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INTRODUCED JANUARY 13, 1981
By Senators WEISS, MERLINO and PARKER
Referred to Committee on Labor, Tndustry and Professions

Ax Acr concerning the manner and terms of repayment of, and
the rate of interest and other charges on, loans and other trans-
actions which create a contractual dehtor-creditor relationship,
***[and]*** revising parts of the statutory law ***and supple-
menting P, L, 1968, c. 54***.

BE 171 ENvacTED by the Senate and General Assembly of the State
of New Jeisey:

1. Section 53 of P. L. 1948, c. 67 (C. 17:9A-53) is amended to
read as follows:

53. Scope of article: definitions; interest.

A. In addition fo such other loans which banks are authorized to
make, a bank may make secured and unsecured installment loans
upon the terms and conditions prescribed by this article, but this
article shall not be construed as prescribing an execlusive method
for the making of loans which are payable in installments.

B. As used in this article:

(1) “Bank” means a banking institution as defined in section 1
(C. 17:9A-1) of this act;

(2) “Installment loan"” means a loan (1) which is required by its
terms to be repaid in two or more installments; (2) upon which
interest is contracted for at a rate in excess of that authorized
pursuant to R. S. 31:1-1; (3) the amount of which does not exceed
[$10,000.00] the amounts authorized by subsection D. of section
54 of this act (C. 17:94-54D.) and (4) the final installment of which
is payable not more than *[7}* *12* years and 3 months subsequent
to the date upon which such loan is made. The terms “installment
loan” and “installment loans” as used in this article include botk

EXPLANATION—DMats nclosed in bold-faced brackets [thusl in the above bill
is no:l efxl;cfed and is intended to be omitted in the law. :
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precomputed and nonprecomputed installiment loans unless other-
wise expressly stated;

(3) (Deleted by amendment.)

(4) (Deleted by amendment.)

(9) “Person” means an individual, a partnership and an
association;

(6) (Deleted by amendment.)

(7) (Deleted by amendment.)

(8) (Deleted by amendment.)

(9) “Actuarial method” means the method of applying payments
made on a loan between principal and interest pursuant to which
a payment is applied first to accumulated interest on the prineipal
amount of the loan and the remainder is applied to the unpaid
principal balanee of the loan in reduction thereof’;

(10) “Precomputed interest” means an amount equal to the
whole amount of interest payable on au iustallment loan for the
period from the making of the loan to the date scheduled by the
terms of the loan for the payment of the final installinent;

(11) “Precomputed loan” means an installment loan which 1is
evidenced by a note the face amount of which consists of the aggre-
gate of the principal amount of the loan so evidenced, and the
precomputed interest thereou;

(12) “Nonprecomputed loan” means an installment loan which
is evidenced by a note the face amount of which consists solely of
the principal amount of the loan so evidenced;

(13) “Unpaid balance” of an installment loan means the aggre-
gate of the following:

(i) The face amount of the note evidencing such loan;

(i) All amounts paid by the bank and added to such loan
as provided in paragraph (2) of subsection A of section 55;

(iii) All interest accrued and unpaid;

(iv) Such further charges as the bauk may make pursuant
to law in protecting or enforecing a security interest in any
property securing the payment of such loan or otherwise;

(v) In the case of precomputed loans, the amount of all late

charges imposed pursuant to section 55;

564 less the aggregate of the following:

o7
o8
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60

61
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(vi) All installment payments made in the case of a pre-
computed loan, or all payments made in reductionn of principal
in the case of a nonprecomputed loan;

(vii) All payments made on account of or in payment in full

~of any charges or amounts referred to in subparagraphs (ii),
(iii), (iv) and (v) of this paragraph (13); and
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3
(viii) In the case of a precomputed loan, the amount of the
credit to which the borrower is entitled pursuant to sectgn 56;

(14) “Class I installment loan” means an installment loan
which is unseceured, and also means an installment loan which is
secured by an intercst in tangible or intangille personal property;

(15) “Class IT installment loan” means an installment loan
which is secured by an interest in real property.

C. LAJ Notwithstanding the provisions of R. S. 31:1-1 or any
other law to the contrairy, ¢ bank may eontract for and receive in-
terest on installment loaus calculated according to the actuarial
method, at a rate [not exceeding 12% per annum on the unpaid
balances of the prineipal, except that the commissioner may, with
the advice of the special advisory Loard ereated pursuant to P. L.
1970, e. 205, section 11 (C. 17:11A-44) by regulation adopted,
amended and rescinded from time to time, provide that the rate
of interest which may be contracted for and received on Class II
installment loans may be nore than 12% per annum but not more
than 15% per annum as shall be established by such regulation.
TPor the purpose of establishing rates as provided by this subsec-
tion, the commissioner may, with the advice of the special advisory
board referred to above, classify installmnent loans into two cate-
gories, one of which shall counsist of Class I installment loans and
the other of which shall consist of Class IT installment loans. In
adopting, aniending, and rescinding regulations pursuant to this
subsection, the commissioner and the special advisory board shall
consider the general state of the economy, the discount rates pre-
scribed by the Federal Reserve Bank of New York and the Federal
Reserve Bank of Philadelphia, the advance rate as prescribed by
the I'ederal Home Loan Bank of New York, the availability of
funds for loans, studies and statistics published by the Federal
Home Loan Bauk Board and other agencies of the United States
and of this State, and such other factors and bases for determina-
tion as the commissioner and the board may deem pertinent. The
rate established by any such regulation shall reasonably refleet
prevailing market conditions, regionally and nationally, based upon
the studies, statistics and factors considered, and shall remain in

foree until such time as such regulation is rescinded or such rate

100 is increased or decreased by a subsequent regulation. Any such

101 regulation shall have prospective effect only} or rates agreed to by

102 the bank and the borrower. This subsection shall not limit or re-

103 strict the manner of contracting for the interest charge, whether

104 by way of add-on, discount or otherwise, so long as the interest
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105 rate does not exceed that permitted by this subsection. In the
106 case of a precomputed loan, the interest may he computed on the
107 assumption that all scheduled payments will be made when due,
108 and all scheduled installment payments made on a precomputed
109 loan may be applied as if they were received on their scheduled
110 due dates. In the case of nonprecomputed loans, all installment
111 payments shall be applied no later than the next day, other than
112 a public holiday, after the date of receipt, and a day shall be
113 counted as one-three-hundred-sixty-fifth of a vear.
114 D. (Deleted by amendment.)
115 E. (Deleted by amendment.)
116 F. (Deleted by amendment.)
117 @. The commissioner may prepare and distribute to such banks
118 as shall make a request therefor, a schedule or schedules to be
119 used in ascertaining precomputed interest, or he may approve a
120 subsisting schedule or schedules, and interest taken pursuant to
121 such schedule or schedules shall constitute a complete complianrce
122 with this section. A copy of such schedule or schedules, certified
123 by the commissioner, shall be evidence in all courts and places.

1 2. Section 54 of P. L. 1948, ¢. 67 (C. 17:9A-54) is amended to
read as follows:

54. Limitations and conditions.

A. Every installment loan shall be evidenced by a note the face
value of which shall be in an amount determined pursuant to para-
graph (11) or (12) of subsection B. of section 53, as the case may
require, aud which shall provide for payments to be iade at

monthly intervalg on the corresponding date in each month. [Sched-

W W~ G P WD

uled installment payments shall be in substantially equal amounts,

=
o

except that the final installment scheduled may be in an amount
10a twice the amount of a preceding installment, plus $1.00] *The note
10B may provide for an increase, or may provide for a decrease, or
10c both, in the rate of interest applicable to such installment loan.
10p ***No increase during the entire loan term shall result in an
10E interest rate of more than 6% per annum over the rate applicable
10F initeally, nor shall the rate be raised more than 3% per annum
10c¢ during any 12 month period. The lender shall not be obligated to
10m decrease the interest rate more than 6% over the term of the loan,
101 nor more than 3% per annum during any 12-month period. If a rate
107 increase is applied to the loan, the lender shall also be obligated to
10x adopt and implement uniform standards for decreasing the rate.***
10L **If the note provides for the possibility of an increase or decrease,
11 or both, in the rate, that fact shall be clearly described in plain lan-
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114 guage, wn at least 8-point bold face type on the face of the note.**
118 **[In the event that there is an increase in the rate, no such]**
11c **No rate** increase shall take effect **[unless (a) the increased
11p rate is not effective** ***[**(a)**J*** during the first 3 years of
11 the term of the loam, ***[(b)]*** ***or thereafter, (a)***
11Fr **unless** at least 90 days prior to the effective date of the first
1l such increase, or 30 days prior to the effective date of any subse-
11= quent increase, a written notice has been mailed or delivered to the
111 borrower that clearly and conspicuously describes such increase,
117 and ***[(c)X*** ***(b)*** **unless** at least ***[90]***
11x ***365*** days have elapsed without any increase im the rate.
11, ***[In the event of a decrease in the rate the restrictions of this
11m subsection do not apply.J*** ***No increase during the entire loan
11x term shall result in an interest rate of more than 6% per amnum
110 over the rate applicable initially, nor shall the rate be raised more
11p than 3% per annum during any 12-month period.*** If the note
11Q does provide that the interest rate may be increased them, not-
11r withstanding the provisions of section 56 of P. L. 1948, c. 67 (C.
11s 17:94-56), when the unpaid balance owing upon a precomputed
117 loan is repaid in full or the maturity of the unpaid balance of such
11v loan is accelerated before the date scheduled for the payment of the
11v final installment, the bank shall allow a credit on account of the
11w precomputed interest, calcuated according to the actuarial refund
11x method, **[assuming that]** **as if** all payments were made as
11Y scheduled, or if deferred, as deferred; provided, however, that if the
11z loan is prepaid within 12 months after the first payment is due, a
11aa bank may charge a prepayment penalty of not more than **(a)**
1188 $20.00 on any loan up to and including $2,000.00**[, $50.00F** **
1lcc (b) an amount equal to 1% of the loan** on any loan greater than
11pD $2,000.00 and up to and including $5,000.00**;** and **(c)**
118E $100.00 on any loan exceeding $5,000.00.

11rr Efective on the first day of the twelfth month following the effec-
12 tive date of this act, notwithstanding the provisions of section 56
124 of P. L. 1948, c. 67 (C. 17:94-56) on all loans, when the unpaid
128 balance owing upon a precomputed loan is repaid wm full or the
12¢c maturity of the unpaid balance of such loan is accelerated before
120 the date scheduled for the payment of the final installment, the bank
128 shall allow a credit on account of the precomputed interest, calcu-
12r lated according to the actuarial refund method, **[assuming
12¢ that}** **as if** all payments were made as scheduled, or if de-
12m ferred, as deferred; nrovided, however, that if the loan is prepaid
121 within 12 months after the first payment is due, a bank may charge
125 a prepayment penalty of not more than **(a)** $20.00 on any loan
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up to and mcluding $2,000.00**[, $50.003** **; (b) an amount equal
to 1% of the loan** on any loan greater than $2,000.00 and up to
and including $5.000.00%* % aud **(c)** 3100.00 on any loan ex-
ceeding $5,000.00.* Such note may further provide that up to 3
months may elapse between the date of the loan and the date sched-
uled for the payment of the first installment, or between the dates
scheduled for the payment of subsequent installments, provided
that in any 12-month period there shall be not more than 3 months
during which no installment is scheduled to be paid.

B. No installment loan siall be made the final installment of
whicli is scheduled to he paid more than *[73* *12* years and 3
months subsequent to the date npon which such loan is made.

C. No bank shall make arv further interest or other charge or
demand in connection with such loan, other than those expressly
authorized by this article.

D. No bank shall make a Class T installment loan for the
payment of which any person shall be liable to the bank in any
capacity, if the amount of such Class I installment loan, and the
amounts of the unpaid balances owing to the bank on all other
Class T installment loans for the payment of which such person
is liable to the bank, will in the aggregate exceed [$10,000.007F
$20,000.00 exclusive of interest and other charges nor shall any
bank make a Class II installment loan for the payment of which
any person shall be Jiahle to the bauk in any capacity, if the amonnt
of such Class IT installment loan, and the amounts of the unpaid
balances owing to the bank on all other Class IT installment loans
for the payment of which such person is liable to the bank, will in
the aggregate exceed [$10,000.00F $25,000.00 exclusive of interest
and other charges.

. [No bank which holds a mortgage which is a first lien on real
property shall make a Class IT installment loan seeured by a mort-
gage on such real property within 3 years from the time when such
first mortgage was recorded, but this prohibition shall not apply
to any Class IT installment loan the purpose of which, as repre-
sented to the bank by the borrower, is to enable the borrower to
pay the cost, in whole or in part, of modernizing, altering, repair-
ing, improving or rehabilitating such real property.] Deleted by
amendment (P. L. , C ).

. Nothing in this section or elscwhere in this article contained
shall prevent a bank fromn making an installment loan, the proceeds
of which will be applied in whole or in part to the repayment at
or before final maturity of a loan theretofore made under the

provisions of this article or otherwise.
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3. Section 3 of P. L. 1975, c. 287 (C. 17:9A-53.4) is amended to
read as follows:

3. [A] Notwithstanding the provisions of R. 8. 31:1-1 or any
other law to the contrary, a banking institution may make educa-
cational loans and may charge and collect interest thereon at a rate
[not in excess of 1% per month on the first $10,000.00 of the princi-
pal sum owing on all such loans for the payment of which a person
is liable to the banking institution in any capacity, and 34 of 1%
on the excess over $10,000.00 owing on all such loans for the pay-
ment of which a person is so liable to the bankng institution] or
rates agreed to by the banking institution and the borrower.
Interest shall be calculated according to the actuarial method,
pursuant to which payments made on the loan are applied first to
accumulated interest on the principal amount of the loan and the
remainder applied to the unpaid principal balance of the loan in
reduction thereof. All payments shall be applied no later than the
next day, other than a Sunday or a public holiday, after the date
of rececipt, and a day shall be counted as one-three hundred sixty-
fifth of a year. *The note or other evidence of the loan may provide
for am increase, or may provide for a decrease, or both, in the rate
of mterest applicable to the loan. ***No increase during the entire
loan term shall result in an interest rate of more than 6% per
annum over the rate applicable initially, nor shall the rate be
raised more than 3% per annum during any 12-month period. The
lender shall not be obligated to decrease the interest rate more
than 6% over the term of the loan, nor more than 3% per annum
during any 12-month period. If a rate increase is applied to the
loan, the lender shall also be obligated to adopt and implement
uniform standards for decreasing the rate.*** **If the note pro-
vides for the possibility of an increase or decrease, or both, in the
rate, that fact shall be clearly described i plain language, in at
least 8-point bold face type on the face of the note.** **[In the
event that there is an increase in the rate, no such]** **No rate**
increase shall take effect **[unless (a) the increased rate is mot
effective]** ***[**(a)**}*** during the first 3 years of the term
of the loan, ***[(b)}*** ***or thereafter, (a)*** **unless** at
least 90 days prior to the effective date of the first such increase,
or 30 days prior to the effective date of any subsequent increase, a
written notice has been mailed or delivered to the borrower that
clearly and conspicuously describes such increase, and ***[(c)]***
ERE(D)*H* **yunless*™® af least ***[907*** ***365*** days have
elapsed without any increase in the rate. ***[In the event of a
decrease im the rate, the restrictions of this subsection do mot
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44 apply*J*** ***No increase during the entire loan term shall result
45 in an interest rate of more than 6% per anwnum over the rate appli-
46 cable initially, nor shall the rate be raised more than 3% per annum

47 during any 12-month period.***

1 4. Section 6 of P. L. 1959, c¢. 91 (C. 17:9A-59.6) is amended to
2 read as follows:

3 6. A. [The] Notwithstanding the provisions of R. S. 31:1-1 or any
4 other law to the contrary, the rate [[of interest contracted for or
5 received by a bank] or rates on advance loans shall [not exceed

1% per month on the daily principal balances owing on all advance

the borrower. Interest may be reckoned according to any method
authorized by [section] R. S. 31:1-1 [of the Revised Statutes].

94  *The contract may provide that the interest rate may be -

6
7 loans outstanding in respect to a] be as agreed to by the bank and
8
9

98 creased, or may be decreased, or both, from tume to time; provided,
9¢ however, that no increase in interest shall be effective unless: (a)
90 at least 90 days prior to the effective date of the first such increase,
9 or 30 days prior to the effective dale of any subsequent increase, a
9r written notice has been mailed or delivered to the borrower that
96 clearly and conspicuously describes such change and the indebt-
9a edness to which it applies and states that the incurrence by the
91 borrowei or another person authorized by him of any further in-
97 debtedness under the plan to which the agreement relates on or
95 after the effective date of the increasc specified in the notice shall
9L constitute accepiance of the wncrease and (b) either the borrower
9M agrees in writing to the increase or the borrower or another person
Ox authorized by him wncurs such further indebtedness on or after the
90 effective date of the imerease stated wn the notice. The provisions
9p of this paragraph permitting an increasc in a rate of interest shall
9 not apply in the case of an agreement which expressly prohibits
Or changing of interest rates or which provides limitations on changing
9s of wnterest rates which are more restrictive than the requirements
9t of this paragraph.* **If the contract provides for the possibility
9t of an increase or decrease, or both, in the rate, that fact shall be
9v clearly described in plain language, in at least 8-point bold face
9w type on the face of the contract.**
10 B. For the purposes of this section, charges for premiums ad-
11 vanced hy the bank for credit life insurance, or credit accident and
12 health insurance, or both, shall be treated as part of the principal
13 halance owing on an advance loan, but no such charge shall be
14 included in determining the maximum permissible indebtedness as
15 limited by section 11 of this act.
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C. Notwithstanding the provisions of any other law to the con-
trary, a bank which issues a credit card in connection with an
advance loan contract in effect between the bank and the borrower
as authorized by this act may charye the borrower a fee *not
cxceeding $15.00 per annum* on an ainual or monthly basis *[not
exceeding such sum as the bank and the borrower may agree upon]*.
The charge so made may (1) be collected in advance, (2) shall be in
addition to and not in substitution of any other fee or charge au-
thorized by this act, and (3) shall not be deemed to be an interest
charge.

5. Section 3 of P. 1.. 1964, c. 162 (C. 17:9A-59.27) is amended to
read as follows:

3. (a) [AQ Notwithstanding the provisions of R. S. 31:1-1 or any
other law to the contrary, a bank may contract for and receive
interest on a small business loan calculated according to the
actuarial method, at a rate [not exceeding 12% per annum on the
unpaid balances of the principal; except that the Commissioner of
Banking may, with advice of the special advisory board created
pursuant to P. 1. 1970, ¢. 205, section 11 (C. 17:11A-44) by regula-
tion adopted, amended and rescinded from time to time, provide
that the rate of interest which may be contracted for and received
on any such loan may be more than 129 per annum but not more
than 15% per annum as shall be established by such regulation. In
adopting, amending, and rescinding regulations pursuant to this
subsection, the commissioner and the special advisory board shall
consider the general state of the economy, the discount rates pre-
scribed by the Federal Reserve Bank of New York and the Federal
Reserve Bank of Philadelphia, the advance rate as prescribed by
the Federal Home Loan Bank of New York, the availability of
funds for loans, studies and statistics published by the Federal
Home Loan Bank Board and other agencies of the United States
and of this State, and such other factors and bases for determina-
tion as the commissioner and the board may deem pertinent. The
rate established by any such regulation shall reasonably reflect
prevailing market conditions, regionally and nationally, based
upon the studies, statistics and factors considered, and shall remain
in force until such time as such regulation is rescinded or such
rate is increased or decreased by a subsequent regulation. Any such
regulation shall have prospetive effect onlyJ or rates agreed on by
the bank and the borrower. This subsection shall not limit or
restriet the manner of contracting for the interest charge, whethe

by way of add-on, discount or otherwise, so long as such charge
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does not exceed the limitation imposed by this section. In the case
of a precomputed loan, the interest charge may be comnputed on
the assumption that all schedunled payments will be made when
due, and all scheduled installment payments made on a precom-
puted loan may be applied as if they were received on their
scheduled due dates. In the case of nonprecomputed loans, all
installment payments shall be applied no later than the next day,
other than a public holiday, after the date of receipt, and a day
shall be counted as one-three-hundred-sixty-fifth of a year.

