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Servicemember Civil Relief Act: Interest Rate Reductions

     Would you like to reduce that 22% credit card interest rate to a mere 6%? What about those high interest furniture, automobile or, better yet, the payday loans?  How about that high interest mortgage? You may qualify for such interest rate reduction under the Service Member Civil Relief Act (SCRA)  

     Congress has long been concerned that service members may suffer economic and legal disadvantage because military duties interfere with their ability to take care of civil obligations. .  The SCRA (50 US Code appendix, 501-596) is designed to prevent such harm. It provides service members with protection in several areas. The three most important and commonly used protections concern the delay of civil suits, limitations on interest rates, and termination of residential and vehicle leases. This article examines SCRA section 527, interest rate protections.

     Let's say that you purchased a car and took out a 14% loan to finance it.  You then deployed to Iraq.   Can you use the SCRA to decrease the interest rate?  It depends.  The requirements for interest rate limits are as follows:



Pre-Service Obligation  In order to qualify for interest rate reduction, the financial obligation  must have been incurred prior to military service.  Thus, as a practical matter, the SCRA rate cap provision most commonly applies to new enlistees and reservists.  For reservists, military service is considered commenced upon receipt of orders. Reservists may request interest rate reduction for obligations entered while in the reserve component, as long as the obligation was not incurred while on active duty. 



Military Service Generally, only members on active duty may claim interest rate reduction.  It does not matter whether the claimant's military service was voluntary or involuntary, whether served in the United States or abroad.  Active duty members may also claim interest rate reductions for joint obligations with their spouse; as when husband and wife both sign the contract as borrowers.



Material Effect The rate cap applies only where the member's military service "materially affects" ability to pay pre-service financial obligations.  For example, material affect of military service on ability to pay is clear when the civilian heart surgeon earning $500,000 annually is called to active duty and becomes a Navy Commander earning a small fraction of that amount. However, it is important to note that it is the burden of the lender; e.g., GMAC, MasterCard, etc., to prove that military service does NOT affect ability to pay.  The service member is not required to prove such material affect. Thus, upon request of the member, the rate must be reduced to 6% until the lender convinces a court that military service has no material affect on ability to pay.

     What happens to the extra interest?  Let's say that the lender reduces that 14% interest to 6%.What happens to the 8% difference?  During the Gulf War, some lenders attempted to have the interest accrue; that is, make the service member pay some kind of penalty or otherwise attempt to have the member pay those extra charges after release from active duty.  However, the intent of the statute is to completely forgive this excess interest; the member need not pay it at all.  The Defense Department advanced this position during Desert Storm and was, in fact, able to persuade major lenders to voluntarily comply. In 2003, the law was changed to make this requirement explicit, the excess interest is forgiven. 

   Effective date. The SCRA provides that the interest rate reduction is made effective as of the date that the applicant entered military service, even if the written request for reduction occurred much later.  The interest rate reduction continues through military service and, in the case of a mortgage, for one year after military service.  
   2008 Amendment. The 2008 amendment to the SCRA extended the rate reduction protection for one year after military service. Further, the amendment made the knowing violation of the rate reduction provision a criminal violation punishable by a fine and up to one year imprisonment. 

     Student Loans A Department of Education memorandum (20 USC 1078d) provides that no federal or state law limiting interest rates on loans shall have any effect on federally guaranteed student loans.  Consequently, the SCRA may have no effect in this area. However, the Department of Education may reduce the interest on such loans in its discretion as a matter of internal policy. 

     The full text of the Act, as well as a sample letter to creditor requesting interest rate reduction  can be found at the Camp Lejeune legal assistance web site.  

