MINUTES
SAVINGS AND LOAN COMMITTEERE
ierch 19, 1965

-

Meeting of this Committee was at 9 a.m. in Room 528 with

Cheirmen Strowig presiding.

Messrs., Robinson and Pannbacker wvere absent.
Mr., Trachgel, Commissioner of Consumer Credit, was present
to discuss seversl proposals with the Committee.

HE 758, to lower the interest rate on the first $300 por-
ti-n of 2 loen from 3% to 2% - Mr. Trachsel stnted that the

cost of making small lorns is economically unprofitrble even
though they carry a higher rate. He submitted statistics show-
ing that about 10% of loans are Hnﬂﬁr $300 and that the sverage
cost of servicing per month is $7.80. He says the small loan com-
penics show the lowest net d rete in five years, "In my
c lovered to 2%, 1 1lov who needs money to

pay incone taxes o axes, living expenses
he wantesd to borrow,

T
t of the picture if h
vould have the effect of driving these margi
h, lack merket or they jurt could not get credi
stated thot the average monthly rate was 1,7% in
ad debte totaled 81,991,772, or about 27 of the

that they were more than the net income of
Mr, Tolias moved, and Mr. Winters scconded, that
8 'Er recommended Yhe not passed’. Iotion cerried without
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rest, He said there are some few in-

1ly know our laws. Mr. Drew

moved, and ption of smendment to HI' 897,
page F, line the word Y“licensece' the fol-

ﬁ1
10w1ng: aving more then fifty per cent common
,i i, Mr. Myers then moved recommendation
age of HR 897 r& amended (both yesterdry and todey). Mr.

Tobies seconded such motion ﬂnd it carried without dissenting
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HOUSE BILL NO. _897

on page 1, in line 13, by inserting after the word '"hereof”
the following: "and where a loan is repayable in installments
and is not otherwise governed by statute, ".

on page 3, in line 29, after the semicolon, by striking the
words "before computing the defer-" and by striking all of lines
30 and 31.

on page 4, by striking all of line 1; in line 7, by inserting
after the period the following: "The lender may also add to the
unpaid balance the cost of insurance incidental to the deferment
plus any accrued delinquency charges, and shall deduct therefrom any
refund that may be due.":
/in line 8, by striking the period and inserting in lieu thereof
the following: ": Provided, That if prepayment in full occurs
during the deferment period, the borrower shall be refunded that
portion of the Jeferment charge applicable to the unexpired full
months in the deferment period."; and in line 21, by inserting
before the”word "amount" the word "dollar".

: ﬁﬁd; page 10, line 1, by inserting after the period the
following: "The lender may also add to the unpaid balance the
cost of insurance incidental to the deferment plus any accrued
delinguency charges, and shall deduct therefrom any refund that
may de due."; and in line 2, by striking the period and inserting
in lieu thereof the following: ". provided, That if prepayment
in full occurs during the deferment period, the borrower shall be

refunded that portion of the deferment charge applicable to the

unexpired full months in the deferment period."
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Section 16=410 provides for @ charge of 3% per month to $300 and 5/6% on
balances above.

Section 16=202 (b) provides for a charge of $8 add on per one hundred
dollars.

section 16=-202 (o) provides for a charge of 10% simple per annum which
is approximately equivalent to $5.50 add on per hundred dollars pur year.

EXAMPLE

On a $500 loun advance to be repaid in 12 equal monthly instaliments the
charges and notes would be approximately as follows:

Under 16-410 Under 16-2026 Under 16=202 (a)

Amount of advanced $500.00 $500.00 $500.00
Amount of note 587 .64 540.00 527 .50
Amount of charges 87.65 40.00 27.50
Average cost par month 7.30 3.33 2.9

The 1963 Annual Report of the Consumer Credit Commissioner shows the
followingritems:

. Average cost per account per month $7.80,
2. Average cost per account per year $93.60.
3. 90.68% of loans made were In excess of $300.

4, Net eamings on total assets used and useful (before deducting interest
expense) 3.44%,

5. A constant gradual decline in net aarnings during past 5 years.
6. A total bad debt expense of $1,991,772.86.

7. An actual average monthly charge of 1.7% or an annual interest rate of
20.40% on balances, versus rate of 36% permitted under 16-410 on
balances of under $300,

Conclusions

. A rate of charge which is too low forces the necessitous but worthy
borrower to either forego credit or seek illegal sources. The effective
rate tends to seek the celling on all loans whera the rate is low.

2. A rote of chorge which is adequate permits competition to provide an
effective rate which is below the ceiling except on borrowees with

assdn abmadnrd sresdld roenrizeat
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