(b) (Deleted by amendment.)

*6. Section 4 of P. .. 1964, c. 162 (C. 17:9A-59.28) is amended to
read as follows:

4. (a) Every small business loan shall be evidenced by a note
which shall be dated the day of the making of such loan, and the
face amount of whieh shall be in an amount determined pursuant
to paragraph (h) or (i) of section 1, of this act as the case may
require.

(b) Kach such note shall provide that the amount thereof shall
be payable in installiuents ou dates separated by payment-periods
of equal duration measured in terms of months. Any such note
may provide for the omission of installments, including the first
installment, during any period not exceeding 93 days in any one
12-month period. Fxcept as herein otherwise provided, no note
shall provide for payment-periods shorter than 1 month or longer
than 3 months. [Each such note shall provide for installment pay-
ments in equal amounts, except that the final installment may be not
more than $1.00 more or less than any previous installment, and no]
No such note ghall provide that the final installment shall be pay-
able more than 7 years and 3 months from the date of such note.

(¢c) Effective on the first day of the twelfth month following the
effective date of this act, notwithstanding the provisions of section
11 of P. .. 1964, c. 162 (C. 17:94-59.35), when the unpaid balance
owing wpon a precompited loan is repaid in full or the maturity of
the unpaid balance of such loan is accelerated before the date
sckeduled for the payment of the final installment, the bank shall
allow a credit on account of the precomputed interest, calculated
according to the actuarial refund method, **[assuming that}**
**as if** all payments were made as scheduled, or if deferred, as
deferred; provided, howeuver, that if the loan is prepaid within 12
months after the first payment is due, a bank may charge a prepay-
ment penalty of not more than **(1)** $20.00 on any loan greater
than $2,000,00%*[, $50.000** **; (2) an amount equal to 1% of
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33 the loan** on any loan greater than $2,000.00 and up to and includ-
34 ing $5,000.00%*;** and **(3)** $100.00 on any loan exceeding

35 $5,000.00.*
1 6% *7.* R. 8. 17:10-14 1s amended to read as follows:
2 17:10-14. [livery] Notwithstanding the provisions of R. S.
3 31:1-1 or any other law to the contrary, every licensee hereunder
4 may loan any sum of money not exceeding $5,000.00, repayable in
5 installments, and may charge, contract for and receive thereon
6 interest at an annual percentage rate [not exceeding 24% on that

|

part of the unpaid principal balance not exceeding $500.00, and
8 22% on that part of the uupaid balance in excess of $500.00 but not
8a i exeoss of 130000 and 189 on auy vemainder of such unpaid
88 principal balance] or rates agreed to by the licensee and the
8¢ borrower.
8o *4 loan contract other than an open-end loan contract may pro-
8 vide for an increase, or may provide for a decrease, or both, in the
8¢ rate of interest applicable to the loan. ***No increase during the
8a entire loan term shall result in an interest rate of more than 6%
8H per annum over the rate applicable initially, nor shall the rate be
81 raised more than 3% per annum during avy 12-month period. The
87 lender shall mot be obligated to decrease the interest rate more
8K than 6% over the term of the loan, nor more than 3% per annum
8L during any 12-month period. If a rate increasc is applied to the
8m loan, the lender shall also be obligated to adopt and implement
8N uniform standards for decreasing the rate.*** **If the contract pro-
8o wides for the possibility of an increase or decrease, or both in the
8p rate, that fact shall be clearly described in plain language, in at least
8q &-point bold face type on the face of the contract.** **[In the event
8Rr that there is an increase in the rate, no such]** **No rate**
wmcrease shall take effect **[unless (a) the increased rate is not
9a effective*™ ***[**(a)**1*** during the first 3 years of the term of
98 the loan, ***[(b)X*** ***or thereafter, (a)*** **unless** at least
9c 90 days prior to the effective date of the first such increase, or
9p 30 days prior to the effective date of any subsequent increase, a
Or written notice has been mailed or delivered to the borrower that
9% cleary and conspicuously describes such increase, and ***[(c)]***
9g ***(b)*** **ynless** at least ***[90F*** ***365*** days have
9u elapsed without any increase i the rate. ***[In the event of a
91 decrease in the rate, the restrictions of this subsection do not
95 apply.J*** ***No increase during the entire loan shall result in an
9k interest rate of more than 6% per annum over the rate applicable

91 initially, nor shall the rate be raised more than 3% per annum
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M during any 12-month period.*** Where the loan contract so pro-
9N-0 vides for am increase or decrease in the rate of interest, the pro-
 9p vision of R. S. 17:10-13 vequiring that no tnstaliment be sub-

9q stantially greater in amount than any preceding installment shall

9r not apply.

9s  An open-end loan contract may provide that the interest rate may

9t be incieased or may be decreased, or both, from time to time pro-

9v vided, however, that no increase in interest shall be effective unless:
9v (a) at leest 90 deys prier to the effective date of the first such in-
9w crease, or 30 days prior to the effective date of any subsequent in-
9x crease, a written notice has been mailed or delivered to the borrower

Oy that clegily and conspicuousiy describes such change and the in-

9z debtedness to which il applies and siates that the incurrence by the

10 borvower or another person authorized by kim of any further in-
10a debtedness under the plan to which the agreement relates on or
108 after the effective date of the increase specified in the notice shall
10c consiitute acceptance of the increase and (b) either the borrower

10p agrees in writing to the increase or the borrower or another person

10r authorized by hini incurs such further indebtedness on or after the
10r effective date of the increase stated in such notice. The provisions
10c of this paragraph permitting an increase in a rate of tnterest shall
101 not apply in the case of an agreement which expressly prohibits
101 changing of interest rates or which provides limitations on chang-
107 ing of interest rales which are more restrictive than the require-
10x ments of this paragraph.* **If the contract provides for the possi-
10L bility of an increase or decrease, or both, in the rate, that fact shall
10m be clearly described in plain language, in at least 8-point bold face
10N type on the face of the written notice.**

10o  The interest and periodic payments for loans at these *[maxi-
11 mum]}”* rates shall be computed from standard tables based on the
12 actuarial or annuity method which conforms to the so-called “United
13 States Rule of Partial Payments,” which provides that interest shall
14 be caleulated wheunever a payment is made and the payment shall be
15 first applied to the payment of interest and if it exceeds the interest
16 due, the balance is to be applied to diminish prinecipal. If the pay-
17 ment is insufficient to pay the entire amount of interest the balance
18 of interest due shall not be added to principal, so as to produce
19 interest thereon.

20 No interest shall be paid, deducted, or received in advance.
21 Interest shall not be compounded and shall be computed only on
22 unpaid principal balances. For the purpose of computing interest,

23 *[whether at the maximum rate or less,]* all installment payments
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shall be appiied no later than the next day, other than a public
Lioliday, after the date of reeeipt, and interest shail be charged for
the actual number of days elapsed at the daily rate of 1/365th of
the yearly rate.

No licensee shall induce or permit any person nor any husbaud
and wife, jointly or severally, to become obligated, direcectly or
contingently or both, under more thau one contract of loan at the
same time for the purposc of obtaining a higher rate of interest
thau would otherwise be permitted by this scetion. This prohibition

shall not apply to anyv loan inade pursuant to any other law of this

34-35 State.

36

Lo =

~1T &y, OV Ha W

001

In addition to the interest herein provided for no further or other
charge, or aniount whatsoever for any examination, serviee, broker-
age, comunission, expense, fee, or bonus or other thing or otherwise
shall be directly or indirectly charged, contracted for, or received,

xcept (1) amounts for insurance obtained or provided by the

licensee in accordance with the provisions of this chapter; and (2)
on actual sale of the sccurity in foreclosure proeeedings or upon
the entry of judgment. If any interest, consideration or charges in
excess of those perniitted by this chapter are charged, contracted
{or, or received, except as the result of a good faith errow, the
contract of loan shall be void and the licensee shall hiave no right
to colleet or receive any prineipal, interest, or charges whatsoever,
and the borrower shall be entitled to recover from the lender any
such sums paid or returned to the lender by the borrewer on account
of or in connection with the loan.

*[7.3" *8.* Bection 11 of P. L. 1970, c. 205 (C. 17:11A-44) is
amended to read as follows:

11. *Fa.J* TAJ Notwithstanding the provisions of R. S. 31:1-1 or
any other law lo the contrary, a licensee shall have authority to
niake a secoudary mortgage loan., repayable in installments, and
may charge, contraet for and receive thereon interest at an annual

sercentage rate [not exceeding 15%, computed by the actuarial
method (United States rule} and; provided further, the Commis-
sioner of Banking, with the advice of a special advisory board cen-
stituted as hereinafter provided, may by regulation adopted,
antended and reseiuded from tinwe to time, provide that the interest
which may be taken for any such loan shall be more than 15% per
annum but not more than 18% per annum, as shall be preseribed in

such regulation] or rates agreed to by the licensee and the

14a borrower.

148

*The note evidencing the loan may provide for an increase, or

14c may provide for a decrease, or both, in the rate of interest appli-
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14p cable to the loan. ***No increase during the entire loan term shall
14E result in an interest rate of more than 6% per annum over the rate
14F applicable initially, nor shall the rate be raised more than 3%
l4c per annum during any 12-month period. The lender shall not be
145 obligated to decrease the interest rate more than 6% over the term
141 of the loan, nor more than 3% per anwnum during any 12-month
145 period. If o rate increase is applied to the loan, the lender shall
14x also be obligated to adopt and implement uniform standards for
141 decreasing the rate.*** **If the note provides for the possibility of
14M an increase or decrease, or both, in the rate, that fact shall be clearly
14~ described in plain language, in at least 8-point bold face type on
140 the face of the note.** **[In the event that there is an increase in
14p the rate, no suchy** **No rate** **increase shall take effect **[un-
14q less (a) the increased rate is not effective]** ***[**(a)**]***
14r during the first 3 years of the term of the loan, ***[(b)]*** ***or
14s thereafter, (a)*** **unless** at least 90 days prior to the effective
141 date of the first such increase, or 30 days prior to the effective date
14v of any subsequent increase, a written notice has been mailed or
14v delivered to the borrower that clearly and conspicuously describes
14w such increase, and ***[(c)Y*** ***(b)*** **unless** at least
14x ***[90]*** ***365*** days have elapsed without any increase in
14y the rate. ***[In the event of a decrease in the rate, the restrictions
14z of this subsection do not apply.J*** ***No increase during the
15 entire loan term shall result in an interest rate of more than 6%
154 per annum over the rate applicable initially, nor shall the rate be
158 raised more than 3% per annum during any 12-month period.***
15¢ Where the note evidencing the loan so provides for an increase or
15p decrease in the rate of interest, the provision of subsection b. of
158 section 18 of P. L. 1970, ¢. 205 (C. 17:114-51b.) requiring that pay-
157 ment be made in substantially equal wnstallment payment amounts
156 shall not apply.*

158 *[(1)]* No interest shall be paid, deducted, or received in
16 advance. Interest shall not be compounded and shall be computed
17 only on unpaid prinecipal balauces. I'or the purposes of computing
18 interest, *[whether at the maximum rate or less,]* a month shall be
19 considered a calendar month and where a fraction of a month is
20 involved a day shall be considered 1/30 of a month.

21 ¥Th. I'Tn making, amending, and rescinding regulations pursuant
22 to the preceding provision, the} The Commissioner of Banking fand
23 the] with the advice of a special advisory board constituted as
24 hereinafter provided, shall consider the general state of the

25 economy, [the discount rates preseribed by the Federal Reserve
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Bank of New York and the Federal Reserve Bank of Philadelphia,
the advance rate as prescribed by the Federal Home Loan Bank of
New York,] the availability of funds for loans, studies and statistics
published by the 'ederal ITome l.oan Bank Board and other agen-
cies of the United States and of this State, and such other factors
and bases for determination as the commissioner and the board
may deem pertinent o an analysis of whether the purposes of this
act are being met, and secondary mortgage loans are available to
consumers. [The rate established by any such regulation shall
reasonably reflect prevailing market conditions, regionally and
nationally, based upon the studies, statisties and factors considered,
and shall remain in force until such time as such regulation is
rescinded or such rate is increased or decreased by a subsequent
regulation. Any such regnlation shall have prospective effect only.}

c. The special advisory board lLerein provided for shall consist
of the Commissioner of Banking, who shall be ex-officio chairman
of the board, and 5 members appointed by the Governor with the
advice and consent of the Senate. Any appointed member of the
board may be removed from office by the Governor whenever, in his
judgment, the publie interest may so require. 12ach of the 5 ap-
pointed members shall have had, at the time of his appointment,
practical experience in consumer financing or fields so related
thereto as to qualify each as an authority for the purpose of advis-
ing the Commissioner of Banking regarding the interest which may
be taken for any secondary mortgage loan. At no time shall there
be more than a single representative on the board from any one
institution or group of institutions.

d. Each member of the board shall hold office for a term of 2
years, and thereafter until his successor is appointed and has
qualified, subject to removal by the Governor pursnant to the pre-
ceding provision. Members of the board shall be eligible for re-
appointnient in the same manner as the initial appointment of
members of the board as provided for heretofore. Any vacancies
in the board shall be filled for the unexpired portion of the term
in the same manner as for a full term.

e. The members of the special advisory board shall serve without
compensation, hut shall be reimbursed for their actual and neces-
sary expenses in attending meetings of the board. All claims for
reimbnrsement shall be submitted in the form and manner pre-
scribed for like claims of the Commissioner of Banking.

f. The board shall meet at least semiannually, at such times and
places in the State as it may determine. The commissioner may

call such other meetings as he may deem necessary, and he shall
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call a nieeting when requested by 2 or more members of the board.
At least 3 days notice of every meeting shall be given to each mem-
ber of the board personally, or by mail, telephone, or telegraph.
TF'our niembers of the board shall constitute a quorum.

g. The special advisory board shall elect a secretary who may be
an employee of the Department of Banking but who shall receive
no extra compensation for serving as secretary. The secretary shall
keep an accurate record of all meetings of the board and shall per-
form such other duties as may be prescribed by the board.

h. For the purpose of discharging its duties, the board shall
have access to all relevant records in the Deartment of Banking,
including reports and confidential communications, but each
member of the board shall treat all information so obtained as con-
fidential and shall not reveal any such information to any person
other than another member of the board.

i. No member of the board, including the Commissioner of
Banlkiug, shall be personally liable for any act done or omitted in
connection with the performance of his duties under this act.

3. At the initial meeting of the special advisory board, the mem-
bers shall agree, by majority vote, to the procedure by which ree-
ommendations will be made to the commissioner concerning [the
interest rate to be established pursuant to] this act.]*

*E£3.J* *9.* Section 160 of P. L. 1963, c. 144 (C. 17:12B-160) is
amended to read as follows:

160. Charges on such loans.

*[(1)]* [The] Notwithstanding the provisions of R. S. 31:1-1 or
any other law to the contrary, the maximum charge which an associ-
ation may contract for and receive on loans as defined in section 158
of P. L. 1963, c. 144 (C. 17:12B-158) shall not exceed an amount
caleulated according to the actuarial method at a rate [not exceed-
ing 12% per annum on the unpaid balance of the principal; pro-
vided however, that the Commissioner of Banking, with the advice
of the special advisory board created pursuant to P. L. 1970, c. 205,
s. 11 (C. 17:11A—44), may, by regulation adopted, amended and
rescinded from time to {ime, provide that the rate of interest which
may be contracted for and received on any such loan may be more
than the rate above set forth but not more than 15% per annum, as
shall be established by such reculation. For the purpose of establish-
ing rates as provided by this subsection, the commissioner may,
with the advice of the special advisory board referred to above and
within the limits prescribed by this subsection, establish the rate
applicable to such loans. In adopting, amending and rescinding

regulations pursuant to this subsection, the commissioner and the
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special “advisory board shall consider the general state of the
economy, the discount rates prescribed by the Federal Reserve
Bank of New York and the Federal Reserve Bank of Philadelphia,
the advance rate as preseribed by the IMederal Ilome Loan Dank
of New York, the availability of funds for loaus, studies and
statistics published by the Federal Home Loan Bank Board and
other agencies of the United States and of this State, and such
other factors and bases for determination as the commissioner and
the board may deem pertinent. The rate established by any such
regulation shall reasonably reflect pervailing market conditions,
regionally and nationally, based upon the studies, statistics and
factors considered, and shall remain in force until such time
as such regulation is rescinded or such rate is increased or de-
creased by a subsequent regulation. Any such regulation shall have
prospective effect only] or rates agreed to by the association and
the borrower. *The evidence of indebtedness may provide for an
merease, or may provide for a decrease, or obth, in the rate of in-
terest applicable to the loan. ***No increase during the entire loan
term shall result in an interest rate of more than 6% per annum
over the rate applicable initially, nor shall the rate be raised more
than 3% per annum during any 12 month period. The lender shall
not be obligated to decrease the interest rate more than 6% over
the term of the loan, nor more than 3% per annum during any
12-month period. If a rate increase is applied to the loan, the lender

shall also be obligated to adopt and implement untform standards

39m for decreasing the rate*** **If the evidence of indebiedness pro-
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vides for the possibility of an increase or decrease, or both, in the
rate, that fact shall be clearly described in plain language, n at
least 8-pownt bold face type on the face of the evidence of indebted-
ness.** **[In the event that there is an increase in the rate, no
suchI** **No rate** increase shall take effect **[unless (a) the in-
creased rate is not effective** ***[**(a)**P*** during the first
3 years of the term of the loan, ***[(b)X*** ***or thereafter,
(a)*** **ynless** at least 90 days prior to the effective date
of the first such increase, or 30 days prior to the effective date of
any subsequent increase, a written motice has been wmailed or
delivered to the borrower that clearly and conspicuously describes
such increase, and ***[(c)J*** ***(b)*** **unless** at least
***L90Y*** ***365*** days have elapsed without any increase in
the rate. ***[In the event of a decrease in the rate, the restrictions
of this subsection do not apply.J*** ***No increase during the
entire loan term shall result in an interest rate of more than 6%
per annum over the rate applicable wnitially, nor shall the rate be
raised more than 3% per annum during any 12-month period.***
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Where the evidence of indebtedness provides for am increase or
decrease in the rate of interest, the provision of subsection (4) of
section 159 of P. L. 1963, c. 144 (C. 17:12B-159(4)) requiring that
the amount of any installment shall not be greater or less than any
other installment shall not apply. If the evidence of indebtedness
does provide that the interest rate may be increased then, notwith-
standing the provisions of section 163 of P. L. 1963, c¢. 144 (C.
17:12B-163), when the unpaid balance owing upon a precomputed
loan is repaid in full or the maturity of the unpaid balance of such
loan is accelerated before the date scheduled for the payment of the
final:installment, the association shall allow a credit on account of the
precomputed mterest, calculated according to the actuarial refund
method, **[assuming that]** **as if** all payments were made as
scheduled, or if deferred, as deferred; provided, however, that if
the loan is prepaid within 12 months after the first payment is due,
an association may charge a prepayment penalty of not more than
**(a)** $20.00 on any loen up to and wncluding $2,000.00**L,
850.00Q** **; (b) an ancunt equal to 1% of the loan** on any loan
greater than $2,000.00 and up to and including $5,000.00%*;** and
**(c)** $100.00 on any loan exceeding $5,000.00. Effective on the
first day of the twelfth month following the effective date of this act,
notwithstanding the provisions of section 163 of P. L. 1963, c. 144
(C. 17:12B-163), when the unpaid balance owing upon a precom-
puted loan is repaid in full or the maturity of the unpaid balance
of such loan is accelerated before the date scheduled for the pay-
ment of the final installment, the association shall allow a credit
on account of the precomputed interest, calculated according to the
actuarial refund method, **Lassuming that§** **as if** all pay-
ments were made as scheduled, or if deferred, as deferred; pro-
vided, however, that if the loan is prepaid within 12 months after
the first payment is due, an association may charge a prepayment
penalty of mot more than **(a)** $20.00 on any loan up to and in-
cluding $2,000.00**[, $50.001** **; (b) an amount equal to 1% of
the loan** on any loan greater than $2,000.00 and up to and includ-
ing $5,000.00%*;** and **(c)** $100.00 on any loan exceeding
$5,000.00.* In the case of a precomputed loan, the interest may
be computed on the assumption that all scheduled payments will
be made when due, and all scheduled installment payments made on
a precomputed loan may be applied as if they were received on their
scheduled due dates. In the case of nonprecomputed loans, all
installment payments shall be applied no later than the next day,
other than a public holiday, after the date of receipt, and a day
shall be counted as one-three-hundred-sixty-fifth of a year.
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*[9.]* *10.* Section 2 of P. L. 1938, c¢. 293 (C. 17:13-27) is

amended to read as follows:

