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Sponsor's statement:

This bill further defines criminal usury to include the taking of interest
on a loan which exceeds 30% per annum or 50% per annum, in the case of loans
made for corporations.
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SENATE, No. 3101

STATE OF NEW JERSEY
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INTRODUCED FEBRUARY 19, 1981
By Senators WEISS, MERLINO and PARKER
Referred to Committee on Judiciary

AN Act concerning the definition of eriminal usury and amending
N. J. S. 20:21-19.

BE 11 ENACTED by the Senate and General Assembly of the State
of New Jersey:

1. N. J. 8. 2C:21-19 is amended to read as follows:

20:21-19. Wrongful credit practices and related offenses.

a. Criminal usury. A. person is guilty of criminal usury when
not being authorized or permitted by law to do so, he:

(1) Loans or agrees to loan, directly or indirectly, anv money or
other property at a rate exceeding the maximum rate permitted
by law; or

(2) Takes, agrees to take, or receives any money or other
property as interest on the loan or on the forbearance of any money
or other interest in excess of the maximumn rate permitted by law.

For the purposes of this section and notwithstanding any law of
this State which permits as a mazimum interest rate a rate or
rates agreed to by the parties to the transaction, any loan or
forbearance with an interest rate which evceeds 30% per annum
shall not be a rate authorized or permitted by law, except if the
loan or forbearance is made to a corporation any rate not in excess
of 50% per annum shall be a rate authoriced or permitted by law.

Criminal usury is a crime of the second degree if the rate of
interest on any loan made to any person exceeds 50% per annum
or the equivalent rate for a longer or shorter period. It is a crime
of the third degree if the interest rate on any loan made to any
person except a corporation does not exceed 509 per annum but
the amount of the loan or forbearance exceeds $1,000.00. Other-
wise making a loan to any person in violation of subsection a.
(1) and a. (2) this section is a disorderly persons offense.

b. Business of criminal usury. Any person who knowingly
engages in the business of making loauns or forbearances in vio-

lation of subsection a. is guilty of a crime of the second degree
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and, notwithstanding the provisions of section 2C:43-3, shall be
subject to a fine of not more than $250,000.00 and any other appro-
priate disposition authorized by section 2C :43-2b.

c. Possession of usurious loan records. A person is guilty of a
crime of the third degree when, with knowledge of the nature
thereof, he possesses any writing, paper instrument or article
used to record criminally usurious transactions prohibited by sub-
section a.

d. Unlawful collection practices. A person is guilty of a dis-
orderly persons offense when, with purpose to enforce a claim
or judgment for money or property, he sends, mails or delivers
to another person a notice, document or other instrument which
has no judicial or official sanction and which in its format or
appearance simulates a summons, complaint, court order or pro-
cess or an insignia, seal or printed form of a Federal, State or
local government or an instrumentality thereof, or is otherwise
calculated to induce a belief that such notice, document or instru-
ment has a judicial or official sanction.

e. Making a false statement of credit terms. A person is guilty of
a disorderly persons offense when he understates or fails to state
the interest rate, or fails to make or makes a false or inaccurate or
incomplete statement of any other credit terms.

f. Debt adjusters. Any person who shall act or offer to act as
a debt adjuster shall be guilty of a crime of the fourth degree.

““Debt adjuster’’ means a person who acts or offers to act for
a consideration as an intermediary between a debtor and his
creditors for the purpose of settling, compounding, or otherwise
altering the terms of payment of any debts of the debtor and, to
that end, receives money or other property from the debtor, or

on behalf of the debtor, for payment to, or distribution among, the

59-60 creditors of the debtor. ‘‘Debior’ means an individual or two or
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more individuals who are jointly and severally, or jointly or
severally indebted.

The following persons shall not be deemed debt adjusters for
the purposes of this section: an attorney at law of this State;
a nonprofit social service or consumer credit counseling agency;
a person who is a regular, full-time employee of a debtor, and who
acts as an adjuster of his employer’s debts; a person acting pur-
snant to any order or judgment of court, or pursuant to authority
conferred by any law of this State or of the United States; a

person who is a creditor of the debtor, or an agent of one or more
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creditors of the debtor, and whose services in adjusting the
debtor’s debts are rendered without cost to the debtor; or a
person who, at the request of a debtor, arranges for or makes
a loan to the debtor, and who, at the authorization of the debtor,
acts as an adjuster of the debtor’s debts in the disbursement of
the proceeds of the loan, without compensation for the services
rendered in adjusting such debts.
2. This act shall take effect immediately.

STATEMENT
This bill further defines criminal usury to include the taking of
interest on a loan which exceeds 30% per annum or 50% per annum,

in the case of loans made for corporations.
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FOR . IMMEDIATE RELEASE FOR FURTHER INFORMATION
JARCH 31, 1981 » KATHRVH FORSYTH

Governor Brendan Byrne today signed $-3005, which vepeals interestceilings on

many types of credit in New Jersey, and $-3101, which lowers the definition of

criminal usury for loans to individuals from 50 percent per annum to 30 percent per

apnum. | ‘
Both measures were sponsoféd by Senator Lawrence S. Heiss (D-MiddléSex}. An

explanation of S$-3005 follows and a statement from Governor Byrne on the signing

of both bills 1s attached to this release.

