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Introduction

The Department of Financial Institutions (the Department) has prepared this Small Business Economic Impact
Statement (SBEIS) in compliance with Chapter 19.85 RCW, the Regulatory Fairness Act. This SBEIS is written
in support of rules proposed by the Department to implement amendments to Chapter 31.45 RCW, the Check
Cashers and Sellers Act (the Act) from the 2009 legislative session. The Department filed the Preproposal
Statement of Inquiry (CR-101) on May 4, 2009 as WSR 09-10-066.

Background for Proposed Rules

During the 2009 legislative session, the Washington legislature passed Senate Bill 5164 (SB 5164) and
Engrossed Substitute House Bill 1709 (ESHB 1709). Governor Gregoire signed SB 5164 into law on March 25,
2009, as chapter 13, Laws of 2009 and signed ESHB 1709 into law on May 15, 2009, as chapter 510, Laws of
20009.

The proposed rules impact companies licensed under the Act that have a small loan endorsement (Licensees).
Key changes required by the legislature affecting Licensees include:

e Licensees are required to maintain a log of all communications with borrowers regarding collection

communications

e Small loan amounts are limited to $700 or 30 percent of the borrower’s gross monthly income,
whichever is lower
Borrowers are limited to eight loans in any twelve-month period
Licensees must access a statewide database to determine a borrower’s eligibility for a small loan
Borrowers are entitled to an installment plan on each small loan they are unable to repay
Licensees must provide a disclosure to borrowers about the availability of an installment plan
Licensees must provide a notice to applicants highlighting changes to the Act
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REQUIRED ELEMENTS OF SBEIS

ELEMENT 1. A brief description of the reporting, record keeping, and other compliance requirements of
the proposed rules and the kinds of professional services that a small business is likely to need in order to
comply with the requirements.

RESPONSE:

Reporting
There are no new reporting requirements for Licensees.

Record keeping
Licensees will be subject to the following new record keeping requirements:

1. Create and maintain a communication log of all Licensee initiated collection communications with a
borrower, including telephone and written communications;

2. Maintain the income documentation used to determine the borrower’s eligibility for a small loan;

3. Include a disclosure to borrowers, on the small loan application form, about the availability of the
installment plan; and

4. Provide borrowers with contracts that meet the amended installment plan terms and conditions

Other compliance requirements
Licensees will be subject to the following other compliance requirements:

1. Licensees must use a database implemented by the Department to determine a borrower’s eligibility for a
small loan;

2. Licensees must use a database implemented by the Department to update required information on small
loans outstanding or that have not expired;

3. Licensees will incur a database transaction fee of approximately $1.00 for each small loan recorded on the
database; and

4. Licensees must provide a notice to applicants and borrowers describing the changes to the Act resulting
from the Laws of 2009. The Department will provide the content of the notice.

Professional services required.

The reporting, record keeping and other compliance requirements of the proposed rules do not necessarily require
professional services. These functions can be performed by a Licensee. However, many Licensees will likely
choose to hire additional employees or outside professional services to create and maintain a communications
log, maintain income documentation, amend application forms, create installment plan agreements, access the
database, or produce the required notice.
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ELEMENT 2. An analysis of the costs of compliance for identified industries, including costs of
equipment, supplies, and increased administrative costs.

RESPONSE:

The Department gathered the data needed for analysis using an online survey of Licensees. The survey was
available to Licensees from August 10, 2009, to August 31, 2009. To promote Licensee participation, on August
10, 2009, the Department used its Check-Casher-Seller ListServ to send an email to the 736 individual ListServ
subscribers (consisting of Licensees and other interested persons) advising them of the survey. This
communication resulted in a total of 82 survey responses; however, after eliminating incomplete and duplicate
entries, the Department found that just 31 of the responses were acceptable. These 31 responses came from the
Department’s population of 126 Licensees, for a 25 percent response rate. Only 6 of these 31 respondents have
more than 50 employees. All other respondents are “small businesses” under RCW 19.85.020. The small
businesses that participated in the survey had from 1 to 48 employees.

Each survey participant was asked to estimate the cost of the proposed rules on the business. The attached tables,
Appendices A and B, summarize the results of the survey from small businesses with 50 or fewer employees and
businesses with more than 50 employees respectively, with each response assigned a number rather than the
respondent’s name.

Analysis of survey results for Licensees with 50 or fewer employees

The highest cost elements of the proposed rules for this group are the income documentation and database
utilization provisions. Respondents indicated that a majority of the income documentation costs were associated
with labor, while the costs associated with using the database were evenly split between labor and other
administrative costs. Among the other elements of the proposed rules, labor represented the highest cost
component by a significant margin in all cases except the requirement to provide a brochure to borrowers where
the cost of supplies slightly exceeds labor costs.

There is a wide range of cost estimates among the respondents. The Department believes this is due to the varied
business models, delivery channels, and uses of technology among Licensees.

Analysis of survey results for Licensees with more than 50 employees

The highest cost element of the proposed rules for this group is by far the income documentation requirement.
Accessing the database, using installment plan contracts, and keeping and maintaining the communication log are
other elements identified as higher cost. Respondents indicated that a majority of the income documentation,
database use, and installment plan contract costs were associated with other administrative costs; while labor was
the highest cost associated with maintaining a communication log.