2. Upon executing, recording and filing a certificate of incorpora-
tion as hercinafter provided and upon compliance with the pro-
visions of this act and upon approval of the Commissioner of
Banking as hereinafter provided, any seven or more natural per-
sons citizens of this State, may become a credit union and shall be
a corporation by the name set forth in its certificate of incorpora-
tion with the following powers:

(a) To receive the savings of its members as payments on shares,
ineluding the right to conduct Christmas accounts, vacation ac-
counts, and other such thrift accounts within the membership;

(b) To make loans to its members for provident or productive
purposes;

(e¢) To make loans to any other eredit union operating under the
provisions of this act or of the Federal Credit Union Act; provided,
however, that the aggregate of all loans to other credit unions shall
not exeeed 25% of its share liability, and no eredit union shall loan
to any other eredit union more than 25% of the share liability of
such other c¢redit union;

(d) To invest in or purchase any security in which savings banks
of this State are authorized by law to invest, including those in-
vestments which are restricted by law to savings banks alone; and
shares, certificates and accounts of savings and loan associations
organized under the laws of the State of New Jersey and Federal
Savings and Loan Associations, provided all such shares, cer-
tificates and accounts are insured by an agenecy or instrumentality
of the United States Governnient, in an aniount not to exceed the
amount of the insurance; provided, that no such eredit union shall
invest in seeurities not permitted under the termns of this act; and
provided, that investments, other than in loans to members, shall be
made only from funds not needed for loans to members except when
the board of directors of any such eredit union deems it advisable
to invest in other securities for the purpose of maintaining the
liquidity of such eredit union er maintaining a proper balance in
its investruent portfolio;

{e) [To] Notwithstanding the provisions of R. S. 31:1-1 or any
other law to the contrary, to charge, contract for and receive inter-
est on loans at a rate [rot to exceed 1% per month] or rates agreed
to by the credit union and the member; and such interest shall not
be payable in advauce, or compounded, and shall be computed on
unpaid balances; provided, that no further or other charge or

amount whatsoever for examination, service, brokerage, commis-
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sion or otherwise shall be directly or indirectly charged, contracted
for ox received on loans, in addition to the interest herein provided
for, except the lawful fees, if any, actually and necessarily paid
out on any such transaction to any public officer for filing or record-
ing or releasing in any public office any instrument securing the
loan, which fees may be collected when the loan is made, or at any
tinie thereafter, and except on actual sale of the security in fore-
closure proceedings or upon entry of judgment; and attorneys’
fees not to exceed 209% but with a minimum fee of $10.00, may be
a-lded to the prineipal amcunt of any loan of any such eredit union
resolved into judgment or placed in the hands of any attorney for
collection after default thereon and such addition to the principal
amount shall be collectible in any court of competent jurisdiction
m addition to the court costs;

(f) To deposit its funds in national banks, banks, savings and
loan associations organized under the laws of the State of New
Jersey and Federal savings and loan associations, or savings
banks of this State, central funds of credit unions or central credit
unions organized uander the laws of this State or of the Federal
Government;

(g) To have and exercise all the powers of corporations orga-
nized under Title 14A of the New Jersey Statutes not inconsistent
with this act;

(h) To act as the fiscal agent for the Federal Government, the
State of New Jersey, or any of the subdivisions thercof;

(1) To scll to members negotiable checks, drafts, money orders
and travelers checks, for a reasonable fee, and to ecash checks and
money orders for members, for a reasonable fee; but credit unions
operating under the provisions of this act are not required to be
licensed under the provisions of P. L. 1951, e. 187 (C. 17:15A-1
et seq.) and P.1..1964, ¢. 273 (C. 17:15B-1 et seq.) :

(j) To purchase land and building for the purpose of providing
adequate facilities for the transaction of its business at a cost not
to exceed 50% of the amount of its reserves, with the prior approval
of the Commissioner of Banking;

(k) The Department of Banking of the State of New Jersey, or
what every agency may in the future be charged with the operation
of State chartered credit unions, shall have the power in relation
to loans or investments authorized under this act, to promulgate
rules and regulations in substantial conformity with similar rules
and regulations under the Federal Credit Union Act and under the
regulations promulgated by the administrator of the National

Credit Union Association.
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*11. Section 17 of P. L. 1938, ¢. 293 (C. 17:13-42) is amended to

read as follows:

17. Loans to members of any such eredit union shall be subject to
the following conditions:

(a) All member loans shall be evideneed by note. Loans may be
made to members for provident or productive purposes and upon
such security and terms as the bylaws may provide and the eredit
committee shall approve at rates of interest not to exceed [1% per
month on the unpaid balances] the rate permitted by subsection
**L(c)X** **(e)** of section 2 of P. L. 1938, c. 293 **[(C. 17:13-27
(c))Y** **(C. 17:13-27¢)**, such rate to include the ecredit
union’s total income on a loan. The note may provide for an in-
crease, or may provide for a decrease, or both, in the rate of interest
applicable to the loan. ***No increase during the entire loan term
shall result in an interest rate of more than 6% per annum over
the rate applicable initially, nor shall the rate be raised more than
3% per annum during any 12-month period. The lender shall not
be obligated to decrease the interest rate more than 6% over the
term of the loan, nor more than 3% per annum during any 12-month
period. If a rate increase is applied to the loan, the lender shall
also be obligated to adopt and implement uniform standards for
decreasing the rate*** **If the note provides for the possibility
of an wncrease or decrease, or both, in the rate, that fact shall be
clearly described tn plain language, in at least 8-point bold face
type on the face of the note.** **[In the event that there is an -
crease in the rate, no such]** **No rate** increase shall take effect
**[unless (a) the increased rate is not effective]** ***[**(a)**J***
during the first 3 years of the term of the loan, ***[(b)]*** ***or
thereafter, (a)*** **unless** at least 90 days prior to the effective
date of the first such increase, or 30 days prior to the effective date
of any subsequent increase, a written notice has been mailed or
delivered to the borrower that clearly and conspicuously describes
such increase, and ***[(c)Y*** ***(b)*** **unless** at least
#xrfo0Q*** ***365™** days have elapsed without any increase in
the rate. ***[In the event of a decrease in the rate, the restrictions
of this subsection do not apply.J*** ***No increase during the
entire loan term shall result in an interest rate of more than 6%
per annum over the rate applicable wnitially, nor shall the rate be
raised more than 3% per annum during any 12-month period.***

(h) Applications for loans shall be made on {orms prescribed by
the eredit committee, which shall set forth the purpose for which

the loan is desired, the security, if any, offered, and sueli other data
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as may be required. Every loan shall be evidenced by a written
instrument.

(¢) No loan shall be made to any member which causes such
member to become indebted to the credit union in an aggregate
amount, upon loans made to such member which is in excess of
$250.00 or 5% of the credit union’s shares and reserves, whichever
is greater, and no loan shall be made to any member which would
exceed 214 % of the credit union’s shares and reserves, or $3,500.00,
whichever is less, unless such excess over 214% or $3,500.00 is
adequately secured. In addition to generally accepted types of
security, the endorsement of a note by a comaker or assignment of
shares or of wages, in manner consistent with the laws of this State,
shall be deemed security within the meaning of this act. The
adequacy of all securities shall be within the determination of the
credit committee or loan officer subject to the provisions of this act
and of the credit union’s bylaws.

(d) No loan shall be made to a director, officer or member of the
credit committee which exceeds the amount of his shares unless the
loan shall have been approved by a majority vote of a joint meet-
ing at which a majority of the members of the credit committee and
a majority of the members of the board of directors are present.
No director or member of the credit or examining committee may
endorse for borrowers from the credit union.

(e) A member may receive a loan in one sum, or in fixed install-
ments and may pay the whole or any part of the loan on any day
on which the office of the credit union is open for business.*

*[10.3* *12.* Section 1 of P. I. 1961, c. 95 (C. 17:16C-40.1) is
amended {o read as follows:

1. A sales finance company licensed under the provisions of the
“Retail Installment Sales Aet” of 1960 (P. L. 1960, c. 40), as
amended and supplemented, or any act replacing or succeeding
thereto which regulates “retail installment sales,” may loan to
any one person any sum of money up to a maximum of $10,000.00
sccured by a purchase money security interest to finance the pur-
chase of a passenger motor vehicle not intended to he used for
the transportation of passengers for hire or upon a contract basis.
The principal amount of such loan may be repaid in not more
than 48 substantially equal monthly installments. [The] Nofwith-
standing the provisions of R. S. 31:1-1 or any other law to the
contrary, the sales finance company may charge interest at a rate
[not exceeding $8.00 per $100.00 per year] or rates agreed to by
the sales finance company and the borrower. Such interest shall

be computed on the full amount of such loan for the period from
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the making of the loan to the date of maturity of the final install-
ment, and shall be added to the principal amount of the loan. For
the purpose of this act, a purchase money security interest is
hereby defined to be a security interest taken by a sales finance
company, pursuant to the provisions of chapter 9 of Title 12A
of the New Jersey Statutes, in connection with and as security for
an advance of money on behalf of a retail buyer of a motor vehicle
of the motor vehicle dealer in payment of the unpaid balance of
the cash price.

*Effective on the first day of the twelfth month following the
effective date of this act, when the unpaid balance owing upon a
precomputed loan is repaid in full or the maturity of the unpaid
balance of such loan is accelerated before the date scheduled for
the payment of the final installment, the association shall allow a
credit on account of the precomputed interest, calculated according
to the actuarial refund method, **Lassuming that]** **as if** all
payments were made as scheduled, or if deferred, as deferred; pro-
vided, however, that if the loan is prepaid within 12 months after
the first payment is due, an association may charge a prepayment
penalty of not more than **(a)** $20.00 on any loan up to and in-
cluding $2,000.00**[, $50.001** **; (b) an amount equal to 1% of
the loan™* on any loan greater than $2,000.00 and up to and in-
cluding $5,000.00**;** and **(c)** $100.00 on any loan exceeding
$5,000.00.*

*[11.J* *13.* Section 41 of P. L. 1960, c. 40 (C. 17:16C-41) is
amended to read as follows:

41. A retail seller and a motor vehicle installment seller, under
the provisions of this act, shall have authority to charge, contract
for, receive or collect a time price differential as defined in this act,
on any retail installment contract evidencing the sale of goods or
services [which shall not exceed the rates for the respective classi-
fications as follows:

Class I. New motor vehicles, an amount not to exceed $9.00 per
$100.00 per year;

Class II. Used motor vehicles of a model designated by the
manufacturer by a year not more than 2 years prior to the year
in which the sale is made, an amount not to exceed $11.00 per
$100.00 per year;

Class ITI. Older used motor vehicles of a model designated by the
manufacturer by a year more than 2 years prior to the year in
which the sale is made, an amount not to exceed $13.00 per $100.00

per year;
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Class IV. On all other goods or services, an amount not to exceed
$10.00 per $100.00 per year] in an amount or amounts as agreed to
by the retail seller or motor vehicle installment seller and the buyer
on motor vehicles and on all other goods or services.

*T'he retail installment contract may provide for an increase, or
may provide for a decrease, or both, in the time price differential
applicable to the contract. ***No increase during the entire loan
term shall result in an interest rate of more than 6% per annum
over the rate applicable initially, nor shall the rate be raised more
than 3% per annum during any 12-month period. The lender shall
not be obligated to decrease the interest rate more than 6% over
the term of the loanm, nor more than 3% per annum during any
12-month period. If a rate increase is applied to the loan, the lender
shall also be obligated to adopt and implement uniform standards
for decreasing the rate.*** **If the contract provides for the possi-
bility of an wncrease or deciease, or both, in the rate, that fact shall
be clearly described in plain language, i at least 8-point bold face
type on the face of the coiivact.™ **Ein the event that there is an
wmerease, no suchJ** **No rate** increase shall take effect **[un-
less (a) the increased rate is not effective]** ***[**(a)**J*** dur-
ing the first 3 years of the term of the contract, ***[(b)P*** ***or
thereafter, (a)*** **unless** at least 90 days prior to the effective
date of the first such increase, or 30 days prior to the effective date
of any subsequent increase, a written notice has been mailed or
delivered to the retail buyer that clearly and conspicuously de-
scribes such increase, and ***[(c)J*** ***(b)*** **ynless** at least
**x[o0Y*** ***365*** days have elapsed without any increase.
***[In the event of a decrease the restrictions of this subsection do
not apply J*** ***No increase during the entire contract term shall
result in an interest rate of more than 6% per annum over the rate
applicable initially, nor shall the rate be raised more than 3%
per annum during any 12-month period.*** **[If the the retail
installment contract does provide that the time price differ-
ential may e increased then, notwithstanding the provisions of
section 43 of P. L. 1960, c. 40 (C. 17:16C—-43), when the unpaid
balance owing upon a contract is paid n full or the maturity of the
unpaid balance of such contract is accelerated before the date
scheduled for the payment of the final installment, the holder of the
contract shall allow a credit on account of the precomputed time
price differential, calculated according to the actuarial refund
method; provided however, that if the contract is prepaid within

12 months after the first payment is due, a holder may charge a pre-
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payment penalty of not moie than $20.00 on any contract up to and
ncluding $2,000.00, 350.00 on any contract greater than $2,000.00
axd up to and including $5,000.00 and $100.00 on any contract
exceeding $5,000.00.**

If the retail instailment contract does provide that the lime price
differential may be increased then, notwithstanding the provisions
of section 43 of P. L. 1960, c. 40 (C. 17:16C—43), when the unpaid
balance owing upon a contract is paid in full or the maturity of the
unpaid balance of such contract is accelerated before the date
scheduled for the payment of the final installment, the holder of the
contract shall allow a credit on account of the precomputed time
price differential calculated according to the actuarial vrefund
method, **Lasswming that®** **as if** all payments were made
as scheduled, or if deferred, as deferred; provided, however, that
if the contract is prepaid within 12 months after the first payment
is due, a holder may charge a prepayment penalty of not more than
**(a)** 320.00 on any contract up to and including $2,000.00**[,
$50.003** **; (b) an amount equal to 1% of the loan** on any con-
tract greater than $2,000.00 and up to and including $5,000.00** ;**
and **(c)** $100.00 on any contract exceeding $5,000.00. E ffective
on the first day of the twelfth month following the effective date
of this act, if the retail installment contract does provide for a time
price differential, then, notwithstanding the provisions of section
48 of P. L. 1960, c. 40 (C. 17 :16C—43), when the unpaid balance owing
upon a contract is paid in full or the maturity of the unpaid balance
of such contract is accelerated before the date scheduled for the pay-
ment of the final installinent, the kolder of the contract shall allow
a credit on account of the precomputed time price differential
calculated according to the actuarial refund method, **Lassuming
that]** **as if** all payments were made as scheduled, or if de-
ferred, as defeired; provided, however, that if the contract is pre-
paid withiz 12 months after the first payment is duc, a kolder may
charge a prepeymcnt penalty of not more than **(a)** $20.00 on any
contract up to and including $2,000.00 **Eand 350.003** **; (b) an
amount equal to 1% of the loan™* on any contract greater than
$2,000.00 and up to and including $5,000.00**L,I** ** ;** and ** (¢ )**
$100.00 on any contract exceeding $5,000.00.*

The time price differential shall be computed on the amount of the
principal balance as determined in section 27(f), from the date
of the contract to the due date of the final installment, notwith-
standing the fact that the contract is to be repaid in installments.

It the time price differential so computed is less than $12.00, and

if the due date of the last installinent of the contraet is more than
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§ months after the date of the contraet, a charge of not more than
$12.00 may be made iu lieu of the time priee differential. If the
time price differential so computed is less than $10.00, and if the
due date of the last installment of the contract is 8 months or less
after the date of contract, a charge of not more than $10.00 may he
made in lieu of the time price differential.

*[12.J* *14.* Section 17 of P. L. 1971, c. 409 (C. 17:16C-44.1) is
amended to read as follows:

17. (a) [Except as provided in subsection (d) of this section, aj
*[AT* *Notwithstanding any other law to the contrary, a* retail
seller, sales finance cowmpany, banking institution or other holder
may charge, receive and collect a time price differential in each
billing period on obligations incurred pursuant to any retail
charge account, which shall be determined as specified in the terms
of the aecount, subject to the lunitations provided hevein. Such
time price differential for each monthly billing period shall not
exceed the amount resulting from applying the periodic rates
provided herein to the greater of the following amounts (ncluding
unpaid time price differentials):

(i) The average daily balance of the account for such billing
period, ovr

(ii) The balance of the account at the beginning or end of such
billing period.

The periodic rate or rates shall not exceed [1% % on the first
$700.00 of any of the above amounts and 1% on the excess
thereof] an amount agreed to by the retail seller, sales finance
company, banking institution, or other holder and the retail
buyer.

*The terms of the retail charge account may provide that the time
price differential may be increased or may be decreased or both
from time to time provided, however, that no increase shall be effec-

tive unless: (1) at least 90 days prior to the effective date of the

s first such increase, or 30 days prior to the effective date of any

subsequent increase, a written notice has been mailed or delivered
to the retail buyer that clearly and conspicuously describes such
ckange and the indebtedness to which it applies and states that the
incurrence by the retail buyer or another person authorized by him
of any further indebiedness under the plan to which the agreement
relates on or after the effective date of the increase specified in the
notice shall constitute acceptance of the inerease and (b) either lhe
retail buyer agrees in writing to the increase or the retail buyer or

another person quthorized by him incurs such further indebtedness
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21o on or after the effective date of the increase stated in the notice.
21p The provisions of this paragraph permitting an increase in the
21q time price differential shall not apply in the case of an agreement
21n which expressly prokibils changing of tlhe time price di ffevential or
21s which provides limitations on changing of the time price diff erential
21t which are more vestrictive than the requirements of this para-
21vu graph.* **If the terms of the retail charge account provide for the
21v possibility of an increase or decrease, or both, in the time price
21w differential, lkat fert shall be clearly described in plain language, in
21x at least 8-pownt bold face type on the face of the written notice**

22 Notwithstanding the foregoing limitation, if the terms of the
23 account so provide, the time price differential may be comypmuted on
24 the median amount within a specified range. Such time price differ-
25 ential for each mouthly billing period shall not exceed the amount
26 resulting from applying the respective periodic rates specified
27 above to the median amount within the specified range in which the
28 greater of the amounts specified in (1) and (i1) is included; pro-
29 vided, subject to the classificatious and differentiations as may
30 rcasonably be establislied by the retail zeller, sales finance company,
31 banking institution ov vther holder, the samne time price ditferential
32 is charged on all halances within the specified range and provided
3

34 respective peviodic rates specified above to the median amount

3 further that the time price differential determined by applying the

35 within the range does not exceed by more than 8% the amount of
36 the time price differential determined by applying the respective
37 periodic rates specified above to the lowest amount in the range.
38 (b) If the billing period is not monthly, the maximum periodic
39 rate shall be that rate which bears the same relation to the respec-
40 tive periodic rates per month specified above as the number of days
41 in the billing period bears {o 30.

42 (¢) Notwithstanding tle lmitation provided in (a) above, for

43 any monthly billing period in which a time price differential may be
44 charged pursnant to the terms of the account a minimum time price
45 (differential of not niore than £0.50 may be charged; if the billing
46 period is not wmonthly, a minimum time price differential may be
47 charged in such awonnt which bears the same relation fo $0.50 as
48 the number of days in tlie billing period bears to 30.

