex, House Building, Suite W315
Salt Lake City, Utah 84114

VIA Email

Dear Mr. Minchey,

Thank you for the opportunity to review an exposure draft to the report, "A Limited Follow
Up of Audit 2016-04 A Performance Audit of the Department of Financial lnstitution's
Regulation of the Payday Loan lndustry".

The department has reviewed the recommendations in the draft report. We appreciate
the discussions and review that took place during the follow up. We will continue to
make improvements to the recommendations made throughout the audit report

lf you have any questions, please contact me at the number below.

Sincerely,

G. Edward ry
Commissioner

MailingAddress.p.o.Box146S00.SaltLakeCity,utahS4ll4-ó800.officeAddress.324southState,suite201 .SaltLakecity,utah 84111-2393

Telephone (801) 538-3830 ' Fax (801) 538-8894 www'df.utah.gov
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