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June 2,2010 

Mary Rupp 
Secretary of the Board 
National Credit Union Administration 
1775 Duke Street 
Alexandria, VA 22314-3428 

RE:,Alternative Payday Loan Comments / Short-Tenn, Small Amount Loans 

During 2007 Red River Employees Federal Credit Union developed and implemented the Next 
Chex Loan as a payday loan alternative. Our objective was to reduce the high cost our members were 
paying for a payday loan and help them establish a savings plan while limiting the credit union's risk of 
loss. Payday Lenders were charging fees ofapproximately $45.00 plus high interest rates for a $300.00 
loan. 

To qualify for a Next Chex Loan the member had to be in good standing (all accounts and loans 
current) and have their payroll coming in by electronic deposit for the last 60 days. Next Chex was set up on 
an open-end plan due to the ease of renewal. An application fee of$15.00 was charged each time the 
member applied for a loan, the maximum loan amount was $300.00, the interest rate was 16.50% and the 
tenn was a single payment which was detennined by their next payroll date. Credit reports were not 
required. Members were required to set up an Asset Builder savings account prior to their first Next Chex 
Loan and then deposit 5% of the loan proceeds into the account. The Asset Builder had a $300.00 hold to 
prevent the withdrawal of funds. Members could not withdraw these funds without the approval of a 
lending officer. Withdrawal of funds from the Asset Builder account made the member ineligible for any 
further Next Chex Loans. As the Asset Builder account increased, the member could then be moved to a 
share secured loan with no fees, low monthly payments and a low interest rate. 

This was a very successful loan product for the credit union and it's membership. Members 
experienced great savings and a way out of the payday lending trap with lower fees and an established 
savings plan, while the credit union experienced only minimal losses. The program was discontinued as a 
result ofan NCUA exam and the examiner's definition of"processing costs" for the application fee. 

Although the proposed changes are aimed at developing an alternative to the Payday Loan, the 
NCUA Board actually developed a new loan product. This new loan product allows credit unions to charge 
28% interest plus a $20.00 application fee for loans up to six months on any and all members wishing to 
make a loan up to $1,000.00. 

We believe the limited terms and the limited number of loans the member can have in a six month 
period will push those members we are trying to help back to the payday lenders. We further believe our 
Next Chex product promotes thrift and is a better alternative for our members verses the practices of the 
predatory payday lenders. 

Thank you for the opportunity to comment. 
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