49 [ Notwithstanding the provisions of this seetion, the time price
50 differential which a Lanking institution shall be entitled to charge,
51 collect or receive in each billing period on obligatious incurred pur-
52 suant to a retail charge account entered into between such banking

53 institution aud a retail buver shall not exceed 114 % on the first
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$700 of the amounts in (a) (i) and (ii) of this section and 1% on the
excess thereof.}

*[13.3* *15.* Section 8 of P. L. 1960, c. 41 (C. 17:16C-69) is
amended as follows:

A home repair contractor may impose and receive a credit service
charge [not exceeding 15% per annum] in amount or amounts
agreed to by the home repair contractor and the owner on the
amount owing on the unpaid principal balance of the contractf, or
$12.00, whichever is greater, except that the commissioner may,
by regulation provide that the credit service charge which may
be contracted for and received shali be more than 12% per annum,
but not mere than 18% per anuum as shall be established by such
regulation. In adopting regulations pursuant to this section, the
commissioner shall consider the general state of the economy,
the discount rates prescribed by the Federal Reserve Bank of New
York and the Federal Reserve Bank of Philadelphia, the availability
of funds for loans, studies and statistics published by the Federal
Reserve Bank system and other agencies of the United States and of
this State, and such other factors and bases for determination as
the commissioner and the board may deem pertinent. The charge
established by any such regulation shall reasonably reflect prevail-
ing market conditions, regionally and nationally, based upon the
studies, statistics and factors considered, and shall remain in
force until the regulation is rescinded or the rate is increased
or decreased by a subsequent regulation, Regulation shall have
prospective effect only}. This section shall not limit or restrict
the manner of contracting for the credit service charge, whether
by way of add-on, discount or otherwise, so long as the charge
does not exceed that permitted by this section. In the case of a
precomputed contract, the charge may be computed on the as-
sumption that all scheduled payments will be made when due, und
all scheduled installment payments made on a precomputed con-
tract may be applied as if they were received on their scheduled
due dates. In the case of nonprecomputed loans, all installment
payments shall be applied no later than the next day, other than a
public holiday, after the date of receipt, and a day shall be counted
as 1/365 of a year.

*Effective on the first day of the twelfth month following the
effective date of this act, notwithstanding the provisions of section
73 of P. L. 1960, c. 41 (C. 17:16C-73), when the unpaid balance
owing upon a contract is patd in full or the maturity of the unpaid
balance of such contract is accelerated, before the date scheduled
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for the payment of the final installment, the holder of the contract
shall allow a credit on cccount of the credit service charge, calcu-
lated accordirng to the actuarial refund method, **[assuming
that§** **as f** all payments were made as scheduled, or if de-
ferred, as defevred; provided, however, that if the contract is pre-
paid within 12 monthe after the first payment is due, a holder may
charge a prepayment penalty of not more than **(a)** $20.00 on
any contract up Lo and ivecluding $2,000.00**F, $50.00F** **; (b) an
amount cqual to 1% of the loan** on any contract greater than
$2,000.00 and up to and including $5,000.00%* ** and **(¢)** $100.00
on any contiaci exceeding $5,000.00.*

*F14.J* *15.* Section 10 of P. L. 1968, c. 221 (C. 17:16D-10) is
amended to read as follows:

10. Maximum finarice charge. A premium finance company shall
not charge, contract for, receive, or colleet a finance charge other
than as permitted by this act.

The finance charge shall be computed, using the actuarial method
on the halance of the premimms due (after subtracting the down
payment made by the insured in accordance with the premium
finance agreement) from the effective date of the insurance cover-
age, for which the premiums are being advanced, to and including
the date when the final installment of the premium finance agree-
ment is payable.

EThe} Notwithstanding the provisions of R. S. 31:1-1 or any
other law to the conirary, the finance charge shall be computed at a
Fmaximum] rate fof 12% per anwum] or rates agreed to by the
premium finance company and the insured plus an additional charge
of $12.00 per premium finance agreement which additional charge
need not be refunded upon prepayment. However, any insured
may prepay his premium finance agreement in full at any time
before due date of the final installment and in such event the un-
earned finance charge shall be refunded. ***fThe amount of any
such refund shall be caleulated in accordance with the rule com-
monly known as the ‘‘Rule of 78’’ and shall represent at least as
great a proportion of the finance charge, if any, as the sum of the
periodic balances after the month in which prepayment is made
bears to the sum of all periodie balances under the schedule of
installments in the agreement.]***

*Effective on the first day of the twelfth month following the
effective date of this act, when the unpaid balance of a premium
finance agreement is paid n full, or the maturity of the unpaid

balance of each agreement is accelerated before the date scheduled
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2Te for the payment of the final installment, the holder of the agreement
27¥ shall allow a credit on account of the finance charge, calculated
27a according to the actuarial vefund method, **[assuming that]**
277 **as if** all payments were made as scheduled, or if deferred, as
271 deferred; provided, however, that if the contract is prepaid within
273 12 months after the first payient is due, a holder may charge a
27k prepayment penaliy of not more than **(a)** $20.00 on any
2TL contract up to and including $2,000.00%*[, $50.003** **; (D) an
27m amount cqual to 1% cf the loan** on any contract greater than
278 $2,000.00 and up to and including $5,000.00%*;** and **(c)**
270 $100.00 on any contiuct exceeding $5,000.00.*

28 EThe Commissioner of Banking may by regulation adopted,
29 amended and rescinded from time to time, provide that the finance
30 charge which may be charged, contracted for, received or eollected
31 shall be more than 12% per annum but not more than 18% per
32 annum, as shall be preseribed in such regulation. In making,
33 amending and rescinding regulations pursuant to the preceding
34 provision, the Commissioner of Banking shall consider the general
35 state of the economy, the discount rates preseribed by the Federal
36 Reserve Bank of New York and the Federal Reserve Bank of
37 Philadelphia, the availability of funds for loans and such otlier
38 factors and bases for determination as the commissioner may deem
39 pertinent. The rate established by auy such regulation shall reason-
40 ably reflect prevailing market conditions, regionally and nationally,
41 based upon studies, statistics and factors considered, and shall
42 remain in force until such time as such regulation is rescinded or
43 such rate is increased or decreased by a subsequent regulation. Any
44 such regulation shall have prospeetive effect only.]

*F15.3% *17.* I3, 5. 31:1-1 is amended to read as follows:

31:1-1. (a) Except as herein and otherwise provided by law, no

person shall, upou contract, take, directly or indirectly for loan of

= W DD =

any money, wares, merchandise, goods and chattels, above the value
of $6.00 for the forebcarance of $100.00 for a year, or when
there is a written conlract specifying a rate of interest, no person
shall take above the value of $16.00 for the forbearance of $100.00
for a year.

(b) LThe] Notwithstanding the limitations of subsection (a) of

10 this section, the Commissioner of Banking may by regulations

Nl e oBEEN Bl e I <}

11 adopted, amended and rescinded from time to time, provide that the
12 value which may be taken for any [such loans} loan secured by a
13 first lien on real property as described in paragraph (1) of this sub-

14 section shall be a value more than $6.00 but not more than the
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Monthly Index of Long Term United States Government Bond
Yields, compiled by the Board of Governors of the Federal Reserve
System and as published by said Board of Governors in the monthly
Federal Reserve Bulletin, for the second preceding calendar month
plus an additional 8% per annum rounded off to the nearest quarter
of 1% per annum. Within the limits as provided by this subsection,
and if he finds it to be in the best interests of the citizens and econ-
omy of this State, the commissioner may establish:

(1) A rate of interest on loans secured by a first lien on real
property on which there is erected or to be erected a structure
containing one, two, three, four, five or six dwelling units, a portion
of which structure may be used for nonresidential purposes. The
commissioner may establish different rates for such loans based
upon the ratio of the loan to the appraised value of the real prop-
erty. With respect to loans covered by this subsection, the com-
missioner may by regulation provide that any mortgage commit-
ment outstanding as of the date of an increase in the rate set by
the commisgioner shall be extended from that date for a period not
to exceed 60 days, provided that such extension shall not apply to
any commitment which expires beyond the extension period so
established.

(2) LA rate of interest on all loans not included within paragraph
(1) of this subsection, except as otherwise provided by law.}

If for any reason no such index of long term bonds is compiled
or published for any 1 or more months, the commissioner shall
determine and publish such an index based upon available statistics.

In the case of a loan secured by a first lien on real property [as
described in subsection (1) of this section] made under the pro-
visions of paragraph (1) of this subsection, beginning in the cal-
endar year following the date of the mortgage loan, and annually
thereafter, the mortgagee shall notify the mortgagor of the interest
rate ceilings established by the commissioner as of the fifteenth day
of the month preceding. Such notification shall be given at the
same time as the mortgagee gives notice to the mortgagor for
Federal Income Tax purposes of the interest paid on the loan in
the preceding calendar year.

(¢) When, however, pursuant to any such contract, interest or
discount is taken or reserved for a period of less than 1 year, or
when interest is required to be paid at intervals of less than 1 year
such interest or discount may be computed on a daily basis, or on a
monthly basis, or on a combination of both such bases when the
period for which interest or discount is taken or reserved contains

1 or more months and 1 or more days; and, in any such case, a day
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shall be deemed to be a 1/360 part of a year, and a month shall
be deemed to be a 1/12 part of a vear, regardless of the number of
days contained in such month. Any cowputation of interest or
discount made on any such bhasis shall constitute a compliance with
this section, and any such basis may be applied regardless whether
the principal debt is payable in more than or less than 1 year from
the time of making the loan.

(d) In making, amending and rescinding regulations pursuant
to subsection (b) of this section, the Commissioner of Banking
shall consider the general state of the economy, the discount rates
preseribed by the Federal Reserve Bank of New York and the
Federal Reserve Bank of Philadelphia, the advance rate as pres-
cribed by the Federal Home Loan Bank of New York, the avail-
ability of funds for loans, studies and statistics published by the
TPederal Home Lioan Bank Board and other agencies of the TTnited
States and of this State, and such other factors and bases for
determination as the cominissioner may deem pertinent. The rate
established by any snch regulations shall reasonably refleet pre-
vailing market conditions, regionaliy and nationally, hased upon
the studies, statistics and factors considered, and shall remain
in force until such time as such regulation is rescinded or such
rate is increased or decreased by a subsequent regulation. Any
such regulation shall have prospective effect only[, and any rate
established in excess of 8% shall apply only to loans secured by real
estate on which there is erected or to be erected a structure contain-
ing one, two, three, four, five or six dwelling units, a portion of
which structure may also be used for nonresidential purposes].

(e) Notwithstanding the provisions of paragraph (a) or (b) of
this section, contracts for the following classes or types of loans
may provide for any rate of interest which the parties agree upon,
and interest at any such rate may be taken, notwithstanding that
it exceeds a rate limited by paragraph (a) or (b) of this section:

(1) Loans in the amount of $50,000.00 or more, except loans
where the security given is a first lien on real property on which
tiiere is erected or to be erected a structure containing one, two,
three, four, five or six dwelling units, a portion of which structure
niay be used for nonresidential purposes. The rate of interest
stated in such contract upon the origination of such loans may be
taken notwithstanding that payments thereon reduce the amount
outstanding to less than $50,000.00;

(2) Loans or advances of credit made by savings and loan

association, banking institutions, or any Department of Housing
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98 and Urban Affairs or Federal Housing Administration approved

99 mortgagees which are subsequently purchased, in whole or in part,
100 by the Federal Housing Administration, Veterans Administration,
101 Farmers Home Administration, Federal National Mortgage As-
102 sociation, Government National Mortgage Association, Federal
103 Home Loan Mortgage Corporation, and any successor thereof or
104 by any organization authorized by the Emergency Home Finance
105 Aect of 1970 to purchase such loans or by any State or Federal
106 governmental or quasi-governmental organizations.

107  If such loan is not purchased within 395 days from the date the
108 loan instruments are executed, the maximum rate of interest which
109 may be charged on such loan shall not be in excess of that autho-
110 rized by the commissioner under the provisions of this section and
111 such rate of interest, if in excess of that rate, shall be reduced to
112 the rate in effect at the date of the execution of the loan instru-
113 ments. No such reduction shall change the maturity date of the
114 loan without the written consent of the borrower nor shall such
115 reduction affect the lien of the mortgage which secures the loan.
116 (f) Any provision in & mortgage commitment contracted prior to
117 the effective date of this act providing for an increase in interest
118 rates to be charged based on the highest lawful interest rate shall
119 be null and void.

120 (g) Notwithstanding any other provisions of this sectiom, if the
121 applicable rate prescribed in this subsection exceeds the rate a
122 person would be permitted to charge in the absence of this subsec-
123 tion, the rate of interest which may be taken on a loan for a business
124 or agricultural purpose in the amount of $1,000.00 or more may not
125 exceed 5% in excess of the discount rate, including any surcharge
126 thereon, or any 90-day commercial paper in effect at the Federal
127 Reserve Bank of New York on the day when such loan is made.

1 *[16.J* *18.* The Commissioner of Banking shall monitor the
interest rates being charged on the loans affected by *[this act]*
*P.L....., ¢ .... (now pending before the Legislature as Senate
Bill No. 3005 of 1981)* and shall report to the Legislature no later
than 9 months after the enactment of this *[legislation]* *act, and
annually thereafter* whether or not the elimination of statutory

-~ O Ot W W N

interest rate ceilings as provided herein shall continue or whether
7a or not, with respect to individual types of loans affected by *[this
78 act]* *P. L. ... ,c. .... (now pending before the Legislature as
Tc Senate Bill No. 3005 of 1981)*, interest rate ceilings shall be
7p reimposed.

In making his recommendation, the commissioner shall consider

whether: a. a substantial degree of competition exists among len-
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ders with respect to the making of the loans; b. the interest rates
being charged on the loans reasonably reflect market conditions;
and e. the elimination of the interest rate ceilings has served to
increase the availability of consumer loans in this State.

*#%79. P. L. 1968, c. 54 (C. 46:10B-1 et seq.) is supplemented to
read as follows:

Discount points paid by the buyer or seller in connection with a
mortgage loan on a one-to-six family dwelling, occupied or to be
occupied by the owner shall be deemed to be interest charged on
the loan. For the purposes of this section, ‘‘discount point’’ shall
mean an amount of money equal to 1% of the principal amount of
the loan and payable at closing ***

*[17.3* ***[*19.*]*** ***20.*** This act shall take effect
immediately.
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such rate of interest, if in excess of that rate, shall be reduced to
the rate in eflfect at the date of the execution of the loan instru-
ments. No such reduction shall change the maturity date of the
loan without the written consent of the borrower nor shall such
reduction atfect the lien of the mortgage which secures the loan.

(f) Any provision in a mortgage commitment contracted prior to
the effective date of this act providing for an increase in interest
rates to be charged based on the highest lawful interest rate shall
be null and void.

(g) Notwithstanding any other provisions of this section, if the
applicable rate prescribed wn this subsection exceeds the rate a
person would be periitted to charge in the absence of this subsec-
tion, the rate of interest which may be taken on a loan for a business
or agricultural puipose in the amount of $1,000.00 or moire may not
exceed 5% in excess of the discount rate, including any surcharge
thereon, or any 90-day commercial paper wn effect at the Federal
Reserve Bank of New York on the day when such loan is made.

16. The Commissioner of Banking shall monitor the interest
rates being charged on the loans affected by this act and shall
report to the Legislature no later than 9 months after the enact-
ment of this legislation whether or not the elimination of statutory
interest rate ceilings as provided herein shall continue or whether
or not, with respect to individual types of loans affected by this
act, interest rate ceilings shall be reimposed.

In making his recommendation, the commissioner shall consider
whether : a. a substantial degree of competition exists among len-
ders with respect to the making of the loans; b. the interest rates
being charged on the loans reasonably reflect market conditions;
and c. the elimination of the interest rate ceilings has served to
increase the availability of consumer loans in this State.

17. This act shall take effect immediately.

STATEMENT

The purpose of this hill is to permit the competitive free enter-
prise market to set the rates for borrowing by New Jersey con-
sumers. The plethora of separate laws and interest rate ceilings
have impeded the ability of New Jersey citizens to obtain necessary
credit for many major periods over the past decade.

The New York State Legislature, in Extraordinary Session in
November 1980, enacted a law eliminating all legislatively imposed

interest rate ceilings on loans and retail installment sales hy
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licensed and supervised financial institutions and sellers, and
setting a realistic rate maximum on all others. This bill does the
same for New Jersey, mirroring the New York law. Without it,
New Jersey consumers, busiuesses, institutions and the economy
generally will suffer, as business and commerce flow to New York
and its free market economy.

A similar bill is before the Pennsylvania l.egislature, which is
addressing the same problem.

In modern times, money market rates are set on a world-wide
basis. This, combined with an increasing volatility of rates, United
States inflation rates at historic highs, and high international
money market levels, requires that New Jersey’s laws on rates be
modernized to permit New Jerseyans to obtain capital, eredit, and
consumer goods. Arbitrary restrictions will only retard New

Jersey’s growth in comparison with other states.




SENATE LABOR, INDUSTRY AND
PROFESSIONS COMMITTEE

STATIEMENT TO

SENATE, No. 3005

with Senate commitiee amendments

STATE OF NEW JERSDEY

DATED: FEBRUARY 2, 1981

This legislation removes the usury ceilings from eousmuer loans,
permitting any rate to be charged which is agreed to by the lender and
toe borrower. The basic State usury ceiling is raised to 169 : this rate
covers all loans in which the rate is not otherwise specified by statute.
The Sennte Labor, Industry and Professions Committee has amended
the legislation to permit lenders to vary the rates on loans in certain
cases, provided that rate inereases on fixed term loans may vot be raised
mere frequently than every 90 days; ou revolving credit the rate may be
varled every 30 days after an initial rate inerease 13 made under the
provisions of the act. The committee has also amended the bill to re-
guire landers to rebate interest according to the actuarial method on
the consumer loaus covered by the lagislation, rather than the rule of
78’s, which is presently provided for in the law. The committee aend-
ments also provide a ceiling of $15.00 oun charges for credit cards issued

by banks, savings banks, and savings and loan assoetations.



STATEMENT TO

SENATE, No. 3005

with Senate amendments

STATE OF NEW JERSEY

DATED: FEBRUARY 9, 1981

In addition to technical changes, these amendments would provide
for disclosure of the fact that a debtor-creditor contract permits a
variable rate.

The amendments permit a maximum prepayment penalty, on loans
over $2,000.00 and up to and including $5,000.00, of an amount equal to
1% of the loan, rather than a fixed fee of $50.00.



g FROM THE OFFICE OF THE GOVERIOR
FoR THEEDTATE RELEASE FOR FURTHER INFORMATION
MARCH 31, 1981 KATHRYN FORSYTH

Governor Brendan Byrne today signed $-3005, which repeals finterestceilings on
criminal usury for loans to individuals from 50 percent per annum to 30 percent per
annum.

Both measures were sponsoved by Senator Lawrence S. Ueiss (D—Midd1ésex). An

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

of both bills is attached to this release.

S-3005 deregulates the following types of credit: installment Toans;
educational loans, advance Toans (overdraft accounts and credit‘cards); small
business Toans (through which the borrower grosses less than $1 willion); small
loans of less than $5,000; second mortgaQes;]oans made by savings and loan
associations; credit union Toans; retail installment Toans (car loans); retail
charge accounts; home repair Toans and insurance premium financing.

Residential first mortgages are not affected.

In addition to permitting the borrower and the lender»to agree on an interest
rate; the bill permits variable intérest charges on‘all 6f the above loans, except

'Sma11 business 1oan§, home repair credit and premium financing. The 1oaﬁ’note or
instfument must advise the borrower of this provision in eight point type.

Because a Tlender iay chénge the rate of interest, the borrower nust be given
90 days notice of the first change. Any subsequent chanQes must be precceded by
30 days notice, but the lender can only hike the interest once every 365 days and~by
no more than three percent.

The bi1l 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
three types of Toans: advance Toans (overdraft accounts and credit cards), open-end

small loans and retail charge accounts.




.

