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I.
INTRODUCTION


On January 26, 2009, the Committee on Consumer Affairs, chaired by Council Member Leroy G. Comrie, and the Committee on Civil Rights, chaired by Council Member Larry B. Seabrook, will hold a joint oversight hearing on rent-to-own retailers in New York City. It will also hear a preconsidered resolution, which calls upon the State Legislature to increase consumer protections for rent-to-own store customers. Those invited to offer testimony include the New York City Department of Consumer Affairs, the New York City Commission on Human Rights, the New York State Consumer Protection Board, representatives from the rent-to-own industry, civil rights advocates, consumer protection advocates, and other interested parties.

II.
BACKGROUND


Rent-to-own stores provide their customers with the opportunity to enter into agreements to rent furniture, electronic equipment and other products with the option to purchase the goods during or upon the conclusion of the rental agreement. A $6.8 billion industry, it first appeared in the 1960s as an attractive option for customers who wanted to acquire certain products without going into debt or damaging their credit.
 Rent-to-own stores are appealing to customers with no or poor credit since the rental agreement does not create any debt, nor does it penalize the customer for discontinuing the lease early and returning the item before the conclusion of the agreement.
 Moreover, rent-to-own stores do not check credit records or require a down payment, and provide free delivery, repair and pick-up of rented products.
 The industry enjoys great success nationally, serving over 2.7 million customers at 8,300 stores.


Despite the potential benefits rent-to-own retailers provide, the industry is not without its detractors. The most frequent complaint lodged against rent-to-own stores is the markup on the products they lease. The stores often charge two to three times more than other retailers charge because the customers make small payments over an extended period of time.
 Failure to make a payment, moreover, results in the immediate seizure of the product without any refund of the money already spent.
 Advocacy groups, such as the Neighborhood Economic Development Advocacy Project (NEDAP), allege that rent-to-own stores are predominantly located in Black and Latino neighborhoods. NEDAP also claims that, nationally, there are twice as many rent-to-own stores in poor neighborhoods than other neighborhoods, and that 60 percent of rent-to-own customers earn less than $25,000 a year.

III.
CRITICISMS OF RENT-TO-OWN STORES

a. Rent-to-Own Stores as Predatory Lenders
The Fannie Mae Foundation defines predatory loans as those that are “characterized by excessively high interest rates or fees, and abusive and unnecessary provisions that do not benefit the borrower, including balloon payments or single-premium credit life insurance, large prepayment penalties, and underwriting that ignores a borrower’s repayment ability.”
  Qualities of predatory loans are: (i) targeted marketing based on irrelevant personal characteristics such as race or ethnicity; (ii) unreasonable loan terms that limit one’s capacity to repay the loan; and (iii) such fraudulent lender behavior as failing to fully explain the terms of a loan or using high-pressure sales tactics.
  Because of the limited number of traditional financial institutions within low-income and minority neighborhoods, residents are often compelled to pursue riskier financial services, making them prime targets of predatory lending practices.
  Many consumer advocates argue that rent-to-own retailers’ practices are predatory. 

Rent-to-own stores are often strategically placed in low-income neighborhoods.  Generally, these businesses cater to people who are on a fixed income and live from pay check to pay check.
  For example, in 2007, Aaron’s, a national rent-to-own chain, prepared to expand its business in the Boston area by targeting seven areas based on the income level and lifestyle of its “typical customer.”
  An Aaron’s executive defined the typical Aaron’s customer as a “blue-collar or white-collar hourly wage earner who may be cash or credit constrained but needs a refrigerator, washer or dryer, television, or sofa.”
  According to a Federal Trade Commission (FTC) study, the typical rent-to-own customers are “African American, younger, less educated, have lower incomes, have children in the household, rent their residence, live in the South, and live in non-suburban areas.”
  The study further determined that African Americans constituted 31% of rent-to-own customers nationwide.