ELEMENT 3. Whether compliance with the proposed rules will cause businesses to lose sales or revenue.
RESPONSE:

The proposed rules do not restrict a Licensee’s ability to provide services. However, the Act was amended to
limit borrowers to eight small loans in any twelve-month period. This amendment will likely cause Licensees to

lose sales and revenue. The proposed rule requiring Licensees to provide borrowers with a notice explaining the
amendments to the Act may increase the borrower’s awareness of the installment plan provision and could result
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in more borrowers exercising that right. However, the Department does not believe that enhanced disclosure of
this provision of the law will have a measurable effect on a Licensee’s volume of business or revenue.

ELEMENT 4. A comparison of compliance costs for the small and large business segments of the affected
industries, and whether the impact on small business is disproportionate.

RESPONSE:

It appears that the cost of compliance for a small business runs from a low of $1,669 per employee to a high cost
of $60,938 per employee with an average of $12,197 per employee. For businesses with over 50 employees, the
cost of compliance runs from a low of $63 per employee to a high cost of $4,178 per employee with an average
of $1,293 per employee. Therefore, it does appear that the proposed rules will have a disproportionate impact on
small businesses.

ELEMENT 5. Steps taken by the agency under RCW 19.85.030(2) to reduce costs of the proposed rules on
small businesses, or reasonable justification for not doing so, addressing the specified mitigation steps.

RESPONSE:

The Department’s analysis of these new Licensee requirements, listed in the response to Element 1 above, found
that several of the requirements addressed are either entirely or partially attributable to legislative changes to the
Act rather than the proposed rules. The Department has fully considered and pursued methods to reduce the costs
on small businesses in accordance with RCW 19.85.030(3)(a) through (f). The following table summarizes each
new requirement, the Department’s findings related to the requirement’s source, and the steps taken by the
Department to mitigate the costs to small businesses.

New Requirement Source of Requirement Department Mitigation Efforts

This is a requirement of the Act. SB 5164
Section 1(4).

The Department amended an earlier
version of the proposed rules to limit
the required elements of the
communication log to only those
items required by the Act.

Licensees must create and
maintain a communication
log of all Licensee initiated
collection communications
with a borrower, including
telephone and written
communications.

Licensees must maintain the
income documentation used
to determine the borrower’s
eligibility for a small loan.

Partially attributable to proposed rules.

The Department has expanded the
acceptable forms of income
verification from earlier versions of
the proposed rule and reduced the
frequency that Licensees must obtain
income verification from once every
30 days to every 90 days. In
addition, most Licensees already
collect income documentation as
part of their routine processes;
therefore, any additional cost would
be negligible.
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New Requirement

Source of Requirement

Department Mitigation Efforts

Licensees must include a
disclosure to borrowers, on
the small loan application
form, about the availability
of the installment plan.

This is a requirement of the Act. SB 1709

Section 5(1).

The Department is unable to mitigate
the impact of this statutory change.

Licensees must provide
borrowers with contracts
that meet the amended
installment plan terms and
conditions.

This is a requirement of the Act. SB 1709

Section 4(1).

The Department is unable to mitigate
the impact of this statutory change.

Licensees must use a
database implemented by
the Department to determine
a borrower’s eligibility for a
small loan.

This is a requirement of the Act. SB 1709

Section 6(1).

The Department is unable to mitigate
the impact of this statutory change.

Licensees must use a
database implemented by
the Department to update
required information on
small loans.

This is a requirement of the Act. SB 1709

Section 6(4).

The Department is unable to mitigate
the impact of this statutory change.

Licensees will incur a
database transaction fee of
approximately $1.00 for
each small loan recorded on
the database.

Partially attributable to proposed rules.

This cost is tied to a Licensee’s
volume of business and therefore
should be comparable for all
Licensees regardless of business
size. In addition, the nature of this
charge is self-mitigating, since a
Licensee must make a small loan,
and thus will charge the borrower a
loan fee of up to $95, in order to
incur the $1 database transaction fee.

Licensees must provide a
notice, using content
provided by the Department,
to each small loan applicant
outlining the changes to the
Act resulting from the Laws
of 20009.

Attributable to proposed rules

The Department requires Licensees
to provide the notice to borrowers
only during 2010.
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ELEMENT 6. A description of how the agency will involve small business in the development of the
proposed rules.

RESPONSE:

The Department involved industry representatives and consumer advocates to assist in developing the proposed
rules. The Department met with each group individually and jointly during rule drafting. All rule drafts were

available on the Department’s website. The Department has received numerous comments on the amendments
to the Act and the proposed rules. The Department will continue to solicit comments until November 13, 20009.

ELEMENT 7. A list of the industry(ies) affected by the proposed rules.
RESPONSE:

The industry affected by the proposed rule is check cashers, check sellers, and small loan (*payday loan’) lenders
licensed under the Act. Check cashers and sellers must obtain a license before engaging in business. Small loan
lenders must first obtain a check casher and seller’s license and then obtain an endorsement that permits them to

make small loans. Not all companies provide all three services.

ELEMENT 8. An estimate of the number of jobs that will be created or lost as the result of compliance
with the proposed rules.

RESPONSE:

Based upon the survey responses, Licensees with 50 or fewer employees estimate that an average of 1 job would
be lost as a result of the proposed rules, and none indicated that any jobs would be created. Licensees with more
than 50 employees estimated that an average of 10 jobs would be lost, and an average of 1 job would be created.

Responses from the 50 or fewer employee Licensee group ranged from zero to eight lost jobs. Just one
respondent with more than 50 employees reported that any jobs would be lost; however, this respondent indicated
that all 56 of its employees would lose their jobs. The two respondents that indicated jobs would be created
reported that two and four jobs would be created as a result of the proposed rules.
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Appendix A
Small Businesses with 50 or Fewer Employees
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Appendix B
Businesses with More Than 50 Employees
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