For theée types of loans, there is no three-year freeze and no Timit to tﬁe
amount on timing of interest increases, although the creditor ust 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 1n£erest charge in these
types of loan relationships. Upon recelipt of a 90 days increase notice, he-can
éither agree in writing to the increase or continue to incur indebtedness after the
effective date. If the borrower incqrs‘no more debt after’tﬁe'effeéi{ye daté; then
the interest accrues at the old rate. i

In addition, the bill permits a bank or other 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 Toans, small business loans, loans by savings and loan
associations, retail and car loans, home repair credit and insurance premium
financing loans are repaid.

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

Under the bi]L:df3count points charged by mortgage lenders are deemed interest,
thereby makihg them tax deductable by the borrower.

Finally, the measure requires the Commissioner of Banking to report to the
Legislature nine months after enactment and annually thereafter of the effects of
interest rate deregulation.

i #




STATEMERT OF GOVERNOR BREKDAN BYRNE

IN_STGHIRG S$-3005 AND $-3]01

Senate Bil1l No. 3005, which.I am signing today, removes State mandated ceilings on

wterest rates on a wide variety of loans. Additionally, lenders will be able to offer

orrowers variable interest rate loans. I am also signing S-3101 which lovers the

[
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ofinition of criminal usury for loans to individuals from 50 percent per annum to

30 percent per annum.

Under this bill, interest rétes for Toans such as instal}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 ﬁhe
lendér gives fu11 disclosure to the borrower and adyance notice in writing‘of.gﬁy change. -

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

=

0 more than six percent from the original rate.
Interest on credit cards and retail éharge accoimts could yary immediately for new
indebtedness provided there is both adequate notfce to the;bqrrowe%'and ggreementlby the .
bprrower to the new rate. There is no 1imit on the amqunt or timing of rﬁte increases.
On the other hand, a lender may not alter. the interéét'rate during the first three

years of the loan. 'A1though the language in the bill could be C]edfer, I réad it to

Credit has become a commodity in our society. At the same time,'cohtinuedAinflation 
has made credit more expensive like other items:' Receht]y; as Tnf]atiqn‘haé driven uﬁ téa
cpst of credit, yesterday's interest ceilings have dried up credit,'théréby quieting

significant sectors of our economy. I believe that market’f&rces and not the State should

pgulate the cost and availability of credit. Other states have already moved in this

-

direction.

Some believe that this bill will ruin many consumers: I disagree{’ I e;pect that our
banks and other lenders will behave responsibly; competitive pressures should prevent
lenders from sctting artifically high interest rates. Simi]ary; I believe that most tlew

Ipveny cancumare will avoid excessive indebtedness. 1 share the concerns of the Public

restrict a lender's right to alter interest rates until the loan is at least three years old.




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

The Conmissioner of Banking and 1 will be watching the effects of this bill
closely. If lenders abuse theif new freedom of fixing unrealistic interest rates or

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



JIOUSE OF REPRESENTATIVES

131817 GENERAL ASSEMBLY

tIOUSE BILL NO. 28 FEB 1 8 1981

AS AMENDED BY
HOUSE AMENDMENT NOS. | AND 2

AN ACT TO AMEND TITLE 5 AND TITLE 6 OF THE DELAWARE CODE BY PROVIDING
FOR THE ACQUISITION OF STOCK IN DELAWARE BANKS BY OUT-OF-STATE BANK
HOLDING COMPANIES; BY PROVIDING FOR THE REGULATION OF BANK REVOLVING
CREDIT AND CLOSED END CREDIT; BY PROVIDING RULES FOR THE TAXATION OF
INCOME OF NON-UNITED STATES BRANCH OFFICES OF DELAWARE BANKS; BY
ADOPTING NEW RATES FOR THE TAXATION OF NET INCOME OF BANKS IN EXCESS
OF $20 MILLION DOLLARS; BY ELIMINATING CEILINGS ON INTEREST RATES WHICH
MAY BE CHARGED IN RESPECT OF SMALL LOANS, SECONDARY MORTGAGE
LOANS, MOTOR VEHICLE LOANS AND RETAIL INSTALLMENT SALES; BY PROVIDING
FOR REFUNDS OF PRECOMPUTED INTEREST CHARGES IN ACCORDANCE WITH THE
ACTUARIAL METHOD; BY PROVIDING FOR THE ISSUANCE OF REGULATIONS BY
THE BANK COMMISSIONER ESTABLISIING REASONABLE TIMES FOR THE OPENING
OF A BRANCH OF A SAVINGS BANK; BY REGULATING THE MAKING OF LOANS
DIRECTLY OR INDIRECTLY TO DIRECTORS AN EXECUTIVE OFFICERS OF BANKS;
AND BY DELETING IROM THE CODE PREVIOUSLY REPEALED PROVISIONS
RELATING TO THE COLLECTION, PAYMENT AND DISHONOR OF DEMAND [TEMS
AND REVOCATION OF LETTERS OF CREDIT; AND TO AMEND TITLE 30 TO PROVIDE
FOR THE TAXATION OF AFFILIATED FINANCE COMPANIES,

BE IT ENACTED BY THE GENERAL ASSEMBILY OF THE STATE OF DELAWARE:
Section I. This Act may be referred to as "The Financial Center Development
Act".
Section 2. Amend Title 5, Delaware Code, by adding a new Chapter 8 as follows:

"CHAPTER 8. ACQUISITION OF STOCK IN BANKS LOCATED IN THE
STATE OF DELAWARE BY OUT-OF-STATE BANK HOLDING COMPANIES.

§801.  Definitions
As used in this chapter:
(a) 'Bank’ means a bank or trust company created under this title or a
national banking association created under the National Bank Act, 12, U.S.C.

§S21, et seq., after the effective date of this chapter.
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(b) 'Out-of-state bank holding company' means a bank holding company as
defined in the Bank Holding Company Act of 1956, as amended (12 U.S.C.
§5§1481 et seq.), with banking subsidiaries whose operations are principally
conducted in a state other than Delaware. For the purposes of this chapter,
the state in which the opecrations of a bank holding company's bank subsidiaries
are prinecipally conducted is that state in which the total deposits of all such
banking subsidiaries are greatest.
(¢) 'Commissioner' means the State Bank Commissioner of the State of
Delaware.
(d) 'Divest’ means to transfer all interest, legal or equitable, to a person
or other entity in which the transferor has no interest, direct or indirect, or
which has no interest, direet or indirect, in the transferor.
(e) 'Located in this State' means, with respect to state-chartered banks,
banks created under the law of this State and, with respect to national hanking
associations, banks whose organization certifieate identifies an address in this
State as the place at which its discount and deposit operations are to be
carried out.
() ‘'Subsidiary’ means, with respect to an out-of-state bank holding
company, (1) any company 25% or more of whose voting shares is directly or
indirectly owned or controlied by such bank holding company, or is held by it
with power to vote; or (2) any company the election of a majority of whose
directors is controlled in any manner by such bank holding ecompany.
$802. Purpose

This chapter deals with conditions under which out-of-state bank holding
companies or subsidiaries thereof may acquire and hold shares of voting stock in
banks located in this State; it shall not be construed to limit the powers granted to
any bank in this State to conduet its business.
§803. Acquisitions

Except as provided in $1842 of Title 12 of the United States Code and as
provided herein, no out-of-state bank holding company or any subsidiary thereof
may acquire or hold, directly or indirectly, more than 5% of any voting shares of,
interest in, or all or substantially all of the assets of any bank located in this
State. Notwithstanding the foregoing, an out-of-state bank holding company or any
subsidiary thereof may acquire and hold all or substantiafly all of the voting shares

.-
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of a single bank located in this State when and for so long as the following
conditions are satisfied:

(a) The bank whose stock is to be acquired is a newly established bank
that has or will have when chartered no more than a single office located in
this State open to the public for the conduct of banking husiness;

(b) The bank whose stock is to be acquired hus or will have on the date of
commencement of banking business in this State a minimum capital stock and
paid-in surplus of 10 million dollars and will have within one year of the date
of its commencement of banking business in this State a minimum capital
stock and paid-in surplus of 25 million dollars;

(¢) The bank whose stock is to be acquired employs on the date of
commencement of its banking business in this State or will employ within one
year of such date not less than 100 persons in this State in its business;

(d) The bank whose stock is to be aequired is operated in a manner and at
a location that is not likely to attract customers from the general public in
this State (o the substantial detriment of existing banking institutions located
in this State; provided that such bank may be operated in & manner likely to
attract and retain customers with whom that bank, the out-of-state holding
company or suc¢h holding company's bank or non-banking subsidiaries have or
have had business relations; and

(e) Such acquisition has received the prior approval of the Commissioner.

$804. Approval by the Commissioner

(a) Any out-of-state bank holding company or subsidiary thereof proposing an
acquisition pursuant to §803 of this chapter shall file an application with the
Commissioner for approval to make such ncquisition. Such application shall
contain such information as the Commissioner inay by regulation require, and shall
specifically acknowledge applicant's agreement to be bound by the conditions set
forth in §803 of this chapter. In addition, such application shall designate a
resident of this State as applicant's agent for the service of any paper, notice or
legal process upon applicant in connection with matters arising out of this chapter
and shall be accompanied by a filing fee in the amount of five thousand dollars for
the use of the State.

(b)‘ In determining whether to approve an acquisition by an ont-of-state bank
holding company or any subsidiary thereof of any voting stock of a bank located in

this State, the Commissioner shall consider:

-3-
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(1) The financial and managerial resources of the out-of-state bank
holding company or its subsidiary;

(2) The future prospects of the out-of-state bank holding company and
the bank whose assets or shares it will acquire or its subsidiary;

(3) The financial history of the out-of-state bank holding company or its
subsidiary;

(4) Whether such acquisition or holding may result in undue concentration
of resources or substantial lessening of competition in this State; and

(5) The convenience and needs of the public of this State.

5$805. Required Reports
An out-of-state bank holding company that directly or indirectly through any

subsidiary, acquires voting stock of a bank pursuant to this chapter shall file with
the Commissioner copies of all regular and periodic reports which such bank
holding company is required to file under §§13 or 15(d) of the Securities and
Exchange Act of 1934, as amended, but excluding any portions not available to the
public.

§806. Rules, Regulations and Orders

The Commissioner may adopt rules and regulations and issue Orders under this
chapter for the following purposes:

(a) To prescribe information or forms required in connection with an
application pursuant to $804(a);
(b) To establish procedures in conneetion with approvals pursuant to

§804(b) and the filing of required reports pursuant to §805;

(¢) To issue orders under §807 and establish procedures governing such
issuances.
$807.  Divestiture

(a) Upon his determination that any out-of-state bank holding company or
subsidiary thereof is holding stock in a bank located in this State in violation of the
conditions set forth in §803 or of its agreement pursuant to §804(a) of this chapter
the Commissioner may order such out-of-state holding company or subsidiary
thereof to take steps to remedy such violation by a date certain.

(b) The Commissioner shall have the authority to order an out-of-state bank
holding company or subsidiary thereof to divest any shares of a bank that it has
acquired under the provisions of this chapter upon his determination that such

-4-
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holdingr company or subsidiary continues to own shares of stock of a hank located in
this State in violation of the conditions contained in 5803 or of its agreement
pursuant to §804(a) of this chapter after the dnte fixed for complianee by nny
Order issued under subparagraph (a) of this §807.

(c) An out-of-state bank holding company or subsidiary thereof shall divest
any shares of a bank that it has acquired under the provisions of this chapter within
two years of the date an Order issued under subparagraph (b) of this §807 becomes
final and subject to no (urther judicial review; provided that the Commissioner inay
extend such two-year period for a further period or periods upon his determination
that such an extension would not be detrimental to the public interest.

(d) The Court of Chancery of the State of Delaware will have cxelusive
original jurisdiction of any judicial review of an Order issued under subsection (h)
of this section, any other provision of law notwithstanding. Such review may bhe
sought by the out-of-state bank holding company or subsidiary thereof that is the
subject of such divestiture order at any time within one year of the date of such
Order. Review of a divestiture order shall be de novo and such order will be
specifically enforced by the Court of Chancery upon a final determination that at
the time of its issuance, the divestiture order was valid in all respects. An Order
issued under subsection (a) of this section shall not be subject to judicial review.
§808.  Severability

If any provision of this chapter is held invalid, sueh invalidity shall not affect
any other provisions or applications of this chapter which can be given effect
without the invalid provision, except that if any two provisions of $803 are for any
reason held invalid as conditions of the statutory grant contemplated by this
chapter and unenforceable as terms of an agreement under 5804(a) of this chapter,
in final orders subject to no further judicial review, entered by Courts of
competent jurisdiction of this State or of the United States, no out-of-state bank
holding company or any subsidiary thereof may thereafter acquire shares of a bank
located in this State pursuant to this chapter.”

Section 3. Amend Title 5, Delaware Code, by redesignating the existing Chapter 9

as Subchapter I of Chapter 9 entitled "General Provisions".

Section 4. Amend Title 5, Delaware Code, by adding to Chapter 9 a new

Subchapter U as follows:
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"Subchapter 1. Bank Revolving Credit

§94t.  Definitions

As used in this subchapter:

(a) 'Bank' means any bank or bank and trust company organized under this
Code or any other law or laws of this State and any such depository institution
organized under the authority of the United States and having its principal
place of business in this State.

{(b) ‘'Borrower' means any corporation, partnership, association,
government or governmental subdivision or agency, trust, individual or other
entity.

(c) ‘'Individual horrower’ ineans a borrower who is a natural person
borrowing for personal, household or family purposes.

(d) '"Revolving credit plan' or ‘plan’' means a plan contemplating the
extension of credit under an account governed by an agreement between a
bhank and a borrower pursuant to which:

(1) The bank permits the borrower and, if the agreement governing
the plan so provides, persons acting on behalf of or with authorization
from the borrower, from time to time to make purchases and/or to obtain
loans by use of a credit device;

(2) ‘The amounts of such purchases and loans are charged to the
borrower's account under the revolving credit plan;

(3) The borrower is required to pay the bank the amounts of all
purchases and loans charged to such borrower's account under the plan but
has the privilege of paying such amounts outstanding (roin time to time in
full or in installments; and

{4) Interest inay he charged and collected by the bank from time to
time on the outstanding unpaid indebtedness under such plan.

(e) ‘Purchases' meun payments for property of whatever nature, real or
personal, tangible or intangible, and payments for services, licenses, taxes,
official fees, fines, private or governmental obligations, or any other thing of
value.

(f) 'Loans' mean eash advances or loans to be paid to or for the account of

the borrower.
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(g) 'Credit device' means any card, check, identification code or other
means of 1dentification contemplated by the agrcement governing the plan.

(h) 'Outstanding unpaid indebtedness' means on any day an amount not in
exeess of the total amount of purchases and loans charged (o the borrower's
necount under the plan which is outstanding and unpaid at the end of the day,
after adding the aggregate amount of any new purchases nnd loans charged to
the account as of that day and deducting the aggregate amount of any
payments and credits applied to that indebtedness as of that day and, if the
agreement governing the plan so provides, may include the amount of any
interest and additional charges, including late or delinquency charges, which
have accrued in the nceount and which ure unpaid at the end of the day.

§942. Extension of Credit under Revolving Credit Plan

Any bank may, subject to any limitations on lending authority contained in its
charter or otherwise imposed by law and subject to the other provisions of this
subechapter, offer and extend credit under a revolving credit plan to a borrower and
in connection therewith inay charge and collect the interest and other charges
permitted by this subchapter and may take such security as collateral in connection
therewith as may be acceptable to the bank. Without limitation of the foregoing,
credit may he extended under a revolving credit plan by a bank's acquistion of
obligations arising out of thc honoring by a merchant, a bank or other financial
institution (whether chartered or organized under the laws of this or any other
state, the District of Columbia, the United States or any district, territory or
possession of the United States, or any foreign country), or a government or
governmental subdivision or ageney of a eredit device inade available to a borrower
under a plan, whether directly or indirectly by mecans of telephone, point of sale
terminal, automated teller inachine or other electronic or similar device or through
the mails.

§943. Interest

A bank may charge and collect interest under a revolving credit plan on
outstanding unpaid indebtedness in the borrower's account under the plan at such
daily, weekly, monthly, annual or other periodic percentage rate or rates as the
agreement governing the plan provides or as established in the manner provided in
the agrecinent governing the plan. If the applicable periodie percentage rate under
the agreement governing the plan is other than daily, intercst inay be calculated on
an amount not in excess of the average of outstanding unpnid indebtedness for the

-7 -
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applicable billing period, determined by dividing the total of the amounts of .

outstanding unpaid indebtedness for each day in the applicable billing period by the
number of days in the billing period. !f the applicable periodic percentage rate
under the agreement governing the plan is monthly, a billing period shall be deemed
to be a month or monthly if the last day of each billing period is on the same day of
each month or does not vary by more than four days therefrom.
§944.  Variable Rates

If the agreement governing the revolving eredit plan so provides, the periodic
percentage rate or rates of interest under such plan may vary in accordance with a
schedule or formula. Such periodic percentage rate or rates may vary from time to
time as the rate determined in accordance with such schedule or formula varies
and such periodic percentage rate or rates, as so varied, may be made applicable to
all outstanding unpaid indebtedness under the plan on or after the effective date of
such variation including any such indebtedness arising out of purchases made or
loans obtained prior to such variation in the periodic percentage rate or rates.

§945. Additional Charges

In addition to or in lieu of interest at a periodic percentage rate or rates as
provided in §§943 and 944 of this subchapter, a bank may, il the agreement
governing the revolving credit plan so provides, charge and collect one or more of
the following:

(1) A daily, weekly, monthly, annual or other periodic charge in such
amount or amounts as the agreement may provide for the privileges made
available to the borrower under the plan;

(2) A transaction charge or charges in such amount or amounts as the
agreement may provide for each separate purchase or loan under the plan; and

(3) A minimum charge for each daily, weekly, monthly, annual or other
scheduled billing period under the plan during any portion of which there is an
outstanding unpaid indebtedness under the plan.

§945. Purchases and Loans - Differing Terms

A bank nay, if the agreement governing a revolving credit plan so provides,
impose different terms (including, without limitation, the terms governing the
periodic percentage rate or rates used to calculate interest, the method of
computing the outstanding unpaid indebtedness to which such rate or rates are
applied, the amounts of other charges and the applicable installment repayment

-8-

LC:X:MJL
3354A



schedule) in respect of indebtedness arising out of purchases and indebtedness
arising out of loans made under the plan.

§947. Overdraft Accounts

If credit under a revolving credit plan is offered and extended in connection
with a demand deposit account or other transaction account maintained by the
borrower with the bank pursuant to an agreement or arrangement whereby the bank
agrees to honor checks, drafts or other debits to sueh account, which if paid would
create or increase n negative balance in such account, by making extensions of
credit to suich borrower under such revolving credit plan, any charges customarily
imposed by the bank under the terms poverning such demand deposit or other
transaction account in the absenee of any associated revolving credit plan
(including, without limitation, check charges, monthly maintenance charges,
checkbook charges, charges for checks drawn on funds in excess of an available line
of credit and other similar charges) may continue to be imposed on such account
without speciflic reference thereto or incorporation thereof by reference in the
agreement governing the revolving credit plan and the amount of any such charge,
to the extent the balance in such detnand deposit or other transnction account is
insufficient to pay such a charge, may he charged to the borrower's account under
the plan as a loan thereunder and may be included in outstanding unpaid
indebtedness in accordance with the terins of the agreement governing such
revolving credit plan.

§948. Omitted installments.

A bank may at any tine and from time to time unilaterally extend to a borrower
under a revolving credit plan the option of omitting monthly installments.
§949. Insurance.