Rent-to-own businesses often use unethical tactics in order to enter into sales agreements with unassuming customers.  Rent-to-own businesses allow those with low credit scores and little available cash to enjoy the comforts of society because of the pay-as-you-go business model.  Unfortunately, sales representatives tend to use misleading marketing tactics in order to prey on unassuming customers; sales representatives are trained to prey on low-income consumption desires.
  The payment plans appear to be straightforward and manageable to an uninformed consumer when in fact the customer does not acquire equity until the entire principal is paid off.
  As a result, if a customer is late on a payment, he will lose any prior payments made, as well as the product itself.  In addition, the frequent small payments generally hide the usurious interest rates.

There are currently 38 Rent-A-Center locations spread throughout New York City.
  The majority of those stores are located near public housing developments.
  NEDAP has determined that the majority of the City’s Rent-A-Center locations are in predominantly Black or Hispanic neighborhoods.
  In addition, the Federal Trade Commission and NEDAP report that in 1999 more than half of the consumers that utilized the services of rent-to-own stores had a household income of less than $25,000.

b. Overpriced Goods

Though the prices on rent-to-own goods are ostensibly regulated by New York Personal Property law, vague language within the code essentially gives rent-to-own retailers free-rein to set their own prices on goods.
 As a result, rent-to-own stores in New York State are able to charge up to two hundred percent more than the average retail price of an item by leasing it to a client over a long period of time at a low fixed weekly or monthly rate.
 While an installment plan maybe be attractive to those who lack the credit to charge a purchase, the low rental rates that lure such a customer in are often deceptive because at the conclusion of the contract – when the customer permanently acquires the product he or she was renting –the amount paid far exceeds the amount the product is actually worth.
 A recent Council investigation found, for example, that a mattress retailing for $670.55 at most stores would end up costing $2,307.40 at the end of an 86 week rental agreement with Rent-A-Center.
 Those who criticize the contractual terms of rental agreements are equally critical of the industry’s seizure and repossession tactics.
 Stores are typically entitled to repossess an item after a single missed payment without any refund of the amount of rent already paid so.

The rent-to-own industry has acknowledged that the lease agreements end up costing the customer significantly more than the actual retail price of an object, but they also continue to recite the benefits to the customer of such a no-obligation lease.
 Industry representatives also justify their high costs by claiming that the nature of the business necessarily involves “more turnover of goods and more intensive customer service.”
 The rent-to-own stores also argue that the higher prices they charge are a result of their lack of buying power relative to such franchises as Best Buy or Wal-Mart.

IV.
State Law Regulations 

Rent-to-own stores are regulated in New York State by the Personal Property Law,
   which provides that a store may set its own “cash price,” or the price at which an item would be offered for sale on the date of the rental purchase agreement.  The “cash price” itself is not regulated- it need only be the price a merchant would charge for the item “in the regular course of business.”
  While many states have similarly loose definitions of “cash price”,
 a few states use more complicated definitions.  For example, California requires evidence that the “cash price” is either equal to published prices of similar items in the same trade location,  twice the amount the rent-to-own store paid a wholesaler for the item, or the manufacturer’s suggested retail price.
  Similarly, Hawaii defines “cash price” as twice the cost the retailer paid a wholesaler or distributor to obtain the item.
   Maine defines the “cash price” as the wholesale cost paid by the retailer multiplied by a factor between 1.75 and 2.50, depending on the item.
 

Under New York State law, once the retailer has determined the cash price, he or she may charge a rental customer up to double the cash price to obtain the item through installment payments.
  While at least nine states have provisions nearly identical to New York’s, all of which cap the rental price at between 2 and 2.4 times the cash price, the majority of the states set no specific limits on pricing.
  

New York requires certain disclosures in rental purchase agreements including a description of the merchandise, whether it is new or used, the amount and timing of individual payments and the total number of payments and amount that must be paid to acquire the item, the amount of any other fee or charge in addition to a regular payment, who is liable for loss or damage to the item, the cash price of the item and a statement regarding early purchase options.
  While most states require all of these disclosures, several states go further in requiring additional disclosures. The majority of states, not including New York, require that a rent-to-own retailer tell a customer their maintenance and service responsibilities during the term of the rental agreement, information about any applicable manufacturer warranties and an explanation of the reinstatement rights of a customer, that is the ability of a customer to reinstate the rental agreement after a missed payment if the customer makes up the payment within a certain period of time. 
  California has one of the most detailed disclosure provisions, and mandates information regarding costs be presented in an easy to read chart.
  Other states, such as Vermont,
 Wisconsin, and Minnesota,
 require rent-to-own stores to disclose the annual percentage rate (APR) of a rental item, which is often extremely high.   The nation’s largest rent-to-own retailer, Rent-A-Center, has scoffed at this requirement and as such no longer operates stores in these states.  