S-3005 derequlates the following types of credit: installment loans;
educational loans, advance loans (overdréft accounts and credit-cards);,smali
business Toans (through which the borrcwer grosses less than $1 millien); small
loans of 1éss than $5,000; second mortgaQes;]oans made by savings and loan
associations; credit union loans; retail installment loans (car loans); retail
charge accounts; home repair loans and insurance premium finaﬁcing.

Residential first mortgages are not affected.

In addition to permitting the borrower and the 1ender.to agree cn an interest
rate; the bill permits variable intérest charges on~a1]v6f'thé abdve loéns, except

sinall business 1oangq home repair credit and pfemium financing. The 1oaﬁ'note or
instfument must advise the borrower of this provision in eight point type.

Because a Tender may chénge the rate of interééf, the borrowar nust be gfven
90 days notice of the first change. Any subsequent changes must be preceeded by
30 days notice, but the lender can only hike the interest once every 365 days and'by
no more than three percent.

The bill prohibits interest from rising by more than six percentage points from
the initial rate and interest must remain stable for the first three years of the loan.

There are exceptions under the bill concerning floating credit charges for
Athree types of Toans: advance loans (overdraft accounts and credit cards), open-end

small loans and retail charge accounts.
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' for these types of loans, there is no three-year freeze and no limit to tﬁe

amount on timing of interest increases, although the creditor must still give

90 days advance notice of the first interest increase and 30 days advance notice

for any subsequent increase.

The borrower also has the right to resist an increased interest charge in these
types of loan relationships. Upon receipt of a 90 days increase notice,Ahe.can
éither agree in writing to the increase or continue to incur indebtedness after the
effective date. IT the borrower incprs'nobmore debt after'the'effeéiiyé date; then
the interestaccrues at the old rate. - . ‘

In addition, the bill permits a bank or othef_credit card issuer to charge a
fee of up to $15 for credit cards. |

Other provisions of the bill change the manner in which precomputed interest is
rebated when installment loans, small business loans, loans by savings and loan . -
associations, retail and car loans, home repair credit and insurance premium
financing ]oans.are repaid.

Beginning the twelfth month after this bill becomes law, precomputed interest
must be rebated according to the acturial méthod vhen the borrower prepays or when
the loan is accelerated.” If the loan is paid off during the fifst year that the
511] is effective, there are certain minimum pre-payment charges.

Under the bi]Lféf3count points charged by mortgage lenders are deemed interest,
thereby makihg them tax deductable by the borrowar. |

Finally, the measure requires the Commissioner of Banking to report to the
LegisTature nine months after enactment and annually therecafter of the effects of
interest rate dercgulation.
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¢ no more than six percent from the original rate.
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STATEMENT OF GOVERMOR BREKDAN BYRNE

Senate Bill Mo. 3005, which-I am signing today, removes State mandated ceilings on
interest rates on a wide variety of Toans. Additionally, lenders will be able to offef
borrowers variable interest rate loans. I am also signing S-3101 which louers the
definitibn of criminal usury for loans to individuals from 50 percent per annum to
30 percent per annum.

Under this bill, interest rétes for 16ans such as insta]]meﬁt crédit; retail credit,
education loans, credit cards, second mortgages, overdraft accoUnts?'éar loans and others
may be set according to market conditions. Interest rates may fluctuate proyided fhe
lendér gives fulil disclosure to the borrower and adyance notice in vriting of any change. -

On most.loans, the change in interest may not be more than three percent in any year and

Interest on credit cards and retail charge accounts could yary immediately for now

indebtedness provided there is both adequate notice to the borrower and agreement by the »

0

borrower to the new rate. There is no 1imit on the amount or timing of réte increaées.

On the other hand, a Tender may not alter. the intereét'rate during the first three
years of the Toan. 'ATthough the language in the bill could be c1eafér, 1 réad it to
restrict a lender's right to alter interest rates unti] the']qan is at least three &ears oid.

Credit has become;é commodity in our society. At the same time,'cohtinued.inf!ation j
has made credit more expensive like other items:- Receht]y; as inflation has driven up the
cost of credit, yesterday's interest ceilings have driéd up.credit,'theréby quieting
significant sectors of our cconomy. I believe that market'farceé and not the State should
regulate the cost and availability of credit. Other states have already moyed in this
direction.

Some believe that this bill will ruin many consumers. I disagreef I eipect that our
banks and other lenders will behave responsibly; competitive pressures should prevent

lenders from setting artifically high interest rates. Similary, I believe that most lew

— davcou concumove will avaid excessive indebtedness. 1 share the concerns of the Public



Advocate about possible overreaching by second morgage lenders. The concern he
voiced was the principa] reason why I would not sign 5-3005 without the lowering of the
criminal usury'rate to 30 percent. Strict‘adherence to that law will be dewanded.

The Commissioner of Banking and I will be watching the effects of this bill
closely. If lenders abuse their.new freedom of Fixing unrealistic interest rates or

by taking advantage of the disadvantaged, I shall adress them swiftly.
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