(a) A bank may request but not require an individual horrower to be insured in
respect of a revolving credit plan under a life, health, accident, heaith and
accident or other credit or other permissible insurunce policy, whether group or
individual, and in the cvent that an individaal borrowoee's outstanding unpaid
indebtedness under “the plan is secured by an interest in real or personal property, a
hank may require the borrower to obtain insurance, from an insurer acceptable to
the bank, against loss of or damage to such property, or against the liability arising
out of the ownership or use of the property and may finance the premiums for such

insurance.
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(h) In the ense of a borrower horrowing under a revolving eredit plan for other
than personal, houschold or family purposes, a bank may require the borrower to
obtain insurance, {rom an insurer acceptable to the bank, under a life, health,
accident, health and accident or other credit or other permissible insurance policy,
whether group or individual, and in the event that the borrower's outstanding
unpaid indebtedness under the plan is seeured by an interest in real or personal
property, the bank may require the borrower to obtain insurance, {rom an insurer
acceptable to the bank, against loss of or damage to such property, or against the
liability arising out of the ownership or use of the property and may finance the
premiums for such insurance.

(c) The offer and placement of insurance under this section shall be subject in
all respects to the applicable provisions of Title 18 of this Code.

§950. Delinguent installments.

If the agreement governing a revolving credit plan so provides, a bank may, in the
case of a non-individual borrower, charge a higher periodic percentage rate or rates of
interest on outstanding unpaid installment payments or portions thereof under the plan
which are in default, and, in the case of any borrower, impose a late or delinquency
charge upon such installment payments or portions thereof; provided, however, that no
more than one such late or delinquency charge inay be imposed in respect of any single
such installment payment or portion thereo{ regardless of the period during which it
remains in default and provided further, however, that for the purpose only of the
preceding proviso all payments by the borrower shall be deemed to be applied to
satisfaction of installment payments in the order in which they become due.

5951. Attorney's fees; collection costs.

In the event a borrower defaults under the terins of a plan and the bank refers the
borrower’s account to an attorney (not a regularly salaried employee of the bank) for
collection, the bank may, if the agreement governing the revolving credit plan so
provides, charge and collect from the borrower a reasonable attorney's fee and, in
addition, if the agreement governing the revolving credit plan so provides, the bank may
recover from the borrower all court or other collection costs actually incurred by the
bank in connection with a collection proceeding.

§952. Changes in terms.
(a) A bank may, if the agrecment governing a revolving credit plan so
provides, at any time or from time to time amend the terms of such agrecement
-10 -
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(including, without limitation, the terms governing the periodic percentage rate or
rates used to ealculate interest, the method of compuating the outstanding unpmd
indebtedness to whieh sueh eate or rates ace applicd, the amounts of other charires
and the applicable installment repayment sehedule) in accordance with the further
provisions of this section.

(h) The bank shall notify each affected horrower of the amendment in the
manner set forth in the agreement governing the plan and in compliance with the
requirements of the 'l‘ruth—ln-Lending Aet [15 U.S.C. §1501 et seq.], and
regulations promulgated thereunder, as in effect from time to time, if applicable;
provided, however, that if such amendment has the effect of increasing the
interest or other charges to be paid by the borrower, the bank shall mail or deliver
to the borrower, at least 15 days before the effective date of the amendment, a
clear and conspicuous written notice which shall describe the amendment and the
existing term or terms of the agreement affected by the amendment and shall also
set forth the effective date of the amendment and the pertinent information
contemplated by the (ollowing provisions of this section. 1f the amendment has the
effect of increasing the interest or other charges to be paid by the borrower, such
amendment shall become cffective only if the borrower uses the plan after a date
specified in the notice which is at least 15 days after the giving of the notice (but
which need not be the date the amendment bhecomes effective) by making a
purchase or obtaining a loan, or if the borrower indicates to the bank in writing
such b&rower‘s express agreement to the amendment. Any such amendment may
become effective as to a particular borrower as of the first day of the billing
period during which such borrower so used such borrower's aceount or so indicated
agreement to the amendment. Any borrower who fails to use such borrower's
account or so to indicate agreement to an amendment shall be permitted to pay the
outstanding unpaid indebtedness in such borrower's account under the plan in
accordance with the terms of the agreement governing the plan without giving
effect to the amendment.

(c) If the terms of the agreement governing the plan, as originally drawn or as
amended pursuant to this section, so provide, any amendment may, on and after the
date upon which it becomes effective as to a particular borrower, apply to all then
outstanding unpaid indehtedness in the borrower's account under the plan, including
any such indebtedness which shall have arisen oul of purchases wade or loans
obtained prior to the elfective date of the amendment.

~-11 -
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(d) For the purposes of this section, a decrease in the required amount of
periodic instaliment payments shall not be deemed an amendment which has the
effect of increasing the interest to be paid by the borrower.

(e} The proccdures (or amendment by a bank of the terms of a plan to which a
borrower other than an individual borrower is a party may, in lieu of the foregoing
provisions of this §952, be as the agreement governing the plan may otherwise
provide.

§953. Application of other statutes.

The provisions of any other law of this State limiting the rate or amount of
interest, discount, points, finance charges, service charges, or other charges which may
be charged, taken, collected, received, or reserved shall not apply to extensions of
credit under a revolving credit plan operated in accordance with this subchapter.

§954. Non-exclusivity; severability; captions.

(a) The provisions of this subchapter are not exclusive and a bank may at its
option elect to extend credit either pursuant to this subchapter or as otherwise
permitted by applicable law.

(b) If any provision of this subchapter is held invalid, such invalidity shall not
affect any other provisions or applications of this subchapter which can be given
effect without the invalid provision.

{c) Section headings and captions contained in this subchapter are inserted
only as a matter of convenience and for reference and do not, and shall not be
construed to, define, limit, extend or describe the scope of the provisions of this
subchapter or the meaning or intent of any section hereof."

Section 5. Amend Title 5, Deluware Code, by adding to Chapter 9 a new
Subchapter IIT as follows:

"Subchapter Ill. Bank Closed End Credit.

§961. Definitions.
As used in this subchapter:

(a) 'Bank’, Morrower' and ‘individual borrower' have the meanings given in
subehapter U of this chapter.

(b) 'Closed End Credit' means the extension of credit by a bank to a borrower
pursuant to an arrangement or agreement which is not a revolving eredit plan as
defined in subchapter II of this chapter.

{c) 'Loan' means any single extension of closed end credit.

-12 -
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$982. Extension of closed end credit.

Any bank may, subject to any limitations on lending authority contained in its
charter or otherwine imposed by law and subject to the other provisions of this
subchapter, offer and extend closed end credit to a borrower and In connection
therewith may charge and collect the interest and other charges permitted by this
subchapter and may take such security as collateral in connection therewith as may be
acceptable to the bank.

§963. Interest.

A bank may charge and colleet interest in respect of a loan at such daily, weekly,
monthly, annual or other periodic percentage rate or rates as the agreement governing,
or the bond, note or other evidence of, the loan provides or as established in the manner
provided in such agreement, bond, note or other evidence of the loan and may calculate
such interest by way of simple interest or such other method as the agreement
governing, or the bond, note or other evidence of, the loan provides. If the interest is
precomputed it may be calculated on the assumption that all scheduled payments will
be made when due. For purposes hereof, a year may but need not be a calendar year
and may be such period of from 360 to 366 days, including or disregarding leap year, as
the bank may determine.

§964. Varisble rates.

If the agreement governing, or the bond, note or other evidence of, the loan so
provides, the periodic percentage rate or rates of interest charged and collected in
respect of the loan may, if the interest is not precomputed and taken in advance, vary
in accordance with a schedule or formula. Such periodic percentage rate or rates may
vary from time to time as the rate determined in accordance with such schedule or
formula varies and such periodic percentage rate or rates, as so varied, may be made
applicable to any or all outstanding and unpaid amounts of such loan on and after the
effective date of such variation. This section shall not be construed to limit the
authority of a bank to charge and collect interest in respect of a loan in the manner and
at the rate or rates authorized in any other section of this subchapter.
$965. Additional charges.

In addition to or in lieu of interest at a periodic percentage rate or rates pefmitted
by $ § 963 and 984 of this subchapter, a bank may charge and collect, in respect of a
loan:

-13-
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(1) Loan fees, points, finders fees and other front-end and periodie charges;
provided, however, that in the case of a loan to an individual horrower, no such
front-end or perlodic charge may be charged and collected unless the agreement
governing, or the bond, note or other evidence of, the loan so provides:

(2) Reasonable fees for services rendered or for reimbursement of expenses
incurred in good faith by the bank or its agents in connection with such loan,
ineluding, without limitation, commitment fees, official fees and taxes, premiums
or other charges for any guarantee or insurance protecting the bank against the
borrower's default or other credit loss, or costs inecurred by reason of examination
of title, inspection, recording and other formal acts necessary or appropriate to the
security of the loan, filing fees, attorneys' fees, and travel expenses; provided,
however, that in the case of a loan to an individual borrower, no such fee may be
charged and collected unless the agreement governing, or the bond, note or other
evidence of, the loan so provides.

§968. Deferred installments.

A bank may at any time or from time to time permit a borrower to defer
installment payments of a loan and may, in connection with such deferral, charge and
collect deferral charges and may also require payment by such borrower of the
additional cost to the bank of preiniums for continuing in force, until the end of such
period of deferral, any insurance coverage provided in connection with the loan
pursuant to §967 of this subchapter.

§987. Insurance.

(a) A bank may request but not require an individual borrower to be insured in
respect of a loan under a life, health, accident, health and accident or other credit
or other permissible insurance policy, whether group or individual, and in the event
that a loan to an individual borrower is secured by an interest in real or personal
property, the bank may require the borrower to obtain insurance, from an insurer
acceptable to the bank, against loss of or damage to such property, or against the
liability arising out of the ownership or use of the property and may finance the
premiums for such insurance.

(b) In the case of a borrower borrowing for other than personal, household or
family purposes, a bank may require the borrower to obtain insurance, from an
insurer acceptable to the bank, under a life, health, accident, health and accident
or other credit or other permissible insurance policy, whether group or individual,

-14 -

LC:X:MJL
3354A



and in the event that the borrower's loan is secured by an interest in real or
personal property, the bank may require the borrower to obtain insurance, from an
insurer acceptable to the bank, against loss of or damage to such property, or
against the liability arising out of the ownership or use of the property and may
finance the premiums for such insurance.

(¢) The offer and placement of insurance under this section shall be subjeet in
all respects to the applicable provisions of Title 18 of this Code.

§988. Delinquent installments.

If the agreement governing a loan so provides, a bank may, in the case of a
non-individual borrower, charge a higher periodic percentage rate or rates of interest
on outstanding unpaid installment payments or portions thereof under the loan which
are in default, and, in the case of any borrower, impose a late or delinquency charge
upon such instaliment payment or portion thereof; provided, however, that in the case
of a loan to an individual borrower, no such late or delinquency charge may be charged
or imposed unless the agreement governing, or the bond, note or other evidence of, the
loan so provides and that no more than one such late or delinquency charge may be
imposed in respect of any singie such installment payment or portion thereof regardless
of the period during which it remains in default, and provided further, however, that for
the purpose only of the proceeding proviso all payments by the borrower shall be
deemed to be applied to satisfaction of installment payments in the order in which they
become due.

§969. Prepayment.

(a) An individual borrower may prepay a loan in full at any time.

(b) If interest charged pursuant to §963 of this subchapter in respect of a loan
to an individual borrower has been precomputed and taken in advance, then, in the
event of prepayment of the entire indebtedness, the bank shall refund to such
borrower the unearned portion of the precomputed interest charge. This refund
shall be in an amount not less than the amount which would be refunded il the
unéarned precomputed interest charge were calculated in accordance with the
actuarial method, except that the borrower shall not be entitled to a refund which
is less than five dollars. The unearned portion of the precomputed interest charge
is, at the option of the bank, either:

(1) That portion of the precomputed interest charge which is allocable to
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all originally scheduled or, if deferred, all deferred payment periods, or portions-
thereof, mdng subsequent to the date of prepayment. The unearned precomputed
interest charge is the total of that which would have been earned for each such
period, or portion thereof, had the loan not been precomputed, by applying to
unpaid balances of principal, according to the actuarial method, an annual
percentage rate based on the precomputed interest charges, assuming that all
payments were made as scheduled, or as deferred, if deffered. The bank, at its
option, may round this annual percentage rate to the nearest one-quarter of one
percent; or

(2) The total precomputed interest charge less the earned precomputed
interest charge. The earned precomputed interest charge shall be determined by
applying an annual percentage rate based on the total precomputed interest charge,
under the actuarial method, to the unpaid balances for the actual time those
balances were unpaid up to the date of prepayment.

(c) As used in subsection (b) of this section:

(1) 'Actuarial method' means the method of allocating payments made on
a loan between the outstanding balance of the loan and interest pursuant to which a
payment is applied first to the accumulated interest and any remainder is
subtracted from the outstanding balance of the loan.

(2) 'Precomputed interest charge' means interest as computed by the
add-on, discount or other similar method.

(3) 'Payment period" means the time period within which periodic
installment payments of a loan are due as provided in the agreement governing, or
the bond, note or other evidence of, the loan.

(d) If a charge was made to an individual borrower for premiums for insuring
such borrower under an insurance policy pursuant to $967 of this subchapter, then,
in the event of prepayment, the bank shall refund to such borrower the excess of
the charge to such borrower therefor over the premiums paid or payable to the
bank, if such premiums were paid or payable by the bank periodically, or the refund
for such insurance premium received or receivable by the bank, if such premium
was paid or payable in a lump sum by the bank, provided that no such refund shall
be required if it amounts to less than five dollars.

(e) In connection with any prepayment of any loan by an individual borrower,
the bank may not impose any prepayment charge, except that in the case of a
residential mortgage loan, the bank may charge and ecollect any prepayment
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penalty or charge specified in the agreement jJoverning, or the bond, note or other
evidence of, the loan.

(f) The terms of prepayment of any loan made to a borrower other than an
individual borrower shall be as the bank and the borrower may agree.

§970. Refinancing.

{a) An individual borrower may, with the consent of the bank, refinance the
entire outstanding and unpaid amount of a loan, and the bank may charge and
collect a refinancing charge in connection with any such refinancing.

(b) For the purposes of this seetion, the entire outstanding and unpaid amount
of a loan shall be decmed to be:

(1) If the interest and charges in respect of the loan were not taken in
advance, the total of the unpaid balance and the accrued and unpaid interest and
charges on the date of refinancing; or

(2) If the interest and charges on the loan were precomputed and taken in
advance, the amount which the borrower would have been required to pay upon
prepayment on the «ate of refinancing pursuant to §969 of this subchapter
governing refund upon prepayment.

§971. Attorneys fees; collection costs

(a) In the event an individual borrower defaults under the terms of a loan
and the bank refers such borrower's account to an attorney (not a regularly
salaried emnployee of the bank) for collection, the bank may, if the agreement
governing, or the bond, note, or other evidence of, the loan so provides, charge
and collect from the borrower a reasonahle attorney's fee and, in addition, if
the agrecement joverning, or the boud, note or other evidence of, the loan so
provides, the bank ey recover from the borrower all court and other
collection costs netually ineurred by the bank in connection with a colleetion
proceedingg.

§972. Loans tn non-individual borrowers

This subchapter shall not he deemed to prohibit a hank, in connection with
a loan to other than an individual horrower, from:

(1) Extending or deferring the scheduled payment of all or any portion
of any installment or installments payable under such loan;
(2) Permitting prepayment or refinancing of such loan in whole or in

part;
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(3) Charging and collecting any charges in connection with the
matters referred to in paragraphs (1) and (2) of this section; or

(4) Charging and collecting late or delinquency charges, attorneys'
fees or collection charges.

§973. Applicability of other statutes

The provisions of any other law of this State limiting the rate or amount
of interest, discount, points, finance charges, service charges or other charges
which may be charged, taken, collected, received or reserved shall not apply
to extensions of credit made in accordance with this subchapter.

§974. Non-exclusivity; severability; captions

(a) The provisions of this subchapter are not exclusive and a bank may at
its option elect to extend credit either pursuant to this subchapter or as
otherwise permitted by applicable law.

(b) If any provision of this subchapter is held invalid, such invalidity shall
not affect any other provisions or applications of this subchapter which can be
given effect without the invalid provison.

(c) Section headings and captions contained in this subchapter are inserted
only as & matter of convenience and for reference and do not, and shall not be
construed to, define, limit, extend or describe the scope of the provisions of
this subchapter or the meaning or intent of any section hereof."

Section 6. Amend Section l0], Title 5, Delaware Code, by striking the period at
the end thereof and adding the following:

"and by the net income shown on the books of account of any non-United
States branch office established pursuant to Section 771 of this chapter in the case
of a bank or trust company or established pursuant to federal law in the case of a
national bank, provided that at least 80 percent of the gross income of such
non-United States branch office constitutes 'income from sources without the
United States' as defined under Section 862(a) of the Internal Revenue Code of 1954
as amended or any successor provisions thereto."

Section 7. Amend Section 1105, Title 5, Delaware Code, by striking such section in
its entirety and substituting in lieu thereof the féllowing:

"§1105. Rate of taxation |

The rate of tax upon the net income as defined in this chapter of banks,
trust companies and national banks shall be as follows: 8.7% of the amount of
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net income not in excess of $20,000,000; 6.7% of the amount of net income in

excess of $20,000,000 but not in excess of $25,000,000; 4.7% of the amount of net

income in excess of $25,000,000 but not in excess of $30,000,000; 2.7% of the

amount of net income in excess of $30,000,000."

Section 8. Amend Section 2108, Title 5, Delaware Code, by deleting such section in

its entirety and substituting in lieu thereof the following:

"§2108. Requirements as to Loans, Interest and other Charges and Terms;
Deferements, Prepayments and Refinancing

(a) The holder of any certificate of registration from the State Bank
Commissioner, granted pursuant to this chapter, and any state benk or trust
company organized under this Code or any other laws of this State, or any
national bank (without obtaining such certificate of registration) may lend
money to any person, firm or corporation in any sum not exceeding $500, to be
repaid in periodic installments, taking the obligation of the borrower
therefore, with any security that may he acceptable to the lender. Any such
association, firm, partnership or corporation having a paid-in capital which is
not subject to withdrawal and which shall exceed $10,000, may make such loans
in amounts to any one borrower in excess of $500, but not exceeding 10% of
the paid-in capital stock and surplus of such lender. Loan repayments may he
in weekly, monthly or other periodic installments, with the right of the lender
to declare the entire unpaid balance due and payable in the event of default in
the payment of any installment for a period of 30 days. On any loan made
pursuant to this section, the lender may charge and collect interest in respect
thereof at such daily, weekly, monthly, annual or other periodic percentage
rate or rates and may calculate such interest by way of simple interest or such
other method as the agreement governing the loan provides. No charge in
addition to such interest inay be imposed except as hereinafter in this section
provided.

(b) On any loan made pursuant to this section, the lender may at any time
or from time to time permit a borrower to defer installment payments of the
loan and may, in connection with such deferral, charge and collect deferral
charges and may also require payment by such borrower of the additional cost
to the lender of premiums for continuing in force, until the end of such period
of deferral, any insurance coverage provided in connection with the loan
pursuant to subsection (d) of this section.
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(¢) A lender may impose a delinquency charge upon all or any portion of
any installment or installments payable under a loan made pursiuant to this
section which is or are in default for a period not less than 10 days; provided,
however, that no such delinquency charge may be charged or imposed unless
the agreement governing the loan so provides and that no more than one such
delinquency charge may be imposed in respect of any single such installment
payment or portion thereof regardless of the period during which it remains in
default, and provided further, that no such delinquency charge may exceed 5%
of the amount of any such installment or portion thereof in default.

(d) A borrower inay prepay a loan made pursuant to this section in full at
any time. If interest in respect of such a loan has been precomputed and taken
in advance, then, in the event of prepayment of the entire indebtedness, the
lender shall refund to the borrower the unearned portion of the precomputed
interest charge. This refund shall be in an amount not less thap the amount
which would be refunded if the unearned precomputed interest charge were
calculated in accordance with the actuarial method, except that the borrower
shall not be entitled to a refund which is equal to or less than one dollar. The
unearned portion of the precomputed interest charge is, at the option of the
lender, either:

(1) That portion of the precomputed interest charge which is allocable
to all originally scheduled or, if deferred, all deferred payment period, or
portions thereof, ending subsequent to the date of prepayment. The
unearned precomputed interest charge is the total of that which would
have been earned for each of such period, or portion thereof, had the loan
not been precomputed, by applying to unpaid balances of principal,
according to the actuarial method, an annual percentage rate based on the
precomputed interest charges, assuming that all payments were made as
scheduled, or as deferred, if deferred. The lender, at its option, may
round this annual percentage rate to the nearest one-quarter of one
percent; or

(2) The total precomputed interest charge less the earned
precomputed interest charge. The earned precomputed interest charge
shall be determined by applying an annual percentage rate based on the

total precomputed interest charge, under the actuarial method, to the
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unpaid balances for the actual time those balances were unpaid up to the

date of prepayment.