V.
ISSUES AND CONCERNS

Rent-to-own facilities serve a legitimate purpose for those who would like to acquire certain goods but lack the credit or the financial ability to purchase them outright. The Committees are concerned by the degree to which the rent-to-own industry is taking advantage of people in precarious financial situations to turn a profit. While it is justifiable for a retailer to adjust its pricing to absorb the various costs it incurs itself in a transaction, the Committees are interested in addressing rent-to-own retailers’ incredibly high markup rates. While the industry may claim that it does not have the same access to low wholesale prices as do the big box stores, it is difficult to ignore the fact that the industry’s revenues have risen consistently over the past 14 years, increasing nearly 75 percent since 1995.

Throughout their existence, the Committees on Consumer Affairs and Civil Rights have paid special attention to unfair and discriminatory practices. As with their past investigations of subprime loans, pay day loans and other predatory practices, the Committees seek to ensure that those with the least purchasing power are protected from unscrupulous industry actions. The Committees look forward to hearing testimony from all sides of the issue, and to continuing to learn how to best protect the interests of the consumer without infringing on the rights of businesses.

VI.
SUMMARY OF Preconsidered Resolution 

Preconsidered Resolution ___  calls upon the New York State legislature to increase consumer protection for customers of rent-to-own stores by amending the definition of “cash price” to reflect actual retail prices in the trade area and mandating additional disclosures in rental purchase agreements.  While the Council is aware of the utility of rent-to-own stores for many customers lacking credit, these changes will ensure consumers are not being unduly fleeced by retailers and are fully informed of their rights and responsibilities prior to signing a purchase agreement.
Preconsidered Res. No. _____

..Title

Resolution calling upon the State Legislature to increase consumer protections for customers of rent-to-own stores. 

..Body

By Council Member Comrie 

Whereas, The rent-to-own industry generates nearly seven billion dollars in annual revenue and serves three million customers at 8,500 stores nationwide; and 

Whereas, Rent-to-own stores advertise their services as attractive to consumers with poor or no credit history, nearly 60% of whom earn less than $25,000 annually; and  

Whereas, Rent-to-own stores in New York City tend to be concentrated in predominately black and Latino neighborhoods; and 

Whereas, Rent-to-own transactions are governed by rental purchase agreements between the customer and the store that allow the customer to use the merchandise for a set period of time, provided the customer makes monthly payments, and permit the customer to become the owner of the merchandise after paying a predetermined price; and

Whereas, Current New York State Law permits rent-to-own stores to determine the “cash price” for merchandise, or the price at which the store would offer to sell the merchandise directly to the consumer on the date of the rental purchase agreement;  and 

Whereas, Rent-to-own stores may charge customers paying periodic installments up to 50% more than the stated “cash price”; and 

Whereas, A New York City Council report found that rent-to-own stores consistently set the “cash price” substantially higher than the average retail price for the item; and 

Whereas, Rent-to-own customers may end up paying up to 300% more for an item  than if they were to buy the same item directly from a retailer; and         

Whereas, New York State requires very few disclosures in rental purchase agreements as compared to other states; and

Whereas, In New York State rent-to-own retailers need not disclose, among other things, whether the item is damaged, an explanation of the maintenance and service responsibilities during the agreement, an explanation of the reinstatement rights of the customer should he make up a missed payment within a certain period of time, and a statement that the total cost of the merchandise may not include additional taxes or fees; and 

Whereas, Protections for rent-to-own customers would be greatly increased by legislating a fair and equitable formula to set the “cash price” of merchandise offered by rent-to-own stores; and 

Whereas, Additional disclosure requirements would further ensure that consumers are fully aware of the their rights and obligations prior to entering into rental purchase agreements; now, therefore, be it

Resolved, That the Council of the City of New York calls upon the State Legislature to increase consumer protections for customers of  rent-to-own stores. 
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