(e) As used in subsection (d) of this section:

(1) 'Actuarial method' means the method of allocating payments made
on a loan between the outstanding balance of the loan and interest
pursuant to which a payment is applied first to the accumulated interest
and any remainder is subtracted from the outstanding balance of the loan.

(2) 'Precomputed interest charge' means interest as computed by the
add-on, discount or other similar method.

(3) 'Payment period' means the time period within which periodic
installment payments of a loan are due as provided in the agreement
governing the loan.

(f) In connection with any prepayment of a loan made pursuant to this
section, the lender may not impose any prepayment charge.

(g) Borrower may, with the conmsent of the lender, refinance the entire
outstanding and unpaid amount of a loan made pursuant to this section, and the
lender may charge and collect a refinancing charge in connection with any
such refinancing. For the purposes of this scction, the entire outstanding and
unpaid amount of a loan shell be deemed to be:

(1) if the interest in respect of the Joan was not taken in advance, the
total of the unpaid balance and the accrued and unpaid interest and
charges on the date of refinancing; or

(2) If the interest on the loan was precomputed and taken in advance,
the amount which the borrower would have been required to pay,
disregarding any prepayment charge, upon prepayment o1 the date of
refinancing pursuant to subsection (d) of this section governing refund
upon prepayment.

(h) In the event a borrower defaults under the terms of a lcan made
pursuant to this section and the lender refers such borrower's account to an
attorney (not regularly salaried empioyee of the lender) for collection, the
lender may, if the agreement governing the loan so provides, charge and
collect from the borrower a reasonable attorney's fee and, in addition, if tne
agreement governing the loan so provides, the lender may recover all court
and other collection costs actually incurred by the lender in connection with a

collection proceeding."
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Section 9. Amend Section 2109, Title 5, Delaware Code, by deleting such section in
its entirety.
Section 10. Amend Section 2111, Title 5, Delaware Code, by deleting subsection (c)
thereof in its entirety and substituting in lieu thereof the following:

") In any action for the recovery or repayment of the amount loaned under
this chapter the lender shall be entitled to recover the unpaid principal amount of
the loan together with pre-judgment and post-judgment interest at the rate or
rates specified in the agreement governing the loan."

Section 1l. Amend Section 2906(h), Title 5, Delaware Code, by deleting the word
"$5" in the first sentence thereof and substituting in lieu thereof "$15".

Section 12. Amend Section 2907, Title 5, Delaware Code, by deleting such section
in its entirety and substituting in lieu thereof the following:

"§2907. Finance Charge

(a) A retail seller or the holder of a retail installment contract may charge and
collect a finance charge in respect of a retail installment transaction and may
calculate such finance charge in the manner and at the rate or rates specified in
the contract governing the retail installment transaction.

(b) Any sales finance company may purchase or acquire or agree to purchase or
acquire from any seller any contract on such terms and conditions as may be
agreed upon between them. Filing of the assignment, notice to the buyer of the
assignment, and any requirement that the holder maintain dominion over the
payments or the motor vehicle if repossessed shall not be necessary to the validity
of a written assignment of a contract as against creditors, subsequent purchasers,
pledgees, mortgagees and lien claimants of the seller. Unless the buyer has notice
of the assignment of his contract, payment thereunder made by the buyer to the
last known holder of such contract shall be binding upon all subsequent holders."
Section 13. Amend Sections 2908 and 2909, Title 5, Delaware Code, by deleting

such sections in their entirety and substituting in lieu thereof the following:
"§2908. Prepayment

(a) A buyer may prepay the debt due under a retail installment contract in full
at any time. ,

(b) If the finance charge imposed pursuant to §2907 of this chapter in respect
of a retail installment transaction has been precomputed and taken in advance,
then, in the event of prepayment of the entire indebtedness, the holder shall refund
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to the buyer the unearned portion of the precomputed finance charge. This refund

shall be in #an amount not less than the amount which would be refunded if the

unearned precomputed finanece charge were calculated in accordance with the

actuarial method, provided that the buyer shall not be entitied to a refund which

results in a net minimum finance charge of less than $25, and provided further that

the hoider shall not be required to refund the unearned portion of the finance

charge if such amount is less than one dollar. The unearned portion of the

precomputed finance charge is, at the option of the holder, either:

(1) That portion of the precomputed finance charge which is allocable to
all originally scheduled or, if deferred, all deferred payment periods, or
portions thereof, ending subsequent to the date of prepayment. The unearned
precomputed finance charge is the total of that which would have been earned
for each such period, or portion thereof, had the debt due under the contract
not been precomputed, by applying to unpaid balances of principal, according
to the actuarial method, an annual percentage rate based on the precomputed
finance charge, assuming that all payments were made as scheduled, or as
deferred, if deferred. ‘The holder, at its option, may round this annual
percentage rate to the nearest une-quartet of one percent; or

(2) The total precomputed finance charge less the earned precomputed
finance charge. The earned precomputed finance charge shall be determined
by applying an annual percentage rate based on the total precomputed finance
charge, under the actuariai method, to the unpaid balances for the actual time
those balan~es were unpaid up to the date of prepayment,

(c) As used in subsection (b} of tnis section:

(1) 'Aetunrial method' mesns the method of allocating payments made on a
debt due under a retsil installment contract between the ouistanding balance
of the indebtedness and the finance charge pursuant to which a pavmert is
applied first to the accumuiated {inance charge and any remainder is
subtracted from the outstanding balance of the indebtedness.

(2) ‘Payment pericd’ means the time period within which periodie
instaliment payments of the indebtedness are due under the terms of a retail
installment contract.

(d) If a charge was made to buyer for premiums for insurance in respect of a

retail installment transaction, then, in the event of prepayment, the holder shall
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refund to such buyer the excess of the charge to such buyer therefor over the
premiums paid or payable to the holder, if such premiums were paid or payable by
the holder periodically, or the refund for such insurance pre:njum received or
receivable by the holder, if such premium was paid or payable in a lump sum by the
holder, provided that no such refund shail be required if it amounts to less than one
"dollar.

(e) In connection with any prepayment of a debt due under a retail installment
contract by a buyer, the holder may not impose any prepayment charge.

§2909. Deffered installments

A holder may at any time or from time to time permit a buyer to defer
installment payments due under the terms of a retail installment contract and may,
in connection with such deferral, charge and collect deferral charges and' may also
require payment by such buyer of the additional cost to the holder of premiums for
continuing in force, until the end of such period of deferral, any insurance coverage
provided in connection with the contract.”

Section 14. Amend Section 3121, Title §, Delaware Code, by deleting such section
in its entirety and substituting in lieu thereof the following:

"§3121. Interest

A licensee may charge and collect interest in respect of a secondary
mortgage loan at such daily, weekly, monthly, annual or other periodic
percentae rate or rates and may calculate such interest by way of simple
interest or such other method as the agreement governing the loan provides."

Section 15. Amend Section 3125, Title §, Delaware Code, by deleting such section
in its entirety and substituting in lieu thereof the following:

"3125. Prepayment

(a) A borrower may prepay a secondary mortgage loan in full at any time.

(b) If interest charged pursuant ot §3121 of this chapter in respect of a
secondary mortgage loan has been precomputed and taken in advance, then in
the event of prepayment of the entire indebtedness, the licensee shall refund
to such borrower the unearned portion of the precomputed interest charge.

This refund shall be in a amount not less than the amount which would be

refunded if the unearned precomputed interest charge were calculated in

accordance with the actuarial method, except that the borrower shall not be
entitled to a refund which is less than one dollar. The unearned portion of the
precomputed interest charge is, at the option of the licensee, either:
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(1) That portion of the precomputed interest charge which is
allocable to all originally scheduled or, if deferred, all deferred payment
periods, or portion thereof, ending subsequent to the date of prepayment.
The unearned precomputed interest charge is the total of that which
would have been earned for each such period, or portion thereof, had the
loan not been precomputed, by applying to unpaid balances of principal,
according to the actuarial method, an annual percentage rate based on the
precomputed interest charges, assuming that all payments were made as
scheduled, or as deferred, if deferred. The licensee, at its option, may
round this annual percentage rate to the nearest one—quarter of one
percent; or

(2) The total precomputed interest charge less the earned
precomputed interest charge. The earned precomputed interest charge
shall be determined by applying an annual percentage rate based on the
total precomputed interest charge, under the actuarial method, to the
unpaid balances for the actual time those balances were unpaid up to the
date of prepayment.

{e) As used in subsection {b) of this section:

(1) ‘'Actuariel method' mears the method of allocating payments
made on a secondary mortgage loain vetween the outstanding balance of
the loan and interest prusuant to which a payment is applied first to the
accumlated interest and any remainder is subtracted from the outstanding
balance of the loan,

(2) 'Precomputed interest charge' means interest as computed by the
add-on, discount or other similar method.

(3) 'Payment period’ means the time period within which periodic
installment payimnents of a loan are due as provided in the agreement
governing the loan.

(d) In connection with any prepayment of a secondary mortgage loan, the

licensee may not impose any prepayment charge.
Section 16. Amend Subchapter 1V, Chapter 43, Titie 6, Delaware Code, by striking
Sections 4315, 4317, and 4319, by renumbering Section 4318 as Section 4317, and by

inserting a new Section 4315 as follaws:
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%4315. Service Charges Authorized

A retail seller or the holder of a rctall installment contract may charge
and collect a service charge in respect of a retail installment sale and may
calculate such service charge in the manner and at the rate or rates specified

in the contract governing the sale."

Section 17. Amend Section 4322, Title 6, Delaware Code, by deleting such section

in its entirety and substituting in lieu thereof the following:

"4322. Prepayment
(a) A buyer may prepay the debt due under a reatil installment contract

in full at any time.

(b) If the service charge imposed pursuant to $4315 of this subchapter in
respect of a retail installment sale has been precomputed and taken in
advance, then, in the event of prepayment of the entire indebtedness, the
holder shall refund to such buyer the unearned portion of the precomputed
service charge. This refund shall be in an amount not less than the amount
which would be refunded If the unearned precomputed service charge were
calculated in accordance with the actuarial method, except that the buyer
shall not be entitled to a refund which is less than one dollar. The unearned
protion of the precomputed service charge is, at the option of the holder,
either:

(1) That protion of the precomputed service charge which is
allocable to allb originally scheduled or, if deferred, all deferred payment
periods, or portions thereof, ending subsequent to the date of
prepayment. The unearned precomputed service charge is the total of
that which would have been earned for each such period, or portion
thereof, had the debt due under the retail instaliment contract not been
precomputed, by applying to unpaid balances, according to the actuarial
method, an annual percentage rate based on the precomputed service
charge, assuming that all payments were made as scheduled, or as
deferred, if deferred. The holder, at its option, may round this annual
percentage rate to the to the nearest one-quarter of one percent; or

(2) The total precomputed service charge less the earned
precomputed service charge. The earned precomputed service charge

shall be determined by applying an annual percentage rate based on the
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total precomputed service charge, under the actuarial method, to the unpaid
balances for the actual time those balances were unpaid up to the date of
prepayment.

(c) As used in subsection (b) of this section:

(1) 'Actuarial method' means the method of allocating payments
made on a debt due under a retail installment contract between the
outstanding balance of the indebtedness and the service charge pursuant
to which a payment is applied first to the accumulated service charge and
any remainder is subtracted from the outstanding balance of the
,indebtedness.

(2) 'Payment period' means the time period within which periodic
installment payments of the indebtedness are due under the terms of a
retail instalilment contract.

(d) 'If a charge was made to a buyer for premiums for insuring such buyer
in respect of a retail installment contract, then, in the event of prepayment,
the holder shall refund to such buyer the excess of the charge to such buyer
therefor over the premiums paid or payable to the holder, if such premiums
were paid or payable by the holder periodically, or ihe refund for such
insurance premium received or receivable by the holder if such premium was
paid or payable in a lump sum by the holder, provided that no such refund shall
be re(juired if it amounts to less than one dollar.

(e) In connection with any prepayment of a debt due under a retail

installment contract, a holder may not impose any prepayment charge.

Section 18. Amend Section 4324, Title 5, Delaware Code, by deleting such section

in its entirety and substituting in liue thereof the following:

§4324. Defered Instaliments

A holder inay at any time or from time to time permit a buyer to defer
installment paymenis due under the terms of a retail installinent contract and
may, in connection with such deferral, charge and collect deferral charges and
may also require payment by such buyer of the additional cost to the holder of
premiums for continuing in force, until the end of such period of deferrsl, any

insurance coverage provided in connection with the contract."”

Section 19. Amend Section 4337, Title 6, Delaware Code, by deleting such section

in its entirety and substituting in lien thereof the following:
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§4337. Service Charge
Subject to the other provisions of this subchapter a retail seller or

the holder of & retajil installment account inay charge and collect a
service charge computed on the outstanding unpaid indebtedness in a
buyer's retail installment account and may calculate such service charge
in the manner and at such daily, weekly, monthly, annual or other periodic
percentage rate or rates as the agreement governing retail installment
account provides; provided, however, that if the service charge as so
computed is less than one dollar for any month, the holder may charge one
dollar as a service charge for such month. If the spplicable periodic
percentage rate under the agreement governing a retail installment
account is other than daily, the service charge may be calculated on an
amount not in excess of the average of outstanding unpaid indebtedness
for the applicable billing period, determined by dividing the total of the
amounts of outstanding unpaid indebtedness for each day in the applicable
billing period by the number of days in the billing period. If the applicable
periodic percetage rate under the agreement governing the retail
installment account is monthly, a billing period shall be deemed to be a
month or monthly if the last day of each billing period is on the same day
of each month or does not vary by more than four days therefrom.”

Section 20. Amend Section 933, Title 5, Delaware Code, by deleting the last two
sentences of subséction (a) thereof and substituting in lieu thereof the following:

(a) "Any certificate of authority issued by the Commissioner shall be void and
of no effect if after the expiration of a reasonable period of time, as determined
by the State Bank Commissioner, such branch is not actually opened for business.,
The Commissioner shall by regulations prescribe the criteria to be spplied in
determining what constitutes a reasonable period of time."

Section 21. Amend Section 909, Title 5, Delaware Code, by deleting the words
"officers or employees” in subsection (d) thereof, and substituting in lieu thereof the
words "executive officers.”

Section 22. Delete Section 925, Title 5, Delaware Code, in its entirety.

Secthn 23. Amend Title 30 of the Delaware Code by adding a new Part VI to read

as follows:
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"PART VI

Miscellaneous Taxes

§6301. Definitions

As used in this chapter:

(a) 'Affiliated finance company' means a corporation substantially all of
whose activity within this State is limited to the issuance of commercial paper
or other debt obligations and use of the proceeds to make lcans to one or more
of its affiliated corporations or to purchase receivables from one or more of
its affiliated corporations.

(b) 'Affiliated corporations' means two or morc corporations which are
inembers of a controlled group of corporations as defined in Section 1563 of
the Internal Revenue Code of 1954.

§6202. License Requirement

No corporation shall carry on business as an affiliated finance compaay after
May !, 1981 without an unexpired license issued by the Secretary of Finance
authorizing the conduct of such business. The license shall be issued by the
Secretary of Finance for each calendar year. Upon payment of the tax imposed by
§6303 of this Title, the Secretary shall issue the license with respect to each
calendar year.
§6303. Imposition of Tax

The tax payable by an affiliated {inance company shall be in accordance with

the following table:

If the capital base is: The annual license fee shall be:
$0 to $99,999,999.99 $10,000
$100,000,000 to $224,999,999.59 $15,000
$225,000,000 to $749,999,999.99 $25,000
Over $750,000,000 $50,000

The 'capital base' of an aifiliated finance company shall consist of its capital, surplus,

and retained earings, or equivalent accounting terms, as set forth in the company's
certified financial statements.

§6304. Time of payment of Tax

The tax imposed by §6303 shall be due and payable in a single installment on or
before April 30 of the calendar year with respect to which the license is issued or
as soon thereafter as the corporation shall commence operstions as an nffiliated
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finance company as shown on its certified financial statements for its fiscal year
ending with or within the immediately preceding calendar year.

$6305. Other State taxes, exemption

Notwithstanding Title 30, all affiliated finance companies being taxed in
accordance with this chapter shall be exempt from any occupational license taxes
imposed by Part Il of his Title.

§6306. Administrative Provisions

(a) The Secretary of Finance may publish license and tax forms required in
furtherance of this chapter.

(b) As soon as practical after a license applicaton in conneetion with any
license under this chapter is filed, the Department of Finance shall examine the
same and verify the correctness of the computation of the fee payable thereon and
ascertain whether or not the amount submitted is the proper fee.

(¢) If the Department of Finance discovers from the examination of the
license application or otherwise that the license fee is not correct, it may at any
time within three years from the expiration date of the license to which the license
application relates, assess the amount due on the same and give notice to the
person to which the license relates of such assessment; and at the termination of
30 days from the date of such notice, the additional amount due, as determined by
the Department of Finance, shall be due and payable unless the person so notified
or his agent or attorney shall have, within the aforesaid 30 days, filed with the
Secretary of Finance, a protest in writing over his signature from the assessment
setting forth the reason for the action. If a written protest Is filed, the Secretary
or his delegate shall notify the taxpayer of his determination with respect th?reto,
and such determination shall become final upon the expiration of 30 days fI'O;I‘; the
date such notice is mailed unleas the taxpayer, within such 30 day period, files a
petition for review with the Tax Appeal Board. if the Secretary or his delegate
fails to act on any protest within 90 days from the date such protest was filed, the
taxpayer may consider the protest disallowed for purposes of filing a petition with
the Tax Appeal Board. The limitation of 3 years to the assessment of such
additional amount due shall not apply to the assessment of such additional amounts
due upon returns, license applications which are fraudulent, or where no such

returns or license applications have been filed.
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(d) Any person may submit to the Secretary of Finance a claim for refund of
any tax or license fee imposed by this chapter alleged to have been erroneously or
illegally assessed or paid or of any interest or penalty alleged to have been
collected without authority or of any sum alleged to have been excessive or in any
manner wrongfully collected from such person at any time within 3 years from the
expiration date of the license to which such payment relates or 30 days from the
date of payment of any such amount, whichever Is later. If the Secretary of
Finance or his delegate disallows a claim for refund, in whole or in part, he shall
notify the taxpayer of such disallowance. Such determination shall become final
upon the expiration of 30 days from the date such notice was mailed unless within
such 30 day period the taxpayer files a written protest with the Secretary of
Finance or his delegate stating the reasons for his objection to the determination.
If a written protest is filed, the Secretary or his delegate shall notify the taxpayer
of his determination with respect thereto, and such determination shall become
final upon the expiration of 30 days from the date such notice is mailed unless the
taxpayer, within such 30 day period, files a petition for review with the Tax Appeal
Board. If the Secretary or his delegate fails to act on any claim for refund within
90 days from the date such claim was filed, the taxpayer may consider the claim
disallowed for purposes of filing a petition with the Tax Appeal Board.

(2) Pailure to pay the taxes required under this chapter when due shall subject
the taxpayer to a liability for interest at the rate of one percent per month on the
principal amount due and, unless abated by the Secretary of Fianance, a civil
penalty of five percent per month upon the principal amount due up to & maximum
total penalty of one hundred percent of the principal amount due and payable.
Interest on overpayments of such taxes shall accrue at the rate of one percent per
month or fraction thereof, such accrual commencing with the 46th day after the
taxpayer files a claim for refund of such overpaid taxes.

Section 24. If any provision of this Act or the application thereof to any person or
circumstance is held invalid, sueh invalidity shall not affect other provisions or
applications of the Act which can be given effect without the invalid provision or
application, and to that end the provisions of this Act are declared to be severgble,
except that the severability provision set forth in $§808 of Chapter 8 of Title 5 of the
Delaware Code as set forth in Section 2 of this Act shall control as to the severability
and continued effectiveness of the provisions of said Chapter 8 of Title 5 of the
Delaware Code.
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Seation 28. Sections 1 through 7, inclusive, and 20 through 24, Lnclusive;

Act shail take effect immediately upon its adoption. Sections 8 through 19,
this Act shall become effective an June 1, 1981. '
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Representative Derrickson

* Senator Cordrey; Reps.
Powell, Sincock, Petrilli,
Burris, FPallon, Edwards,
Coxpzz&, Cathcart,
Harrington, Spence,
Barnes, Buckworth, Ennis,
Roy, Plant, George,
Bennett, Anderson, Dixon,
Jonkiert, Soles, Jester,

S"'ﬁoﬁﬂolloway;Sens. Berndt,
Sair, Cook, Hughes, Neal,
Holloway, Murphy, Knox,
Arnold, Citro, Littleton,
Adams

HOUSE OF REPRESENTATIVES

131ST GEMERAL ASSEMBLY

2 -
HOUSE BILL NO. !ﬁf_// !EB 1 8 198“ 63

AN ACT TO AMEND CHAPTER 7 OF TITLE 5 OF THE DELAWARE CODE BY
ESTABLISHING THE NUMBER AND QUALIFICATIONS OF PERSONS REQUIRED
TO FORM A BANK OR TRUST COMPANY CONTROLLED BY AN OUT-OF-STATE
BANK HOLDING COMPANY;BY PROVIDING POR THE ISSUANCE OF REGU-
LATIONS BY THE BANK COMMISSIONER ESTABLISHING REASONABLE TIMES
FOR THE STARTUP OF A BANK OR TRUST COMPARY OR THE OPENING OF A
BRANCH; BY AMENDING THE REQUIREMENTS REGULATING TRE PERCENTAGE
OF A BANK'S CAPITAL, SURPLUS AND UNDIVIDED PROFITS WHICH MAY BE
INVESTED IN REAL ESTATE; BY DELETING FROM SECTION 764 (b) A
REFERENCE WHICH IS NO LONGER APPLICABLE; BY PROVIDING THAT NO
LETTER OF CREDIT SEBALL BE CONSTRUED AS A GUARANTEE; AND BY
AUTHORIZING THE ESTABLISHEMENT OF BRANCH OFFICES WITHOUT THE
STATE OF DELAWARE.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF DELAWARE,
TWO-THIRDS OF ALL MEMBERS ELECTED TO EACH ROUSE THEREOF CONCURRING
HEREIN:

v

Section 1. Amend Section 722, Title 5, Delaware Code,
by deleting such section 1in its entirety and substituting in lieu

thereof the following:

"§722. 1Incorporators; number and qualifications,

Fifteen or more persons being citizens of this
State and of lawful age who associate themselves by =&
written agreement, herelnaftet called 'articles of
association,' for the purpose of forming a bank or trust

company may, upon compliance with the provisions 6f this
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13
14
15
16
17
18
19
20
21
22
23
24
25

26

chapter, become a corporation, with the powers conferred

by this chapter and subject to the regulations prescribed
by this chapter and subject also to the regulations pre-
scribed for banks and trust companies by any general
statute of this State; provided, however, that the arti-
cles of association of any bank or kruat company that, in
the opinion of the Commissioner, is hereafter formed as a
part of a planned acquisition of stock in a bank located
1nAthis State by an out~of-state bank holding company as
defined in $801 of this title shall require the association

of only three persons, two of whom must be citizens and

restdents of this State."

Section 2, Amend Section 734, Title 5, Delaware Code, by
deleting such section in its entirety and substituting in lieu

thereof the following:

"$734. Revocation ef Charter for Failure to Commence
Business within a Reasonable Time.

Every corporation created under this chapter shall,
aftar the expiration of a reasonable time from the date
of tts incorporation, sa determined by the State Bank
Commissioner, be actively engaged in the business for
which it was created or its certificate of incorpor-
ation and corporate franchise shsll be deemed and held
to be fevoked. The Commissioner shall by regulations
prescribe the criteria to be applied in determining

vhat constitutes a reasonable period of time.”
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Section 1. Amend Scction 762, Title 5, Delaware
Code, by deleting the words '25 percent of 1its capital actu-
ally paid in and its surplus account'" and substituting therefor
the words "50 percent of its capital, surplus and undivided
profit accounts" in the first sentence thereof and by deleting
the words, ""The amount of any mortgage on real estate owned by

the corporation directly or indirectly and in whole or in part

10
11
12

13
14
15

16
17
18
19
20
21
22
23
24
25
26

27.

28
29

used by it in the transaction of its business, and" from the

second sentence thereof.

Section 4. Amend Section 764(b), Title 5, Delaware
Code, by deleting the words 'or to the Reconstruction Finance

Corporation" therefrom.

Section 5. Amend Section 767, Title 5, Delaware
Code, by deleting the period at the end of paragraph (1) of

that section, and adding the following:

", provided that no letter of credit as defined in section
5-103(1) (a) of title 6 and no standby letter of credit as
defined herein shall be construed to fall within the prohi-
bition of this section. As used herein, the term 'standby
letter of credit' includes every letter of credit (or simi-
lar arrangement however named or designated) which represents
an obligation to the beneficiary on the part of the issuer
(i) to repay money borrowed by or advanced to or for the
account of the customer or, (ii) to make payment on account
of any evidence of indebtedness undertaken by the customer,
or (iii) to make payment on account of any default by the
customer in performance of an obligation. The term 'benefi-
ciary,' 'issuer' and 'customer' as used herein have the same

meaning as in section 5-103(a) of title 6."
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Section 6. Amend Section 770(a), Title 5, Delaware
Code, by deleting the last two sentences thereof and substi-
tuting in lieu thereof the following: “Any certificate of
authority issued by the Commissioner shall be void and of no
effect if after the expiration of a reasonable period of time,
as determined by the State Bank Commissioner, such branch is
not actually opened for business. The Commissioner shall by
regulations prescribe the criteria to be applied in deter-

mining what constitutes a reasonable period of time."

Section 7. Amend Chapter 7 of Title 5, Delaware
Code, by inserting a new Section 771 as follows:

$

"§771. Foreign Branch Offices.

(a) Any bank or trust compény having a paid-in capital
and sﬁrplus exceeding One Million Dollars ($1,000,000) or
more may open branch offices or places of business without
the State of Delaware, in the United States of America, or
its possessions or in foreign countries upon issuance of a
certificate of authority by the State Bank Commissioner and
upon such conditions and under such regulations as he may

prescribe.

(b) If any bank or trust company has opened and occu-
pled a branch office in a foreign country pursuant to the
provisions of paragraph (a) of this section, it may, unless
otherwise advised by the State Bank Commissioner, open and
occupy an additional branch office or branch offices in such
country without having to apply for the approval of the
Commissioner provided that it gives the Commissioner notice
of at least thirty (30) days (or such shorter period as he
in individual cases may approve) before opening and occupying

any such additional branch office.

Page 4 of 6



s W N

10

11
12

ot

(c) A fee of Five Hundred Dollars ($500) for the
issuance of each certificate contemplated by subsection (a)
of this section shall be required by the State Bank Commis-

sioner before issuance of such a certificate.”

Section 8. 1If any provision of this Act or the
application thereof to any person or circumstance is held
invalid, such invalidity shall not affect other provisions
or applications of the Act which can be given effect without
the invalid provision or application, and to that end the

provisions of this Act are declared to be severable.

Section 9. This Act shall take effect immediately

upon its adoption,

SYNOPSIS

1. Number and Qualifications of Incorporators

Section 1 of the Bill amends present Section 722 of Title
5 of the Delaware Code by reducing to three the number of
persons required to establish a bank or trust company which,
in the opinion of the State Bank Commissioner, is formed after
the effective date of this Bill as a part of a planned acquisi-
tion of stock in a Delaware bank by an out-of-state bank holding
company .

2. Reasonable Time for Startup of a Bank or Trust Company
or the Opening of a Branch

Sections 2 and 6 together provide that a bank or trust
company shall be allowed a ''reasonable time,' as determined
by the State Bank Commissioner, for the startup of business
or for the opening of a branch, in lieu of the 6 month
period under present law, which time period may be extended
by the Commissioner. The Commissioner shall by regulations
prescribe the criteria for determining a reasonable time.
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3. Real Escate Owned by Banks

Section 3 of the Bill provides that the percentage of
capital which a bank or trust company may invest in real
estate suitable for the conduct of its business is increased
from 25 percent of its capital and surplus to 50 percent of . |
its capital, surplus and undivided grofit. and that mortgages
on real estate owned by a bank shall not be included in
computing this percentage. -

4, Deadwood Amendment

Section 4 of the Bill removes an obsolete reference to
the "Reconstruction Finance Corporation" contained in Section
764(b) of Title 5. :

5. Letters of Credit not to be Construed as Guarantees

Section 5 of the Bill>provides that letters of credit and
standby letters of credit issued by banks or trust companies
shall not be construed as guarantees.

6. Foreign Branch Offices of Banks

Section 7 of the Bill permits any bank or trust company
to open branch offices outside the State of Delaware upon
issuance of a certificate of authority by the State Bank
Commissioner.

o~
Authors: Morris, Nichols, Arsht & Tunnell
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HOUSE AMENDED

A

" PRIOR PRINTER'S NOS. 415, 827, 847,

879, 891 Printer's No. 1049

THE GENERAL ASSEMBLY OF PENNSYLVANIA

SENATE BILL
No. 409 Sesls;grll of

o INTRODUCED BY JUBELIRER, ZEMPRELLI, STAUFFER, MOORE, HELFRICK,
FISHER, LYNCH, ROSS AND KUSSE, FEBRUARY 24, 1981
AS REPORTED FROM COMMITTEE ON BUSINESS COMMERCE, HOUSE OF
REPRESENTATIVES, AS AMENDED, JUNE 17, 1981
AN ACT

1 Permitting for a limited time amounts in addition to the

2 statutory limits imposed upon certain interest rates, service
3 charges and finance charges upon loans and extensions of

4 credit.

5 The General Asseanbly of the Commonwealth of Penansylvania

6 hereby enacts as follows:

7 Section 1. This act shall be known and may be cited as the

8 "Consumer Access to Credit Act.™®

9 Section 2. Notwithstanding the provisions of any act to the
10 contrary, including but not limited to the act of January 30,

11 1974 (P.L.13, No.6), referred to as the Loan Interest and
12 Protection Law and the limits heretofore imposed by the

13 following statutes or sections of statutes upon the maximunm
18 rates OR AMOUNTS of interest, service charges and finance oo
15 <charges permitted to be charged upon loans and extensions of
16 credit, a creditor or seller is permitted to impose and collect
17 the additional amounts described im section 3 of this act for
18 loans and extensions of credit made during the period commencing
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12
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14
15
16
17
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28
29
30

with the effective date of this act and ending Novem%er 50;.|' o1
19843 L L
(1) Sections 13 and 17.1 of the act of April 8, 1937

{(P.L.262, No.66), known as the "Consumer Discount Company
Act. "™
(2) Section 19 of the act of September 20, 1961
{P.L.1548, ¥o0.658), known as the "Credit Union Act."
(3) Sections 301 and 307 of the act of August 14, 1963
(P.L.1082, No.464), known as the "Home Improvement Finance
Act."
(8) Sections 309, 316, 317, 318 and 506 of the act of {—
November 30, 1965 (P.L.847, No.356), known as the "Banking
Code of 1965."
(5) Sections 303 (h), 501, and—904 904 AND 906 of the act <—
of October 28, 1966 (1st Sp.Sess., P.L.55, No.7), known as
the "Goods and Services Installment Sales Act."
{6) Sections 918, 919 and 920 of the act of December 14,
1967 (P.L.7u46, No.345), known as the "Savings Association
Code of 1967."
(7) Sections 9 and 15 of the act of December 12, 1980
{(P.L. 1173, No.219), known as the "Secondary Mortgage Loan
Act."
{8) Section 19 of the act of June 28, 1947 (P.L.1110,
No.476), known as the "Motor Vehicle Sales Finance Act.”
{9) Section 12 of the act of April 6, 1937 (P.L.200,
No.51), known as the "Pawnbrokers License Act."
Section 3. In transactions entered after the effective date
of this act and prior to its termination, a creditor or seller,
who—-is—authorizod—to—make-loans—and—extend-credit—under-the <—
statutes—ltisted—in-section—2y may charge interest and service
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*andr finance charges in addition to those permitted by the

+
statutes or sections of statutes listed in CLAUSES (1) THROUGH L

{9) OF s;ction 2 at an annual rate not in excess of &8% 80% of <—
the averaqge of the daily market yields ea ADJUSTED TO CONSTANT <—
MATURITIES FOR three-year United States Treasury securities
determined as follows: On or before the 15th day of the month
following the date of approval of this act and the 15th day of
each third month thereafter, the Secretary of Banking shall
announce and promptly thereafter publish in the Pennsylvania
Bulletin the average of the daily market yields and the 60X 80% L—
limit en ADJUSTED TO CONSTANT MATURITIES FOR the average on <—
three-year United States Treasury securities, determined by him
through publications of Federal agencies or any other method he
deens reljable, in the three calendar months last preceding the
date of the announcement. SUCH AVERAGE SHALL BE THE MAXIMON <—
ANNUAL RATE OF THE ADDITIONAL INTEREST, SERVICE OR FINANCE
CHARGE WHICH A CREDITOR OR SELLER MAY COLLECT, SUBJECT TO
SECTION 4, FOR INDEBTEDNESS OUTSTANDING IN A PERIODIC BILLING
CYCLE OF A REVOLVING CREDIT ACCOUNT WHICH BEGINS, OR FOR
INDEBTEDNESS INCURRED AS TO ANY OTHER TYPE OF CREDIT, DURING THE
THREE CALENDAR MONTHS NEXT FOLLOWING THE DATE OF EACH QUARTERLY
ANNOUNCEMENT.

Section 4. (a) This act shall not authorize a creditor or
seller to increase the interest rate, service charge or finance
charges or to increase the minimum periodic installment payments
applicable to indebtedness incurred before the effective date of
this act AND SHALL NOT AUTHORIZE AN ISSUER OF A CREDIT CARD <—
WHICH IS PRIMARILY ENGAGED AS A SELLER OR DISTRIBUTOR OF
GASOLINE TO CHARGE ANY AMOUNT GTHER THAN AS PROVIDED BY LAW
BEFORE THE EFFECTIVE DATE OF THIS ACT.
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{(b) A creditor OR SELLER may, at any time and‘ff?urtine to ‘:fQ
time, change the interest rate, service charge or financ? charge ’
or the minimum periodic installment payments governing a credit
card or other revolving credit plan as provided in sections 2
and 3. If the interest rate, service charge or finance charge
will decrease as a result of the publication of the three-month
publication of the 60% limit on the average of the daily market
yield on three-year United States Treasury securities, the
creditor or seller shall autematieally decrease his interest <—
rate, service charge or finance charge BEGINNING WITH THE NEXT —
PERIODIC BILLING CYCLE to a limit no greater than the published
limit for that particular three-month period. Any decrease shall
apply to all indebtedness incurred from the effective date of
this act to the effective date of the decrease, and shall remain
so until such decrease is amended by a newly published limit by
the Secretary of Banking. If the amendment will increase the
interest rate, service charge or finance charge, or the minimunm
amount of periodic installment payments, to be paid by the
customer, the amendment shall be made (AND ANY OTHER AMENDMENT <—
MAY BE MADE) in compliance with the following conditions:

(1) The creditor or seller shall mail OR DELIVER to the {—
customer a written notice which shall describe the amendment

and the existing teras of the agreement affected by the

anendment and specify the effective date of the amendment

which shall be not less than 30 days after the date of the

notice and not less than 120 days after the effective date of

a prior amendment made pursuant to this section by which the

interest rate, service charge or finance charge vas

increased.

(2) The amendment shall become effective, and the notice
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‘1," ‘shal} sé state, only if the customer, or person authorized by

the'cubtomer, uses the plan by incurring indebtedness after
the date specified in the notice or othervise agrees to the
amendment but in no event shall such amendment take effect
with respect to that portion of the outstanding indebtedness
from billing period to billing period which represents
indebtedness incurred prior to the first day of the billiag
period in which the customer, or person authorized by the
customer, uses the plan after the date specified in the
Aotico—of—anepdment—mailed FIRST NOTICE MAILED OR DELIVERED
pursuant to this section or otherwise agrees to the
amendment.

(3) The notice shall state that a customer to whom an

amendment does not become applicable under this section may

pay all outstanding amounts under the terms of the agreement,

including times and amounts of payments, without the

amendment.

(4) Payments and other credits applied to a revolving
credit account after an amendment has become effective shall
be applied in the manner set forth in the agreement.

{c) Any creditor or seller may apply an amended interest
rate, service charge or finance charge to any indebtedness
incurred after the effective date of this act as long as the
follovwing condition is followed: an irrevocable notice must be
filed with the Secretary of the Department of Banking stating
that the creditor or seller shall apply all outstanding
indebtedness incurred after the effective date to the new
interest rate, service charge or finance charge whether it be
increased or decreased. Otherwise, a creditor or seller shall
maintain any indebtedness incurred after the effective date of
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this act at each newly amended interest rate, serVice Fhaf@é o |

. v

finance charge established, and no amended rate shall, apply to ..
indebtedness incurred before the effective date of the )
amendment.

Section 5. Nothing in this act shall be construed as:

{1) affecting any power or authority of any regulatory
agency under the laws of the Commonwealth or as repealing or
affecting the requirements or conditions of existing laws for
licenses, permits, authorizations or regulatory approvals to
engage in extending credit or granting loans; or

{2) granting to any institution, creditor or other
person any povér or authority to make any loan or extension
of credit which it is not otherwise authorized to make under
the laws of the Commonwvealth.

Section 6. This act shall not affect existing Federal and
State laws relating to loans for the first mortgage for the
purchase of the borrower's principal residence.

Section 7. (a) The maximum interest rates, service charges
or tinance charges for any indebtedness incurred subsequent to
the termination of this act whether made through a loan or a
credit extension shall be the maximum rates of interest, service
charges or finance charges imposed heretofore by the acts and
sections of the acts referred to in section 2.

(b) The interest rate, service charges or finance charges
established for any loan or extension of credit made under the
provisions of this act shall remain in force and effect until
satisfied in full for any balance on such loan or extension of
credit remaining upon the termination of the act unless altered
by the creditor or seller with proper disclosure for the debtor.

Section 8. Compliance with the Federal Truth~in-Lending Act
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‘withia the coverage of this act.

Section 9. The Secretary of Banking shall monitor the
interest rates, service charges and finance charges imposed upon
loans and extension of credit affected by this act. The
Secretary of Banking shall report to the Legislature no later
than January 1, 1983 as to:

(1) the degree of competition among the sellers and
creditors in making loans and extending credit;

{2) the interest rates, service charges and finance
charges being assessed on loans and extensions of credit and
their reflection upon the market conditions; and

{3) the access to credit for consumers as affected by
the interest rate, service charge and finance charge ceilings
herein.

The Secretary of Banking shall make a second report to the
Legislature no later than March 31, 1984 as to whether or not
the interest rate, service charge and finance charge ceilings as
provided herein shall continue or whether, with respect to
individual types of loans or extensions of credit affected by
this act, the statutory ceilings in existence before the
effective date of this act shall be reimposed. This report shall
also contain the same information required in the first report
as delineated above in this section.

Section 10. Notwithstanding the definition of "racketeering
activity” contained in 18 Pa.C.S. § 911(¢h) (1) {(iv) and the
provisions of 18 Pa.C.5. § 911(b) {(relating to corrupt
organizations), any institution or creditor operating under
authority of this act may charge such interest rates, service
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1 charges or finance charges on loans and extensionsg of credit. as\
b4
2] o

‘

2 may be authorized under this act. \: }’*

3 Section 11. This act shall take effect in 30 days. This act

4 shall terminate on November 30, 1984.
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